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ABSTRACT

This paper analyzes the stock market price reactions to announcements of asset 
sales by firms in Latin America. The high level of uncertainty, as well as the high 
intra-country variation in uncertainty that has been documented for this region, 
offers us an ideal setting to test the hypothesis that economic and institutional 
variables may differ between companies that are selling assets and companies 
that are buying assets. We find that companies that sell assets in the region earn 
positive cumulative abnormal returns (CAR) during the announcement, ranging 
from a 1.31 percent return on the announcement day to a 3.50 percent CAR for 
the ten days before and ten days after the announcement. The average market 
reaction in Latin America is stronger than that found in developed markets. 
Furthermore, the vendor company tends to be located in a country that enjoys a 
better institutional environment than the purchasing company. 

Key words: Corporate asset sales, institutional environment, event-study.

ReSumen

Este trabajo analiza la reacción en el precio de mercado de las acciones de 
empresas que anuncian ventas de activos en Latinoamérica. Los elevados niveles 
de incertidumbre y su alta variabilidad entre los países de la región ofrecen un 
ambiente ideal para realizar pruebas de la hipótesis de que variables de tipo 
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económico e institucional pueden diferir entre las empresas que están vendiendo 
activos y las que los están comprando. Se obtuvo que las acciones de las empresas 
regionales que anuncian la venta de activos experimentan un rendimiento anormal 
acumulado (CAR) positivo alrededor del momento del anuncio, el cual fluctúa 
entre 1,31% para el día del anuncio y 3,50% para el período que va entre diez días 
antes y diez días después del anuncio. La reacción promedio en Latinoamérica 
es de mayor magnitud que la reacción que ha sido documentada para eventos 
similares en países desarrollados. Además, la empresa que vende activos tiende 
a estar localizada en un país que goza de un mejor ambiente institucional que el 
correspondiente al país de incorporación de la empresa compradora.  

Palabras clave: ventas corporativas de activos, ambiente institucional, estudio 
de eventos.

1. InTRoduCTIon1

This study examines the stock market price reaction of firms involved in events of asset sales 
in Latin America, as well as the determinants for these returns. The sale of assets is considered 
to be a voluntary transfer of parts of a company, such as plant, equipment, divisions, but not 
the entire firm. The existing financial literature proposes three main reasons for the purchase 
and sale of assets by corporations: (i) the theory of efficiency, which explains that assets are 
transferred to those companies that can operate them with greater efficiency; (ii) the theory 
of specialization, which contends that the high degree of diversification that is associated to 
value destruction is reduced by the sale of assets that are not related to the main business of 
a corporation; and (iii) the theory of financing, which contends that debt burdens are eased 
through asset sales.

We determine whether economic variables, variables related to the institutional 
environment in the country where the assets are being sold, and variables that are specific to 
the companies involved in events of asset sales in Latin America, affect their stock prices. 
When compared to developed countries, Latin American economies are characterized by higher 
levels of economic and business-related uncertainty (see Pablo, 2009). Economic environment 
includes variables that measure economic growth and volatility in the country where the assets 
under sale operate. Similarly, institutional environment includes variables that proxy for the 
country overall governance policies that affect the performance of a business operating abroad. 
To the best of our knowledge, the literature on the effects of economic and political/institutional 
uncertainty on stock returns related to announcements of asset sales is practically nonexistent. 
We partially fill this gap by analyzing asset sales events in Latin American countries. The high 
level of uncertainty, as well as the high intra-country variation in uncertainty that has been 

1 We would like to thank the referees and the editors for their very helpful comments. The usual 
disclaimer applies.
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documented for this region, offers us an ideal setting to test the hypothesis that economic and 
institutional variables may differ between companies that are selling assets and companies 
that are buying assets.

We find that companies that sell assets in the region earn positive cumulative 
abnormal returns (CAR) for the period under analysis, ranging from a 1.31 percent return 
on the announcement day to a 3.50 percent CAR for the ten days before and ten days after 
the announcement. The average market reaction in Latin America is stronger than that found 
in developed markets. Furthermore, the vendor company tends to be located in a country that 
enjoys a better institutional environment than the purchasing company. Although not directly 
tested, our empirical findings are consistent with the idea presented by Yang (2008) about 
asset sales being an optimal tool to adapt the firm organizational form to frequent changes to 
the productivity of the firms.

The paper proceeds as follows. First, we review the literature on asset sales and discuss 
the importance of this research. Then, we describe the data and define the variables to be used 
in the empirical analysis. Next, we perform the empirical analysis to test the hypothesis of the 
research. Finally, we offer the conclusions of the paper.

2. LITeRATuRe RevIew

The sale of assets is a voluntary transfer of parts of a company, such as plant, equipment, 
divisions, but not the entire firm (Arend & Mantecon, 2008). Gadad and Thomas (2005) 
coincide that an asset sale occurs when a company sells part of its assets to another firm. The 
buying company does not purchase the entire selling company, but only a portion of its assets, 
a division, or a specific business unit. Through this type of transaction, companies can generate 
cash rapidly, in order to reduce debt levels, among other potential benefits. Financially-distressed 
companies that are in need of cash may use asset sales to settle its issued debts. Nevertheless, 
there are many cases where companies possessing healthy financial conditions sell assets 
because they need cash to buy another asset or to be able to invest internally in other business 
units where growing opportunities are perceived to be better.

Since 1985, asset sale transactions have recorded net returns of US$162 billion for 
the shareholders of participating companies in the U.S. (Warusawitharana, 2007). The sale of 
corporate subsidiaries has become a common practice for restructuring companies in North 
America since the nineties. The Securities Data Corporation (SDC) reported that the number of 
subsidiaries’ sales, valued at more than US$75 million, increased gradually from 127 completed 
transactions in 1990 to 535 completed in 1998 (Bates, 2005).

A divestiture refers to the partial or full disposal of an investment or asset through its sale, 
exchange, closure or via bankruptcy. In a spin-off, an independent company is created through 
the sale or distribution of new shares of a business unit or division of a parent company. An 
equity carve-out, also known as a partial spin-off, is another downsizing strategy that is related 
to the spin-off. It occurs when a parent company sells a minority stake (usually 20% or less) that 
it owns in a subsidiary. Two less common strategies are split-offs and split-ups. In a split-off 
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there is a corporate reorganization whereby the stock of a subsidiary is exchanged for shares in 
a parent company. In turn, a split-up is a corporate strategy in which a single company splits 
into two or more separately run companies. The shares of the original company are transferred 
to the new company after the split-up and the original company ceases to exist. 

Financial literature has identified three main reasons for companies to decide to sell some 
of their assets: (i) the transfer of assets to those companies that can operate them with perceived 
greater efficiency –the theory of efficiency; (ii) the reduction of the degree of diversification so 
that the company avoids value destruction– the theory of specialization; and (iii) the reduction 
of debt burdens – the theory of financing. 

Empirical studies also show that, in general, shareholders benefit from the sales of assets. 
The benefits associated with the sale of assets are well documented by Mulherin and Boone 
(2000), who suggest that companies respond efficiently to the changes in economic conditions. 
Hite, Owers and Rogers (1987) argue that asset sales transactions help eliminate negative 
synergies and facilitate the allocation of assets into uses that create a higher value. Assets sales 
can also eliminate over-investment, by selling those assets that are not directly related to the 
core business of the company. The sale eliminates the cross-subsidization problem (Berger & 
Ofek, 1995), rectifies problems associated with inefficient investments (Dittmar & Shivdasani, 
2003) or with acquisitions that have failed (Kaplan & Weisbach, 1992).

In an asset sale event, contrary to other methods of asset sales, the selling company 
frequently receives a payment for the transaction on the date of the sale. Usually, a substantial 
portion of the agreed payment is in cash. For example, according to Bates (2005), the average 
compensation received in cash was 80 percent of the value of completed transactions during 
the period 1990-1998. This evidence shows that the sale of assets increases substantially the 
liquidity of a company selling a portion of its assets. 

There exists extensive empirical evidence indicating that the announcements of the 
sale of assets are mainly associated with positive returns for the involved companies.2 Only 
two studies contradict the evidence of positive returns on the announcement day (Alexander, 
Benson & Kampmeyer, 1984; Denning & Shatri, 1990).

Most of the research on how asset sales generate value creation for the seller and/or buyer 
of the assets has been performed analyzing developed market economies. Hovakimian and Titman 
(2006) examine the importance of financial limitations in firms, on studying the relation between 
investment expenses and the voluntary sale of assets. The sale of assets provides a more precise 
indicator of liquidity than the cash flow, since a positive correlation with investment opportunities 
is not apparent. Seemingly, the cash obtained from the sales of assets is an important determinant 
in company investments, and the sensitivity of investments to the proceeds from the sale of assets 
is greater for companies that appear to be financially constrained. 

Gadad and Thomas (2005) explore the selling of assets in the United Kingdom, and 
identify possible causes for positive returns associated with asset sales. They use all asset sales 

2 Efficiency: Jain (1985), Hite, Owers and Rogers (1987), Makismovic and Phillips (2001); Focus: 
John and Ofek (1995), Berger and Ofek (1995); Financing: Shleifer and Vishny (1992) and Lang, Poulsen 
and Stulz (1995).
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events reported in the U.K. for the period 1985-1991. Using a sample of 74 announcements, 
the authors discovered that the announcement of asset sales is associated with the selling 
company’s shareholder earning positive returns of 0.81 percent to 1.04 percent, depending on 
the model used. According to Gadad and Thomas, better expectations of future benefits arising 
from the resulting liquidity (in the case of the asset seller) and the expected better asset usage 
by the buyer explain the results.

Slovin, Sushka and Polonchek (2005) establish the hypothesis that managers from 
the companies that sell assets have useful information about the synergies that may arise 
when the asset is combined with the buying company’s assets, and they will therefore prefer 
a payment with shares instead of cash. In this manner, a relation is established, whereby the 
buyer, as well as the seller, will yield returns on the transaction. They find value creation in 
the order of 10 percent for the seller and 3 percent for the buyer, while cash transactions return 
1.9 percent for the seller and are non-significant for the buyer. 

Datta, Iskandar and Raman (2003) establish in their study that: (1) the seller and 
the buyer share the value creation resulting from asset sales; (2) monitoring from a lending 
institution contributes to value generation when the transaction is made with a loan; and (3) 
there is a positive effect on value which is related to the quality of management measured by 
the Tobin’s Q.

A string of research has related asset sales with the formation of strategic alliances 
and entry-mode, which are typical when firms incorporated in developed economies expand 
their activities abroad, especially in countries where there exists a high degree of economic or 
institutional uncertainty. Arend and Matecon (2008) study the relation between strategic alliances 
and asset sales. They introduce three mechanisms for the sale of assets: simple transactions; 
short-term strategic alliances that end up with the selling of assets; and long-term strategic 
alliances that end up with asset sales. They apply an event-study methodology to announcements 
of asset sales and the termination of strategic alliances for the period 1985-2003 in the United 
States, Canada, Western Europe, Japan, and Australia. Their results show that the selection of 
companies among the three mechanisms correlates with proxies of information asymmetry, 
in that the greater the uncertainty, the longer the strategic alliance will be. They explain that 
short-term strategic alliances are used when there is information asymmetry only on the part of 
one company, and long-term strategic alliances are used when information asymmetries exist 
in both the selling and the buying company. Previously, Mantecon and Chafield (2007) had 
argued that positive returns on the announcement day about the strategic alliance formation 
for the transfer of an asset offers an incomplete explanation for the value that is created. They 
contend that it is necessary to know the motives and effects of strategic alliances and, in this 
respect, understand how the assets sold have been disposed of and how the strategic alliance 
had terminated. They discover that the different methods available for the disposal of assets 
were associated with the different results for the final valuations. They find value generation for 
the strategic alliances that culminated in the transfer of assets to both partners, the acquisition 
of assets by one of the partners or through a merger of the partners.

In countries like the United States and the United Kingdom, where most of the research 
has been conducted, economic uncertainty is relatively low, especially when compared to 
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emerging markets. Also, the institutional environment is favorable to carry out operations 
since property rights are strong, labor markets are more efficient, and there is a compliance 
with the rule of law, among other aspects (see La Porta, Lopez-de-Silanes, Shleifer & Vishny, 
1997, 1998, 2000). Explicit and implicit rules regulating how labor and financial markets work, 
as well as commercial norms in developed countries, are less subject to sudden changes. On 
the other hand, economic and institutional environment variables exhibit a higher level of 
uncertainty and greater variability in emerging countries than those conditions in developed 
countries (see Pablo, 2009). More importantly, there is greater diversity in economic and 
institutional environments among Latin American countries. La Porta et al. (1997, 1998, 2000) 
show that the legal framework that investors and firms face varies greatly around the world, in 
part, because of differences in legal origin. Furthermore, they contend that investors are better 
protected in Common Law origin countries than in French Civil Law countries. All countries 
in Latin America share the French Civil Law origin. Finally, La Porta et al. (1997, 1998, 2000) 
also find that Latin American countries score even worse than the average French Civil Law 
countries in terms of investor rights. 

Additionally, compared to North America and Europe, the economic and political context 
in Latin America is more complex, a factor that can create greater uncertainty for the companies 
and a possible variation in the dynamics surrounding the sale of assets. For example, in Latin 
America, there are often annual important changes in the levels of property rights, protection 
of foreign direct investments, and other institutional variables. Also, economic variables tend 
to be more volatile than those from developed economies. There have been higher fluctuations 
associated to GDP, lending rates, and the inflation rate, among other important variables. 
Therefore, we contend that country-specific variables (economic-related and institutional-
related), and not only company-specific variables, are important in determining the stock price 
market reaction during an announcement of an asset sale in Latin America.3 

To the best of our knowledge, the literature covering the effects of economic and political 
uncertainty on stock returns related to announcements of asset sales is practically nonexistent. 
According to Yang (2008), changes in productivity rather than productivity levels affect the 
decision of the asset sale/purchase. The higher uncertainty of Latin American countries relative 
to developed countries might create frequent changes in productivity with the consequent 
value creation associated to an asset sale event in order to reach an optimal organizational 
form. Also, according to Yang (2008), one should expect a positive abnormal market reaction 
to announcement events associated to asset sales in the Latin American region, consistent to 
the almost unanimous evidence in developed markets. However, contrary to this, Atanassov 
and Kim (2009) show that asset sales in weak investor protection countries lead to further 
deteriorating performance for the selling company due to a worker-management alliance that 
prevents the company from laying off excessive workers. 

3 In Latin America, diversification and conglomerates are not necessarily bad for shareholders. If 
this is the case, then we should not find a positive stock price reaction when a firm announces that is selling 
some of its assets. We thank one of the referees for pointing this out. 
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The contradicting findings for developed markets on the effects of asset sales on the 
stock returns of firms selling part of their assets, makes Latin America a good setting to study 
this issue. This suggests the testing of the following set of two hypotheses in this paper:

Hypothesis 1A: Companies that sell assets in Latin America earn positive cumulated 
abnormal returns.

Hypothesis 1B: There exists a positive cumulated abnormal return between the difference 
in the cumulated abnormal returns of firms selling assets and in the cumulated abnormal 
returns of firms buying assets.

3. dATA

We construct a sample of asset sales events in Latin America by collecting data from the Dow 
Jones Factiva database for the period 2000-2006. Dow Jones Factiva provides access to more 
than 28,000 sources (such as newspapers, magazines, journals, photos, television and radio 
transcripts, etc.) from 157 countries in 23 languages. We identify, for each announcement, 
the name of the selling company, the name of the buying company, the date of the event’s 
announcement, the country of residence of the companies involved in the transaction, the 
asset being negotiated, the purchase method, and the reason for the sale, if any is provided. 
Unfortunately, information from this database allowed us to discriminate among the different 
types of asset sales only in a few cases. Furthermore, we were not able to relate the sale of 
assets to the core business of the firm. This is because it was very difficult to find the industry 
to which each firm belonged, as firms are generally not required to provide this information 
in Latin America.

The initial sample consists of 107 events in Argentina, Brazil, Colombia, Chile, Ecuador, 
Spain, the United States, Mexico, Panama, Peru, Puerto Rico, the Dominican Republic, Trinidad 
& Tobago, and Venezuela. Table 1, Panel A shows the frequency and the percentage of asset 
sales per year. Years 2001 and 2003 have the highest incidence of asset sales events. Table 1 
Panel B shows the number of events and their proportion per country. The table shows that 
Argentina and Brazil recorded the highest number of events for the period under analysis.

Table 2 gives the number of events where the names of the two companies involved 
in the transaction were revealed or known on the day of the announcement, and the number 
of events where only the name of the selling company was revealed. The latter case can be 
associated to the announcement of the intention of the selling firm to sell an asset in order to 
find a potential buyer. In 65% of the events analyzed, both the seller and the buyer of the asset 
were revealed, and in 35% of the events, only the name of the seller was revealed.
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Table 1
Panel a: number of asset sales events per year (2000-2006).

Year Frequency Percentage
2000 18 16.82
2001 21 19.63
2002 10 9.35
2003 22 20.56
2004 9 8.41
2005 16 14.95
2006 11 10.28

ToTAL 107 100

source: Dow Jones Factiva and own calculations.

Panel B: country of origin of the assets sold (2000-2006).
Country of the event Frequency Percentage

Brazil 24 22.43
Argentina 22 20.56
Chile 15 14.02
Mexico 14 13.08
Regional 11 10.28
Ecuador 6 5.61
Spain 3 2.80
United States 2 1.87
Dominican Republic 2 1.87
Colombia 2 1.87
Panama 1 0.93
Peru 1 0.93
Puerto Rico 1 0.93
Trinidad & Tobago 1 0.93
Venezuela 1 0.93
Non-identified 1 0.93
ToTAL 107 100

source: Dow Jones Factiva and own calculations.

Table 3 shows the events grouped as follows: The first column shows events that include 
two Latin American companies based in the same country. The second column shows the number 
of events that involve two companies from different countries and where one of them is from 
Latin America. The third column shows the number of events with two participating companies 
from different countries and where both are from Latin America. The fourth column shows 
the number of events that involve two companies from different countries and where neither 
of the two belongs to Latin America. Finally, the last column presents the number of events 
when two companies are from the same country and neither of them is from Latin America. 
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Table 2
number of events where the names of both parties are revealed or where only 

the name of the seller is revealed.

Year names of both parties 
were revealed

only the name of the seller 
was revealed Total

2000 16 2 18
2001 12 9 21
2002 6 4 10
2003 15 7 22
2004 5 4 9
2005 10 6 16
2006 6 5 11

ToTAL 70 37 107
65% 35% 100%

source: Dow Jones Factiva and own calculations.

Latin American companies participate in almost 50 percent of asset sales events in 
Latin America, where 11 percent correspond to two Latin American companies from the same 
country, 32 percent to cross-border events where one Latin American company is involved, and 
7 percent to cross-border events where both participating companies are from Latin American. 
Furthermore, Table 4 shows that Latin American companies participate in 43% of the events 
where only the name of the buyer is revealed.

Table 3
number of local asset sales versus cross-border asset sales.

Year

Between 
companies from 

the same 
Latin 

American 
country

Cross-border: 
1 Latin 

American 
company 
involved

Cross-border: 2 
Latin 

American 
companies 
involved

Cross-border: 
no Latin 
American 
company 
involved

Between 
companies from 

the same 
country (no Latin 

American 
company involved)

Total

2000 3 3 0 5 5 16
2001 0 4 4 2 2 12
2002 1 2 0 2 1 6
2003 3 5 1 4 2 15
2004 0 3 0 1 1 5
2005 1 2 0 4 3 10
2006 0 3 0 2 1 6
Total 8 22 5 20 15 70

11% 32% 7% 29% 21%  100%
source: Dow Jones Factiva and own calculations.
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Table 4
distribution of the events where the name of the asset seller is revealed.

Year Latin American
company

non-Latin American 
company Total

2000 2 0 2
2001 4 5 9
2002 2 2 4
2003 3 4 7
2004 2 2 4
2005 3 3 6
2006 0 5 5
Total 16 21 37

 43% 57% 100%
source: Dow Jones Factiva and own calculations.

Finally, Table 5 illustrates the distribution of the events based on the three main reasons 
for asset sales according to Schlingemann, Stulz and Walklin (2002): (i) the transfer of assets 
to those companies that can operate them with greater efficiency – theory of efficiency; (ii) the 
reduction of the degree of diversification so that the company is more efficient – the theory of 
focus or specialization; and (iii) the reduction of debt burdens – the theory of financing. The 
table shows that – in the events where it was possible to identify the reasons for the sale of 
assets (based on information published in Dow Jones Factiva) - 28 percent of the asset sales 
events are intended to reduce indebtedness, 23 percent to reduce corporate diversification, and 
12 percent to improve the efficiency of the assets involved.

Table 5
distribution of the events based on the three main reasons 

proposed for the asset sales.
Year Efficiency Focus Financial Non-Identified
2000 3 7 3 5
2001 3 4 9 5
2002 2 2 4 2
2003 3 3 9 7
2004 1 2 2 4
2005 0 4 2 10
2006 1 3 1 6
Total 13 25 30 39

 12% 23% 28% 36%
source: Dow Jones Factiva and own calculations.
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4. vARIABLe deFInITIon

We study two types of uncertainty that may affect the decision by firms to sell part of their assets: 
those that are economic in nature and those that are related to the business environment. In order 
to measure the economic factors associated with uncertainty, we collected macroeconomic data 
for all countries involved in asset sales events, not only for the country of incorporation of the 
buying company but also for the country of incorporation of the selling-company. To measure 
the factors related to the business environment, we collect data from the Heritage Foundation, 
specifically from the Index of Economic Freedom, which measures all freedoms and rights 
of production, distribution and consumption of goods and services, under legal, financial, 
economic, political and social terms. Besides, we created a series of variables related to the 
participating companies and to the sectors where they carry out their activities. 

The methodology of our event study was as follows:4

1) Using the daily stock returns of each company involved, we estimated the Market Model 
using the S&P 500 Index. We obtained this 4-year information from Reuters.

2) We proceeded to compute daily abnormal returns for different windows of time as the 
difference between actual returns and expected returns (according to the Market Model 
estimated in step 1) on a given day.

3) We computed cumulated abnormal return (CARs) as the sum of abnormal returns for a 
certain period of days. For example, the CAR (-5, +5) is the sum of abnormal returns 
starting 5 days before the day of the announcement of a sales of assets by a firm in Latin 
America and 5 days after the day of the announcement. Besides the window (-1, 0), where 
0 corresponds to the announcement date, we also incorporated in our analysis the windows 
(-5, +5) and (-10, +10) because markets in Latin America are less efficient compared to 
developed markets, and also to the able to consider the possibility of the market knowing 
the event before the company officially announced the news of the event (see Campbell, 
1995).

4) We estimated the statistical significance of the CARs using 10%, 5% and 1% significance 
levels. 

In order to measure the level of economic uncertainty of the countries where the involved 
companies base their operations, we use a number of economic variables that were obtained 
from the World Bank for the period 2000-2006. We consider the following variables for each 
country under analysis: annual average variation of the real GDP, annual average variation of 
the Consumer Price Index, and the average lending interest rate. 

Institutional environment is proxied annually by the Index of Economic Freedom which 
considers 10 individual economic freedoms for the development of personal and individual 
prosperity, according to the Heritage Foundation. While some of the 10 economic freedoms 
measure a country’s economic opening to investment and commercial exchange; others measure 

4  For a review of event study methodologies see Campbell, Lo and MacKinlay, 1997.
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the individual freedom to use the fruits of labor and finances without restrictions. Each one of 
these 10 freedoms is valued at a scale of 0 to 100, where 100 refers to an economy under an 
atmosphere of total economic freedom. According to the Heritage Foundation, the 10 economic 
freedoms that comprise the index are defined as follows: (1) Business freedom: This is the ability 
to create, operate and close a company quickly and easily. Hard rules and redundant regulators 
are the most harmful barriers to freedom of business. (2) Trade freedom: This is a measurement 
consisting of the absence of tariff and non-tariff barriers that affect imports and exports of goods 
and services. (3) Fiscal freedom: This is a measurement of the burden of government from the 
revenue side. It includes both the tax burden in terms of top tax rate on income and the total 
tax revenue as a percentage of the Gross Domestic Product. (4) Government size: This refers 
to all government expenditures, including consumption and transfers. (5) Monetary freedom: 
This indicator combines a measurement of price stability with an evaluation of price control. 
Both inflation and price controls distort market activity. Price stability without microeconomic 
intervention is the ideal state for a free market. (6) Investment freedom: This is an evaluation of 
the degree of freedom in the flow of capital (above all, foreign). (7) Financial freedom: This is a 
measurement of banking security as well as independence from government control, according 
to the Heritage Foundation. State ownership of banks and other financial institutions, such as 
insurers and capital markets is an inefficient burden, and political favoritism has no place in a 
free capital market. (8) Property rights: This is an evaluation of the capacity of an individual 
to accumulate private property, secured by clear laws that are fully enforced by the state. 
(9) Corruption: This is based on quantitative data that evaluates corruption perception in the 
business environment, including the levels of governmental, legal, judicial and administrative 
corruption. (10) Labor freedom: This is a measurement consisting of the capacity of the workers 
and businesses to act reciprocally without restrictions from the State.5

Finally, we collected information on variables directly related to the companies involved 
in asset sale events from Standard & Poor’s Compustat. Specifically, we are interested in 
company-specific variables in order to control for the level of diversification and financial 
leverage, operating and financial performance, and size of the companies involved. 

5. ReSuLTS And AnALYSIS

Table 6 shows the mean and the median (in parenthesis) of the variables associated to both 
the buying and selling companies exchanging assets in Latin America. In addition, we 
present the number of valid observations associated to each sample. The last column shows 
t-statistics to check if the variables related to the buying company or its country of incorporation 
are statistically different from the variables related to the selling company or its country of 
incorporation. The first statistical test is a t-statistics (parametric test), while the second is the 

5 Interested readers can review the exact methodology followed to construct each of the components 
of the Index of Economic Freedom in the following web page: www.heritage.org/index/PdF/2009/
index2009_methodology.pdf
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Wilcoxon test (non-parametric test). The first three rows of the results show the average and 
the median of the cumulative abnormal returns. Then, we show the mean and median related to 
three macroeconomic variables that proxy for economic uncertainty, and the Index of Economic 
Freedom that serves the proxy for the countries’ institutional environment. The overall Index 
of Economic Freedom is the average of the 10 sub-indexes that were already described in the 
previous section. Lastly, we present certain variables associated with the typical characteristics 
of the companies involved in asset sales events.

First, we can observe that the reaction of stock prices is more consistent with the 
behavior observed in mergers and acquisitions events, not only in developed countries, but also 
in emerging markets, than those observed in the assets sale literature (see Grinblatt & Titman, 
2002). On average, companies that sell assets or business units in the region have a positive 
abnormal stock return on the day of the announcement, while the buying company has either 
a close to zero or a slightly negative reaction. This result is similar for the three constructed 
windows (-1, 0), (-5, +5) and (-10, +10). From Table 6, we deduct that CARs for the selling 
firms in Latin America are higher than those obtained by Gadad and Thomas (2005). This 
result is robust to the definition of the window. However, these results were not statistically 
significant and, therefore, we can neither accept nor reject hypothesis 1A.

Analyzing the t-statistics in the last column, we can see that the market reacts differently 
in the case of the buyer than in the case of the seller. The difference in the market behavior for 
the window (-1, 0) is statistically significant at the 5% level. Therefore, we accept hypothesis 
1B for the window (-1, 0). This result, however, does not hold when we use the other two 
windows (-5, +5) and (-10, +10), although the cumulated returns were still negative in the 
cases of these two other windows, this is, stocks of firms selling assets experienced an average 
higher cumulated return than stocks of firms buying the assets. Therefore, while we can accept 
hypothesis 1B for the window (-1, 0), we can neither accept nor reject hypothesis 1B for the 
other two windows. 

When we analyze the environment variables, and considering the median of each variable, 
it seems that buying companies confront an environment with higher growth opportunities, lower 
inflation rates, higher financing costs and a worse Index of Economic Freedom. Nonetheless, among 
all these indicators, the only difference that is statistically significant at a 5% level of confidence is 
that of the Index of Economic Freedom. We, therefore, can conclude from Table 6 that the countries 
of the companies that buy assets in Latin America have, on average, an institutional environment 
that is statistically inferior to that of the countries of the companies that sell assets in Latin America 
during the period under analysis (56% of the selling companies are not Latin American). This 
result from the univariate analysis also shows that the institutional environment seems to be more 
important than the economic environment in the determination of the market reaction with respect 
to stock prices of the companies involved.

Regarding the specific variables associated with the participating companies, buying 
companies stand out as they have larger operating margins, higher returns on assets before 
taxes and more interest coverage than the companies that sell assets. These three differences are 
statistically significant at a 5% level. This result is consistent with previous evidence associated 
with asset sales as being events motivated to reduce debt in order to improve interest coverage. 
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It is also worth mentioning that in Table 6, the median debt-to-equity ratio is 2.4958 for the selling 
company and 1.7596 for the buying company. Yet, this difference is not statistically significant.

Table 6
descriptive statistics and sample-means differences associated with the companies 

that participate in events of sales and purchases of assets in latin america.

variable n Selling company 
Mean (median) n

Buying
 company 

Mean (median)

T-statistics (selling 
minus buying) 

Parametric test and 
Wilcoxon test)

CAR(-1,0) 76 .0131
(-.0019) 41 .0085

(.0045)
-2.192**
-2.229**

CAR(-5,+5) 76 .01937
(.01065) 41 -.0128

(-.0191)
-.366
-.596

CAR(-10,+10) 76 .0350
(.0154) 41 -.01182

(-.02053)
n/a

-.847
economic and environment variables

GDP variation (%) 98 3.2145
(3.6183) 58 2.7988 

(3.6922)
-.715
-.523

Inflation (%) 98 3.3499
(2.6772) 58 0.6500 

(1.0000)
-.417
-.423

Lending interest rate 97 7.8732
(6.1891) 58 16.0118

(7.9942)
-1.299
-1.598

Index of Economic Freedom 98 74.3326
(76.4237) 58 70.7774

(72.6599)
-2.215**
-2.091**

Company specific variables

Log of assets 74 4.1334
(4.2468) 46 3.9807

(4.0519)
-.283
-.497

Log of sales 74 3.7860
(3.8254) 46 3.6274

(3.6997)
-.229
-.071

Number of geographic zones where 
operations are carried out 77 3.47

(2.00) 40 4.52
(4.00)

-.652
-.529

Number of business units 78 2.33
(2.00) 44 2.05

(1.00)
.62

-1.028

Operating margin 74 0.2588
(0.2702) 46 0.2475

(0.3247)
-2.65**
-2.15**

Rotation of assets 74 0.6104
(0.4167) 46 0.8299

(0.4688)
-.787
-.024

Returns on assets before tax 74 0.1065
(0.1020) 46 0.1309

(0.1384)
-2.523**
-2.296**

Returns on assets after tax 74 8.0873
(0.0894) 46 0.1110

(0.1163)
-1.727
-1.538

Debt to equity ratio 74 3.8292
(2.4958) 45 2.6995

(1.7596)
1.286
-.923

Interest coverage 72 5.0772
(2.9000) 41 6.0338

(4.1928)
-2.258**
-2.045**

note: *, **, ***: Statistically significant at 10%, 5%, and 1%, respectively.
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Lastly, it is important to notice that we found some evidence – although not statistically 
significant - that is consistent with the specialization hypothesis: selling companies have an 
average of 2.33 business units (median = 2), while buying companies have an average of 2.05 
business units (median = 1).

Table 7 shows the correlation coefficient of cumulative abnormal returns for selling 
companies with selected variables. Each cell shows first the Pearson’s correlation coefficient 
and, below, the corresponding p-values and the number of observations. From the table, we can 
observe that there exists a statistically significant negative correlation between the CARs and 
the size of the company, measured by sales levels.6 This means that a more positive reaction 
is expected for the smaller companies than for the larger ones. In the same manner, there is a 
positive correlation between the CAR (-0, 1) and the inflation rate, meaning that the market 
reacts positively when a company sells an asset in a high inflation environment. This evidence 
is consistent with the idea proposed by Yang (2008) and presented earlier. Finally, certain 
specific variables of the buying company affect the CAR of the selling company: the market 
reacts positively if the buying company has high turnovers. This result is statistically significant 
for the windows (-5, +5) and (-10, +10). Likewise, the CAR for the selling company is higher 
when the debt to equity ratio for the buying company is higher. This result was only found to be 
statistically significant for the window (-1, 0), therefore, caution should be taken when interpreting 
the results, given that it is not robust to the use of different window specifications.

Table 7
Pearson’s Correlation Coefficient.

CARs
selling company

Log 
of sales Inflation Lending 

rate
Rotation of assets of 

buying company
debt-to-equity ratio

buying company
CAR(-1,0) -.112

(.405; 57)
.510**

(.031; 18)
.602***

(.008; 18)
-.371

(.143; 17)
.556**

(.02; 17)
CAR(-5,+5) -.304**

(.022; 57)
.130

(.606; 18)
.111

(.661; 18)
.536**

(.027; 17)
.084

(.747; 17)
CAR(-10,+10) -.429***

(.001; 57)
-.093

(.714; 18)
-.037

(.883; 18)
.604***
(.01; 17)

-.047
(.859; 17)

note: *, **, ***: Statistically significant at 10%, 5%, and 1%, respectively.

Finally, we proceed to determine the effect of economic, institutional and company-
specific variables on the cumulated abnormal stock returns of firms that sell assets in Latin 
America. Table 8 shows Ordinary Least Square (OLS) regressions where the dependent variable 
is the CAR for the selling company for each of the windows. Similar regressions have been 
undertaken recently by Gadad and Thomas (2005), and by Cao, Owen and Yawson (2006) for 
the case of U.K. firms. There is statistically significant evidence only for the window (-5, +5): the 
inflation effect is consistent with what was explained in Table 7: market reaction is positive 
if the country, where the selling company operates, confronts a high degree of inflation. This 
result is significant at the 10% level.

6 The same relation, statistically significant, is obtained with the logarithmic variable of the asset.
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Table 8
the ols regression of cumulative abnormal returns for a 

company that sells assets on selected variables.
CAR(-1,0) CAR(-5,+5) CAR(-10,+10)

Constant -.083
(.851)

2.513*
(.059)

3.521
(.139)

Inflation .024
(.341)

.065*
(.094)

.090
(.218)

Lending interest rate .0001
(.870)

-.011
(.126)

-.017
(.262)

Index of Economic Freedom 
for country of selling 
company

.001
(.774)

-.007
(.183)

-.009
(.425)

Index of Economic Freedom 
for country of buying 
company

.0001
(.858)

-.019**
(.045)

-.026
(.108)

Log of assets of the selling 
company

.003
(.837)

-.089*
(.059)

-.163
(.107)

Debt to equity ratio of selling 
company

.003
(.887)

-.078*
(.092)

-.082
(.277)

Number of business units of 
selling company

.001
(.938)

.037*
(.091)

.045
(.242)

note: *, **, ***: Statistically significant at 10%, 5%, and 1%, respectively.

The institutional environment measured by the Index of Economic Freedom also plays 
an important role: the higher the value of this index in the country where the buyer resides, 
the lower the CARs of the selling company. Although initially counter-intuitive, the result is 
consistent with the fact that buying companies based in countries that enjoy business-friendly 
policies typical of high-quality institutional environments can extract better terms from the 
selling company due to their relatively higher bargaining position (Garay & Pablo, 2009). On 
the other hand, the result could also be consistent with the fact that investments in environments 
where institutional uncertainty is higher should be rewarded, on average, with a greater than 
expected discount related to the price considered to be fair by the selling company, as the 
buying company faces greater risks. This result is statistically significant at a 5% level of 
confidence.

6. ConCLuSIonS

This study has analyzed the behavior of stock market price reactions following the 
announcements of asset sales by firms in Latin America, a region where previous research has 
already documented a high level of uncertainty as well as the high intra-country variation in 
uncertainty, thus offering us an ideal setting to test the hypothesis that economic and political/
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institutional variables may differ between companies that are selling assets and companies 
that are buying assets.

The results show that, on average, companies that sell assets or business units in the 
region earn positive cumulative abnormal returns during the announcement ranging from 1.31 
percent for the CAR (-1, 0); to 3.50 percent for the CAR (-10, +10). Although these findings 
are consistent with the results obtained by Gadad and Thomas (2005) in the United Kingdom 
(ranging from 0.81 percent and 1.04 percent), the stock market price reaction in Latin America 
is higher on average for the selling firm. Although not directly tested, this result is consistent 
with the idea identified by Yang (2008) about a positive price reaction when there is a change 
in the productivity for the selling firm. We conjecture that frequent changes in the economic 
and the institutional environment causes frequent changes in the level of firm productivity. 
The buying company, however, has a slightly negative reaction, a finding that is similar to the 
results in the M&A literature in developed countries.

Regarding the variables associated with institutional environment, it is worth pointing 
out that, on average, the selling company differs from the buying company in that they tend 
to enjoy a slightly better institutional environment. OLS regression results of CARs on the 
proxy of institutional environment shows that there exists an inverse relationship between 
the quality of the institutional environment of the buying company and the CARs associated 
with the selling company. This is consistent with the idea that the levels of business freedom 
in countries where both selling and buying companies operate, determine to a certain measure 
the market reaction during the announcement date.

The economic variables also affect the market reaction for the selling companies during 
the period studied. Nonetheless, univariate and multivariate analysis seem to indicate that their 
effect is less important than the influence of the institutional environment in determining the 
market reaction of the stock prices of the companies involved in events of asset sales. With 
respect to company-specific variables, we can conclude, based on the evidence found, that 
selling companies have lower operating margins and before-tax return on assets than those 
associated to buying companies. Also, selling companies have lower interest coverage ratios 
than buying companies. This is consistent with the evidence associated with the sale of assets 
to reduce debt and avoid financial distress.
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