A Service of

[ ) [ J
(] [ )
J ﬂ Leibniz-Informationszentrum
° Wirtschaft
o Leibniz Information Centre
h for Economics

Make Your Publications Visible.

Gupta, Deeksha; Kumar, Rahul; Chattopadhyay, Subir

Article

The impact of corporate spin-offs on shareholders' wealth:

Empirical evidence from India

Cogent Economics & Finance

Provided in Cooperation with:
Taylor & Francis Group

Suggested Citation: Gupta, Deeksha; Kumar, Rahul; Chattopadhyay, Subir (2022) : The impact of
corporate spin-offs on shareholders' wealth: Empirical evidence from India, Cogent Economics &
Finance, ISSN 2332-2039, Taylor & Francis, Abingdon, Vol. 10, Iss. 1, pp. 1-20,

https://doi.org/10.1080/23322039.2022.2109277

This Version is available at:
https://hdl.handle.net/10419/303741

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

.: BY https://creativecommons.org/licenses/by/4.0/

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1080/23322039.2022.2109277%0A
https://hdl.handle.net/10419/303741
https://creativecommons.org/licenses/by/4.0/
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

* cogent
economics
& finance

Cogent Economics & Finance

ISSN: (Print) (Online) Journal homepage: www.tandfonline.com/journals/oaef20

©

Taylor & Francis

Taylor & Francis Grou

P

I

The impact of corporate spin-offs on shareholders
wealth: Empirical evidence from India

Deeksha Gupta, Rahul Kumar & Subir Chattopadhyay

To cite this article: Deeksha Gupta, Rahul Kumar & Subir Chattopadhyay (2022) The impact of
corporate spin-offs on shareholders’ wealth: Empirical evidence from India, Cogent Economics
& Finance, 10:1, 2109277, DOI: 10.1080/23322039.2022.2109277

To link to this article: https://doi.org/10.1080/23322039.2022.2109277

8 © 2022 The Author(s). This open access
article is distributed under a Creative
Commons Attribution (CC-BY) 4.0 license.

ﬁ Published online: 21 Aug 2022.

N
C/J Submit your article to this journal &

||I| Article views: 3398

A
h View related articles &'

@ View Crossmark data (&

@ Citing articles: 3 View citing articles &

Full Terms & Conditions of access and use can be found at
https://www.tandfonline.com/action/journallnformation?journalCode=oaef20


https://www.tandfonline.com/journals/oaef20?src=pdf
https://www.tandfonline.com/action/showCitFormats?doi=10.1080/23322039.2022.2109277
https://doi.org/10.1080/23322039.2022.2109277
https://www.tandfonline.com/action/authorSubmission?journalCode=oaef20&show=instructions&src=pdf
https://www.tandfonline.com/action/authorSubmission?journalCode=oaef20&show=instructions&src=pdf
https://www.tandfonline.com/doi/mlt/10.1080/23322039.2022.2109277?src=pdf
https://www.tandfonline.com/doi/mlt/10.1080/23322039.2022.2109277?src=pdf
http://crossmark.crossref.org/dialog/?doi=10.1080/23322039.2022.2109277&domain=pdf&date_stamp=21%20Aug%202022
http://crossmark.crossref.org/dialog/?doi=10.1080/23322039.2022.2109277&domain=pdf&date_stamp=21%20Aug%202022
https://www.tandfonline.com/doi/citedby/10.1080/23322039.2022.2109277?src=pdf
https://www.tandfonline.com/doi/citedby/10.1080/23322039.2022.2109277?src=pdf
https://www.tandfonline.com/action/journalInformation?journalCode=oaef20

Gupta et al.,, Cogent Economics & Finance (2022), 10: 2109277
https://doi.org/10.1080/23322039.2022.2109277

CrossMark

Received: 08 September 2021
Accepted: 30 July 2022

*Corresponding author: Rahul Kumar,
Accounting & Finance Area, Indian
Institute of Management Ranchi,
Suchana Bhawan, Meur’s Road,
Ranchi, Jharkhand 834008, India
E-mail: rahul.kumar18fpm@iimran-
chi.ac.in

Reviewing editor:
David McMillan, University of Stirling,
United Kingdom

Additional information is available at
the end of the article

cogent--0a

<k* cogent

economics
& finance

FINANCIAL ECONOMICS | RESEARCH ARTICLE

The impact of corporate spin-offs on
shareholders’ wealth: Empirical evidence from
India

Deeksha Gupta?, Rahul Kumar?* and Subir Chattopadhyay?

Abstract: Corporate restructuring is a widely adopted mode of improving efficiency
and firm performance and has been studied in different country contexts such as
the US, Australia, and Europe. The aim of this paper is to examine the impact of
spin-off announcements on the stock prices of parent firms in the Indian context. In
addition, we also investigate the price effect anomaly through two subsamples of
high-price scripts and low-price scripts. The study is conducted on a sample of 221
Indian firms listed in BSE (Bombay Stock Exchange) from 2003 to 2020 which have
announced the spin-offs. We employ event study methodology and find that spin-
offs have a significantly positive impact on the stock prices of the parent firm. We
observe the highest abnormal return of 1.35% on +1 day post the event. The
interval-wise analysis gives the highest CAAR of 2.64% in (+1, +5) interval. The
analysis of the price behavior of stocks at different price levels suggests that the
low-price script outperformed the high-price script in each event window with

a CAAR of 3.90% in high-price script and 7.16% in low-price script for the event
window from —10 to +10.

Subjects: Finance; Business, Management and Accounting; Industry & Industrial Studies

Keywords: restructuring; market efficiency; emerging markets; spin-offs; event studies;
India

JEL Classification: G11; G14; G34

1. Introduction

The various aspects of corporate restructuring and its implication on firm performance have been
a central concern in many studies for approximately three decades (Chemmanur & Yan, 2004;
Desai & Jain, 1999; Schipper & Smith, 1983; Singh et al., 2009). Restructuring has witnessed
considerable research, but the restructuring and the consecutions on a firm and its stakeholders
are dubious, and rhetoric of this source of shareholder benefit is challenged by skepticism
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(Bowman & Singh, 1993). However, a general perspective of relevant studies suggests that spin-
offs or demergers of business firms create value for its shareholders as a consequence of the
positive abnormal return of the stocks (Aggarwal and Garg,2019; Ahn & Denis, 2004; Bendre &
Apte, 2017; Bergh et al., 2008; Boreiko & Murgia, 2016; Chai et al., 2018; Cusatis et al., 1993; Hite &
Owers, 1983; Rosenfeld, 1984; Vyas et al., 2015).

Corporate restructuring has become an important but common strategic practice among busi-
ness firms. It encompasses a wide range of transactions such as selling off the existing business
lines, altering the firm’s capital structure and internal organization, and others. It can also include
acquisitions and divestitures to reconfigure the business lines. The common motives behind
restructuring majorly cite maximizing shareholder wealth, cost controls, and productivity
enhancements.

A significant number of studies are based on different country contexts that indicate the positive
relationship between the announcement of spin-offs and abnormal stock returns. In India, corpo-
rate spinning is becoming a prominent mode of restructuring as the past few years have witnessed
a large number of spin-offs by Indian companies. Spin-offs are one of the modes of divestitures
through which corporates reduce their business portfolio, create value (Kambla, 2017), and
improve financial performance by reducing information asymmetries (Bergh et al., 2008). A spin-
off differs from sale divestitures in that it results in an independent firm that causes the reduction
in the asset base of the divested firm. The shares of the divested firms may be transferred to the
shareholders of the divested firm (Hite & Owers, 1983). In this mode, the parent company’s spin-
off gets listed on the capital market, and shares of the divested business are distributed to the
shareholders of the parent business. The shareholders have the choice to hold a share of either of
both entities after the restructuring or sell their stake in divested firm (Puranam & Vanneste, 2016).
There are various factors that cause the positive association between spin-offs and value creation.

The spinning-off improves the performance of the parent’s stock and increases the number of
securities that are traded on the market (Habib et al., 1997). The investors believe that post-
separation, there will be a decline in the level of information asymmetry in the stock market and
an upsurge in the value of the parent firm and its divested subsidiary. Whereas (Krishnaswami &
Subramaniam, 1999), in their study, concluded that the low positive abnormal returns are asso-
ciated with the taxable spin-offs and high returns with non-taxable spin-offs. They suggested that
firms might undertake spin-off, expecting that reduction in information asymmetry will lead to
value unlocking (Bergh et al,, 2008). In India, the spin-offs are exempted from capital gain tax
under section 47(vib) of the Indian Income Tax Act,1961. In addition, there are few provisions to
carry forward and set off losses and unabsorbed depreciation in the hand of parent firms.

In this paper, we attempt to study the discussed phenomena on the Indian companies as
corporate restructuring has become a common phenomenon in India after the liberalization policy
adopted by the Government of India in the year 1991. Developing countries like India, Koreq,
China, and others contain and conduce the growth of business groups. These conglomerates grow
into a diversified business with related or unrelated diversifications. However, with changes in the
business environment and an increase in competition, the large business groups face threats of
operational inefficiencies and takeovers by foreign companies. Therefore, to survive the competi-
tion in domestic and global markets, Indian conglomerates are spinning-off their business portfolio
to focus on their core business and improve operational efficiencies (Ramu, 1999).

We study 221 spin-offs by Indian companies from the year 2003-2020 and the impact of their
announcement on the stocks return of the parent firms. The result expects to substantiate the
findings on Indian companies taking a much larger sample size, which comprises parent firms
compared to other studies conducted on Indian firms. To the best of our knowledge and literature
in hand, this study provides the first empirical comparative study of low-price and high-price
scripts.
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2. Literature review

The downsizing of a large company is a response to the dynamic business environment and
industry shocks. The restructuring through divesture has a wealth effect on shareholders
(Mulherin & Boone, 2000). The voluntary spin-offs by the firm are perceived to have a positive
impact on the parent company and the spin-off subsidiary. The primary reason behind divestitures
is to enhance managerial efficiency and improve firms’ economic value in the capital market and
competitive positions (Woo et al., 1989). Spinning-off a division or a subsidiary provides strategic
and financial advantages to the corporates and results in additional value for the stockholders of
the parent firms and causes increases in operating performance (Chemmanur & Yan, 2004).
Several empirical evidence strengthens the argument made in the paper that spin-offs announce-
ment leads to abnormal return (Refer Table 1). The literature covers the study of different types of
restructuring modes and their association with the impact on stock prices of the firms and share-
holders’ wealth. These studies differ in-country context and sample size, and period of study. The
extant literature cites multiple reasons for companies to undergo spin-offs some of which are
mentioned below:

2.1. Focus on core business

Corporate strategists find restructuring appealing for an excessively diversified company. It sepa-
rates the subsidiary that is not aligned with the core business to avert the incoordination of
resources and the dilution of core competencies because of firm size (Kambla, 2017). Desai &
Jain, 1999, in their study, examined the explanation of the abnormal return of the stock market on
the spin-off announcement based on focus on the core business. Their result suggests that focus-
increasing spin-offs show long-run abnormal returns than non-focus-increasing spin-offs. The spin-
offs as a restructuring mode are also a low-cost method of transferring control of corporate assets
to bidders who will create greater value (Cusatis et al., 1993). Spin-offs lead to an increase in
corporate focus and thus improve the performance; as a result, spin-off announcement causes an
increase in return.

2.2. Increase efficiency of parent and divested firm

(Ahn & Denis, 2004), in their study on 106 spin-offs, cited that diversified firms allocate investment
funds inefficiently; thus, the spinning creates value by improving investment efficiency. Whereas
spinning off a subsidiary helps reduce negative synergies and unlock value by divesting assets or
business lines that are not associated with the core business of the firm (Kambla, 2017).
A comparative study of cross-industry spin-offs and own-industry spin-offs indicated that the
operating-return-on-assets ratio, i.e., ROA increased in excess in the case of cross-industry spin-
offs. In contrast, ROA change was modest and insignificant for the own-industry spin-offs (Daley
et al, 1997). In addition, the restructuring allows the divested entity to explore its value by
attracting investors and analysts and accessing supplementary funds in the equity and debt
markets. Spin-off provides ease for a parent company to divest its subsidiary as, most often,
their existing shareholders buy the spin-off subsidiary. Consequently, the spin-off has appealed
to a large number of firms as a popular restructuring mode, particularly in the environment where
obtaining finance becomes a challenge (Gordon, 1992).

2.3. Reduce information asymmetries

(Bergh et al., 2008) in their study of spin-offs and sell-offs examined the selection of diversification
strategy in relation to the restructured asset and observed the impact on the stock market due to
restructuring announcements. Their study concluded that spin-offs effectively reduced information
asymmetries and transferred the asset to the capital market when restructured assets remained
with primary and related businesses. In contrast, sell-offs proved to be the best restructuring mode
when restructured assets remain with the secondary and unrelated business. Firms show high
diversification, and sell-offs reduce the information asymmetries through market forces.
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2.4. Impact on bondholder’s cash flow

Another justification of positive return is based on how the spin-off impacts the bondholders. If
spin-offs cause a reduction in the cash flows, then restructuring announcement may lead to
a decline in bond prices as the probabilities of cash inflow are revised. Thenceforth, expropriating
the bondholder’s wealth is defined by the loss of assets and cash flows (Maxwell & Rao, 2003). In
addition, the shareholders of the parent firm will get the benefit of shareholdings in both the
resulting company and demerged firm at the cost of bondholders of the parent firm due to the
decline in collateral value of the parent firm (Galais & Masulis, 1976). Alternatively, if spin-offs do
not cause a reduction in cash inflows to bondholders, then the spin-off announcement would not
initiate a price reaction. An alternative explanation suggests that spin-offs cause an increase in
future contracting flexibility as firms are constituted by various optimal contracts depending upon
the nature of operation, assets, and investment opportunities. This set of contracts influences the
shareholders’ wealth. Therefore, spin-off enables the parent and subsidiary to engage in the
contracts in which they have the advantage as per their specialisation and opportunities (Hite &
Owers, 1983)

A number of studies present a contrasting view regarding the spin-off’'s announcement and the
abnormal stock return (Boreiko & Murgia, 2016). The only exception observed in the study by
Murray (2000) was on UK firms. The result reported an insignificant negative abnormal return for
the event window from day -1 to day 1.

3. Data

The Bombay Stock Exchange (BSE) is the oldest stock exchange in India. As per the information
memorandum of listed companies available on the BSE website, the record of 351 schemes of
arrangement and spin-offs is available from 2000 to 2021. Out of these 351 records, 26 were
excluded as announced prior to 2003, or their board approval was given before 2003. Out of the
remaining, 93 were removed because the record contains other schemes of arrangements other
than spin-offs such as amalgamation, buybacks, acquisitions, bonus issue, consolidation of shares,
reduction of share capital, name change, and rest others. In addition, these 93 records are also
comprised of duplicate entries and firms whose board approval date is not available. Due to some
inconsistency in data, 11 companies were removed from the sample. The final sample comprises
data of 221 parent firms. The year-wise spin-offs data is given in Table 2. We considered the event
date, the date on which the company intimated the approval of the announcement of a spin-off by
the Board of Directors to the stock exchanges. We obtain the daily frequency stock price data of
individual securities for 17 years from 2003 to 2020 from the Bloomberg database. The Nifty 50
index has been considered to capture the movement of the market. Nifty 50 index is a standard
stock market index in India. It represents the weighted average of 50 diversified stocks. It is used
for benchmarking portfolios, derivative products, and index funds.

4. Methodology

The event study methodology has widely been used and accepted in the finance literature to
determine the stock price movement around the event. It is evident from the extant literature that
event study methodology is the standard method used to study the impact of divestiture
announcements on stock price behaviour (Binder, 1998). The event can be the announcement of
dividends, mergers, the resignation of auditors, etc. Therefore, we have used the standard event
study methodology outlined in the paper by Brown and Warner (1985). The first step for conduct-
ing an event study is to determine the event window, event date, estimation period, and event of
interest. The event of interest in this study is the announcement of a spin-off by the board. For
estimating normal return with the use of the market model, we have used 240 days estimation
window. The estimation period starts from 250 days before the event day to 10 days of event days.
We have taken 21 days event window for an event study. The event window consists of event day,
10 days a pre-event day, and 10-days post-event day.
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Table 1. Summarises the empirical evidence and their findings and conclusion from different

country contexts

Authors

Restructuring
mode

Period

Sample

Findings and
conclusions

Aggarwal and
Garg,2019

Spin-offs

2010-2016

76 (India)

(I)Spin-offs signifi-
cantly impact
the share prices
of the parent
firms.

(II)The pre-
announcement
period is affected
more than post
announcement
in terms of share
prices.

Chai et al., 2018

Spin-offs

1999-2013

103 (Australia)

(I)Substantial spin-
off
announcement
effect reported
over a 3-day
window.

(II)The potential
factors examined
such as industry,
information
asymmetry, bank
debt, industry
sector, and
market states did
not provide
sufficient
explanation for
the spin-off
announcement
effect in
Australia.

Bendre & Apte,
2017

Spin-offs

2012-2017

24 (India)

(I)Significant posi-
tive return
observed

Kambla, 2017

Spin-offs

2000-2012

135 (India)

(I)Positive long-
term wealth
effect observed.

(II)The study con-
cludes that dif-
ferences in
corporate gov-
ernance systems
of different
countries do not
influence market
reaction due to
spin-off
announcements.

(Continued)
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Tablel. (Continued)

Restructuring Findings and
Authors mode Period Sample conclusions
Boreiko & Murgia, Spin-offs 1989-2005 92(Europe)
2016 (I)The long-run

returns and
improved oper-
ating perfor-
mance are
reported only by
internally grown
business units
and parent-
related-non-
focusing subsidi-
aries

(I)The post-spin-
off mergers of
either parents or
subsidiaries
improve the
long-term per-
formance and
efficiency.

Vyas et al., 2015 Spin-offs 2012-2014 51(India)

(I)Demerger
announcements
reported
a positive effect
on shareholder
wealth.

(I)The sample
divided into large
and small
demergers
based on market
capitalisation did
not show
a similar result.
Small demergers
showed signifi-
cant abnormal
returns, whereas
large demergers
showed abnor-
mal returns, but
the result was
not statistically
significant.

(Continued)
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Restructuring Findings and
Authors mode Period Sample conclusions

(Bergh et al., 2008) | Spin-offs and Sell- 1990-1997 82(spin-offs)and
offs 122(sell-offs)-US (I)The market

showed
a positive reac-
tion to the
restructuring
announcement.

(II)The stock mar-
ket reaction was
related to the
firm’s diversifica-
tion strategy
mediated by the
way restructur-
ing is implemen-
ted.

(I1I)Spin-offs miti-
gated the nega-
tive synergies
but did not gen-
erate significant
financial pro-
ceeds.

Sin and Ariff (2006) | Spin-offs 1986-2002 85 (Malaysia)

(I)The empirical
result reported
the positive price
effects on stock
prices.

(I)The parent firms
experienced
positive abnor-
mal returns for
two days prior to
and after the
annou.
ncement day,
while the spin-
off companies
experienced
comparable
effects after the
listing date.

Ahn and Denis Spin-offs 1981-1996 106 (U.S.)
(2004) (I)The diversified
firms allocate
investment
funds
inefficiently.

(I1)Spin-offs create
value by
improving
investment effi-
ciency.

(Continued)
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Tablel. (Continued)

Restructuring Findings and
Authors mode Period Sample conclusions
Desai and Jain Spin-offs 1975-1991 144 (US))
(1999) (I)Focus-increasing

spin-offs show
a more signifi-
cant short-term
and long-term
price effect than
non-focus-
increasing spin-
offs.

(I). The observed
change in oper-
ating perfor-
mance was
consistent with
the short-term
price effect and
positively linked
with change in
focus.

(III). An analysis
shows that firms
are expected to
commence non-
focus spin-offs to
divest underper-
forming affiliate
firms from the
parents.

Vijh (1994) Spin-offs 1964-1990 113 (US.)

(I)An average
return of 3.0 per-
cent was
observed.

(I)The investors
defer to invest in
combined stocks
to escape the
cost of a less
preferred portion
of the parent
firm.

(I11). The post-spin-
off return arises
as investors pre-
ferred to invest
in the parent and
subsidiary stocks
separately.

(Continued)
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Restructuring Findings and
Authors mode Period Sample conclusions
Cusatis et al. (1993) | Spin-offs 1965-1988 146 (US.)

(D)Significant posi-
tive abnormal
returns on the
announcement
of the parent
firm’s spin-offs.

(II) Spin-offs allow
parent firms to
transfer the con-
trol of corporate
assets on a low-
cost basis to bid-
ders to create
more value for
shareholders.

Hite & Owers, 1983 | Spin-offs 1963-1981 123 (US)

(I)The result over
51 days window
indicates that
spin-off firms
performed well
in the stock
market.

(I)It was evident
from the result
that stock price
showed
a positive reac-
tion, and there
was significant
wealth gain by
the share-
holders.

The second step is to calculate the stock return from the stock price, which is calculated by the
following formula:

Rit = In(Pit/Pit_1)
where R is the stock return for firm i on day t, and P;; is the share price for day t.

The third step is to calculate the normal market return. To calculate, we have selected the
market model method to find out alpha and beta values for the sample firms. The values are

calculated by applying an ordinary least square regression on the firm return to market return of
the estimation period. With the help of the following formula, we calculate the normal return:

E(Mit) =ai+p; Rmt+eit

where q; is a measure of average return over the calculation period, which is not explained by the
market, the p; is the measure of a company’s sensitivity to the market risk component. Ryt is the
return on a market index, and the Nifty50 index is selected as the market index for calculating
normal market return. &; is an error term and Ye = 0.

To observe the anticipated price effect resulting from an event announcement, the abnormal
return in stocks during the event window is calculated by comparing actual stock returns with the
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Table 2. Year wise observations of parent firms which have announced spin-offs by their board|

Year Number of observations Year wise percentage
2003 13 5.60
2004 2 0.86
2005 11 4.74
2006 15 6.47
2007 19 8.19
2008 6 2.59
2009 13 5.60
2010 22 9.48
2011 13 5.60
2012 12 5.17
2013 12 5.17
2014 15 6.47
2015 14 6.03
2016 18 7.76
2017 21 9.05
2018 15 6.47
2019 8 3.45
2020 3 1.29
Total 232 100.00

normal market return. The abnormal return for the event window is calculated by using the
following formula:

ARt = Ry — E(Myt)

where AR;; is the abnormal return for t day, and R;; is the actual stock return of t day, and E(M;) the
normal return for day t.

In the subsequent step, we calculate Cumulative Abnormal Return (CAR), which measures
abnormal return throughout the event period. It is estimated to determine the total abnormal
return during the event window. CAR is calculated by summing up the abnormal return of stock
throughout the event window using the formula:

CAR(-10,+10) = § AR;;

i=—10
We also calculate some other abnormal return measures to draw the statistical inference: Average
Abnormal Return (AAR) and Cumulative Average Abnormal Return (CAAR). AAR is calculated as
share prices are impacted by other information. Hence, it makes share prices noisy. To overcome
this problem, we average all the firms’ abnormal returns, which constitute our sample. The formula
to calculate AAR is:

1N
AAR: =5 3. ARy
i=1
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Table 3. AAR and CAAR results of each day during event window: announcement of spin off

Day AAR CAAR | t-stats p-value
Day AAR CAAR | t-stats p-value

-20 -0.00237| -0.00237, -1.01 0.24 1 0.013508 0.033764 5.74 0.00
-19 -0.00324| -0.00561| -1.38 0.15 2 0.003985 0.037748 1.69 0.10
-18 -0.00039| -0.00600| -0.17 0.39 3 0.005214 0.042962 2.22 0.03
-17 0.00417| —0.00183 1.77 0.08 4 0.004601 0.047563 1.96 0.06
-16 0.00039| —0.00144 0.17 0.39 5 -0.000825 0.046738| -0.35 0.38
-15 0.00130| —0.00014 0.55 0.34 6 -0.002191 0.044547| —0.93 0.26
-14 0.00176| 0.00162 0.75 0.30 7 -0.000776 0.043771| -0.33 0.38
-13 0.00326| 0.00488 1.38 0.15 8 -0.000375 0.043396| -0.16 0.39
-12 0.00139| 0.00626 0.59 0.34 9 0.002601 0.045997 1.11 0.22
-11 0.00271| 0.00897 1.15 0.21 10 -0.000295 0.045702| -0.13 0.40
-10 -0.00128| 0.00769| -0.54 0.34 11 -0.000599 0.045103| -0.25 0.39
-9 -0.00155| 0.00614| -0.66 0.32 12 -0.002404 0.042699| -1.02 0.24
-8 —-0.00012| 0.00603| -0.05 0.40 13 0.001349 0.044049 0.57 0.34
-7 -0.00003| 0.00600, -0.01 0.40 14 0.001117 0.045166 0.47 0.36
-6 -0.00246| 0.00354| -1.05 0.23 15 -0.002474 0.042691| -1.05 0.23
-5 0.00291| 0.00645 1.24 0.19 16 -0.000897 0.041794| -0.38 0.37
4 0.00005| 0.00651 0.02 0.40 17 0.001469 0.043263 0.62 0.33
-3 0.00307| 0.00957 1.30 0.17 18 0.000077 0.043340 0.03 0.40
-2 0.00382| 0.01339 1.62 0.11 19 0.000227 0.043567 0.10 0.40
-1 -0.00013| 0.01326, -0.05 0.40 20 0.002317 0.045884 0.98 0.25
0 0.00699| 0.02026 2.97 0.00

The table shows the average abnormal returns (AAR) and cumulative average abnormal returns (CAAR) of each day
during event window around the announcement of spin-offs, reflecting the short-term price effect on the spin-off
announcement. N stands for the sample size, t-stat is the t-statistic for significance. The standardised cross-sectional
t-test is used for the parametric t-test.

Table 4. AAR and CAAR results over different intervals during event window: announcement of

spin off

Intervals N AAR t-stats p-value CAAR t-stats p-value
(=20, -15) 221 -0.00002 -0.01 0.40 —0.00014 -0.02 0.40
(=15, -10) 221 0.00152 0.65 0.32 0.00913 1.58 0.11
(=10, -5) 221 -0.00042 -0.18 0.39 -0.00252 -0.44 0.36
(=5, -1) 221 0.00194 0.83 0.28 0.00972 1.85 0.07
(-3,-1) 221 0.00225 0.96 0.25 0.00676 1.66 0.10
(-1,0) 221 0.00343 1.46 0.14 0.00687 2.06 0.05
(-1, +1) 221 0.00679 2.89 0.01 0.02037 5 0.00
(0, +1) 221 0.01025 4.36 0.00 0.0205 6.16 0.00
(+1,3) 221 0.00757 3.22 0.00 0.02271 5.57 0.00
(+1, +5) 221 0.0053 2.25 0.03 0.02648 5.03 0.00
(+5, +10) 221 -0.00031 -0.13 0.40 —-0.00186 -0.32 0.38
(+10, +15) 221 -0.00055 -0.23 0.39 —0.00331 -0.57 0.34
(+15, -20) 221 0.00012 0.05 0.40 0.00072 0.12 0.40
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Figure 1. Day-wise AAR and
CAAR results during event win-
dow of 41 days: announcement
of spin off
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where N is the number of firms that constitute our sample of the study. AR;; is an abnormal return
of an individual firm’s share price.

Cumulative Average Abnormal Return (CAAR) is calculated by summing up the average abnor-
mal return of stock throughout the event window. The CAAR is calculated to determine the total
average abnormal return during the event window. The formula to calculate CAR is:

p
CAAR, = Y AAR;
i=1

where p is the number of days, we want to cumulate the average abnormal return. AAR; is an
average abnormal return.

In the final step, we determine the statistical significance of abnormal return measures by using
the parametric test. Statistical significance means to examine whether the abnormal returns are
different from zero or not. The parametric test is done using a cross-sectional t-test which has
higher power over standard time-series t-tests (Brown & Warner, 1980). Cross-sectional t-test
assumes the null hypothesis that the average abnormal returns (averaged over all the firms) is
equal to zero and is calculated by the following formula:

CAAR(T1,T,)

tCross—sectional ==
OCAAR (7, 1,)

where, 3CAAR(T ) is the estimated cross-sectional variance of the abnormal returns, calculated as
112
under

. 1 N
SEAR(TyTy) = mg [CAR;(T1,T5) — CAAR(T1, T5))?

5. Empirical results & analysis

Table 3 presents the average abnormal return (AAR) and cumulative average abnormal returns
(CAAR) of each day during the 41 days event window around the announcement of spin-offs by the
board. N stands for the sample size, which is 221. We observe the highest abnormal return of
1.35% on +1 day post the event. The results are significant in the parametric test with a t-value of
5.74. The second highest abnormal return is reported at 0.69% on the event day, significant at
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Figure 2. Day-wise AAR and
CAAR results during event win-
dow of 81 days: announcement
of spin off
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Table 5. AAR and CAAR results over different intervals during extended event window:

announcement of spin off

Window AAR t-stats P-value CAAR t-stats P-value
(=40, —21) 0.0015 0.5757 0.3380 0.0300 2.5745 0.0145
(=20, -1) 0.0009 0.3337 0.3773 0.0174 1.4925 0.1310
(=40, —35) —-0.0007 -0.2712 0.3845 —0.0042 -0.6644 0.3199
(=35, —30) 0.0015 0.5769 0.3378 0.0090 1.4130 0.1470
(=30, -25) 0.0016 0.6292 0.3273 0.0098 1.5412 0.1217
(=25, —20) 0.0035 1.3507 0.1602 0.0176 3.0202 0.0042
(=20, —15) —0.0008 -0.3066 0.3806 —0.0048 -0.7510 0.3009
(=15, -10) 0.0014 0.5437 0.3441 0.0085 1.3319 0.1643
(=10, -5) 0.0005 0.1789 0.3926 0.0028 0.4382 0.3624
(=5, -1) 0.0021 0.8099 0.2874 0.0106 1.8111 0.0774
(-3,-1) 0.0030 1.1390 0.2086 0.0089 1.9728 0.0570
(-1 ) 0.0017 0.6454 0.3239 0.0034 0.9128 0.2630
(-1, +1) 0.0038 1.4512 0.1392 0.0113 2.5136 0.0169
(0, +1) 0.0040 1.5531 0.1194 0.0081 2.1964 0.0358
(+1, +3) 0.0073 2.7828 0.0083 0.0218 4.8200 0.0000
(+1, +5) 0.0062 2.3687 0.0241 0.0309 5.2965 0.0000
(+5, +10) 0.0009 0.3374 0.3769 0.0053 0.8264 0.2835
(+10,+15) 0.0001 0.0498 0.3984 0.0008 0.1219 0.3960
(+15,+20) 0.0000 -0.0152 0.3989 —0.0002 -0.0373 0.3987
(+20,+25) 0.0003 0.1015 0.3969 0.0016 0.2486 0.3868
(+25,+30) 0.0001 0.0413 0.3986 0.0006 0.1011 0.3969
(+30,+35) —0.0005 -0.1836 0.3923 -0.0029 -0.4498 0.3606
(+35,+40) 0.0015 0.5673 0.3396 0.0089 1.3896 0.1519
(+1,+20) 0.0015 0.5918 0.3349 0.0309 2.6466 0.0120
(+21,+40) 0.0001 0.0483 0.3985 0.0025 0.2158 0.3898

a 1 percent level. The cumulative average abnormal return (CAAR) results show that on day +4, the
abnormal return is highest with a 4.75% return.
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Figure 3. Day-wise AAR and 10.00
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Table 6. AAR and CAAR results of each day during event window for low-price script: announce-

ment of spin off

Day AAR CAAR | t-stats | p-value Day AAR CAAR | t-stats | p-value
-20 -0.00010 | -0.00010 | -0.03 0.40 1 0.01380 | 0.05288 3.80 0.00
-19 —0.00426 | -0.00435 | -1.17 0.20 2 0.00399 | 0.05688 1.10 0.22
-18 -0.00003 | -0.00439 ' -0.01 0.40 3 0.00278 | 0.05966 0.77 0.30
-17 0.00387 | -0.00051 1.07 0.23 4 0.00973 | 0.06939 2.68 0.01
-16 0.00060 | 0.00008 0.16 0.39 5 0.00205 | 0.07144 0.57 0.34
-15 0.00283 | 0.00291 0.78 0.29 6 0.00092 | 0.07236 0.25 0.39
-14 0.00309 | 0.00600 0.85 0.28 7 0.00102 | 0.07338 0.28 0.38
-13 0.00618 | 0.01218 1.70 0.09 8 —-0.00034 | 0.07304 -0.09 0.40
-12 0.00506 | 0.01724 1.40 0.15 9 0.00337 | 0.07640 0.93 0.26
-11 0.00412 | 0.02136 1.14 0.21 10 —0.00017 | 0.07623 -0.05 0.40
-10 -0.00209 | 0.01926 | -0.58 0.34 11 -0.00045 | 0.07578 -0.12 0.40
-9 0.00038 | 0.01964 0.10 0.40 12 —-0.00122 | 0.07456 -0.34 0.38
-8 0.00080 | 0.02044 0.22 0.39 13 —0.00151 | 0.07305 -0.42 0.37
-7 0.00416 | 0.02460 1.15 0.21 14 0.00217 | 0.07523 0.60 0.33
-6 -0.00546| 0.01914| -1.51 0.13 15 0.00017 | 0.07539 0.05 0.40
-5 0.00376 | 0.02290 1.04 0.23 16 0.00021 | 0.07560 0.06 0.40
—4 -0.00003 | 0.02287| -0.01 0.40 17 0.00190 | 0.07750 0.52 0.35
-3 0.00525| 0.02812 1.45 0.14 18 —0.00049 | 0.07701 -0.13 0.40
-2 0.00673 | 0.03485 1.86 0.07 19 0.00180 | 0.07881 0.50 0.35
-1 -0.00031 | 0.03454 | -0.08 0.40 20 0.00221 | 0.08102 0.61 0.33
0 0.00455 | 0.03909 1.25 0.18

The table shows the average abnormal returns (AAR) and cumulative average abnormal returns (CAAR) of each day
during event window around the announcement of spin-offs, reflecting the short-term price effect on the spin-off
announcement for low-price script. N stands for the sample size, t-stat is the t-statistic for significance. The standardised
cross-sectional t-test is used for the parametric t-test.

Further, we show in Table 4 the interval-wise abnormal return. The interval (-1,+1) and (0,+1)
reports 0.68% and 1.02% CAAR, respectively, which verifies the day-wise analysis. The highest CAAR of
2.64% is reported in (+1,+5) interval. The parent firms show no significant abnormal return after day
+5. This signifies, after day +5, the stock price of the firms does not respond to the event announce-
ment. Brown and Warner (1980), the cross-sectional t-test is used for the parametric t-test. Thus, it is
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Table 7. AAR and CAAR results of each day during event window for high-price script:

announcement of spin off

Day AAR CAAR | t-stats p-value
Day AAR CAAR | t-stats p-value

-20 -0.00489| -0.00489| -1.49 0.13 1 0.01319| 0.01264 4.03 0.00
-19 —-0.00212| -0.00701| -0.65 0.32 2 0.00397| 0.01661 1.21 0.19
-18 -0.00078| -0.00779| -0.24 0.39 3 0.00790| 0.02452 2.41 0.02
-17 0.00450 —0.00329 1.37 0.16 4 -0.00106| 0.02345 -0.32 0.38
-16 0.00016| —0.00313 0.05 0.40 5 -0.00400| 0.01945 -1.22 0.19
-15 —-0.00038| -0.00351| -0.12 0.40 6 -0.00563| 0.01382 -1.72 0.09
-14 0.00029 | —0.00322 0.09 0.40 7 -0.00276| 0.01106 -0.84 0.28
-13 0.00003| -0.00319 0.01 0.40 8 —-0.00041| 0.01065 -0.13 0.40
-12 —-0.00267| -0.00586| -0.82 0.29 9 0.00176| 0.01241 0.54 0.35
-11 0.00115| -0.00471 0.35 0.38 10 -0.00043| 0.01197 -0.13 0.40
-10 —0.00038 | —0.00509| -0.12 0.40 11 -0.00077| 0.01121 -0.23 0.39
-9 -0.00367| -0.00877| -1.12 0.21 12 -0.00371| 0.00750 -1.13 0.21
-8 —0.00112| -0.00989| -0.34 0.38 13 0.00450| 0.01201 1.37 0.16
-7 —-0.00465| -0.01454| -1.42 0.15 14 -0.00005| 0.01196 -0.01 0.40
-6 0.00085| —0.01369 0.26 0.39 15 -0.00539| 0.00656 -1.65 0.10
-5 0.00196| -0.01172 0.60 0.33 16 -0.00212| 0.00445 -0.65 0.32
—4 0.00015| -0.01157 0.04 0.40 17 0.00099| 0.00544 0.30 0.38
-3 0.00066 —0.01092 0.20 0.39 18 0.00070| 0.00614 0.21 0.39
-2 0.00060| —0.01032 0.18 0.39 19 -0.00151| 0.00463 -0.46 0.36
-1 0.00007 | —0.01025 0.02 0.40 20 0.00243| 0.00706 0.74 0.30
0 0.00970| —0.00055 2.96 0.00

The table shows the average abnormal returns (AAR) and cumulative average abnormal returns (CAAR) of each day
during event window around the announcement of spin-offs, reflecting the short-term price effect on the spin-off
announcement for high-price script. N stands for the sample size, t-stat is the t-statistic for significance. The
standardised cross-sectional t-test is used for the parametric t-test.

Table 8. AAR and CAAR results over different intervals during event window for low-price

script: announcement of spin off

Intervals N AAR t-stats p-value CAAR t-stats p-value
(=20, -15) 116 0.00049 0.13 0.40 0.00291 0.33 0.38
(=15, -10) 116 0.0032 0.88 0.27 0.01918 2.16 0.04
(=10, -5) 116 0.00026 0.07 0.40 0.00155 0.17 0.39
(-5, -1) 116 0.00308 0.85 0.28 0.0154 1.9 0.07
(-3,-1) 116 0.00389 1.07 0.23 0.01167 1.86 0.07
(-1,0) 116 0.00212 0.58 0.34 0.00424 0.83 0.28
(-1, +1) 116 0.00601 1.66 0.10 0.01803 2.87 0.01
(0, +1) 116 0.00917 2.53 0.02 0.01834 3.58 0.00
(+1,3) 116 0.00686 1.89 0.07 0.02057 3.27 0.00
(+1, +5) 116 0.00647 1.78 0.08 0.03235 3.99 0.00
(+5, +10) 116 0.00114 0.31 0.38 0.00685 0.77 0.30
(+10, +15) 116 -0.00017 —-0.05 0.40 -0.00101 -0.11 0.40
(+15, —20) 116 0.00097 0.27 0.38 0.0058 0.65 0.32
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Figure 4. Day-wise AAR and
CAAR results during event win-
dow of 41 days for High-Price
Scripts: announcement of spin
off

Figure 5. Day-wise AAR and
CAAR results during event win-
dow of 41 days for comaprison
between High and Low-Price
Scripts: announcement of spin
off

Table 9. AAR and CAAR results over different intervals during event window for high-price

script: announcement of spin off

Intervals N AAR t-stats p-value CAAR t-stats p-value
(=20, —15) 105 —0.00058 -0.18 0.39 —-0.00351 —0.44 0.36
(=15, -10) 105 -0.00033 -0.10 0.40 -0.00197 -0.25 0.39
(=10, -5) 105 -0.00117 -0.36 0.37 -0.00701 -0.87 0.27
(=5, -1) 105 0.00069 0.21 0.39 0.00344 0.47 0.36
(-3, -1) 105 0.00044 0.13 0.40 0.00132 0.23 0.39
(-1 ) 105 0.00488 1.49 0.13 0.00977 2.11 0.04
(-1, +1) 105 0.00765 2.34 0.03 0.02296 4.05 0.00
(0, +1) 105 0.01144 3.49 0.00 0.02289 4.94 0.00
(+1,3) 105 0.00836 2.55 0.02 0.02507 4.42 0.00
(+1, +5) 105 0.00400 1.22 0.19 0.02000 2.73 0.01
(+5, +10) 105 -0.00191 -0.58 0.34 -0.01148 -1.43 0.14
(+10, +15) 105 —-0.00097 -0.30 0.38 —0.00584 -0.73 0.31
(+15, —20) 105 -0.00082 -0.25 0.39 -0.00489 -0.61 0.33
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evident from the results that the stock prices of the parent firms positively respond to the spin-off
announcement. In addition, it can be concluded that spin-offs add to the shareholder’s wealth.

The results presented in all the above tables are summarised in Figure 1.

We conduct another event study with an extended event window of 81 days for the robustness
of our results. The prime motive of taking an extended event window is to test whether the stocks
regress to their previous level as before the announcement. The announcement might be inter-
preted simply as a short-term opportunity for speculative traders who shortly after the announce-
ment will sell off their trades again.

We report robustness results in Table 5 and Figure 2. We find that our results are robust and the
abnormal returns persist in the extended event window which implies that there is no evidence of
speculative trades. This result signifies that investors realize the synergies that a spin-off of a firm
creates. Therefore, the investors maintain their position in the spin-off company and invest for the
purpose of long-term returns and maximization of their wealth.

6. Further analysis

Academicians and practitioners claim that there is a different price reaction of any events on the
basis of their price scripts (Lamoureux & Poon, 1987). According to Maloney and Mulherin (1992),
the firms with low-price scripts have a higher shareholders base as these stocks are more afford-
able than the high-price scripts. In addition, the attraction of the small retail investors tends to
decline in high-price scripts as they can’t afford those stocks. Further, in the advanced stock
market such as the US, low-priced stocks are preferred by individual investors which leads to
higher liquidity and a better price discovery process (Schultz, 2000). Therefore, companies with
different levels of share price often have a different level of price reaction. The low-price scripts
show volatile behavior as these tend to belong to less established firms (Branch & Chang, 1990).
According to Fritzemeier (1936), low-price scripts show more fluctuation as compared to high-price
scripts. In addition, low-price industrial stocks provide greater opportunities for speculation gains
than high-price industrial stocks. If the high and low-price scripts are likely to have equal antici-
pated profit then investors tend to invest in low-price scripts. Therefore, these stocks are likely to
have less loyal investors as compared to high-price scripts. (Bhardwaj & Brooks, 1992) also provide
evidence that low-price scripts have more abnormal returns than high-price scripts.

Thus, we have explored the price effect on the spin-off announcement on low-price script and
high-price script. We have conducted the event study to study the price effect on two subsamples:
high-price scripts and low-price scripts.

The subsample results are consistent with the complete sample result. It can be analysed from
Tables 6, 7, 8 and 9 that on the announcement of spin-offs, the abnormal returns of low-price scripts
were significantly positive and showed a greater increase, whereas high scripts showed a smaller
increase in the post-event period. In the high-price script, the highest CAAR of 2.50% is reported on
(+1,+3) interval with significance at 1 percent level. In the low-price script, the highest 3.23% of CAAR
is reported on (+1,+5) interval with significance at 1 percent level. It can be concluded from the result
of the abnormal return that the low-price scripts show more significant positive returns than high-
price scripts for up to 5 days post the announcement. This confirms that spin-offs have a substantial
impact on low-price scripts. This confirms that spin-offs have a substantial impact on low-price
scripts. The results presented in all the above tables are summarised in Figures 3 and 4 for low-
and high-price scripts, respectively. We also provide a comparison between the low- and high-price
scripts in Figure 5. It provides a higher understanding and comparability of the results.

This study also adds to the price-return literature by providing evidence that investor’s choice of
low-priced stocks could generate more profitable trades. If stock prices follow long-run average
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nominal price, as evidenced by Weld et al. (2009), trading in low-priced spin-offs can reap the
benefit of this appreciation of prices.

7. Conclusion

The study on spin-off announcements and their price effect can now be widely seen in the
literature in a different country context, such as the US, Australia, and Europe. However, the
findings from different country contexts cannot be generalised as the institutional settings in
advanced economies differ from emerging economies and underdeveloped economies. For
instance, in India, the percentage of retail investors is higher among total market participants,
whereas institutional investors have a higher share in the US. Therefore, we have supplemented
the existing studies on the Indian market, taking a much larger sample size as compared to other
studies conducted on Indian firms. The result obtained from the sample of 221 spin-offs
announcements is consistent with the previous findings. We observe the highest CAAR of 4.75%
on day +4 and 2.64% on the interval (+1,+5).

Further, to analyse the price behaviour of stocks having different price levels, we calculated
the CAAR by dividing the whole sample into two sub-samples- low-price and high-price scripts.
We observe that the low-price script outperformed the high-price script. In the high-price
script, the highest CAAR of 2.50% is reported on (+1,+3) interval with significance at 1 percent
level. In the low-price script, the highest 3.23% of CAAR is reported on (+1,+5) interval with
significance at 1 percent level. Thus, it is evident that parent companies with low share prices
gain more than companies with high share prices from the announcement of spin-offs and that
investor’s choice of low-priced stocks could generate more profitable trades. The findings of the
study open further research avenues regarding the factors associated with a firm level, industry
level, and country-level that contribute to the price reaction after the spin-off announcement
by a firm. Further research may focus on exploring the impact of taxable and non-taxable spin-
offs on the firm’s stock performance and the impact of regulatory frameworks in different
country contexts to capture the contextual factors. Due to the scant literature, another inter-
esting research may focus on a more comprehensive study on bondholders’ wealth creation
due to spin-off announcements and factors associated with price reaction.
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