
Ad
ve

r

Strategic Management Journal / Volume 14, Issue S1 /  pp. 51-68

Article

Determinants of corporate restructuring: The relative importance of corporate

governance, takeover threat, and free cash �ow

First published: Summer 1993

https://doi.org/10.1002/smj.4250140906

Abstract

References 

Alchian, A. A. and H. Demsetz (1972). ‘Production, information costs, and economic organization’, American

Economic Review, 62, pp. 777–795.

Alderfer, C. P. (1986). ‘The invisible director on corporate boards’, Harvard Business Review, 64(6), pp. 38–50.

Amihud, Y. and B. Lev (1981). ‘Risk reduction as a managerial motive for conglomerate mergers’, Bell Journal

of Economics, 12, pp. 605–617.

Philip A. Gibbs

PDF

This study seeks to estimate the relative importance of free cash �ow, corporate governance, and
takeover threat in determining �nancial and portfolio restructuring. The free cash �ow hypothesis
and agency theory prescriptions are used as the basis for developing a model of restructuring. A
simple analysis of variance method is used to decompose restructuring transactions and outcomes
into the three e�ects. The results support the hypothesis that �nancial and portfolio restructuring
are motivated, in part, by agency costs. Decomposition of variances indicates that restructuring is
equally explained by free cash �ow and interaction of governance and takeover threat with free
cash �ow.
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