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Abstract

This paper examines corporate restructuring at the industry level for a sample of UK firms
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divestitures over the period 1986-95. The results provide some evidence in support of broad shocks
and severa industry-specific factors, such as deregulation, foreign competition and industry
concentration. However, certain shocks (e.g., deregulation and foreign competition) appear to
impact on the ete of takeovers and divestitures differently. Furthermore, when the sample is
partitioned into pools (1980s and 1990s), only deregulation is found to be significant in explaining

takeover activity for the 1990s period.
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1. Introduction

The last two decades have witnessed a dramatic increase in various forms of corporate
restructuring, particularly in the economies of the USA and the UK. Takeovers, divestitures,
management buyouts (MBOSs), going private transactions and bankruptcies have al played a
significant role in restructuring firms during the economic downturn of the early 1980s to the boom
period of the mid-1980s and 1990s. A plethora of papers have examined these activities at the firm
level, motivated from different perspectives. For example, severa studies have investigated
takeovers (see, e.g., Jensen and Ruback, 1983; Healy, Palepu and Ruback, 1992) and divestitures
(see, e.g., John and Ofek, 1995; Hanson and Song, 2000) from a wealth, or performance related
perspective. Others have developed models from the perspective of explaining the likelihood of
takeover (Palepu, 1986) or bankruptcy for a firm (Ohlson, 1980; Zimjewski, 1984). The findings of
these studies have gone some way to helping us understand the underlying determinants of
corporate restructuring. From takeover and bankruptcy models, we know that certain financial
characteristics seem to be important in explaining a firm’s takeover or bankruptcy likelihood. For
example, prior performance, firm size and free cash flow seem to be important characteristics that
determine a firm’s takeover likelihood.*

While we know some of the factors that are important in explaining corporate restructuring
a the firm levd, little is known about corporate restructuring at the industry level. This is
surprising, since it is widely known that corporate restructuring activity, in particular takeovers,
tend to occur in waves and cluster in certain industries. In the USA, research by Mitchell and
Mulherin (1996) and Mulherin and Boone (2000) have pointed to broad economic shocks as a
significant factor in explaining takeovers and divestitures at the industry level. These shocks could
take the form of a change in the level of interest and exchange rates and other factors such as the
general investment and regulatory climate. Industries can also be affected by specific shocks, in
terms of deregulation, technology, foreign competition and energy price volatility. When these

shocks occur, firms need to respond quickly in order to ensure survival. Since corporate
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restructuring, operationalized through takeovers and divestitures is likely to be a lower cost and
relatively quick method of restructuring a firm, these activities should be more visible in industries
that are senditive to shocks. For example, the deregulation of Telecommunications, Electricity,
Water and Transport industries in the UK during the 1980s and 1990s led to significant
restructuring in the form of takeovers and divestitures.

In this paper, we test the hypothesis that broad economic and industry-specific shocks were
significant factors in determining the level of corporate restructuring in the UK over the period
1986-95. Our paper extends the work of Mitchell and Mulherin (1996) in several ways. First, we
use a broader definition of corporate restructuring to include takeovers (successful and
unsuccessful) and divestitures.? This allows us to examine whether different forms of corporate
restructuring at the industry level are impacted differently by broad economic and specific industry
shocks. Second, our dataset covers both the boom period of the 1980s and the downturn of the
early 1990s. By examining both time periods our study alows the testing of whether different
forms of restructuring played a key role in restructuring industries during the different economic
climates of the 1980s and early 1990s. For example, whilst takeovers may have played a significant
role in the restructuring of industries during the economic boom period of the mid-1980s, other
forms of restructuring, such as divestitures may have played a significant role in restructuring
industries during the downturn of the late 1980s and early 1990s. Third, we use a UK dataset,
which as far as we are aware, little or no substantive research has been conducted using UK data.
This is important because compared to the USA, there is evidence to suggest that UK antitrust laws
are more lenient, which may have a positive impact on the level of corporate restructuring.’
Furthermore, our period of study is one of interest to policy makers since it has seen an aggressive
privatization and deregulation policy implemented by the Conservative Government. The impact of
both policies on corporate restructuring is therefore of some interest.

Our findings are broadly consistent with the USA evidence in that there is significant

industry clustering of takeover and divestiture activity, which can be partly explained by broad
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economic and industry-specific shocks. In terms of industry-specific shocks, we find some
evidence for deregulation, foreign competition and industry concentration. Also, shocks appear to
impact on the rate of takeovers and divestitures differently. For example, while broad economic
shocks and deregulation have a positive impact on the level of takeovers, they have a negative
impact on the level of divestitures. This makes some sense from a market power perspective since
after particular shocks (e.g., deregulation and foreign competition) firms are motivated to maintain
or increase their market share, particularly in the face of increased competition. In such
circumstances, you should find more takeovers and fewer divestitures. Furthermore, when the
sample is partitioned into pools (980s and 1990s), only deregulation is found to a significant
determinant in the level of takeover activity for the 1990s period.

The rest of the paper is organized as follows. Section 2 explains the procedures followed in
constructing the sample. Section 3 presents some preliminary results for the level of corporate
restructuring across each industry over the sample period. Section 4 describes the model
development and discusses the choice of variables to proxy both broad and industry-specific shocks.
Section 5 presents some descriptive statistics and the results of the estimated Tobit regressions.

Section 6 concludes with a discussion and summary of the main results.

2. Sample construction

This study is based on UK firms listed on the London Stock Exchange (hereafter, LSE) for
the period 1986-1995 that have financia data stored on Datastream. Since Datastream removes all
‘dead’ firms from its lists, the congtituents of industries at the time of downloading the data would
not be representative of the ‘true’ constituents at the beginning of the sample period. So, for
example, the list of firmsin the Chemicals industry for 1985, extracted, say, in 1999, would include
only firms that survived the period 1985-99. Any firms that died between these dates would be

removed from the industry list by Datastream and placed in a‘dead’ companies list. Naturaly, this



would inflict a serious survivorship bias on any sample constructed solely from the current

Datastream industry lists.

Insert Table 1 here

In order to avoid this bias, we reconstructed the ‘true’ population as at 31 December 1985
using the officia stock exchange list, the aternative investment market list (i.e., small capitalization
list) and the dead companies list. In order to calculate our proxies for broad economic shocks, we
require each firm to have at least 3-years prior data stored on Datastream. 1462 firms were
identified and classified into their representative industries using the classification system employed
by Datastream (level 6 classification). In all, 1073 firms representing 42-industries met the data
requirements. Table 1 shows the distribution of the sample by industry and market value. The
firms in the sample have a total market value of £151 hillion as a the year-end 1985 and are
distributed over 42 industries. The mean (median) number of firms and market values across
industries is 26 (22) and £3602 (£1968) million with standard deviations of 17 and £4266
respectively.

In terms of the number of firms n each industry, General Engineering has the highest
representation with 107 firms (10% of the sample), whilst the Pharmaceuticals industry has only 7
firms making up 0.70% of the sample. By market value, Oil and Gas is the largest with £20,700
(14% of the sample) while Engineering Fabricators has the lowest market value of £173 million
accounting for only 0.11% of the total market value. The descriptive statistics indicate skewnessin
the distribution and value of sample firms across industries as at the end of 1985.

The firms in each industry are followed from 1 January 1986 to 31 December 1995 in order
to identify the major restructuring choices affecting them. The information on the restructuring

choices made by firms is compiled from Acquisitions Monthly, published by Thompson Financial



Services for each year. Table 2 reports the frequency of restructuring activities pursued by sample

firms.*

Insert Table 2 here

Table 2 shows that 469 firms (44% of the sample) engaged in divestitures over the 10-year
period. This contrasts sharply with the 21% divestitures reported by Mulherin and Boone (2000).
Apart from institutional differences, this significant difference may have arisen from what
constitutes a divestiture in both studies. For example, Mulherin and Boone (2000) identify a sale of
assets as a divestiture when it has a value of US$100 million or represents at least 5% of the equity
value of the divesting firm. We define a divestiture as the sale of a subsidiary to a third party,
which may also include management. We do not place any value restriction, hence our definition is
much broader and islikely to cover more transactions than that of Mulherin and Boone (2000). We
also identify 378 (35% of the sample) takeovers (successful and unsuccessful). This number is
higher than Mulherin and Boone (2000) who report 30% successful takeovers for the period 1990-
1999, but is lower than the 45% reported by Mitchell and Mulherin (1996). As expected, firms

restructuring through divestitures are, on average, larger than firms targeted for takeover.

3. Industry patternsin takeovers and divestitures

Following from Mitchell and Mulherin (1996) and Mulherin and Boone (2000), we anayze
whether there are any differences in takeovers and divestitures across industries over the period
1986-1995. If we find industry differences, there will be sufficient grounds for investigating further
the causes of these industry variations. Table 3 reports equally weighted (Panel A) and value

weighted (Panel B) proportions for takeovers and divestitures over the sample period.

Insert Table 3 here
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The mean (median) takeover (successful and unsuccessful) rate across industries is 32%
(33%). There are, however, notable differences in the rate of takeovers across industries. For
example, approximately 63% of all firmsin the Packaging and Advanced Chemicals industries were
acquired whereas only 6% of firms in the Retailers, Multi-Department industry were acquired over
the period. Divestitures, on the other hand, are fairly evenly distributed across al industries. The
results using value weighed averages (Panel B) are broadly consistent, although there seems to be
higher variation across industries given the higher standard deviation for both takeovers and
divestitures. To tst whether the variation in the rates of restructuring activity is statistically
significant, we estimate the Pearson c?, which tests the null hypothesis that the actual takeover or
divestiture rate in each industry equalsits expected rate.®> The value of the statistic for all takeovers
is 78.33 df = 41), significant at the 1% level, indicating a rejection of the null hypothesis. As
expected, the variation in the rate of divestitures across industries is not statistically significant with

aPearson c? satistic of only 40.41 (df = 41).°

3.1 Do takeovers and divestitures cluster over time?
As a natural extension of the previous section, we examine whether takeovers and
divestitures cluster across certain time periods. Thisis of some interest since our sample comprises

two very different time periods in terms of economic climate and restructuring activity.

Insert Table 4 here

Table 4 reports the number of *all takeovers (Panel A), and ‘ successful takeovers (Panel B)
by industry across the sample period. We have sorted the data in terms of the maximum clustering
percentage reported in an adjacent 2-year period within the 10-year sample period. The evidence

suggests that takeover bids are clustered in specific time periods. For example, all 6 takeoversin



the Media Agencies industry occur within a 2-year period. Similar findings exist for Leisure
Facilities and Building Materials. It is clear that the 1986-89 period accounts for a high proportion
of total takeover activity across industries. Infact, the average 2-year cluster of 49% suggests that
about half of all takeovers within an industry occurred within a 2-year period, or stated differently,
within one fifth of the sample period. Also of note is the clustering across industries for the full
sample, which at 38% (representing the 1986-87 period) is significantly lower than that reported for
individual industries. Similar results hold for successful takeovers (see Panel B).

Table 5 presents the results for divestitures. Again the results indicate some clustering
across time, although not as extreme as that reported for takeovers. On examining individual
industries, only one, Non-ferrous metas, displays a relatively high 2-year cluster of 80%,
representing the 1986-87 period. Whereas about half of all takeovers occur within a 2-year period,
about 39% of divestitures, on average occur within a 2year period. Also, the clustering across
industries for the full sample is lower than that for takeovers, at 28% (representing the 1988-89
period). We conduct a more formal test for clustering across time by employing a smply equality
of variance test, which has the null hypothesis of homoscedasticity. The test is of the form (see,

Johnston, 1984, p. 298)

Q =vins’- émvilnsi2 (1)

i=1

Under the null hypothesis, Q will be approximately distributed as c? (m-1), m denoting the

number of industries, v In s’ is the natural log of the variance of the entire sample (where vi = ni-1, n

denoting the number of years, i.e., 10) and é v, Ins? isthe natural log of the average variance of
i=1

the industry sub-groups (where v = é v, = 378) /If @>c? (m1) a conventional significance
i=1



levels, then the null hypothesis of homoscedasticity would be rejected, implying industry clustering

in restructuring over time. The results from the equality of variance test confirm our observation
that ‘all takeovers cluster over time at the industry level, with a value for Q of 201, which with 41

degrees of freedom, is significant at the 1% level, hence rgjecting the null of homoscedasticity or no

variation in takeovers across time. Similar results are found for successful takeovers. For
divestitures, we also find evidence of significant clustering across time with a Q value of 231.

However, it is likely that this value is sensitive to outliers. For example, the Engineering general

industry has a variance of 43.17, significantly higher than the population average of 3.1. When we

exclude Engineering general we find a Q value of 108, which is still significant at the 1% level .2

Insert Table 5 here

4. Modéeling broad economic and industry-specific shocks

The results from section 3 provide some evidence that takeovers appear to cluster both
across industries and time. While divestitures do not appear to cluster across industries, there is
some evidence that they cluster across time. This section attempts to identify the causes of this
clustering. We suspect, given past research, that broad and industry-specific shocks in the form of
interest and exchange rate shocks, deregulation, foreign competition and technology shocks play
some role in explaining this clustering. This section describes the process followed in developing a
model to explain the clustering of takeovers and divestitures. We describe the variables used to
proxy broad economics shocks, followed by a description of how we capture industry-specific
shocks. Since the sample spans two very different economic climates we partition the sample into

two pools representing the 1980s period (1986-89) and the 1990s period (1990-95).°



4.1 Broad economic shocks

Generally, previous studies assume that whatever the source of the shock, the outcome is a
change in industry structure operationalized through takeovers and other forms of corporate
restructuring. To create a proxy for broad economic shocks, Mitchell and Mulherin (1996) compute
the absolute value of abnormal industry sales and employment growth for the period of five years
prior to their time period of interest, 1982-89. They define the absolute value as the difference
between an industry’s sales (employment) growth and the average sales (employment) growth
across all industries. Taking the absolute value recognises that a shock could have ether a positive
or negative effect on restructuring. No particular reason is given for using these variables, only that
they should capture the economic change experienced by the industry’s members. In this paper, we
also define broad economic shocks using sales and employment data. We measure the absolute
value of the abnormal industry sales and employment growth for the period three years prior to each
of our constructed pools. Each of these proxiesis used in a simple Tobit regression to explain the
10

variation in takeover and divestiture activity across al industries over both sample periods.

Formally, we estimate the following model,

R =a +b,Shock; +e, (1)

where R represents the restructuring proportions in industry, i, and b; is a proxy for broad
economic shocks (absolute industry-specific growth). If broad economic shocks are significant

determinants of corporate restructuring, we should expect b, to be significant and positive.

4.2 Industry-specific shocks
Since industry-specific shocks are also likely to have some impact on industry restructuring,

we expand the above basic model to include variables that proxy industry-specific factors. Broadly,
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the literature has divided industry-specific factors into internal and external factors. The internal
factors include growth opportunities, profitability, availability of cash, and industry concentration
(Jensen, 1989; 1993). The external factors include changes in technology, industry deregulation
and foreign competition (Mitchell and Mulherin, 1996; Mulherin and Boone, 2000). These factors

are discussed in more detail below.

Internal factors

Industries characterized as high growth industries are more susceptible to restructuring,
especially takeovers. The hypothesis is derived from the ‘empire building’ theory of takeovers,
which suggests that a high growth industry will be more attractive to managers who derive a higher
utility from controlling larger firms. Additional investment in such sectors would continue to
provide higher growth opportunities. For example, Mulherin and Boone (2000) provide evidence of
greater takeover and divedtiture activities in high growth sectors such as eectronics,
telecommunication and electrical equipment. Takeovers in high growth industries by low growth
acquirers with high resources are more likely to be value enhancing Myers and Mgjluf, 1984).
Jensen (1986; 1989) argues that in industries characterized as low growth, high free cash flow,
hostile takeovers and MBOs become dominant restructuring strategies to preserve shareholder
value. To capture these effects, we include industry growth (defined using sales and employment)
and a proxy for free cash flow (industry-specific operating cash flow scaled by total assets) in the
estimated models.

The degree of concentration within an industry is likely to be an important determinant of
the level of corporate restructuring. The concentration of firms in an industry has been related to
industry growth with concentration ratios increasing as firms reach maturity. For example, Mitchell
and Mulherin (1996) document that the excess capacity in Metals and Mining and Food processing
industries in the USA led to greater restructuring activities, which in turn led to industry

consolidation. The theory suggests that low concentration industries will have a higher rate of
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takeovers as firms compete to gain a greater share of the market. Moreover, the desire to have
fewer firms within an industry to enhance market power may lead to takeovers and other
restructuring activities.

In terms of corporate restructuring, industry concentration has only been related to
takeovers. As far as we are aware, there is no evidence on the relationship between industry
concentration on the one hand, and divestitures on the other. This is an empirical issue that will be
addressed in this study. To the extent that firms selling assets via divestitures are larger in size, it is
reasonable to expect a higher incidence of these activities in high concentration industries.

Several measures are used to determine the extent of concentration in an industry. These
measures attempt to capture the prevailing structure and the extent of competitive forces in an
industry (see, e.g., Liebeskind, Opler and Hatfield, 1996 and Ratnayake, 1999). Two of these
measures are commonly used in caculating industry concentration. First, the four firm
concentration ratio defined as the proportion of total sales accounted for by the four largest firmsin
an industry. Second, the Herfindahl index, defined as the sum of the squared market shares of all
incumbent firms. The market share for each firm is defined as the ratio of its sales to the total value
of saes in the industry (Liebeskind, Opler and Hatfield, 1996). Hence, larger firms are alocated
higher weights to reflect their relative importance in the industry. We employ the Herfindahl index
since a few of the industries in our sample have less than ten firms (e.g., Pharmaceuticals). Using
the four firm approach in such casesis likely to result in an upward bias in the concentration ratios.

We aso include the natural log of the industry average market value as a proxy for size.
Size is included simply as a control variable. For example, we would expect larger firms to divest

and acquire other firms while smaller firms are more likely to be acquired.

External Factors
Externa factors include changes in government policies such as deregulation and

privatization and the impact of foreign competition. To identify the specific industry shocks
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affecting UK industries, we search through the industry background and news contained in Key
Note Market Research Reportsand Sequencer for each industry. We identify deregulation, foreign
competition and technological innovations as the key shocks affecting specific UK industries over
the period 1986 to 1995.

Although several externa factors affect corporate restructuring in an industry, deregulation
seems to be one of the most significant external factors (Mitchell and Mulherin, 1996 and Mulherin
and Boone, 2000). Deregulation removes the artificial constraints imposed on an industry and this
induces free entry and exit of firms (Rose, 1985). The exposure of these industries to the pressures
of the market and competition requires adaptation, which is facilitated by takeovers and other
restructuring activities. In the UK, for example, the privatization of the Telecommunications
industry initiated in 1981 led to the sale of government shares in Cable and Wireless and the
separation of postal and telecommunication services. This led to the privatization of British
Telecom in 1984. The industry was further deregulated in 1991 when the duopoly of British
Telecom and Mercury was terminated.  These changes have dramatically atered the
Telecommunications industry, alowing numerous new entrants into the market.  Similar
developments have taken place in the Electricity, Water and Transport industries. To empirically
examine the role of deregulation in corporate restructuring, we create a dummy variable equal to
one for the deregulated industries and zero for all other industries.

Foreign competition affects demand and profitability of the affected industries. This may
lead to various forms of corporate restructuring. For example, stiff competition from overseas,
causing a decline in industry sales growth can result in takeovers as a mechanism to quickly
increase market power and thereby withstand competition. Mitchell and Mulherin (1996), however,
failed to find any significant relationship between foreign competition and takeovers. In the UK,
foreign competition has been a mgor problem affecting some industries such as the Automobile,
Aerospace and Defence, Construction and Electronic industries. In the 1990s, the UK motor

industry, for example, suffered greatly from foreign competition, which led to low profitability in
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the industry. Furthermore, the high vaue of the pound resulted in the industry losing ground to
overseas imports. To create a proxy for foreign competition, we use a dummy variable equal to one
for those industries sensitive to foreign competition and zero otherwise.

The need for continuous improvement in products and processes is widely publicized. The
mechanisms needed for such continual improvements in products to be achieved are often less
clearly defined. Changes in technology and innovations are largely brought about by research and
development activities (R&D). For example, the Pharmaceutical industry in the UK is undergoing
rapid technological advances with the aim of improving the quality of their products. Computers,
Telecommunications, Electronics and Media are other sectors that are experiencing fast
technological changes. Technological changes are common to amost al sectors of UK economy
although it is more dramatic in certain industries. It is argued that the rate of restructuring, in
particular takeovers, should be higher in low technology industries. Such industries are likely to
spend less on R&D expenditures and as such will have relatively low growth options. While
Mitchell and Mulherin (1996) find significant evidence of takeover activity being concentrated in
low R&D industries for the 1980s, Mulherin and Boone (2000) fail to find any relationship for the
1990s. In other words, takeovers in the 1990s were not restricted to industries characterized as
having low growth options or low technology levels. We use the ratio of R&D to sales as a proxy
for technology and innovations and growth options.

Including the above industry-specific variables to our basic model we arrive at the 1l

modd,

R =a + b,shock + b,growth +b,FCF +
b,CON +b .DERG + b,FCOM +b_ TECH + b,size + ¢

2
where shock is our proxy for broad economic shocks, growth is industry sales growth, FCF is a

proxy for free cash flow, CON is a proxy for industry concentration, DERG is a dummy variable for
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deregulation, FCOM is a dummy variable for foreign competition, TECH is a proxy for

technological innovation and size is the natural log of average industry size.

5. Results(under construction!)

This section reports the findings of a univariate and multivariate analysis of the data
Descriptive statistics and correlation coefficients between the variables and takeover and divestiture
proportions are presented in section 5.1, followed by the results of the estimated Tobit regressions

in section 5.2.

5.1 Descriptive statistics

Tables 6 and 7 present some descriptive statistics and correlation coefficients for the
variables employed in the models. As expected, the results show differences in the rates of takeover
and divestiture activity across both pools (1986-89 and 1990-95). Differences also exist in the sales
(employment) growth and shock variables. The correlation coefficients presented in Table 7
provide more interesting results. We find a positive correlation between sales shock and takeover
activity (successful and all takeovers). On the other hand, we find a negative relationship between
the rate of divestitures and the sales (employment) shock variable. Since the correlation coefficient
between takeovers and divestitures is negative, both would appear to be direct substitutes. That is,
firms that divest are unlikely to be acquired at a later date. Hence, broad economic shocks are
likely to impact on the rates of takeovers and divestitures differently. The results presented here
suggest that industries sensitive to broad economic shocks are less likely to divest in such an

environment.

Insert tables 6-7 here
The correlation between the industry-specific variables and takeovers and divestiture

activity also provide some insights. First, deregulation only gppears to have a positive impact on
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takeover activity. Furthermore, this result only holds for the 1990s period. One explanation for this
result is that severa of the industries in the sample were only deregulated in the late 1980s and early
1990s. Furthermore, several industries impacted by deregulation do not appear in our sample due to
the way it was constructed.’* Second, there is a negative correlation between deregulation and
divestitures, indicating that industries impacted by deregulation are less likely to divest. In terms of
market share, this makes some sense for industries impacted by deregulation. Third, and as
expected, takeovers (divestitures) are more likely to occur in low (high) concentration industries.

Fourth, the threat of foreign competition has a positive (negative) impact on takeover (divestiture)
activity. Again, maintaining market share may be some importance to firms belonging to industries
susceptible to foreign competition. Fifth, smaller (larger) industries are more likely to experience

higher takeover (divestiture) activity.

5.2 Tobit regressions
Tables 8 and 9 present the results for the estimated regressions. Tobit regressions are
estimated first in a univariate fashion (models 1 to 8) and then for the full model, with all variables

included (model 9).

Insert tables 8-9 here

The results from Table 8 show some significance for broad economic shocks (shock) and a
few of the industry-specific shocks. In particular, concentration (CON), foreign competition
(FCOM), deregulation (DERG) and size (SIZE) are all related to takeover activity, athough for
severa variables, the level of statistical significance is marginal.'> The results also appear to be
sensitive across different time periods, but are consistent with our expectations as discussed in
section 5.1. Table 9 presents the results for divestitures. Again, the findings are consistent with our

expectations outlined in section 5.1. Broad shocks (shock) cause a decline in the rate of
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divestitures, although as with takeover activity, this relationship only holds for the 1986-89
period.® Industry size (SIZE) plays a significant role in determining the rate of divestitures, with
higher activity in larger industries. With the exception of industry size, there gppear to be no other

significant determinants of divestiture activity in the 1990s period.

6. Summary and conclusions

This paper provides some evidence of clustering across industries in the rate of takeover
activity and also across time for both the rate of takeovers and divestiture activity. The paper then
attempts to explain this clustering using a proxy for broad economic shocks and several proxies for
industry-specific shocks. The results provide some evidence in support of broad shocks and several
industry-specific factors, such as deregulation, foreign competition and industry concentration.
However, shocks appear to impact on the rate of takeovers and divestitures differently. For
example, while broad shocks (proxied using sales and employment absolute growth) and several
industry specific shocks (e.g., deregulation and foreign competition) have a positive impact on the
level of takeovers, the opposite can be said for the level of divestitures. From a market power
perspective, this relationship would be expected, particularly during the 1980s, a period of high

economic growth.
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Notes

Unfortunately, many studies at the firm level aso provide fairly mixed evidence on the
determinants of corporate restructuring. For example, while some find prior performance,
free cash flow and size as important determinants of a firm’'s takeover likelihood, other fail
to find support for these characteristics (see, e.g., Martin and McConnell, 1991; Franks and
Mayer, 1996). Another problem is that many of the nodels suffer from low explanatory

power. For example, Palepu’s (1986) best model has a pseudo R of only 12%.

A takeover occurs when the acquiring firm accumulates a controlling interest in the target
firm, either through a friendly (with the agreement of the target management) or hostile bid
(rejected by management). A divestiture is defined as the sale of a subsidiary by the parent
company to a third party (otherwise known as a sell-off) or to management (otherwise

known as a management buyout).

For example, unlike the USA, the Takeover Code in the UK prevents the use of poison pills

once a takeover bid has been made.

One problem with the above approach to measuring corporate restructuring activity isthat it
ignores new firms over the sample period. Like Mithchell and Mulherin (1996) and
Mulherin and Boone (2000) we hold the number of firms in each industry constant
throughout the sample period. For example, takeover activity is calculated each year as a
proportion of firms that existed in the industry at the beginning of the sample period, 1985 in
our case. Since newly listed firms are more likely to be targets for takeover or suffer

financial distress, ignoring these firms is likely to bias our proportions.
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The Pearson c? is defined as S (Actual; - Expected;)? / Expected;. where i represents the 42
industries in the sample and expected, equals the product of the average takeover
(divestiture) activity for the full sample times the number of firms in the ith industry. We
aso compute a variant of the Pearson c?, the Likelihood Ratio Test, defined as 2S;(Actual;

In(Actual; / Expected;). The results are consistent.

Pearson c? and Likelihood Ratio Test computed using value-weighted averages are similar

to those reported.

Johnston (1984, p. 298) notes that the approximation can be improved by dividing Q' by the

1
scaling constant C =1+ ga —- = to give Q = Q/C. We make this adjustment

3m-1)

using avaue of 1.04 for C, but find no significant difference in our Q' values.

It is clear from Tables 4 and 5 that the 1980s period is significant time period in terms of the
volume of takeover and divestiture transactions. As a senditivity test, we re-calculate our
equality of variance tests on separate time periods: 1986-89 and 1990-95. For the 1980s
period, Q' is 69 for ‘all takeovers and 105 for divestitures (with Engineering generd
removed. For the 1990s period, the respective values are 72 and 128. This suggests that

both takeovers and divestitures cluster across time, even within distinct time periods.

We divided the sample for two reasons. Firgt, it is highly unlikely that shocks measured
from early 1980s (i.e., 1983-85) would have any explanatory power in explaining takeover
and divestiture activity in the 1990s. Second, splitting the sample allows us to examine
whether different factors were important in explaining corporate restructuring in the 1980s

and 1990s. There is some evidence to suggest that takeovers in the 1990s were motivated
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10.

11.

12.

13.

from an industry consolidation perspective, whereas those during the 1980s were motivated

from a agency costs perspective (see, e.g., Shleifer and Vishny, 2001).

Tobit is used because the data is censored, that is, the restructuring proportions lie between 0
and 1. Both Mitchell and Mulherin (1996) and Mitchell and Boone (2000) employed simple
OLS regressions.  Unfortunately, they do not report whether they performed any robustness
tests on the suitability of OLS for the models estimated. Naturally, given the nature of the

data, it is unlikely that the assumptions implicit an OLS would be met.

Since we hold the sample composition constant from 1985, new industries and severd
deregulated industries do not appear. For example, Water and Electricity were only
deregulated in the late 1980s and early 1990s. Naturally, this will bias our results against

finding deregulation an important determinant of takeover and divestiture activity.

The results are consistent with those reported when we use ‘all takeover’ activity as the
dependent variable. Although, there is some impact in the level of statistical significance.
For example, concentration (CON) is significant at the 1% level. Also, when we replace

sales shock with employment shock, the level of significance increases to the 1% level.

It is likely that our results for the 1990-95 period are biased since our sample does not
include the takeover boom of the late 1990s (1996-98). For example, Table 6 indicates that
the average takeover rate for the 1990-95 period was only 5% compared to an average rate
of 19% for the 1986-89 period. On the other hand, the rate of divestitures is higher for the
1990s period (70%) compared to the 1980s (58%). The 1990s period captures the economic
downturn of the early 1990s, a period when divestitures would play a significant role in

restructuring firms in the face of recession.
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Table 1: Industry distribution of sample firms

Industry Number of % Sample Market vdlue % Vaue
Firms (£ Millions)

Engineering, general 107 9.97 8,636 571
Electronic equipment 64 5.96 10,259 6.78
Business support 43 401 3,162 2.09
Food processors 43 401 12,630 8.35
Clothing & footwear 39 3.63 850 0.56
Retail, hard-lines 38 354 2,891 191
Building materials 37 3.45 9,050 5.98
House building 37 345 1,861 123
Textiles & leather goods 36 3.36 1,435 0.95
Electrical equipment A 3.17 2,445 162
Publishing & printing 32 2.98 5,856 387
Qil & gas exploration / production 29 2.70 20,700 13.68
Leisurefacilities 28 261 1,486 0.98
Other businesses 28 2.61 267 0.18
Packaging 27 252 1,069 0.71
Auto parts 25 2.33 3,716 2.46
Engineering. Fabricators 24 2.24 173 011
Furniture & floor-covering 23 214 274 0.18
Rail, road & freight 23 214 2,294 152
Vehicledistribution 23 214 869 0.57
Other construction 2 2.05 1,206 0.80
Breweries, pubs & restaurants 21 1.96 4,502 2.98
Engineering contractors 21 1.96 684 0.45
Chemicals, commodity 20 1.86 7,555 4,99
Diversified industry 19 177 2,003 132
Food & drug retailers 18 1.68 8,596 5.68
Chemicals, specialty 17 158 2,114 1.40
Distribution industrial companies 17 1.58 1,056 0.70
Retailers, multi-department 17 1.58 8,528 5.64
Beverages 16 149 4,795 317
Broadcasting 16 1.49 462 031
Hotels 16 1.49 1,932 1.28
Builders merchants 15 1.40 844 0.56
Aerospace 14 1.30 2,515 1.66
Other distributors 13 1.21 262 0.17
Retailers, soft goods 13 1.21 3,027 2.00
Software 13 121 444 0.29
Non-ferrous metals 12 112 191 0.13
Medical equipment & supplies 9 0.84 1,292 0.85
Mediaagencies 9 0.84 577 0.38
Chemicals, advanced materials 8 0.75 288 0.19
Pharmaceuticals 7 0.65 8,487 5.61
Total 1073 100 151,284 100
Mean 25.55 2.38 3,602 2.38
Median 21.50 2.00 1,968 1.30
Standard deviation 17.37 1.62 4,266 2.82

Notes:

The Table presents the number and total market value of sample firms by industry. The sample is formed from firms
listed on the LSE a the end of 1985 with financial information stored on Datastream. The % sample is the proportion
of firms in an industry to the number of firms in the ssmple. The % value is the proportion of market value of an
industry to the total market value of the sample firms as at the end of 1985.
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Table 2: Frequency of takeovers and divestitures

Restructuring Event Number of Firms % Sample Average total market
value (£ Millions)

Successful Takeovers 347 32.34 55

All Takeovers bids 378 35.23 69
Divestitures 469 43.71 237

Non Restructuring Firms 226 21.06 81

Full Sample 1073 100.00 141

Notes:

The Table reports the overall corporate restructuring events of firms existing on the LSE as at 1985 for the ten-year
period, 1986-1995. We do not adjust for any new firms and industries coming onto the LSE. Information on
restructuring events are compiled from Acquisitions Monthly, published by Thompson Financial Services. Divestitures
represent the number of firms that sold subsidiaries to third parties, including management. Takeovers refer to both
successful and failed takeover attempts. Average total market value is the mean total market value of firms in each
restructuring classification, calculated as the market value of equity plus the book value of debt. The total number of

firms (1073) is composed of 378 takeover bids, 469 divestitures and 226 non-restructuring firms.
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Table 3: Industry distribution of takeovers and divestitures

Panel A: Equally weighted averages

Industry Noof Firms % Successful % All Takeovers % Divestitures
Takeovers
Engineering, general 107 28.04 33.64 59.81
Electronic equipment 64 54.69 60.94 39.06
Business support 43 34.88 44.19 48.84
Food processors 43 41.86 44.19 48.84
Clothing & footwear 39 38.46 43.59 17.95
Retail, hard-lines 33 52.63 57.89 36.84
Building materials 37 18.92 24.32 62.16
House building 37 24.32 29.73 35.14
Textiles & leather goods 36 33.33 36.11 33.33
Electrical equipment A4 38.24 38.24 44,12
Publishing & printing 32 15.63 18.75 43.75
Qil & gas exploration / production 29 37.93 37.93 34.48
Leisurefacilities 28 35.71 35.71 35.71
Other businesses 28 25.00 25.00 28.57
Packaging 27 59.26 62.96 37.04
Auto parts 25 36.00 36.00 52.00
Engineering fabricators 24 37.50 3750 29.17
Furniture & floor-covering 23 26.09 26.09 39.13
Rail, road & freight 23 21.74 26.09 39.13
Vehicle distribution 23 34.78 34.78 43.48
Other construction 22 0.00 13.64 54.55
Breweries, pubs & restaurants 21 9.52 19.05 47.62
Engineering contractors 21 47.62 47.62 28.57
Chemicals, commodity 20 50.00 55.00 45.00
Diversified industry 19 42.11 47.37 73.68
Food & drug retailers 18 16.67 27.78 61.11
Chemicals, specialty 17 0.00 5.88 82.35
Distribution industrial companies 17 0.12 0.12 43.75
Retailers, multi-dept 17 5.88 5.88 23.53
Beverages 16 31.25 31.25 43.75
Broadcasting 16 25.00 25.00 43.75
Hotels 16 50.00 50.00 56.25
Builders merchants 15 40.00 40.00 40.00
Aerospace 14 21.43 21.43 71.43
Other distributors 13 23.08 23.08 46.15
Retailers, soft goods 13 0.00 0.00 53.84
Software 13 7.69 7.69 30.77
Non-ferrous metals 12 33.33 33.33 33.33
Med equip + supplies 9 11.11 11.11 44.44
Mediaagencies 9 44.44 44.44 55.56
Chemicals advanced materials 8 62.50 62.50 37.50
Pharmaceuticals 7 14.29 28.57 42.86
Mean 25.55 29.31 32.25 44.48
Median 21.50 32.29 33.49 43.75
Standard Deviation 17.37 16.83 16.46 13.30
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Table 3 continued:

Panel B: Vaue-weighted averages

Industry Market Value % Successful % All Takeovers % Divestitures
Takeovers

Aerospace 2,515 3.85 3.85 96.99
Auto parts 3,716 24.39 24.39 78.13
Beverages 4,795 40.27 40.27 59.73
Breweries, pubs & restaurants 4,502 2.24 2.77 88.15
Broadcasting 462 8.74 8.74 80.48
Builders merchants 844 15.13 15.13 57.33
Building materials 9,050 172 472 89.19
Business support 3,162 16.90 29.58 73.33
Chemicals, commodity 7,555 5.22 5.47 30.48
Chemicals, specialty 2,114 0.00 0.63 97.12
Chemicals advanced materials 288 23.42 23.42 59.31
Clothing & footwear 850 15.38 17.93 44.23
Distribution industrial companies 1,056 0.03 0.03 53.22
Diversified industry 2,003 7.93 12.04 89.86
Electrical equipment 2,445 59.08 59.08 84.13
Electronic equipment 10,259 30.60 47.61 85.08
Engineering contractors 684 74.69 74.69 23.01
Engineering Fabricators 173 41.46 41.46 40.58
Engineering, general 8,636 7.03 13.67 87.96
Food & drug retailers 8,596 3.74 19.12 70.61
Food processors 12,630 13.29 21.02 91.62
Furniture & floor-covering 274 59.03 59.03 25.89
Hotdls 1,932 8.05 8.05 95.06
House building 1,861 7.44 12.02 56.67
Leisurefacilities 1,486 29.55 29.55 68.48
Med equip & supplies 1,292 7.07 7.07 91.34
Mediaagencies 577 16.94 16.94 79.61
Non-ferrous metals 191 30.87 30.87 29.02
Oil & gas exploration / production 20,700 10.47 10.47 54.52
Other businesses 267 24.19 24.19 76.41
Other construction 1,206 0.00 13.94 87.26
Other distributors 262 7.40 7.40 19.53
Packaging 1,069 43.87 47.82 76.47
Pharmaceuticals 8,487 0.04 0.43 99.46
Publishing & printing 5,856 7.67 7.78 72.08
Rail, road & freight 2,294 15.17 24.56 25.60
Retail, hard-lines 2,801 28.46 58.46 68.83
Retailers, multi dept 8,528 0.92 0.92 77.55
Retailers, soft goods 3,027 0.00 0.00 76.95
Software 444 30.83 30.83 26.64
Textiles & leather goods 1,435 35.68 45.44 51.37
Vehicledistribution 869 30.77 30.77 75.28
Mean 3,602 18.80 22.19 67.01
Median 1,968 14.21 17.43 74.30
Standard deviation 4,266 18.17 19.11 23.63
Notes:

The table presents corporate restructuring activities for the period 1986-1995 across 42 industries for 1073 firms existing at the end of
1985. The sample firms are drawn from Datastream. Panel A reports the equally weighted average, which is the proportion of firmsin
an industry that experience restructuring activity. Panel B reports the value-weighted averages, which shows the proportion of market
value of an industry, based on 1985 total market values that experience restructuring events. Please, refer to Table 2 for the definitions

of restructuring events.
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Table4
Panel A: All takeovers by year

Industry 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 Max 2-year
Cluster %
Media agencies 100
Leisurefacilities 80
Building materials 78
Medical equipment/supplies 75
Other businesses 71

Engineering contractors
Aerospace

Engineering fabricators
Other distributors
Publishing & printing
Chemicals, advanced
Food processors

Auto parts

Diversified industry
House building
Textiles & leather goods
Beverages

Breweries, pubs & restaurants
Broadcasting

Builders merchants
Distributors, industrial
Furniture & floor-covering
Hotels

Non-ferrous metals
Pharmaceuticals
Vehicle distribution
Retail, hard-lines
Electrical equipment
Chemicals, commodity
Qil & gas exploration
Food & drug retailers
Business support
Engineering, general
Clothing & footwear
Other construction
Packaging

Rail, road & freight
Electronic equipment
Chemicals, speciality
Retailers, multi-dept
Software

Retailers, soft goods
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Notes:

The Table reports the number of successful takeovers by industry by year for the sample of 1073 firms from 42-
industries over the 10-year period, 1986-95. A successful takeover is assigned to the year in which the bid went
unconditional. Maximum 2-year cluster is the greatest percentage of takeovers occurring in an industry in an adjacent
2-year period.
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Table 4 continued:
Panel B: Successful takeovers by year

Industry 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 Max 2-year
Cluster %
Media agencies 100
Building materials 86
Leisurefacilities 80
Medical equipment/supplies 75
Other businesses 71

Engineering contractors
Aerospace

Engineering fabricators
Food processors

Other distributors
Diversified industry
Beverages

Chemicals, advanced
Publishing & printing
Textiles & leather goods
Auto parts

House building

Retail, hard-lines
Business support
Breweries, pubs & restaurants
Broadcasting

Builders merchants
Chemical's, commodity
Distributors, industrial
Furniture & floor-covering
Hotels

Non-ferrous metals
Vehicle distribution
Electrical equipment
Qil & gas exploration
Clothing & footwear
Rail, road & freight
Food & drug retailers
Engineering, general
Packaging

Electronic equipment
Pharmaceuticals
Retailers, multi-dept
Software

Chemicals, speciality
Other construction
Retailers, soft goods
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Notes:

Panel A reports the number of successful and unsuccessful takeovers by industry by year for the sample of 1073 firms
from 42-industries over the 10-year period, 1986-95. Panel B reports the number of successful takeovers only. A
successful takeover is assigned to the year in which the bid went unconditional. An unsuccessful takeover is assigned to
the year in which the initial bid was made. Maximum 2year cluster is the greatest percentage of takeovers occurring in
an industry in an adjacent 2-year period.
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Table5
Divestitures by year

Industry 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 Max 2-year
Cluster %

Non-ferrous metals
Chemicals, advanced
Builders merchants
Clothing & footwear
Engineering contractors
Media agencies

Other businesses

Retail, hard-lines
Software

Hotels

Broadcasting

Rail, road & freight
Other distributors
Pharmaceuticals
Retailers, multi-dept
Other construction
Vehicledistribution
Breweries, pubs & restaurants
Leisurefacilities
Electrical equipment
Aerospace

Electronic equipment
Distributors, industrial
Chemicals, commodity
Textiles & leather goods
Diversified industry
Auto parts

Publishing & printing
Beverages

Food processors
Medical equipment/supplies
Oil & gas exploration
Retailers, soft goods
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Engineering, general 10 23 19 11
Packaging 2 2 1 3
Business support 4 8 7 2
Furniture & floor-covering 1 3 2 0
House building 3 3 2 1
Building materials 8 10 7 6
Engineering fabricators 2 2 1 3
Food & drug retailers 11 13 10 9 27
Chemicals, speciality 5 3 3 3 26
Annual Total 114 113 147 141 124 67 78 28
% of all Divestitures 11 11 14 14 12 7 8

Notes:

The Table reports the number of divestitures by industry by year for the sample of 1073 firms from 42-industries over
the 10-year period, 1986-95. A divestiture is assigned to the year in which the seller announces the divestiture. A total
of 469 firms made 1020 divestitures over the 10-year period. Maximum 2year cluster is the greatest percentage of
divestitures occurring in an industry in an adjacent 2-year period.
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Table 6
Descriptive statistics

Pool 1 (1986-89)

Successful All Sales Sales Emp. Emp.
Descriptive takeovers  takeovers Divestitures  growth shock Growth Shock FCF TECH CON DERG FCOM SIZE
Mean 0.161 0.191 0.580 0.250 0.137 0.226 0.233 0.122 0.021 0.210 0.071 0.286 11.520
Median 0.078 0.138 0.643 0.235 0.102 0.187 0.181 0.120 0.003 0.177 0.000 0.000 11.566
s 0.171 0.182 0.249 0.195 0.137 0.339 0.243 0.035 0.031 0.117 0.261 0.457 1.036
Minimum 0.000 0.000 0.021 -0.425 0.010 -0.681 0.002 0.039 0.000 0.054 0.000 0.000 9.532
Maximum 0.589 0.589 0.991 0.749 0.675 1.543 1.317 0.202 0.098 0.556 1.000 1.000 13.411
Pool 2 (1990-95)

Successful All Sales Sales Emp. Emp.
Descriptive takeovers  takeovers Divestitures growth shock Growth Shock FCF TECH CON DERG FCOM SIZE
Mean 0.041 0.056 0.697 0.331 0.198 0.149 0.207 0.131 0.025 0.236 0.071 0.286 12.418
Median 0.014 0.016 0.814 0.263 0.142 0.100 0.156 0.132 0.006 0.188 0.000 0.000 12.346
S 0.067 0.094 0.269 0.307 0.233 0.313 0.232 0.082 0.079 0.148 0.261 0.457 1.143
Minimum 0.000 0.000 0.063 -0.222 0.007 -0.427 0.011 -0.116 0.000 0.078 0.000 0.000 10.308
Maximum 0.383 0.428 0.999 1.844 1.513 1.590 1.441 0.358 0.504 0.664 1.000 1.000 14.395
Notes:

The Table reports descriptive statistics for corporate restructuring proportions (value weighted) and industry characteristics for two samples representing the 1986-89 period (pool 1)
and 1990-95 (pool 2). Shock is defined as the absolute difference between an industry’s sales growth and the average sales growth across al industries. Sales growth is measured
over the 3-year period prior to the sample period (i.e., 1983-85 for pool 1 and 1987-89, for pool 2). FCF isindustry average free cash flow, defined as operating cash flow scaled by
total assets, measured in the year prior to the sample period. CON isindustry sales concentration, defined as the sum of market shares of al firmsin an industry (Herfindahl index)
in the year prior to the sample period. DERG is a dummy variable, taking the value 1 for all industries impacted by deregulation over the sample period. FCOM is a dummy
variable, taking the value 1 for all industries sensitive to foreign competition over the sample period. TECH is the average industry research and development to sales ratio,

measured in the year prior the sample period. SIZE isthelog of the average industry market value, measured in the year prior to the sample period.
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Table7
Correlation coefficients

Successful All Sales Sales Emp. Emp.
Pool 1(1986-89) takeovers takeovers Divestitures growth shock Growth  shock FCF TECH CON DERG FCOM SIZE

Succ. takeovers 1.00

All takeovers 0.94 1.00

Divestitures -0.32 -0.21 1.00

Sales growth -0.25 -0.17 0.22 1.00

Sales shock 0.15 0.11 -0.34 -0.18 1.00

Emp. growth -0.32 -0.26 -0.11 0.28 -0.09 1.00

Emp. shock -0.04 -0.08 -0.31 0.12 0.05 0.36 1.00

FCF -0.18 -0.13 0.24 0.43 0.15 0.05 -0.15 1.00

TECH 0.02 0.00 -0.07 -0.05 -0.04 -0.13 -0.25 0.15 1.00

CON -0.31 -0.41 0.22 0.17 -0.06 0.08 0.15 0.10 0.02 1.00

DERG -0.12 -0.16 -0.28 -0.22 0.37 -0.36 0.23 0.00 0.09 0.08 1.00

FCOM 0.24 0.23 -0.15 -0.27 0.34 -0.22 -0.12 0.07 0.21 -0.13 0.03 1.00
SIZE -0.37 -0.34 0.42 -0.15 -0.29 -0.17 -0.18 0.13 -0.14 0.45 0.03 -0.03 1
Pool 2 (1990-95)

Succ. takeovers 1.00

All takeovers 0.70 1.00

Divestitures -0.37 -0.57 1.00

Sales growth -0.06 0.05 -0.26 1.00

Sales shock 0.04 0.04 -0.14 0.62 1.00

Emp. growth -0.05 0.11 -0.29 0.92 0.56 1.00

Emp. shock 0.14 0.17 -0.16 0.58 0.89 0.55 1.00

FCF 0.09 0.02 0.03 -0.13 -0.09 -0.11 -0.05 1.00

TECH 0.07 0.00 0.05 0.12 0.16 0.15 0.06 0.08 1.00

CON 0.10 -0.07 0.11 0.17 0.46 0.16 0.55 -0.09 0.07 1.00

DERG 0.26 0.23 -0.22 0.42 0.53 0.46 0.54 -0.02 0.08 0.39 1.00

FCOM 0.27 0.19 -0.22 -0.11 -0.02 -0.09 -0.12 -0.05 -0.05 -0.18 0.03 1.00
SIZE -0.23 -0.29 0.56 -0.11 0.08 -0.04 0.14 -0.01 -0.08 0.46 0.20 -0.10 1.00
Notes:

The Table reports correlation coefficients for takeover and divestiture proportions (value weighted) and industry characteristics for two samples representing the 1986-89 period
(pool 1) and 1990-95 (pool 2). See Table 6 for definitions of the variables.

31



Table 8

Results of regressing takeover restructuring proportions from 1986-89 and 1990-95 on broad ard industry-specific shocks:

Successful Takeovers (1986-89)

Successful Takeovers (1990-95)

Independent 1 2 3 4 5 6 7 8 9 1 2 3 4 5 6 7 8 9
variables
Constant 006 0177 024 023 015 011° 014 093 106 026 015 018 008 021 021° 044 028 038
(127) (241) (172) (334) (458) (249) (3.28) (243) (2.73) (0.90) (0.62) (041) (0.30) (1L10) (214) (3.27) (146) (2.79)
Shock 0.69° 0.44 0.11 -0.44
(1.60) (0.16) (0.07) (0.66)
Growth -0.13 -0.22 0.21 -0.58
(0.67) (1.19) (0.54) (1.23)
FCF -0.84 -0.21 0.75 0.72
(0.82) (0.21) (0.30) (0.55)
CON -0.41° -0.97 0.10 0.18°
(1.80) (0.34) (0.66) (1.92)
DERG -0.17 -0.20 0.8 0.12°
(1.23) (1.49) (2.72) (2.37)
FCOM 0.11° 0.90 0.34 0.46°
(1.64) (1.36) (0.65) (1.89)
TECH -0.14 -0.84 0.53 0.47
(0.12) (0.85) (0.56) (0.36)
SIZE -0.07° -0.71° 019 -032
(2.08) (1.97) (1.36) (2.90)
Notes:

The Table reports Taobit regressions (heteroscedastic) of successful takeover value weighted proportions on measures of industry shocks and other characteristics. The regressions are
estimated on separate pools, representing the 1986-89 period (pool 1) and the 1990-95 period (pool 2). Shock is defined as the absolute difference between an industry’ s sales growth and

the average sales growth across all industries. Sales growth is measured over the 3-year period prior to the sample period (i.e., 1983-85 for pool 1 and 1987-89, for pool 2). FCF isindustry

average free cash flow, defined as operating cash flow scaled by total assets, measured in the year prior to the sample period. CON isindustry sales concentration, defined as the sum of

market shares of all firmsin an industry (Herfindahl index) in the year prior to the sample period. DERG is adummy variable, taking the value 1 for all industries impacted by deregulation

over the sample period. FCOM isadummy variable, taking the value 1 for all industries sensitive to foreign competition over the sample period. TECH isthe average industry research

and development to sales ratio, measured in the year prior the sample period. 2P denotes statistical significance at the 1%, 5% and 10% respectively, using atwo-tail test.
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Table9

Results of regressing divestiture restructuring proportions from 1986-89 and 1990-95 on broad and industry-specific shocks:

Divestitures (1986-89)

Divestitures (1990-95)

Independent 1 2 3 4 5 6 7 8 9 1 2 3 4 5 6 7 8 9
variables
Constant 066 046° 044° 048 060° 060 055 -0.68 -0.68 0722 078 072 066 071 073¥ 0677 -092 -1.107
(11.3) (9.03) (239) (530) (133) (136) (9.07) (L44) (1.39) (781) (6.98) (654) (661) (125 (127) (11.2) (140) (2.94)
Shock -0.61° -0.48 -0.13 0.11
(2.20) (0.12) (0.39) (0.56)
Growth 0.49° 0.19 -0.26 0.12
(2.41) (0.92) (0.93) (0.91)
FCF 1.18 0.62 -0.71 -0.42
(0.83) (0.44) (0.11) (0.12)
CON 0.46 0.23 0.18 -0.25
(1.17) (0.37) (0.54) (0.95)
DERG 0.27° -0.25% -0.23 -0.3¢°
(2.29) (2.57) (1.48) (2.13)
FCOM -0.80 -0.12 -0.13 -0.10
(0.80) (1.58) (1.13) (1.52)
TECH 0.80 -0.24 0.27 0.44
(0.11) (0.17) (0.25) (1.14)
SIZE 011* 010° 013" 0.16°
(257) (1.88) (2.42) (5.09)
Notes:

The Table reports Tobit regressions (heteroscedastic) of divestiture value weighted proportions on measures of industry shocks and other characteristics. The regressionsare estimated on
separate pools, representing the 1986-89 period (pool 1) and the 1990-95 period (pool 2). Shock is defined as the absolute difference between an industry’ s sales growth and the average
sales growth across all industries. Sales growth is measured over the 3-year period prior to the sample period (i.e., 1983-85 for pool 1 and 1987-89, for pool 2). FCF isindustry average
free cash flow, defined as operating cash flow scaled by total assets, measured in the year prior to the sample period. CON isindustry sales concentration, defined as the sum of market
shares of all firmsin anindustry (Herfindahl index) in the year prior to the sasmple period. DERG isadummy variable, taking the value 1 for all industriesimpacted by deregulation over
the sample period. FCOM isadummy variable, taking the value 1 for all industries sensitive to foreign competition over the sample period. TECH isthe average industry research and
development to sales ratio, measured in the year prior the sample period. 2P denotes statistical significance at the 1%, 5% and 10% respectively, using atwo-tail test.
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