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Do market predictions affect its reaction to UK lided industrial firms’ corporate refocusing

announcements?

Abstract

This paper investigates market reaction to firregdcusing announcements from the perspective
of investors’ predicted probability. The resukwveal the following: Firstly, the market reaction
is significantly positive if managers announce teécusing in the month when investors’
predicted probability is high. Secondly, there i3 significant market reaction if managers
announce refocusing in the month when investorsdigted probability is low. Thirdly, the
association between stock returns and investorgh lgredicted probability is significantly
negative if managers fail to announce refocusimgurthly, the association between stock returns
and investors’ low predicted probability is signéntly positive if managers did not announce

refocusing.



1.

Introduction

Corporate refocusing activities are a source ofceam for investors for a number of
reasons: (1) Due to the change in the global ecanemvironment during the 2000s, the
frequency and magnitude of corporate refocusinyities undertaken by firms is higher and
greater than previously experienced (Mulherin aodri, 2000; Powell and Yawson, 2005;
Gaughan 2010; Donelson, Jennings and Mclnnis, 200H8gse are significant changes in
firms’ business strategies and directly affectghstainability of and trends in their earnings,
cash flows and future dividends. (2) The matemsktnucturing charges influence the timing
relation between earnings, share prices and steitkns (Burgstahler and Dichev, 1997,
Mak, Strong and Walker, 2011). (3) Refocusing asiructuring charges increase investors’
uncertainty in relation to predictions for (and th&uation of) firms, in particular when
managers announce refocusing subsequent to thal iaitnhouncement (Penman 2012;
Wabhlen, Stephen, Baginski and Bradshaw, 2011). e€fbes, corporate refocusing
announcements (relative to other corporate eveptsyide a unique and challenging
opportunity for investigating the ways in which thearket interprets and reacts to firms’
refocusing announcements. This also has implicationthe market efficiency hypothesis.

This paper investigates market reaction to UK firrefocusing announcements from the
perspective of investors’ predicted probability.isSTis achieved through an examination of
the association between firms’ monthly stock resuamd refocusing announcements, and
investors’ predicted probability prior to a refoogs announcement. Previous studies have
revealed that firms’ market and accounting perfarcgadecline continuously during the two
years prior to restructuring announcements (Beager Ofek, 1999; Mak et al., 2011). This

can mean that investors monitor and adjust pretlipierformance in line with the new



targets. They may also predict the probability diran announcing refocusing in order to
plan further reaction. On the other hand, manasggeasegically time information disclosures
in order to control investors’ expectations and keareaction, i.e. selectively disclosing
‘good’ and ‘bad’ news during different scenariosi¢kerman, 2000; Cheng and Lo, 2006;
Kothari, Shu and Wysochi, 2009; Ge and Lenox, 2011)

There is an expectation that the predicted probigsil of investors and the strategic
timing of managers in relation to refocusing anrmmaments will influence the market
reaction to such announcements. This is due tofabethat the information asymmetry
between investors and managers is reflected inntlagnitude of investors’ predicted
probabilities (i.e. high or low) and the timing thle managers’ announcements (i.e. early or
delayed). The researcher proposes that four pessit#narios exist, with each prompting
different market reactions. Firstly, managers mayoance refocusing when investors’
predicted probabilities are high. This implies thmatestors already understand the gravity of
the issues and, therefore, managers are unablarteef delay the announcements. The
market reaction can be significantly positive ¥estors hold a positive view of the efforts of
the managers. It can also be significantly negafiiee announcement includes incremental
bad news that investors do not expect. Secondipagers may announce refocusing when
investors’ predicted probabilities are low. Thispiras that managers announce refocusing
prior to the operational issues becoming seveeetly signalling to investors an ability to
turn the firm around. The market reaction can lgaiicantly positive if investors agree with
the refocusing plan, but significantly negativethiey do not. Thirdly, managers do not

announce refocusing, even when investors’ predigebabilities are high. The market



performance of firms will then decline further. Fdily, managers do not announce
refocusing when investors’ predicted probabilites low: this is the normal situation.

Investors’ predicted probabilities are determinethis research through the development
of a binominal logistic model with the ability tedt whether the key factors identified by the
takeover prediction literature explain the likeldab of refocusing, and thus assist in
predicting the probability of firms announcing refising. A new method of cutoff
probability is also devised, in order to distinduisvestors’ predicted probability as being
high or low.

The results demonstrate that the market reacti@rédocusing announcement is affected
by the investors’ predicted probability. Firstiipetmarket reaction is significantly positive if
managers announce refocusing in the month wherstore predicted probability is high.
Secondly, there is no significant market reactibmanagers announce refocusing in the
month when investors’ predicted probability is lovhirdly, the association between stock
returns and investors’ high predicted probabilgysignificantly negative if managers do not
announce the refocusing. Fourthly, the associdiEtaveen stock returns and investors’ low
predicted probability is significantly positivenfianagers do not announce refocusing. These
results are derived from the researcher’s binomlogistic model and the new cutoff
probabilities and are highly consistent with thasgived from Palepu’s (1986) suggested
cutoff probability. The result of the binominal ieic model confirms that the significant
variables for predicting refocusing announcementssist of the following: (1) market and
accounting performance in the previous twelve m&ni2) book-to-market value; (3)
leverage level; (4) non-routine change in manadersg the previous twelve months; and

(5) economic recession occurred in the previousveveonths.



This paper contributes to academic research amdaalsists managers. Firstly, there is
currently only limited research examining the markeaction to corporate restructuring
announcements from the perspective of investoedipted probability based on: (1) public
information and (2) the information disclosure bgbar of managers Secondly, this paper
suggests that managers respond to investors’ amead reduce information asymmetry in
order to avoid a negative market reaction. Finallgupports the IASB’s amendment of IAS
37, which requires firms to disclose in a timelynmer any additional details of restructuring
charges and related activities.

This study adopts Mak et al.’s (2011) definitioncofporate refocusing as a type of asset
restructuring, i.e. that a firm disposes of itsslosaking business segments in order to focus
on its core business or to transfer to a new coea. & firm can undertake refocusing in
three ways: Firstly, by downsizing through divegtitself of peripheral, loss-making or
unimportant business segments in order to focugsoariginal core business. Secondly, in
addition to divesting it can increase investmentha original core business by acquiring
related business segments. Thirdly, it can exitdhginal core business after a series of
divestments, acquiring new businesses in ordenter @ new core area.

The remainder of the paper is organised as folldBexction 2 presents the literature
review and hypotheses; Section 3 introduces relselsign; Section 4 presents sample and

data. Section 5 analyses the empirical findingsctiSn 6 reports sensitivity analysis.

! Previous research has examined the variations ikenaeaction to restructuring announcements frafierént

perspectives: (i) the kinds of restructuring atitda (Brickely and VanDrunen, 1990; Bartov, Lindamd Ricks,
1998); (ii) the materiality of the incremental infioation content of restructuring announcements ¢Regnan and
Bublitz, 1996; Bartov et al. 1998); (iii) the untanty resulting from restructuring announcemeritar{ov et al.

1998); (iv) the association between stock returmsthe components of restructuring charges (OhésmhPenman,
1992; Strong and Walker, 1993, Ragothaman and 8ull996; Bunsis, 1997); (v) the economic contexivhich

these restructuring charges occur (Chaney, Hogdldeter, 2000).



Section 7 tests the binominal logistic model arelriew cutoff probability based on a hold-

out sample. Section 8 serves as the conclusitinopaper.

2. Literature review and hypotheses

The institutional investors’ role in corporate gowance is a controversial issue, due to
their large proportional share of stock owner$hipd their access to both private and public
information (Shleifer and Vishny, 1997; Davies, 20¥u, 2008). They encourage managers
to undertake refocusing and address operationassisefore they become too severe (Atiase,
Mayew and Xue, 2006). However, individual investoes only observe the behaviour of
institutional investors and make an analysis basedpublic information. They have a
tendency to buy stocks which are attracting atbentbut take into account both economic
and emotional issues when selling stocks (Nofsireged Sias, 1999; Barber and Odean,
2008; Li, Rhee and Wang, 2009). These differencable behaviour of these two groups of
investors implies that they may be able to prethet probability of a firm announcing
refocusing and so prepare their reactions to ddifature announcements (Ragothaman and
Bublitz, 1996; Bartov et al., 1999; Barber and Qgez0085. This implication is consistent
with evidence of a continuous decline in a firm’'arket performance in the two years prior

to any restructuring announcements (Berger and,Qf%9; Mak et al., 2011).

% According to ‘Ownership of UK Quoted Shares 201€5ped by the Office for National Statistics
(www.ons.gov.uk) from 1963 to 2010 the ownershipnstitutional investors increased from 17.3% to442, while
individual investors’ ownership reduced from 54%1105%, and overseas investors’ ownership increfised 7%
to 41.2%. In the US, institutional investors dontébkoth the ownership and trading of US securiaespunting for
63% of equity holding in 2002. They have becomepttiee-setting marginal investors (Choi and Si&99).

* This paper focuses solely on the market prediainth reaction, which includes the prediction andtiea derived
from both groups of investors. In the following temt, the word ‘investors’ generally means bothugoof
investors.



The market reaction to corporate announcements afsaybe affected by the selective
disclosure behaviour of managers. An extensive baofdjiterature infers that managers
strategically time information disclosures accogdio different scenarios; i.e. they have a
tendency to release good news earlier than bad: r{gvifsthe disclosure related cost is high
(Kothari, Shu and Wysochi, 2009); (i) if there gégh information asymmetry between
themselves and the investors (Dye, 1985; Jung amdnK1988); and (iii) when they use
their firms’ shares to finance acquisitions (Ge &ednox, 2011). However, managers may
choose to release bad news earlier if they wigh)oontrol investors’ expectations and meet
the earnings targets of analysts (Zuckerman, 2000)(2) release bad news before
undertaking a share buyback in order to push dtwrshare price (Chen and Lo, 2006).

The magnitude of investors’ predicted probabilities. high or low) and the timing of
managers’ announcements (i.e. early or delayed@cteinformation asymmetry between
investors and managers. The researcher conjedhaeshese two factors can influence the
market’s reaction to refocusing announcements. Ay@otheses below are developed in
relation to the four possible situations and thateel market reactions, as discussed.

According to the literature on market reactionéetructuring announcements, a positive
(negative) market reaction implies that investorgpeet that firms’ restructuring
announcements will (will not) improve future perftance. The following hypotheses are
employed:

Hla: There is a positive association between firmehthly stock returns and the refocusing

announcement, if investors expect that refocusamgimprove future performance.



H1lb: There is a negative association between firmminthly stock returns and the
refocusing announcement, if investors expect trefocusing cannot improve future
performance.

Market reaction should reflect investors’ predictpbbability. If managers do not
announce refocusing, investors may come to undetdtee severity of the firm’s operational
problems by means of the disclosed accounting pagnce and other public information.
Investors’ predicted probability would then be higid they would further adjust the firm’s
stock price downward, so causing the firm’s montstigck return to decline. On the other
hand, if managers do not announce the refocusingd, fams do not have any serious
operational issues, the investors’ predicted priibalvould be low and the changes to the
firms’ stock price should be minimal and reflecte tinvestors’ predicted probability.
Therefore, the researcher hypothesises as follows:

H2a: There is a negative association between firmenthly stock returns and investors’
predicted probability, if investors’ prediction sgh.

H2b: There is a positive association between firnmgnthly stock returns and investors’
predicted probability, if investors’ prediction ligw.

These two hypotheses reflect the third and fowsémarios discussed earlier.

If managers announce refocusing and investors gréide probability in month, the
market reaction to this announcement may vary, tdute fact that it indicates either that
managers are responding to the expectation of iorgeser that it is a surprise to investors. If
managers announce refocusing when investors’ pgestijgrobability is high, investors may
react positively (negatively) to these announcemehtthey believe that the refocusing

activities can (not) improve future performancenkkethe following hypothesis:



H3a: There is a positive (negative) associationussn firms’ monthly stock returns and the
refocusing announcement when investors’ predictethability is high, if investors believe
that the refocusing can (not) improve future periance.

If managers announce refocusing when investorsligied probability is low, investors
may react positively if managers can convince tlodrthe need to undertake refocusing in
order to address operational problems earlier andnprove future performance. On the
other hand, investors may react negatively if tdeynot agree with the actions of managers
or uncover additional bad news. Therefore, thearebeer employs the following hypothesis:
H3b: There is a positive (negative) associationgen firms’ monthly stock returns and the
refocusing announcement when investors’ predictethability is low, if investors accept
(reject) the refocusing plan.

H3aandH3b reflect the first and second scenarios discuseadqusly earlier.

3. Research design

3.1 Modelling the predicted probability of firms annaumg refocusing activities

In order to model investors’ predicted probabilitlyis first necessary to identify the
factors they are likely to consider, based on tifermation they possess at the time they
derive the prediction, and the sequence of thelitimeRather than relying on a step-wise
procedure to explore statistically significant adtes related to firms’ refocusing decisions,
the researcher has chosen to identify variableotstruct a binominal logistic model based
on hypotheses from the literature. This is duéheoftict that the characteristics of refocusing

firms can thus be consistently demonstrated.



A deterioration in performance indicates inefficiemanagement and increases the
probability of managers announcing a refocusing) glsee Palepu, 1986; Markides, 1995;
Berger and Ofek, 1999; Haynes et al., 2003; Poamdl Yawson, 2005; Colak and Whited,
2006; Colak, 2010). Market performance is measungdhe cumulative abnormal stock
returns of firmi for the twelve months prior to month(CAR12m ;_;2,,). This is derived
from the market-adjusted CAPM: firs monthly return minus the return on the market
index (Financial Times All-Shares at Datastreangcdunting performance is measured by
the industry-adjusted return on total assets of fiin montht (IndadjROA; ;) 4 which is
equal to firmi's ROA in montht minus the industry ROA in the same month. Market
performance is the more appropriate measure, esflécts the market's expectation of a
firm’s future performance separately from theirreat performance (see Palepu, 1986).

A key factor causing firms to announce refocussfinancial distress (Berger and Ofek,
1999; Denis and Kruse, 2000; Hillier et al., 200B)is is also one of the main reasons stated
by managers for their refocusing announcements.r@lagionship between the probability of
announcing refocusing and the leverage level shbalgositive. Firm’s leverage level in

montht is measured by debt to equiBtoEq; ;.

Geroski and Gregg (1997) and Haynes et al. (208B8jodistrate that the larger the size of
the firm, the larger the scale of refocusing regghirThe size of firm in montht is measured

by the log of market valugggMV; ;.

The growth option of a firm is represented by itsok-to-market value (Powell and

Yawson, 2007). As the book value becomes closerth®® market value, investors’

* The same conclusion and similar results are reabylmioptinglndadeO§.

10



expectations of the firm’s future earnings perfonoe decline, and the likelihood of
managers announcing refocusing increases. HKigmbook-to-market value in month,
BTMV;,is equal to its Net Total Assets (NTA) in the sixmths prior to month divided by

its market value in month

Firms are more likely to announce refocusing folluyvcorporate controlled events (e.g.
non-routine changes in management and takeoveatshsee Berger and Ofek, 1999; Denis
and Kruse, 2000; Hillier et al., 2009). Non-routicieanges in management experienced by a
firm in the twelve months prior to mont{Cmag; 12, ) include (1) resignation, i.e., leaving
before the end of the appointment period withouwy asason being given, or (2) early
retirement i.e., management turnover before regrgnage without disclosing any reason.
Takeover threats experienced by firmm the twelve months prior to mont{T'0; ;_12, ) can
comprise an unsuccessful takeover bid. These twiablas are identified by the full text

articles collected from Perfect Information Navigat

Apart from the above hypotheses concerning a refaguirm’s characteristics, there are
two hypotheses concerning industry characterisitigherin and Boone (2000) and Powell
and Yawson (2005 and 2007) reveal that the wavéskebvers and divestitures in the 1980s
and 1990s in the US and the UK can be explainedthtdystry shocks (e.g. deregulation;
foreign competition, technological advances, indusfrowth, industry concentration, etc.).
In other words, a firm’s refocusing decisions canalffected by industry shocks. The effects
of industry shocks are measured by a dumimidéf, ¢,,). This is set as 1, if one firm
operating in the same industry group as sampleif@mounces refocusing in the six months

prior to montht. Otherwise, it is set as 0.

11



Penman (2012) and Colak (2010) demonstrate thatnarmeased number of firms
undertake divestitures when economic conditiongesud downturn (such as due to the
bursting of the technology and internet bubble2®01 and afterwards). The effect of the
economic recession is measured by a dummy relatédet Gross Domestic Product in the
twelve months prior to month(GDP;_4,,,). It is set as 1, if an economic recession occurre

in the previous twelve months. Otherwise, it isa0.

The above factors shape binominal logistic Model the following manner:

Pr(Refocus0),, = a,, + ACARLZM, 1,0 + 5,10gMV, , + B,BTMV, + 5, DtoEq, + 5,Indadjirop (1)
+ ﬁGTOi J=12m + ﬂ7cma’g Jt=12m + ﬁslndeft—Gm + ﬁQGDF)I—IZm + é‘i s

where Refocus (1) denotes firmannouncing refocusing in monthotherwise it is 0. This
includes firms’ first and subsequent refocusing camtements during the sample period.
Under this data setting, the association betweenreffects of such announcements and the
proposed independent variables can be capturedtimely manner. In order to imitate
investors’ predicted probability of a firm annoumgirefocusing in each month, Model 1 is

estimated month by month from Jan 2000 to Dec 2040132 months.
Propensity score

The probability of firmi announcing refocusing in months measured by its propensity

score Prob; ), which is derived using Model (1) according te following formula:

A

B e(mﬁx) 2)
T )

where @ denotes the intercept parameter estim,éteepresents the vector of slope parameter

estimates, anc is the vector of explanatory variables (Parson802¢hd 2001).

12



Cutoff probability

Scientific studies (in statistics, medical sciengiearmacy, etc.) adopt an absolute value
of cutoff probability (such as 0.4 or 0.5) in orderclassify the propensity scores as high or
low probability. However, in the field of socialisnces, the frequency of social events is
relatively lower (King and Zeng, 2001). Corporagéocusing activities are classified as rare
events, due to the fact that there is a low pesggnf the number of firms which make
refocusing announcements each month in relatiofirtes which do not. It is therefore
inappropriate to adopt any absolute value as theffcorobability. Moreover, the investors’
predicted probability of a firm announcing refoaugiin the future changes over time and
according to new information obtained,; i.e., ineest predictions need to be dynamic rather
than static. Hence this research derives a newfqutabability (P12m; ,_;,,) which is equal
to the number of firms making their first refocugiannouncements in the twelve months

before montht (No.of refocuss;cqr-10m) @S a percentage of the number of firms in theesam

industry group across the same perivd.of firmssicq t—12m)-

P12m . ,,, = Noofrefocus,y; 1om / No.offirmssicd't_12m 3)

This cutoff probability can be compared with inwest predicted probability of a firm
announcing refocusing in month If the predicted probability is greater (smalléran the
cutoff probability ¢12m;,_1,y), the firm-month observation in months classified as the
one with the high (low) probability of a firm annmeing refocusing. The difference is termed

the frequency-adjusted propensity scdteeqadjProb;; ):

FreqadjPrdy , = Proh, — P12m ,_,.. (4)

13



where it is high iffreqadjProb; , > 0, and low ifFreqadjProb;, < 0.

3.2 The market reaction to refocusing announcementsresedtors’ predicted probability

This research tests the market reaction to thecusing announcements of firms and

investors’ predicted probability postulated by biypotheses via the following model:
R, = a + d,Refocus, + J,Prob,, + J,Refocus, * Prob, , (5)

whereR; , denotes the monthly stock returns of firnm montht. Refocus;, is set as 1
when firm i announces refocusing in month otherwise, it is OProb;, is investors’
predicted probability of firm announcing refocusing in monthmeasured by a propensity
score derived by estimating Model Refocus;, * Prob;, denotes firmi issuing a
refocusing announcement during momtlwhen investors derive a predicted probability in
the same month. According té2a and H2b, investors’ predicted probability can be either
high or low. In order to test these hypothesesjrardy of high predicted probabilityigh is
introduced into Model 5 to form Model 6:

R, =a +Jd,Refocus + J,Proh , + d,Refocus * Proh (6)
+ y,High + y,High* Refocug + y;High* Proh, +y,High* Refocug * Proh

+ é‘i’t
where High x Refocus;, , High x Prob;, and High * Refocus;; x Prob;, measure the
market reaction to the refocusing announcementstia@dnvestors’ predicted probability,
when the monthly observations are classified asdlm@aving a high predicted probability. On
the other handRefocus;,, Prob;, andRefocus;, x Prob; , measure the same association

for the monthly observations are classified as éhbaving a low predicted probability.

14



According toHla and H1b, the coefficient of eitheHigh x Refocus;, or Refocus;, is
expected to be positive (negative) if investorseexphat a firm’s refocusing announcements
can (not) improve future performance.

High = Prob;, (Prob;,) denotes that investors’ predicted probability fiom i in month
t is classified as high (low). According HRa, if managers do not announce refocusing and
investors believe that the firm’s future performarould further decline due to the severity
of any operational problems, the coefficientHifh * Prob;, is expected to be negative.
Conversely, the coefficient &frob; , is expected to be positive if managers do not ance
refocusing and firms do not experience any serimperational issues: investors’ predicted
probability would then be low due t2b.

High = Refocus;, * Prob;; (Refocus;, * Prob;,) is an interactive variable which
represents firm announcing refocusing in monthwhen investors’ predicted probability is
high (low). According toH3a, the coefficient of{igh * Refocus;, x Prob; . is expected to
be positive (negative) if investors believe that tiefocusing activities can (not) improve
future performance. According td3b, if managers announce refocusing when investors’

predicted probability is low, the coefficient Béfocusl.'t * Prob; . is expected to be positive

if investors accept the refocusing plan. OtherwiBe coefficient okRefocus;, * Prob;, is
expected to be negative if investors reject theawsding plan.

In order to control the effects of variations imnfs’ operating risks and a possible
correlation between firms’ propensity scores acems$h month and industry group, dummies

of month (,, ;) and industry groups{Cg () are introduced into Model 6 as follows:

15



R, =a +J,Refocug + J,Proh , + J,Refocug * Proh, (7
+ y,High + y,High* Refocug + y;High* Proh, + y,High* Refocus * Proh,

6
+3 (114SIC,, * 1,4 SIC,, * Refocug + 4, SIC,, * Proh, +y,,SIC,, * Refocus * Proh, )
d=0

131
+> (oM, +p,, M, * Refocus + p;,M . * Proqy, +u, , M, * Refocus * Proh't)+ &4

=

Greene (2008) and Hill et al. (2012) state thatetstamators of the above OLS model are
inefficient relative to the maximum likelihood ewsfitors. The usual standard errors and t-
statistics produced are incorrect, and it is thmeefnecessary to calculate an appropriate

estimate of standard errors using the Heckit mtwlain Models 5, 6 and 7.

Propensity score analysis

In order to further confirm the results of Modelsatd 7, an analysis is undertaken based
on propensity score matched (PSM) refocusing fiand PSM non-refocusing firms, in
which a firm’s decision to announce refocusingnslgsed as a treatment effect (Lee, 2005;
Armstrong et al., 2010). This analysis permits aan@nation of the existence of any
differences in the market reaction to firms’ refsicig announcements and investors’
predicted probability, based on the datasets of R®&Mcusing firms and PSM non-
refocusing firms. Investors’ predicted probabil{fyrob) derived from Model 1 is used to
match refocusing firms and non-refocusing firms.e Thatching procedure has been
developed according to the work of Guo and Fraa@t@) and Parson’s (2000, 2001) 5to 1
digit Greedy Match Macro. In order to confirm theatjty of the matching, the covariate
balance between the independent variables (of Mayelf 505 pairs of PSM refocusing
firms and PSM non-refocusing firms is examined Bans of d-test of differences in mean,

and non-parametric tests of differences in meddamétrong et al., 2010; Mak et al., 2011).
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There is no statistically significant differencetween the mean and median of these
variables (untabulatéd

PSM non-refocusing firms are assigned with theaa$ting announcement date of PSM
refocusing firms. This approach facilitates a dimamparison of the results of Models 6 and
7 between PSM refocusing firms and PSM non-refoqu$irms. These variables are not
introduced into Models 6 and 7, due to the fact tha matching procedure already controls
for the effects of the following aspects of a firsize; profitability; book-to-market value;
leverage; takeover threats; management turnoverottmer firms within the same industry
announcing refocusing during an economic recesgiRasenbaum and Rubin, 1983;

Hasbrouck, 1985; Strong and Meyer, 1987; Armstreing., 2010).

4. Sample and data

4.1 Sampling criteria for identifying refocusing firms

a) UK-listed industrial firms
All firms selected in this study are UK industri@ms quoted on the London Stock
Exchange (LSE) and classified according to the d&tah Industrial Classification (SIC)
(2010 version). Financial institutions and banks excluded, due to the fact that their
accounting policies differ from those of industrimins. Diversified firms that appear in
more than one SIC group are allocated to the Sb@mm which their refocused business
operates.

b) Sample period and refocusing announcement dates

® These results are available upon request.
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Industrial firms’ initial and subsequent refocusiagnouncement dates are required to
fall between 1 January 2000 and 31 December 20tf@isFannouncing any refocusing
activity in the two years prior to 2000 are exclddem the sample.

c) Changes in business direction
A firm must indicate the change in its businessedion as one of three types of
corporate refocusing activities (presented in $ecf), either on the occasion of the

announcement and/or as reported by journalisteegsgonferences.

All UK industrial firms without a refocusing annocegment during the sample period are

classified as non-refocusing firms.

4.2 Procedures for identifying refocusing firms

Firstly, a list of names of all UK industrial firntisted on the London Stock Exchange is
used, including both listed and delisted (deadpgiffrom 2000 to 2010 from the London
Share Price Database (LSPD) (version 2010). Segorefbcusing firms are identified by
searching for full text articles of their officiaéfocusing announcements, including related
news, conference announcements and analysis répmrisone website and two databases,
as provided by ProQuest ABI/INFORM Global New Rdath and Free E-journals, as

follows: (1) www.ukbusinesspark.com; (2) Perfectohmation Navigator; (3) Financial

Times (FT). The functions of the firm name seanctl the clause text search were used. The
keywords are as follows: refocusing; restructurimgset restructuring; rationalisation;
reorganisation; rejuvenation; streamlining; cordatiion; cost cutting/reduction/savings;

repositioning; shake-up and reshape/reshaping.
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4.3 Sample size and composition

Panel A of Table 1 reveals that the above searoltiged 6,330 full text articles and
4,831 short paragraphs for 841 refocusing firmsvben 2000 to 2010. Approximately 32 of
these were excluded due to of a lack of data oadd@am. The final sample size is 809, of
which: 368 are classified as downsizing firms; 430firms investing in their original core
business; and 11 as firms entering a new core &éssirSIC 4 (comprising wholesale trade;
retail trade; transportation and warehousing; mi@tion; accommodation and food services;
along with further services apart from administra}i are the largest group, with a
refocusing rate of 34.81%. SIC 2 (comprising miniggarrying, oil and gas extraction) are
the second largest group, with a low refocusing tdt17.54%. SIC 3 (manufacturing) has a
refocusing rate of 30.75%. SICs 1 and 5 are snralligs, with high refocusing rate of
47.27% and 51.61%, respectively. SIC 0 is the ssblgroup, with a refocusing rate of
25.81%. The average refocusing rate across allsingdroups is 31.89% and there are

1,796 non-refocusing firms.

Panel B reveals the number of UK-listed indusfitahs announcing their first refocusing
between 2000 to 2010 as a percentage of all LSHstndl firms in each year (after
excluding firms that had announced a refocusingrigvious years). It reveals that there
were two waves of refocusing: The first was from836 in 2000 to 5.67% in 2004, reaching
a peak of 8.01% in 2002 (which may have been duinedd/11 terrorist attacks in New
York). Although during this period UK GDP was stlaind increased slightly, a number of
industries (including airlines) were deeply affect&he second was from 5.54% in 2008 to
5.57% in 2009. (This may have been due to the tteeainch occurring in mid-2007, with its

effects being felt in 2008 and 2009). For the renma periods, the rate of refocusing was
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below 5%. The average annual percentage of firrmowmcing first time refocusing is
5.65%, implying that the frequency of corporateocefing activities in the 2000s was
higher than in the 1990s, as established by Muiharid Boone (2000) and Mak et al.
(2011).

Panel C displays the timing of refocusing annourex@min relation to firms’ financial
year-ends, month 0. It demonstrates that UK-lisiedustrial firms tend to announce
refocusing during the month at the end of the famanyear and during the quarter before the

financial year end.
(Insert Table 1 here)

4.4Data

Monthly market data and annual accounting data welected from Datastream. This
study does not impose any limitations on firms'afigial year-ends, in order to avoid any
bias towards large firms. Outliers at the top anttdm 1% of the pooled observations of

monthly data were excluded.

4.5 Descriptive statistics

Table 2 reports the descriptive statistics of alalgs for the 809 refocusing firms and
1,796 non-refocusing firms, as defined in SectioRa&nel A demonstrates that the skewness
of CAR12m;¢_13m, Ri¢, logMV;,, BTMV;,, DtoEq;, and IndadjROA;, is statistically
significant at 1% respectively. This is becausedtamdard error of skewness is small when
the number of observations (Obs.) is big. Moreowbe magnitude of skewness of

CAR12m;¢_12m , R; @andlogMV;, is close to zero.
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The statistical results of refocusing firms andhiefocusing firms are presented in
Panels B and C. The skewnessCAR12m;;_15m, R;¢, logMV;,, BTMV;,, DtoEq; , and
IndadjROA;, remains similar to the result in Panel A. Furtheren the means (medians) of
CAR12m;_12m, Ri¢, logMV; ., DtoEq; . andIndadjROA;, of refocusing firms are, in the
main, larger than those of non-refocusing firmseSéhresults reveal that refocusing firms are
larger in size and have a higher leverage level tlan-refocusing firms. Their performance
is also slightly better than those of non-refocgdirms. This makes sense as the operating
risk (measured bBTMV;.) of the majority of non-refocusing firms of mediumdasmall
size is higher than that of refocusing firms, aheréfore their ability to protect themselves
from the effects of the economic recession (frord ofi2007 to 2010) is weaker than that of
refocusing firms.

(Insert Table 2 here)

. Results

5.1Model 1

Panel A of Table 3 reports the summary results3# honthly regressions of Model 1
between 2000 and 2010. The results reveal thatctiedficients ofCAR12m; 12, and
IndadjROA;,) are negatively significant at 1% level. This imeglthat a continuing decline
in performance may force managers to consider amwiog refocusing, due to their
awareness of the monitoring undertaken by invesidre coefficients ofogMV;, BTMV; .,
DtoEq; . andCmag; 10, are all positively significant at 1% level in reta the decision of
firms to announce refocusing. The coefficient tDP;_,5, IS statistically significant

indicating its influence on firm's refocusing deoiss. However, the coefficients of

21



Indef,_gn, andTO; .10y, are statistically insignificant. These results eo@sistent with the
hypotheses in Section 3.1 and with previous stu@liesGibbs 1993; Berger and Ofek 1996;
Denis and Kruse 2000; Haynes et al. 2003; Colakvehided 2006; Colak 2010).

Model 1 also derives firnis propensity score for each firm-month. These scact as a
proxy for investors’ predicted probability of firnsnouncing refocusing in the near future.
Panel B presents the descriptive statistics ofpitopensity scores of refocusing and non-
refocusing firms. The mean and median of refocuimgs’ propensity scores (0.024, 0.014)
are higher than those of non-refocusing firms (B,@1007). The range between maximum
and minimum values, with standard deviation, 25%c@atile (Q1) and 75% percentile (Q3)
of refocusing firms’ propensity scores are alsohkigthan those of non-refocusing firms.
The skewness of propensity scores of both refoguBims and non-refocusing firms are
positively significant at 1% level. This is corisist to the result of Palepu (1986).

(Insert Table 3 here)

Panel A of Table 4 reports the descriptive stagstiom 1999 to 2010 of the frequency of

firms’ first refocusing announcements during theyious twelve months prior to firm-month

t (P12m_,,.). This demonstrates that the frequency of firmsoamcing refocusing in each

firm-month of the pooled sample is 4.8% on averdgee highest frequency is 8.9% (in
February and March of 2002), 5.2% and 5% (in Jurte Jaly of 2009) (untabulat8d The
same trends are found in each SIC group. The frexyugaries from 3.5% to 7.9%, in
different SIC groups. The skewness of the frequesfcthe pooled sample and each SIC
group are positively significant at 5% and 1% leesicept that of the frequency of SIC2 and

SIC3. The magnitude of the skewness of all samaps is close to zero.

e P12m,_,,, and FregadjProb,, in each month of each SIC group are available upqoest.
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Panel B displays the descriptive statistics of §irfinequency-adjusted propensity scores

in firm-montht (FreqadjProb, ) between 2000 and 2010. They are presented irncubg)

of refocusing firms, non-refocusing firms, and fitms. The number of firm-months of
refocusing firms classified as high probability 18838 (13.44%), in contrast with those
classified as low probability, which is 50,472 @®%). For non-refocusing firms, 4,562
(5.73%) firms’ firm-months are classified as higholpability, in contrast with 74,999

(94.27%) classified as low probability. The magdéwf FregadjProb, , of refocusing firms’

firm-months classified as high probability is thighest among those of the subgroups. The

distributions of FreqadjProb,, of high (low) firm-months are all positively (negeely)

skewed and statistically significant at 1% level.

(Insert Table 4 here)
5.2 Results of Models 6 and 7

Table 5 presents the results of Models 6 and 7edas the datasets of the following:
pooled sample (Allfirms); refocusing firms (Refoguson-refocusing firms (Non-refocus);
PSM refocusing firms (PSM Refocus); and PSM noondae$ing firms (PSM non-refocus)
from January 2000 to December 2010. December 201@ated as the base month by the
SAS programme, henge= 1to 131 The total number of firm-months decreases sligtdly
136,087 due to the common observations of mon#tlyrns and the propensity scores being
counted.

In Model 6, the results found in the column of Altis reveal that the coefficient of high
(0.016) is positively significant. This indicatdgat it is significant and meaningful to classify

firm-months by investors’ predicted probability Bgh or low. For the firm-months with
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high predicted probability, the coefficient of HRebis (—0.029) is negatively significant at
1%. This implies that investors conclude that rafmeg cannot improve future performance,
thus,H1bis accepted.

The coefficient of HProb (—0.444) is negativelyrsiigant at 1%. This suggests that
investors’ predicted probability is high and thfainanagers do not announce refocusing, they
adjust the firm’s stock price downward. This is sistent with the third scenario as discussed
on p.4, and hendd2ais accepted.

The coefficient of HRefocusProb (0.516) is posiyva&gnificant at 5%. This suggests that
there is a positive and significant market reactmfirms’ refocusing announcements in the
firm-months when investors’ predicted probabiliyhigh. Investors accept firms’ refocusing
announcements, as managers are seen to responcdheerns and to be committed to
solving the operational issues. This is consistétit the first scenario discussed earlier, and
H3ais accepted.

For the firm-months with low investors’ predictetbpability, the coefficient of Refocus
(0.017) is positively significant at 1%. This sugtgethat investors expect that the announced
refocusing can improve future performance. Heftais accepted.

The coefficient of Prob (0.38) is positively sigo#nt at 1%. This may be due to investors’
predicted probability being low and the firms laakoperational issues, and therefore the
managers did not undertake the refocusing annouserhhis is consistent with the fourth
scenario situation discussed on p.5, and helates accepted.

The coefficient of RefocusProb is negatively sigaifit at 10%. This implies that
investors do not accept firms’ refocusing annourex@nf managers announced refocusing in

the firm-months when investors’ predicted prob&pik low. This may be due to the fact that
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refocusing announcements surprise investors whein firedicted probability is low and
investors do not to agree with the managers’ pldms result is consistent with the second
scenario discussed earlier akt8b is accepted. The above results need to be further
examined based on the other datasets.

When it comes to Model 6, the results in the Refamlumn are generally consistent with
the above results of Allfirms. The coefficients l[dRefocus and HProb are significantly
negative at 1%. Thugj1lb andH2a are accepted. However, the coefficient of HRef&cab
is positively significant at 10% arid3a is marginally accepted. On the other hand, for the
firm-months with low investors’ predicted probabjli only the coefficient of Prob is
positively significant at 1%, and2b is accepted.

In Model 6, the results in the Non-refocus coluraneal that the coefficient of HProb (—
0.488) is negatively significant at 1%, aH@a is accepted. This is consistent with the third
scenario, in which investors’ predicted probabiigyhigh and they further adjust firms’ stock
price downwards if managers do not announce reflogu$ he coefficient of Prob (0.422) is
positively significant, andi2b is accepted. This is consistent with the fournseio. These
results are consistent with those in the Allfirmsl &efocus columns.

In order to control for the effects of firm’s chateristics, industry factors and economic
factors, Model 6 is estimated using the PSM refoand PSM non-refocus datasets. The
results are highly consistent with those in the dee$ and Non-refocus columns. In
particular, for the results in the PSM non-refoasdumn, the coefficients of Refocus,
RefocusProb, HRefocus and HRefocusProb are algnifgiant, as PSM non-refocusing

firms did not announce refocusing in these firm-thsnunlike PSM refocusing firms.
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In order to control for the effects of variations firms’ operating risks and possible
correlation between firms’ propensity scores acezsh month and industry group, Model 7
introduces dummies df, andSICy,, and is estimated based on the same datasets. St re
are highly consistent with those of Model 6. Thalgsis based on previous results therefore
holds.

(Insert Table 5 here)

. Sensitivity analysis

This section adopts Palepu’s (1986) method ofregtiine cutoff probability to examine
the sensitivity of the main results reported in gnevious section. Palepu indicates that the
optimal cutoff points can be derived by considerthg following three factors: (i) the
decision context; (i) an appropriate payoff fuoati (iii) the previously stated probability.
The optimal cutoff probability consists of the irgection point of the estimated probability
distributions both for target and non-target samphccordingly, in the case of refocusing
the optimal cutoff probability is the intersectipaint of the predicted probability distribution
for firms announcing refocusing in montt{R%), and the predicted probability distribution
for firms not announcing refocusing in montHNR%) as demonstrated in Table 6 and
Figure 1. This cutoff probability is used to difatiate investors’ predicted probability in
each firm-month as high or low, in relation to thputs into Models 6 and 7. The results of
Table 6 reveal that 85.23% (95.87%) of refocusman{refocusing) firms’ firm-months have
predicted probabilities below 0.039, and that therenly one refocusing firm’s firm-month
with a predicted probability above 0.8. For noreoefsing firms, there are two firm-months

with predicted probabilities above 0.5. These itssate compatible with Panel B of Table 3.
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R(%)/NR(%) demonstrates that the optimal cutoffoataility lies between 0.039 and 0.044.
It is 0.042 with R (%) and NR (%) 14%.
(Insert Table 6 here)
(Insert Figure 1 here)
Table 7 reports the descriptive statistics of fesgpy-adjusted propensity scores

(FreqaderoR) from 2000 to 2010, as derived by the above opticodoff probabilities.

Approximately 13.86% (3.82%) of refocusing (noneafsing) firms’ firm-months are
classified as high probability. The results areilsinto those in Panel B of Table 4. However,

the distributions of FreqadjPrgtof high (low) probability firm-months are all pasely

skewed and statistically significant at 1% level.
(Insert Table 7 here)

Table 8 reports the results of Models 6 and 7 édrivy adopting the above optimal cutoff
probability. They are highly consistent with, andylstly stronger than, the main results
reported in Table 5. Model 7, in particular, regethiat the results in the Refocus and PSM-
refocus columns demonstrate that the coefficients hgh, HRefocus, HProb and
HRefocusProb are all statistically significant & &nd 5%. For the firm-months with low
investors’ predicted probability, the coefficieritRrob is positively significant at 1%, while
those of Refocus and RefocusProb remain statilsticeignificant.

For the results of Model 7 in the Non-refocus ar8MPnon-refocus columns, the
coefficients of Prob, High and Highprob are alltistecally significant at 1%. However, the
coefficients of Refocus, RefocusProb, HRefocus dtidefocusProb are statistically
insignificant. Therefore, the results in Table § aelated analysis hold.

(Insert Table 8 here)
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7. Predictions on a hold-out sample

The above empirical results are derived from thegligtions of binominal logistic Model
1 and the new cutoff probabilityP12m; ;_1,,,) Model 3, and the reliability of these results
depends on the ability of Models 1 and 3 to prefilicis announcing refocusing in advance.
According to Palepu (1986), in order to avoid bidsdels 1 and 3 can only be tested based
on a separate group of firms rather than relyinghan estimation sample. Therefore, 252
industrial firms listed on London Stock Exchangdamuary 2011 were collected from LSPD
version 2011. None of these firms were used imeging the Model 1 parameters in Table 3,
and their market and accounting data in 2010 islaba. After searching for refocusing
announcements in January 2011 at Perfect Informatiavigator, four of 252 firms were
identified as refocusing firms according to the pang criteria presented in Section 4.1.

The dataset of independent variables of these %3 fare constructed according to the
definitions in Section 3.1. The predicted probapitif each firm-month was calculated using
the coefficients of the estimated variables in Mddas shown in Panel A of Table 3. The
new cutoff probability was then used to classifgheirm-month as a high (low) probability
of refocusing announcement, if the predicted prdivalis higher (lower) than the new cutoff
probability.

Table 9 demonstrates that 3 (75%) of 4 actual tefiog firms are correctively predicted
by this model, giving Type | error of 25%. 237 (8&%) of 248 actual non-refocusing firms
are correctively predicted by the model, giving &yperror of 4.44%.

Palepu’s (1989) optimal cutoff probability of 0.42 also used in order to derive

predictions. The results reveal that 2 (50%) ofclua refocusing firms are correctly
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predicted by the model, giving Type | error of 50266 (99.19%) of 248 actual non-
refocusing firms are correctly predicted by the elpdiving Type Il error of 0.81%.
(Insert Table 9 here.)

The above results are based on 252 listed induBtrizgs only. This is because the entire
population of the listed industrial firms is usedestimate binominal logistic Model 1 (Table
3). This approach is similar to Olhson’s (1980pm@ach and it can avoid the biases caused
by the state-based sample (Palepu, 1986). How#weduces the size of hold-out sample

for testing the predictive usefulness of the Mddel

. Conclusion

This paper has examined the market reaction tesfirefocusing announcements from the
perspective of investors’ predicted probability.isTthas been achieved by examining the
relationship between firms’ monthly stock returteir refocusing announcements and
investors’ predicted probability prior to a refomgs announcement. The researcher
postulates that the magnitude of investors’ predicprobability prior to the refocusing
announcement along with managers’ strategic tinmh@nnouncing refocusing reflect the
information asymmetry between them. This may h&eepotential to cause variations in the
market reaction to refocusing announcements.

A binominal logistic model and a new cutoff prodabihave been developed in order to
measure investors’ predicted probability. The rissdémonstrate the following: Firstly, that
the market reaction is significantly positive if magers announce refocusing in a month
when investors’ predicted probability is high. Sedly, there is no significant market

reaction if managers announce refocusing in a mahtm investors’ predicted probability is
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low. Thirdly, the association between stock retuand investors’ high predicted probability
is significantly negative if managers do not anreaunefocusing. Fourthly, the association
between stock returns and investors’ low predigieabability is significantly positive if
managers do not announce refocusing.

The result of the binominal logistic model confirisat the significant variables for
predicting the likelihood of refocusing are: markatd accounting performance in the
previous twelve months; book-to-market value; lager level, non-routine changes of
managers in the previous twelve months; and chaiog8®P in the previous twelve months.

The study demonstrates the ways in which invegierseive refocusing announcements
based on their predicted probability. It also swgg¢hat in order to avoid a negative market
reaction managers need to respond to investorgecos, reduce information asymmetry and
resolve operational problems before they becomeuwserit also implicitly supports IASB’s
amendment of IAS 37 that requires firms to disclos®e details of restructuring charges,

and any related activities, in a timely manner.
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Table 1.Sample structure of short paragraphs and full textarticles, sample firms, and the distribution of

UK listed industrial firms' first corporate refocus ing announcements, 2000 - 2010.
Panel A reports the number of short paragraphdahtext articles concerning firms’ refocusing amumcements
collected from www.ukbusinesspartk.com, Perfecbimfation Navigator and Financial Times (FT) frono®uest
ABI/INFORM Global New Platform & Free E-journalsrfehe sample period 2000 — 2010, the number of UK
listed industrial firms announcing refocusing, &ndse without any refocusing announcements. Theyglassified
by Standard Industrial Classification (SIC) grou$CO = agriculture, forestry, fishing and huntirgtC1 =
utilities; SIC2 = mining, quarrying and oil and gastractions; SIC3 = manufacturing; SIC4 = wholesahde,
retail trade, transportation and warehousing, mftion, accommodation and food services and otberices
(except administration); and SIC5 = constructicanét B presents the number of firms that announefatusing
from 2000 to 2010 as a percentage of the numbdirrag listed on the London Stock Exchange (LSEgmft
excluding firms that had announced refocusing ievigus years. Panel C displays the months in whirohs
announced refocusing relative to their financiaryends (month 0).

Panel A: Distribution of short paragraphs and full text articles and sample firms by industry

No. of short No. of No. of
paragraphs No. of full text articles refocusing firms non-refocusing firms
Perfect Information
Navigator & FT from
ProQuest ABI/INFORM
Global New Platform &
SIC ukbuspk.com Free E-journals Total Initial Final Final
0 58 77 135 8 8 23
1 224 265 489 26 26 29
2 583 867 1450 87 87 409
3 681 830 1511 123 123 277
4 3012 3925 6937 533 519 998
5 273 366 639 64 46 60
4831 6330 11161 841 809 1796
Types of refocusing activities 1 3 Total
No. of firms 368 430 11 809

Panel B: Frequency of the first refocusing announceents

Year

2000 2001 2002 2003 2004 2005 2006 2007 20089 2 2010

Frequency of first refocusing

announcements (%) 777 801 6.82 567 4585 3.9.78 557 3.88
Panel C: Monthly distribution of refocusing announ@ments

Financial year end 1 2 3 5 7 8 9 11 Total
No. of refocusing firms 84 68 64 66 56 57 58 57 7977 809
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Table 2.Descriptive statistics for key variables
This table reports descriptive statistics for Vialéa: cumulative abnormal returns in the previoushte months
(CAR; ¢—12m); monthly returnsk; .); logarithm of market valuddgMV;.); book-to-market valueBTMV; ,); debt-

to-equity QtoEq;,); industry-adjusted ROAIfdadjROA;,); refocusing variable (Refocus) and variableshe t
previous twelve months: takeover thred®,(;_,,,,), non-routine changes in managemeht{g; ;_1,,), changes
in Gross Domestic Produak®P; ;_1,,,) and frequency of refocusing in SIC groupsdRef; :—sm)-

Obs. Mean STD Max Q3 Median Q1 Min Skewness
Panel A :809 refocusing firms and 1,796 non-refocusing firms:
CAR im 207,790  —0.018 0.591 2.101  0.300 0.006 -0.317  -1.982 -0.108
R, 192,867 0.000 0.147 0.662  0.063 0.000 -0.073  -0.481 0.53F
logMy 192,833 1.619 0.886 4179 2197 1.520 0.970 —0.268 0.413
BTMV, 178,061 0.761 1.012 8.929 0.973 0.518 0.250 —2.938 2.908
DtoEq, 206,653 39.671 116.694 924.570 58.070 14.180 0.008771.260 1.493
IndadjROA, , 192,228 -0.097 0.393 0.486 0.066 0.000 -0.107 -3.802 —4.096
Refocus 375,120 1 0
TOi 1om 375,120 1 0
Cmag 1, 375,120 1 0
GDP_j5y 375,120 1 0
IndRet., 375,120 1 0
Panel B: 809 refocusing firms:
CAR i 82,470 0.003 0.535 2101  0.291 0.035 -0.249 -1.982 -0.282
R 77,393 0.004 0.135 0.661 0.066 0.000 -0.064 —0.481 0.447
logMy 76,492 1.987 0.933 4179  2.649 1.981 1.288 —0.268 0.067
BTMV,, 73.948 0.739 0.869 8.929 0.950 0.532 0.286 —2.932 2.928
DtoEq, 76.560 57.049  123.104 924.570  81.580 36.090 4.390771.260 1.136¢
IndadjROA, , 75,684 —-0.026 0.273 0.474 0.071 0.014 -0.046 —3.618 -5.787
Refocus 122,256 1 0
TOi aom 122,256 1 0
Cmag 1, 122,256 1 0
GDF_n, 122,256 1 0
IndRet., 122,256 1 0
Penal C: 1,796 non-refocusing firms.
CAR . 1om 125,320 —-0.032 0.625 2.101 0.307 -0.015 -0.366  —1.982 -0.013
R, 115,474 —0.002 0.154 0.662 0.061 0.000 -0.080 -0.481 0.576
logMV/ 116,341 1.377 0.762 4.178 1.845 1.319 0.841 —0.268 0.477
BTMV,, 104,113 0.777 1.102 8.928 0.993 0.508 0.223 —2.938 2.814
DtoEq, 130,093 29.444  111.492 918.010  39.910 4.660 0.000760.750 1.762
IndadjROA, 116,544 -0.143 0.449 0.486 0.063 -0.017 -0.181 -3.802 -3.510
Refocus 252,864 0 0
TO; t-12m 252,864 1 0
Cmag . szn 252,864 1 0
GDR_om 252,864 1 0
IndRet ¢, 252,864 1 0
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Obs. denotes the number of observations, STD iglatd deviation. Max represents the maximum vala.is the
75" percentile and Q1 is #5ercentile. Min denotes the minimum value.
a, b and c indicate statistical significance of-taited z-test at the 1%, 5% and 10% level respectively.

Table 3. Monthly binominal logistic regressions reglts
Panel A of the table reports the summary results3@ monthly regressions of binominal logistic Mbtle

Pr(Refocust0), =a;, + BCAR 1o, + B,I0gMV,, + B,BTMV, + 5,DtoEq, + S IndadjROA + B,TO, 1z

+ ﬁ?cmag t=12m + ﬂS IndReft—Gm + ﬁQGDPI—lZm + gi )t
where variables are defined in Table 2. The réswbtained by running the above model for 132 efftom 2000
to 2010. The above model also gives a firimgopensity score for each month due to Model Zs€hscores proxy
for investors’ predicted probability of firms anmming refocusing in the near future. Panel B presdhe

descriptive statistics of these propensity scofdsm-months. They are presented in subgroupsfifausing firms,
non-refocusing firms and all firms. Statisticajrsficance of skewness is tested by one-taztesst.

Panel A: Summary results of monthly binominal logisegressions

a;, CAR  iom logMV, BTMV,, DtoEq, IndadjROA, TO,.,, Cmag,,, IndRef,, GDP_,,
Mean —-6.721 -0.610 1.007 0.237 0.001 —-0.514 0.684 1.069 0.099 -0.834
STD 3.250 0.743 0.380 0.329 0.002 0.899 5.702 2434 88 2. 0.249
t-test (-23.76F  (-9.43] (30.48] (8.27f (5.98F (-6.57} (1.38) (5.05) 0.4) (-3.35%
Egzt'hs 137,871

Panel B: Descriptive statistic of propensity scooé$irm-months

Firm-

months Mean STD Min Q1 Median Q3 Max Skewness
Refocusing firms 58,310 0.024 0.034 4.035E-22 0.007 0.014 0.027 80.88 5.955
Non-refocusing firms 79,561 0.012 0.019 8.96E-10 0.004 0.007 0.013 0.554 7.627
All firms 137,871 0.017 0.027 4.035E-22 0.005 0.009 0.019 880.8 6.870

*a indicates statistical significance at the 1%elev
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Table 4. Descriptive statistics of the frequency diK listed industrial firms' first refocusing

announcements in the previous twelve month®(2m; ;_1,,,) and descriptive statistics of
frequency-adjusted propensity scores in each month

Panel A displays the descriptive statistics of iery of UK listed industrial firms’ first refocusj announcements
in the twelve months before monthin the pooled sample. The frequency is definethasnumber of firms’ first
refocusing announcements in the twelve months bafusntht, divided by the total number of firms in the same
industry group in the twelve months before manthown in Model 3:

P12m, 1, = Noofrefocug,y, 1on/NOOFfiIrms 4 1o,

Panel B reports the descriptive statistics of fesmy-adjusted propensity scores of firm-monthseqadjProb; ¢,

derived by Model 4:

FreqadjPrdb,, = Proh, —P12m; _,,

Panel A: Descriptive statistics of frequency of ldHustrial firms' first refocusing announcementghe 12 months before month
t (P12m; ¢_124y,) from 1999 to 2010

Firms/SIC Firm-months  Mean STD Min Q1 Median Q3 Max Skewness
All firms 144 0.048 0.018 0.017 0.035 0.042 0.062 .089 0.549
SICO 144 0.051 0.05 0 0 0.05 0.1 0.158 0.44%8
SIC1 144 0.079 0.065 0 0.029 0.054 0.13 0.219 .759
SIC2 144 0.035 0.016 0.012 0.02 0.034 0.047 0.078 0.36
SIC3 144 0.052 0.024 0 0.035 0.048 0.073 0.104 0.10
SIC4 144 0.049 0.019 0.013 0.035 0.047 0.059 0.099 0.562
SIC5 144 0.058 0.034 0 0.032 0.045 0.082 0.147 0.695
Panel B: Descriptive statistics of frequency-adpaspropensity score§'teqadjProb; ) from 2000 to 2010
Probability Firm- Mean STD Min Q1 Median Q3 Max Skewness
months
Refocusing High 7,838 0.041 0.059 8.44E-08 0.008.02D 0.049 0.829 4.085
Low 50,472 -0.040 0.024 -0.219 -0.053 -0.037 -0.023 -1.98E-07 -1.418
58,310
E'r‘r’r?s'refocus'“g High 4562 0028 0044 811E-08 0005 0012 0031 510  3.637
Low 74,999 -0.039 0.021 -0.216 -0.049 -0.036 -0.024 -1.10E-06 -—1.08S
79,561
All firms High 12,400 0.036 0.054 8.11E-08 0.006 0Xx  0.042 0.829 4,108
Low 125,471 -0.039 0.022 -0.219 -0.051 -0.037 -0.024 -1.98E-07 -1.27%F
137,871

*a, b and c indicate statistical significance oédniledztest at the 1%, 5% and 10% level, respectively.
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Table 5. Results of Models 6 and 7
The table reports the results of Model 6:

R, =a +JRefocus +J,Proh, + J,Refocus * Proh,
+ y,High + y,High* Refocug + y;High* Proh , + y,High* Refocus * Proh, + &,

and Model 7:
R, =a +J,Refocus + J,Proh, + J;Refocus * Prohy,

+ y,High + y,High* Refocug + y;High* ProQ, + y,High* Refocug * ProhQ,

6
+3 (144 SIC,, * ,4SIC,, * Refocus + ¥, SIC,, * Proby, + y,,SIC,, * Refocug * Proh, )
d=0

131

+ Z(pl,uMm +p,,M,. * Refocus +p, M, *Proh, +v, M  * Refocug * Prohyt)+ &,
M=l

where variables are defined in Tables 2 and 3. M6ds Model 5 with the introduction of a dummy thie firm-
months classified as having a high predicted pritibalmf announcing refocusing in month(High) due to its
frequency-adjusted propensity score presented melF& of Table 4. Model 7 is Model 5 with the irdrection of
dummies of high, six industry group®i ¢4, d = 0 to 5) and monthY{,, ). Models 6 and 7 are estimated based on (i)
the pooled sample of all firms (All firms), (ii) ¢hsub-datasets of refocusing firms (Refocus) andrefocusing
firms (Non-refocus), and (iii) the sub-dataset$056 pairs of propensity score matched refocusirgiMPefocus)
and non-refocusing firms (PSM non-refocus). Theeel®2 months from Jan 2000 to 2010, and Dec 20fi@ated

as the base month by the SAS programme. Therefote] to 131.  For presentation purposes, the results of
dummies of SIC groups and months are not presebtgdyre available upon request.

Model 6 Model 7
PSM PSM
Non- PSM non- Non- PSM non-

Allfirms  Refocus refocus refocus refocus | Allfrms Refocus refocus refocus refocus
Intercept -0.005 —-0.002 -0.006 -0.001 0.0004 0.050 0.067 0.044 0.066 0.063
t-test (-7.95f (-2.00f (-7.56} (~0.61) (0.36) (7.71) (6.767 (4.95¥ (6.22¥ (5.84F
Refocus 0.017 0.014 0.019 -0.010 -0.039 —0.056 —0.002 -0.070
t-test (2.38f (0.033) (2.64) (-1.46) | (-0.42) (0.67) (-0.02) (-0.74)
Prob 0.380 0.295 0.422 0.313 0.274 1.460 1.291 1.359 2416 1451
t-test (10.44% (6.42¥ (6.84f (5.937 (4.717 (5.497 (4.12§ (2.92¥ (4.517 (3.90F
RefocusProb —0.456 -0.371 —0.469 0.219 | -0.846 -0.677 -1.596 0.387
t-test (-1.85f (-1.61) (-1.77§ (0.73) (-0.37) £0.32) (-0.56) (0.47)
High 0.016 0.012 0.019 0.009 0.011 0.015 0.014 0.014 110.0 0.016
t-test (7.45) (4.28¥ (5.70% (2.94¥ (3.56¥ (7.01¥ (5.17% (4.13¥ (3.47% (4.66F
Hrefocus —0.029 —-0.024 —0.038 -0.007 | —0.028 -0.027 -0.051 -0.0167
t-test (-2.58}  (-2.34F (-3.13f  (-0.43) | (-1.98f (-2.08f (-3.10f  (-0.63)
HProb -0.444 -0.352 -0.488 -0.363 -0.319 | -0.418 -0.341 -0.438 -0.316 -0.339
t-test (-10.24} (-6.56} (-6.57f} (-5.68] (-4.84} | (-9.32} (-6.15F (-5.52] (-4.69f (-4.81}
HRefocusProb| 0.516 0.424 0.556 —0.097| 0.488 0.411 0.617 0.277
t-test (2.04f  (1.79F (2.04f  (-0.29) | (1.65) (1.51) 179  (0.53)
Adj R-Sq (%) 0.01 0.08 0.09 0.09 0.06 12.1 14.77 11.06 15,52  0815.
F value 21.37 7.58 24.53 6.83 478 36.02 19.73 37.47 16.62 15.54
Firm-months 136,087 57,798 78,289 45,507 45,507 136,087 57,7988,289 45,507 45,507

*a, b and c indicate statistical significance & 196, 5% and 10% level, respectively.
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Table 6. Distribution of estimated probability of announcing refocusing in firm-months Prob;;)
for refocusing (R) and non-refocusing firms (NR)

This table reports the distribution of estimatediability of announcing refocusing in firm-month&r¢b; ) for

refocusing (R) and non-refocusing firms (NR) obéairusing the binominal logistic Model 1. The fitwb columns
present the range and mid-value of the estimatedafility. The third and fourth columns report thember and
percentage of refocusing firms’ firm-month obseisa$ with the estimated probabilities falling withthe indicated
range and mid-value. The percentage of firm-mortbkeovations of each range is equal to the numbdirraf

month observations falling within the range, diddey the total number of observations. These ar8388for
refocusing firms and 79,241 for non-refocusing rrithe results of the non-refocusing firms are gméd in the
same manner. The final column shows the ratio batwefocusing firms’' percentage to that of non-cafing

firms.
These results are compatible with Panel B of T8ble

Estimated probability Refocusing firms (R) Non-rafising firms (NR)
Range Mid-value No. R(%) No. NR(%) R(%)/NR (%)
0to 0.039 0.0195 49482 85.234 75958 95.874 0.89
0.04 to 0.044 0.042 1293 2.205 593 0.748 2.95
0.045 to 0.049 0.047 1075 1.834 448 0.565 3.24
0.05 to 0.059 0.0545 1654 2.811 606 0.762 3.69
0.06 to 0.069 0.0645 1658 2.818 382 0.480 5.87
0.07 to 0.079 0.0745 778 1.322 287 0.361 3.67
0.08t0 0.119 0.0845 1575 2.702 545 0.685 3.94
0.12 to 0.159 0.1395 541 0.928 199 0.250 3.71
0.16t00.199 0.1795 251 0.431 92 0.116 3.72
0.2t00.239 0.2195 120 0.206 53 0.067 3.09
0.24t00.279 0.2595 72 0.124 39 0.049 2.52
0.28t00.319 0.2995 31 0.053 20 0.025 2.12
0.32t00.359 0.3395 30 0.051 11 0.014 3.72
0.36t00.39 0.375 19 0.033 2 0.003 12.97
0.4t0 0.49 0.445 31 0.053 4 0.005 10.58
0.5t0 0.59 0.545 12 0.021 2 0.003 8.19
0.6 to 0.69 0.645 6 0.010 0
0.7t0 0.79 0.745 1 0.002 0
0.8 to 0.89 0.845 1 0.002 0
Total 58,630 100 79,241 100
Optimal cutoff
point 0.042 14% 14%
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Figure 1. Distribution of estimated probability of announcing refocusing in firm-months for
refocusing (R) and non-refocusing firms (NR)
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Table 7. Descriptive statistics of frequency-adjusid propensity scoresKreqadjProb;,) from 2000

to 2010 obtained using Palepu’s (1986) optimal cufqrobability.
The results of this paper can be compared withetldd$anel B of Table 4.

Probability r’rljcl)rrzrt]hs Mean STD Min Q1 Median Q3 Max Skewness

Refocusing High 8,087 0041 0059 0.000 0009 2020050 0846  4.161
Low 50,223 -0.028 0.010 -0.042 -0.036 -0.030 -0.022 0.000  0.775

58,310
][\i'r‘:rrl‘s'refocus'”g High 3,040 0039 0052 0000 0.007 0020 0.049 .51 2.932
Low 76,521 -0.033 0.008 -0.042 -0.039 -0.035 -0.030 0.000  1.527

79,561
All firms High 11,127 0041 0057 0000 0009 0.0220050 0.846  3.875
Low 126,744 -0.031 0.009 -0.042 -0.038 -0.033 -0.027 0.000  1.19%

137,871

*a indicates statistical significance of one-taiftst at the 1% level.
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Table 8. Results of Models 6 and 7 obtained usingaRpu’s (1986) optimal cutoff probability
The definitions of variables remain the same asetio Table 5.

Model 6 Model 7
PSM PSM
Non PSM non- Non PSM non-

Allfirms  Refocus refocus refocus refocus | Allfirms  Refocus refocus refocus refocus
Intercept -0.006 -0.003 -0.007 -0.002 -0.001 0.051 0.069 0.045 0.067 0.0665
t-test (-9.35f (-3.12f (-8.68f (-1.49) (-0.46) (8.04) (7.05f  (5.10f  (6.39f  (6.25F
Refocus 0.020 0.017 0.022 -0.013 -0.045 -0.063 -0.027 -0.073
t-test (227 (2.11f (2.46F (-1.70f | (-0.49)  (0.75) (-0.25) (-0.77)
Prob 0.546 0.428 0.615 0.416 0.395% 1.653 1.466 1571 831.7 1.588
t-test (12.25% (7.17% (8.77% (6.28)  (5.45} (6.21F (4.66) (3.38f (4.93f (4.27F
RefocusProb | —0.762 -0.644 -0.704 0.334| -1.119 -0.931 -1.637 0.361
t-test (-1.94f (-1.76) (-1.76§  (0.80) | (-0.48)  (-0.44) (-0.57)  (0.44)
High 0.012 0.011 0.009 0.009 0.00¢ 0.016 0.017 0.011 140.0 0.014
t-test (4.49f (3.62f (1.78f (2.46f (1.67f (5.84f  (5.38f  (2.09F  (3.597 (3.62§
HRefocus -0.023 -0.022 -0.033 0.017 -0.028 —-0.029 -0.051 -0.0001
t-test (-1.92f (-1.96f (-2.54§  (1.00) | (-1.80f (—2.03f (-2.83§ (0.00)
Hprob -0.571 -0.467 -0.606 —-0.447 -0.396| -0.662 —-0.565 —0.684 —-0.505 -0.520
t-test (-10.9} (-6.97} (-6.91} (-5.77f (-4.93f | (-12.14} (-8.2) (-7.03} (-6.16] (-6.12§
HRefocusProb| 0.771 0.667 0.754 -0.347 0.860 0.763 1.048 0.150
t-test (1.94f  (1.80f (1.86f  (-0.79) (2.00) (1.93f (2.23f)  (0.23)
Adj R-Sq (%) 0.12 0.09 0.10 0.09 0.07 12.14 14.81 11.09 15.54 .1 15
F value 23.46 8.30 26.43 6.83 5.15 36.15 19.78 37.59 16.6515.56
Firm-months | 136,087 57,798 78,280 45507 45507 136,087 57,7988,289 45507 45,507

*a, b and c indicate statistical significance & 196, 5% and 10% level respectively.
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Table 9. Predictability of binominal logistic modell and the new cutoff probability

252 industrial firms listed on the London Stock Bamge in January 2011 from LSPD version 2011
have been collected for this test. Four are idiextifis refocusing firms, due to the refocusing
announcements from Perfect Information Navigatbe predicted probability of each firm-month of

252 industrial firms is computed by using the cioéghts of the estimated variables of Model 1 at
Panel A of Table 3.

Cutoff probability

Palepu’s
P12m; ¢ 1,m) (0.042) Outcome

High predicted probability 3 2 (Correct)
Low predicted probability 1 2 (Type | error)
Firms announced refocusing in January 2011 4 4
High predicted probability 11 2 (Type Il error)
Low predicted probability 237 246 (Correct)
Firms did not announce refocusing in January 2011 48 2 248
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