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Corporate Divestments through MBOs and Shareholder Wealth in Japan

Abstract

This study specifically addressed the selling of companies and performed event studies and
regression analyses to examine how divestment management buy-outs (DMBOs)—which have been
used increasingly as a means of corporate restructuring in Japan—are evaluated by the stock market
and what factors affect such assessment. Results suggest the following findings.

First, event studies show that announcements of scheduled DMBOs receive positive responses
from the stock market overall. Secondly, regression analyses using the stock price returns of
companies implementing DMBOs as the dependent variable reveal that the coefficient of the return
on assets, representing the financial standing of the parent companies, is significant and positive.
The stock market reacts positively when companies with superior profitability, i.e. strong price
bargaining power, sell their businesses through DMBOs. Thirdly, the coefficient of the difference in
the number of subsidiaries between the previous and current periods is significant and negative. The
stock market positively assesses the independence of a subsidiary through an MBO conducted as a
supplement to restructuring of the parent company through which the number of subsidiaries is
reduced. The fourth finding is that a test of differences in proportions indicates that the stock market
assigns a significantly lower evaluation to companies in which parents and their subsidiaries are in
different industries than to companies in which parents and subsidiaries are in the same industry.
This result suggests that, where the buyer has an advantage over the seller in terms of information
about a business, the assessment of the parent company by the stock market will not be favorable
even if it has sold the subsidiary through an MBO.
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