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Emilie R. Feldman
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This paper investigates how spin-offs affect capital allocation decisions in diversified firms. The sensitivity of
capital expenditures to investment opportunities, representing the efficiency of capital allocation decisions,

improves when firms undertake spin-offs. The improvement in the efficiency of capital allocation decisions
is most pronounced immediately following the completion of spin-offs (though it attenuates thereafter) and
in companies that operate in a moderate (as opposed to a high or a low) number of businesses pre-spin-off.
Together, these findings uncover a novel benefit that is associated with spin-offs, an improvement in the process
by which managers allocate capital in the divesting firms. These results also suggest that an important theoretical
mechanism that may be driving this improvement is that spin-offs enable managers to devote more attention
to the capital allocation process within their remaining businesses.
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Introduction
Amid the significant amount of corporate develop-
ment activity that is occurring in the economy today,
spin-offs (a type of divestiture in which a “parent firm”
distributes shares in one of its business units pro rata
to its shareholders, resulting in the creation of a “spin-
off firm”) represent an increasingly prominent strate-
gic form. Extant research has produced a large volume
of knowledge about the external implications of these
deals, with numerous studies exploring the (largely
positive) reactions they provoke in outside stakehold-
ers like analysts and investors (Daley et al. 1997, Desai
and Jain 1999, Zuckerman 2000, Gilson et al. 2001,
Krishnaswami and Subramaniam 1999, Bergh et al.
2008, Feldman 2016).

With this being said, however, far less information is
available from the existing literature about the implica-
tions that spin-offs have for the internal processes that
operate within divesting parent firms. Given that spin-
offs are highly complex transactions that often remove
large shares of the divesting firms’ operations (Gilson
2000, Feldman et al. 2014) and usually necessitate the
reconfiguration of existing relationships between par-
ent firms and their spun-off subsidiaries (Miles and
Woolridge 1999, Semadeni and Cannella 2011), it seems
likely that these deals will induce major changes in
many of the divesting parent companies’ internal pro-
cesses. Chief among these is the capital allocation pro-
cess, a central strategic function in which the managers
of a diversified firm must decide how to divide a pool
of financial resources among their business units based
on the available investment opportunities (Scharfstein
1998, Ozbas and Scharfstein 2010), as well as var-
ious social and political considerations within their

firms (Scharfstein and Stein 2000; Bardolet et al. 2010;
Vierreger 2012; Arrfelt et al. 2013, 2015). Because busi-
nesses can only pursue opportunities when they have
the financial means to do so, the capital allocation pro-
cess is a critical mechanism by which firm strategies
are enacted.

Accordingly, this study seeks to address how spin-
offs affect the capital allocation process in the parent
firms that undertake these deals. To do this, I inte-
grate insights from the literatures on spin-offs, internal
capital markets, and managerial attention. I argue that
spin-offs would be expected to improve the efficiency
of capital allocation decisions (defined as the sensitiv-
ity of capital expenditures to investment opportuni-
ties) in parent firms, for two key reasons. First, these
deals may remove businesses to which parent firm
managers were misallocating capital in the first place,
enabling those individuals to reallocate capital to a set
of businesses with stronger investment opportunities.
Second, spin-offs may enable parent firm managers
to devote more attention to their firms’ remaining
businesses, facilitating a deeper analysis of available
investment opportunities and a better match between
capital expenditures and those opportunities. I then
conduct a series of empirical tests to isolate, as cleanly
as possible, the release of managerial attention as an
important theoretical mechanism that could be driving
the predicted post-spin-off improvement in the effi-
ciency of capital allocation decision making.

The empirical work in this study is based on a
proprietary panel data set consisting of segment-level
data from 196 companies that undertook 228 spin-offs
between 1995 and 2010, as well as a propensity score

256

D
ow

nl
oa

de
d 

fr
om

 in
fo

rm
s.

or
g 

by
 [

21
6.

73
.2

16
.1

05
] 

on
 1

3 
Ju

ly
 2

02
6,

 a
t 1

6:
11

 . 
Fo

r 
pe

rs
on

al
 u

se
 o

nl
y,

 a
ll 

ri
gh

ts
 r

es
er

ve
d.

 

mailto:feldmane@wharton.upenn.edu


Feldman: Corporate Spin-Offs and Capital Allocation Decisions
Strategy Science 1(4), pp. 256–271, © 2016 INFORMS 257

matched set of comparable firms. I find that, relative
to this control set, the efficiency of capital allocation
improves among the parent firms that undertake these
deals. This improvement is most pronounced immedi-
ately following the completion of spin-offs (but atten-
uates thereafter) and in parent firms that operate in
a moderate (as opposed to a high or a low) number
of businesses pre-spin-off. These findings suggest that
the theoretical mechanism of spin-offs enabling par-
ent firm managers to devote more attention to their
remaining businesses is an important driver of the
observed improvement in the efficiency of capital allo-
cation decisions.

In sum, this study introduces a novel predicted ben-
efit of spin-offs (and possibly other modes of corpo-
rate refocusing as well) for the internal functioning of
diversified firms—an improvement in the efficiency of
the process by which managers allocate capital to the
business segments in those companies—and provides
evidence that managerial attention is a key mechanism
driving this improvement. These findings contribute to
the strategy literature by enhancing our understanding
of the potential benefits and costs of internal capital
markets in diversified firms, as well as the ways in
which spin-offs (and potentially other scope-reducing
deals like sell-offs and closures) might influence these
issues.

Theory and Hypotheses
Capital Allocation in Diversified Firms
The critical importance of capital allocation in diver-
sified firms is widely acknowledged. Chandler (1962,
p. 13) defined strategy itself as “the determination of
the basic long-term goals and objectives of an enter-
prise, and the adoption of courses of action and the
allocation of resources necessary for carrying out these
goals.” Underscoring the role of managers in these
decisions, Bower (1970) conceptualized capital alloca-
tion decisions as resource allocation processes influ-
enced in unique ways by managers at various levels
within the corporate hierarchy. Field research built
upon this insight by showing that managers’ failure to
respond appropriately to the threat of new technolo-
gies due to their cognitive biases limits their abilities
to allocate capital efficiently within the multibusiness
firms they run (Christensen and Bower 1996, Sull 1999,
Gilbert 2001). Even more recently, studies have produc-
tively taken steps toward more precisely unpacking the
contingencies in which managers make efficient ver-
sus inefficient capital allocation decisions (Khanna and
Tice 2001, Maksimovic and Phillips 2002), particularly
by developing new frameworks that analyze how the
trade-off between growth and profitability influences
these decisions (Bardolet et al. 2010, Vierreger 2012)
and by introducing the ideas of historical and social

aspiration levels and how they might affect capital
allocation decision making (Arrfelt et al. 2013, 2015).

The predominant empirical approach used to mea-
sure the “efficiency” of managers’ capital allocation
decisions is forward looking and involves correlat-
ing the capital investments made by business units in
diversified firms (as measured by their capital expendi-
tures) to the investment opportunities in the industries
in which these units operate (typically represented by
the median Tobin’s q of single-business firms operat-
ing in the same Standard Industrial Classification (SIC)
code). Research using this methodology has shown the
challenges of efficient capital allocation decision mak-
ing to be manifold. Firms appear to overinvest in busi-
nesses operating in industries with weak investment
opportunities and vice versa, indicating that “internal
capital markets”—defined as a method of capital allo-
cation in which a company’s headquarters disburses
funds to its business units—do not allocate capital effi-
ciently (Lamont 1997, Shin and Stulz 1998, Scharfstein
1998, Billett and Mauer 2003, Ozbas and Scharfstein
2010). Divisional managers have been shown to exac-
erbate this problem by displaying rent-seeking behav-
ior that results in the misallocation of capital across
a diversified firm’s businesses (Scharfstein and Stein
2000, Rajan et al. 2000).

As an even sharper test of the purported ineffi-
ciency of internal capital markets at allocating capital
resources to the appropriate investment opportuni-
ties, Gertner et al. (2002) use corporate spin-offs as
an empirical context in which to compare the pre-
and post-spin-off correlations between spun-off sub-
sidiaries’ capital expenditures and their investment
opportunities. As mentioned previously, spin-offs are
a type of divestiture in which a divesting (“parent”)
firm separates one of its divisions or business units
into a new, publicly traded company by distributing
shares in the new entity (the “spin-off firm”) pro rata to
its existing shareholders. These deals are an attractive
empirical context in which to more closely examine
the potential inefficiency of capital allocation decisions
in diversified firms, since they facilitate comparisons
of the pre- and post-spin-off characteristics of both
diversified firms and the business units they spin off.
Leveraging this insight, Gertner et al. (2002) find that,
post-spin-off, the capital allocation decisions made by
divested spin-off firms are more closely correlated with
the investment opportunities in their industries than
these decisions had been pre-spin-off, when these same
entities operated as subsidiaries within their parent
firms. The authors explain that this result illustrates the
inefficiency of internal capital markets, since former
subsidiaries of diversified firms appear to allocate cap-
ital more efficiently when they become independent
companies that are subject to external capital market
forces than they did as subsidiaries that experienced
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the well-documented distortions associated with inter-
nal capital markets.

An interesting question, left unaddressed by Gertner
et al. (2002) and hence taken up for investigation in
this study, is how the post-spin-off efficiency of capi-
tal allocation decisions within the remaining businesses of
parent firms that have undertaken spin-offs (rather than in
the spin-off firms that have been divested) compares
to the pre-spin-off efficiency of such decisions. This
issue is important both for its potential to more clearly
elucidate why capital allocation decisions may be inef-
ficient in diversified firms in the first place, and for its
ability to shed light on how spin-offs might improve
the efficiency of capital allocation decisions in these
companies.

Corporate Spin-offs and the Efficiency of Capital
Allocation Decisions
This section of the paper explores three key reasons
why the efficiency of capital allocation decisions might
be expected to improve when diversified firms under-
take spin-offs. The first two of these have to do with
the possibility that spin-offs might lead to changes in
the relative strength of the investment opportunities
that are available within the various business units of
the divesting firms. The third is that spin-offs might
enable parent firm managers to devote more attention
to their firms’ remaining businesses, thereby improv-
ing the allocation of capital within these companies.

The first explanation for the predicted post-spin-off
improvement in the efficiency of capital allocation is
that the business units that parent firms choose to
spin off may be the ones that have the worst invest-
ment opportunities to begin with, such that spin-offs
stop parent firm managers from misallocating capital
resources to these particular businesses. As noted by
Semadeni and Cannella (2011, p. 1087), “spin-offs gen-
erally occur to advance the parent’s interests,” mean-
ing that parent firms may undertake these deals to
correct structural inefficiencies within their organiza-
tions (Powers 2001, Golden and Ma 2003). This implies
that parent firms may choose to spin off businesses
with the worst prospects for capital investment, that is,
the businesses with the lowest Tobin’s q. Accordingly,
spin-offs may remove the exact businesses to which
parent firm managers might be misallocating capital
resources (Shin and Stulz 1998, Scharfstein 1998, Billett
and Mauer 2003, Ozbas and Scharfstein 2010), espe-
cially if the incidence of politicking or rent-seeking
behavior is highest in the businesses with the worst
investment opportunities (Scharfstein and Stein 2000,
Rajan et al. 2000). As a result, the sensitivity of capi-
tal expenditures to investment opportunities in parent
firms that undertake spin-offs—the efficiency of capital
allocation decisions—would be expected to be higher
post-spin-off than it had been pre-spin-off.

The second reason why the post-spin-off efficiency
of capital allocation might be expected to improve in
parent firms that undertake spin-offs is a corollary to
the first. Specifically, if the businesses that parent firms
choose to spin off have the worst investment oppor-
tunities to begin with, this implies that the average
Tobin’s q of the remaining businesses that parent firms
continue operating post-spin-off will be higher than
the average Tobin’s q of the businesses they operated
pre-spin-off. By comparison, spin-offs are non-cash-
generating transactions, and the leverage of parent
firms that undertake these deals has been shown not
to differ from that of comparable firms (Desai and
Jain 1999), meaning that the absolute amount of capi-
tal resources that parent firms have to allocate among
their businesses post-spin-off is unlikely to change
much from its pre-spin-off level. This implies that
the average efficiency of capital allocation decisions
among parent firms would be expected to improve
post-spin-off, since these companies are allocating a
similar amount of capital to a set of businesses with
better investment opportunities, on average.

The third reason why the post-spin-off efficiency of
capital allocation decisions might be expected to im-
prove in parent firms that undertake spin-offs is that
these deals may enable parent firm managers to de-
vote more of their attention to their remaining busi-
nesses and thereby allocate capital more efficiently
to them. Managers are boundedly rational (Simon
1947), because these individuals have limited atten-
tion (Ocasio 1997) as well as incomplete information
about all possible alternatives available to them and
the consequences thereof. As a result, managers fol-
low standardized rules and heuristics when making
decisions (March and Simon 1958) and devote atten-
tion to the stimuli within their organizations that
demand it (Simon 1947). The constraints on manage-
rial attention are particularly high in multibusiness
firms, given their operation in numerous lines of busi-
ness that may have competing demands (Ambos and
Birkinshaw 2010, Joseph and Ocasio 2012). For exam-
ple, when a multibusiness firm operates in a large
number of businesses, the scope of these businesses’
operations means that a change in the functioning or
performance of one of these units has a high likeli-
hood of affecting the firm’s other divisions, to which
managers must then respond (Gaba and Joseph 2013).
Similarly, in diversified firms where the businesses
are industrially unrelated, the drivers of each divi-
sion’s performance as well as the risks and opportu-
nities that each faces are likely to be unique, impos-
ing high “information processing requirements” on
the firm’s managers (Hoskisson et al. 1993, p. 278).
For these reasons, the “diseconomies of managing”
(Shaver and Mezias 2009, p. 206) multibusiness firms
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may be significant (Coase 1937, Hill and Hoskisson
1987, Jones and Hill 1988). These diseconomies may
manifest themselves in the context of capital allocation
decision making as managers being compelled to take
the financial health, growth prospects, and investment
opportunities of a diverse set of operations into consid-
eration when deciding how to allocate capital to any
single one of their business units.

When a manager’s need to allocate attention to a
particular issue is reduced or even obviated, his atten-
tion is freed and can be directed to alternate issues
(Ocasio 1997). Divestitures facilitate this by reducing
the number and often the diversity of segments in
which diversified firms operate, freeing managers to
focus on their companies’ remaining businesses. Vari-
ous authors have interpreted their findings of positive
relationships between divestitures (particularly unre-
lated divestitures) and firm performance as reflecting
increased managerial focus and attention to those com-
panies’ “core” businesses (Markides 1992, Comment
and Jarrell 1995, John and Ofek 1995, Daley et al. 1997,
Desai and Jain 1999). Accordingly, when a multibusi-
ness firm undertakes a spin-off, the attention that par-
ent firm managers previously devoted to the spun-off
subsidiary can be reallocated to the company’s remain-
ing divisions. This release of managerial attention
would be expected to improve the efficiency of capital
allocation decision making by giving managers room
to better analyze and evaluate the investment opportu-
nities that are available in the divesting firms’ remain-
ing businesses, and therefore to better match capital
expenditures to those opportunities.

While each of these three explanations implies a
distinct mechanism for the expected post-spin-off im-
provement in the efficiency of capital allocation deci-
sions in diversified firms that undertake spin-offs,
together, they all suggest the following hypothesis.

Hypothesis 1. The capital allocation decisions of busi-
nesses operating in diversified firms that undertake spin-offs
will be more efficient post-spin-off than they had been pre-
spin-off.

Having generated this baseline hypothesis, it now
remains to explore the potential mechanisms that
could be driving this predicted post-spin-off improve-
ment in the efficiency of capital allocation decisions
in firms that undertake spin-offs. Section Managerial
Attention and the Efficiency of Capital Allocation Deci-
sions focuses on the attentional argument described
above and its implications for the efficiency of capi-
tal allocation decision making by developing further
predictions intended to isolate the role of manage-
rial attention. At the same time, the first two pro-
cesses, regarding the relative strength of the invest-
ment opportunities that are available in the divested
and retained businesses, are recognized and analyzed
empirically later in this paper.

Managerial Attention and the Efficiency of Capital
Allocation Decisions

Time. If increased managerial attention resulting
from the removal of a spun-off subsidiary is an impor-
tant mechanism driving Hypothesis 1, the predicted
post-spin-off improvement in the efficiency of capital
allocation decisions in parent firms would be expected
to be the most significant immediately after the com-
pletion of a spin-off, but to attenuate thereafter.

One reason why the post-spin-off improvement in
the efficiency of capital allocation decisions would be
expected to be the most significant upon the comple-
tion of a spin-off is that this is when managers should
most prominently experience the transition of their
company becoming less diversified. At this point in
time, the magnitude of the pre- to post-spin-off reduc-
tion in the demands on their attention is likely to be
the most apparent and salient to managers, given the
proximity of the transition. To the extent that these
managers reallocate their newfound attention to the
remaining businesses in their firms, the gains there-
from would be expected to be most pronounced imme-
diately following the completion of that spin-off.

A second reason why the post-spin-off improvement
in the efficiency of capital allocation decisions would
be expected to be the most significant upon the comple-
tion of a spin-off is the attentional demands imposed
by the spin-off itself. Specifically, the organizational
preparation that occurs prior to a spin-off and the
implementation of that deal are both highly complex
processes. From a tactical perspective, for example,
a parent firm must decide which business to spin-
off, structure the spin-off in such a way as to be tax
free to both of the separated companies, execute the
relevant legal separation arrangements, and comply
with all relevant SEC disclosure requirements (Aquila
2015). From an organizational standpoint, moreover,
the parent firm must allocate its directors and officers
between its own company and the divested spin-off
firm (Seward and Walsh 1996, Semadeni and Cannella
2011), incentivize its employees (Moschieri 2011), and
delineate the identities and reputations of the two com-
panies prior to their separation (Corley and Gioia 2004,
Tripsas 2009). Given the magnitude of the demands
imposed by these and related activities, it is quite likely
that the attention the divesting firm’s top leadership
might normally pay to internal processes like capital
allocation will be dissipated during the process of com-
pleting a spin-off. However, once that deal is complete,
managers should be able to return to their regular
activities. As a result, the post-spin-off improvement
in the efficiency of capital allocation should be greatest
immediately following the completion of those deals.

As the years pass following the completion of a
spin-off, however, managerial attention is quite likely
to again be pulled in different directions, resulting in
an attenuation of the magnitude of the improvement
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in the efficiency of capital allocation. While a major
event like a corporate spin-off may occasion an explicit
and conscious reconsideration of capital allocation pro-
cesses, after this initial assessment, the divesting firm
is likely to settle into a new, steady-state routine of cap-
ital allocation decision making. Additionally, spin-offs
(and divestitures more generally) are often followed
by other significant corporate strategic activities, such
as mergers and acquisitions (Capron et al. 2001, Chang
1996), and divestitures are also known to occur con-
temporaneously with CEO turnover (Wiersema and
Bantel 1992, Bigley and Wiersema 2002). Moreover,
competitive, industry, and macroeconomic conditions
are also likely to begin to change in the years following
the completion of a spin-off. All of these (and poten-
tially other) changes would be expected to pull the
attention of the parent firm’s top management team
away from the new, steady-state process of allocating
capital to the company’s various businesses, suggest-
ing that the initial post-spin-off improvement in the
efficiency of capital allocation decisions will begin to
dissipate over time.

In sum, if increased managerial attention is a sig-
nificant driver of the post-spin-off improvement in
the efficiency of parent firms’ capital allocation deci-
sions, the foregoing discussion suggests the following
hypothesis.

Hypothesis 2. The predicted post-spin-off improvement
in the efficiency of capital allocation decisions in firms that
undertake spin-offs will be greatest immediately following
the completion of those deals, but will attenuate thereafter.

Diversification. If increased managerial attention
resulting from the removal of a spun-off subsidiary
is an important mechanism driving Hypothesis 1, the
predicted post-spin-off improvement in the efficiency
of capital allocation decisions in parent firms would be
expected to be the greatest among firms operating in
a moderate (rather than a high or a low) number of
businesses pre-spin-off.1

As previously mentioned, multibusiness firms are
arguably the most complex type of company to man-
age (Coase 1937, Hill and Hoskisson 1987, Jones and
Hill 1988, Hoskisson et al. 1993), given the potentially
competing demands of (Ambos and Birkinshaw 2010,
Joseph and Ocasio 2012) and the high likelihood of
spillovers between their lines of business (Gaba and
Joseph 2013). As a result, spin-offs and other divesti-
tures are thought to alleviate some of these disec-
onomies of managing (Shaver and Mezias 2009) by
removing one (or more) of a diversified firm’s busi-
nesses and thereby enabling its managers to focus
their attention on the company’s remaining operations
(Markides 1992, Comment and Jarrell 1995, John and

1 I am grateful to two anonymous reviewers for suggesting this
implication of the attentional argument.

Ofek 1995, Daley et al. 1997, Desai and Jain 1999). With
this being said, however, the magnitude of the atten-
tional gain produced by a spin-off is quite likely to
be contingent on the number of businesses in which
the divesting firm operated prior to the completion of
that deal.

Specifically, if a diversified firm operates in a large
number of businesses, managerial attention is likely to
be widely dissipated across the businesses that these
individuals must oversee, suggesting that their pre-
spin-off capital allocation decisions will be particularly
inefficient. However, the magnitude of the attentional
gain created by a spin-off of one of those businesses
should not be very large, since managerial attention
would still be highly dissipated across the remain-
ing businesses in that company. This suggests that the
post-spin-off improvement in the efficiency of capital
allocation decisions of highly diversified firms will not
be very large. Similarly, if a diversified firm operates in
a small number of businesses, there is already ample
managerial attention in that company, since that atten-
tion is not dissipated across a large number of business
units. This suggests that pre-spin-off capital allocation
decisions in these firms will not be particularly inef-
ficient. As a result, the magnitude of the attentional
gain created by a spin-off, and hence, the post-spin-
off improvement in the efficiency of capital allocation,
should not be very large in these companies, since there
is not much room for improvement to begin with.

By contrast, in a diversified firm that operates in a
moderate number of businesses pre-spin-off, manage-
rial attention is likely to be dissipated to some extent
across these businesses, meaning that pre-spin-off cap-
ital allocation decisions are likely to be somewhat inef-
ficient. Accordingly, a spin-off of one of this firm’s
businesses would be expected to free up the most man-
agerial attention, since the proportional reduction in
the number of businesses, and hence the demands
on managerial attention, will be the largest. Thus,
the improvement in the efficiency of capital allocation
decisions will be the most significant when firms oper-
ating in a moderate number of businesses undertake
spin-offs. The constraints on managerial attention, and
hence decision-making capabilities, will be relaxed to
a greater degree than in either (a) firms that operate in
a large number of businesses, where the constraints on
managerial attention remain significant post-spin-off,
or (b) firms that operate in a small number of busi-
nesses, where the constraints on managerial attention
are less severe to begin with.

In sum, if increased managerial attention is a sig-
nificant driver of the post-spin-off improvement in
the efficiency of parent firms’ capital allocation deci-
sions, the foregoing discussion suggests the following
hypothesis.

Hypothesis 3. The predicted post-spin-off improvement
in the efficiency of capital allocation in firms that undertake
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spin-offs will be greatest among companies that operate in
a moderate (rather than a large or a small) number of busi-
nesses pre-spin-off.

Methods
Empirical Strategy
There are three major empirical challenges that must
be addressed in analyzing the research question of how
spin-offs affect the efficiency of capital allocation deci-
sions in the diversified parent firms that undertake
these deals. First, diversified firms are, by definition,
comprised of multiple lines of business, each of which
has its own demands for and opportunities to use cap-
ital, and to which corporate headquarters must decide
how to allocate such resources. Second, firms choose
to undertake spin-offs, and the characteristics of these
companies (especially their existing capital allocation
processes and investment opportunities) could be cor-
related with their decisions to undertake these deals.
Third, firms may choose to spin off particular busi-
nesses (for example, those that allocate capital ineffi-
ciently or have poor investment opportunities) as part
of broader reorganizations, such that spin-offs are sig-
nals of corporate reconfiguration rather than catalysts
of changes in the firms’ capital allocation processes.

The analyses conducted in this paper center on a set
of diversified firms that undertake spin-offs. To deal
with the second of the above-described challenges, I
develop a propensity score matching model to identify
a set of comparable firms, which I then use as a coun-
terfactual against which to benchmark the changes in
the efficiency of capital allocation among the focal sam-
ple of diversified firms that undertook spin-offs. In
response to the first issue, I collect and analyze data
on the investment opportunities and capital alloca-
tion decisions of the business segments within each of
these two groups of firms. Finally, to address the third
problem, I conduct a series of tests about whether the
characteristics of the spun-off businesses differ system-
atically from those of the nondivested businesses. I will
now describe each of these steps in greater detail.

Sample Construction
The sample analyzed in this paper consists of segment-
level data pertaining to two different types of com-
panies: a set of “treated” divesting parent firms that
undertook spin-offs and a propensity score matched
“control” set of comparable firms that did not under-
take these deals.

Parent Firms. The sample of parent firms that un-
dertook spin-offs is comprised of 196 Fortune 500 firms
that undertook 228 spin-offs between 1995 and 2009,
inclusive. To construct this sample of companies, I
used SDC Platinum to compile a list of all of the

spin-offs that were announced and completed be-
tween January 1, 1995, and December 31, 2009. There
were 761 total spin-offs undertaken during this 15-year
period. I identified the firms that were in the For-
tune 500 at any point between 1995 and 2009, and
matched the sample of Fortune 500 companies to the
list of spin-offs to identify the Fortune 500 firms that
had undertaken spin-offs during this period. There
were 260 such spin-offs. Thirty-two of these transac-
tions were eliminated because SDC had misclassified
tracking stock issuances as spin-offs (e.g., Applera’s
1999 tracking stock issuance for Celera Genomics)
or because the spin-off firm lost its independence
immediately following the completion of the spin-off
(e.g., Cargill’s acquisition of Agribrands International
immediately following its 1998 spin-off from Ralston
Purina).2 One hundred ninety-six unique parent firms
undertook the remaining 228 spin-offs: 176 parent
firms undertook only one spin-off each, 14 firms
undertook two spin-offs each, two firms undertook
three spin-offs each, two firms undertook four spin-
offs each, and two firms undertook five spin-offs each.
Using this sample of 228 spin-offs, I constructed seven-
year divesting firm-year panels for each individual
parent firm that undertook every one of these deals: the
three years pre-spin-off, the effective year of the spin-
off, and the three years post-spin-off. This resulted in a
panel data set consisting of 1,596 parent firm-spin-off-
year observations.3

Matched Control Set of Comparable Firms. As pre-
viously mentioned, one major empirical challenge in
analyzing the capital allocation decisions of the above-
described parent firms is that of bias due to nonrandom
selection in the firms that choose to undertake spin-offs.
For example, the capital allocation decisions of such
firms could already be the least sensitive to investment
opportunities prior to the completion of these deals,
driving these companies to undertake spin-offs in the

2 The loss of a spin-off firm’s independence immediately post-spin-
off can cause the spin-off event to be taxable to the divesting parent
company: one of the conditions for spin-offs to be treated as tax-free
deals is that parent firm shareholders must maintain a continuity
of interest (50% equity ownership interest) in both the parent and
spin-off firms for a four-year period beginning two years before the
spin-off event. Because spin-offs in which the spin-off firm loses its
independence have different tax implications for parent firms than
spin-offs in which this is not the case, it is appropriate to eliminate
the potentially taxable spin-offs from the sample.
3 If a parent firm undertakes multiple spin-offs, that company’s
firm-year pairs are treated as independent observations for each of
its deals. This means that the same parent firm can be involved
in multiple seven-year panels. For example, Baxter International
undertook two spin-offs: Allegiance Corporation in 1996 and
Edwards Lifesciences Corp in 2000. Thus, there are 14 firm-year
observations pertaining to Baxter in this panel data set: one seven-
year panel ranging from 1993 to 1999, and another seven-year panel
ranging from 1997 to 2003.
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Table 1 Propensity Score Matching Model Results

Dependent variable: Spin-off

Total Assets 00031∗∗∗

4000115
Total Sales 00559∗∗∗

4000695
Net Income −30440∗∗∗

4005385
Market Cap 00592∗∗∗

4000555
Constant −10837∗∗∗

4000135
Observations 38,405
Likelihood ratio X 2(4) 5260550∗∗∗

Note. Standard errors are in parentheses.
∗∗∗p < 0001.

first place. To account for this issue of nonrandom
selection, I develop a propensity score matching model
in which the first-stage regression predicts the likeli-
hood that a given firm is or is not involved in a spin-off,
leading to the identification of a control group against
which to benchmark the changes in the efficiency of
capital allocation decisions among the above-described
parent firms. I can then run differences-in-differences
regressions to test how the efficiency of capital allo-
cation decisions changes pre- to post-spin-off for the
parent firms versus this control group.

To implement this propensity score matching model,
I initially gathered financial data for the entire Com-
pustat universe, except for the parent firms and the
spin-off firms they divested, from 1995 through 2009.
There were 36,809 firm-year observations in this set,
which I then combined with the 1,596 parent firm-spin-
off-year observations. The first-stage probit regression
of the above-referenced propensity score matching
model predicts the likelihood that a given company is
involved in a spin-off. As such, its dependent variable
takes the value one if a firm was involved in a spin-off
(i.e., if it is one of the parent firms) and zero if it was not
(i.e., if it is a non-spin-off company from the remain-
ing Compustat universe). To ensure that this regression
is matching comparable firm-year pairs, the indepen-
dent variables in this probit regression are total assets,
total sales, net income, and market capitalization. The
results of this probit regression appear in Table 1.

From there, the five “nearest neighbors” that were
matched to each parent firm-year observation in the
year prior to treatment, as predicted by the propensity
scores generated by this probit model, are identified
as the control group. There are 1,514 matched parent
firm-year observations4 and 7,570 matched control-
firm year observations, for a total of 9,084 firm-year

4 Of the 1,596 total parent firm-year observations, 82 were elimi-
nated due to a lack of common support with the control firm-year
observations.

Table 2 Tests of Balance from the Propensity Score Matching Model

Variable Treated Control t-statistic

Total Assets ($000) 491433 471541 0027
Total Sales ($000) 151299 141630 0069
Net Income ($000) 874 957 −0068
Market Cap ($000) 201785 211999 −0082
Observations 11514 71570 —

observations. Table 2 shows that this propensity score
matching model is balanced, since the mean values
of the independent variables for the matched sets of
treated and control observations are not statistically
significantly different from one another.

Data
By definition, diversified firms operate in multiple
lines of business that are active in different industries,
making it desirable to study the efficiency of the capital
allocation decisions that are made at the business unit
level rather than the corporate level. To accomplish this
objective, my data collection and analysis proceeded in
several steps.

First, using the Compustat Segments File, I gath-
ered identifying information, including the industry
descriptions, of each of the business segments operat-
ing within the parent firms that undertook spin-offs.
I matched this information to the descriptions I already
had of the industries in which the spin-off firms in my
sample operated, allowing me to identify which of the
business segments the diversified firms in my sample
had spun off. I removed these matched segments from
my analysis, since I am interested in measuring the effi-
ciency of capital allocation decisions in the segments
that are not divested by the diversified parent firms.

Second, for this sample of “retained” business seg-
ments operating within parent firms, I collected pre-
and post-spin-off data on their capital expenditures,
as well as other financial data, from the Compustat
Segments File. There were 2,083 retained business
segment-year observations pertaining to the 1,514 par-
ent firm-spin-off-year observations.

Third, and finally, I collected analogous data on the
business segments operating within the matched con-
trol firms. There were 8,640 business segment-year
observations pertaining to the 7,570 control firm-year
observations.

In sum, since the analyses in this paper are con-
ducted at the segment level, there are a total of 10,723
segment-year observations, 2,083 pertaining to firms
that undertook spin-offs and 8,640 pertaining to the
matched set of comparable control firms.

Variables
Dependent Variable. The dependent variable is Seg-

ment Capex/Assets, defined as the capital expenditures
made by a business segment in a given year, scaled by
its total assets.
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Key Independent Variables. There are four key
independent variables: Median Segment Industry q,
Treated, After, and #Segments. I will now describe these
variables, and in the next subsection explain how the
interactions among them will be used to test the vari-
ous hypotheses proposed in this study.

Median Segment Industry q is defined as the median
Tobin’s q of all of the single-segment firms operating
in the same industry (identified by its three-digit SIC
code) as a given business segment in a given year.
This variable measures the investment opportunities
that are available to the individual business units that
are operated by the firms in my sample. As such,
the coefficient on Median Segment Industry q is a mea-
sure of the sensitivity of segment capital expenditures
to segment investment opportunities, with positive
(negative) coefficients indicating alignment (misalign-
ment) between segments’ capital allocation decisions
and segments’ investment opportunities.5

Treated is defined as an indicator variable taking the
value one if a segment-year observation pertains to
one of the treated parent firms that was matched by
the propensity score matching model, and zero if the
observation pertains to one of the control firms.

After is defined as an indicator variable taking the
value one in the three years after the completion of a
spin-off, and zero in the three years before its comple-
tion. After1, After2, and After3 are defined as indicator
variables respectively taking the value one in the first,
second, and third year after the completion of a spin-
off, and zero in the three years before its completion.

The variable #Segments is a count of the number of
business segments operating within a company, for
parent firms, in the year prior to the completion of
their spin-offs, and for control firms, in the same fiscal
year as their matched parent firms. #Segments2 is the
squared term of #Segments.

Hypothesis Testing. The three-way interaction
term,6 After × Median Segment Industry q × Treated, will
be used to represent the prediction in Hypothesis 1 of
a pre- to post-spin-off improvement in the efficiency
of capital allocation decisions among the parent firms
that undertook spin-offs, relative to the control group.
To understand the intuition behind this construction,
it is necessary to begin with After × Median Segment

5 The construction of this variable and its interpretation as a
forward-looking measure of capital allocation efficiency is similar to
the empirical approach of Gertner et al. (2002). I also attempted to
employ the variables and empirical methodology that were devel-
oped by Arrfelt et al. (2013, 2015) to measure the role of historical
and social aspiration levels in capital allocation processes. However,
my results using this approach were not statistically significant.
6 All of the lower-order interaction terms for After×Median Segment
Industry q × Treated (and for all of the other three-way interaction
terms described in the Hypothesis Testing section) are included in
the upcoming regressions.

Industry q. This two-way interaction term represents,
for both parent firms and control firms, the improve-
ment in the efficiency of capital allocation decisions
in the post-spin-off period, relative to pre-spin-off lev-
els. Accordingly, After × Median Segment Industry q ×

Treated represents, for parent firms relative to control
firms, the improvement in the efficiency of capital allo-
cation decisions in the post-spin-off period, relative
to pre-spin-off levels. If Hypothesis 1 is supported,
the coefficient on After × Median Segment Industry q ×

Treated should be positive and significant.
Hypothesis 2 predicts that the post-spin-off im-

provement in the efficiency of capital allocation deci-
sions among parent firms (relative to control firms) will
be significant immediately following the completion of
a spin-off, but will attenuate thereafter. The three-way
interaction terms After1 × Median Segment Industry q ×

Treated, After2 × Median Segment Industry q × Treated,
and After3 × Median Segment Industry q × Treated will
be used to test these predictions.

Hypothesis 3 predicts that the post-spin-off im-
provement in the efficiency of capital allocation deci-
sions among parent firms (relative to control firms)
will exhibit an inverted-U-shaped relationship based
on the number of segments in which a diversified
firm operates pre-spin-off. To test this hypothesis, I use
the three-way interaction terms, After × Median Seg-
ment Industry q×#Segments and After×Median Segment
Industry q × #Segments2, within separate subsamples
respectively consisting of the parent firms and the con-
trol firms.7 If Hypothesis 3 is supported, in the par-
ent firm subsample, the coefficient on After × Median
Segment Industry q × #Segments should be positive and
significant, while the coefficient on After × Median Seg-
ment Industry q × #Segments2 should be negative and
significant.8 By contrast, there should be no analogous
pattern in the control firm subsample.

Control Variables. The upcoming models also in-
clude a set of control variables that would be expected
to affect Segment Capex/Assets, a business segment’s
scaled capital expenditures in a given year. Operating
Profit is defined as segment operating profits scaled
by total segment assets, representing the availability
of segment-level cash flows for capital expenditures.

7 This approach is preferable to the alternative of keeping the two
subsamples together, which would necessitate the use of four-
way interaction terms between After × Median Segment Industry q ×

Treated and both #Segments and #Segments2.
8 An alternative approach to modeling this inverted-U-shaped rela-
tionship is to replace #Segments and #Segments2 as a spline, to
account for potential multicollinearity between these two variables.
In my models, however, this would then require me to create inter-
action terms between each component of the spline with After,
Median Segment Industry q, and After × Median Segment Industry q,
rendering the interpretation of all of those coefficients difficult. As
a result, I decided not to pursue this approach here.
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Negative Net Income is an indicator variable taking the
value one if a segment has negative net income and
zero if not, representing financial distress. Current Ratio
is defined as the ratio of a firm’s current assets to
current liabilities, reflecting the availability of inter-
nal firm-level cash flows to fund capital expenditures.
Leverage is defined as the total current and long-term
debt of a firm scaled by the sum of its total debt
and its market capitalization, reflecting the availabil-
ity of external funding for capital expenditures at the
firm level.

Summary statistics and a correlation matrix for all
of the variables described in this section of the paper
appear in Table 3.

Characteristics of Spun-Off vs.
Retained Subsidiaries
Although the above-described propensity score match-
ing model mitigates the potential problem of non-
random selection bias among firms that choose to
undertake spin-offs, the second empirical challenge
of nonrandom selection bias in the business units
that firms choose to spin off remains outstanding.
More specifically, firms might choose to spin off busi-
ness units that have particularly inefficient capital
allocation processes, or that systematically display
other characteristics that might be correlated with
the hypothesized post-spin-off improvement in the
efficiency of capital allocation decisions. This poten-
tial empirical problem also constitutes an alterna-
tive explanation to improved managerial attention for
Hypothesis 1’s predicted post-spin-off improvement in
the efficiency of capital allocation decisions.

Table 3 Summary Statistics and Correlation Matrix

Variable Mean Std. dev. Min. Max. [1] [2] [3] [4] [5] [6]

[1] Segment Capex/Assets 0.070 00128 00000 50569 10000
[2] Median Segment Industry q 1.497 00479 00685 70440 00002 10000
[3] Treated 0.265 00441 00000 10000 −00019 00016 10000
[4] After 0.385 00487 00000 10000 −00023 −00016 −00044 10000
[5] After 1 0.179 00383 00000 10000 −00001 −00014 −00031 10000 10000
[6] After 2 0.166 00372 00000 10000 −00032 −00005 −00040 10000 — 10000
[7] After 3 0.172 00378 00000 10000 −00018 −00019 −00032 10000 — —
[8] #Segments 2.664 10603 10000 100000 00026 −00044 00163 −00042 −00018 −00035
[9] #Segments2 9.668 120325 10000 1000000 00020 −00040 00064 −00027 −00008 −00022

[10] Operating Profit 0.330 190515 −190996 117990000 −00006 00011 −00007 −00008 −00006 −00005
[11] Negative Net Income 0.019 00136 00000 10000 −00025 00014 −00037 00066 00033 00063
[12] Current Ratio 1.894 10325 00171 210474 −00049 00163 −00131 −00002 −00006 −00002
[13] Leverage 0.268 00225 00000 10477 −00003 −00280 00015 00037 00024 00034

Variable Mean Std. dev. Min. Max. [7] [8] [9] [10] [11] [12]

[7] After 3 0.172 00378 00000 10000 10000
[8] #Segments 2.664 10603 10000 100000 −00044 10000
[9] #Segments2 9.668 120325 10000 1000000 −00034 00941 10000

[10] Operating Profit 0.330 190515 −190996 117990000 −00006 00024 00023 10000
[11] Negative Net Income 0.019 00136 00000 10000 00074 −00097 −00069 −00003 10000
[12] Current Ratio 1.894 10325 00171 210474 00003 −00096 −00076 00002 00083 10000
[13] Leverage 0.268 00225 00000 10477 00031 00077 00073 −00015 00049 −00280

Table 4 Pre-spin-off Characteristics of Spun-Off vs. Retained
Business Segments

Pre-spin-off Spun-off Retained
Variable year segment segments t-statistic

Median Segment Industry q −1 10458 10549 −00842
−2 10606 10526 00836
−3 10450 10505 −00791

Segment Capex/Assets −1 00069 00063 00478
−2 00082 00056 10135
−3 00072 00062 10252

Segment Capex ($000) −1 2500455 2580592 −00812
−2 2870620 2750758 00744
−3 2280864 2340534 −00912

Segment Assets ($000) −1 814000150 813110714 00109
−2 714960014 716860748 −00475
−3 717350499 715840652 00153

I take a first step toward addressing this issue by
conducting differences-in-means tests of whether, in
each of the pre-spin-off years, the financial character-
istics of business segments that are later spun off dif-
fer systematically from those of the business segments
that are retained by the parent firms. As shown in
Table 4, there are no statistically significant differences
in the Median Segment Industry q, Segment Capex/Assets,
Segment Capex, or Segment Assets of the segments that
are either spun off or retained by the parent firms that
undertook spin-offs in any of the three years prior to
the completion of these deals. The fact that there are
no significant ex ante differences in the characteris-
tics of these two types of business segments provides
some initial reassurance that selection bias from the
parent firm’s choice of which business unit to spin off
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Figure 1 Pre- and Post-spin-off Investment Opportunities of
Retained Business Segments

may not be the core driver of the predicted post-spin-
off improvements in the efficiency of these companies’
capital allocation decisions.

A second potential explanation for the predicted im-
provement in the efficiency of capital allocation deci-
sions in firms that undertake spin-offs is that these
companies are simply reallocating a relatively fixed
base of capital resources to a set of business units
whose investment opportunities are better, on average,
than those in which these companies operated pre-
spin-off. Figure 1 provides suggestive evidence that
this is not the case, since there do not appear to be
major pre- to post-spin-off differences in the average
Tobin’s q of the businesses that are retained by the com-
panies that undertake spin-offs.

Results
Hypothesis 1
The results of regressions testing Hypothesis 1 appear
in Table 5. As previously mentioned, the dependent
variable is Segment Capex/Assets, and the key inde-
pendent variable is After × Median Segment Indus-
try q × Treated, whose coefficient represents, for par-
ent firms relative to control firms, the improvement
in the efficiency of capital allocation decisions in the
post-spin-off period, relative to pre-spin-off levels. All
regressions include firm and year fixed effects, and
robust standard errors are clustered by firm to account
for intragroup correlation.

Regression [1] includes only the main effects of the
key independent variables: After and Median Segment
Industry q.9 While neither of the coefficients on these
variables is statistically significant, After measures the
change in the level of segment capital expenditures
between the pre- and post-spin-off years for all of the

9 The main effect on Treated drops out of all of the firm-fixed effects
regressions that appear in Table 5 because this variable is invariant
by firm.

Table 5 Baseline Results

DV: Segment Capex/Assets [1] [2] [3]

After × q × Treated 00037∗∗

4000175
After × q 00003 −00007

4000075 4000075
After × Treated −00017∗∗ −00047∗∗

4000085 4000235
Treated × q 00005 −00007

4000075 4000075
After 00000 −00005 00009

4000065 4000115 4000115
Median Segment Industry q −00001 −00004 00000

4000035 4000045 4000045
Operating Profit 00004∗∗∗ 00004∗∗∗ 00004∗∗∗

4000015 4000015 4000015
Negative Net Income −00004 −00004 −00003

4000065 4000065 4000065
Current Ratio 00006∗∗∗ 00006∗∗∗ 00006∗∗∗

4000015 4000015 4000015
Leverage 00003 00002 00002

4000155 4000155 4000155
Constant 00096∗∗∗ 00102∗∗∗ 00096∗∗∗

4000115 4000115 4000115
Firm fixed effects Yes Yes Yes
Year fixed effects Yes Yes Yes
Observations 10,508 10,508 10,508
R2 00143 00146 00153

Notes. The sample includes parent and control firms identified by the first-
stage regression in the propensity score matching model. Robust standard
errors clustered by firm are in parentheses.

∗∗p < 0005; ∗∗∗p < 0001.

firms in the sample, and Median Segment Industry q
measures the overall (pre- and post-spin-off) sensitiv-
ity of segment-level capital expenditures to segment-
level investment opportunities for all of the firms (both
parent and control) in the sample.

Regression [2] incorporates all three of the two-way
interaction terms among After, Median Segment Indus-
try q, and Treated. The coefficient on After × Treated is
negative and statistically significant at 5%, meaning
that post-spin-off segment capital expenditures decline
relative to pre-spin-off levels among the parent firms
(relative to the control firms). While the coefficients on
After × Median Segment Industry q and Treated × Median
Segment Industry q are not significant, After × q mea-
sures the post-spin-off sensitivity of segment capital
expenditures to investment opportunities among both
parent and control firms, and Treated × q measures
the overall (pre- and post-spin-off) sensitivity of par-
ent firms’ segment capital expenditures to investment
opportunities, relative to that of the control firms.

Finally, regression [3] brings in the three-way inter-
action term After × q × Treated. The coefficient on this
variable is positive and statistically significant at 5%,
meaning that among parent firms (relative to control
firms), the efficiency of capital allocation decisions
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improves in the post-spin-off period (relative to pre-
spin-off levels). This finding provides support for
Hypothesis 1. Economically, the magnitude of this
coefficient estimate indicates that a one standard devia-
tion increase in Median Segment Industry q (0.48) among
the parent firms, from the pre- to the post-spin-off time
period, would be associated with an increase of 0.018
in Segment Capex/Assets; this represents a 25% increase
over Segment Capex/Assets’ mean value of 0.07.

Hypothesis 2
Table 6 presents the results of regressions testing the
prediction in Hypothesis 2 that the pre- to post-spin-
off improvement in the efficiency of capital alloca-
tion decisions among parent firms (relative to control
firms) will be most significant immediately following
the completion of a spin-off, but will attenuate in the
years thereafter. To test this prediction, I run three sep-
arate regressions in which I replace the main effect
and all interaction terms involving the After variable
with After1, After2, and After3. Thus, the key indepen-
dent variables are now After1× q×Treated, After2× q×

Treated, and After3 × q × Treated, while the dependent
variable is still Segment Capex/Assets. All regressions
include firm and year fixed effects, and robust stan-
dard errors are again clustered by firm.

In regressions [1] and [2], the coefficients on After1×

q×Treated and After2×q×Treated are both positive and
significant at the 1% level.10 By contrast, in regression
[3], the coefficient on After3×q×nTreated is not signifi-
cant. This indicates that among parent firms (relative to
control firms), the efficiency of capital allocation deci-
sions is higher in the first and second years after the
completion of a spin-off than it had been before that
deal. By comparison, the efficiency of capital allocation
decisions among parent firms (relative to control firms)
is no different in the third year following the comple-
tion of a spin-off than it had been prior to that deal.

To determine whether the coefficients on these three
key independent variables are significantly different
from one another, I re-estimated the three possible
pairs of regressions as seemingly unrelated regres-
sions and used Wald tests to measure the differ-
ences between these key coefficients. The coefficient on

10 The magnitude of the coefficient estimate on After1 × q × Treated
in regression [1] indicates that a one standard deviation increase
in Median Segment Industry q (0.48) among the parent firms from
the pre-spin-off time period to one year after the deal’s completion
would be associated with an increase of 0.033 in Segment Capex/
Assets, representing a nearly 50% increase over Segment Capex/Assets’
mean value of 0.07. Similarly, the magnitude of the coefficient esti-
mate on After2 × q × Treated in regression [2] indicates that a one
standard deviation increase in Median Segment Industry q among the
parent firms from the pre-spin-off time period to two years after
the deal’s completion would be associated with an increase of 0.018
in Segment Capex/Assets, representing a 25% increase over Segment
Capex/Assets’ mean value.

Table 6 Intertemporal Trends

DV: Segment Capex/Assets [1] [2] [3]

After 1 × q × Treated 00069∗∗∗

4000205
After 1 × q −00002

4000085
After 1 × Treated −00057∗∗

4000285
After 2 × q × Treated 00038∗∗∗

4000115
After 2 × q −00010

4000075
After 2 × Treated −00026

4000195
After 3 × q × Treated 00026

4000505
After 3 × q −00015

4000105
After 3 × Treated −00086

4000655
Treated × q −00008 −00006 −00007

4000075 4000075 4000075
After 1 00007

4000125
After 2 00003

4000125
After 3 00020

4000175
Median Segment Industry q 00000 −00001 −00001

4000045 4000045 4000045
Operating Profit 00004∗∗∗ 00004∗∗∗ 00004∗∗∗

4000015 4000015 4000015
Negative Net Income −00004 −00001 −00007

4000095 4000085 4000085
Current Ratio 00007∗∗∗ 00007∗∗∗ 00007∗∗∗

4000015 4000015 4000015
Leverage 00004 −00003 00001

4000185 4000185 4000185
Constant 00095∗∗∗ 00099∗∗∗ 00097∗∗∗

4000125 4000125 4000125
Firm fixed effects Yes Yes Yes
Year fixed effects Yes Yes Yes
Observations 7,000 6,885 6,931
R2 00091 00085 00101

Notes. The sample includes parent and control firms identified by the first-
stage regression in the propensity score matching model. Robust standard
errors clustered by firm are in parentheses.

∗∗p < 0005; ∗∗∗p < 0001.

After1 × q× Treated was significantly different from the
coefficient on After2 × q × Treated at 5% (X2415 = 4032),
and from the coefficient on After3 × q × Treated at 5%
as well (X2415= 4052). Furthermore, the coefficient on
After2 × q× Treated was significantly different from the
coefficient on After3 × q× Treated at 10% (X2415= 3012).
Together, these findings provide evidence in support
of the prediction in Hypothesis 2 that the post-spin-
off improvement in the efficiency of capital allocation
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Table 7 Pre-spin-off Diversification Levels

Parent firms Control firms
Subsample:
DV: Segment Capex/Assets [1] [2] [3] [4]

After −00038∗∗∗ −00017∗∗ 00019 00013
4000145 4000085 4000145 4000145

After × #Segments 00009∗ −00016
4000055 4000245

After × #Segments2
−00011∗ 00002
4000075 4000045

Median Segment Industry q −00003 −00007 00008∗∗ 00047∗∗

4000045 4000045 4000045 4000225
q × #Segments −00024 −00014

4000225 4000145

q × #Segments2 00002 00003
4000035 4000025

After × q 00021∗∗ 00019∗∗ −00003 −00002
4000105 4000085 4000065 4000035

After × q × #Segments 00058∗∗∗ 00012
4000115 4000205

After × q × #Segments2
−00015∗∗ −00015
4000065 4000175

Operating Profit −00027 −00028 00002∗∗∗ 00002∗∗∗

4000235 4000255 4000005 4000005
Negative Net Income −00011 −00012 −00014∗∗ −00016∗∗∗

4000145 4000155 4000065 4000065
Current Ratio 00002 00018 00005∗∗∗ 00005∗∗

4000055 4000115 4000025 4000025
Leverage 00033 00065 −00021 −00022

4000305 4000455 4000345 4000355
Constant 00065∗∗∗ 00002 00105∗∗∗ 00107∗∗∗

4000175 4000265 4000165 4000155
Firm fixed effects Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes
Observations 1,939 1,939 8,569 8,569
R2 00025 00048 00015 00016

Notes. The subsamples include parent and control firms identified by the
first-stage regression in the propensity score matching model. Robust
standard errors clustered by firm are in parentheses.

∗p < 001; ∗∗p < 0005; ∗∗∗p < 0001.

decisions will be greatest immediately following the
completion of a spin-off, but will attenuate thereafter.

Hypothesis 3
Finally, Table 7 presents the results of regressions test-
ing the prediction in Hypothesis 3 that the pre- to
post-spin-off improvement in the efficiency of capital
allocation decisions among parent firms (relative to
control firms) will exhibit an inverted-U-shaped rela-
tionship based on the number of business segments
in which a diversified firm operates pre-spin-off. To
test this prediction, I split the parent firms and con-
trol firms from each other and run separate regressions
on each of the two subsamples. As such, my mod-
els no longer include Treated or any of the interaction
terms involving that variable. Instead, within each of
the two subsamples, the key independent variables are

After × q × #Segments and After × q × #Segments2. The
dependent variable is Segment Capex/Assets, and regres-
sions include firm and year fixed effects with robust
standard errors clustered by firm.

Regressions [1] and [2] pertain to the parent firm
subsample. In regression [1], the coefficient on After
is negative and significant, indicating that the post-
spin-off level of capital expenditures is lower than its
pre-spin-off level. By comparison, the coefficient on
After×Median Segment Industry q is positive and signif-
icant, meaning that the segment capital expenditures
of parent firms that undertook spin-offs become more
sensitive to investment opportunities in the years post-
spin-off than they had been pre-spin-off.

Regression [2] incorporates the interaction terms
with #Segments and #Segments2. After × q remains
positive and statistically significant; additionally, the
coefficient on After × q × #Segments is positive and
significant, while the coefficient on After × q ×

#Segments2 is negative and significant.11 This pair of
findings indicates that the post-spin-off improvement
in the sensitivity of capital expenditures to invest-
ment opportunities among parent firms exhibits an
inverted-U-shaped relationship12 with the number of
segments in which those companies operated pre-
spin-off.13

Regressions [3] and [4] pertain to the control firm
subsample. In regression [3], the coefficient on Median

11 The coefficient on After remains negative and significant in this
regression. Additionally, the coefficient on After×#Segments is pos-
itive and significant, while the coefficient on After × #Segments2 is
negative and significant. This indicates that the post-spin-off level
of capital expenditures also exhibits an inverted-U-shaped relation-
ship with the number of segments in which the parent companies
operated pre-spin-off.
12 To confirm that these results are truly indicative of an inverted-
U-shaped relationship, I follow the three-step procedure outlined
by Haans et al. (2016). First, and as expected, the coefficient on
After×q×#Segments2 is negative and significant. Second, the slope
at the low end of the range of #Segments (00058 − 2 × 00015 ×XL,
where XL = 2) is positive and significantly different from zero
at 5% 4t = 20235, while the slope at the high end of the range
of #Segments (00058 − 2 × 00015 × XH , where XH = 7) is negative
and significant at 5% 4t = −20305. Third, the turning point of the
inverted-U-shaped relationship 4−00058/2×000155 falls at 3.87 seg-
ments, and the 95% confidence interval falls within the data range
for #Segments. Given the results of these three tests, it is possible
to conclude that an inverted-U-shaped relationship is at play in
this instance.
13 Economically, the magnitude of the coefficient estimate on After×q
indicates that, for parent firms of all pre-spin-off diversification
levels, a one standard deviation increase in Median Segment Indus-
try q (0.48) from the pre- to post-spin-off time period would be
associated with an increase of 0.009 in Segment Capex/Assets, a 13%
increase over Segment Capex/Assets’ mean value of 0.07. Incorporat-
ing the coefficient estimates on After×q×#Segments and After×q×

#Segments2 reveals that the largest improvement in the post-spin-
off efficiency of capital allocation decisions would occur among
parent firms that operated between two and three business seg-
ments (on average) in the year pre-spin-off.

D
ow

nl
oa

de
d 

fr
om

 in
fo

rm
s.

or
g 

by
 [

21
6.

73
.2

16
.1

05
] 

on
 1

3 
Ju

ly
 2

02
6,

 a
t 1

6:
11

 . 
Fo

r 
pe

rs
on

al
 u

se
 o

nl
y,

 a
ll 

ri
gh

ts
 r

es
er

ve
d.

 



Feldman: Corporate Spin-Offs and Capital Allocation Decisions
268 Strategy Science 1(4), pp. 256–271, © 2016 INFORMS

Segment Industry q is positive and significant, indicat-
ing that, overall, among the control firms in the sam-
ple, segment-level capital expenditures are sensitive to
investment opportunities. Importantly, the coefficient
on After × Median Segment Industry q is not significant,
meaning that there is no incremental post-spin-off
improvement in the sensitivity of capital expendi-
tures to investment opportunities among the control
firms in the sample. Regression [4] incorporates all of
the interaction terms with #Segments and #Segments2.
None of these interaction terms is significant, mean-
ing that there is no post-spin-off improvement in
the sensitivity of capital expenditures to investment
opportunities among the control firms, nor is there
an inverted-U-shaped relationship with the number of
segments in which those firms operate.14 Together, the
findings in Table 7 provide suggestive evidence in sup-
port of Hypothesis 3 by showing that, among parent
firms, but not among control firms, the post-spin-off
improvement in the sensitivity of capital expendi-
tures to investment opportunities exhibits an inverted-
U-shaped relationship with the number of segments in
which those companies operated pre-spin-off.

Discussion and Conclusion
This study has investigated how spin-offs affect the
capital allocation process in the firms that undertake
these deals. I find that the efficiency of capital allo-
cation decisions, as measured by the sensitivity of
capital expenditures to industry investment opportu-
nities, improves when firms undertake spin-offs. This
improvement is most pronounced immediately follow-
ing the completion of the spin-offs that these com-
panies undertake and attenuates thereafter. It is also
larger in companies that operate in a moderate number
of businesses pre-spin-off than it is in firms that oper-
ate in either a large or a small number of businesses.
Together, these results contribute to management the-
ory in several important ways.

First, and most fundamentally, this study speaks to
the literature on internal capital markets in diversified
firms (Lamont 1997, Shin and Stulz 1998, Scharfstein
1998, Billett and Mauer 2003, Ozbas and Scharfstein
2010, Bardolet et al. 2010, Vierreger 2012). This research
has shown the challenges of efficient capital alloca-
tion to be numerous, ranging from agency problems
(Scharfstein and Stein 2000, Rajan et al. 2000) to cog-
nitive distortions (Christensen and Bower 1996, Sull
1999, Gilbert 2001), and even to inefficient comparisons
relative to aspiration levels (Arrfelt et al. 2013, 2015).

14 Unlike in the parent firm subsample analyzed in regressions [1]
and [2], all three of the Haans et al. (2016) tests for the existence of
an inverted-U-shaped relationship fail for the control firm subsam-
ple analyzed in regressions [3] and [4].

This study takes these ideas a step further by introduc-
ing the possibility that the limit to managerial atten-
tion is an additional constraint that could (and appears
to) prevent the managers of multibusiness firms from
allocating capital in an efficient manner to all of the
businesses operating in these companies.

In so doing, this study builds an important bridge
between the literatures on internal capital markets
in strategy and finance. This paper’s empirical ap-
proach—studying diversified firms that undertake
spin-offs and modeling the relationship between their
pre- versus post-spin-off investment opportunities (as
represented by the median Tobin’s q of single-business
firms operating in their focal industries) and their cap-
ital expenditures—draws directly from Gertner et al.
(2002), a key study on the functioning of internal
capital markets from the corporate finance literature.
Using this empirical approach, however, this paper
then considers the influence of a key behavioral issue
in strategy—the scarcity and importance of managerial
attention (Simon 1947, Penrose 1959, March and Simon
1958, Ocasio 1997)—on the efficiency with which man-
agers allocate capital in these firms. The fact that
this study is able to develop strategy-relevant insights
using finance-relevant approaches suggests that these
fields may have more to offer one another than initially
meets the eye.

Second, this study also uses the concept of man-
agerial attention to contribute to research on spin-offs,
and perhaps divestitures more generally as well. Many
papers have theorized that one of the key reasons that
spin-offs (and other divestitures) may be valuable is
that these deals liberate managerial attention and allow
managers to increase their focus on their so-called
“core” businesses (Markides 1992, Comment and Jar-
rell 1995, John and Ofek 1995). One way in which these
studies have tried to quantify this theoretical predic-
tion is by showing that unrelated divestitures are more
positively associated with stock market performance
than related divestitures (Daley et al. 1997, Desai and
Jain 1999). By comparison, this paper puts the theory
that spin-offs liberate managerial attention to an even
sharper test, in two key ways. One is that the empirical
work in this paper takes steps to rule out key alterna-
tive explanations, such as the endogeneity of the spin-
off decision and the endogeneity inherent in the choice
of which business unit to spin off, leaving increased
managerial attention as a key driver of the observed
post-spin-off improvement in the efficiency of capi-
tal allocation decisions. The other is that this study
proposes and tests two additional hypotheses (the
intertemporal trend in the post-spin-off improvement
in the efficiency of capital allocation decisions and the
inverted-U-shaped relationship between pre-spin-off
diversification levels and the post-spin-off improve-
ment in the efficiency of capital allocation decisions)
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that point directly to managerial attention as a signifi-
cant driver of the baseline results.

On a related note, this study generates two impor-
tant insights with regard to the concept of manage-
rial attention itself. The first is that spin-offs appear
to be the most effective at releasing managerial atten-
tion in moderately diversified firms: in companies with
high levels of diversification, the incremental gains in
managerial attention are not that significant because
the firm still remains highly diversified after the spin-
off, whereas in companies with low levels of diver-
sification, the constraints on managerial attention are
not that severe to begin with, meaning that the spin-
off does not help very much either. This finding has
important implications for the literature on diversifi-
cation, which has traditionally focused on the related-
ness (or lack thereof) of a diversified firm’s portfolio
of businesses rather than the changes that a spin-off
can induce therein. The second key insight is that the
release of managerial attention by spin-offs is a tran-
sient effect. While managerial attention may be scarce
in multibusiness firms (Ambos and Birkinshaw 2010,
Joseph and Ocasio 2012, Gaba and Joseph 2013) and
spin-offs may help alleviate some of these pressures,
the gains are not permanent, as managerial attention
ultimately gets pulled in other directions as the divest-
ing firm continues to evolve in the wake of its spin-off.
An important opportunity for extension by other schol-
ars might therefore be to explore whether and to what
extent other modes of divestiture, such as asset sales or
equity carve-outs, result in similar patterns of change
in the allocation of managerial attention as well.

Finally, this study closes a loop that Gertner et al.
(2002) left open in their paper. Gertner et al. (2002)
consider the efficiency of capital allocation decisions
from the perspective of divested spin-off firms. These
authors establish that the pre-spin-off investment deci-
sions of these entities (when they operate as sub-
sidiaries of their parent companies) are less efficient
than their post-spin-off decisions (when they operate
as independent firms), implying that internal capital
markets in diversified firms may not function as effi-
ciently as they could. Using a distinct sample of spin-
offs undertaken in a different time period, this paper
not only replicates the Gertner et al. (2002) findings
for the spin-off firms (in the appendix), but also doc-
uments a consistent set of results from the perspective
of the business units that remain within the divesting
parent firms as well. Thus, the research in this paper
both validates the Gertner et al. (2002) findings and
extends them to their logical end state.
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Appendix. Spin-off Firm Results
In this appendix, I replicate the results of the Gertner et al.
(2002) study, which explores the relationship between capital
expenditures and investment opportunities in divested spin-
off firms. The dependent variable is Spin-off Capex/Assets,
defined as the spin-off firm’s capital expenditures scaled
by its total assets. Median Spin-off Industry q is the median
Tobin’s q of all single-segment firms operating in the same
three-digit SIC code as each spin-off firm. The key variable
of interest is After×Median Spin-off Industry q, the interaction
between After and Median Spin-off Industry q, where After
is an indicator variable taking the value one in each of the
three post-spin-off years and zero in each of the three pre-
spin-off years. As in Gertner et al. (2002), the coefficient on
After × Median Spin-off Industry q should be positive and
significant.

In addition to this baseline prediction, Gertner et al. (2002)
also test two contingencies: the efficiency of spin-off firms’
capital allocation decisions will improve by more (a) in spin-
offs that enjoy a favorable (rather than unfavorable) stock
market response and (b) in spin-offs where the spun-off
subsidiary is industrially unrelated (rather than industrially
related) to its parent firm’s primary operations. To measure
the stock market’s response to the spin-offs in my sample, I
conduct an event study with a 250-day estimation window
6−8001−5517 prior to the announcement dates of those trans-
actions and a three-day event window surrounding those
announcement dates 6−11+17. Positive cumulative abnor-
mal return (CAR) is defined as an indicator variable taking
the value one if the CAR to a given spin-off was positive
and zero if the CAR was null or negative. To measure the
industrial relatedness of a spun-off subsidiary to its parent
company, I define Unrelated as an indicator variable taking
the value one if a spin-off firm operates in a different three-
digit SIC code than its parent company and zero if the two
firms operate in the same three-digit SIC code.

Spin-off firm regression results appear in Table A.1. All
models include deal and year fixed effects with robust stan-
dard errors clustered by deal. Consistent with Gertner et al.
(2002), in regression [2], the coefficient on After × Median
Spin-off Industry q is positive and significant, meaning that
the sensitivity of spin-off firms’ capital expenditures to
the investment opportunities available in their industries is
higher post-spin-off than it had been pre-spin-off.15 Regres-
sions [3] and [4] respectively incorporate the three-way inter-
action terms, After × Median Spin-off Industry q × Positive

15 Economically, the magnitude of the coefficient estimate on After×

Median Spin-off Industry q reveals that a one standard deviation
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Table A.1 Spin-off Firm-Level Results

DV: Spin-off Capex/Assets [1] [2] [3] [4]

After −00103 −00105 −00094
4001135 4001165 4001125

Median Spin-off Industry q 00012 −00090 −00094 −00103∗

4000425 4000575 4000615 4000565
After × Median Spin-off 00106∗∗ 00112∗∗ 00129∗∗

Industry q 4000515 4000575 4000515
After × q × Positive CAR 00163∗∗

4000745
After × q × Unrelated 00075∗∗∗

4000285
Operating Profit −00031 −00030 −00031 −00024

4000385 4000385 4000385 4000385
Negative Net Income −00001 −00001 −00008 −00016

4000385 4000385 4000395 4000385
Current Ratio 00056∗∗ 00057∗∗ 00055∗∗ 00066∗∗

4000265 4000265 4000265 4000265
Leverage 00129 00148 00137 00147

4001145 4001175 4001185 4001155
Constant 00211∗ 00465∗∗∗ 00484∗∗∗ 00482∗∗∗

4001175 4001495 4001555 4001475
Spin-off firm fixed effects Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes
Observations 1,012 1,012 1,012 1,012
R2 00080 00181 00184 00197

Note. Robust standard errors clustered by spin-off firm are in parentheses.
∗p < 001; ∗∗p < 0005; ∗∗∗p < 0001.

CAR and After × Median Spin-off Industry q × Unrelated. The
coefficients on After × Median Spin-off Industry q × Positive
CAR in regression [3] and After × Median Spin-off Indus-
try q × Unrelated in regression [4] are both positive and
statistically significant.16 Consistent with the Gertner et al.
(2002) results, these findings indicate that the post-spin-off
improvement in the efficiency of capital allocation decisions
in spin-off firms is larger when investors react favorably to
the announcements of those deals and when the spin-off
firms are unrelated to the primary operations of their former
parent companies.

References
Ambos TC, Birkinshaw J (2010) Headquarters’ attention and its

effect on subsidiary performance. Management Internat. Rev.
50(4):449–469.

Aquila FJ (2015) Key issues when considering a spin-off. Practical
Law June:20–27.

increase in Median Spin-off Industry q (0.500) would be associated
with an increase of 0.053 in Spin-off Capex/Assets, representing a
nearly 75% increase over Spin-off Capex/Assets’ mean value of 0.07.
16 The incremental gain associated with a one standard deviation
increase in Median Segment Industry q in spin-offs that have a pos-
itive stock market response is an additional increase of 0.082 in
Spin-off Capex/Assets, and the incremental gain associated with unre-
lated spin-offs is an additional increase of 0.038 in Spin-off Capex/
Assets.

Arrfelt M, Wiseman RM, Hult GTM (2013) Looking backward
instead of forward: Aspiration-driven influences on the effi-
ciency of the capital allocation process. Acad. Management J.
56(4):1081–1103.

Arrfelt M, Wiseman RM, McNamara G, Hult GTM (2015) Exam-
ining a key corporate role: The influence of capital allocation
competency on business unit performance. Strategic Manage-
ment J. 36(7):1017–1034.

Bardolet D, Lovallo D, Rumelt R (2010) The hand of corporate
management in capital allocations: Patterns of investment in
multi- and single-business firms. Indust. Corporate Change 19(2):
591–612.

Bergh DD, Johnson RA, DeWitt RL (2008) Restructuring through
spin-off or sell-off: Transforming information asymmetries into
financial gain. Strategic Management J. 29(2):133–148.

Bigley GA, Wiersema MF (2002) New CEOs and corporate strategic
refocusing: How experience as heir apparent influences the use
of power. Admin. Sci. Quart. 47(4):707–727.

Billett MT, Mauer DC (2003) Cross-subsidies, external financing
constraints, and the contribution of the internal capital market
to firm value. Rev. Financial Stud. 16(4):1167–1201.

Bower JL (1970) Managing the Resource Allocation Process (Harvard
University, Boston).

Capron L, Mitchell W, Swaminathan A (2001) Asset divestiture
following horizontal acquisitions: A dynamic view. Strategic
Management J. 22(9):817–844.

Chandler AD (1962) Strategy and Structure: Chapters in the History of
the Industrial Enterprise (MIT Press, Cambridge, MA).

Chang SJ (1996) An evolutionary perspective on diversification and
corporate restructuring: Entry, exit, and economic performance
during 1981–89. Strategic Management J. 17(8):587–611.

Christensen CM, Bower JL (1996) Customer power, strategic invest-
ment, and the failure of leading firms. Strategic Management J.
17(3):197–218.

Coase RH (1937) The nature of the firm. Economica 4(16):386–405.
Comment R, Jarrell GA (1995) Corporate focus and stock returns.

J. Financial Econom. 37(1):67–87.
Corley KG, Gioia DA (2004) Identity ambiguity and change in the

wake of a corporate spin-off. Admin. Sci. Quart. 49(2):173–208.
Daley L, Mehrotra V, Sivakumar R (1997) Corporate focus and value

creation: Evidence from spinoffs. J. Financial Econom. 45(2):
257–281.

Desai H, Jain PC (1999) Firm performance and focus: Long-
run stock market performance following spinoffs. J. Financial
Econom. 54(1):75–101.

Feldman ER (2016) Corporate spinoffs and analysts’ coverage deci-
sions: The implications for diversified firms. Strategic Manage-
ment J. 37(7):1196–1219.

Feldman ER, Gilson SC, Villalonga B (2014) Do analysts add value
when they most can? Evidence from corporate spinoffs. Strate-
gic Management J. 35(10):1446–1463.

Gaba V, Joseph J (2013) Corporate structure and performance feed-
back: Aspirations and adaptation in M-form firms. Organ. Sci.
24(4):1102–1119.

Gertner RH, Powers E, Scharfstein DS (2002) Learning about inter-
nal capital markets from corporate spin-offs. J. Finance 57(6):
2479–2506.

Gilbert CG (2001) A dilemma in response: Examining the newspa-
per industry’s response to the Internet. Acad. Management Proc.
August:D1–D6.

Gilson S (2000) Analysts and information gaps: Lessons from the
UAL buyout. Financial Analysts J. 56(6):82–110.

Gilson S, Healy P, Noe C, Palepu K (2001) Analyst specializa-
tion and conglomerate stock breakups. J. Accounting Res. 39(3):
565–582.

Golden BR, Ma H (2003) Mutual forbearance: The role of intrafirm
integration and rewards. Acad. Management Rev. 28(3):479–493.

Haans RFJ, Pieters C, He Z-L (2016) Thinking about U: Theorizing
and testing U- and inverted U-shaped relationships in strategy
research. Strategic Management J. 37(7):1177–1195.

Hill CWL, Hoskisson RE (1987) Strategy and structure in the mul-
tiproduct firm. Acad. Management Rev. 12(2):331–341.

D
ow

nl
oa

de
d 

fr
om

 in
fo

rm
s.

or
g 

by
 [

21
6.

73
.2

16
.1

05
] 

on
 1

3 
Ju

ly
 2

02
6,

 a
t 1

6:
11

 . 
Fo

r 
pe

rs
on

al
 u

se
 o

nl
y,

 a
ll 

ri
gh

ts
 r

es
er

ve
d.

 



Feldman: Corporate Spin-Offs and Capital Allocation Decisions
Strategy Science 1(4), pp. 256–271, © 2016 INFORMS 271

Hoskisson RE, Hill CWL, Kim H (1993) The multidivisional struc-
ture: Organizational fossil or source of value? J. Management
19(2):269–298.

John K, Ofek E (1995) Asset sales and increase in focus. J. Financial
Econom. 37(1):105–126.

Jones GR, Hill CWL (1988) Transaction cost analysis of strategy-
structure choice. Strategic Management J. 9(2):159–172.

Joseph J, Ocasio W (2012) Architecture, attention, and adaptation
in the multibusiness firm: General Electric from 1951 to (2001)
Strategic Management J. 33(6):633–660.

Khanna N, Tice S (2001) The bright side of internal capital markets.
J. Finance 56(4):1489–1528.

Krishnaswami S, Subramaniam V (1999) Information asymme-
try, valuation, and the corporate spin-off decision. J. Financial
Econom. 53(1):73–112.

Lamont O (1997) Cash flow and investment: Evidence from internal
capital markets. J. Finance 52(1):83–109.

Maksimovic V, Phillips G (2002) Do conglomerate firms allocate
resources inefficiently across industries? Theory and evidence.
J. Finance 57(2):721–767.

March JG, Simon HA (1958) Organizations (John Wiley, New York).
Markides CC (1992) Consequences of corporate refocusing: ex ante

evidence. Acad. Management J. 35(2):398–412.
Miles JA, Woolridge JR (1999) Spin-Offs and Equity Carve-Outs:

Achieving Faster Growth and Better Performance (Financial Exec-
utives Research Foundation, Morristown, NJ).

Moschieri C (2011) The implementation and structuring of divesti-
tures: The unit’s perspective. Strategic Management J. 32(4):
368–401.

Ocasio W (1997) Towards an attention-based view of the firm.
Strategic Management J. 18(S1):187–206.

Ozbas O, Scharfstein DS (2010) Evidence on the dark side of internal
capital markets. Rev. Financial Stud. 23(2):581–599.

Penrose ET (1959) The Theory of the Growth of the Firm (John Wiley,
New York).

Powers EA (2001) Spinoffs, selloffs and equity carveouts: An analy-
sis of divestiture method choice. Working paper, University of
South Carolina.

Rajan R, Servaes H, Zingales L (2000) The cost of diversity: The
diversification discount and inefficient investment. J. Finance
55(1):35–80.

Scharfstein DS (1998) The dark side of internal capital markets
II: Evidence from diversified conglomerates. Working paper,
Harvard Business School, Boston.

Scharfstein DS, Stein JC (2000) The dark side of internal capi-
tal markets: Divisional rent-seeking and inefficient investment.
J. Finance 55(6):2537–2564.

Semadeni M, Cannella AA (2011) Examining the performance
effects of post spin-off links to parent firms: Should the apron
strings be cut? Strategic Management J. 32(10):1083–1098.

Seward JK, Walsh JP (1996) The governance and control of
voluntary corporate spin-offs. Strategic Management J. 17(1):
25–39.

Shaver JM, Mezias JM (2009) Diseconomies of managing in acqui-
sitions: Evidence from civil lawsuits. Organ. Sci. 20(1):206–222.

Shin HH, Stulz RM (1998) Are internal capital markets efficient?
Quart. J. Econom. 113(2):531–552.

Simon HA (1947) Administrative Behavior: A Study of Decision-Making
Process in Administrative Organization (Free Press, New York).

Sull DN (1999) The dynamics of standing still: Firestone Tire
and Rubber and the radial revolution. Bus. History Rev. 73(3):
430–464.

Tripsas M (2009) Technology, identity, and inertia through the
lens of “The Digital Photography Company.” Organ. Sci. 20(2):
441–460.

Vierreger C (2012) Strategic capital allocation: Do firms really allo-
cate capital so inefficiently? Working paper, Drake University,
Des Moines, IA.

Wiersema MF, Bantel KA (1992) Top management team demog-
raphy and corporate strategic change. Acad. Management J.
35(1):91–121.

Zuckerman EW (2000) Focusing the corporate product: Securi-
ties analysts and de-diversification. Admin. Sci. Quart. 45(3):
591–619.

Emilie R. Feldman is Associate Professor of Manage-
ment at the Wharton School of the University of Penn-
sylvania. She graduated magna cum laude from Harvard
College, where she studied economics and French litera-
ture, and she received her MBA and DBA in strategy from
Harvard Business School. Her work focuses on corporate
strategy and governance, with particular interests in the
internal functioning of diversified firms and the role divesti-
tures and spin-offs play in corporate reconfiguration. Her
research has been published in top academic journals, such
as the Strategic Management Journal, Organization Science,
and the Academy of Management Journal, and has received
numerous scholarly awards, including Distinguished Paper
and Outstanding Dissertation Awards from the Academy of
Management, and the Best Conference Paper Award from
the Strategic Management Society.

D
ow

nl
oa

de
d 

fr
om

 in
fo

rm
s.

or
g 

by
 [

21
6.

73
.2

16
.1

05
] 

on
 1

3 
Ju

ly
 2

02
6,

 a
t 1

6:
11

 . 
Fo

r 
pe

rs
on

al
 u

se
 o

nl
y,

 a
ll 

ri
gh

ts
 r

es
er

ve
d.

 


