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Hewlett-Packard Split Comes as More Investors Say Big Isn’t Better
H-P Plans Breakup as Corporations Spin Off Businesses and Break Up at a Near-Record Pace
David BenoitTheo FrancisJames R. Hagerty









              Hewlett-Packard CEO Meg Whitman said Monday the two companies will be on very different courses. Shown, an ad for H-P in a Best Buy store.
               Getty Images









Corporate giants are spinning off business lines and breaking themselves up at a near-record pace, as size increasingly looks like a negative to investors concerned about fierce global competition and slower growth.
 Big had long been a synonym for better in corporate America—for CEOs expanding their companies and for investors looking for insulation from sudden changes in markets. But these days the sun isn’t shining on empire builders. Investors are pressing companies to part ways with slower-growing businesses and focus their efforts on more-promising operations.
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      , which helped invent the computer business, is moving away from PCs. 
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       is under pressure to separate its soft drinks and snacks divisions. Even the quintessential conglomerate 
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       is facing a renewed argument from a prominent Wall Street analyst that it makes no sense to be selling CT scanners and medical diagnostics along with power plants, aircraft engines and locomotives.
 Conglomerates have been built and dismantled before. But the new push is unusually forceful, driven by activist hedge funds that have amassed $111 billion in money to invest, according to industry tracker HFR, a war chest that lets them take on bigger and bigger targets.
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Against that backdrop, corporations around the world have sold or spun off $1.6 trillion worth of subsidiaries and business lines so far this year, just behind 2007’s record-setting pace, according to data provider Dealogic. Some companies are moving in the opposite direction, such as with 
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      ’s $49 billion deal to buy satellite broadcaster 
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       Still, the pressure has changed the tone of discussions in the boardroom, where directors and executives are taking a closer look at their portfolio of businesses.
 Activist investor Trian Fund Management LP, which has successfully pressed for the breakup of companies as diverse as Kraft, 
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       PLC, argues that companies now have to earn the privilege of being a conglomerate. Its point is that diversifying rarely pays off, an argument it is pushing at Pepsi and chemical giant 




  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  

    
        DuPont Co.
      
      

 Both of those companies are resisting the split-ups Trian wants, though DuPont has announced a plan to separate a unit that makes up about 20% of its revenue.
 Trian’s argument has some support in the data. Shares of North American conglomerates underperformed their more focused rivals by 11.4% on average from 2000 to 2010, according to a study from 
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       a finance professor at the University of North Carolina Kenan-Flagler Business School. Shares of companies that announced a spinoff outperformed peers by 6% in the three months around the announcement. Professor Shivdasani said Monday the data remained similar through the end of last year.
 H-P’s stock rose 4.7% on Monday after the company said it would split into two companies, one consisting of its personal-computer and printer businesses, the other selling computer servers, data-storage gear, software, consulting operations and other services for corporate-technology departments.
 Chief Executive 
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       said Monday that the two companies will be on very different courses. The new PC and printer business, HP Inc., will be milked for cash that will be earmarked for returns to stockholders. The other, Hewlett-Packard Enterprise, which Ms. Whitman will run, will focus on growth through a faster pace of investment in new products and through acquisitions, H-P executives said on a conference call with analysts.


















That sort of split is typical in corporate breakups. 
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       publisher of The Wall Street Journal, made similar decisions in separating their print-publishing businesses from faster-growing television or film businesses.
 It doesn’t always work as expected. When 




  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  

    
        ITT Corp.
      
      



  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
       divided itself into three separate companies in 2011, hopes were especially high for one of those spinoffs, 
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       which makes pumps, valves and water-treatment equipment. But revenue growth has been sluggish since then, partly due to weakness in Europe and slow sales to public utilities. 
 Since the spinoff, Xylem’s shares have risen about 36%, while the S&P 500 has climbed 53%. Revenue, which was about flat in 2012 and 2013, will grow by as much as 3.7% this year, Xylem has projected. The company also has said it would benefit long-term from global population growth, water scarcity and environmental concerns.
 Meanwhile shares in ITT, which supplies brake pads for cars along with pumps used in oil, gas and chemical production, have more than doubled since the split. “We’re a lot closer to these businesses than we were previously,” said Chief Financial Officer 
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       explaining the benefits of the split. “If we see things not going a certain way, wecan move in and take action a lot sooner.”
 A classic split-up story involved 
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       In an effort to diversify, the tobacco company acquired 
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       in 1988. But the company, now called 
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       Group Inc., spun Kraft fully off to shareholders in 2007 and a year later spun off its international operations as Philip Morris International. In 2012, Kraft separated from its faster-growing global snacks operations, 




  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  

    
        Mondelez International Inc.
      
      

 Today, Altria and its progeny have a combined market capitalization of $315 billion, up 71% from 2007, before the Kraft spinoff. By contrast, the S&P 500 has gained 38.5% during that period.
 One big company that has long defied the trend toward more focus is 
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       The St. Paul, Minn.-based company produces adhesives, abrasives, coatings and films used in thousands of industrial and consumer applications. Its vast array of products includes Scotch tape, films used to brighten computer screens, adhesives used in making cars, and electronic book-tracking systems for libraries.
 The question of breaking up 3M hardly ever comes up in discussions with investors, partly because 3M has been a very consistent generator of profits, said 
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       managing partner of Vertical Research Partners in Stamford, Conn. The company has increased its dividend in each of the past 56 years. 3M shares are trading at about 17 times estimated earnings for 2015, compared with 15 times for General Electric and 
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      , Mr. Sprague said. “It’s hard to make an argument that you need to do any kind of radical surgery,” he said.
 General Electric also remains a defender of the model. Chief Executive 
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       says GE is able to spread the wealth of its research-and-development operations across disparate businesses—such as using similar technological advancements to improve efficiency in its jet engines, gas-power turbines and locomotives.
 Still, GE has responded to investor discontent and a long-dormant stock price by shedding elements of what Mr. Immelt has branded “noncore” businesses. In recent years, Mr. Immelt sold off NBCUniversal, cut a deal to exit the appliances business and oversaw an initial public offering of the company’s retail-finance operations at GE Capital.
 GE’s stock remains stuck near $25 a share, down 10% this year, and some on Wall Street want the company to go further. 
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       a research analyst at Barclays Capital, said earlier this month that investors increasingly want GE to shed its $18 billion health-care business, and that GE should at least evaluate the possibility of breaking itself up.
 On Monday, GE announced a new chief for its health-care business, and Mr. Immelt reiterated that it is a core part of the company.
 “The thesis of trying to optimize shareholder value by either splitting off or maintaining a co-mingled business is one that is debatable by company,” said 
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       a manufacturer of furniture, automobile components and other products such as drawn steel wire. “My concern is that if we were to split our businesses apart, it wouldn’t necessarily improve profitability. Contrarily, I think that it would increase the amount of overhead and cost of oversight.”
 Finance researchers say investors tend to put a “diversification penalty” on companies that try to do too much. Announcing a spinoff typically boosts to the parent company’s stock by about 3.3% better than market returns, according to an analysis of existing research compiled by Dartmouth finance professor 
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       of the Norwegian School of Economics in Bergen.
 Longer term, the results are less clear. Across 166 spinoffs since 1980 in which a parent company with revenues of $1 billion or more sold a unit to investors through an IPO, returns have roughly matched the market, says 
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       a University of Florida finance professor who tracks IPOs. Recent studies of other spinoffs arrive at similar conclusions.
 The trend is good for Wall Street. According to Dealogic, corporate breakups have produced a bonanza for investment banks—$9.4 billion in fees so far this year.
 —Bob Tita, Dana Mattioli and Ted Mann contributed to this article.
  Write to David Benoit at david.benoit@wsj.com, Theo Francis at theo.francis@wsj.com and James R. Hagerty at bob.hagerty@wsj.com 
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Hong Kong Pops the China Bubble
The protesters know that what’s hailed in the West as ‘the China dream’ is a hoax.
Bret Stephens









              Protesters outside the central government offices in Hong Kong, Oct. 7.
               Brent Lewin/Bloomberg News









Whatever comes next with the demonstrations in Hong Kong, they’ve already performed a historic service. To wit, they remind us of the silliness of the China infatuation so prevalent among pundits and intellectuals who don’t live in China.
 That’s the central lesson of “Occupy Central With Love and Peace”—a movement that, morally speaking, is to its Wall Street namesake roughly what 




  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  


          Václav Havel


  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
       was to 




  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  


          Abbie Hoffman.


  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
       The student-led protests, which have demanded that Beijing honor its promises to allow democratic elections for Hong Kong’s chief executive, represent the ideal future of modern China: principled and well-educated, pragmatic and worldly. And what this potential Chinese future has been saying emphatically for the past week is that it wants no part of China’s dismal present.
 That might come as news to the legion of China boosters who have been insisting for years that the 21st century belongs to the Middle Kingdom, and that the sooner we get used to it the better off we all will be. These are the people for whom a visit to Shanghai’s skyscraper-rich Pudong district, or a glance at official Chinese economic statistics, or a ride on one of China’s bullet trains, is enough to convince them that the West has had its day. 
 If only we could be “China for one day,” so that democratic partisanship didn’t stand in the way of enlightened governance— wouldn’t that solve everything? 
 Don’t tell that to the people of Hong Kong, who have learned the hard way that, except when pressured, Beijing honors no promises, countenances no dissent and contemplates no future in which the Communist Party’s grip on power can be loosened even slightly. Hong Kong became rich on the small government, laissez-faire, rule-of-law-not-men principles of its late colonial administrators. It has remained rich because, by comparison to mainland China, it remains relatively free and uncorrupt. Hong Kong is what China could be if it weren’t, well, China—if state intervention were minimal; if government weren’t a vehicle for self-enrichment; if people could worship, write, exercise and associate just as they please.
 That’s what’s been at stake in the past week of mass protests: The people of Hong Kong have come out in force because they know what China is. Yes, they value their territory’s political autonomy, its traditions and idiosyncrasies. Yet they would not be lying in the streets, enduring thunderstorms and tear gas, if Beijing were offering them a better deal—better governance, bigger markets, greater wealth, wider possibility. 
 It’s not. There’s a reason why the elite of the Chinese mainland are often looking for the exits. The daughter of Supreme Leader 
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       enrolled at Harvard under a pseudonym, as did the grandson of former leader 




  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  


            Jiang Zemin.


  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
       Other wealthy Chinese vie for jobs at U.S. investment banks, apartments on Manhattan’s 57th street, passports from Canada, green cards from the U.S. Chinese entrepreneurs account for three-quarters of the EB-5 U.S. visas—green cards for foreigners willing to put $1 million down.
 “While the [Communist] party touts the economic success of the ‘Chinese model,’ many of its poster children are headed for the exits,” reported the Journal’s Jeremy Page in 2012. “They are in search of things money can’t buy in China: Cleaner air, safer food, better education for their children. Some also express concern about government corruption and the safety of their assets.” 
 These are the people for whom every conceivable door in China is already open. What about the nonelite? What about the people who don’t have a politically connected relative, or can’t afford to bribe a party official for a contract or a doctor for a medical procedure, or lack the funds to leave the country, or simply intend to pursue an honest calling in life, and do so honestly? 
 These are the people for whom the demonstrators in Hong Kong were also marching. “Don’t make us like the rest of China,” is an implicit theme of the movement. It comes from people who understand that what is hailed in the West as “the China dream” is a hoax. Dreaming is the essential freedom: There can be no true dreaming when the state regulates the sorts of dreams its people may have.
 Where the real dream lies is in the minds of China’s cheerleaders in the West. These are people with the souls of technocrats. They look to Beijing now—as they did to Moscow in the 1960s—as a model of government in which wisdom comes from the top, national energies are put in the service of gigantic projects, and autocratic consensus replaces democratic fissiparousness. They seek life (and politics) without contradictions. Five or 10 years from now, when the China bubble has burst, they’ll be making a fetish of some other promising technocracy.
 Meanwhile, pay attention to the people of Hong Kong. They have reminded us again that China is a dream only to credulous columnists, and that the lamp of the West still shines brightly in Asia.
  Write to bstephens@wsj.com 







This article was downloaded by calibre from http://online.wsj.com/articles/bret-stephens-hong-kong-pops-the-china-bubble-1412636585
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