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		We develop a "passive learning" model of firm entry by spin-off: firm employees leave their employer and create a new firm when (a) they learn they are good entrepreneurs (type I spin-offs) or (b) they learn their employer's prospects are bad (type II spin-offs). Our theory predicts a high correlation between spin-offs and parent exit, especially when the parent is a low productivity firm. This correlation may correspond to two types of causality: spin-off causes firm exit (type I spin-offs) and firm exit causes spin-off (type II spin-offs). We test and confirm this and other model predictions on a unique data set of the U.S. automobile industry. Finally, we discuss policy implications regarding "covenant not to compete" laws. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Passive learning, entry and exit

	
	

	
    

    
	

	
	
		JEL Classification: J6, L0

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Cabral,  Luis M. B. and Wang,  Zhu, Spin-offs: Theory and Evidence from the Early U.S. Automobile Industry (December 22, 2008). Federal Reserve Bank of Kansas City Working Paper No. 08-15,  Available at SSRN: https://ssrn.com/abstract=1335345 or http://dx.doi.org/10.2139/ssrn.1335345 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Luis M. B. Cabral

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: New York University (NYU) - Leonard N. Stern School of Business - Department of Economics]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				New York University (NYU) - Leonard N. Stern School of Business - Department of Economics  ( email )

			

			
			
				
				
				
					269 Mercer Street
New York, NY  10003
United States
212-998-0858 (Phone)
212-998-4218 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.stern.nyu.edu/~lcabral
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Zhu  Wang (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Federal Reserve Banks - Federal Reserve Bank of Richmond  ( email )

			

			
			
				
				
				
					P.O. Box 27622
Richmond, VA  23261
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      237

			

		
		
		
			Abstract Views

			    1,769

		

		
		 
		
			Rank

			  235,650

		

		
	


	
		
            
            	        2 Citations
		

	

	
		
			
				       14 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Corporate Finance: Governance, Corporate Control & Organization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Governance, Corporate Control & Organization eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,252

                                    

                                    
                                        PAPERS

                                           34,097

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Corporate Governance & Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance & Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,470

                                    

                                    
                                        PAPERS

                                           15,735

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Entrepreneurship & Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Entrepreneurship & Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,253

                                    

                                    
                                        PAPERS

                                            7,167

                                    

                                

                                
                            

                        

                    

                
	
                    IO: Theory eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Theory eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              907

                                    

                                    
                                        PAPERS

                                           14,587

                                    

                                

                                
                            

                        

                    

                
	
                    Federal Reserve Bank of Kansas City Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Federal Reserve Bank of Kansas City Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               10

                                    

                                    
                                        PAPERS

                                              299

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        What Causes Industry Agglomeration? Evidence from Coagglomeration Patterns

                        
                            By
                                
                                
                                    
                                    Glenn Ellison, 
                                    
                                
                                    
                                    Edward L. Glaeser, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        What Causes Industry Agglomeration? Evidence from Coagglomeration Patterns

                        
                            By
                                
                                
                                    
                                    Glenn Ellison, 
                                    
                                
                                    
                                    Edward L. Glaeser, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Local Industrial Conditions and Entrepreneurship: How Much of the Spatial Distribution Can We Explain?

                        
                            By
                                
                                
                                    
                                    Edward L. Glaeser
                                     and 
                                
                                    
                                    William Kerr
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Local Industrial Conditions and Entrepreneurship: How Much of the Spatial Distribution Can We Explain?

                            
                                By
                                    
                                    
                                        
                                        Edward L. Glaeser
                                         and 
                                    
                                        
                                        William Kerr
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Financing Constraints and Entrepreneurship

                            
                                By
                                    
                                    
                                        
                                        William Kerr
                                         and 
                                    
                                        
                                        Ramana Nanda
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Clusters of Entrepreneurship and Innovation

                            
                                By
                                    
                                    
                                        
                                        Aaron Chatterji, 
                                        
                                    
                                        
                                        Edward L. Glaeser, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Entrepreneurship and the City

                            
                                By
                                    
                                    
                                        
                                        Edward L. Glaeser
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Entrepreneurship and the City

                            
                                By
                                    
                                    
                                        
                                        Edward L. Glaeser
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Clusters of Entrepreneurship

                            
                                By
                                    
                                    
                                        
                                        Edward L. Glaeser, 
                                        
                                    
                                        
                                        William Kerr, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.079 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
