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Abstract

This thesis addresses the topic of open market share remsth&sirope over
the period 1997 to 2006. This thesis strives to document and clarify the eriahag
motives as well as the market perception and respective reactpen market share
repurchases, in a cross country framework. Therefore this thesis delves into the
hypotheses that have been developed in the literature for interghedseissues. The
theories and hypotheses investigated in this thesis are mainlyntiwenation
asymmetry and signalling for undervaluation, the tax hypothesis, thdend,
substitution, the capital structure adjustment, and agency costs hygotimeter
varying regulatory and institutional frameworks.

Consistent with the U.S. evidence, share repurchases are popular itkthe U
but | find that the market does not have the same level of reationthe U.S. For
Germany and France, share repurchase activity has been a morehecemenon,
but not common. Nevertheless due to recent regulatory changes, this trend seems to be
changing in favour of share repurcbas

The empirical evidence in this thesis shows that market reattiothe
announcement of intention to repurchase shares in the open market varies
significantly among countries, and that the market becomes more aunedsto
subsequent announcements made by the same firms. Furthermore, | find that
ownership concentration, firm size, leverage, and in some cases pastpsba
performance, have a significant impact on the market reaction, lasasven the
managerial motives for announcing an open market share repurchase programme
Moreover, the evidence shows that not all the managerial motinedravers of the
market reaction have a uniform impact throughout the varying markettserRa is
only a number of firm characteristics that consistently influence kteéhood of an
open market share repurchase in all three countries. Furthermore, | find tisabrirm
average repurchase approximately three quarters of the shares targle¢etinag of
the announcement, suggesting that on average, firms repurchase atisliipstdion
but not the intended amount. In addition, | find that managers repurchasg ishare
order to provide price support. Finally, this thesis provides evidence tisathe
actual trades and their respective reporting, and not the repurchase announcement
itself that convey risk related information to the market. Therefaeeraporting of
the actual repurchase trades sends positive signals to the mdrikét,ane reflected

on the reduction of firms’ systematic risk.
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Chapter 1.
1. Introduction

In this chapter | discuss the open market shareindases as a payout method,
which has gained an increasing popularity over theent years. In addition, |
discuss the theoretical framework and the respeatontroversies that provide the
motivation for this thesis. Finally, the main empal findings that are derived from

this thesis and its contribution to the body of éxésting literature are discussed.



1.1. Introductory Notes

In recent years, share repurchases have been gaining an increasingtp@sula
a payout method for many corporations. For instab@gmar (2008)reports that the
use of share repurchases as a payout method in the U.S., shows a flychusating
nevertheless, upward trend, with a significant surge starting from 2004. Moréwever, t
author reports that the annual aggregate volume of share repurchases stngassed
respective volume of dividends on 2005, and that the margin of share agmsch
over cash dividends has widened significantly in 2006. This surge in sharehase
activity is supported bypeAngelo et al. (2008where they show that both gross and
net share repurchases surpassed the level of cash dividends after the then of
millennium. FurthermoreSkinner (2008khows that net repurchases in the U.S. have
exceeded the dividends paid in 1999, 2000, 2004, and 2005. In addition, he reports
that the level of aggregate repurchases has grown twice as mz@dicompared to
1998 to $233bn, which was significantly larger compared to the growth of dividends.

FurthermoreGrullon and Michaely (2004)eport in the U.S. that corporations
spent approximately 23% of their total annual earnings on share repurchases during
1984 to 2000. Moreover, in 1999 and 2000 they report that the amount spent on share
repurchases, for the first time in history, exceeded the amount that clom®sgient
on dividends. AdditionallyJagannathan et a{2000) report that the number of
repurchase announcements for the period 1985 to 1996 made by U.S. firms has
increased by 650%, from 115 to 755, while the respective value of the announcements
increased by 750% from $15.4mn to $113bn. While over the same period, cash
dividends, although larger than repurchases, have only doubled from $67.6bn to
$141.7bn.

On the other hand, in Continental Europe, share repurchases have not been as
common as in the U.S., mainly due to institutional and cultural rdiitees. For
instance in France, it was not until recently that the legakesy was reformed, thus
allowing corporations to repurchase their own shares. Under the”ﬂlllsgB law, the
open market share repurchases can be authorizediby’a sharcholders for up to
the limit of 10% of thefirm’s capital and can extend for a maximum period of 18
months. For each 24-month perigbares representing 10% of a firm’s capital can be
cancelled or be kept as Treasury stock, which is subject to shareholuanisation.

In the U.K., even though share repurchases were legal since 198ktahey to



become popular in recent years, due to the ambiguity of the tamématand to the
negativepotential signalling of a shortage of profitable investments.

An increasing number of corporations in Europe have recently announced their
intention to repurchase their shares. For instahesfer (2005)reports that the
repurchase announcements made by European corporations in 1997 amounted to
$47.2bn as opposed to $14.2bn in 1996. It should be noted that the majority of the
share repurchase announcements were made by British corporations, where they
amounted to approximately 80% of the total repurchéisasfer, 2005) In addition,
Oswald and Young (2004kport 268 open market share repurchase announcements
from January 1995 to December 2000. This is also support&hbyand Vermaelen
(2002) where they report that from January 1980 to June 1998, only 489 share
repurchase announcements were made by European companies and 60% of these
announcements were made by companies listed in the United KingdomisThis
mainly due to regulatory restrictions, which made share repurchases a foybiddi
payout mechanism for many Continental Europe countries. For instance, in @erman
prior to the legislation passed on May 1998, share repurchases were treated as
illegal, since they were perceived to be a prohibited repaymerdpitat But this
new legislation, which is based on the European Second Law Direcfieeed the
way for companies in Germany to repurchase their stockrance, companies were
allowed in 1998 to repurchase their stock and cancel them or keep thaeaaary
stock. This trend favouring share repurchases increases with the gisiatilens
coming into effect.

After the amendment of regulations that were already in place, corporations
operating in countries such as France and the United Kingdom wer® a&plgage in
practices, such as repurchasing their own shafeswani et al. (2007)report a
dramatic rise in the open market share repurchase activity in the(126 firms
announced their intention to repurchase their shares), for the period April 1999 to
December 2002, due to the abolition of advance corporation tax on April999.

This is because the abolishment of ACT lifted the tax burden on both rtigidend

share repurchases, which made these two forms of payout attractives Tis® i
supported byGinglinger and Hamon (200,Avhere they report for a three year period
(January 2000 to December 2002), 371 repurchasing firms in France, relative to the
51 repurchase announcements made in the period 1985 tqLE89&r, 2005)which

is before the change in legislation took place. In additi@imglinger and Hamon



(2007)report that approximately 40% of French firms repurchased their shares during
the sample period, which highlights the significance of the effedt dtferent
regulatory frameworks can have on share repurchases.

The purpose of this thesis is to shed ample light on the relativelyplored
area of open market share repurchases. For achieving this goal, | ideditrgrsified
sample of firm announcements of intention to repurchase shares in thenapest
that took place in the United Kingdom, France and Germany. The datzamade
collected, for the period 1997 to 2006. Hence, this heterogeneous, from an
institutional, cultural and regulatory point of view, sample of open maskare
repurchases, allows me to analyse the existing theories relashér® repurchases
and identify what are the managerial motives for announcing an open rahsgket
repurchase programme; what is the market reaction to such announcenhant;en
the determinants of the markets’ reaction to open market share repurchase
announcements; if firms truly repurchase the amount of shares targetedimaetie
the announcement; and finally, if there are any risk changes throughout itee ent
process of open market share repurchases, i.e. from the time prior to the
announcement, to the actual implementation, completion, and the pieiotha end

of the repurchase programme.

1.2. Theoretical Framework and Motivation

Share repurchases can take place in the following four forms: (1) the open
market, where shares are repurchased through a broker at the current maelaicri
usually in a long time horizon, (2) fixed-price tender offer, where a dffers its
shareholders to buy back a specific number of shares at a given priceabgioea
expiration date, (3) Dutch auction, where a price is not specified in advance, rather the
firm sets a range of prices within which it is willing to repurchaseshares, or (4)
Privately negotiated repurchases which is done via direct negotiith a major
shareholder.

From the corporation’s perspective, the benefit of a fixed-price tender offer and
a Dutch auction is that the firm can retire a large block of sharesdlatively short
period (usually a month), which can also be an efficient acquisition defence
mechanism. Moreover, firms that undertake fixed-price and Dutch auctame sh

repurchases, offer a large “premium” to the tendering shareholders, compared to the



firm’s share price prior to the share repurchase. For instance, Masulis (1980)and
Comment and Jarrell (1991)eport an excess return of 16% for fixed-price tender
offers, whereas for Dutch auctiohsuis and White (2007andGrullon and Michaely
report an excess return of 12.5%. Furthermore, privately negotiated transaations
take place at a premium, at the market price or at a dis¢Gualion and Ikenberry,
2000) These repurchases are taking place mainly to provide liquidity éstong that
want to exit rapidly or when a firm wants to repurchase shares from a pblediile
bidder. Nevertheless, the open market share repurchases are by far the mast popul
method of repurchasing shares due to their flexibility in both the price paideand
the timing of acquiring the targeted sha(éden and Michaely, 2003; Grullon and
Ikenberry, 200Q) Even though open market share repurchases are the most
economical way of repurchasing stock, quite often they are subject to ev@nd
price restrictions.

When companies announce their intention to repurchase their shares, stock
prices tend to increase. A number of studies, the majority of whichastigating the
U.S. market, have tried to provide an explanation for this phenomenon and dbcume
the reasons and motives for undertaking a share repurchase. The most widely accepted
explanations are the benefits from improved capital structure, signadf
undervaluation and/or improvement of future cash flows, the reduction of agency
costs, the capital gains tax benefits, and flexibility thatesmepurchases can offer
(Ikenberry et al., 1995; Vermaelen, 1981; Comment and Jarrell, 1991; Mitokell a
Stafford, 2000; Jensen, 1986; Barclay and Smith, 1988; Grullon and Michaely, 2002)

According to the signalling hypothesis, a good firm can separaté fitsed a
bad firm by giving a costly signal to the capital markets, sincédkeirm will not be
able to mimic this signal because it would be costly. Spedyfjctle signalling of
undervaluation hypothesis suggests that since managers are betteedhfanad have
a better understanding of the firm, they can identify if the current sharereflieets
the true value of their firm. Therefore, in order to signal the miggriof their firm,
managers announce a share repurchase programme in order to alert tetimark
their firm is trading at a low price.

Vermaelen (1981)argues that tender offers are costly signals, due to the
premium that a corporation pays to its shareholders for their tendered. sHages
author reports an average cumulative abnormal return (CAR) of approxirh&éély

on the day of the announcement for the case of tender offers, which reaches 17% for



the days following the announcemelnt.addition,Louis and White (2006)eport an
average abnormal return for fixed-price tender offers of 16.6% over the event window
[-3, +3] of the announcement and 10.9% for Dutch auctions but not statistically
significant. Furthermordylasulis (1980)nvestigates the impact of fixed price tender
offers in the U.S. and finds that the market reaction for the announcement window [0,
+1] is approximately 16%.

The motive for signalling is particularly important in the case of fipede
tender offers, where management offers shareholders a tendering price at
approximately 16% above the current share price for their sf@o@sment and Jarell
1991) These results are also aligned withyer and Vermaelen (200&ho report a
statistically significant abnormal retu for the two days surrounding the
announcement date [-1, +1], of 7.68% for the case of tender offers and 7.60% for the
case of Dutch auctions.

According toLouis and White (2006)fixed-price tender offers are more likely
to be used as a signal of positive information than Dutch auctions. By stomtra
Dutch auctions where management is basically retrieving information fram
market, thus revealing less information about their own views, the prepaidns
approximately 12.5%.This leads to the conclusion that the signalling thidwigh
auctions is weaker. Nevertheless, Dutch auctions seem to be prdferrechpanies
who want to repurchase large portions of their stock, in a short period of time and pay
a smaller premium. Hence, these empirical studies reinforce the emgtimat tender
offer and Dutch auction repurchases are considered by the market to bereddrke
signals, due to the incurred cost that accompanies them. Irai@stbe incurred cost
is the premium that the firm pays to its shareholders in order tivate them to
tender their shares in such a relatively short period of time.

Grullon and Ikenberry (2000)eport that the market reaction to the
announcements of open market repurchases is approximately 3.5%, whereas the
reaction to fixed-price tender offer repurchase announcements is about 15%. This
substantial difference on the positive reaction towards the fixed-prpectease
reflects the degree of credibility as a signal, since fixed-preqggirchases are
commitments for a corporation and are costly to undertake. Neverthéiess,
credibility does not come cheap for the corporation, since it has/ta peemium to
its shareholders in order to make them tender the targeted amount of stocks. Therefore

the market translatesich an announcement as a signal of the management’s belief



that the firm’s stock is undervalued. Moreover, if the open market repurchases were
indeed costly for a corporation to announce them, then it would be a more @mgpvinc
sign, thus enabling the market to have an even more positive reaztsuth an
announcement. Furthermogreoncerning the market’s underreaction to an open
market repurchase announcement, it can be argued that the marketicalsabout
themanagement’s claims and underlying signals(Grullon and Ikenberry, 2000)

In an early research studystewart (1976)examines the stock market
performance between repurchasing and non-repurchasing firms, and finds evidence
that repurchasing firms outperform non-repurchasing firms but only after several
years following the repurchases. It should be noted though, that theneinsber of
drawbacks inStewart (1976)Firstly, the author does not differentiate between the
types of share repurchasing. Secondly, the research paper focuses only on the
performance following the actual repurchases and not the announcement. Agd finall
the author does not adjust the realised returns for risk.

In a more recent research stuldlgnberry et al. (1995nvestigate a large sample
of open market share repurchases in the U.S. and report that repurchasing firms show
positive and significant compounded excess returns of approximately 12% in the four
year period following the announcement. Hence, suggesting that the malkeo fai
grasp and utilise the information in stock prices promptly. Moreoverreperted
findings suggest that the undervaluation theory is more applicablelue-stacks
(securities that have high botd-market ratios) where the cumulative abnormal
returns for value stocks over the four year period amount to approximately 45%,
whereas for growth stocks, they amount to approximately -4%.

These results are in line witlicNally and Smith (2007who investigate the
effects of the open market share repurchases in Canada and reportraabadranal
return of 3.31%. Nevertheled&enberry et al. (2000)nvestigate the effect of open
market repurchases in Canada and report a modest average abnormaifremlyn
0.93% for the days surrounding the announcement, during the month the repurchase
programme was announced. These results are fairly lower compared to thosedeport
in the U.S. studies of approximately 3.5%. Moreovernkanberry et al. (200Q)the
abnormal performance of repurchasing firms in Canada, is approximately 9% per year
for value stocks, while for growth stocksis roughly half of this amount, for a three
year holding period. This difference between value and growth stocks appears t

follow the same pattern as the one reportedkémberry et al. (1995where they



investigate the open market repurchasing effects in the U.S. markmbtential
explanation for this moderate reaction around the repurchase announcement on the
Canadian market is that the market seems to underestimartdatimeation contained

in share repurchase announceméiitsnberry et al., 2000)

So far, the average announcement price effect of an open market share
repurchase is approximately 3.5%, as reported in a number of U.S. studigsisBut t
does not seem to be the case for open market share repurchases in thenEuropea
markets. In the trifling literature investigating share repurchasesuiopE, Lasfer
(2005) andRau and Vermaelen (2008port an excess return during the three day
window [-1, +1] surrounding the open market share repurchase announcement, of
approximately 1.64% and 1.08% in the U.K respectively, and both for the timoéd pe
1985 to 1998. SimilarlyDswald and Young (2004gport a market reactioon the
announcement of an open market share repurchase in the U.K. of 1.24% during 1995
to 2005. Furthermorejinglinger and L’Her (2006) report an average excess return of
0.57% over the time window [0, +1] in France.

Previous studies also document a positive relationship between the amhount
shares targeted at the time of the open market share repurchase annoyramatne
the market reaction at the time of the announcerfikatberry et al., 1995; Grullon
and Michaely, 2002)In addition,lkenberry et al. (1995 Comment and Jarrell (1991)
and Vermaelen (1981Yyeport a similar in magnitude negative abnormal return of
approximately 3%, during the month prior to the announcement of intention to
repurchase. This suggests, that signalling of undervaluation canrbegrsbtive for
announcing a share repurchase. Therefore, this finding, in combinatiothevitact
that the larger the proportion of shares to be repurchased, the largeratket
reaction, suggests that managers use share repurchases in order to thgnalarket
their belief that their firm’s current share price is undervalued, and therefore a
bargain.

Nevertheless, there is a drawback with this argument. The announcemant of a
open market share repurchase does not constitute a costly signal, tlsince
repurchased shares are bought at the current market price and not atitemprem
Moreover, the announcement of a share repurchase programme is not a camhmitm
to the firm. Thus, when companies announce a repurchase programme they do not
always undertake them or complete them in fatephens and Weisbach (199
that firms announcing an open market share repurchase in the U.S., repaittase



a substantial fraction of the announced shares or almost none at all. lonaddéey
find that approximately 74% to 82% of the targeted shares are repurchaseatem a |
time after the announcement, and that it takes approximately tbaes fpr almost
half of the firms of their sample (57% of the sample) to repurchase thetetdrg
number of shares.

This illustrates the flexibility that open market share repurchases tuffe
management, b also the market’s uncertainty whether this programme will be
undertaken and in which time horizon. Therefore, this can lead to the arginaent
even a bad firm can mimic a good firm by announcing a repurchase programme
without intending to undertake such a programme, since there is no coemnfor
the firm to do so. Consequently, it can be argued that signalling of ahaltion to
the market via an open market share repurchase announcement cannoediele c
signal. On the other hand though, buying back overvalued shares is bestyse
the price is likely to drop at some point. In addition, a good firm cparaee itself
from a bad firm by sending a costless signal to the market, thus attracting the market’s
scrutiny. In contrast, a bad firm will not mimic this action sinogiit not want to be
discovered by the mark@éBhattacharya and Dittmar, 2003)

According to the traditional finance theory, because debt payments &rdeskc
from income and subsequently from the taxes paid by the firm, then the vdhee of
firm should increase with the substitution of debt for equity. Nevertheldssn debt
increases, then the risk of the firm also increases (due to the satn@abability of
incurring direct and/or indirect bankruptcy costs), which increases the costs associated
with debt. Therefore, there is a trade off between the tax benefitbtohe the costs
and risks associated with higher d@Rbss, 1977)Moreover,Ross (1977argues that
because higher debt is associated with higher risk, then it should leevpdrby the
market as credible signal of a more productive firm. In addition tcatiggment, as
sharerepurchases absorb equity and therefore increase the firm’s leverage ratio, the
firm may use a share repurchase to achieve its target debfBatjovell and Shoven,
1988; Hovakimian et al., 2001)Consequently, when a firm finances a share
repurchase programme by raising debt, then share repurchases can be coamsidered
being more credible signals.

However, when a firm repurchases its shares it has the optioneto the
repurchased shares as Treasury stock. This gives management tlieotlbiétter

managing the balance between debt and equity, providing more flexibilitynd



raising by reissuing stocks when necessary, better managing emglogkeoptions
(share schemes), disposing the shares when necessary, permittingstmenmt in a
company’s own shares, as well as being used as a hostile takeover deterrent. But
keeping Treasury stock can be a cause of concern for the market,tHaeptussible
market interference by the firm who repurchases and resells its own atatkhe
potential danger for share price manipulatiofherefore, when share repurchases are
used for increasing the firms’ Treasury stock, they may not be a strong signal to the
market.

In sum, firms that wish to signal their undervaluation are more likely
undertake a fixed-price share repurchase, since it is a commitment itontlaad it is
associated with a premium cost that needs to be payable to thegesigmreholders,
thus making them more credible signals to the market. Neverhdlged price
repurchases are not considered to be a common practice. The most prefdmoet met
for repurchasing stock is the open market share repurchase. This is maitdytlee
flexibility in the time frame that firms are required to undertake suphogramme
the price they need to pay, and the lack of commitment for completing ar eve
initiating the announced share repurchase progra(@mglon and Ikenberry, 2000)

As discussed earlier, managers can have superior information abiouirthe
and its true value. On the other hand though, professional and institutionabigves
can also have as much or even superior information than managers. Morever, i
not clear if managers have the ability to identify and exploit opportundfes
executing the actual share repurchases in a timely manner.

Previous studies could not investigate managers’ timing ability on executing the
actual repurchase trades due to difficulties in measuring the amourg attually
repurchased shares, as U.S. corporations are only required to disclose theafumber
their shares outstanding at the end of each quarter. In an attempt tonovelas
obstacle,Stephens and Weisbach (1998 the quarterly changes of a firm’s
common shares outstanding as an approximation for measuring the actually
repurchased share€ook et al.(2004) use voluntarily disclosed data and find that
firms repurchase their shares following drops in the share gdkieaberry et al.
(2000)investigate the actually repurchased shares in Canada, where firms are required

to disclose the number of the actually repurchased shares on a mowsikly Thee

! It should be noted that share repurchases do not dilutertsbare value of the firfFenn and
Liang, 2001; Mitchell and Dharmawan, 2007)
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authors find evidence that the changes in price have #isigi impact on the firms’
repurchase activity. This suggests that managers have timingy aoild trade
strategically. In contrastDittmar and Dittmar (2008¥ind no evidence of firms’
timing ability of buying their shares when they are undervalued sheefind no
evidence of undervaluation, captured by the matddteok ratio and share price
performance, as having an impact on actual share repurchases. Rather, thet find t
share repurchases are responses to cyclical business waves and excess cash holdings.
However, the aforementioned studies use quarterly {&taphens and
Weisbach, 1998pr monthly datglkenberry et al., 20QMittmar and Dittmar, 2008)
or employ voluntarily disclosed dat&€ook et al., 2004)FurthermoreOswald and
Young (2004)investigate the U.K. market, and find that when share prices fall
maragers tend to repurchase more shares. However, they investigate tbethmapa
the undervaluation hypothesis has on the actual share repurchase trades,cand not
the timing of execution of the share repurchase trades. Hence, it danmobear
whether managers repurchase shares due to market timing or price support.
Consequently, from the aforementioned studies, it is difficult to acquire as@reci
understanding of the number of shares actually repurchased and the timing of
execution of the actual repurchase trades.
In order to overcome this limitatioZhang (2005)and Ginglinger and Hamon
(2006) investigate the share price performance during the actual sharehaegmsgdn
Hong Kong and France respectiveBhang (2005¥inds evidence that managers are
repurchasing shares after the share price declines. In addition, the axdbdhét the
share price shows a positive and significant performance for the tvadayty
following the actual share repurchase trades, suggesting that matiagerthe
market and trade opportunistically. In contrasinglinger and Hamon (2006)nd
that managers repurchase shares during periods subsequent to falling priGad, but
no evidence of the share price improving afterwards. This suggests @ahagens
repurchase shares in order to provide price support. These findings lead to the
formulation of the market timing and price support hypotheses. According to the
market timing hypothesis a firm’s share price should be lower on repurchase days
compared to subsequent non-repurchase days, whereas the price support hypothesis
predicts thata firm’s share price should be lower on repurchase days than on prior

non-repurchase days.

11



The agency costs hypothesis, which is one of the prominent explanations why
firms are making a payout to shareholders, entails that it canedak assa self-
discipline mechanism imposed on managers. In a qualitative skmBterbrook
(1984)paved the way for the agency costs efeftash-flows hypothesis, by arguing
that dividends play a significant role in controlling equity agency prabl This
could be achieved by facilitating primary capital market momgpand imposing
controls on a firm’s activities and overall performance. Furthermore, the author
argued that by making higher payouts to shareholders, the likelihood torsetion
stock in primary capital markets will increase. Thus, the management’s power will be
reduced, by decreasing its resources under control and will make ilikebyeo be
better monitored by the capital markets. Howe#srsterbrook (1984)n his theory
does not take share repurchases into consideration as a payout methaldilifitoi
the fact that share repurcleasvere not popular in the early 1980s. In line with
Easterbrook’s (1984) theory, Jensen (1986argues that payouts can be used as a
mechanism of self-imposed discipline on manageessuggests that equity holders
can minimise the cash that management controls, thus reducing the appddu
managers to undertake uncontrolled large spendings and/or invest iivaé¢ay
projects that could hurt the existing shareholders. One way to preverngenaa to
engage into such actions is to increase the payout to shareholdergditiag any
excess cash.

Contradicting this theory thougiBrav et al.(2006) surveyed 384 financial
executives, in order to determine the factors that drive dividends and share
repurchases. They find that not a single manager agreed with éngassthat firms
pay dividends so that they can attract a particular investatteléethat may monitor
them. In the interview findings, most executives do not view payout policy as a means
of self-imposing discipline. Furthermore, almost 87% of executives surveyadtdo
think that the discipline imposed by dividends is an important factocteife
dividend policy. Likewise, approximately 80% of executives believe tisaipiine
imposed by share repurchases is not important. One drawback that might Brise in
et al. (2006), also noted by the authors, is that managers might not admit even to
themselves, that at times they may need someone to monitor, or ichpapéne on
their actions. Further, it is possible that managers respond to magksti@s in order
to distribute dividendsThese market pressures reflect investors’ demands that the

firm makes a payout in order to restrict free-cash-flow problems. Nelesghineir
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results are consistent with the empirical results@uinstein and Michaely (2005)
who find that institutional investors prefer dividend paying firms tha@ non-
dividend-paying firms, but also find that institutions show no preferewce f
corporations that pay a high level of dividends. Moreover, they find thatuinstis
show a preference for firms that repurchase their shares. However, they find that firms
that have a high level of repurchasing activity have a highet tdvmstitutional
investors.

Grullon and Michaely (2004find evidence, whichs consistent withlensen’s
(1986) free cash flow hypothesis. They find that repurchasing firms demonstrate a
decrease in their current level of capital expenditures, as wéfleasresearch and
development (R&Dkxpenses. Additionally, they report a decline of the firm’s cash
reserves and more importantly, a stronger market reaction to the announoément
intention for share repurchases, for firms that are more likely to avest. In
extension to that argument and aligned with the agency cost hygothesn and
Liang (2001)find that management stock options, and a more volatile operating
income have a positive relationship with share repurchases, suggéstinghare
repurchases are employed in order to reduce potential agency costs.

Furthermore,Grullon and Michaely (2004¥uggest that repurchases may be
linked with firms that pass from a high growth level to a lower groetiell Since
firms have fewer opportunities to grow, their assets have an imgesase on
determining the value of the firm, thus decreasing their systemakic Ais a
consequence, the firm’s cost of capital declines. Thus, they argue that since the levels
of reinvestment decline, there is an increase in free-cash-flowchwigreases the
probability of over-investment by management, which in turn increhsdgelihood
of a payout to shareholde®@swald and Young (200§)erform an empirical study in
the U.K. and find that non-repurchasing firms that have similar chasicterio
repurchasing firms are consistently overinvesting. Therefore, since @htitntdos
not repurchase its shares is more likely to overinvest, and becauseatket is
already aware of that, it has a positive reaction towards share re@s.chiss is also
reflected on the repurchasing firms’ reduction of systematic risk. Consequently, share
repurchases may be linked to a reduction in systematic risk and capital expenditures.

Grullon and Michaely (2004fest the validity of the free-cash-flow hypothesis,
along these dimensions, for a six year period around the repurchase announcement

They find that repurchasing firms experience a significant declingstersatic risk
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and cost of capital, relative to their non-repurchasing peadslitionally, they find
that firms which experience a larger decline in capital expenditarel R&D
expenses are the ones who experience a larger decline in systematic risk.

Berk et al., 199%@rgue that the value of firms that are more likely to experience
lower growth opportunities, is more likely to be determined by their cuass#ts in
place. This consequently leads to a reduction of systematic Ins&ddition, the
authors argue that good news is associated with a decline in atisteisk and bad
news with an increase in systematic risk. What is m@rel)lon et al. (2002pargue
that the marketis already aware about a firm’s decline in future growth and
profitability. Therefore, the announcement of a share repurchase can attract more
scrutiny on the decline of future growth and systematic risk. This argusmantine
with the findings ofLintner (1956)and Brav et al. (2005) according to which
managers are willing to increase payouts when they believe that their firm’s future
cash flows and profitability are less risky.

Further,Dann et al. (1991and Hertzel and Jain (1991%tudy the potential of
firm risk changes, surrounding tender offer share repurchase announcements in the
U.S. market and find evidence that firm risk is declining from the year b#fere
announcement and keeps declining even after the announcement. Therefore,
suggesting that tender-offer share repurchase announcements convey infotmation
the market, that is related to the firmssk status. In contrasDennis and Kadlec
(1994) who initially find that the estimated systematic risk of rianfiannouncing a
tender offer changes after the announcement, still argue that any chrang&sare
due to estimation biases. Hence the changes in systematiceflisct mostly the
changes in capital structure and the post offer trading activityrrdthe the actual
systematic risk change due to the tender offer.

Studying the relationship between firm risk and open market share repgrchase
in the U.S. Bartov (1991)finds that firms who announce their intention to repurchase
their shares in the open market, have a significantly higher risk cechpartheir
peers and experience a significant decline during and after the ojedne
announcement. Contrary to the argument of the risk change hypotheges, and
Vermaelen (2008prgue, that because they still find evidence of abnormal returns

with Ibbotson’s RATS methodology, which performs monthly adjustments for risk

2 The changes in systematic risk translate to an ecoayngignificant decline in risk premium of
15% per year.
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changes after the repurchase announcement, the long-term returns of rapyrchas
firms cannot be explained as the market’s underreaction to changes in risk. Hence, the
authors argue that the announcement of a share repurchase does not inapfirtha
may be undervalued due to a potential performance improvement in the huture,
due to the market’s mistakenbelief that the firm’s future performance will decline.

An additional and much discussed hypothesis concerning share repurchases, is
the capital structure hypothesis. When corporations use their excess ioagiderto
repurchase their shares, they reduce their equity capital and consequeaethse
their leverage raii Hence a share repurchase can reflect the managers’ preference to
use debt instead of equity financing, in order to move closer to their {apganal)
leverage ratigBagwell and Shoven, 1988; Hovakimian et. al., 200hgrefore, firms
can adjust their equity-capital ratios in a relatively shortogedf time. But this is
most clear in the case of tender offers where corporations usually aegjeedlocks
of their stock, thus increasing their leverage. In the case of open nsdet
repurchases, which is the most common method for repurchasing shares, the capita
adjustment does not appear to be the primary m@@rallon and Ikenberry, 2000)
Rather, the authors argue that open market repurchases can be used byawporat
order to make smaller capital adjustments in a short period of tiemee being able
to “fine-tune” their leverage ratios.

In contrast,Mitchell and Dharmawan (200@nd Dittmar (2000 find evidence
that companies are more likely to repurchase their shares when tlegagde ratios
are below their respective target leverage ratios. Furtherritmregkimian et al.
(2001)find that more profitable firms that have lower leverage ratios are kehg
to repurchase their shares than retire debt. Moredagannathan and Stephens
(2003) report evidence suggesting that firms, who have lower debt ratios, regurchas
their shares more frequently. Hence, suggesting that firms repurchasshteis
when their leverage ratios are lower than their optimal levels.

Apart from the theories previously discussed, the existing financial theory
suggests that tax provisions can play an important role on determiningations’
cash distribution to its shareholders. Assuming that managers makmuleand act
to their shareholdetdest interest, and taking into account that share repurchases have
the advantage of allowing investors to be taxed at capital gains rather than income ta
which is usually higher, one can see the magnitude of the effedathean have on

payout policies. In addition, when the rate of capital gains tax isrltdvan the rate of
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personal income tax, then share repurchases are more beneficial andedficiers
payout method.

Barclay and Smith (198&rgue that from the two most commonly used forms
of cash distribution to shareholders, namely, cash dividends and open market share
repurchases, the later should be more “popular” compared to dividends, due to the tax
advantage. This tax advantage is based on the notion that share regairate
usually taxed as capital gains rather than personal incom8itere the rate of capital
gains tax is lower compared to the respective rate of personal inasibdrefore,
share repurchases can be more beneficial to shareholders compared to dastddivi
Nevertheless, up to the time when the researcBantlay and Smith (1988jpok
place, dividends were overwhelmingly used compared to any other form of cash
distribution. FurthermoreDittmar (2000)argues that if tax is the driver éfrms’
decision to repurchase, then the volume of repurchased shares should beyinversel
related to the relative capital gains tax. However, the author fradgie changes in
tax laws cannot provide a sufficient explanation for the changes in thehaping
trends.

In contrastGrullon and Michaely (200Z)nd that the differential tax advantage
does have a significant effect and it is positively relatedhto rharket reaction
surrounding open market share repurchase announcements. Consistent with these
findings, Lie and Lie (1999)report evidence that managers are more likely to
repurchase shares, either by a tender offer or in the open market, than distribute
dividends when their shareholdenscome tax rate is higher than the capital gains tax.
Furthermore, the authors find thatanagers are more sensitive to their respective
shareholders’ tax status when there is a large fraction of institutional investors.
Moreover,Masulis (1980)eports evidence derived from the U.S. market, suggesting
that the tax effect on fixed price tender offers is persistent asawéie fact that the
corporate tax benefit of financing a stock repurchase with debt has &caigni
impact on the market reaction.

Aligned with Lie and Lie (1999)and Grullon and Michaely (2002)are the
findings of Rau and Vermaelen (2002yhere they argue that tax changes do have a
significant effect on the importance and method of share repurchase in théhg.K.
authors find that a firm’s payout policy is indeed sensitive to tax changes and, as in
Lie and Lie (1999)tha the tax treatment of the majority of a firm’s investors, such as

institutional investors, determines the payout policy. They report thavéoy time
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period where repurchases looked more attractive than dividends from a tax
perspective, the number of announcements increased substantially comptred to
number of announcements when dividends looked more appealing, again from a tax
perspective. In additiorKooli and L’Her (2010) report evidence from Canada that the

tax advantage of capital gains tax relative to income taa lsagnificant impact on a
firm’s decision to repurchase its shares.

Furthermore,Julio and Ikenberry (2004address the issue of taxation on
corporate payout policies in the U.S., and especially on the choiceéebetash
dividends and share repurchases. In order to do so, they investigatg@#oe ainthe
Jobs and Growth Tax Relief Reconciliation Act of 2003, which resultad@auction
of the income tax rate to 15%, thus becoming equal to the respempival gains tax
rate, and consequently reducing the tax advantage of share repurchases. However,
they argue that even with the income tax and capital gainsatas being level, the
capital gains for non-selling shareholders are deferred, and hence itimposed
periodically. Moreover, the 15% capital gains tax is imposed not on the full
repurchase proceeds received by a firm’s shareholders, (as it is the case with cash
dividends where tax is applied on the full dividend proceeds they receive), but only on
the portion of theepurchase proceeds that exceeds each shareholders’ historical cost
basis on the shares s@deAngelo et al., 2008)herefore, share repurchases still had
a tax advantage over cash dividends. Nevertheledi®, and lkenberry (2004)nd
that after the income tax cuts, there was a considerable sec@a the rate of
dividends paid by comparatively low-dividend paying firms. Furthermore,fthdya
sharp increase on the number of firms initiating dividends. Neverthéhesauthors
argue that the tax issue is only one of a number of factors that inflcengerate
payout policies.

According to the existing literature, one view is that given the flkxilaind tax
advantage that share repurchases can offer, they can substitutivededs as a
payout to shareholders. However, firms which already pay regular caslerdisi
have the necessary resources to implement an open market share repiteheas,
share repurchases can be viewed as complements rather than sslistitiividends
(Jagannathan et al., 200@peAngelo et al.(2000) examine the relation of the
disappearance of special dividends with the surge of share repurchasesdamal fi
evidence of dividend substitution. Similarl@jttmar (2000)and Fama and French

(2001)find no evidence of the open market share repurchases as being sulistitutes
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cash dividendsSkinner (2008)argues that dividend paying firms, and firms that pay
dividends but also repurchase their shares, have a long dividend paying. histor
Furthermore, the author finds evidence that the number of years that firmsdsave
paying dividends has a significant impact on the overall payout nhixchwsupports
the importance of dividend history. In addition, he finds that younger firm$iévat
not paid dividends are more prone to share repurchases, which, now seatirtine
are becoming mature, are still more likely to use share repurchatigsiradominant
payout method. Furthermore, he finds that the importance of dividend payers
decreases over time suggesting that share repurchases have hedmmieant form
of payout.
This supports the life-cycle theory of payout policy according to wiiigts are
dealing with a trade off between the factors that encourage retentiofhotaitbn
costs, the agency costs that arise from the free cash flows and otbes that may
discourage it(DeAngelo and DeAngelo, 2008However, this trade off evolves
throughout the life cycle of a firm since its ability to raise capaiainvesting in new
opportunities, as well as the scale of available investment opporsuRits® change
through time. This means that younger and high growth firms have motabdeai
choices for profitable investments and smaller ability to geneeaste iaternally, and
therefore are less likely to make payouts to their shareholders. Tommtimry to
larger and more mature firms that have fewer investment opportuaitigéshave
larger amounts of cash, which they will be more prone to distributke tmatheir
shareholders via dividends or share repurchd@eangelo and DeAngelo, 2008)
Furthermore Jagannathan et a2000) re-examineLintner’s (1956) argument,
according to which, managers prefer to increase dividends regularly, and avoid
decreasing them if possible. Therefore, dividend increases will be detate
permanent but not necessarily to temporary cash flows and that dividisndilt be
less frequent than increases, and they should be accompanied by poor pedorman
The authors find that dividends appear to be paid by permanent earnings dimbthey
little evidence of subsequent earnings improvements following dividesrdases.
Additionally, they find that firms who pay dividends have more stable earning
compared to firms who repurchase their shares. Even though their findings do not
provide strong support on the dividend substitution hypothesis, their resultstsugges
that repurchases overlap dividends to some extemthermore Dittmar (2008)finds

that both share repurchases and cash dividends are employed in order to pageout m
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permanent earnings. Therefore, the author argues that share repurchases can be
viewed as being both substitutes and complements to dividends by payibgth
permanent and unexpected earnings respectively.

In contrast,Grullon and Michaely (2002argue that if one looks at the sources
and the uses of funds’ identity, then cash dividends and share repurchases should be
viewed as substitutes, if all else is constant. Even though theraatimit that firms
can always adjust their sources of funds, thus making it possiblesttheds and
dividends are determined independently, still they find strong evidencgppors of
the dividend substitution hypothesis. Additionally, they do not find any ewedtvat
dividend-paying firms who repurchase shares have, on average, morde volati
earnings than firms who solely pay dividends. Furtherm8ka&ner (2008)finds a
strong link between earnings and firm payouts, and especially a sighifcal
positive relationship between profitability and the choice to repurchase. He $tatws t
changes in earnings help explain changes in the choice of payout policyhaand t
share repurchases increasingly substitute the payment of cash dividends.

Another issue that the existing literature has addressed concernirftgtie af
share repurchases, is the effect it has on the liquidity of the Iftontively, when
corporations decide to repurchase and cancel their shares and espethialgase of
cancelling large blocks of shares, the respective liquidity shoulihdedlhis is due
to the reduction on the number of shares available for trading and the naimber
investors capable of trading. Thus, it is argued that if liquidityioes/| then the
firm’s share price should also decline.

However, this is not always the case, because liquidity coulafteeted
positively by the firm’s trades throughout the repurchase process. According to a
number of finance theorists, the presence of the firm, which is considered todhave
informational gap, should increase the percentage of better informexfstralus
providing an informational edge over other invest&aclay and Smith (198&rgue
that if there is no gap of information between management and marketpaauts,
then the increased market activity from repurchase programmes should/@anya
adverse effects on the firm’s liquidity. Moreover, share repurchases could provide
more competition for the firm’s market-maker. By placing limit orders on the price
firms are willing to pay for their own shares, a limit price could hebdished on the
bid side to the possible extent where the bid-ask spread is reducedctleasing the

firms’ liquidity and increasing their value. This theory is labelledBayclay and
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Smith (1988)as the competing-market-maker hypothesis, and they find that share
repurchases can have a positive effect on a firm’s liquidity

Nevertheless, there is a drawback with these findings since therauise
annual bid-ask spreads to document changes in liquidity, thus it is ndbl@dss
examine when exactly this change takes place relative emti@uncement of a share
repurchase, which could have distorted the conclusions on the actual annaminceme
effect. In order to overcome this obsta@degh et al. (1994analyse the daily bid-ask
spreads around the announcement of an open market share repurchase. The authors
find no evidence of change on the bid-ask spread on the post announcement period
thus arguing that repurchase announcements do not cause an increase in spreads.
Consistent with these findingsranz et al. (1995find a net decline in bid-ask spread
percentage, when controlling for inventory-holding and order-processing costs. The
authors attribute the spread percentage decrease to the reduction miothed
trading costs related to the repurchase announcement. Morelgvigr and
McConnell (1995)and Kim (2005) find no evidence of share repurchases having a
significant impact on a firm’s liquidity. On the other handGinglinger and Hamon
(2006) employ daily data, and find evidence that share repurchases in Rarea
negative effect on a firm’s liquidity.

Apart from the different effects, interpretations and dynamics that share
repurchases have, still, they are subject to varying legislaiind regulatory
frameworks from country to country. Especially in Continental Europe countries,
where share repurchases are subject to several legal restristiohsas the volume
and the time frame in which it can take place, the effeicshare repurchases could
vary significantly across countries. This is contrary to the U.S.rewttere is no
limitation concerning the volume and the time limit for carrying oushare
repurchase programme.

So far, the overwhelming majority of the literature has studied the effect of share
repurchases and their underlying reasons and motives in the U.S. mathketit
taking into account the effects that the regulatory frameworks can dmavhe
repurchase mechanism. For instance, it was not until recently that relpairchases
were made legal in Germany and France. When the regulations cheoigextations
started to have a more favourable view on the open market share repurchases.

It can be clear that regulatory restrictions can have a significant effect to some of

the main characteristics of share repurchases, such as the flegibithg time period
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to undertake the programme and the volume of shares intended to be reacqaired by
firm. Therefore, it is not possible to draw inferences from the U.S.reapiesults

and apply them to countries such as Continental Europe, where stringentioegulat
are imposed on share repurchases. This argument is also supporal ynd
Vermaelen (2002)Lasfer (2005), Oswald and Young (200dnd Keswani et al.
(2007) where they investigate share repurchases in the United Kingdonthaind
results are lower than the average results reported in the U.S. ainpirdies.
Additionally, the results reported bginglinger and Hamon (2007appear to be
different and lower than the ones reported in the U.S., Canadian, and U.l¢sstudi
suggesting that the markets react differently across countries

Concerning the regulatory differences among counttiasPorta et al. (1996)
have shown that legislation among countries differs significantlyréasasuch as
shareholder protection and law enforcement. From that perspective, tleeghuavn
that Continental Europe countries can be distinguished into three cateGonason
law countries such as the U.Khere the level of shareholders’ protection is the
highest among Europe, German Civil law and Scandinavian Civil law vithelevel
of protection is moderate, and finally French Civil law where the réispdevel is
the lowest. Moreover, shares typically give rights to their owners, suttteaight to
vote for companies’ directors (La Porta et al., 1998Yhese rights give shareholders
the ability and the power to apply pressure on managers in order to ribeere¢urns
on their investment. Nevertheless, these rights depend on the legalvinkmia
which securities are issued. Therefore, the quality of the legak¥ark and law
enforcement can be of important significance for what specific rights and tmotec
shareholders actually hayka Porta et al., 1998)hus, these regulatory differences
among countries can have a significant effect on how corporations choos&egam
payout to their shareholders, and more specifically on the choice for undertaking a
share repurchase.

La Porta et al(1997)identify the United Kingdom as a market-oriented country
whereas the rest of Continental Europe countries as bank-based. The difference
between the two types is that in the U.K. there is a Common |lavevark in place,
which offers more adequate protection to the minority shareholders but stittritle
ground for high information asymmetries between managers and the market.
Therefore, since higher information asymmetries exist, a much streiggelling

effect compared to the remaining Continental Europe countries should alsd kisis
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Is also due to the high liquidity that characterizes the U.Kketas well as the low
levels of ownership concentration of a corporation, which can result to higirketm
reactions to repurchase announcements.

Furthermore,La Porta et al. (2000argue that in common law countries that
have a higher level of investor protection such as the U.K., sincehsihders feel
protected they would accept lower payouts and higher reinvestmentforteigh
growth firms. The opposite should apply for low growth firms, where shareholders
would demand a higlhepayout. Thus, in countries with strong investor protection,
high growth companies should have significantly lower payouts than fowtly
companies(La Porta et al., 2000)In contrast, in countries with low investor
protection, it is not expected for such a relationship to hold, since invesigins try
to acquire a higher payout and as quickly as possible.

On the other hand, the converse should apply in the remaining Continental
Europe countries such as France and Germany, which are bank-based nmatkets a
therefore have lower information asymmetries. This is due to tHdasiwiramework
that is in place, the relatively smaller degree of liquidity #mel higher level of
ownership concentration, which result to less pressure from minority shareholders
the corporation for making a payout. Additionally, as reported_®yPorta et al.
(1999, civil law countries are characterised by high ownership concentration.
Moreover,La Porta et al(2000 argue that the high ownership concentration accounts
as complementary to low investor protection. Since civil law countieve high
ownership concentration, meaning there is a lower level of minority shared)dhle
leads to less pressure on managers, from the agency costs aspédot,aaloaver
degree of information asymmetries between management and the market.

It should be noted though, thieh Porta et al. (2000pvestigate the effect that
legal proection has on corporations’ payouts in the form of dividends solely. In line
with La Porta et al. (200Qjre the findings oBartram et al. (2009vhere the authors
report that shareholder protection differs significantly between countriesldition,
the authors find that even within a country, the agency costs across \fang
significantly as well. They report that in countries with poor shareholdésgbian,
agency costs and potential growth opportunities have a lesser iompdetermining
corporate payout policies. Thus, it is clear from these arguments, thaaribes

regulatory frameworks and different levels of ownership concentration can have a
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direct and significant effect to corporations’ payouts and more specifically to open
market share repurchases.

In sum, therds a number of theories that investigate and try to interpret and
explain the motives of undertaking a share repurchase programme |lassviké
markets reaction to share repurchases announcements. This thesis undertasis the t
to address these theories and hypotheses, and tests each thegmpgmmarkets that

operate under different regulatory, tax and cultural frameworks.

1.3. Main Findings and Contribution

The existing literature provides mixed evidence on the impact and extent of each
of the prominent hypotheses on the decision to announce an open market share
repurchase, the respective market reaction on such announcements, artdathe ac
implementation of the announced share repurchase programme. The overwhelming
majority of the literature focuses on the U.S. market & and Michaely, 2003
for a review). Hence, one of the motivations for this thesis isdhecity of studies in
markets other than the U.S., especially in Europe. Moreover, the exisiagrch
studies provide a single-country analysis, where share repurchasees theesame
treatment. Hence, it is difficult to distinguish and extract theesahng hypotheses
that underlie share repurchases, under varying regulatory frameworks and
institutional, as well as cultural settings.

This thesis aims to overcome these obstacles by analysingvahwteng the
payout mechanism of open market share repurchases and the marken teastich
announcements, using a comprehensive sample of firms across a number eaEurop
countries that are characterised with a wide heterogeneity is wrtheir regulatory
and institutional settings. Additionally, this cross country anglygigere firms have
different levels of ownership concentration and with different types of majority
shareholders (i.e. managers, family owners and institutional investdosys ate to
thoroughly investigate the influence that the overall ownership caatientcan have
on open market share repurchases and the respective market reaction.

The sample includes three main European countries: United KingdomgFranc
and Germany. These countries are the three largest economies in Bndopave
significantly different characteristics of tax, regulatory and instihati frameworks. |

hand collect the data from news announcements made by firms thatiraegily
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listed in one of the three markets under investigation. The slatatext format as
reported inFactiva and Perfect Analysisdatabases, which contain all the publicly
available news reports. In addition, | require the sample of firms te kiaeir
accounting data and historical share prices listedVarldscope | identify 970
announcements of intention to initiate an open market share repurchasamneg
during the ten year period 1997 to 2006, of which 513 took place in the United
Kingdom, 263 in France and 194 in Germany. Primarily, the sample showtheha
majority of the share repurchase announcements took place in the Kimggdom

which is in line with the existing literatulgasfer, 2005; Rau and Vermaelen, 2002)

Rau and Vermaelen, 20G#gue that the reason for this is that open market share
repurchases were illegal until recently in many European countries such as France and
Germany. Furthermore, the authors argue that due to the fact that share repurchases do
not fit the corporate culture in Europe, it is only recently that theectye European
markets are starting to use share repurchases as a payout meehrisnore often.

The issues that are investigated in this thesis are as follows.

Initially, 1 analyse the extent of the impact that each of the prominent hypotheses
concerning share repurchases/e on a firm’s decision to publicly announce its
intention to repurchase its shares in the open market. For achievinigetmploy the
initial sample of 970 repurchase announcements that took place indbectimopean
countries under investigation (United Kingdom, France and Germany) during 1997 to
2006. FollowingMitchell and Dharmawan (200Temploy a standard logit modelling
methodology in order to evaluate and identify the motives that drive nantge
announce their intention to undertake an open market share repurchase programme.
Moreover, | construct a likelihood model that identifies with a high @egfesuccess
the proportion of firms that have actually made a share repurchase annourmesnen
those that have not. For a thorough robustness check, four different matching methods
for the construction of the control samples and a boot-strap methodology are applied.

Furthermore, | perform an empirical investigation of the market reactiaheon
announcement of intention to repurchase shares in the open market. In order to do so,
a standard event methodology proposedBogwn and Warner (1985 applied.
Hence, | am able to estimate and analyse the excess and cuenelatess returns at
the time before, during and after the announcement of the open market share
repurchase. In addition, unlike previous studies, | examine if there is &csigtly

different market reaction towards the initial and the subsequent share esgurch
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announcements. This enables me to analyse if the information conveyednarkie¢
has the same impact on the initial as on the subsequent announcemditbe
market becomes accustomed to subsequent announcements, hence havingra small
reaction. | then perform an in-depth cross-sectional analysis in eadfte dhree
markets individually, in order to identify which are the firm specifi@racteristics
that have a significant impact on the market reaction to open trsdr&iee repurchase
announcements. In addition, this allows me to analyse if the firm figpeci
characteristics have a uniform effect on the market reaction througleodiffitrent
countries, or if their impact varies in each market under consideratiom. déddyse
the impact that changes in taxation and regulations can have on theivesparket
reaction to open market share repurchase announcements.

Lastly, | investigate the actual share repurchase tradegotbiatplace in the
open market and the completion rates of the announced share repurchase programmes.
For achieving this, | focus only on the U.K. market. The reason forgHisafold.

First, is the lack of data availability for collecting and idigimig the actual share
repurchase trades in France and Germany, that would allow me to perfoossa c
country analysis. Second, the overwhelming majority of the open market share
repurchases that took place in France and Germany targeted the maxiopamion

of the common shares outstanding that were allowed to do so by the existing
regulations. Nevertheless, | identify 196 announcements of intention to lmaperc
shares that took place in the United Kingdom during the ten year periodal2006.

| require all the firms in this sample to have stated in tenmouncement either the
proportion of the common shares outstanding that they were willing to heysercor

the total cash value that they were willing to utilise for téygurchase programme.
Furthermore, | analyse if managers trade strategically and displegetriaming
abilities or they repurchase for providing price support. In addition | perform a
rigorous examination on the impact that the announcement, as wetlhaarehevery
stage throughout the implementation of the open market share repurchasessecan

on firm risk. Furthermore, | perform a thorough firm risk analysis, by breaking down
a firm’s total risk, to its two main components of systematic and idiosyncratic risk. |
perform this risk decomposition analysis for robustness check, so thraatsess the
impact that share repurchases have on beiiponents of a firm’s risk, and hence
understanding whether it is only the systematic risk that changes, fonthetal risk

as well.
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The main empirical findings of this thesis are the following. FirBhd that not
all the factors and firm specific characteristics have afsgnt impact consistently
throughout the varying markets on the managerial incentive to announgeean
market share repurchase programme. | find that in all three countries tliamare
large, have low leverage, and are widely held, are more likelyntoumce their
intention to repurchase their shares in the open market. Further, | find only in the U.K.
that a firms’ low growth with high excess cash levels, can have a significant impact
on the likelihood of announcing an open market share repurchase programme. In
addition, I find some evidence in France and Germany, that a firm’s potential
undervaluation has a significant impact on the decision to announce a share
repurchase. Finally, | find for all three countries that the dividend payhasita
positive relationship with the propensity to announce a share repurchase, hen
supporting the hypothesis that share repurchases are viewed by managers as
complements rather than substitutes to dividends.

Second, | find that the market displays a significant reaction to the
announcement of intention to repurchase shares in the open market, which varies
significantly among countries. Nevertheless, the abnormal market oreaidi
significantly lower than the average abnormal market reaction reportedSn U
studies. Moreover, | do not find strong evidence of the undervaluation hypothesis as
having the ability to explain the markets’ excess reaction to share repurchase
announcements. Further, | find a significantly higher market reaction tonitted
announcement compared to the subsequent announcements, suggesting that the first
announcement sends a stronggal to the market that the firm’s stock price is
undervalued, whereas the subsequent announcements convey less information. The
empirical results from the cross-sectional analysis show firmasidepast share price
performance have a significant and inverse effect on the market redttiover, |
find evidence that it is only in the United Kingdom that regulatory tardchanges
have a significant impact on the market reaction to share repurchase announcements.

Third, | find that firms repurchase on average 74% of the shares targeted at the
time of the announcement. In addition, the evidence shows that manageitirzge
to pay a higher price for repurchasing shares compared to prior non-repurchasing
days, hence suggesting that managers repurchase shares in qodavide price
support. Moreover, | do not find evidence that firm risk changes after the

announcement of a share repurchase. Nevertheless, | find that firm risk is significantly
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reduced during the period when the actual repurchase trades are takingnuldbat a
repurchasing firms have significantly higher risk compared to their industrg pée
similar size or similar valuation proxied by their mark@book ratio. Finally, the
results from the risk decomposition confirm the findings on risk change dimng t
actual repurchase trades.

In summary, the contribution of this thesis to the existing literasi@riple.
This thesis explores the gaps in the main contending hypotheses that underlie the open
market share repurchases. It reflects the level of homogeneity aceo&sitopean
countries under investigation and shows that changes in taxation andioagutan
have a significant impact on open market share repurchases. Furthemsottegsis
provides a thorough examination of the signalling of undervaluation hypotaedis,
reveals the institutional and firm specific characteristics thaiact the market
reaction to share repurchase announcements.

Furthermore, a significant contribution of this thesis is the identificatidheo
determinants that drive managers to publicly announce their intention taakedan
open market share repurchase programme. Additionally, it establishas diférent
countries, the managerial motives differ significantly and have yingarmpact on
the decision to announce a share repurchase programme. What is moregdéspaovi
number of models that have the ability to predict with a fairly higmesegf certainty
and robustness, the likelihood for a firm to announce its intention to repuithase
shares in the open market.

This thesis, in addition, provides an insightful investigation inside the “black
box” of the completion rates of the announced open market share repurchase
programmes and their respective actual repurchase trades. Whateisitnanalyses
and answers the question if managers repurchase strategically anletimmpurchase
trades or itthey repurchase in order to provide price support to the firm’s share price.
Further, this thesis contributes to the trifling literature on shererchases and risk
by providing a broad and clear picture of the behaviour and interaction aiigkrn
respect to all stages of open market share repurchases, from the tiooeppien to

the announcement, to their initiation, implementation, and to the srant geriod

% To the best of my knowledge, oridann et al. (1991 Hertzel and Jain (199BndDennis and Kadlec
(1994)study the impact of the announcement of fixed price tenifier share repurchases on firm risk.
Whereas it is onlyBartov (1991)and Grullon and Michaely (2004}hat study the impact of the
announcement of open market share repurchases on fiknitris also notable, that all four of these
research studies focus on the U.S. miarke
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after its completion. Hence, it establishes if there is any risk related informthdt is
conveyed to the market through open market share repurchases.

Moreover, this thesis examines and incorporates the substitutabilityidémtis
and the interaction and effect that regular dividends have on share repsirthase
general, from both the shareholders’ and managerial point of view. Finally, this thesis
contributes to the literature by providing fresh evidence from the Europedets)a
which can also be comparable to previous U.S. and international evidence. Hence, this
thesis sheds more light on the relatively unexplored area of open mhdset s
repurchassand establishes, with the comparability of its findings to the UsBltse
if the emerging patterns on security returns are not the result of data mining, as argued
by Fama and French (1998)

The remainder of this thesis is organised as follows. Chapter 2 analyde
identifies the determinants and managerial incentives for annouaciogen market
share repurchase programme. Chapter 3 investigates the market reactien to
announcement of open market share repurchases. Chapter 4 examines the completion
rates of the announced open market share repurchase programmes and theerespectiv
actual repurchase trades. In addition, it evaluates the relatioasdipnteraction
between firm risk and all the stages of open market share repachase the time
before the announcememnt its implementation, and the period after its completion.
The summary and conclusions of this thesis are discussed in ChapoeigSyiah the

limitations this thesis, and ideas for potential future research.
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Chapter 2.
2. The Determinants of Share Repurchases in Europe

In this chapter | employ a logit model methodology amder to identify the
determinants of a firm’s decision to announce a share repurchase. In the models, 1
incorporate firm specific financial characteristiesxd measures of share price
performance. Hence, | am able to estimate the gitiba of open market share
repurchase announcements across Europe. The relsastinthe proposed models is
investigated across different dimensions of sangolestruction methods and with a
boot-strap technique. | find that leverage, sizaj awnership concentration, have a
significant impact on the announcement of shareureipases in all three countries
under study. Finally, | construct a number of maedsith strong predicting ability of

a firm’s likelihood to announce a share repurchase.
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2.1. Introduction

In this chapter | perform a cross country analysis in order to identify the
determinants for announcing open market share repurchase programmes in the Unite
Kingdom, Germany and France. Previous studies have focused predominaihiy on
analysis and interpretation of the market reaction to share repurchase @nnextsc
Some of the most prevailing theories relate the market reaction onreparehase
announcements to the undervaluation/under-reaction hypotheses. Others focus on the
impact of excess cash flow and agency costs, capital restructsigagand growth of
the firm, differential tax advantage and dividend substitution, ownership concentration
and management compensation incentive hypotheldesvever, the vast majority of
these studies are U.S.-based and do not provide a comparative analyss
countries with different institutional settings. Finally, they are fomusing on
identifying the managerial incentives for announcing a share repurchase pragramm

The purpose of this chapter is to overcome this limitation by asgeshit are
the management’s incentives for announcing an open market share repurchase, by
employing a sample of firms across European countries with wideogeteity in
terms of their institutional settings. This research is alsovatetil by the dearth of
studies in these markets. Thus | choose United Kingdom, France and Gevheary
| identify 970 share repurchase announcements that took place over tuk 887 -

2006. An additional reason for selecting these three countries is thbdbete have
limited knowledge on which factors have a significant impact on announciogen
market share repurchase in Europe. Furthermore, these countries have significa
differences between them in tax, regulatory and institutional frameworks.

In a recent studyjain et al. (2009)nvestigate the market reaction to a firm’s
choice to make a payout to its shareholders, either through dividends or share
repurchases in the U.S. They report an average market reaction for dividend
initiations of 1.62% and for share repurchases of 1.25% respectively. The difference
with their research study is thadin et al. (2009nvestigate the payout decision, and
more specifically between the choice to initiate a dividend payarehthe choice to
initiate a share repurchase for the first time after a firm has pextoam initial public

offering in the U.S. stock market. Therefore, the authors inevitabltigate only

“ For a review, se¥ermaelen 2005kenberry at al, 1995; Dittmar, 2000; Jagannathan and Stephens,
2003; Brav et al. 2005; Stephens and Weisbach, EfiBkenberry et al., 200 Canada.
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those firms that are going from a transitional stage of high grawghléwer growth,

since they will already have the ability to cover all of the investment opportuaitae

still have excess cash that they are willing to payout to theresolders. An
additional drawback of this study is that share repurchases are considered to be perfect
substitutes to dividends since the choices are either to pay dividetalsepurchase
shares, whereas in this study | investigate the likelihood to anmoanshare
repurchase or to not make such an announcement at all. In addition, simuenbex

of European countries share repurchases were considered to be illetet pnatil
recently, with the change in regulations even more mature firms lteaty were

paying dividends had now an alternative payout method in their arsenal.

Furthermore, it has been documented in the current literature that ibmlthey
announcement of intention to repurchase shares in the open market there is a
significant and positive market reaction of approximately 3.5% in the(lehberry
et al. 1995) however the market reaction to such announcements is significantly
lower in Europe. For instance, a market reaction of 1.5% and 0.5% is repotted i
U.K. (Lasfer, 2005)and in FrancéGinglinger and L’Her, 2006) respectively. It is
notable though, that this positive market reaction occurs just on the annembhcem
itself suggesting that the market considers this type of announcemésat good
news. The paradox with the positive market reaction is that an open rshgset
repurchase announcement is not a commitment to the firm and consequekinly la
credibility, since even a bad firm could mimic this announcement. Subsequently, there
should not be a positive market reaction. Howeiéattacharya and Dittmar (2003)
argue that such an announcement attracts scrutiny and therefore a bad firmatould
mimic such an announcement because it would want to avoid the market’s scrutiny.
Therefore, there should be other reasons that lead to a positive market reaction to open
market share repurchase announcements. Therefore, the main purpose of this chapter
Is to identify what are the principal reasons and their incentivesetichinanagement
to make such an announcement and not the propensity to actually repurchase share
which falls out of the scope of this chapter and is investigated in chapter 4.

There is only a limited number of research studies that explore @hagarial
incentives for announcing an open market share repurchase, which take pleee in
Australian marke{Mitchell and Dharmawan, 2004nd the U.S. markdBarth and
Kasznik, 1999 and Guay and Harford, 2000Mitchell and Dharmawan (2007)nd

that the main motives for management announcing a share repurchase are
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undervaluation, as captured by the negative share price performance prior to the
repurchase announcement, lower ownership concentration, and the excess debt
capacity. Additionally, they find some evidence of the free cash flowaamg a
positive and significant impact on management’s decision to announce a share
repurchaseBarth and Kasznik (1999)nd that intangible assets and idle cash have a
positive relationship, whereas information asymmetry has a negekatenship with

the propensity to announce a share repurcliasay and Harford (200Gind that the
announcement market reaction to dividend increases is higher compared to
repurchases as well as the fact that cash flow shocks preceding dimiderates are
significantly more permanent than cash flow shocks preceding share repurchases.

However,Barth and Kasznik (1999%pcus mostly on the relationship between
the likelihood to announce an open market share repurchase programme in.the U.S
and firms’ intangible assets, without accounting for other firm specific characteristics
which could influence the decision to announce an open market share repurchase
programme. MoreovelGGuay and Harford (2000fpcus on the permanence of cash
flows with respecto the choice of announcing dividend increases and announcing a
share repurchase. Therefore, the authors view share repurchases as sulostitutes
dividends. In addition, the authors consider only dividend increases withoog taki
into account the interaction and effect that the choice to repurchasbaga on
dividend initiations as well as dividend decreases and omissions.

However, there are some fundamental differences between the ergstaagch
studies and this chapter. First it would be difficult to draw frdra Australian
evidence the same inferences concerning the management’s incentives for a share
repurchase for other markets. This is due to the existence of crucial differen
concerning the repurchase mechanism from the announcement to the actual
implementation of the repurchase programme. In detail, share repurchases in Australia
must be formally announced, firms must implicitly state the numbeshafes
intended to be bought back, the announced repurchase programme must commence
within two months, and the programme must be completed within six niaaftas
the announcement.

Moreover, the findings reported in the existing literature are derived from a

single country analysis. Therefore, when studying the European markelshakie a

®> From September 1999 and onwards it was possible for firms thucba share repurchase
programme for a longer or unlimited duration if noted.
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wide heterogeneity in regulatory and institutional frameworks, | argudHbet can

be significant differences on the managerial incentives for annourscisbare
repurchase programme. For instance in France, companies have high oevels
ownership concentratiorflLa Porta et al., 1999pnd for a number of firms a
considerable level of ownership belongs to either wealthy familieseor tevthe state
(Morck et al., 2005) Further, the majority of the U.K. firms are widely held
companies whereas France and Germany have a more concentrated ownership
structure, of which France has a higher level of ownership concentration corttpared
Germany (La Porta et al.,, 1999)In addition, in Germany, banks can have
considerable voting power over a wide range of firms, since shareholders Iyoutine
sign over their voting rights to banks that manage their stock acc@dotck et al.,
2005)

Hence, different levels of shareholder protection and especially ownership
concentration, will lead to different managerial attitudes towardselbkler value
maximisation, and consequentty, different attitudes on firms’ cash utilisation and
the choice of firm payout decisions. For instance, in France, where émdsta be
family owned, and in Germany, where firms have higher levels of ownership
concentration compared to the U.K., share repurchases would most likegatesl
unreceptively. Moreover, in a qualitative stuypunen et al. (2004find that firms
in the U.K. consider shareholder wealth maximisation as one of theirprarsinent
priorities, as opposed to France and Germany where firms tend to put lgbs wei
towards realising that goal. What is more, they find that manageFsance and
Germany consider shareholder wealth maximisation as being |gsstamt than
optimising firm leverage. In addition, they find that U.K. firms are moreestudder
oriented as opposed to French and German firms, where shareholders are less
important. Consequently, different managerial attitudes and different lefels
ownership concentration are likely to have varying impacts on management’s decision
to announce a share repurchase.

Therefore, by performing a cross country analysis where firms have different
levels of ownership concentration and with different types of majority sharetolde
(i.e. managers, family owners and institutional investors) more light cahdzk on
the influence that the overall ownership concentration can have on management’s

incentives to announce a share repurchase programme.
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In order to identify the extent to which each of the prominent hypothveies
affect a firm’s decision to announce a share repurchase, | follow Mitchell and
Dharmawan (2007)and apply a standard logit model methodology. | evaluate in a
univariate and multivariate dimension, the significance and influenceghef
undervaluation, excess cash, leverage, agency costs, tax saviegsivencand
ownership concentration, by using the appropriate proxy variables as sudgnetted
existing literature.

This enables me to analyse and identify what are the managegatives in
each country of this study, that have a significant impact on thei@@e¢o announce
an open market share repurchase programme. In order to achieve this, ptes cha
covers 970 an open market share repurchase announcements (test-sample§j that to
place in three European countries (France, Germany and the UnitedbKijpgrhen,
| match the test-sample with firms that have not announced an op&etrshare
repurchase during the entire ten year period under investigation, by empéying
number of matching methods. Further, based on the logit models, | construct a
successful likelihood model that predicts the probability of announcing a share
repurchase programme. In addition, | check the robustness of the results by employing
different sample matching methods and a boot-strap simulation techniquéy, Fina
evaluate the proportion of firms that are classified by the employed! inatie boot-
strap simulation, as repurchasing firms and non-repurchasing firms (in- ané out-
sample).

| find that for all three countries, some factors have a consistagtiificant
impact on the announcement of share repurchases. Additionally, | find that size
(proxied by the natural logarithm of total assets) and the paymentlofdoagends
(proxied by the ratios dividend yield, and cash dividend over net income)ahave
positive and significant impact, and that the ownership concentigtioried by the
percentage of closely held shares to common shares outstanding) hasve gkt
significant impact on the decision to announce an open market share repurcha
Furthermore, the fact that dividend paying firms are more likely to ann@usbare
repurchase programme, supports the hypothesis that repurchases are cotapgteme
dividends rather than substitutes. These findings suggest that hresdl ¢ountries
firms that are large, are widely held, and pay higher cash dividarelsnore likely to

announce their intention to repurchase their shares in the open market.
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Furthermore, | find that some of the factors that could have a signifiopatt
on the decision to repurchase are not significant in all three couloesmstance, it
is only in the UK that the proxy variabl@CF, which is a dummy variable that takes
the value of one for firms with low growth (lower than the median) and higissexc
cash flows (higher than the median), is positively related to theihidce of
announcing a share repurchase. In addition, I find weak evidence that a firm’s
undervaluation can have a significant impact on the likelihood of announsimya
repurchase announcement only in France and Germany. Hence, the results suggest
that apart from size, the payment of cash dividends, and ownership concertration,
remaining factors do not consistentiyve a significant impact on management’s
decision to announce a share repurchase in countries with varyirtgtiosél and
regulatory settings.

Moreover, | do not find any evidence that the tax advantage of share repurchases
over cash dividends, as measured by the dummy vari2bkX (which takes the
value one when share repurchases are more beneficial from a tax perspective
compared to cash dividends, and zero otherwise) has a significant imp#wot on
decision to announce an open market share repurchase. Finally, | constrontiest nu
of logit models which have a strong predicting ability, especialiythe case of the
U.K. and France.

The remaining of this chapter is organised as follows. Section 2.2 disdings
current literature and sets the hypotheses that are to be testemh 3&presents the
data and provides an overview of the descriptive statistics dasviile methodology
applied in this research. Section 2.4 discusses the empiria#tsrélshe conclusions

are in Section 2.5.

2.2. Literature Review & Hypotheses Setting

In this section | discuss the potential motives for a share reperthashave
been developed in the existing literature. Furthermore, | develop and set my
hypotheses for each of the contending theories that are tested, in ordenmtify ide
which are the managerial incentives for announcing a share repurchesby, F
discuss the proxy variables that | employ in the study in order to test the hypotheses.
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2.2.1. Excess Cash

It has been widely discussed in the literature that when a company’s existing
capital exceeds its potential investment opportunities, the firmeither retain the
excess cash or distribute it back to its shareholders in order to régupetential
arising agency costg&asterbrook, 1984; and Jensen, 1986)

Two of the most prominent forms of cash distribution to the existing
shareholders, are the open market share repurchases and the payment of cash
dividends. One of the main advantages for a firm to distribute its ezassghrough
a share repurchase is that share repurchase announcements pose no commitment to the
firm and there is no expectation that this cash distribution will teoeccthe future,
whereas dividend announcements are a commitment to the firm and tket mar
penalises firms that reduce or omit their dividend payment @e#on, Michaely,
and Swaminathan, 2002mihud and Li, 2006and Allen and Michaely, 2002 hus
share repurchasing can be a more flexible method for a firm’s cash distribution to its
shareholders.

Grullon and Michaely (2004jeport that the reduction in free-cash-flows (as
well as the reduction in systematic risk) is the source of the positive maakBoreto
share repurchase announcemef@say and Harford (2000find that in the U.S.
market, share repurchases are related to less permanent cash flow sheckasw
more permanent changes in cash flow are related to dividend increagbesrriore,
Dittmar (2000)and Mitchell and Dharmawan (200#gport evidence that firms are
more likely to repurchase their stock when they have high cash flowsoand |
investment opportunitieglthough, these two research studies focus on the likelihood
of actual repurchases and not on the announcement, they indicate thatcastess
flow can be a potential explanation of a firm’s likelihood to announce a share
repurchase.

Hence, | expect free cash flow, which is captured byfite’s excess cash and
low growth opportunities, to increase the propensity to repurchase shageprés/
for capturing the excess cash, followibgttmar (2000)1 employ the ratio of net
operating income before taxes and depreciation to total g&¥ejsat the year-end
prior to the repurchase announcemeiditionally, in order to capture a firm’s lack

of future growth opportunities, in the spirit dflyers (1977)and Mitchell and
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Dharmawan (2007)l use the marke-book ratio(MKBK), which is defined as the
book value relative to the market value of equity.

As an alternative measurement of a firm’s free cash flow that will also capture a
firm’s future growth opportunities, following Opler and Titman (1993]) construct a
dummy variable (DFCF) that takes the value of one for firms that have
simultaneously low Tobin’s q (lower than the mediagof a firm’s respective industry
for each respective year) and high cash flow (higher than the medianaasif the
respective industry for each year) and the value of zero otherwise.

Furthermore, as argued in the literature (@gler and Titman, 1993ylitchell
and Dharmawan, 200 order to have a direct measure of free cash flow | combine
the cash flow(CF) proxy variable with the ratio proxy variabMKBK, into one
interaction variablg(FCF). As argued inBagwell and Shoven (1988Nohel and
Tarhan (1998andMitchell and Dharmawan (200,7the interaction variable is a more
appropriate measure for capturing a firm’s level of free cash flow for each firm.
Therefore, | replicate the logit models with the interaction vari&@& instead of

CF, and I find no significant change in the results.

2.2.2. Excess Debt Capacity

When a firm distributes its excess capital to its shareholdeugit a share
repurchase then it reduces its equity capital. This in turn inaré@skeverage ratio.
Therefore, a share repurchase reflects the management’s preference to use debt
instead of equity in order to move closer to an optimal leverage (Bdigwell and
Shoven, 1988and Hovakimian et. al., 2001)Previous studies report evidence that
companies are more likely to repurchase stock if their respective deveaios are
below their targetgMitchell and Dharmawan, 2007; and Dittmar, 200@)addition,
Hovakimian et al. (2001)eport that more profitable firms have on average lower
leverage ratios and are more likely to repurchase stock instead rofgretebt.
Jagannathan and Stephens (20fi8}her report, that firms which repurchase their
own shares most frequently, appear to have the lowest debt ratios. Titsgsfi
support the notion that firms are more likely to repurchase stock when they hav
excess debt capacity, consequently being motivated to move towandgatiyet
leverage ratio.

Therefore, | expect to find that the decision to announce a share repurdhase wi

be motivated by the firm’s current leverage ratio and that the respective leverage
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ratios should be lower for the firms that announce a share repurchase compared to
firms that do not make such an announcement. Thus | expect to find a @egativ
relationship between a firm’s leverage and its likelithood to announce a share
repurchase. Followin@ittmar (2000)and Grullon and Michaely (2002) use as a

proxy for a firm’s leverage ratio its total debt divided by its total assetd {/G).

2.2.3. Agency Costs

As argued byshleifer and Vishny (1997agency costs are incurred between the
controlling and the minority shareholders. The higher the ownership concentration,
the less it is possible for minority shareholders touimte the firm’s decision
making. Therefore, controlling shareholders can wreak substantial costs to other
shareholders by redistributing the firm’s wealth. Consequently, the lower the
ownership concentration the more it is possible for the minority sharehotulers t
influence a firm’s decision making on the excess cash utilization.

On the other handstulz (1988)argues that fixed price share repurchases can be
used in order to consolidate voting power in the hands of management. Negsrthel
this can be beneficial to shareholders since they could force biddpay a higher
premium for tendering their shares. In additi®®yer and Vermaelen (200&jgue
that when thenanagement owns a large proportion of the company’s shares, then in
the case of a share repurchase they will be paying essentitilyheir own money.
Therefore, in the case of privately negotiated share repurchasesnilstrée other
motives than the reduction of potential agency costs that caratggaificant impact
on the decision to repurchase.

Jensen and Meckling (197@ygue that if the costs are lower than the benefits
from reducing the respective agency costs, then it could be for the management’s
benefit to repurchase shares in the market and reduce ownership dispersion.
Companies with low ownership concentration can have potentially hegihcggosts
and therefore have more incentives to undergo a share repurchase programrae, since
share repurchase can be a self imposed control mechanism to managentest, F
shareholdersan achieve protection from management’s self interest behaviour either
through the firm’s reflected price in the equity market or through the level of
management’s compensation. Thus, managers should be motivated to minimize the

respective agency codtslitchell and Dharmawan, 200.7furthermoreMitchell and
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Dharmawan (2007Y¥ind that the managerial incentive for a share repurchase in
Australia is inversely related to a firm’s level of ownership concentration.

In addition, Fenn and Liang (2001find a positive relationship between
management stock options and share repurchases, suggesting that share espurchas
are used for reducing potential agency costs. But this is contradictdagannathan
and Stephens (2008yho report that firms that repurchase most frequently have the
lowest level of managerial ownership, which supp@&@tsdeifer and Vishny (1997)
who argue that the lower the ownership concentration level, the isgsogsible for
shareholders to influence managers on undertaking a share repurchase. Moreover,
Bartram et al. (2009)find in the U.S. market that the lower the ownership
concentration, the higher the payouts (both dividend increases and sharbasgs)rc
that firms make. Consequently, different levels of protection and ownership
conentration can lead to differences in information asymmetry and the market’s
perception which are reflected on the timely update of stock prices, witHime
specific information, such as share purchase announcements.

It should be noted though, that there is a difference between managerial (insider)
ownership and block holder (outsider) ownership, since these two groups might have
conflicting interestsJagannathan and Stephens (203) evidence that firms that
have high levels of institutional ownership and low levels of maregawvnership
are the ones which tend to repurchase more frequently, suggestingftbgqtient
repurchasers are more likely to have higher levels of information agyyimin
addition, De Cesari et al. (2009)ind that a firm’s tendency to time the share
repurchases is positively related to institutional ownership for firhmexevthe level of
institutional ownership is low, whereas it is negatively relatedinsiitutional
ownership for firms where the existing level of institutional ownership i$.hig
Moreover, the authors find that insider ownership is inversely related to a firm’s
tendency to time share repurchases.

NeverthelessJagannathan and Stephens (20@¥3JDe Cesari et al. (2009re
studying the frequency and the timing of actual repurchases respechoelthe
announcement of intention, and they are only distinguishing between mahagelri

institutional shareholders, without taking into account other outsider Ihlolclers

® However Jagannathan and Stephens (2GiR)gest that the interpretation of this finding should be
done with caution since both the institutional ownershibrapurchase frequency increase over their
sample period.
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that could be influential on the decision to announce a share repurchasemwneg
FurthermoreOswald and Young (2008hvestigate the impact that insider ownership
and external shareholder monitoring have on the distribution of excessncdsh i
U.K. They report evidence suggesting that firms which have sdaxestment
opportunities and the risk of overinvesting is high, both the level of insidezrship
and external monitoring have an incrementally significant positiaioakhip with
share repurchases. In addition, the authors conclude that a better insthtiveénc
alignment with shareholders’ incentives is an important factor on initiating payouts
such as share repurchases. Howe®sryald and Young (2008yvestigate the impact
that agency costs have on actual share repurchases and not on the anmiwfceme
intention to repurchase shares, which this chapter investigates.

Moreover,Ginglinger and L’Her (2006) report that widely held firms experience
a more favourable market reaction on the announcement of a share repurchase
compared to family controlled firms, as well as the fact thaidéstity of a firm’s
shareholders affects the market reaction to share repurchase announcehents. T
find that since a share repurchase programme may enhance shareholder ¢oncentra
and because the market takes into account any negative or pelgnts of possible
increase in ownership concentration, thus family controlled firms react more
negatively.

Nonetheless, these findings are derived from a single-country analhyisis is
taking place in the French market, where companies have high tfvelgnership
concentratior{La Porta et al., 1999and for a number of firms a considerable level of
ownership belongs to either wealthy families or even to the @tbieck et al., 2005)

The majority of the U.K. firms are widely held companies whereas &ramcl
Germany have a more concentrated ownership structure, of which Frarechighsr

level of ownership concentration than Germé#bg Porta et al., 1999)This is also
supported byraccio and Lang (2002)vho report that there are significant differences
in the ownership patterns between the UK and Germany and France. Theyhaport
widely held firms comprise 63.8% of the UK firms. In contrast, they report that
France and Germany are among the countries with lowest proportions of adtely
firms (14% and 10.37% respectively). Moreover, they find that firms in France and
Germany are mostly family owned companies (approximately 65% in eachyjpunt

whereas in the U.K., family controlled firms comprise only approxim&4% of the
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firms. Finally, Faccio and Lang (2002¥ind that large firms are less likely to be
family owned.

In addition, banks in Germany can have a considerable voting power over a
wide range of firms, since shareholders routinely sign over their voting rights to banks
that manage their stock accoufigorck et al., 2005) Therefore, | argue that under
different institutional settings, the influence that ownership condemtrean have on
the incentive to announce a share repurchase can vary significantly.

| expect to find that repurchasing firms with lower levels of ownership
concentration and therefore are more likely to experience potential agestsy
should be more prone to utilise share repurchases as a payout method ito orde
reduce the arising agency conflicts. As discriminatory variable thie potential of
influencing the likelihood of an open market share repurchase announcement, | follow
Mitchell and Dharmawan (200@ndBartram et al. (2009)and use the percentage of
closely held sharéslivided by the number of total common shares outstan@g\

CON). However, this proxy has its limitations. First this proxy excludesofgtmns

due in sixty days, shares in form of convertibles and shares held in fiduajzayity

or by insurance companies, which could dilute the findings on ownership
concentration. Second, this proxy does not distinguish between the types of the
majority shareholders (i.e. insiders and outsiders) of the firm. Neverthelesgie

that the percentage of closely held shares relative to the commas shéstanding

can still be a good indication for the impact that the concentratiimobwnership

can have on payout decisions such as share repurchases. | expect to gative ne
coefficient suggesting that the lower overall level of ownership coraten, the
higher will be the probability for the announcement of a share repurchaseger to

reduce the potential agency costs.

"The variable Closely Held Shares is taken from Worldscopgbdag, and represents the following:
Shares held by insiders; Shares held by officers, dieetud their immediate families; Shares held in
trust; Shares of the company held by any other corporatiareft shares held in a fiduciary capacity
by banks or other financial institutions); Shares held by pafisnefit plans; Shares held by
individuals who hold 5% or more of the outstanding shathesexcludes: Shares under option
exercisable within sixty days; Shares held in a fidudiayacity; Shares held by insurance companies;
Preferred stock or debentures that are convertible intonconshares.
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2.2.4. Firm Size

According toVermaelen (1981small firms are more likely to have higher
information asymmetries, since they have less coverage by anahgkthe media.
Therefore, small firms are more likely to be misvalued which in tncneases the
likelihood to repurchase their shares. Furtiitchell and Dharmawan (2007%ind
that smaller companies (in the Australian market) and espethialbg that announce
a large fraction (6% or greater) of the outstanding shares to be repurcheased, h
high signalling impact due to information asymmetry.

Further, a number of research studies in the U.S. m@dk#inar, 2000;Grullon
and Michaely, 2002; Ikenberry et al., 1998port that large firms are more likely to
undertake a share repurchase, as well as the fact that size igefyostated to the
volume of share repurchases. This suggests that large firms areyalgotd take
advantage of possible undervaluation. Thus, firm size can be a sighifioca
characteristic which can influence the propensity of a share repurchase announcement.

| expect to find that larger and more mature companies, which are moredikely
have less available investment opportunities for future growth, shouldahbigher
propensity to distribute the excess cash back to the shareholders sharea
repurchase programme, in order to reduce any potential agency costs.irgplliow
Dittmar (2000) Grullon and Michaely (2002)andJagannathan and Stephens (2003)
| proxy for size 6IZE) with the natural logarithm of a firm’s total assets at the year
end prior to the share repurchase announcement. In addition, folld®daogand
Vermaelen (2002)1 replicate the models by using as a size proxy the natural
logarithm of the total value of a firm’s market capitalization at the year-end prior to

the share repurchase announcement and find no significant change on the results.

2.2.5. Personal taxation and dividend substitution

An additional factor with the ability to influence the decision to remsehis
the tax differential between capital gains and personal income taically, share
repurchases are taxed as capital gains. Consequently, when capsahgataxed
lower than personal income, share repurchases can be more beneficiastorgv
According to the personal tax savings hypothesis, share repurchases can Bexmore
efficient and can be more valuable (from a tax perspective) for shareholdeis than
dividend payou{Grullon and Michaely, 2002)
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Nevertheless, the findings reported in the existing literature omih&ct of tax
on share repurchases are mixed. For exampégwell and Shoven (198%nd
Dittmar (2000) find no evidence that the tax regulations can have a signifitfent e
on payout policies. In contrast, a number of research studiesMasulis, 1980;
Grullon and Michaely, 2002Lie and Lie, 1999;Rau and Vermaelen, 2002; and
Lasfer, 200% report evidence that taxation is an important drimerfirms’ payout
decision making and when more favourable measures are taken towards share
repurchases, then share repurchase announcements and share repurchatyingsacti
well as the market reaction to the announcement of a share repurncitasase.
When a firm announces its intention to repurchase its shares,thexjreriences a
positive announcement retumdcNally (1999) agues that the announcement returns
reflect theincrease of the firm’s after-tax value, which is associated with the implied
change in distribution policy,nd the higher the investors’ average tax rate, the
greater is the increase in the after-tax value.

Moreover,Kooli and L’Her (2010) report evidence from Canada that tax has a
significant impact on a firm’s decision to actually repurchase its shares. Moreover, the
authors report that after the change in regulations where the rate of gapitatax
became lower than the top marginal rate on dividends tax, thar damthount
distributed by share repurchases relative to dividends increased from 55.02% to
74.29%. Henceit reflects the effect that the capital gains tax differential ivelab
income tax can have on the decision to repurchase.

Given the flexibility and tax advantage of open market share repurchiases
can be viewed as substitutes to cash dividends. Another view thotigdt, fisms that
pay cash dividends already have the necessary resources in ordg@leiment an
open market share repurchase. Therefore, based on the flexibility of open market
share repurchases compared to cash dividends, these two payout mecbanibems
viewed as complements rather than substitttegannathan et al., 2000)

Concerning the substitution hypothesis, the overwhelming majority of the
evidence is derived from the U.S. mark&eAngelo et al. (2000examine the
relationship between special dividends and share repurchases, and they find no
evidence in support of the substitution hypothesis. Moreal@gannathan et al.
(2000)find that firms use permanent earnings for the cash dividend pay out, wherea
share repurchases are funded from unexpected earnings. This is also supported by

Dittmar (2000)where the author reports evidence that firms repurchase shares when
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they have excess cash and finds no evidence that repurchases acitagesuiostash
dividends. FinallyMitchell and Dharmawan (2007) the Australian market, report
that dividends do not influence a firm’s decision to repurchase. In contrast, Grullon

and Michaely (2002)eport evidence for the U.S. market that share repurchases are
perceived by the market to be substitutes to cash dividends.

Given the conflicting evidence on the dividend substitution hypothesishand t
limited research on markets other than the U.S., | hypothesise thatatiegenial
incentive for announcing a share repurchase will be related to the firm’s payment of
dividends. Hence, for testing if the tax flexibility and benefit of shgrarahases has
a significant impact on the decision to repurchase, | folMeNally (1999)and |
proxy for the average tax rate with the dividend yield rédity_Y). According to the
personal tax savings hypothesis, | expect to find an inverse relationsivgehethe
dividend yield and the decision to repurchase. In order to test if share reymsreina
viewed as substitutes or complements, followiigmar (2000)andJagannathan and
Stephens (2003) useDIV/INI, which is the ratio of regular cash dividends divided by
the firm’s net income as reported in the year end prior to the repurchase
announcement. If share repurchases are used as substitutes then | ekpdca to
negative relationship between the incentive to repurchase andividend cash
payout(DIV/NI), whereas if they are viewed as complements then | expectdta fin
positive relationship. Therefore, | employ both proxy variables, becausestheah
be used for capturing the tax effect, whereas the latter is a direct proxy of a firm’s
cash payout, and therefore a more direct measure for the dividend sobstitut
hypothesis.

Additionally, in order to capture the effect that a favourable tax diffetenitia
capital gains might have on a firm’s decision to announce a share repurchase
programme, | employ a favourable capital gains differential tax dumwaniable
(DTAX). (DTAX) takes the value of one for every event (both test- and control-firms)
that takes place during the time periods where for each of thecbuegries capital
gains were taxed lower than the personal income tax, and zero othérexpect to
find a positive relationship between the capital gains differestatitmmy and the
decision to announce a share repurchase.

For the U.K., | identify two periods. First, the period prior to April 1st 1998,
where the abolishment of the Advance Corporation Tax (ACT) became effective.

Prior to the abolishment of ACT an imputation system of taxation waeict & the
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U.K., according to which open market share repurchases were cash distributions
tax advantage purposes, hence creating an ACT charge. Furthermore, inethe cas
where there was no surplus ACT capacity against which the taxtyiabilishare
repurchases could be offset share, then open market share repurchases wmtkl gene
an additional tax liability for shareholders. For instance, prior July 2nd, 1997, tax-
exempt shareholders such as pension funds were able to claim baak tihedit on
dividends, hence making an 80 pence net dividend worth out of 100 pence. However,
the tax credit on share repurchases was not refundable. Therefore, prior to the
abolishment of ACT share repurchases were not considered to be aivatimethod

of payout. MoreoverRau and Vermaelen (20Q8rgue that while ACT was effective,
investors belonging to high tax brackets would prefer open market share remirchase
than cash dividends, whereas investors belonging to low tax bracket would prefer cash
dividends over share repurchases. With the abolishment of ACT the tax disadva

of share repurchases was removed hencegagiag firms’ attractiveness to open
market share repurchases. Second, the period following Febri&@905 where a
payment made by a company on the purchase of its own shares would betsubject
income tax, rather than capital gains tax which were taxed atex lewel than the
respective level of income tax. Consequently, the tax benefit of share reyasdbia

the shareholders would be diminished. Thus, for the time period between April 1
1998 and January 312005 the dummy variabi®TAX) is assigned the value of one,

and zero otherwise.

In France, before January', 12005 short-term capital gains (gains on sales of
securities held for less than two years) were taxed as regularean@xmvhereas
long-term capital gains were taxed at a 19% rate. After Janda®pd5 and until
December 312005 long-term capital gains were taxed at a lower rate of 15%. For the
period between January 2006 and December 32006 long-term capital gains were
taxed even lower at 8%. Therefore, the dun{imdyAX) for France takes the value of
one for the period after January' 2005 and zero otherwise. In Germany, after
January 1 2001, where the Tax Reform 2000 became effective, only 50% for both
dividends and capital gains received by individual shareholders wouldxbble.

Since the marginal personal tax rate was effectively reduced to 4&fy%dax
advantage of share repurchasing would be diminished. Hence, the dmAX) for
Germany, takes the value of one prior to the period after Janti&2@ail and zero

otherwise.
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Further, Lie and Lie (1999)find evidence that shareholder tax implications
affect how firms distribute cash to their shareholders. In addition they reaart
managers are more sensitive to the tax threshold of the shareholdergé &action
of the shares is owned by institutional investors because they can be more capable and

willing to inform managers about the tax implications of different cash disbursements.

2.2.6. Information Asymmetry and Undervaluation

Information asymmetry, leads to one of the main motives for a shauschase
that has been largely discussed in the literature which is the uhdgiva
hypothesis. The undervaluation hypothesis is based on the notion that information
asymmetry between the management and the sHdegh@an lead to a firm’s
misvaluation. In that case, if managers believe that the cuedgnty price in the
market is not reflecting the true price of the firm, then the firm can reasecits own
stock since it believes it is a good opportunity to invest in its et@ck due to the
current misprice or signal to the market that the firm is undervalued. foreeréy
making such an announcement (assuming that the markets respond efficierdly) pric
should then adjust instantly to the new price levels that rdfiectrue value of the
firm.

A number of research studies (e@rullon and lkenberry, 20Q0Louis and
White, 2007 Vermaelen, 1981 Peyer and Vermaelen, 200%eport evidence
suggesting that the market has a much higher positive reaction anrtbancement
of fixed-price tender offer share repurchases compared to that of an open market share
repurchase announcement. Because the firm pays a premium in order to repurchase
the tendered shares, it can be translated as a costly sighalnwatket, thus bearing
more credibility, contrary to an open market repurchase announcement, whish pose
no commitment to the firm, therefore being a less credible signal to the market.

Therefore, firms that wish to signal their undervaluation would be morg li&el
proceed to a fixed-price tender offer since they are considered to the sigsals,
thus making them more credible. But that is not always the case, thie majority of
firms that undertake a share repurchase and wish to signal theirvalodéon,
repurchase their shares in the open market, which poses no commitnmenfitont
(Grullon and Ikenberry, 2000; Allen and Michaely, 2Q0Since open market share
repurchases are costless signals, there is a drawback concernisgyrtaking

hypothesis. Because the announcement of an open market share repurchase is
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“costless” signal for a company, meaning that it could be imitated even by a bad firm
as there is no commitment to undertake the announced share repurchasenpeogram
therefore share repurchases could not be considered as a credible signal.

On the other hand thougBhattacharya and Dittmar (2008jgue that an open
market repurchase announcement still can be a credible positivé digoause by
making such an announcement, the company will attract scrutiny. Condggtrent
bad firm cannot mimic the good firm because it would want to avoid assilge
scrutiny by the market.

Previous studies show that share prices increase significantly on the
announcement of intention to buy back stocks. On average, the announcement price
effect of an open market share repurchase is approximately 3%, as repoated in
number of U.S. studies, whereas this does not seem to be the case for European
markets, for instanckasfer (2005yeports an excess return of approximately 1.6% in
the U.K. andGinglinger and L’Her (2006) an excess return of 0.57% in France. In
addition, the market reaction is positively related to the targeted papoftshares
outstanding to be repurchas@kienberry et al., 1995; Grullon and Michaely, 2002)
This implies that the larger the proportion of shares sought, the strongegrhé of
undervaluation, signifying that the management believes that the curaeetsice is
a better investing opportunity for the firm. Moreovekenberry et al. (1995)
Comment and Jarrell (1998nd Vermaelen (1981)yeport a similar in magnitude
decrease in the share price, during the month prior to the announcement of intention to
repurchase, signifying that signalling for undervaluation can be a strotigenfor
announcing a share repurchase.

Further, Stephens and Weisbach (1998port evidence derived from the U.S.
market that firms repurchase either a substantial fraction of the anncahared or
almost none at allBhattacharya and Dittmaf2003) argue that firms make the
announcement but not repurchase because the signal has already workedg(meani
that the firm has already attracted the wanted scrutiny from the mavkateover,
the authors argue that the more a firm is undervalued, or ignored by the narket,
greater the scrutiny will be, and therefore the greater the trading prdfitscariue by
discovering this information about the firm.

In the predominantly U.S. literaturée.g. Stephens and Weisbach, 1998;
Ikenberry et al., 1995; Jagannathan and Stephens, 2003; Dittmar, 2000; and Mitchell
and Dharmawan, 2007 in Australia@gative abnormal returns are reported during the
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period preceding the announcement of a share repurchase programme, indicating that
firms announce their intention to repurchase in order to signal to the nzakéteir
current stock price is undervalued. It is notable though, that tigist mot be the case

for the European marketsasfer (2005yeports that in the U.K. for the period of -151

to -3 days prior to the announcement of a share repurchase, firms shightly sl
negative performancealthough not statistically significant, whereas for Continental
Europe the respective abnormal performance for the same time window apgsars
highly negative (-4.56%) and statistically significant. This sigaithat the weight of
undervaluation as being a motive for announcing a share repurchase progcamme,
vary among different markets. This is reinforced by the notion that furs are

more widely held compared to the U.K. firms, and even more so compared to
Germany and France as discussed earlier, implying that there shdolddrdevels

of information asymmetries in Europe, which is translated to the fadhire should

be a lower impact of undervaluation in this study.

Moreover,Ginglinger and L’Her (2006) argue that even if the initial purpose a
share repurchase announcement is not to indicate a firm’s undervaluation, the
managers’ timing for the announcement of a share repurchase programme should be
triggered by negative abnormal returns during the period preceding the
announcement. In addition, the authors report that the average daily abreitmg
during the six months prior to the announcement, is inversely related toatlketm
reactionto the announcement of a share repurchase programme.

Therefore, | expect to find that the greater the undervaluation of a firm, the
greater will be the propensity to announce a share repurchase progranreygorfed
in the literaturgle.g. Ikenberry et al., 1995; Jagannathan and Stephens, 2003; Dittmar,
2000; Mitchell and Dharmawan, 2003@) reduction in stock price performance is
almost entirely concentrated in the year prior to the share repuraiasenaement
suggesting undervaluation. In order to capture any potential undervaluatioad ase
proxy (RET_1yn), which is the cumulative daily market-adjusted stock returns for the
entire year prior to the announcement of a share repurchase (-261 to -2 days).

In addition, | replicate the logit models by estimating the market adjusted returns
in a smaller time horizon. | do this in order to identify if it is a longer or a shorter term
undervaluation that can have a significant impact on the decision to aereshare
repurchase, as well as if managers have a timing ability on annouacsahgre

repurchase. The smaller time periods employed are -151 to -ZREYs6m) -40 to
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-2 days (RET_2m) and -20 to -2 day$RET_20d) prior to the announcement of
intention to repurchase. In any case the results remain unaltered.

Apart from the stock returns prior to a share repurchase announcement, an
additional indication of a firm being undervalued is the mat&dieok ratio.
Ikenberry et al., (1995andlkenberry et al., (20003how that firms with high book-
to-market ratios earn significant abnormal returns in the subsequent periods, thus
suggesting that these firms were potentially undervalued. Furthiémar (2000)
reports that firms which repurchase stock show an inverse relationghipebethe
dollar amount of repurchased shares and the respective natdaik ratio
suggesting that firms repurchase their stock in order to take advantateirof
undervaluation. In additiorBarth and Kasznik (1999}est if undervaluation has a
significant impact on the decision to announce an open market share repundhas
U.S., and employ as a proxy the ratio of matkdbook value of equity.

Thus, | include as a proxy for potential undervaluation the maokiedok ratio
(MKBK) which is the company’s market value compared to its book value of equity at
the year end prior to share repurchase announcement. A negative ecefffould
suggest that the lower the marketbook ratio the higher the propensity will be to
announce a share repurchase programme in order to exploit a potential

undervaluation.

2.2.7. Alternative Motives

An additional reason why firms repurchase their shares is to offset ttg&e cos
involved of issuing stock options to their employees as compensation. Dheefaxt
that the issuance of stock options and their respective exerciaediiagve effect on
a firm’s earning per share, firms repurchase their shares for countering the options’
dilutive effect and keep the number of shares outstanding at thebtkedesel.
Furthermore, Dittmar (2008) argues that when the share options compensation
programmes involve executives, as this is often the case, mahageran additional
incentive for repurchasing instead of paying dividends which have a tax alidage
over repurchases and because share options are typically not entitled to dividends.
A number of studies in the literature find evidence that firms thatstisck
options show a higher propensity to repurchase their shares than pay dividends
Bartov et al.(1998) Jolls (1998) andWeisbenner (1998gmploy a discrete-choice

methodology for analysing the impact of employee or management stock option on
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firms’ payout choice between dividends and share repurchases. All three studies
report evidence suggesting that stock options have a positive rdigtiomish the
probability to repurchase shares. Furtherm&enn and Liang (200lipvestigate the
impact of stock options on a firms’ choice to repurchase or pay dividends but also on

its total payout policy as a whole. The authors report evidence of aiveegat
relationship between stock options and the payment of dividends, whereas share
repurchases have a positive relationship with stock options suggdstihgtdck
options and their increasing use as a compensation policy could be oneeatstbres

of explaining the increasing trend of share repurchases at the expatigel@ids.
Furthermore,Dittmar (2000) finds evidence of stock options having a significant
impact on firms repurchasing their shares. Contrary to these findings, et al.
(2005) find no evidence on their qualitative study (only 10.6% of the interviewed
managers agreed) that firms repurchase their shares instead of paytends
because employee stock options are dividend-protected.

The aforementioned studies focus on the impact of stock options on the actual
share repurchases and not on firms’ announcement of their intention to repurchase
sharesBabenko (2009)nvestigates the impact of stock options on the announcement
of share repurchases against a dividend increase. The author findsethpatyout
method chosen by a firm is indeed affected by the firms’ compensation structure and
that share repurchases are more likely to be announced when employee®deold m
unvested stock and even more so when these firms have a higher need for human
capital. However, due to the difficulty of finding accurate data on stockreptnd
more specifically for the two stock option categories of those held byogegsd and
those held by executives which consequently reflects different itdened incentives
alignment between these two groups and due to the fact that thetiwipstock
options should be reflected more on the actual share repurchase tradethaatiiee
announcement itself which is not a commitment to firms, the inaitig of stock
options falls out of the scope of this research.

An additional motive for share repurchases is the takeover deterrent lsypothe
according to which in the presence of an upward-sloping supply curve fos,share
potential target firm can increase the bid price and consequentlgotieof the
acquisition by repurchasing its shares. Share repurchases increase a firm’s share price
in this case because they provide the demand for the firm’s shares which increase the

lowest price for which the stock is availablBagwell, 1992; Dittmar, 20Q0
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Furthermore Dittmar (2000)finds evidence that a potential takeover has a positive
and significant effect on firms actually repurchasing their shares diimiegperiods

of takeover waves. However, if a firm wishes to prevent a hostil@taket would

prefer to undertake a fixed price tender offer or a Dutch auction repurchase share
repurchase, which gives it the ability to retire a large number oéshara short
period of time and in a pre-specified price range, thus making it a efficeent
takeover deterrent mechanig®agwell, 1991; 1992)Therefore, the examination of

the takeover deterrent hypothesis influencing the managerial incenfive
announcing an open market share repurchase falls out of the scope o$e¢hrshe
Furthermore, it should be noted that the motives for announcing an open market share
repurchase programme investigated in this research represent only a number of
potential factors that lead firms to make such an announcement, & wévea one

should bear in mind when interpreting the results regarding the managendivese

for announcement the intention to repurchase shares in the open market reported in

this research.

2.3. Data and Methodology

2.3.1. Descriptive Statistics

The sample of repurchasing firms is constructed by identifying all the
announcements of intention to repurchase ordinary shares in the open mhaeket. T
data is collected by using news articles postedPerfect Analysisand Factiva
databases from®1of January 1997 through 3bf December 2006. The reason for
selecting this time period is because it was not until 1998 the¢ styaurchasing was
allowed to take place more freely in both Germany and France, fbusng me to
do the cross country analysis between the three different markets.

These databases report any news announcements that were available in the press
made by U.K. and European corporations on share repurchases. The samplelis refine
so as to involve solely firms that announce their intention to repuradrdseary
shares in the open market, thus excluding announcements concerning the repurchase
of B-shares or preference shares. Additionally | control my sample for Aaneric
Depositary Receipts (ADRs) and cross-country listings. Moreover, finanoias, fi
property companies and investment trusts are excluded from the sampte. Suc

exclusion is common practice in the literatgeeg, Shleifer and Vishny, 1997; Fama
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and French, 1992)his is due to the fact that financial firms exhibit different @pit
structures compared to non-financial firms and, especially, they hergased levels

of leveraggSaunders and Cornett, 200B)nally, corporations included in the sample
are required to have their share prices liste@ataStreanand their accounting data

on Worldscope The sample contains 970 announcements of intention to repurchase
from corporations primarily listed in the United Kingdom (513 announcements),
France (263 announcements) and Germany (194 announcements).

After collecting the sample of firms that have announced an open market share
repurchase (test-sample), | proceed to the construction of the control firmle shm
order to construct the control sample of non-repurchasing firms, | collect data on
domestic companies that were trading in the respective mairetaarkeach of the
three countries under study, that have not announced a share repurchase
announcement during the ten year period 1997 to 2006.

The approach | use for matching the repurchasing firms with the non-
repurchasing firms is standard in the literature. For every year ituthg Issandomly
generate a sample of firms from the population of firms that have not anncainced
share repurchase, which I refer to as the “control” group. Each control firm is selected
randomly following a uniform distribution and only once from the pool of companies
that have not announced a share repurchase programme for the ten year period under
study’. As argued irHasbrouck (1985)“the use of a non-industry matched control
sample will render indistinguishable firm- and isthy-specific effects, while the use
of an industry-matched sample will purge from thealysis any industry-specific
effects”. Therefore, followingHasbrouck (1985), Jagannathan and Stephens (2003)

and Mitchell and Dharmawan (2007)employ an industry-matching procedure and

8 The matching method of test and control firms (i.e. refmsing and non-repurchasing firms
respectively) is common in the literature (ettpsbrouck, 1984; Jagannathan and Stephens, 2003;
Mitchell and Dharmawan, 200®tc.). The primary reason for following this procedwé¢hat choice
based sample provides higher information content tham@om sampléCosslett, 1981)Given that
the number of firms announcing their intention to repurchihsé shares in the open market is
relatively small compared to non-repurchasing firms, randampsng will consequently result in a
sample comprising of a substantially large sample ofnepurchasing firms and only a few firms that
made open market share repurchase announcerRatepu (1986argues that this would prove to be
inefficient from an estimation perspective. Therefdirés important to select the samples in a way that
will ensure that the test samples represent an adequaperiion of the overall sample which
incorporates certain distinguishable firm- and/or industrgifipecharacteristics. Furthermorglanski
andLerman (1977)andManski and McFadden (198ppint out that such a choice based sample will
provide more efficient estimates than a random sampléhe same size, whil&osslett (1981)
characterizes such a sample as a closgtimal design. Finally, | employ a number of differemdel
selection methods, in order to ascertain the robustobdbe results irrespective to the sample
specification.
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alternatively a marketie-book, a size-matching procedure (which is defined as the
market capitalisation at the end of the year prior to the share repurchas
announcement) and a non-matching procedure, for robustness check of the results.
The industry-, marketis-book-, and size-matching procedures are performed on
a oneto-one basis, meaning that for every test firm, a unique control firm that
complies with the requirements of each matching method is selé&ctetie industry-
matched samples, | select randomly the control firms from the damaligit
Standard Industry Classification (SIC) code that have not announced a share
repurchase programme within the whole ten year period of this study asigh a
them with a company from the test-sample, that has the savrgiditindustry code.
For the markete-book matching method, | randomly select a control firm that has not
made a repurchase announcement within the whole ten year period undeastudy,
with a marlet-to-book ratio that falls within a ten percent range above or below the
respective level of the test firm, during the year of the repurchase annmnice
Similarly, for the sizematched method] randomly select a control firm, a firm that
has not made a repurchase announcement within the entire ten year period under
study, and with a respective market value that falls withimgeércent range above
or below the respective level of the test, during the year of the repurchase
announcement. Finally, for robustness check, | do not match a repurchasingtfirm w
a specific non-repurchasing firm. Rather, I include in the model afirthe that are
trading in each respective stock exchange in each year, for the tepeyiear under
study. In this case, all firms that have made a share repurchase @meunhappear
throughout the ten year period as repurchasing (test) firms and the remamigg fi
that have never made a share repurchase announcement throughout the ten year period
are employed as non-repurchasing (control) firms.
Table 2.1 reports the number of repurchasing and non-repurchasing firms that
met the criteria for each of the four matching procedures. It should &d thmiugh
that apart for the non-matched samples for every repurchasing firm itheme
equivalent non-repurchasing firm, meaning that half of the total number of ggms
annum are repurchasing firms and the other half are non-repurchasing firmshfor eac
matching procedure. It should be noted though, that due to the fact thaestafirm
is matched with a unique control firm which appears only once in thelsanh
control firms and due to the respective criteria restriction imposeshom matching

method (industry, size and marketbook) yields smaller test samples, relative to the
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initial 970 open market share repurchase announcements. This is alsasie why
the samples from each matching method differ significantly between them.

Table 2.1 Annual distribution of test and control firmsfor the four matching

methodsin each country
This table contains the number of firms on a per yeaisb for each matching method. It should be
noted that the matching for each method apart for themmatched samples method that has taken

place is on a onts-one basis. This means that for every test firm tieeematched control firm that

has not made an open market share repurchase announcerimgnttduten-year period under study.

Industry-Matched

Size-Matched

United United
Kingdom Germany France Total Kingdom Germany France Total
1997 20 0 2 22 1997 20 0 0 20
1998 48 2 30 80 1998 48 2 20 50
1999 36 16 40 92 1999 38 12 28 50
2000 34 42 74 150 2000 38 32 62 70
2001 56 64 26 146 2001 50 56 20 106
2002 88 50 52 190 2002 80 48 42 128
2003 82 30 56 168 2003 70 24 48 94
2004 100 30 48 178 2004 56 20 20 76
2005 116 48 28 192 2005 68 44 10 112
2006 108 40 64 212 2006 66 40 44 106
Test Sample 344 161 210 715 Test Sample 267 139 147 406
Control Control
Sample 344 161 210 715 Sample 267 139 147 406
Total 688 322 420 1,430 Total 534 278 294 812
MKBK-Matched Non-Matched
United United
Kingdom Germany France Total Kingdom Germany France Total
1997 20 0 2 22 1997 1,019 285 245 1,549
1998 52 2 32 86 1998 1,007 293 263 1,563
1999 44 12 36 92 1999 1,098 297 251 1,646
2000 42 32 80 154 2000 1,025 300 243 1,568
2001 54 48 26 128 2001 1,087 295 205 1,587
2002 96 48 50 194 2002 1,235 270 203 1,708
2003 90 28 52 170 2003 1,200 222 183 1,605
2004 102 26 38 166 2004 1,165 194 164 1,523
2005 124 52 26 202 2005 1,281 204 142 1,627
2006 114 54 64 232 2006 1,426 186 160 1,772
Test Sample 369 151 203 520 Test Sample 417 261 259 937
Control Control
Sample 369 151 203 520 Sample 11,126 2,285 1,800 15211
Total 738 302 406 1,040 Total 11,543 2,546 2,059 16,148
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2.3.2. Methodology

In order to estimate what are the managerial incentives for aringuant open
market share repurchase, a standard binary logit model is employeck, Hecan
determine the functional relationship between the firm characteriaick the
probability of an open market share repurchase announcement taking dagigen

period:

1

1+ e P00 2.1)

Pio =

where p;,, is the probability that the firm will announce a share repurchase

programme in period, X(i,t) is a vector of financial variables with potential
discriminatory ability, ang is a vector of unknown parameters to be estimated.

As previously discussed, the (predominantly U.S.) existing literature has
developed certain hypotheses that are more likely to explain the mdtdrend a
share repurchase and the respective market reaction as wedl asctrtaining of
some key financial variables which are highly characteristic ofestegurchasing
firms. Therefore, these variables are more likely to influence the prdpatbik firm
announcing a share repurchase. Further, | discuss a series of logit modb/éha

been employed under different matching procedures for the control firms.

2.3.3. Optimal cut-off probability

Prediction tests typically involve distinguishing a group of firm#itwo
categories. In the case of this research, the group of firms is dishieguirom those
which announce a share repurchase and to those which do not make such an
announcement, based in the estimated share repurchase probability. But iro order t
classify each firm of a given sample, the estimated share repurhasencement
probability is compared to a predefined cut-off probability, and if the esttna
probability is less than the predefined cut-off probability, then the firfassified as
a non-repurchasing firm.

In the same context, but in the mergers and acquisitions falépu (1986)
argues that the appropriate cut-off probability that is to be employed pretestion
tests is determined by the decision context in which the model’s predictions are to be

applied. Thus, by applying an arbitrary 0.5 cut-off probability the results of the
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prediction tests from each logit model will not be accurate and subsegqdéintult
to interpret. Therefore, instead of relying on a simple a priori cut-off probabflity
0.5, | follow Palepu (1986pnd for each of the applied logit models | calculate the
optimal cut-off probability.

The condition that allows to determine the optimal cut-off probghiitthe
following:

fl(.p i = repurchasing)_ 1 2.2)
f,(pi = non— repurchasing)

where f,(.) is the distribution probability of repurchasing among the group of
firms that have announced an open market share repurchasef,@nds the

corresponding distribution for those firms that have not made such an announcement
From condition (2.2) in order to determine the optimal cut-off probability, the

conditional probability density functions of,(.) and f,(.) must be known first. |

achieve this by plotting the distribution of the estimated probabilif@ the
repurchasing and non-repurchasing firms that is used to estimate tHel mo

parameters, therefore obtaining empirical approximationstfay and f,(.). Thus,

the optimal cut-off probability is the value where the two plots inbergen example
of the probability distributions plot that provides the optimal cut-off point is

illustrated in Figure 2.1.

Figure 2.1. Plot of probability distributionsfor optimal cut-off point.

This figure presents the plot of the probability distribugiofithe repurchasing (test) firms and the non-
repurchasing (control) firms, in order to estimate thenaal cut-off probability point for the market-
to-book matching method in the United Kingdom. It has been estihitato be 0.68.

Repurchasing ~ ——— Non Repurchasing |

25.00% 1

20.00% 1

15.00% A

10.00%

5.00% 1

0.00% T T T T T T T T T
0.098 0.197 0.295 0.393 0.491 0.590 0.688 0.786 0.885 0.983
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2.4. Empirical evidence

2.4.1. Univariate Analysis

For both groups, repurchasing and non-repurchasing firms, | collect a list of
financial variables with potential discriminatory ability, as dssed in the literature
review section, at the end of the year preceding the year in Wedhare repurchase
announcement took place. The firm characteristics for each group of firmar{tes
control firms) and for each country are presented in Table 2.2. Panets B\@resent
the firm characteristics and summary statistics for the indusiby the size-matched
matched samples whereas Panels C and D present the respective charaftietistics
marketto-book-matched and the non-matched samples respectively. It should be
noted that for the markéb-book- and size-matched methods, the differences in
means (between the sample and control firms) for the respective rt@abaik and
size proxy variables are not reported since | control for these variables.

What is most apparent from all four matching methods is that, firral ihree
countries that have announced their intention to repurchase their sharesa ha
significantly lower ownership concentration level. This supports my expattahat
firms with lower levels of ownership concentration would be more prone to acgoun
a share repurchase asneans of a self-impesl discipline mechanism for reducing
potential agency costs. Moreover, | see that the levels of ownersigprdration for
both the test and control samples vary across the three countrieswifiicin the
ownership concentration for the U.K. firms is the lowest compared to Geramahy
France.

Further, in the industry matched samples, | see that for all threeriesunt
repurchasing firms have significantly higher excess cash and are largeze,
compared to non-repurchasing firms, as proxied by cash flow and total assets
respectively. This suggests that repurchasing firms are largezenasd distribute
their excess cash flows through a share repurchase. When examining thgeleve
ratios though, | find that it is only in the German market that repuraipéisms have
significantly lower leverage ratios compared to their respecteterparts. This
suggests that repurchasing firms in Germany are trying to exploitekegss debt
capacity. In order to see if firms that announce a share repurchaserayéatrsignal

their undervaluation, | find that their marketbook ratios (which are used as proxies
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of undervaluation) are not significantly different compared to the control sdmmpl
all three countries.
In order to check if repurchasing firms have a lower growth than non-

repurchasing firms, I find that their growth as captured by the Tobin’s q, is only for

the case of the U.K. that the test firms have a significantlgdl@ycompared to their
matched counterparts. Nevertheless, | find that it is the comtmnattihaving a lower
growth ratio (Tobin’s q) and higher excess cash compared to the median industry
ratios respectively. Finally, | find that for France only, the testpsanmhas a
significantly higher dividend yield ratio, suggesting that repurchasing fpay out
more cash dividends and have on average a shareholder clientele higtiea tax

rate compared to non-repurchasing firms of the same industry.
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Table 2.2 Univariate analysis between test and control firms.

This table presents the univariate analysis resuhigch contains the mean values for each repadeidble and their respective t-tests of the défifiee in
mean values assuming unequal variances, for th@tewps of repurchasing and non repurchasing fifarghe period 1997 to 2006. Panel A presents the
results of the univariate analysis from the industatching method. Panel B presents the respaatiivariate analysis results from the mart@took
matching method. Panel C presents the respectivanate analysis results from the size matchinghoe. Panel D presents the respective univariate
analysis results from the non-matched samplesnEiabcompanies are excluded from the sampless@iteiratio of net operating income before taxek an
depreciation to total assets at the year end prior to the repurchase announcement. Tobin’s q is the ratio of a firm’s ratio of its market value to the value of its
gross capital stock adjusted for inflation, atyiear end prior to the repurchase announcement. D&&FHummy variable that takes the value of ome fo
firms that have simultaneously low Tobin’s q (lower than the median q of a firm’s respective industry for each respective year) and high cash flow (higher

than the median cash flow of the respective ingsir each year) and the value of zero otherwid&Glis the ratio of total debt divided by its totalsets.
ROA is defined aghe ratio of a firm’s net income to its total assets at the year end prior to the share repurchase announcement. SIZE is the natural logarithm
of a firm’s total assets at the year end prior to the share repurchase announcement. RET 1yr is the cumulative daily market-adjusted stock returns for the
entire year prior to the announcement of a shamerohase (-261 to -2 days). RET 20 daily marketistéjd stock returns for the period of -20 to -2sdarjor
to the announcement of intention to repurchase. MKBKfirm’s market value compared to its book value of assets at year end prior to share repurchase
announcement. OWN CON is the percent of closely sletdes divided by the number of total common shauntstanding. DIV_¥s a firm’s dividend yield
ratio at the year end prior to the announcemetttefntention to repurchase shares. The p-valuethéodifference in means are reported in italie®Ww the
mean values of each variable. The number of obsengare reported in brackets. The standard dewriatninimum and maximum values for each variable
for the test and control samples respectively gpented in parentheses.

Pandl A. Industry - Matched
UNITED KINGDOM GERMANY FRANCE
Test Control Test Control Test Control

REP_DUMMY 1 0 1 0 1 0

[345], [345], [161], [161], [210], [210],

0,1,1) (0,0, 0) 0,1,1) 0,0, 0) 0, 1,1) (0,0,0)
CF 0.098 -0.003 0.152 0.071 0.108 0.086

0.000 0.150 0.130
[328], [247], [159], [156], [206], (0.072, -0.123, [178],
(0.190, -2.504, 0.529) (0.377,-2.771,0.621) (0.663, -0.664, 8.346) (0.227, -1.572, 0.927) 0.371) (0.185, -1.769, 0.422)
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Table 2.2 Panel A., Continued.

TOBIN'S Q

DFCF

LVG

ROA

SIZE
(millions $)

RET 1YR %

RET 20D %

1.416 1.756 1.480 1.278 1.450 1.513
0.144 0.252 0.788
[336], [261], [161], [150], [207], [171],
(1.312,0.062, 7.857)  (3.568, 0,46.512)  (1.824, 0.265, 17.53)  (1.252, 0.087, 9.445)  (1.992, 0.251, 19.46) (2.449, 0.030, 22.355)
0.368 0.195 0.335 0.298 0.374 0.148
0.000 0.474 0.000
[345], [345], [161], [161], [210], [210],
(0.483,0, 1) (0.397,0, 1) (0.474,0, 1) (0.459, 0, 1) (0.485, 0, 1) (0.356, 0, 1)
0.234 0.433 0.137 0.189 0.224 0.210
0.374 0.005 0.412
[337], [306], [161], [161], [209], [189],
(0.184, 0, 0.928) (3.908, 0, 68.285) (0.140, 0, 0.545) (0.188, 0, 0.935) (0.144, 0, 0.583) (0.175, 0, 1.119)
0.039 -0.678 0.025 -0.040 0.032 0.005
0.189 0.004 0.031
[337], [307], [160], [161], [209], [190],
(0.135, -1.653, 0.323)  (9.545, -1.670, 1.423) (0.125, -1.050, 0.367) (0.258, -1.895, 0.538) (0.086, -0.536, 0.458) (0.147, -0.824, 0.257)
10,452.38 369.86 9,111.67 767.46 8,242.40 910.34
0.000 0.001 0.000
[151], [209], [189],
[337], [292], (29,429.15,9.920,18,5¢ [155], (15,330.38,3.988,89,2( (6,339.54,0.857,83,34¢
(30,582.4,2.623,18,354 (13,92.9, 0.004, 14,22¢ 1) (2,753.4, 1.082, 26565 7 )
0.002 0.003 -0.019 -0.012 -0.003 -0.023
0.868 0.664 0.128
[345], [345], [161], [161], [210], (0.128, -0.538, [210],
(0.085, -0.459, 0.334)  (0.113, -0.421, 0.649) (0.111,-0.434, 0.344)  (0.148, -0.844, 0.668) 0.334) (0.145, -0.715, 0.465)
0.001 0.002 -0.019 -0.008 -0.005 -0.029
0.877 0.538 0.079
[345], [345], [161], [161], [210], [210],

(0.086, -0.468, 0.302) (0.113, -0.411, 0.660) (0.112, -0.465, 0.326) (0.194, -0.999, 1.469) (0.127, -0.515, 0.333) (0.153, -0.720, 0.469)
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Table 2.2 Panel A., Continued.

MKBK 2.715 2.826 3.034 2.776 2.714 2.293
0.700 0.449 0.071
[328], [267], [155], [141], [209], [172],
(3.357, 0.070, 25.801) (3.566, 0.250, 29.27) (2.861, 0.410, 21.070) (2.988, 0.080, 20.846) (2.398,1.190, 17.590) (2.125, 1.450, 14.110)
OWN CON % 20.484 38.094 41.892 59.003 44.888 63.680
0.000 0.000 0.000
[332], [287], [128], [90], [191], [108],
(22.565, 0.001, 91.633 (23.860, 0.009, 98.169 (22.988, 0.004, 96.100 (27.696, 0.018, 99.850 (24.833, 0.060, 98.900 (21.769, 6.210, 99.901
DIV_Y 2.963 2.061 1.607 1.578 1.860 1.680
0.000 0.896 0.350
[339], [256], [158], [149], [205], [174],
(2.538, 0.000, 26.769) (2.7913, 0.000, 25.671 (1.738, 0.000, 7.0744) (2.131, 0.000, 11.288) (1.649, 0.000, 11.656) (2.049, 0.000, 11.750)
DIV/NI -1.312 0.944 1.018 0.289 2.494 0.108
0.533 0.077 0.003
[345],
[315], (12.224,-13.631, [156], [161], [155], [208],
(6.309, -4.710, 26.489 21.896) (4.894, -1.619, 28.726] (1.493, -9.300, 8.943) (9.678,-1.782,70.599) (0.937, -3.355, 9.846)
Panel B. MKBK — M atched
UNITED KINGDOM GERMANY FRANCE
Test Control Test Control Test Control
REP_DUMMY 1 0 1 0 1 0
[330], [408], [165], [136], [224], [180],
0,1,1) (0,0, 0) 0,1, 1) (0,0, 0) 0,1, 1) (0,0,0)
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Table 2.2 Panel B., Continued.

CF

TOBIN'S Q

DFCF

LVG

ROA

SIZE

(millions $)

RET 1YR %

0.139 0.085 0.127 0.109 0.125 0.106
0.000 0.280 0.209
[326], [197], [161], [90], [216], [87],
(0.130, -1.148, 0.476)  (0.156, -0.695, 0.513) (0.179, -1.649, 0.445) (0.083, -0.086, 0.433) (0.106, -0.515, 0.485) (0.125 -0.494, 0.635)
1.506 1.102 1.430 0.869 1.416 1.334
0 0.000 0.711
[326], [196], [165], [91], [221], (891,
(1.129, 0.246, 7.577)  (1.055, 0.121, 9.343) (1.779, 0.244, 17.690) (0.526, 0.096, 3.606) (1.900, 0.251, 18.760) (1.708, 0.159, 12.682)
0.376 0.598 0.364 0.537 0.375 0.461
0.000 0.003 0.082
[330], [408], [165], [136], [224], [180],
(0.485, 0, 1) (0.491, 0, 1) (0.483, 0, 1) (0.500, 0, 1) (0.485, 0, 1) (0.499, 0, 1)
0.212 0.192 0.140 0.195 0.224 0.181
0.144 0.013 0.012
[327], [198], [165], [91], [222], [89],
(0.165 0.000, 0.835)  (0.150, 0.000, 0.794)  (0.140, 0.000, 0.545) ~ (0.179, 0.000, 0.682)  (0.142, 0.000, 0.583)  (0.134, 0.000, 0.472)
0.051 0.006 0.021 0.012 0.032 -0.134
0.001 0.605 0.265
[328], [199], [165], [91], [222], [90],

(0.150, -1.615, 0.948)  (0.158, -0.876, 0.528)  (0.205, -2.092, 0.371) (0.066, -0.210, 0.231) (0.093 -0.612, 0.447)  (1.406, -13.27, 0.239)
12,385.810 28,690.780 11,768.580 21,573.470 9,167.521 26,513.350
0.000 0.026 0.000
[324], [312], [163], [110], [218], [109],
(32,704.62,5.218,18,354 (42,063.08,0.168,11,674 (31,110.05,9.505,19,769 (37,886, 3.221, 116,747, (17,938.78,7.428,12,705 (39,117.2,5.262,11,674)
0.001 0.000 -0.020 0.021 -0.006 -0.001
0.883 0.002 0.679
[330], [408], [165], [136], [224], [180],

(0.108, -0.669, 0.628) (0.098, -0.412, 0.814) (0.109, -0.482, 0.344) (0.113-0.191, 0.804) (0.129, -0.538, 0.396) (0.080, -0.470, 0.328)
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Table 2.2 Panel B., Continued.

RET 20D %

MKBK

OWN CON %

DIV_Y

DIV/NI

Panel C.

REP_DUMMY

0.001 0.001 -0.019 0.025 -0.008 -0.002
0.999 0.001 0.564
[330], [408], [165], [136], [224], [180],
(0.109, -0.657, 0.622) (0.102, -0.387,0.827) (0.112,-0.505, 0.326) (0.116, -0.209, 0.804) (0.130, -0.515, 0.414) (0.079-0.447, 0.232)
5.491 3.080 2.790 3.507 2.657 2.986
0.369 0.347 0.265
[330], [408], [165], [136], [224], [180],
(4.832, 0.286, 29.580) (6.137 0.434, 27.220) (2.955, 0.330, 22.110) (8.451, 0.03029.660) (2.775 1.440, 24.860) (3.064, 0.300, 21.99)
0.179 0.324 0.405 0.670 0.443 0.638
0.000 0.000 0.000
[319], [194], [131], [73], [203], [76],
(0.191, 0.000, 0.916) (0.215, 0.000, 0.964) (0.238, 0.000, 0.961) (0.293, 0.067, 0.999) (0.249, 0.000, 0.989) (0.239, 0.001, 0.9940)
3.407 3.291 1.675 2.389 2.802 2.725
0.632 0.021 0.792
[330], [408], [165], [136], [224], [180],
(2.495, 0.000, 17.550) (4.000, 0.00025.140) (2.013, 0.000, 13.190) (3.099, 0.000, 25.740) (2.558, 0.000, 17.280) (3.159, 0.000, 28.94)
1.018 0.181 0.394 0.168 0.307 -0.091
0.188 0.076 0.007
[330], [408], [165], [136], [224], [180],
(1.141;1.410,5.205) (1.859, -1.715, 18.642) (1.502,-1.243,17.786) (0.575-2.889, 2.386) (1.055, -2.098, 13.832) (1.705, -2.720, 3.708)
Size - Matched
UNITED KINGDOM GERMANY FRANCE
Test Control Test Control Test Control
1 0 1 0 1 0
[242], [292], [159], [120], [165], [129],
0,1,1) (0,0, 0) 0,1, 1) (0,0, 0) 0,1, 1) (0,0, 0)
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Table 2.2 Panel C., Continued.

CF

TOBIN'S Q

DFCF

LVG

ROA

SIZE

(millions $)

RET 1YR %

0.128 0.115 0.119 0.127 0.122 0.126
0.285 0.650 0.755
[241], [292], [155], [119], [159], [124],
(0.146, -1.148, 0.561)  (0.138, -0.808, 0.388) (0.184, -1.649, 0.445) (0.092, -0.150, 0.442) (0.115, -0.515, 0.485) (0.098, -0.099, 0.645)
1.413 1.461 1.467 1.016 1.402 2.130
0.712 0.005 0.423
[241], [289], [159], [120], [165], [128],
(1.110, 0.159, 7.860)  (1.863, 0.137, 23.682) (1.790, 0.199, 17.690) (0.838, 0.000, 6.322) (1.977, 0.251, 18.760) (10.117, 0.092, 14.820
0.388 0.356 0.358 0.367 0.358 0.380
0.444 0.889 0.696
[242], [292], [159], [120], [165], [129],
(0.488, 0, 1) (0.479, 0, 1) (0.481, 0, 1) (0.484, 0, 1) (0.481, 0, 1) (0.487, 0, 1)
0.200 0.216 0.128 0.165 0.214 0.221
0.273 0.037 0.715
[242], [292], [159], [120], [165], [129],
(0.169, 0.000, 0.835)  (0.169, 0.000, 0.992)  (0.135, 0.000, 0.545)  (0.157, 0.000, 0.552)  (0.145, 0.000, 0.583)  (0.148, 0.000, 0.833)
0.041 0.027 0.017 0.034 0.029 0.034
0.309 0.325 0.593
[242], [292], [159], [119], [165], [128],

(0.151, -1.679, 0.341) (0.160, -1.754, 0.278) (0.202, -1.956, 0.347) (0.070, -0.224, 0.288) (0.109, -0.658, 0.450) (0.064, -0.237, 0.255)
1,539.183 1,119.996 3,267.734 2,628.623 3,189.252 5,090.943
0.127 0.604 0.276
[237], [284], [154], [115], [165], [121],
(3,694.9, 5.272, 32,68F (2,235.9, 2.927, 15,032 (10,371.6,9.920,86,434 (9,686.3, 3.459, 96,802 (7,853.8, 3.988, 59,87¢ (17,917,6.453,16,919)
0.000 0.009 -0.023 -0.003 -0.008 -0.001
0.372 0.156 0.640
[242], [292], [159], [120], [165], [129],

(0.125, -0.669, 0.628) (0.110, -0.567, 0.608) (0.119, -0.481, 0.344) (0.111, -0.279, 0.733) (0.143, -0.538, 0.396) (0.117, -0.326, 0.664)
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Table 2.2 Panel C., Continued.

RET 20D % 0.000 0.009

-0.022 -0.002 -0.012 -0.005
0.368 0.139 0.633
[242], [292], [159], [120], [165], [129],
(0.126, -0.657, 0.621) (0.113, -0.564, 0.589) (0.119, -0.505, 0.326) (0.107,-0.277,0.687) (0.142,-0.515, 0.413) (0.119, -0.347, 0.660)
MKBK 2.838 1.911 3.071 2.491 2.818 2.673
0.803 0.063 0.689
[238], [282], [154], [116], [165], [117],
(5.581, 0.039, 27.315) (13.372,0.019, 32.757) (3.077,0.526, 21.610) (2.010, 0.050, 21.320) (3.244, 0.390, 31.760) (2.808, 0.010, 27.006)
OWN CON % 0.205 0.248 0.421 0.723 0.486 0.657
0.018 0.000 0.000
[236], [289], [128], [96], [149], [106],
(0.201, 0.000, 0.875)  (0.222, 0.000, 0.894)  (0.233, 0.000, 0.961) (0.272,0.002, 0.990) (0.233, 0.000, 0.917) (0.251, 0.001, 0.980)
DIV_Y 3.152 2.894 1.586 2.389 1.696 1.845
0.189 0.002 0.526
[240], [290], [157], [116], [164], [122],
(2.299, 0.000, 9.833) (2.194, 0.000, 12.244) (1.774,0.000, 7.074) (2.310, 0.000, 9.091) (1.738, 0.000, 11.656) (2.109, 0.000, 14.667)
DIV/NI 0.169 0.475 0.344 0.814 0.289 0.245
0.401 0.040 0.776
[241], [292], [155], [115], [165], [127],
(1.142, -8.74,4.896) (13.032,-18.37, 18.469 (1.288, -1.365, 14.467, (2.166, -0.705, 18.210) (1.088, -2.304, 12.057, (1.474,-5.731, 14.930
Non - M atched
Panel D. UNITED KINGDOM GERMANY FRANCE
Test Control Test Control Test Control
REP_DUMMY 1 0 1 0 1 0
[317], [29,190], [171], [9,280], [220], [11,053],
0,1,1) (0,0, 0) 0,1,1) (0,0,0) 0,1,1) (0, 0,0)
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Table 2.2 Panel D., Continued.

CF

TOBIN'S Q

DFCF

LVG

ROA

SIZE

(millions $)

RET 1YR %

0.140 -0.484 1.111 1.536 11.102 12.535
0.006 0.263 0.866
[313], [13,732], [168], [5,898], [211], [5,821],
(0.139-1.148, 0.561) (26.432,-23.720, 113.9 (3.827, -4.244, 7.887) (18.158,-29.478, 49.050 (9.235 -26.490, 12.300) (40.498,-27.265, 24.982
1.651 3.792 1.442 1.479 1.390 1.342
0.043 0.816 0.716
[314], [12,434], [171], [5,088], [216], [5,138],
(1.382, 0.159, 7.859) (11.800, 0.000, 29.750 (1.771, 0.244, 17.690) (5.931, 0.000, 3555)  (1.876, 0.251, 18.760) (2.863, 0.000, 24.820)
0.371 0.204 0.357 0.244 0.371 0.224
0.000 0.003 0.000
[313], [12,314], [168], [4,991], [210], [4,949],
(0.484, 0, 1) (0.403, 0, 1) (0.481, 0, 1) (0.429, 0, 1) (0.484, 0, 1) (0.417, 0, 1)
0.223 0.295 2.892 1.610 47.949 162.944
0.003 0.203 0.022
[315], [13,926], [169], [5,908], [217], [6,045],
(0.176, 0.000, 0.835)  (2.638, 0.0001702)  (1.469, 0.0001.923) (5.799, 0.000, 9.943)  (1.446, 0.1711.462)  (3.446, 0.142, 2.473)
0.047 -0.638 2.594 0.618 5.578 1.076
0.002 0.208 0.419
[315], [13,954], [169], [5,929], [217], [6,059],

(0.148 -1.615, 0.334)  (26.918, -2.379, 11.390) (2.0324,-0.571, 26.020, (17.040,-23.970, 22.400 (5.4931, -6.332, 17.096 (13.221,-13.260, 15.677
4,496.710 2,567.126 6,792.704 500.569 25,899.100 3,677.102
0.000 0.000 0.000
[315], [13,965], [169], [5,929], [217), [6,059],

(27,2063, 26.23, 17,169 (11,187, 0.205,22,157) (16,887.1, 0.080, 10,386 (2,839, 0.010, 89,910) (62402, 0.020, 51,991) (22,449, 0.010, 34,934)
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Table 2.2 Panel D., Continued.

RET 20D %

MKBK

OWN CON %

DIV_Y

DIV/NI

2.138 5197.460 3.267 10.588 3.120 3.693
0.245 0.002 0.476
[306], [18,761], [162], [6,108], [219], [6,923],
(0.237,0.406, 19.654) (6.125, 0.032, 28.000) (2.465, 0.591, 35.010) (18.553, 0.275.,29.971 (1.986, 0.43027.934)  (5.779, 0.123, 39.00)
18.214 35.841 45.603 69.107 48.176 66.696
0.000 0.000 0.000
[309], [12,723], [78], [2,930], [150], [2,680],
(19.2800.000, 91.633) (23.413, 0.00099.990) (26.033, 7.435, 99.099 (23.086, 7.66, 99.999) (24.729, 2.127, 99.008 (20.891, 1.442, 99.998
3.314 2.573 1.350 1.596 2.670 11.173
0 0.068 0.000
[317], [20,133], [171], [6,572], [220], [7,490],
(2.549, 0.000, 19.920) (5.178, 0.000, 23.529) (1.575, 0.000, 7.730)  (4.847, 0.000, 1867)  (2.394, 0.000, 20.550) (18.311, 0.00026.860)
1.282 0.343 0.352 0.971 0.331 0.236
0.164 0.075 0.229
[312], [13,756], [167], [5,431], [218], [5,745],

(11.838,-15.410, 20.500 (7.969,-36.200, 33.875 (1.469-1.243, 17.786) (24.190,-30.078, 18.780 (1.059, -1.878, 13.832) (2.42Q-78.93, 11.246)
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When matching the sample firms with the respective control sampdezéy |
find that it is only in Germany and France that repurchasing firmsdégee clientele
with a lower tax rate as captured by dividend yield and have sigmilyclower
leverage ratios. This suggests that firms in these two nsadwet motivated to
announce a share repurchase when they have low leverage ratids supports the
excess debt capacity hypothesis as well as having shareholddgdl tindo lower tax
brackets, compared to non-repurchasing firms. Finally, | find that in Germany,
repurchasing firms have a significantly lower growth (asgl by Tobin’s q)
compared to non-repurchasing firms of similar size.

For the markete-book matched method, | find that repurchasing firms have
significantly larger size compared to their matched counterparts, stinggéhat it is
larger firms that announce a share repurchase. Further, | find that io.khe
repurchasing firms have significantly lower profitability compared to tmatched
counterparts. In addition U.K. repurchasing firms have higher growth rates, excess
cash flows as well as higher leverage ratios compared to non-repurchiasm@f
similar marketto-book valuation ratios. Hence, repurchasing firms in the U.K. are
larger but have also higher growth potential, suggesting that theyotreature but
rather high growth firms that want to signal their undervaluation.

Similarly, in Germany | find that repurchasing firms have signifigahigher
growth ratios, but contrary to the U.K., repurchasing firms in Germany have
significantly lower leverage ratios, suggesting that firms are tryongxploit their
excess debt capacity. This suggests that repurchasing firms in Geaneasmaller
and higher growth firms that are trying to signal their undervaluation. Morebver,
find that repurchasing firms pay out fewer dividends compared to non-repurchasing
firms of similar valuation. Finally, for the mark&i-book matching method for
France, | find that repurchasing firms have significantly lower levels ofecstip
concentration and are larger in size, suggesting that it is larges that tend to
announce a share repurchase programme.

For the non-matched samples, the findings support in their overwhelming
majority the results derived from the previous three matching method®asidtent
with my expectations. For all three countries, | find that repurchasimg tompared
to the non-repurchasing firms have significantly lower growth and high cash fas
captured by the DFCF dummy), lower ownership concentration and are sigphyfica

larger in size. Moreover, in the U.K. and France, repurchasing firms have significantly
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lower leverage. In addition, | find that in Germany, repurchasing firms are
significantly undervalued compared to the non-repurchasing firms. Finallg it i
interesting to find that in the U.K., contrary to Germany and Franpesaieasing
firms pay high dividends and cater higher tax shareholder clientelesptasecaby

the dividend yield ratio.

To summarise, the most striking finding in the univariate comparistveba
firms that announce a share repurchase and those that do not, is thdtaspgrc
firms have significantly lower ownership concentration levels, whidhaisslated to
the fact that more diversely owned companies repurchase their shardsritio self
discipline the management and reduce the respective agencyle@stdition, | find
some evidence for the excess cash flow and excess debt hypothesdsaashediact
that size, growth and dividend yield ratios are variables that canehdiscriminatory
ability which can be useful in order to determine the characteristiésms that
announce their intention to repurchase their shares. This in turn will helgfydae
managerial incentives for announcing an open market share repurchase artchg@stima

the probability of a firm making such an announcement.

2.4.2. Multivariate analysis

By estimating a series of logit regressions, | am able to testighificance and
influence of each of the previously discussed managerial incentives for ammgpanci
share repurchase. In the analysis, | apply the same logit model forceaotry. |
replicate all the models for the non-matched and the size- and nai@bk-
matched control samples for robustness check. It should be noted though, that for
size matched samples | exclude tBRZE proxy, whereas for the market-book
matched samples | exclude the undervaluation pMKBK, since | have already
controlled for these variables in each matching method respectively.

Table 2.3 reports the results from the logit regressions, derived from each
country and for all four matching methods. It should be noted that the correlations
between the variables are lower than 0.5, as reported in the correlation matrix reported
in Appendix A. However, in cases where independent variables ardics#yis
correlated with one another, auxiliary regressions are employed in onti@ke them
orthogonal. Furthermore, Table 2.4 reports the marginal effects of each emplanat

variable on managers’ likelihood to announce an open market share repurchase.
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What is most apparent is that for all three countries, ownership costo@mt
and size have a significant impact on the decision to announce a ghaichase.

This shows that for the three countries under study there are only tteosféitat
consistently influence the decision to announce a share repurchase. afifat gach
matching method and for all three countries, ownership concentnatimversely
related with the decision to announce a share repurchase, wherdasssizpositive

and significant impact on the repurchase announcement, which is in limemyi
expectations. For instance, for the industry matching method, the estimgly that

a one standard deviation increase in ownership concentration reduces the likelihood of
a firm making an open market share repurchase announcement by approximately
19% in the U.K., by 19% in Germany and even larger reduction of approximately
24% in France. This effect of ownership concentratd@nmanagers’ incentive to
announce their intention to repurchase shares in the open market is obtizietegh

the marketo-book- and size-matched samples. With the exception of the non-
matched samples where even though it has a negative impactoit smaller
magnitude due to the overwhelmingly larger control sample relativheotest
samples. These findings on ownership concentration are similar to ditts reported

in Oswald and Young (200&yhere they report a negative and significant relationship

of both the insider and external ownership and the likelihood to actually repurchase
shares.

Furthermore, for the industry-matched samples a one standard deviation change
in size increases the likelihood of an open market share repurchase annodrimeme
24% in the U.K., and by approximately 15% in Germany and 20% in France. This
shows that even though size is a significant factor that influences managers’
incentives to announce an open market share repurchase, its impact varies
significantly between countrie$he consistent effect of ownership concentration and
size regardless of the sample matching method, can be transl#tediact that in all
three countriegi) widely held firms are more likely to announce a share repurchase;
and (ii) that the larger a firm is, the higher is the probability of annouraaingpen

market share repurchase programme.
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Table 2.3 Multivariate analysis on the managerial deter minants of the propensity to announce an open mar ket shar e repurchase

This table presents the estimation results for eaohtog for the industry-, markeb-book-, size-matching and non-matched sample matching metbodise period 1997

to 2006. Financial companies are excluded from the sampiess tBe ratio of net operating income before taxesd@preciation to total assets at the year end pridweto t
repurchase announcement. DFCF is a dummy variable that takes the value of one for firms that have simultaneously low Tobin’s q (lower than thenedian q of a firm’s
respective industry for each respective year) and highfeas (higher than the median cash flow of the redpedhdustry for each year) and the value of zero otherwise
LVG is the ratio of total debt divided by its total ass€®/N CON is the percent of closely held shares divided by th@aunof total common shares outstanding. SIZE is
the natural logarithm of a firm’s total assets at the year-end prior to the share repurchase announcement. RETthgr ésimulative daily market-adjusted stock returns for the
entire year prior to the announcement of a share repur¢igeto 2 days). MKBK is a firm’s market value compared to its book value of equity, at the year end prior to
share repurchase announcement. DTAX is a dummy variablexkest the value of one for every event (both test- antra-firms) that take place during the time periods
where for each of the three countries capital gains were taxed lower than the personal income tax. DIV_Y is a firm’s dividend yield ratio at the year end prior to the
announcement of the intention to repurchase shares. DIV/NI is the ratio of a firm’s total cash dividend payout divided by its respective net income reported at the year end
prior to the announcement of the intention to repurclsasees. Below the values of the estimated coeffgieheach model, the respective p-values of significaree a
reported. ***** and * indicate the statistical significanaethe 1, 5 and 10% level respectively. The table reportgdbenessf-fit and robustness for each model as
measured by the McFadden R-squared, Hosmer-Lemeshow (Hikjicgaand the respective probability chi square valuehieH-L statistics. Finally, the table reports the
estimated optimal cut-off probability point for each mouhelividually and presents the percentages of correct praaictnade by the model for the repurchasing, non-
repurchasing and total sample of firms.

Industry - Matched MKBK - Matched Size— Matched Non-Matched
U.K. GE FR U.K. GE FR U.K. GE FR U.K. GE FR
C 1.291" 0.855" 2.364" | 0.714" -5.235" 0.825 -0.179 2.7027 0.588 | -5.050" -2.119" -1.116"
(0.000) (0.004) (0.000) | (0.008) (0.000) (0.023)| (0.431) (0.000) (0.075)| (0.000) (0.000) (0.000)
CF 0.413 0.039 4,137 1.283 1.094 1.707 0.572 -1.171 -0.734 | 0.104" -0.035 -0.003
(0.394) (0.823) (0.047) | (0.246) (0.430) (0.310) | (0.471) (0.393) (0.610) | (0.000) (0.856) (0.465)
DFCF 0.679" -0.327 0.830 -0.224 -0.407 -0.426 0.101 0.422 0.158 | -0.37T -0.107 0.299
(0.006) (0.406) (0.043) | (0.331) (0.285) (0.224) | (0.602) (0.263) (0.594) | (0.011) (0.707) (0.129)
LVG -0.119 -1.718 0.033 1.173 -3.190° 3.254" -0.355 -2.759 -0.175 | -1.017 -0.049 0.000
(0.841) (0.116) (0.976) | (0.102) (0.006) (0.003) | (0.523) (0.021) (0.867)| (0.016) (0.350) (0.669)
OWN_CON -0.036™ -0.031" -0.046" | -4.011" -3.453" -3.879" | -1.022" -4.404" -2.999" | -0.010" -0.030" -0.031"
(0.000) (0.000) (0.000) | (0.000) (0.000) (0.000) | (0.020) (0.000) (0.000)| (0.006) (0.000) (0.000)
SIZE 0.490" 0.339" 0.464" | 0.563" 0.461" 0.391" 1.004" 0.656" 0.425"
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RET 1YR
MKBK
DTAX
DIV_Y

DIVINI

McFadden R
Total Observations
H-L Statistic

Prob.y*(8)

Optimal Cut-off point
% Correct Control

% Correct Test

% Correct Total

(0.000)

-0.762
(0.459)
-0.029
(0.329)
0.156
(0.496)

0.076'

(0.027)
-0.003
(0.231)

0.201
482
12.156
0.144

0.590
73.87
72.79
73.24

(0.001)

-0.171
(0.903)
-0.013
(0.823)
0.026
(0.954)
-0.013
(0.873)
0.068"
(0.040)

0.149
193
5.800
0.670

0.564
67.53
67.24
67.36

(0.000)

0.630
(0.604)
0.205"
(0.007)
0.149
(0.743)
-0.074
(0.497)
0.177"
(0.002)

0.306
219
2.520
0.961

0.591
76.74
77.44
7717

(0.000)

0.111
(0.907)

-0.069
(0.757)
-0.044
(0.270)
0.003
(0.756)

0.218
510
18.674
0.017

0.680
55.76
56.22
55.97

(0.000)

-2.612
(0.074)

-0.481
(0.279)
-0.320"
(0.005)

0.197
(0.549)

0.278
201
7.601
0.473

0.742
76.92
75.00
75.83

(0.000)

0.162
(0.905)

-0.487
(0.207)
-0.004
(0.942)
0.517"

(0.042)

0.213
272
10.546
0.229

0.679
50.00
75.00
65.00

-0.693
(0.396)
0.001
(0.703)
-0.138
(0.483)
0.043
(0.320)
0.008
(0.378)

0.014
511
3.376
0.909

0.467
55.76
56.22
55.97

-0.972
(0.557)
0.145'

(0.046)
-0.325
(0.504)
-0.158

(0.075)
-0.063
(0.518)

0.250
211
7.053
0.531

0.556
76.92
75.00
75.83

-0.572
(0.577)
0.012
(0.803)
-0.079
(0.815)
-0.076
(0.230)
0.063
(0.498)

0.089
240
8.375
0.398

0.531
50.00
75.00
65.00

(0.000)

0.000
(0.993)
0.275
(0.054)
0.126"
(0.000)
0.009"
(0.004)

0.275
10645
15.077
0.058

0.110
0.110
95.86
49.16

(0.000)

0.000
(0.977)
0.386
(0.165)
-0.149
(0.078)
0.000
(0.937)

0.271
1867
8.127
0.421

0.134
0.134
95.43
51.39

(0.000)

0.001
(0.237)
0.599
(0.050)
-0.038
(0.178)
0.082
(0.221)

0.199
1893
4.423
0.817

0.136
0.136
88.78
55.48

72



Further, | find evidence that in France and Germany, undervaluatioptasechby
the marketo-book ratio, is a significant factor for a share repurchase announcement.
However, it is only in France that the marginal effect of maiddisok ratio on the
likelihood of a share repurchase announcement is significant. Moredued, dnly in
Germany, for the markeb-book matched samples, that past market-adjusted returns
(which are used as alternative proxies of undervaluation) are inversalgdréb the
likelihood of a share repurchase announcement.

Additionally, | find evidence that in the U.K. and France, the comioinmaif low
growth and excess cash flow, as captured by the dummy vaD&@€, has a significant
effect on the management’s decision to announce a share repurchase. In particular, a one
standard deviation change of the dummy varidblCF causes an approximately 7%
increase in the likelihood to announce an open market share repurchase pegnahen
U.K. and France respectively. When comparing firms of the same industry, ia most
likely to announce a share repurchase when it has low growth and high excess cash flows
However, when comparing firms of similar market valuation measureldebmarketto-
book ratio and for the non-matched samples (except for the U.K.) firms ajrtomth
and excess cash will be less likely to announce a share repurchase.

Moreover, in the U.K. when matching the repurchasing with the non-repurchasing
firms that belong to the same industry, as well as for the non-matchptesahfind that
dividend yield has a positive and significant effect on the decisiamnounce a share
repurchase. In particular, a on standard deviation change in divideladcguses an
increase of 4% on the likelihood of a share repurchase announcé@imisrguggests that
repurchasing firms cater to the demands of a higher tax clientele antbegdikely to
pay out cash dividends. Similarly, | find that in France for the indysand markete-
book-matched samples, and in Germany for the industry-matched satheleatio of
cash dividends to net incom@®IV/NI), is positively and significantly related to the
propensity of announcing a share repurchase. However, it is only in Franeedhat
standard deviation change in tb&V/NI variable causes a small but significant increase
(0.07%) on the likelihood to announce an open market share repurchase programme.
can be interpreteds the fact that the more firms are paying as dividends front the
earnings, the more likely they are to announce a share repurchase. Heavcieléehee
support the hypothesis that share repurchases are complements rathebshiutes of
dividends, which is consistent with the findingsttmar (2000)and Jagannathan and
Stephens (2003)n the U.S., andMitchell and Dharmawan (2007)n Australia.
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Table 2.4 Marginal effects of the managerial determinants on the propensity to announce an open mar ket share repur chase

This table reports the marginal effects from the legtimation results for each country, for the indusimarketto-book-, size-matching and non-matched sample matching
methods, for the period 1997 to 2006. Financial companies drteleddrom the samples. CF is the ratio of net opsgaticome before taxes and depreciation to total assets
at the year end prior to the repurchase announcement. DEEGFImmy variable that takes the value of one for fitmas haw simultaneously low Tobin’s q (lower than the
median q of a firm’s respective industry for each respective year) and high cash flow (higher than theanetfish flow of the respective industry for each yaad)the value

of zero otherwise. LVG is the ratio of total debt diwidey its total assets. OWN CON is the percent of closely siedres divided by the number of total common shares
outstanding. SIZE is the natural logarithm of a firm’s total assets at the year end prior to the share repurchase announcement. RET 1yr is the cumulative daily market-adjusted
stock returns for the entire year prior to the announceofes share repurchase (-261 fodays). MKBK is a firm’s market value compared to its book value of equity, at

the year end prior to share repurchase announcement. DTAXUmmY variable that takes the value of one for everpteflmth test- and control-firms) that take place
during the time periods where for each of the three cesntapital gains were taxed lower than the personal intaxn®IV_Y is a firm’s dividend yield ratio at the year

end prior to the announcement of thesmtion to repurchase shares. DIV/NI is the ratio of a firm’s total cash dividend payout divided by its respective net income reported at

the year end prior to the announcement of the intentisaporchase shares. The first entry in the table is Hrginal effect on the likelihood to announce an open market
share repurchase programme. The second entry is thaénalaeffect multiplied by the standard deviation of theplanatory variable. The third entry (reported in
parentheses) is thevalueof the marginal effect.

MKBK - Matched Size— Matched Non-Matched

Industry - Matched

U.K. GE FR U.K. GE FR UK. GE FR |UK. GE FR
CF 0.095 0.009 0848 | 0286 0229 0.281 | 0.142 -0.281 -0.174 | 0.00I* 0.000  0.000
0.025  0.005 0066 | 0.039 0.035 0.031 | 0020 -0.041 -0018 | 0.014 -0.002 -0.048
(0.442) (0.912) (0.071) | (0.142) (0.546) (0.232) | (0.412) (0.518) (0.618) | (0.003) (0.861) (0.857)
DFCF 0.152* -0.077 0.156 | -0.050 -0.086 -0.072 | 0.025 0.100  0.037 | -0.003* -0.001 0.013
0.068 -0.036 0.069 | -0.025 -0.043 -0.036 | 0.012 0.048 0.018 | -0.001 -0.001 0.005
(0.003) (0.399) (0.032) | (0.333) (0.296) (0.248) | (0.601) (0.252) (0.602) | (0.005) (0.709) (0.140)
LVG -0.008 -0.401 0.007 | 0.261 -0.667* 0.536° | -0.088 -0.663 -0.041 | -0.008° -0.001 0.000
-0.022 -0.067 0.001 | 0.042 -0.102 0.076 | -0.015 -0.097 -0.006 | -0.021 -0.033 -0.024
(0.953) (0.133) (0.975) | (0.085) (0.007) (0.003) | (0.522) (0.018) (0.866) | (0.008) (0.168) (0.916)
OWN_CON  -0.008° -0.007° -0.009" | -0.893" -0.722° -0.639" | -0.253 -1.058" -0.710° | 0.000° 0.000° -0.001"
-0.194 -0.187 -0.239 | -0.186 -0.192 -0.164 | -0.053 -0.308 -0.178 | -0.002 -0.008 -0.027
(0.000) (0.000) (0.000) | (0.000) (0.000) (0.000) | (0.020) (0.000) (0.000) | (0.007) (0.000) (0.000)
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SIZE

RET 1YR

MKBK

D TAX

DIV_Y

DIV/NI

Observations
Log
Likelihood

0.106"
0.241
(0.000)
-0.192
-0.019
(0.459)
-0.007
-0.023
(0.382)
0.033
0.021
(0.541)
0.015
0.041
(0.080)
0.009
0.099
(0.100)

482

-259.18

0.079"
0.151
(0.001)
-0.040
-0.005
(0.899)
-0.003
-0.009
(0.828)
0.006
0.001
(0.956)
-0.003
-0.006
(0.882)
0.016
0.057
(0.108)

193

-110.41

0.095"
0.196
(0.000)
0.129
0.018
(0.583)
0.042
0.744
(0.015)
0.030
0.007
(0.734)
-0.015
-0.028
(0.476)
0.036"
0.235
(0.007)

219

-101.89

0.125"
0.246
(0.000)
0.025
0.003
(0.895)

-0.015
-0.007
(0.763)
-0.010
-0.033
(0.230)
0.001
0.006
(0.855)

510

-264.37

0.097"
0.223
(0.000)
-0.547
-0.062
(0.140)

-0.106
-0.038
(0.325)

-0.067"
-0.171
(0.001)

0.041
0.049
(0.507)

201

-94.61

0.064"
0.126
(0.000)
0.027
0.003
(0.906)

-0.086
-0.036
(0.246)
-0.001
-0.002
(0.947)
0.085'
0.119
(0.049)

272

-125.36

-0.172
-0.020
(0.385)
0.000
0.008
(0.728)
-0.034
-0.016
(0.482)
0.011
0.024
(0.309)
0.002
0.018
(0.510)

511

-347.19

-0.234
-0.027
(0.546)
0.035
0.094
(0.077)
-0.079
-0.030
(0.476)
-0.038
-0.071
(0.095)
-0.015
-0.026
(0.569)

211

-108.23

-0.135
-0.018
(0.605)
0.003
0.009
(0.821)
-0.019
-0.007
(0.827)
-0.018
-0.034
(0.307)
0.015
0.019
(0.535)

240

-147.21

0.008"
0.015
(0.000)

0.000
-0.033
(0.995)
0.002
0.001
(0.050)
0.001"
0.003
(0.000)
0.000
0.001
(0.087)

10,645

-987.50

0.008"
0.015
(0.000)

0.000
0.000
(0.993)
0.005
0.002
(0.194)
-0.002
-0.008
(0.097)
0.000
0.000
(0.984)

1,867

-222.32

0.017"
0.040
(0.000)

0.000
0.003
(0.712)
0.031
0.009
(0.109)
-0.002
-0.279
(0.266)
0.003
0.008
(0.418)

1,893

-411.76
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Regarding the impact of the tax advantage on the repurchase announcdiment, |
that it is only in the U.K. for the non-matched sample, that thaliféerential (DTAX)
between capital gains and personal income tax has a positivegaifccant impact on
the propensity to announce a share repurchase. This suggests, that only.k tivben
capital gains are taxed on a lower rate compared to personal ingonpferms are more
likely to announce a share repurchase programme. Furthermore, this finding suggests,
that in France and Germany, the personal tax incentive hypothesisndbegeigh
significantly on managers’ incentive to announce a share repurchase. Furthermore, the
findings on ownership concentration and the free cash flow are consistenhevithes
reported inMitchell and Dharmawan (20079r the Australian market. However, some of
the previously discussed results are contrary to the findings derivedHeoAustralian
market reported irMitchell and Dharmawan (200.7)This highlights the fact that the
managerial incentives in European countries and in Australia, asisvelithin Europe,
vary significantly.

Nevertheless, some of the managerial incentives are consistalhtthree sample
countries. For verifying the consistent impact of the firm specifiaracteristics that
influence the likelihood of managers announcing an open market share repurchase, |
select the industry-matched samples, which have the highest McFa&idguared
values, and allows to control for industry-specific characteristics. Themergje the
samples from each country into one unified sample, and estimate thenogel as
shown inTable 2.5 The respective marginal effects estimations are reported in Z&ble
The results show that the firm specific characteristics thastatistically significant in
each of the three countries, namely ownership concentration and siZspasigificant
for the entire sample. This supports the previous finding that large ang waldlfirms
are, consistently throughout the sample countries, more likely to annamnopen
market share repurchase. Furthermore, the results show that on a one stand@od devia
increase in size significantly increases the likelihood of a repsecAanouncement by
approximately 30%. Similarly, a one standard deviation decrease in ownership
concentration leads to a significant increase in the likelihood to announceramapkest

share repurchase.
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Table 2.5. Multivariate analysis on the per sistence of the deter minants of the propensity

to announce an open mar ket share repurchase

This table presents the estimation results for the inglasatched sample for the unified sample of all three cosntrie
from the industry-matched samples, for the period 192D@6. Financial companies are excluded from the samples. CF
is the ratio of net operating income before taxes and depoectattotal assets at the year end prior to the repurchase
announcement. DFCF is a dummy variable that takes the value of one for firms that have simultaneously low Tobin’s q
(lower than the median q of a firm’s respective industry for each respective year) and high cash flow (higher than the
median cash flow of the respective industry for each year) anbibe of zero otherwise. LVG is the ratio of total debt
divided by its total assets. OWN CON is the percent afatioheld shares divided by the number of total commonshare
outstanding. SIZE is the natural logarithm of a firm’s total assets at the year end prior to the share repurchase
announcement. RET 1yr is the cumulative daily market-adjusted stiokns for the entire year prior to the
announcement of a share repurchase (-262 tiays). MKBK is a firm’s market value compared to its book value of
equity, at the year end prior to share repurchase announcddgkX is a dummy variable that takes the value of one
for every event (both test- and control-firms) that take placeglthie time periods where for each of the three countries
capital gains were taxed lower than the personal income tax. DIV_Y is a firm’s dividend yield ratio at the year end prior

to the announcement of the intention to repurchasessHalV/NI is the ratio of a firm’s total cash dividend payout
divided by its respective net income reported at the yedpseor to the announcement of the intention to repurchase
shares. D_UK is a dummy variable that takes the value of orevéoy sample firm (both test- and control-firms) in the
UK and zero otherwise. D_FR is a dummy variable that takesallve of one for every sample firm (both test- and
control-firms) in France and zero otherwise. Below the wabfehe estimated coefficients of each model, the respective
p-values of significance are reported.,”, and " indicate the statistical significance at the 1, 5 and 1696l
respectively. The table reports the goodnasfit- and robustness for each model as measured by the Mafrdeld
squared, Hosmer-Lemeshow (H-L) statistics and the respgmtdbability chi square value for the H-L statistics. Fjpall
the table reports the estimated optimal cut-off probabiliiptpfor each model individually and presents the peaggrs

of correct predictions made by the model for the repurchason-repurchasing and total sample of firms.

All Countries Combined (industry-matched)

(1) (2 3
C -5.129" 2.104™ -4.158"
(0.000) (0.000) (0.000)
CF 0.405
(0.300)
DFCF 0.336
(0.055)
LVG -1.246" -1.276" -1.3177
(0.003) (0.002) (0.006)
OWN_CON -0.011" -0.033" -0.015"
(0.000) (0.000) (0.000)
SIZE 0.485" 0.462" 0.414"
(0.000) (0.000) (0.000)
RET 1YR -0.465
(0.470)
MKBK 0.016
(0.514)
DUM TAX -0.249 -0.056 0.078
(0.099) (0.735) (0.659)
DIV YIELD -0.005
(0.880)
DIVNI -0.002
(0.359)
DUM_UK -0.358 -0.258
(0.101) (0.288)
DUM_FR 0.310 0.248
(0.149) (0.276)
McFadden 0.218 0.225 0.181
Total Obs 1,134 1,134 894
H-L Statistic 14.489 8.850 4.593
Prob. Chi-Sq(8) 0.070 0.355 0.800
Optimal Cut-off point 0.573 0.610 0.648
% Correct _ Control 75.88 78.97 78.18
% Correct _ Test 71.03 67.64 62.41
% Correct _ Total 73.10 72.49 68.79
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However, contrary to the findings of the analysis in each country chdilly, it is
surprising to find that it is also leverage that has a negatiesignificant impact on the
decision to announce an open market share repurchase. In particular, tanolaeds
deviation decrease in leverage causes a significant 50% incredése likelihood to
announce an open market share repurchase programme. This suggests, thagafirms
have low leverage, are more likely to announce a share repurchagditional find that
the combination of high excess cash and low growth, captured by the duanialyles
DFCF, has a significant impact but only on the 10% confidence interval, and ¢imat a
standard deviation change causes 3.5% increase in the likelihood of aeghaohase
programme being announced.

Furthermore, the results show, contrary to my expectations, that whéa gapis
are taxed lower than the personal income tax as captured by the diamaife DTAX,
the likelihood of announcing a share repurchase decreases. However, the durabily v
DTAX is only marginally statistically significant, and therefore @i®uld be very
cautious on interpreting the implications of the tax impact on theHdad to announce
an open market share repurchase. Regarding the models’ performance on predicting the
likelihood of a firm announcing an open market share repurchase, | find thabtetsm
perform successfully, since model 1 (excluding the two country dummies), tborrec
identifies approximately 71% of the test firms, and correctly identifies appet&ly
73% of both test and control firms.

In summary, | find that there are only three factors that consistently ha
significant impact on the decision to announce a share repurchasdy(se@eleverage,
and ownership concentration), through different markets and institutional setthigs.
suggests, that large, widely held firms that have low leveragemare likely to
announce their intention to repurchase their shares in the open marldditional find
that for each market, there are varying firm specific charatteithat can influence the

announcement of a share repurchase in each country individually.
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Table 2.6 Marginal effects of the managerial deter minants on the propensity to

announce an open market share repur chase

This table reports the marginal effects from the logttneation results for each country, for the unified
sample of all three countries from the industry-matctedpie for the period 1997 to 2006. Financial
companies are excluded from the samples. CF is the ohtitet operating income before taxes and
depreciation to total assets at the year end prior to @perchase announcement. DFCF is a dummy
variable that takes the value of one for firms thatehaimultaneousl low Tobin’s q (lower than the
median q of a firm’s respective industry for each respective year) and high cash flow (higher than the
median cash flow of the respective industry for eacr)yand the value of zero otherwise. LVG is the ratio
of total debt divided by its total assets. OWN CON is the peroéclosely held shares divided by the
number of total common shares outstanding. SIZE is the natural logarithm of a firm’s total assets at the
year end prior to the share repurchase announcement. RE$ the cumulative daily market-adjusted
stock returns for the entire year prior to the announcewofes share repurchase (-261 to -2 days). MKBK
is a firm’s market value compared to its book value of equity, at the year end prior to share repurchase
announcement. DTAX is a dummy variable that takes the vdlwne for every event (both test- and
control-firms) that take place during the time periods retfer each of the three countries capital gains
were taxed lower than the personal income tax. DI\& &firm’s dividend yield ratio at the year end prior

to the announcement of the intention to repurchase shares. DIV/NI is the ratio of a firm’s total cash
dividend payout divided by its respective net income reportétbagear end prior to the announcement of
the intention to repurchase shares. The first enttpentable is the marginal effect on the likelihood to
announce an open market share repurchase programme. The eetgris the marginal effect multiplied
by the standard deviation of the explanatory variable fhiird entry (reported in parentheses) is phe
value of the marginal effect.

All Countries Combined (industry-matched)

(1) (2) 3)

CF 0.095
0.031
(0.341)

DFCF 0.077°
0.035
(0.049)

LVG -0.303" -0.310" -0.308"
-0.562 -0.576 -0.573

(0.002) (0.002) (0.006)

OWN_CON -0.003" -0.008" -0.004"
-0.071 -0.221 -0.100

(0.000) (0.000) (0.000)

SIZE 0.118" 0.112" 0.097"
0.328 0.278 0.269

(0.000) (0.000) (0.000)

RET 1YR -0.109
-0.013

(0.480)

MKBK 0.004
0.011

(0.543)

DUM TAX -0.061 -0.014 0.018
-0.030 -0.007 0.009

(0.086) (0.727) (0.664)
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Table 2.6 Continued.

DIV YIELD -0.001
-0.002
(0.886)
DIVNI 0.000
-0.016
(0.529)
DUM_UK -0.087 -0.060
-0.043 -0.030
(0.087) (0.271)
DUM_FR 0.074 0.057
0.037 0.026
(0.129) (0.271)
No. of Observations 1,134 1,134 894
Log Likelihood -605.55 -600.05 -494.49

2.4.3. Model Selection

Having reviewed the influence of each explanatory variable on tbisiale to
announce a share repurchase, | now focus on the industry-matched modelsgetliae ha
highest predicting ability of a firm announcing a share repurchase. Eveght the non-
matched samples have higher overall prediction ability compared itadingtry-matched
samples, they perform poorly on correctly predicting the repurchasing firnssofsh in
Table 2.7, the industry-matched models have the highest McFadden R-sgaiaes]
which is an indicator of the model’s goodness of fit. In addition, the Hosmer-Lemeshow
statistics for goodness-of-fit and the respective chi-square stiatie reported,
suggesting that the models’ estimates fit the data at an acceptable level. Finally, the
optimal cut-off probability points are reported, and they have been calculated a
discussed earlier in section 2.3.

After applying the estimated optimal cut-off point for each of the resectodels
for each country, | find that the models have a strong predicting albibtythe U.K. the
models correctly predict approximately 73% of the total sample, from which
approximately 73% of the sample firms that have indeed announced aehaehase
are correctly identified by the model as repurchasing firms, whereasatiel correctly
identifies approximately 74% of the control firms as non-repurchasing firmmsla8y,
for France the models have an overall correct predicting ability of apprtyméaro
overall, of which 77% of the test sample is correctly identified as reasirg firms and

approximately 76% of the control firms are correctly identified as non-repunghasi
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firms. For Germany, the models have a relatively lower predicting ability comiuatieel
U.K. and France. Nevertheless, the models in Germany correctly prpgicixanately
67% of the total sample, of which 67% of boltle test- and control-firms are correctly
identified.

In order to test the robustness of the models, | run additional in- and carpfes
tests, using a boot-strap simulation technique. Since the industry mategihgd yields
on average the highest proportions of correct repurchase likelihood predittiepsrt
the results from the boot-strap simulation for the industry-matched sanipies.
approach on the boot-strap technique is the following. From the overall sample of test and
control firms for each country | randomly select 85% of the firms axitate the logit
models discussed above for each country. This sample of 85% of the tota¢ sEmpl
firms forms the basis of the simulated in-sample results. The remalhiitg of the
observations are then used in order to assess how well the model perfamsuwirof-
sample basis, as well as for the respective calculation of Tgpéd Type Il errors. This
simulation is repeated 5,000 times, selecting a different random in-safr§#éo of the
overall sample of firms each time.

The average results from the boot-strap technique for each country are reported i
Table 2.7. Panels A, B, and C, report the estimation outputs for the industiyechat
samples of the U.K., Germany, and France respectively. Panel D répoestimation
outputs for the combined sample of all three countries, excluding the two ycountr
dummies (model 1). The coefficient estimates from the boot-strap siomuéae similar
to the ones reported in the original logit model, without any significamgesaon the
interpretation of the results. Further, the results for correctly identifyingy laot
repurchasing and a non-repurchasing firm overall are similar to therep@s$ed in the
original logit model. However, the results from the boot-strap sinouladisplay
significantly higher results for correctly identifying the repurchasingndiof slightly
more than 85% in all three countries. The results on the whole, show the robustness of the
original logit models in predicting the likelihood of a firm announcing a siegmerchase
programme. Furthermore, the results in each of the three countries faortieet
prediction of the likelihood of a repurchase announcement are higher than the ones
reported inMitchell and Dharmawan (200@nd Barth and Kasznik (1999gven after

checking for their robustness with a boot-strap technique.
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Table 2.7 Boot-strap simulation for the identification of the managerial deter minants of the propensity to announce an open mar ket

share repur chase.

In-sample logit model with a boot-strap technique (506@kitions). This table presents the estimates for the iplsdogit model for estimating the impact of selected faatarthe decision

to announce a share repurchase, by employing the industciredamethod. In addition the table presehtspercentages (average values) correctly classified in the éheatrof-sample
models for each country. The in-sample selection is &safel For the U.K., | randomly sele428 companies out of a total of 504 (Panel A). For Germany, | ratydselect 164 companies
out of a total of 193 (Panel B). For France, | randomly select 18paites out of a total of 223 (Panel C). For the unified saofidé three countries, | randomly select 965 companiesfout o
a total of 1135 (Panel D).

Panel A. UNITED KINGDOM

C CF DFCF LVG OWN_CON SIZE RET 1YR MKBK DTAX DIV_Y DIV/NI
@0.025 -6.662" 0.174 0.510° -1.442° -0.008 0.431" -1.524 -0.049 -0.008 -0.013 -0.005"
@0.5 -5.801" 0.383 0.678" -0.947 -0.004 0.481" -0.761 -0.026 0.161 0.016 -0.003
@0.975 -5.133" 1.698 0.863" -0.505 0.001 0.547" -0.018 0.000 0.322 0.043 -0.001
Average -5.828™ 0.491 0.681™ -0.952 -0.004° 0.483™ -0.765 -0.025 0.160 0.016 -0.003

Repurchasers Non-Repurchasers
% Type | errol % Type Il Total
Correct % Correct error % Correct %

In-sample 86.97% 13.03% 74.50% 25.50% 81.83%
Out-of-Sample 85.89% 14.11% 65.94% 34.06% 77.13%
Panel B. GERMANY

C CF DFCF LVG OWN_CON SIZE RET 1YR MKBK DTAX DIV_Y DIVINI
@0.025 -6.114" 2.414" 0.511 -2.044” -0.039” 0.384" -0.496 0.094 -0.265 -0.181 0.112
@0.5 -4.666 4178 0.839 -1.019” -0.030” 0.466" 0.602 0.165 0.148 -0.075 0.150
@0.975 -3.460 6.175 1.250 0.033 -0.024 0.583" 1.795 0.246 0.585 0.022 0.242
Average -4.689 4.206 0.848 -1.008™ -0.030™ 0.470™ 0.615 0.166 0.151 -0.076 0.157

Repurchasers Non-Repurchasers
% Type | % Type Il Total
Correct error % Correct error % Correct %

In-sample 87.71%  12.29% 42.58% 57.42% 69.77%
Out-of-Sample 82.85%  17.15% 37.54% 62.46% 64.34%
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Table 2.7 Continued.

Panel C. FRANCE
C CF DFCF LVG OWN_CON SIZE RET 1IYR MKBK DTAX DIV Y DIV/NI
@0.025 -3.371" -2.521 -0.694 -4.198 -0.032" 0.257" -2.517 -0.065 -0.372 -0.082 -0.023
@0.5 -2.142" 0.048 -0.321 -3.107 -0.025™ 0.342™ -1.145 -0.013 0.036 -0.004 0.011"
@0.975 -0.943 0.238" 0.014" -2.110 -0.019” 0.446" 0.047 0.047" 0.464 0.074 0.049
Average -2.145™ -0.226 -0.325" -3.117 -0.025™ 0.345™ -1.170 -0.012 0.038 -0.004 0.012™
Repurchasers Non-Repurchasers
% Type | % Type Il Total
Correct error % Correct error % Correct %
In-sample 87.05%  12.95% 63.09% 36.91% 77.68%
Out-of-Sample 83.51%  16.49% 58.59% 41.41% 73.45%
Panel D. All three countries
C LVG OWN_CON SIZE DUM TAX
@0.025 -5.129" -1.246" -0.011" 0.485" -0.249
@0.5 -5.129" -1.246" -0.011" 0.485" -0.249
@0.975 -5.129" -1.246" -0.011" 0.485" -0.249
Average -5.129" -1.246"° -0.011" 0.485" -0.249
Repurchasers Non-Repurchasers
% Type | % Type Il Total
Correct error % Correct error % Correct %
In-sample 85.53% 14.47% 75.70% 24.30% 81.32%
Out-of-Sample 85.44% 14.56% 62.80% 37.20% 81.31%
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In summary, the models display a good performance in successfully predicting
the likelihood of a firm announcing a share repurchase, especially id.kheand
France. Further, | find that in each country not all the firm charatitsrisave a
significant impact on the decision to announce an open market share aspurch
programme. Rather, it is only size, leverage, and ownership concenthatidrave a
significant impact onmanagers’ decision to announce an open market share

repurchase programme throughout the three sample countries.

2.5. Summary and Conclusions

The goal of this chapter is to identify the main factors and finaricial
characteristics that influence a firm’s decision to announce a share repurchase and to
construct an accurate model that predicts the probability of a firm makirgpen
market share repurchase announcement.

In order to achieve this goal, | construct an initial (test) sangbl€70
announcements of intention to repurchase shares in the open market, from
corporations primarily listed in the United Kingdom (513 announcements), France
(263 announcements) and Germany (194 announcements). After collecting the sample
of firms that have announced a share repurchase (test-sample), | procéed to t
construction of the control firms sample. | do this by employing an indusary
marketto-book-, a size-matching and a non-matching method which yield a total
sample (test- and control-firms combined) of 1,430, 1,040, 812, and 16,148 events
respectively. Then, | construct a number of logit models in order toifidehe
managerial incentives for announcing open market share repurchaseh of ¢ae
three countries under study.

The results show that for all three countries, some factors have atentigi
significant impact on the announcement of share repurchases. | find #iathree
countries, firms that are large, have lower leverage, and haveveis & ownership
concentration, are more likely to announce their intention to repurchase thes sha
the open market. Further, I find only in the U.K. that a firms’ low growth with high
excess cash levels, can have a significant impact on tHindiked of announcing a
share repurchase. In addition, | find some evidence in France and Getiraing
firm’s potential undervaluation has a significant impact on the decision to announce a

share repurchase. Finally, | find evidence that the dividend pay out hastigepos
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relationship with the propensity to announce a share repurchase, hence sugp®rting
hypothesis that share repurchases are viewed by managers asncentglrather than
substitutes to dividends.

The contribution of this chapter is the identification of the determsndrat
influence thefirms’ decision to announce their intention to repurchase their shares in
the open market in a cross-country dimension, thus accounting for culturaltaagula
and institutional differences among the countries under study. Hencatifyiaehich
motives have a consistent effect on the announcement of a share repunchis
three of the largest and most important European markets, and to what extent
addition, this study constructs and presents a model with a strortg abpredicting
the likelihood of a firm making a share repurchase announcement in eachotthe

countries under study.
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Chapter 3.

3. The Market Valuation of Share Repurchases in
Europe

In this chapter | investigate the market reactiorite announcement of intention to
repurchase shares by a sample of U.K., French asmin&n firms over the period
1997 to 2006. | find that although the practicéighly popular in the three markets,
the market reaction is mainly positive only in tiek. and Germany. | also show that
the positive market reaction is concentrated onfitlsé announcement of intention to
repurchase and is affected by fundamental factock 8s firm size and the ownership
concentration. Finally, | find that changes in rkdions and taxation have a
significant impact on the market reaction to shagpurchase announcements, but

only in the U.K.
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3.1. Introduction

In this chapter, | perform a cross country analysis on the marketoreaatthe
announcement of intention to repurchase ordinary shares in the United Kingdom,
France and Germany. A number of studies in the existing literaturé/ésemelen,
1981; Ikenberry et al., 1995; Brav et al. 2005; Stephens and Weisbachfdraee,

U.S. andikenberry et al., 200fbr Canadahave already documented a positive stock
price reaction to the announcement of a share repurchase pnogr&maspite the
growing importance of share repurchases as a payout method by companiethacross
world, the overwhelming majority of the existing research focuses on the U.S
markef. Some of the most prevailing theories relate share repurchaséw to t
undervaluation, agency theory, capital restructuring, dividend substitution, and
management compensation incentive hypotheses.

However, these studies provide mixed evidence on the impact of edusef t
factors. In addition, these studies do not provide a comparative anabreiss
different institutional settings as they aaesingle-country analysis, where share
repurchases are treated in the same way, although changes in onstitggttings
may occur through time. In particular, shares bought back are taxed inrteevsy
at shareholder level and they are kept as Treasury stocks, notlednaefirm level.

It is, therefore, difficult to separate the contending hypotheses that iensleare
repurchases.

The purpose of this chapter is to overcome this limitation by asgeswe
market perception of the decisions to repurchase shares by a samphesohdioss
European countries with wide heterogeneity in terms of their institutgetéihgs.

This research is also motivated by the dearth of studies in thagetsaalhus, |
choose United Kingdom, France and Germany where | identify 970 share semurch
announcements that took place over the period 1997-2006. The selection of these
three countries is based on the fact that previous studies have esseasfully the
weight of each of the existing hypotheses on the market reactionriav@ket share
repurchase announcements in Europe. Furthermore, these countries have significant

differences between them in tax, regulatory and corporate governance frameworks.

® SeeAllen and Michaely (2003for a review.
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In order to identify the extent of which, each of the prominent hypotheses will
affectthe market’s reaction towarda firm’s decision to repurchase its shares, | apply
a standard event methodology proposedBbywn and Warner (1985)his enables
me to analyse the abnormal and cumulative abnormal returns experienced before,
around and after the time of the announcement of open market share repurchases.
Finally |1 perform a cross-sectional analysis in order to identify theedriof the
market reaction to share repurchase announcements.

In the trifling existing literature on share repurchases in Eurogser (2005)
and Rau and Vermaelen (2002¢port an average market reaction for the U.K. of
1.64% and 1.08% respectively, over the period 1985 to 1998. In addisargld and
Young (2004)in the U.K. as well, but for the period 1995 to 2000 report an average
market reaction to open market share repurchases of 1Q#éfflinger and L’Her
(2006) report an excess market reaction on share repurchasing announcements in
France of 0.57% for the two year period 1998-1999.

However, these studies do not all focus on the announcement day abnormal
returns and the drivers for the market reaction on the repurchasing annouscement
since they focus on the tax effg@au and Vermaelen, 2002; Oswald and Young,
2004) or the actual trades and the long-term performa@se/dd and Young, 2004)
or the corporate ownership and management’s stock options (Ginglinger and L’Her,

2006) Furthermore, various regulatory and tax changes that affect share reparcha
have occurred since their study period.

| assess, whether the differences in market reaction across my samplges,
can be related to the regulatory and cultural structure of eacletmAskreported in
La Porta et al. (1997)the levels of law enforcement, shareholder ownership, and
shareholder protection vary significantly among countries. In particular, aktltbeg
U.K. is very similar to the U.S. market, culturally and instdnélly, there are
significant differences across Continental Europe countri@$’orta et al., 1999 or
example, while the U.Kis, as the U.S., a common law country, France and Germany
are civil law countries. Moreover, the majority of the U.K. firms aidely held
whereas France and Germany have a more concentrated ownership structure.
Furthermore, even between France and Germany there is a differentbe in
ownership concentratioWhile in Germany firms have a lower level of ownership
concentration, banks can have a considerable voting power over a wide afang

firms, since shareholders routinely sign over their voting rights to baaksnanage
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their stock accounts. In France a large number of firms are owned preddgnioy
either wealthy families or even the stdtean Porta et al.,, 1999; and Morck et al.,
2005) These institutional differences allowne to explore further the well-
documented but controversial market mispricing hypothesis, suggestadbggst
otherskenberry et al. (1995 Comment and Jarrell (199BndVermaelen (1981).

As argued byshleifer and Vishny (1997pagency costs are incurred between the
controlling and the minority shareholders. Therefore, the controlling shareholders can
wreak substantial costs to other shareholders by redistributing the firm’s wealth. Thus,
the higher the ownership concentration, the less it is possible for minority
shareholdersotinfluence the firm’s decision making. Consequently, when there is a
higher ownership concentration, there would be a lower level of information
asymmetry, which would lead to a lower market reaction to share hemarc
announcements. MoreoveBartram et al. (2009¥ind that shareholder protection
differs significantly between countries, which is in line with #mguments ofLa
Porta et al. (2000)The authors also find that within a country the agency costs across
firms differ as well. More specifically, they find that agency casts growth
opportunities have a smaller weight on determining corporate payout patigpesr
protection countries, whereas in high shareholder protection countries shareholders
are more able to pressure firms to make more committed payouts fortheof
dividends.

| therefore test the proposition that these different levels of protection and
ownership concentration will lead to differences in information asynynsetd the
market’s perception of the announcement of intention to repurchase stocks. In
particular, | expect a positive market reaction in the U.K., inWita previous U.S.
findings, but no or negative reaction in France and Germany, if repurcrasgsven
by information asymmetry and agency costs.

The treatment of share repurchases is also different aoypsample countries.

In Germany and France, firms are allowed to keep the repurchased shbaressasy
stock. In contrast, in the U.K., firms were permitted to keep Treasury sty after
December 2003. The argument for keeping Treasury stock is that this give
management the ability of better managing the balance betweeramglequity,
providing more flexibility in fund raising by reissuing the stocks wheressary,
better managing of employee share schemes, disposing of the sharexeoéssary,

permitting the investment in a company’s own shares, as well as being used as a
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hostile takeover deterrent. On the other hand, Treasury stocks magdiese of
concern for the market due to possible market interference by the firm who
repurchases and resells its own stock, thus leading to a false market @edtsirare
price manipulation. Consequently, Treasury stocks may be a weak signzdred to
cancelling the repurchased stocks. Hence, these accounting differeéihedlew me

to test further whether the market values the costs and benefits of Treasury stocks.

Finally, | expand on the impact that the tax consideration has on d¢lsodeto
announce a share repurchase. According to the personal tax savings hypatinesi
capital gains are taxed lower than the personal income tax, thenreparchases are
more beneficial for shareholders compared to regular cash dividends from a tax
perspective. However, the empirical results of the tax impact on @nehases are
mixed. Bagwell and Shoven (1989 vestigate the impact of the 1986 Tax Reform
Act in the U.S., which increased the capital gains tax rate and dpaumember of
predictions that it would reduce the practice of share repurchases. Hothes/éax
reform only reduced and not eliminated the tax advantage share repurcleses rel
to cash dividends. The authors show that contrary to the predictionsdigeatgEnd
payments had fallen to 40% of total cash distributions whereas share repurchases have
increased relative to the previous years, hence suggesting thax thensderation
does not have a significant impact on share repurchases.

In contrastLie and Lie (1999find that the 1986 Tax Reform Act has a negative
impact on the choice to distribute cash through open market share repsirdhase
addition, Rau and Vermaelen (2008#)vestigate a number of tax changes related to
share repurchases in order to answer the question whether the tax coositieasat
significant impact on share repurchases in the U.K. The authors reporhavide
suggesting that corporate payout policy is sensitive to tax law ebanghe U.K. and
that managers are more sensitive to the tax status of their ddarshd herefore, |
test if any changes in the tax treatment of share repurchaseshnoé the three
markets under study will affect the market reaction to such announcerRenthis
purpose, | followRau and Vermaelen (200and | investigate the market reaction to
share repurchasing announcements during different time sub-periods before and after
changes in tax regulations became effective, with a potentialctmma share
repurchases during the ten year period under study.

I hand collect data from news announcements made by all publicld liste

companies in the sample countries, thus the data is in text forsedrdh for any
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announcement of intention to repurchase shares. 970 open market share repurchase
announcements during the ten year period 1997 to 2006 are identified. Ths sho
that the majority of share repurchase announcements have takennptheeU.K.
market, which is in line with the existing literatuteasfer, 2005 and Rau and
Vermaelen, 2002)This is due to the fact that share repurchases were madenggal
recently in France and Germany, thus the respective markets artyreatzhing up

with the repurchasing trend and due to the fact that share repurchasesfitithaot
European corporate cultur@®au and Vermaelen, 2002Moreover, | do not find
evidence of undervaluation since the pre-announcement returns are istitaisti
significant. Furthermy results are aligned with the findings reportedamglinger

and L’Her (2006) for FranceRau and Vermaelen (2002), Oswald and Young (2004)
andLasfer (2005)n the U.K. I find a significant abnormal market reaction of 1.58%

in the U.K., and 2.32% in Germany, but not as strong in France (0.66%), on the
announcement of an open market share repurchase. Nevertheless, the maidet reac
in all three countries is significantly lower than the average ak#tormal return
reported in the U.S(lkenberry at al., 1995)which is preceded by a poor market
performance.

Unlike previous studies, | also test for differences in the mas@ttion
towards initial and subsequent announcements throughout the ten year period under
study. This enablesme to assess if the initial announcement conveys more
information than the subsequent announcements and/or if the market is more
accustomed to the subsequent announcements. Further, | find a higher naatlat re
to the initial announcement than to the subsequent announcements. |hatgties t
first announcement sends a clear signal to the market that the firm’s stock price is
considered to be undervalued, whereas the subsequent announcements contain less
information. When analysing the market reaction to solely the limiirouncements
of intention to repurchase, | find that the market reaction for the U.K. and ®grma
(2.34% and 3.07% respectively) are similar to the average 3% market reaction
reported in the U.S., and is significantly higher than the averagkemeeaction
reported in prior research for the U.K. market.

Moreover, | find evidence that tax and regulatory changes do have acsighifi
effect on the market reaction in the U.K. but not in France and Gerraimiog the
average market reaction between a number of varying time sub-pappéars to be

statistically different. Finally, the results from the cross-sectianalysis show that
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firm size and past share price performance have a significant iopabe market
reaction at the time of the repurchase announcement. Further apabysges some
evidence suggesting that that high ownership concentration leads her hig
information asymmetry, which in turn leads to a higher market readtigronly on
the announcement date.

The remaining of this chapter is organised as follows. Section 3.2 pravides
summary of the literature review, and the respective gaps rhatirectly linked to
this research. Section 3.3 presents the data and methodology applied. Sektion
presents the descriptive statistics. Section 3.5 discusses this.ré&hkel conclusions

are in Section 3.6.

3.2. Literature Review

Previous studies show that share prices increase significantly on the
announcement of intention to buy back stocks. On average, the announcement price
effect of an open market share repurchase is approximately 3%, as repoaed in
number of U.S. studies, whereas this is not the case for European madkets. F
instanceLasfer (2005)and Oswald and Young (2004jeport an excess return of
approximately 1.6% and 1.24% respectively in the U.K. @ngslinger and L’Her
(2006) an excess return of 0.57% in France. In addition, the market reaction is
positively related to the targeted proportion of shares outstanding to behagmdc
(Ikenberry et al., 1995; Grullon and Michaely, 200his implies that the larger the
proportion, the stronger the signal of undervaluation, signifying that #magement
believes that the current share price is a bargain. Moretiatherry et al. (1995)
Comment and Jarrell (1998nd Vermaelen (1981)yeport a similar in magnitude
decrease in the share price, during the month prior to the announcement of intention to
repurchase, suggesting that the signalling of undervaluaianstrong motive for
announcing a share repurchase. Therefore, these two results suggest thatesompan
use the share repurchase mechanism to signal their undervaluation to the market.

According to the signalling theory, a good firm can separate itself &dad
firm by giving a costly signal to the capital markets, siree ltad firm will not be
able to mimic this signal because it would be costlier for the load 8pecifically,
the signalling of undervaluation hypothesis suggests that since maagdvstter

informed, they can identify if the current share price reflects the triue wd their
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firm. Therefore, in order to signal the mispricing of their firm, managers anneunce
share repurchase programme in order to alert the market.

Nevertheless, there is a drawback with this argument. The announcena@nt of
open market share repurchase progrems considered to be a costless signal,
because even a bad firm can mimic a good firm by announcing a repurchase
programme without intending to undertake such a programme, since thece is
commitment for the firm to do so. Therefore, it can be argued, thaalkig of
undervaluation to the market via a share repurchase announcement cannot be a
credible signal. On the other hand, buying back an overvalued share is castlisee
the price is likely to drop at some point. In addition, a good firm cparate itself
from a bad firm byending a costless signal to the market, thus attracting the market’s
scrutiny, while a bad firm will not mimic this action sincewill not want to be
discoveredBhattacharya and Dittmar, 2003)

Previous studies provide evidence that the market reacts more to the
announcement of fixed price share repurchase progencompared to those of an
open market share repurchase announcemenGeilion and lkenberry, 200Qouis
and White, 2006Vermaelen, 1981Peyer and Vermaelen, 2008Because the firm
pays a premium in order to repurchase the tendered shares, it can lagetlaansla
costly signal to the market, thus bearing more credibility, contcaantopen market
repurchase announcement, which poses no commitment to the firm, therefigra bei
less credible signal to the market.

Therefore, firms that wish to signal their undervaluation are more likely
proceed to a fixed-price tender offer, since they are considered to besigsals,
thus making them more credible. However, the majority of firms that uhkdeaa
share repurchase and wish to signal their undervaluation, repurchaisghénes in
the open market, even though they are perceived to be costless sigmalsaking
them less credible.

Nevertheless, previous predominantly U.S. studies show that the meakét
positively to the announcement of an open market share repurchase (3% on)average
even though they are costless signals. On the other hand, studiesebagate other
markets such as Canadikenhberry et al., 2000and Europel{@asfer, 2005; Ginglinger
and L’Her, 2006; Oswald and Young, 2004; Rau and Vermaelen, pBgfiort a much
smaller market reaction on open market repurchase announcements of agphpxima

1% on the days surrounding the announcement date. Fusteehens and Weisbach
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(1998) report evidence derived from the U.S. market, that firms repurchase a&ithe
substantial fraction of the announced shares or almost none Bhaitacharya and
Dittmar (2003) argue that firms make a repurchase announcement but do not proceed
with the actual repurchase because the signal has already workeungribat the

firm has already attracted the market’s scrutiny. Finally, McNally (1999)argues that

firms might not complete their announced repurchase programme becaugmpdhei

of raising their share price has already been achieved.

It has been widely discussed in the literature that when a firm’s capital exceeds
its investment opportunities, then it can distribute its excess bask to its
shareholders as a self-imposed discipline mechanism on the managamer to
reduce the potential agency coffasterbrook, 1984; and Jensen, 1986)ine with
this hypothesisGrullon and Michaely (2004find that repurchasing firms experience
a decrease in their capital expenditures and research and devel@xpemges. In
addition, Oswald and Young (2008jnd that non-repurchasing firms with similar
characteristics of repurchasing firms are more likely to overinvéss. Suggests that
firms repurchase their shares in order to avoid overinvesting their |capitia
consequently reducing potential agency costs. Furthernigitepar (2000) and
Mitchell and Dharmawan (2007)eport evidence that firms are more likely to
repurchase their stock when they have high cash flows and low investment
opportunities.

When a firm chooses to distribute its excess capital as a payous to |
shareholders through a share repurchase, it reduces its equity eepital,in turn
increases its leverage ratio. Consequentggwell and Shoven (1988and
Hovakimian et al. (2001prgue that a share repurchase programme, displays the
managers’ preference to employ debt instead of equity, so that they can approach their
target leverage ratiddovakimian et al. (2001jind evidence suggesting that firms
with low leverage and high profitability are more likely to repurchase their shares than
retire debt. In line with these findings, akéitchell and Dharmawan (2007and
Dittmar (2000),who find that firms with lower than average leverage ratios are more
likely to repurchase their shares. Howev@nillon and Michaely (2004argue that
open market share repurchases are used for making small capital adgistatiesnt
thanalarge capital restructuring.

In Continental Europe countries, share repurchases are subject to lsegakre

restrictions, such as the volume and the time frame in which tinegaka place. This
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Is contrary to the U.S., where there is no limitation concerning themelknd the
time limit for carrying out a share repurchase programme. Therefordfdugs eof
share repurchases could vary significantly across countries.

Moreover, it can be clear that the regulatory restrictions can daugnificant
impact on some of the characteristics of open market share remgchash as the
flexibility on the time period to undertake the programme and the volume #ssha
intended to be reacquired by a firm. For instance in France, it wasitillyecently
that the legal system was reformed, thus allowing corporationsptocrease their
own shares. Under the July 2, 1998 law, the open market share repurchases can be
authorized by the firm’s shareholders for up to the limit of 10% of a firm’s capital and
can extend for a maximum period of 18 months. For each 24-month period shares
representing 10%faa firm’s capital can be cancelled or be kept as Treasury stock,
which is subject to shareholder authorisation. In the U.K., even though share
repurchases were legal since 1981, they started to become popul@ninyssrs due
to the ambiguity of the tax treatment, and the potential signadlirg shortage of
profitable investments.

In Germany, prior to the legislation passed on May 1, 1998, share repurchases
were illegal since they were perceived to be a prohibited repayoheapital and it
was only for extraordinary and on individual cases that share repurchases were
permitted. But the amendment of the legislation, which is basedeofcdiropean
Second Law Directive, opened the way for companies in Germany to reptbbas
stock. Likewise, in France, companies were allowed in 1998 to repurtigsstock
and cancel them or keep them as Treasury stock, whereas in thewaK.ahly after
December of 2003 that repurchased shares could be treated as Treasury stock. |
hypothesise that when more stringent regulations concerning share repur@atese
imposed, then the market reaction to share repurchasing announcemeériis wil
inversely related. Further, these three countries are a fertile ground faeseasch in
order to help identify if any changes in regulations, under varying cluléung
corporate governance backgrounds, are related to share repurchases apddtieeres
market reaction to share repurchase announcements. As well as identifying if common
law markets have higher market reaction to share repurchasing anmemtedhan
civil law markets.

I would not expect the results obtained from the U.S. to hold as such for the

Continental European countries, where stringent regulations are imposed on
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repurchases. This argument is supportgdbu and Vermaelen (2002), Oswald and
Young (2004)and Lasfer (2005) who report that U.K. firms announcing share
repurchases, experience smaller abnormal returns around the announcement date, than
those reported in the U.S. market. In additionGinglinger and Hamon (200The
reported abnormal returns appear to be different and lower than the ones reported in
the U.K. studies, suggesting that the markets react differently across countries.
Concerning the regulatory differences among counttiasPorta et al. (1996)
andLa Porta et al. (1997show that legislation among countries differs significantly
in areas such as shareholder protection, law enforcement and shareholeeshgw
concentration. From that perspective, Continental Europe countries can be
distinguished into three categories. Common law countries, such as thehele, tve
level of shareholders’ protection is the highest among Europe and firms have on
average low levels of ownership concentration. German Civil law and Searah
Civil law where the level of protection and ownership concentration is medéwad
finally, French Civil law where, among the three countries of the rdssaraple, the
level of shareholder protection is the lowest and the ownership concentgatloa i
highest. Consequently, different levels of shareholder protection and especially
ownership concentration, will lead to different levels of information asymynrethe
market as well as different attitudes of shareholder value maxioms&or instance,
in France where firms tend to be family owned, and in Germany where fiwas ha
higher levels of ownership concentration compared to the U.K., share repurchases
would most likely be treated unreceptively. In contrast, in common law countries such
as the U.K. and U.S., share repurchases should be more popular due to im@aximis
shareholder value as being a firm’s primary goal. This is supported by Brounen et al.,
(2004) where they find that German and French companies are less adenmest
maximising shareholder value compared to U.K. firms. Therefore, | exp&odta
stronger support for the signalling of undervaluation hypothesis and a higher market
reaction in the U.K. than in Germany and France.
In addition, the significance of the effect that different regulatory dxaonks
can have on share repurchases is highlighte@ibglinger and Hamon (200,Avhere
they report for a three year period (January 2000 to December 2002), 371
repurchasing firms, relative to the 51 repurchase announcements madedmidde
1985 to 1998Lasfer, 2005).This was before the stringent regulations concerning
share repurchases were relaxed. Until then corporations were to buybadhé#nes
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only in rare circumstances, thus opening the way for corporations to reputhbas
shares. FurtherGinglinger and Hamon (2007%eport that approximately 40% of
Paris-listed firms repurchased their shares during their sample periodtimglithat
many French firms expressed their interest in share repurchasing.

Another important factor, that can have a significant impact on share
repurchases is the tax differential between capital gains and persooaiel tax.
Usually share repurchases are taxed as capital gains. Therefore, when capitat gains ta
rate is lower than the personal income tax rate, share repurdbasese more
attractive to investors. This is because a share repurchase shoubdebeainable to
shareholders, from a tax perspective, than a dividend pajGoulion and Michaely,

2002)

The existing literature seems to disagree on the practical iampertof tax
considerations for share repurchases. For instdegywell and Shoven (198%nd
Dittmar (2000) find no evidence that the tax regulations can have a signifitfant e
on payout policies. SimilarlyDswald and Young (200&)nd no evidence that the
increased repurchase activity was primarily driven by the tax sréulit pension
funds could receive from share repurchasing. On the other hand, a number of research
studies such asrullon and Michaely (2002)Lie and Lie (1999) and Rau and
Vermaelen (2002jeport evidence that taxation is an important drive on firms’ payout
decision making and when more favourable measures are taken towards share
repurchases then both share repurchasing announcements and activity increase.

Further, Lie and Lie (1999)find evidence that shareholder tax implications
affect how firms distribute cash to their shareholders. In addition, they reyaatrt
managers are more sensitive to thercholders’ tax threshold when a large fraction
of the shares is owned by institutional investors, because they can be npaieleca
and willing to inform managers about the tax implications of different cas
disbursements. Therefore, the choice of distributing excess cash can b¢armore
sensitive when there is higher ownership concentration due to the présguran be
applied to manags for considering the tax effect of a cash disbursement. As a
consequence, the market reaction to share repurchase announcementsomiérbe |
for firms that have high levels of ownership concentration (and vice)ysisae the
choice to repurchase would be the outcome of their pressure to management to

consider the tax implications in the case of an alternative pameiltod. Thus, tax
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can have a significant effect on the choice to repurchase and on thetivesprrket
reaction to such announcements.

Moreover,Keswani et al. (2007yeport a dramatic rise in the open market share
repurchase activity in the U.K., (196 firms announced their intention to fegmeac
their shares), for the period April 1999 to December 2002, due to the abolition of
advance corporation tax on 5 April, 1999. This is because the abolishment of ACT
lifted the tax burden on both dividends and share repurchases, which madevthese t
forms of payout attractive.

Given the flexibility on the timing and execution, as well astéixeadvantage of
open market share repurchases compared to cash dividends, they candoeagew
substitutes to cash dividendsrullon and Michaely (2002find evidence in the U.S.
suggesting that share repurchases substitute cash dividends. FurtheSknoney
(2008) finds that younger firms that have not paid cash dividends are more prone to
repurchase their shares instead of committing to pay cash dividends. tioraduk
finds that the overall significance of dividend payers in the group of finatsnhake
payouts is diminishing over time, suggesting that share repurchdsbgsome the
dominant form of payouts.

However,DeAngelo et al. (200Q0PJagannathan et al. (20GndDittmar (2000)
in the U.S., anditchell and Dharmawan (200#) the Australian market, do not find
any evidence that support the notion that repurchases are substitutsssh
dividends. Rather, they find that share repurchases are complementshto ¢
dividends. This is also supported Bggannathan et al. (200@ho find that firms
repurchase their shares, when they experience unexpected earnings, egrpay t
cash dividends from more permanent earnings, hence suggesting that repuanehases
complements rather than substitutes of dividends.

For the U.K. | distinguish three tax changes and one regulatory ¢hiduuge
yielding four time sub-periods for tax change effects and two time sub-pdaods
regulatory change effects. In detail, the tax changes for the U.Khar®llowing.

First, the abolishment of the advance corporation tax (ACT) which becancaveffe

on T' of April 1998. Prior to the abolishment of ACT, share repurchases were
considered as cash distributions and as such they created an ACT chaggah&/e

is no surplus ACT to offset against the additional ACT liability, thehrare
repurchases would create an additional tax liability which made thattrastive to

firms. Firms with surplus ACT faced a classical corporate tax sysiewce the
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imputation tax rate was reduced to zero (Acker et al., 1997). Therefore, the surplus
ACT would be an additional cost bore by both firms and investors in the foan of
higher tax rate on distributions. Howevétau and Vermaelen (200&rgue that
during the imputation system and ACT, still investors belonging to higbhrackets
would prefer open market share repurchases than cash dividends, whereas investors
belonging to low tax bracket would prefer cash dividends over share repurchases.
Nevertheless, the abolishment of ACT removed the tax disadvantage ref sha
repurchases, thus increasing their popularity as a payout method. Therefore,
corporations would be keener on repurchasing their shares which would besdeflect
on the market’s positive reaction on a firm’s announcement of intention to repurchase
its shares. Second, is the change in the regulation that becamctevefém 33" of
August 2001, where until then funds where taxed when selling their shailesoba
companies. After that datdunds could be protected from tax claims on share
repurchases. Therefore, share repurchases could have a competitive tazgadvant
over cash dividends.
Following the findings ofRau and Vermaelen (2002ndLie and Lie (1999)
that repurchase activity is influenced by the tax impact of shamaraleases on
pension funds, | expect to find an increased market reaction on share repurchas
announcements since funds could be exempt from tax claims on share repurchases
Third, is the ' of February 2005 where a payment made by a company on the
purchase of its own shares would be subject to income tax, rather thah gaipga
tax which were taxed at a lower level than the respectixed & income tax. Thus, |
expect to see a reduction to the market reaction to share repurchaseghsitax
benefit of share repurchases for the shareholders would be subsequently diminished.
For regulatory change, | identify for the U.K., th& df December 2003 when
companies were allowed the choice to keep the repurchased shareasasyTstck.
This gave corporations more flexibility to manage their capitalyelsas the ability
to use the stock as currency in future acquisitions which they wouldthepevould
struck at a higher price than the level at which they bought thressha addition,
firms would have the ability to reissue the repurchased shares tar aldée, which
could have a negative impact on the market reaction to repurchasiogreements.
Furthermore, when companies are allowed to keep the repurchased sharesuag Trea
stock, by repurchasing their shares and re-issuing their stock when thayitdee

necessary, they can increase the firm’s stock liquidity and reduce short-term price
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instability, thereby smoothing the price discovéide Cesari et al., 2008However, it

must be noted that even in the case where U.K. firms would routinaetjnae to

cancel all or at least a portion of the repurchased shares, stil.g ftexible capital
management tool that since the change in regulations is available sddimmake use
of.

For France, | distinguish one tax change that could affect the maakébreto
the announcement of a share repurchase, thus yielding two time sub-pehizds. T
change became effective off &f January 2005, where a considerable reduction on
corporation tax by 15% became effective. Since the corporation tax wasdgdlice
else being equal, firms where able to funnel a larger portion of theimgam
potential investment projects, or they could distribute them back tostiaieholders
through share repurchases. Thus, | expect to see an increase in ther@aatlat to
share repurchase announcements. This is because the market would waisome t
extra payment, but more importantly it would welcome the reduction of aeyfedt
agency costs that could arise form the available higher free cash flows.

For Germany, | identify one tax change and one regulatory change thét cou
affect share repurchases, thus yielding two pairs of time sub-periodstresge
First, the tax change took place ohdf January 2001, which was the Tax Reform
2000. Until then, an imputation tax system was in place, whereby diporate
income tax was credited against its shareholders’ individual income or corporate
income tax. In addition the corporate tax level until then was |dwaer the personal
income tax level. Therefore, since the legalising of share repurchasesct to see a
positive market reaction to share repurchasing announcements that octumngd
that period. With the implementation of the Tax Reform 2000 only 50% for both
dividends and capital gains received by individual shareholders wexeléaince
the marginal personal tax rate was reduced to 48.5% | would expectaalsesase
in the market reaction to share repurchases, since the tax advantabaref s
repurchases would be reduced. Finally, the regulatory change occurretl ain 1
September 2002, when stricter regulations were imposed on the reportingref s
repurchases and especially to open market repurchases, since theyatedeaseself
tender offers to all shareholders, which entailed high costs and considerable
administrative effort in a rigid timeline in order to comply with the requirements.
Therefore, this change in regulations takes away the flexibilishafe repurchases

and imposes a considerable cost on them, which makes share repurchases a
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credible signal to the market due to the costs it bears. Anseguence, | expect to
find a higher market reaction to the announcement of intention to repeirsia®s in
Germany, due to the increased credibility of that signal to the market.

By studying the market reaction to share repurchasing in these peztléfne
periods, | can identify if any changes in taxation and regulations, concesimang
repurchasing, can have a significant effect on the market reaction tothasis
announcements. Additionally, this research strives to shed light concetreng t
signalling hypothesis for undervaluation, by delving into three of thedbeg®l most
important markets of Continental Europe. Thus, | will be able to teteifmain
motive for share repurchases is undervaluation and assess whether tlBveespe
market reaction is homogeneous across countries, or depends on country specific
characteristics. This will be achieved by analysing the abriomtarns before, on
and after the announcement of share repurchases in each market.

Further, to the best ahy knowledge, the existing literature has not tried so far
to identify if there are any differences or variations on the marketioedottween
firms that announce their intention to repurchase their shares only onceker ma
multiple repurchase announcements through time. Therefore, | analyfiférences
in the market reaction between firms that announce a share repurchasacangnd
firms that make multiple announcements throughout the ten year periodstundier|
argue that the first announcement contains more information while multiple
announcements are already expected by the market, and thus, hawnéohesation
content. Therefore, | expect to find that firms that make only one share hapeirc
announcement will have a higher market reaction than firms that matigle
announcements. Moreover, | expect to find that for firms that made multiple
announcements, the market reaction to the initial announcement will be thighdo
the subsequent announcements, since information content of the initial annenihcem
will be greater than in the following announcements.

This chapter sets out to provide a comprehensive analysis of the meadt@Ebn
on the announcement of intention to repurchase shares on the open market (not the
actual trades) across a number of European countries. This allows reevibhether
the proposed hypotheses hold for all three countries of this research or érdiffer
factors influence the market reaction in each respective country. Fodiee | assess
in this chapter whether the market has a different reaction betweenitideand the

subsequent announcements. In addition, it strives to identify any efiattsountry-

101



specific regulations might have on share repurchases. This cross-conaltygisa

allows to identify if the favourable market reaction to share repurchase

announcements is attributed mosttythe payout mechanism itself. In additian,

allows to identify whether the market reactisnaffected by various regulatory and

tax regimes, and if changes in taxation and regulations impactatieetmeaction to

share repurchases. Finally, by performing a cross-sectional anaigsistify which

are the main aspects that affect the market reaction to repurchasing announcements
To summarise, the main hypotheses of this research are: (1) The maskenhrea

to share repurchases will differ between the three countries and wiiglber in the

U.K., due to the different regulatory, cultural and tax regimes; (2) The market reaction

will be higher to the initial announcement than the subsequent announcements,

because the initial announcement carries more information to the mgkethe

level of ownership concentration will have a significant impact on duden reaction

because it will lead to different levels of information asymmetiiésWhen stricter

regulations are imposed on share repurchases, the market should have a higher

reaction, because then the announcement of a share repurchase can be a ivlere credi

signal to the market; (5) When changes in taxation occur, such as tsasmaf the

capital gains tax rate, compared to the personal income taxheethe market will

have a lower reaction due to the tax disadvantage of share repurchases.

3.3. Data and Methodology

The sample is constructed by identifying all the announcements afianteo
repurchase ordinary shares by hand-collected data reported in the ndes posted
in Perfect Analysisand Factiva databases from®lof January 1997 through 3Dbf
December 2006. The reason for selecting this time period is becauss ot until
1998 that share repurchasing was allowed to take place more freely iGdrotiany
and France, thus allowinme to do the cross country analysis between the three
different markets. These databases report any news announcements réhat we
available in the press made by U.K. and European corporations on sharbasgsirc
The sample is refined so as to involve solely firms that annotneeintention to
repurchase ordinary shares, thus excluding announcements concerning the repurchase
of B-shares or preference shares. It should be noted that the sample contains solely the

announcements of intention to repurchase shares in the open marketa®iteéng
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individual announcements or following the general shareholders meeting, though
without being contaminated by other news, such as earnings estimatéag®a
reporting, etc. Additionally, | control the sample for American DeposiRegeipts
(ADRs) and for cross-country listings. Moreover, corporations included in the sample
are required to have their share prices liste@ataStreamThe sample contains 970
amouncements of intention to repurchase from corporations primarily listédtein
United Kingdom (513 announcements), France (263 announcements) and Germany
(194 announcements).

For all empirical tests, daily data are employed and logarithmok seturns are
estimated. All time series are checked and adjusted for non-tradisgnddie sample
period. The systematic market riskmeasured by the relative general market index of
the country where companies are primarily listed.

This chapter aims to uncover significant equity returns during and/or around the
announcement period. The methodology proposerown and Warner (19853 an
event study approach and suits the purpose of this research. The standardridtS m
model has been employed to derive the abnormal returns. The general fdren of t

OLS market model is as follows:

ARt:Rt_E(R) (3.1)
AR;; = Abnormal return for securityin periodt
Rit = Actual stock return for securityin periodt
E(R:) = Expected return for securityn periodt
Rt = Actual market return in periad
E(R)=G+(A*R,) +5 (3.2)

The alphas ¢;) and betas £) are the regression coefficient estimates for each

firm, and are estimated from an ordinary least squares regression cfezactyi
over the market index with an estimation period of -255 to -21 tradiys gl#or to
the repurchase announcement, followilRpyer and Vermaelen (2005)The
coefficients of the market model are calculated by runairegression of each firm’s

raw returns against each firm’s country main market index.
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Following the example okenberry et al. (1995Peyer and Vermaelen (2005)
and Zhang (2005) the abnormal returns are computed over the -20 to +20 days
relative to the announcement date. The average abnormal return (AAgcfotime
t relative to the event day (day 0), is calculated as the sum abtiemal returns at
timet divided by the number of securities in the sample for each country. €regav

abnormal returns are mathematically expressed as in equation (3.3).
1 N
AAR, = ﬁZARit (3.3)
i=1

The cumulative average abnormal returns are estimated as thefsthm
average abnormal returns for all the securities in the sample lofceaatry, over a
specified time period. The cumulative average abnormal returns REAd#e
examined for various intervals within a forty-day period before and afteevibiet
date { = 0). Several event windows are analyzed in order to better evaluate the market
reaction ex-ante, around, and ex-post the announcement. The cumulative average
abnormal returns (CAAR) reflect the total market effect of an event across
corporations and across a chosen time interval. The reported resultsedeohahe
straightforward market model.

193
CAAR, ) = Z AAR, (3.4)

T=t,

In order to evaluate the statistical significance of the averagermal returns

(AAR) for each time periotland the cumulative average abnormal return (CAAR) for
each time window(t,,t,), the null hypothesis is that their respective values are zero.

The test statistics for any time peritds the ratio of the average abnormal return
(AAR) at the time period to its estimated standard deviation. The standard deviation
is estimated from the timeries of the portfolio’s average abnormal returns (AAR)

over its estimation period. The time series standard deviatioertgdbys a single
variance estimate for the portfolio. Hence, it does not acdountnequal variances

across the portfolio’s securities and avoids the potential problem of a cross-sectional
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correlation of security returns. Therefore, the mathematical expressitre dést

statistics for thédAR at any time periodis as follows.

fog = (3.5)

where o, is the estimated variance &R, . Furthermore, the test statistics for

assessing the statistical significance of the cumulatreeage abnormal returns over

a time window(t,,t,), is expressed as follows.

o, =Rt (3.6)
o Ocpnr / \/-F

where o, is the estimated variance @aar, and T is the time window

where T =t,—t,+1. The event study methodology in this context is likely to suffer

from the correct definition of the event date. Given that the datalliscted from
financial publications as reported Bywctiva it is difficult to identify the exact date
that the announcement event took place. The reason for this is thatigsheoe
established database that records the exact date and thedaagedunt to be
repurchased. Further in some countries such as France, companies are notmbliged
announce publicly their intention to repurchase their shares, since thelgawayto

get authorisation from the AMR(torité des marchés financiéfsin order to initiate

the open market share repurchase. Therefore, for France | only includesiantple

the announcements of intention to repurchase shares that were pdidaiysed
voluntarily. Additionally, in order to overcome the drawback of identifytimg exact

date of the announcement and capturing the announcement effect for the three
countries under study, followingenberry et al. (1995esults on the expanded event

periods [-2, +2] and [-1, +1] are reported.

9 TheAutorité des marchés financiefAMF) is France’s financial regulatory system.
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3.4. Descriptive Statistics

Table 3.1 reports the descriptive statistics concerning the anneshgav
abnormal performance for each of the three countries of the sample,| as e
annual number of announcements to repurchase own shares. The vast majority of
these announcements took place in the U.K. (562 announcements representing
approximately 54% of the totalRau and Vermaelen (2002jse a sample of 264
firms in the U.K. for the period starting in January 1985 to January 199Remwani
et al. (2007)use a sample of 196 firms in the U.K. for the period starting in April
1999 to December 20020swald and Young (2004jeport a sample of 268
announcements of intention to repurchase shares in the open market, as reported in the
Financial Times and the Regulatory News Service (RNS) during the periodd995
2000.

Moreover,Lasfer (2005yeports a sample of 465 repurchasing firms in the U.K.
and 51 firms in France for the period 1985 to 1998. Furthermore, in France,
Ginglinger and Hamon (200@ndGinglinger and L’Her (2006) use a sample of 337
firms (January 2000 to December 2002) and 381 (July 1998 to July 1999)
respectively. Therefore, it is clear that in this more recent pier®d there has been
anincreasing trend in the number of firms that announce their intention to repeircha
their shares. A better illustration of the number of open market share regmircha
announcements is displayed in Figure 3.1.

In the U.K., the majority of the announcements took place in 2005
(approximately 16%) where they peaked, with a small decrease in ltheingl year.

In France, there is a steady increase for the two years after sharenaspgonas
made easier for firms to undertake, and it reaches its peak in 200Qvaktts, the
number of announcements seems to have a certain level of woladiliit seems to
have a large increase in repurchasing announcements in 2006. LaSgyiany, the
number of announcements of intention to repurchase shares follows a siméan patt
with France and peaks in 200Dhe large increase of repurchase announcements in
France and Germany can be attributed to the regulatory amendments alidwed
corporations to engage in such practices. This illustrates the impeffant that

regulations can have on payout policies.
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Figure 3.1 Shar e Repur chase Announcements.
This figure illustrates the annual number of shhapurchase announcements for each
country.
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Furthermore, Table 3.1 reports the yearly average market reaction for eac
country and shows that in Germany and in the United Kingdom (to a certaint)ex
there is an increasing trend on the average market reactibe #étrte of the share
repurchase announcement which declines from 2004 and onwards, whereas in France
The average market reaction is volatile throughout the years witlepitting any
distinguishable trends.

Table 3.2 reports the time gap between the initial and the subsequent
announcements of intention to repurchase shares in the open market. Thieaable s
that in all three countries, the time lapse between the limhd the subsequent
announcements for almost half of the samples is less than a amdar,the
overwhelming majority is less than 3 years. Even by followkamberry et al. (1995)
and apply a cut-off point of three years as a time gap for a subsequentamenn
to be identified as such, the remaining announcements that &relestilified as
subsequent announcements compared to the overall sample in this study are
significantly small to have any significant impact that wodistort the findings of
this research. However, it must be acknowledged that a small safmpdsequent
announcements take place after 3 years or more following the initial aremo@imicof
intention to repurchase shares in the open market and therefore on¢idnescaben

interpreting these results.
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Table 3.1 Annual average mar ket reaction to share r epur chase announcements.

The sample consists of 970 announcements of intentiogptochase shares on the open market from 1997 to 2006,adf 48 took place in the U.K., 263 in France and
the remaining 194 in Germany. The abnormal returns arelagdduvith the implementation of the market modelhwite coefficients computed over the -255 to -21 days
before the announcement date. This table reports the anmualative average abnormal returns for each countrhéothree days surrounding the announcement day (time
window -1 to +1). The t-statistics, percentage of posittveoamal returns and the number of events are reportedrémtheses for each year, ~, and” reported on the
average abnormal returns indicate statistical significahtiee 1, 5 and 10% level respectively.

Year 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 | N
United Kingdom | 2.27%***  3.15%** 2.03%*** 2.03%** 1.56%"* 2.76%*** 3.34%*** 1.47%*** -0.45%***  0.90%"**
(9.555,  (9.498,  (18.636, (22.146, (11.027, (-2.017,  (5.621,
73%,30) 67%,42) 67%,67) 68%,59) 63%,73) 48%,84)  57%,74)
0.30%  1.94%** 0.69%* 1.72%**  0.36%  -0.29%  1.27%***
(1222, (5.218,  (1.960,  (4.705,  (1.361,  (-1.325,  (5.242,
47%,49) 63%,16) 49%,35) 67%,36) 54%,24) 33%,15)  70%,40)
3.48%*  3.91%* 2.82%** 3.22%* 0.81%"* 1.22%*  0.85%***
(9.851,  (7.663,  (9.308,  (7.196, (2.568,  (5.325,  (3.614,
57%,21) 56%,34) 63%,32) 59%,17) 44%,18) 71%31)  48%,31)
100 92 134 112 115 130 145




Table 3.2 Time-lapse of subsequent open mar ket shar e r epur chase announcements.
This table reports the descriptive statistics on the time that lapses béhseanitial and the subsequent of the subsequent announcements from a

sample of 211, 79 and 66 subsequent announcements made in the United Kingohom,alfid Germany respectively. The total sample of
announcements (including those firms that made only one announcement) is 518¢ 2683 dor the United Kingdom, France and Germany

respectively.
UK FR GE
Percentage Percentage Percentage Percentage Percentage Percentage
relative to total relative to relative to total relative to relative to total relative to
Time subsequent total sample subsequent total sample subsequent total sample
period # announcements size # announcements size # announcements size
<1lyr 153 70.18% 29.82% 36 46.15% 13.69% 41 63.08% 21.13%
lyr 32 14.68% 6.24% 14 17.95% 5.32% 15 23.08% 7.73%
2yr 14 6.42% 2.73% 8 8.97% 2.66% 4 6.15% 2.06%
3yr 8 3.67% 1.56% 8 10.26% 3.04% 2 1.54% 0.52%
4yr 2 0.92% 0.39% 11 14.10% 4.18% 2 3.08% 1.03%
5yr 1 1.83% 0.78% 0 0.00% 0.00% 2 3.08% 1.03%
6yr 1 1.38% 0.58% 2 2.56% 0.76% 0 0.00% 0.00%
Total 211 100% 42.50% 79 100% 29.66% 66 100% 33.51%
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3.5. Empirical Evidence
3.5.1. Market reaction to the announcement of intention to repurchase.

Table 3.3 reports the Average Abnormal Returns (AARS) estimated for each
country, for the ten year period under study. These results provide a broaatidnst
of the overall market reaction to open market share repurchase annouscdfoent
days -20 to -2, henceforth referred to as pre-event period, the results on théoAARS
the U.K. firms remain marginally positive, whereas for the French and &aefirms
the results are close to zero, and mostly negative, particularly fona@g. On the
announcement day (day 0), | find a high market reaction of 1.98% and 1.05% in
Germany and U.K. respectively, which are statistically sigmificat the one percent
confidence level and statistically different between them asasgeftom the market
reaction in France. On the remaining part of the 41-day time window, dags+2D,
for France the market does not have a favourable reaction towards repurchasing
announcements, since after a few days the cumulative average abnetumad
bounce back to the negative side. In contrast, in Germany and espiecthlyU.K.
there isaconsiderable increase in excess performance.

The findings from the preliminary analysis of the daily excess returns do not
provide strong support for the undervaluation hypothesis so far. Even though the
excess returns prior to the repurchase announcement are negative or marginall
different from zero, still they are not statistically significantslonly during the days
of the announcement that the market l@apositive and statistically significant
reaction, suggesting that share repurchases are perceived to be good news. In addition,
| find that in France the market reaction to the repurchase announcemtra day
which the announcement took place, is significantly low and particusarlywhen
compared to the respective market reaction in the U.K. and GerrRartgier, | split
the samples between the initial and subsequent announcements. Heartegskess
whether the market has a different reaction towards firms thaé mealirchasing
announcements only once, and those that made multiple announcements thraugh time
The results are reported in Table 3.4. | find that for all three countrghs study, the
market has a more favourable reaction on the first repurchase announcemertym
a firm, rather on the subsequent ones. In detail, for all three countries, R fAA
the nitial announcements are approximately double, compared to the ones from the

subsequent announcements.
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Table 3.3 Average abnormal returns per country.

The sample consists of 970 announcements of ioterid repurchase shares on the open
market of which 513 took place in the U.K., 263 krance and the remaining 194 in
Germany. The abnormal returns are calculated \wighimplementation of the ordinary least
squares market model with the coefficients computeer the -255 to -21 days before the
announcement date, for the time period 1997 to 2006 table reports the average abnormal
returns for the forty days surrounding the annoorex@ day of intention to repurchase shares
from day 20 to day +20 ", 7, and " reported on the average abnormal returns indicate
statistical significance at the 1, 5 and 10% laespectively? °, and° report the statistically
significant difference in means for the averageoaimal returns for the paitd.K.-France ),
U.K.-Germany ) and Germany-Francé) fespectively at the 10% confidence level.

Average Abnormal Returns
Day UK. | France | Germany
-20 0.10% 0.09% -0.14%
-19 -0.03% -0.13% -0.05%
-18 0.01% -0.13% -0.23%
-17 0.03% 0.04% 0.25%
-16 0.05% -0.02% -0.01%
-15 a1 2204 40.32% ®.0.33%
-14 0.02% 0.03% 0.01%
-13 -0.06% 0.11% -0.20%
-12 -0.02% -0.13% 0.18%
-11 -0.03% 0.00% -0.08%
-10 -0.08% 0.16% -0.27%
-9 -0.04% 0.06% -0.07%
-8 0.00% -0.03% -0.24%
-7 0.02% -0.14% 0.03%
-6 -0.06% 0.02% -0.32%
-5 0.01% 0.02% 0.17%
-4 -0.01% 0.06% 0.08%
-3 0.07% -0.10% 0.01%
2 -0.06% -0.08% -0.19%
-1 ®0.40%%™ 0.24% ®0.00%
0 ab9 0504 30.10% b.©) 989%™
1 0.24%" 0.40%" 0.34%
2 0.17% 0.24% 0.15%
3 0.16% -0.16% 0.18%
4 -0.08% 0.20% 0.01%
5 0.00% 0.08% 0.18%
6 %0.09% 3.0.44%" -0.09%
7 0.09% 0.04% 0.14%
8 0.09% -0.03% 0.02%
9 0.06% 0.03% 0.09%
10 290.05% 4.0.45%" 0.25%
11 -0.05% -0.02% -0.40%
12 0.06% -0.03% 0.05%
13 %0.04% 30.31% -0.15%
14 0.06% -0.03% 0.24%
15 %0.06% 90.39% 0.36%
16 ®0.17% 0.10% ®.0.51%
17 -0.11% -0.11% -0.12%
18 0.04% -0.09% -0.20%
19 -0.05% -0.06% -0.30%
20 0.06% -0.05% 0.21%
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Especially in Germany and in the U.K., on day 0 of the announcement, the
AARs of the initial announcements amount to 2.49% and 1.43% respectively,
compared to 1.12% and 0.64% of the subsequent announcements. Further, the AARs
for U.K. and Germany for both the initial and subsequent announcements are
statistically significant at the 1% confidence level andsitelly different from each
other. Surprisingly, in France on day O the AAR for the initial announcements is
0.11%, but not statistically significant. The market seems to aaeenewhat delayed
reaction to such news since it is on the first day after the annoanténat there is a
significant and positive AAR of 0.57%, whereas for the subsequent announcements
the AARs amount to 0.63% (which is statistically significant) and -0.08% fwikic
not statistically significant), for days 0 and 1 respectively.

Hence, the preliminary results, from splitting the sample of repurchase
announcements between the initial and the subsequent announcementsiashiogy t
market has a higher reaction to firms that make only one as opposeitifge share
repurchase announcements. This finding is further investigated in order fyittent
reasons for the difference in the market reaction.

One should bear in mind however, that the AARs can only be looked at as
indications so far. In order to have a more robust view, | estimate aadsaselow
the Cumulative Average Abnormal Returns (henceforth referred to as CAARS), for
the pre-event, event and post-event periods. The pre-event time windesesite [-

20 to -3] and [-20 to -2]. The event time windows are [-2 to +2], [-1 to rd]day O,
while the post-event windows are [+2 to +20] and [+3 to +20].
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Table 3.4 Average abnormal returnsfor initial and subsequent announcements

in each country.

The sample consists of 970 announcements of intentioapierahase shares on the open market of
which 513 took place in the U.K., 263 in France and the remainingnl@&&limany. The abnormal
returns are calculated with the implementation of dhdinary least squares market model with the
coefficients computed over the -255 to -21 days beforenheumcement date. The table reports the
average abnormal returns for selected time-windows, ®twi sub-groups of subsequent and initial
announcements for the time period 1997 to 2006. Subsequent aemmums are defined as the
announcements succeeding the initial announcement that tooktimaaghout the ten year period of
this study. Initial announcements are defined as those anmentethat appear for the first time in
the sample through the ten year period of this study. , and” reported on the average abnormal
returns indicate statistical significance at the 1, 8 40% level respectively’, °, and® report the
statistically significant difference in means for theermge abnormal returns for the pairs U.K.-France
(), U.K.-Germany ?) and Germany-Francé) (respectively for the initial announcements group, and
the®® and® for the same pairsf the subsequent announcements group at the 10% confidence level

Average Abnormal Returns
U.K. France Germany
N 302 211 184 79 128 66
Day Initials | Subsequent Initials Subsequent| Initials | Subsequent
-20 0.26% -0.12% -0.01% 0.28% -0.18% -0.06%
-19 -0.04% -0.04% -0.28% 0.22% -0.17% 0.20%
-18 0.12% -0.30%" -0.01% -0.42% -0.29% -0.09%
-17 0.10% -0.07% 0.10% -0.05% 0.38% -0.04%
-16 0.02% ¥.0.02% -0.23% ¥0.43% -0.09% 0.07%
-15 a9.29%" 0.09% 3.0.32% -0.31% ©.0.50% 0.00%
-14 -0.03% 0.01% 0.03% 0.02% 0.00% 0.06%
-13 -0.07% -0.17% 0.31% -0.35% -0.04% -0.51%
-12 -0.11% 0.16% -0.20% 0.08% 0.12% 0.30%
-11 -0.02% -0.05% -0.02% 0.01% 0.05% -0.39%
-10 -0.21% 0.12% 0.08% 0.39% -0.36% -0.08%
-9 0.02% -0.08% 0.15% -0.19% -0.05% -0.18%
-8 0.01% -0.09% 0.00% -0.12% -0.26% -0.15%
-7 -0.13% 0.13% -0.22% 0.00% -0.10% 0.37%
-6 0.06% v.0.22% -0.05% ¥0.21% -0.29% -0.33%
-5 0.02% -0.01% 0.02% 0.11% 0.11% 0.28%
-4 -0.05% 0.00% 0.07% 0.10% 0.13% -0.13%
-3 0.16% 0.00% -0.14% -0.03% 0.13% 0.02%
-2 -0.09% -0.03% -0.02% -0.27% -0.12% -0.46%
-1 0.54%" 0.16% 0.28% 0.23% 0.08% -0.09%
0 &b 43%" 0.64%" 220.11% 0.63% b 49% " 1.12%"
0.37% 0.22% 0.57% 0.08% 0.51% -0.12%
2 0.26% -0.02% 0.33% -0.15% 0.14% 0.25%
3 0.20% 0.11% -0.29% 0.17% 0.22% -0.08%
4 -0.12% v.0.07% 0.06% ¥0.59% 0.11% -0.14%
5 0.16% -0.21% 0.12% 0.09% 0.22% 0.29%
6 40.28% -0.20% 3.0.46% -0.32% 0.11% -0.48%
7 0.10% 0.03% 0.13% -0.17% 0.26% -0.13%
8 0.09% 0.00% 0.01% -0.19% -0.07% 0.05%
9 0.09% -0.03% 0.07% -0.03% 0.11% 0.19%
10 40.08% 0.16% 3C0.47% -0.33% 0.27% 0.16%
11 -0.09% 0.00% -0.10% 0.17% -0.56% -0.12%
12 -0.03% 0.13% 0.05% -0.01% 0.12% -0.18%
13 0.17% -0.14% -0.42% -0.08% -0.42% 0.30%
14 0.07% 0.02% -0.08% -0.02% 0.24% 0.20%
15 0.04% 0.07% 0.41% 0.40% 0.29% 0.48%
16 0.17% 0.07% 0.07% 0.18% -0.54% -0.47%
17 -0.23% 0.11% -0.20% 0.14% -0.32% 0.34%
18 0.07% -0.02% -0.14% -0.03% -0.11% -0.37%
19 -0.02% 0.02% -0.06% -0.19% -0.47% 0.02%
20 0.01% 0.14% -0.09% 0.03% 0.41% -0.14%
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Table 3.5 reports the CAARSs for the entire sample from each countrylesswe
the respective CAARs for the initial and subsequent announcement subssarople
now though, | focus on the results for the entire sample from each coumtrihe~
pre-event period it can be seen that except for the U.K. where th& €A positive
but marginally different from zero, for France and Germany the respective CAARS
are negative. However, the CAARs for the pre-event period for none of the three
countries are statistically significant. In detail, for the time window [-20) ¥8port a
CAAR for the U.K. of 0.19% (but not statistically significant), where the CAAR
reported inLasfer (200% for the same time window amounts to -0.31% (but not
statistically significant). Additionally, the results seem tadif&erent fromlkenberry
et al. (1995)where the reported findings for the same time where amount to -3.07%
(which are statistically significant). For the same time periodyd&aeems to has
negative CAAR of -0.44%, which is consistent with my expectations, but not
statistically significant, whereas firms in Germany for the speréd seem to have
an even poorer performance of -1.23%, but it is also statistically insignifica
Similarly, for the time window [-20, -2], the performance for the repurchasing fi
in France and Germany remains negative, where in contrast, in therdunlgins
positive. It should be noted, that the CAARs reported for the time winelzQy {2]
for the three countries of this research are not statistically significant.

For the event time window [-2, +2], there is a considerable improvemen
performance, since the CAARs for the U.K. and Germany are positive and amount
1.79% and 2.28% respectively, whereas in France there is a smaller market reaction of
0.84% (which are statistically significant). The results from the @i especially
from Germany are in line with those reported in other research stfmlighe same
time window such as itkenberry at al. (1995where a market reaction of 3.54% in
the U.S is reportedRau and Vermaelef2002)report a reaction of 1.08% in the U.K.,
and Lasfer (2005)imilarly reports an announcement reaction of 1.64% for the U.K.
and 1.06% for Continental Europe. Additionallkenberry et al. (2000jeport a
market reaction for the five days surrounding the announcement of 0.93% for the
Canadian market. Further, the results reported for the French market seemar@ be m
aligned with Ginglinger and L’Her (2006), since they report a market reaction in
France of approximately 0.55%.

For the alternative event time window [-1, +1], there is no significhange in
the results (U.K. 1.68%; France 0.65%; and Germany 2.32%). The results for the
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event window [-1, +1], seem to followi and McNally (1999)where a CAAR of
0.87% is reported in Canad@jnglinger ad L’Her (2006) who report a CAAR of
0.55% in France and finallpswald and Young (2004yho report a CAAR of 1.24%
in the U.K. The market reaction in the U.K. and Germany for the tHeges

surrounding the announcement is in line with the results reportdéeyer and
Vermaelen (20054ndGrullon and Michaely (2002).

For the post event period, in the case of the time period [+2, +20] the CAAR
reported for the U.K., remains positive (0.91%) and statistically signifiaathe ten
percent confidence level. In France and Germany, contrany expectations, for the
same time window, the CAARs are marginally different from zero (-0.8%0d8%6
respectively) but are not statistically significant. For the qpesint window of [+3,
+20] even though the results do not change significantly, the CAARs for nahe of
three countries are statistically significant. The post-eventtsefsom the U.K. are in
line with the ones reported lrasfer (2005Wwhere the market reaction reported for the
U.K. is 1.12% and for Continental Europe 0.62%, eahberry at al. (1995 here it
is reported for the post event time window [+3, +10] a CAAR of 0.91% for the U.S.
market. The market reaction to share repurchase announcements for all three countries
can be better portrayed Figure 3.2.

The results for all three countries, do not provide sufficient evidence in support
of the undervaluation hypothesis, since the pre-event period excess performance, e
though it is marginally different from zero in the U.K. and negativérance and
Germany, it is not statistically significant. Nevertheless, | find stremdgace that the
market has a strong and positive reaction to repurchase announcementallespe
the U.K. and Germany. Hence, this suggests that the market peattsely to such
news, for reasons other than potential undervaluation, such as the prospect of reducing
potentially arising agency costs. This is also supported by théhticthe respective
price performance remains positive, suggesting that the market reacteputchase

announcement, was not an unjustified over-reaction.

M For the time period [-1, +1Peyer and Vermaelen (200&)dGrullon and Michaely (2002)eport a
statistically significant CAAR of 1.81% and 2.57% respectively
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Table 3.5 Cumulative average abnormal resultsfor selected event windows.

The sample consists of 970 announcements of intenticeptorchase shares on the open market of which 513 took pHuweW.K., 263 in France, and the remaining 194 in
Germany. The abnormal returns are calculated with theeimmgaitation of the ordinary least squares market modkltwt coefficients computed over the -255 to -21 days
before the announcement date. The table reports the ativaudverage abnormal returns for selected time-windawshé entire sample and the two sub-groups of initial
and subsequent announcemefis the time period 1997 to 2006. Initial announcements are defméldoae announcements that appear for the first tintkeirsample
through the ten year period of this study. Subsequent acemamts are defined as the announcements succeeding thaimtancement that took place through the ten
year period of this study. The t-statistics of theatifhces in means between the two samples, initial &isguent announcements, are reported in parentheses and”
reported on the cumulative average abnormal returns iedatatistical significance at the 1, 5 and 10% level reéispée  ° and® report the statistically significant
difference in means for the average abnormal retumshéo pairs U.K.-France®’){ U.K.-Germany {) and Germany-Francé) (respectively for each of the three sample
groups (Entire sample, Initials and Subsequent) at the 10%lenoé level.

Cumulative Average Abnormal Returns

United Kingdom France Germany
Entire Sample Initials Subsequent | Entire Sample Initials Subsequent | Entire Sample Initials Subsequent

N 513 302 211 263 184 79 194 128 66

CAAR -20,-3 0.19% 0.39% -0.66% -0.44% -0.70% 0.37% -1.23% -1.40% -0.67%
(-1.287) (0.779) (0.497)

CAAR -20,-2 ®0.13% 0.29% -0.68% -0.51% -0.72% 0.10% ®.1.42% -1.51% -1.13%
(-1.235) (0.574) (0.261)

CAAR -2,+2 8.79% " 42.50% 0.98% 4°0.84% 2°1.05% 0.52% °2.28% °3.09% 0.69%
(-3.057) (-0.778) (-1.993)

CAAR -1,+1 %1.69% 2.34% " 1.02% 2°0.66% 2°0.74% " 0.94% °2.32% " °3.07% 0.90%
(-2.777) (0.358) (-2.070)

CAAR DAY 0 abq 059%™ aby 439%™ 0.64% #°0.05% 2°.0.11% 0.63% ©1.98% ©C2 49% " 1.12%
(-2.174) (2.141) (-1.602)

CAAR +2,+20 20.91% 21.32%" 0.16% 2.0.80% 2.1.06% 0.25% 0.09% -0.01% 0.18%
(-1.668) (1.185) (0.082)

CAAR +3,+20 20.74% 1.06% 0.18% 2.1.05% 2.1.39%" 0.39% -0.06% -0.14% -0.07%
(-1.325) (1.663) (0.032)
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Figure 3.2 CAARsfor Entire Sample.

This graph illustrates the cumulative average atmabrreturns for the forty-day period
surrounding the announcement date [-20 to +20]. fdspective pattern emerges from
companies in the United Kingdom, France and Germfwoyn the entire sample of
announcements of intention to repurchase theiresharthe open market through the ten year
period under study.
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In contrast, in France, the performance of the repurchasing firms has only a very
small improvement on the announcement, which is short lived sinceadftey days
the marketreadjusts and firms return to a negative performance. Nevertheless, the
findings in the French market are consistent with the existing literature.

3.5.2. Market reaction to the Initial & Subsequent announcements.

As previously argued, it is possible that by splitting the sample of
announcements into two sub-groups between initial and subsequent announcements, |
could get more robust results on the market reaction to share repurchase
announcements. Additionally, it will help us understand if it is only thgal
amouncement that is looked upon favouralmythe market, and whether the market
becomes accustomed to such a pay out method, hence resulting toea sraation

on a firm’s share price performance.
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Table 3.5 additionally reports the CAARs for each sub-group from each of the
three countries under study. For the case of the U.K., the initial annoamisegnoup
shows a better performance compared to the subsequent announcements group
through all the pre-, event, and post-event periods. In detail, for the peameod [-1,
+1] | find that for the initial announcements, the market reaction is rharedouble
compared to the market reaction to subsequent announcements, sincéAR® fGA
the initial and subsequent announcements are 2.34% and 1.02% respectively.

In the case of France, for the initial announcements sample, thes egt@ss
prior to the announcement are negative, but not statistically signifi On the
announcement event windows, | find that the market reaction to the iaitiglthe
subsequent announcemeigsnot significantly different, apart from the day of the
announcement (day 0), where the excess returns between the two samples are
significantly different. Furthermore, | find that for the initial announcemehts,
market readjusts on the post event period, where the excess returrsraeeso be
-1.39% and statistically significant. This evidence suggeststianarket overreacts
to the repurchase announcement, and subsequently corrects itself.

In Germany, the market has a similar reaction to the irginl subsequent
announcements. The market reaction to both types of announcements show signs
support of the undervaluation hypothesis. But there is a correction in the past-ev
period since the abnormal performance is slightly negative or margmgher than
zero for both sub-groups (but not statistically significant). What is quotable
though, is the difference in the magnitude of the market reaction dretihe initial
and the subsequent announcements. Specifically, for the three days surrobeding t
announcement, the abnormal performance from the initial announcements is quite
high (3.09%), which is also similar to the average abnormal performance reported i
the U.S. studies. In contrastor the subsequent announcements, the abnormal
performance is considerably lower (0.90%) compared to the initial announcements.

More importantly, in the event day and event period, which shows the
magnitude of the market reaction towards the repurchasing announcemerni there
significant difference in the CAARs of each event window, for all thamiries
under study. The difference in the market reaction to the initial andutbeequent
announcements supports the hypothesis that the market has a more favaevable v

on the first announcement made by repurchasing firms.
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In addition, the results in Table 3.5 show that the mean market reéatithre
initial and the subsequent announcements in the U.K. and Germaigpifecantly
different for the event period. Moreover, when testing for the differences in means
across countries, | find significant differences even though the markdionesc
positive for all three countries. The reaction in France appears tamiécsintly
lower than the respective reactions in the U.K. and Germany. Theedids in the
market reaction to the first and subsequent announcements, between the thre

countries are clearly seen in Figure 3.3.

Figure 3.3 CAARsfor Initial and Subsequent Announcements.

The graph illustrates the cumulative average ababmmaturns for the forty-day period
surrounding the announcement date [-20 to +20].r&bpective pattern emerges from the two
sub groups of the initial and the subsequent arceraents of intention to repurchase shares
in the open market, made by companies in the Utkitagdom, France and Germany through
the ten year period under study.
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The market reactioto the initial announcements during the post event period is
quite puzzling. In the U.K., as expected, the market reaction forirtiial
announcements is higher than for subsequent announcements. However, the opposite
holds for Germany and France. The post event market reawdidhe initial

announcement for these two countries is poorer than for the subsequent
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announcements. This is contrarynyy expectations of a higher market reactiorthe

initial announcement than the subsequent announcements. This is béeabsEnth

and German markets show a quick share price correction. On the contrary, the U.K
market seems to have a longer term expectation of an improved future perrmanc
since it carries on having a favourable reaction towards the repugHams, and
especially on the initial announcements.

In sum, the evidence | get so far, when splitting the sample of annoumtseme
from each country under investigation into two sub-groups, between initial and
subsequent announcements, do not provide a strong support for the undervaluation
hypothesis, and especially in the case of the subsequent announcémenése
cases, even though there is a considerable improvement on the annoumpesindnt
it seems that their respective performance drops on the following @agsluding,
when comparing the results between these two groups, | find strong suppbe for
notion that it is the initial announcement of intention to repurctiedecontains more
information than the subsequent announcements, which is reflected by theadhigh a

positive market reaction.

3.5.3. The effects of Regulatory and Tax changes.

In order to fully understand the magnitude of the market’s reaction to share
repurchase announcements, apart from performing a cross country analysis and
comparing the results that each country provides, it would be benédigatform an
analysis that would test if any regulatory or tax changes, that eftddt share
repurchases, have any effect on the market reaction. | argue thaasba for this, is
that the market can have a different perception of the news anddkdying signals
that such a repurchasing announcement can have, which would accordingly lead t
various levels of reaction on behalf of the market. For all three coyritiigsntify
certain tax changes that could affect share repurchases and thdivespecket
reaction, but it is only for the U.K. and Germany that | have idedtidiganges in
regulations concerning share repurchases.

Table 3.6reports the pre-, event, and post-event CAARs during each sub-period
where a tax or regulatory change has been identified, for all three esuatrder
study. Panel A reports the CAARs during each sub-period, and Panel B téports
matrix containing the differences in CAARs between every sub-period fir ea

country. The results show that there is a clear improvement of perforroanite
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event period which carries on during the post-event period. A minor excepti@h coul
be sub-period (3) from the tax changes, where the pre- and post event-performance
are similar. Nevertheless, there is a significant market cgacn the three days
surrounding the announcement. Similarly in Germany, there is a considerably po
performance on the pre-event period, especially during the sub-periods (1) and (2),
which are followed by a significant improvement on the event period. Futheer,
improved performance carries on, except for the sub-periods (2) and (1) from the tax
and regulatory changes respectively. The evidence from France point notitwe

that the market has a positive reaction to the announcement of sparehases.
However, during the post-event period, the market quickly corrects itsgfesting

that the market overreact on the open market share repurchase announcement.

The results during the event window show that the market reaction isthaore
2% through the first three time sub-periods, which significantly declines #ife
change in taxation, where share repurchases are subject to incombetdact that
open market share repurchases lost their competitive tax advantagecash
dividends is reflected on the significant decline of the market ceaciiherefore, |
find that certain tax changes, and in particular when share repwsdrassubject to
income tax, have a significant impact on the market reactiapém market share
repurchase announcements.

For the post-event period, there are no significant differences between the
various time sub-periods. When testing for the effect of the regulatory clmange
share repurchases in the U.K,, | find that the market reaction igisled after the
change became effective, since the market reaction has decfemsed.52% to
0.6%, which is a significant reduction, which is also statistidadifferent. This can be
translated to the fact that by allowing firms to keep the repurchased shares asyTreas
Stock, it made the market to take a more cautious stance on the amennoé
share repurchases. Overall, the results from the U.K. show a strong doppbe
hypothesis that regulatory and tax changes that occurred during the smmpte
have a significant effect on the market’s perception and interpretation of share

repurchasing news announcements.
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Table 3.6 Impact of regulatory and tax changes on the market reaction to the
announcement of intention to repurchase ordinary shares.

The sample consists of 970 announcements of interdio@purchase shares on the open market from
1997 to 2006, of which 513 took place in the U.K., 263 in France anehening 194 in Germany.
The abnormal returns are calculated with the implentientaf the market model with the coefficients
computed over the -255 to -21 days before the announcement Riiel A reports the mean
cumulative abnormal returns for selected time-windows. PBnedports the matrix containing the
differences in CAARs between every sub-period for eacimtty. The number of observations for each
sub-period is in brackets., ©, and reported on the average abnormal returns indicatestatati
significance at the 1, 5 and 10% level respectively. Thalpes of the differences in mean market
reaction between each sub-period are reported in pasesthe Panel B. Tax changes time sub-
periods: (a) U.K. After 31/3/1998 the abolishment of advance corporation tax aretléction of
corporate tax became effective. After 29/8/2001 mutual fundddchave tax credits on share
repurchases. After 31/1/2005 share repurchases were subject to itaomé) France. After
31/12/2004 large corporate and income tax cuts took place. (c) GerAfeary31/12/2000 a reduction
of income and capital gains tax became effective. Remylahanges time sub-periods: (a) U.K.. After
31/11/2003 repurchased shares were allowed to be treated as Traaskry(l§ Germany. After
1/9/2002 stricter regulations concerning share repurchases bedaatiewef

Panel A. Impact of Regulatory and Tax Changes per Country
Time Periods -20to0 -2 -1to +1 +2 to +20
United Kingdom

Tax Changes

01/01/1997 to 31/03/1998 [56] (1) -0.16% 2.52% 0.47%
(Abolishment of ACT)
01/04/1998 to 29/08/2001 [95] (2) -0.79% 2.23%" 0.69%
(Tax credits on Mutual Funds)
30/08/2001 to 31/01/2005 [213] (3) 1.07% 2.29% 1.27%
(Repurchases subject to income tax)
01/02/2005 to 31/12/2006 [149] (4) -0.73% 0.14% 0.63%
P 0.268 0.739 0.077
Regqulatory Changes
01/01/1997 to 31/11/2003 [275] (1) 0.42% 2.52% 1.14%
(Repurchased shares kept as
Treasury)
01/12/2003 to 31/12/2006 [238] (2) -0.33% 0.60%" 0.59%
7@ 0.031 0.659 0.195
France
Tax Changes
01/01/1997 to 31/12/2004 [208] (1) -0.82% 0.62%" -0.30%
(Large corporate and income tax cuts)
01/01/2005 to 31/12/2006 [55] (2) -0.71% 1.32% 1.11%
7 0.016 0.029 0.206
Germany
Tax Changes
01/01/1997 to 31/12/2000 [31] (1) -1.74% 2.92%" 1.42%
(Reduction on income & cap. gains
tax)
01/01/2001 to 31/12/2006 [163] (2) -1.35% 2.21%" -0.16%
7@ 0.034 0.096 0.086
Regqulatory Changes
01/01/1997 to 31/08/2002 [92] (1) -2.43% 3.07% -0.09%
(Stricter regulations on repurchases)
01/09/2002 to 31/12/2006 [102] (2) -0.50% 1.65% 0.25%
7@ 0.172 0.192 0.019
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Table 3.6Continued.

Panel B. Differences in Means per Country

-20, -2 -1, +1 +2, +20
United Kingdom
Tax Changes
01/01/1997 to 31/03/1998 [56] 1 1 1
01/04/1998 to 29/08/2001 [95] -0.63% 1 -0.29% 1 0.22% 1
(0.780) (0.754) (0.907)
30/08/2001 to 31/01/2005 [213] 1.23% 1.86% 1 -0.23% 0.06% 1 0.80% 0.58% 1
(0.557) (0.150) (0.763) (0.943) (0.588) (0.673)
01/02/2005 to 31/12/2006 [149] -0.57% 0.06% -1.80%™ | -2.38%" -2.09%" -2.15%" 0.16% -0.06% -0.64%
(0.779) (0.964) (0.052) (0.001) (0.007) (0.000) (0.915) (0.968) (0.445)
Regulatory Changes
01/01/1997 to 31/11/2003 [275] 1 1 1
01/12/2003 to 31/12/2006 [238] -0.75% -1.92%™ -0.55%
(0.391) (0.000) (0.477)
France
Tax Changes
01/01/1997 to 31/12/2004 [208] 1 1 1
01/01/2005 to 31/12/2006 [55] 0.11% 0.70% -0.81%
(0.925) (0.196) (0.483)
Germany
Tax Changes
01/01/1997 to 31/12/2000 [31] 1 1 1
01/01/2001 to 31/12/2006 [163] 0.39% -0.71% -1.58%
(0.820) (0.475) (2.489)
Requlatory Changes
01/01/1997 to 31/08/2002 [92] 1
01/09/2002 to 31/12/2006 [102] 1.93% -1.42% 0.34%
(0.242) (0.195) (0.901)
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In France, changes in corporate and income tax rates did not havefiaasigni
impact on the market reaction to share repurchases. It can be seen htveat\tbe
announcement of open market share repusshlaad an improving, but temporary
effect, on the firms’ market performance during the event window. However, the
change in the market reaction during the event window between thengrpest-tax
change sub-periods is not statistically significant. Therefore, | dofindt any
evidence that tax changes have a significant impact on open manietegharchases
in France.

Finally, the results from Germany are similar to those ffeamce. The changes
in tax and regulations did not have a significant effect on the ma&etion to share
repurchases. Despite the fact that the differences in mean marketrrélamugh the
different time sub-periods are not statistically significant, it afgpdhat the
imposition of stricter regulations on share repurchasing, thus makiage s
repurchases more credible signals (sub-period (2) of the regulatory chahges), t
market reaction, contrary tmy expectations, for the event window has decreased
from 3.07% to 1.65%. | argue that this is perhaps a learning phenomenon, which
means that the market had a more positive stance to share repuichéeeearlier
years when they were first made legal. In addition, | argue that the market hasirealis
that the announcement of intention to repurchase was not a positivefsigiailire
growth and that perhaps the targeted shares were not actually repdirchase
Concluding, the results show that only in the U.K., tax and regulatory chtrages
occurred during the ten year period of this study have a significant inopattie

market reaction to share repurchases.

3.5.4. The drivers of the market reaction to the announcement of share
repurchases
In order to test the hypotheses discussed in this research and ithentityvers

of the market reaction to the announcement of a share repurchase, the following cross-

sectional regressions are estimated for each country:

(U.K) CAAR; = fo + P1iLEVea) + f2 MKBK (3) + fsCASH 1) + SsRETi1) + fsLOg(SIZE)e1) +
PeOWNCON.1) + S7DDIVig1y + SgD_INITIAL 1) + feDTAX 1 g1y + f1oDTAX 2 i1y +
PuDTAX_3 1)+ f12DREGiq.1
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(France)  CAAR= S + AILEViw1) + B2 MKBK 1) + SsCASHw1) + ARE Ty + BsLOG(SIZE )1y +
BEOWNCON.1) + 7DDIVi(1y + BsD_INITIAL i1y + fDTAX 1 oy +

(Germany) CAAR= fo + SilEVig1) + fo MKBK (1) + f3CASH;r.1) + BaRETi.1y + fsLOQ(SIZE) 1) +
BOWNCON.1) + B7DDIVi1y + BsD_INITIAL 1)+ BoDTAX 1 1)+ feDREG (1)

wherei represents the firm,represents time measured by the calendar year end,
and CAR is the cumulative abnormal return for the three respectigesdaypunding
the announcement day. | perform the multivariate analysis for each country
individually, in order to identify if there are different factors that influeetiee market
reaction, and if that is the case, which exactly are these couyndcyfis factors that
influence the market reaction to share repurchases. However, it musttehaitthe
drawback with this analysis is that it does not control for any informapenific to
each open market share repurchase announcement. The reason for haisthe t
overwhelming majority of announcements made by French and German firms are
routinely targeting the maximum shares permitted by the respectiveat@y
authorities. In the United Kingdom however, it is less than half of titieeesample
that provide specific information concerning their announcement of intention to
repurchase shares on the open market (i.e. the nominal value intendedtitsdx
for the repurchase programme, and/or the number of shares intended to be
repurchased, and/or the portion of shares targeted relative to the total number of
common shares outstanding). Due to these limitations it is dift@uistinguish the
true impact the announcement specific information has on the markeiomeact
Therefore, one should approach the findings of this analysis and their respecti
interpretation with caution, since it fails to control for information speddidhe
repurchase announcement which could add significantly on the explanatory power of
the analysis.

The first hypothesis tested, is the optimal leverage hypothesierdatg to
which firms tend to repurchase their shares when their leverage gdt@ow their
target level ratio. As a proxy for a firm’s leverage ratio, following Dittmar (2000)and
Grullon and Michaely (2002) use the ratio of total debt to total assets (LEV 1) at the
end of the calendar year prior to the repurchase announcement, in orderttie test
market reaction in relation to a firm’s leverage ratio. Further, for robustness check of

the optimal capital structure hypothesis, as Dittmar (2000) | replicate the
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multivariate analysis with LEV II, which is defined as the diffeeenf net debt (total
debt minus cash and equivalents) to total assets ratio from the meddebnto total
assets ratio of each respective industry of the repurchasing firthe iend of the
calendar year prior to the repurchase announcement.

Further, according to the undervaluation hypothesis, firms repurchase their
shares when their current share price does not reflect the true valudiohtrence
management is better informed than the market. Therefore, firms that regeuticbia
shares have a high degree of information asymmetry. Accordivigrtoaelen (1981)
small firms are more likely to have higher information asymmetngesthey have
less coverage by analysts and the media. Moreover, when thengisea ownership
concentration, there would be a higher level of information asymmetereiore, |
expect to find a positive relationship between the levels of ownecsiigentration
and the market reaction. Thus, | include OWNCON which is the percentage of closely
held shares divided by the number of common shares outstanding.

In addition, followingDittmar (2000)and Grullon and Michaely (2002)l use
SIZE, which is the natural logarithm of the book \alef a firm’s total assets.
Furthermore, | have replicated the multivariate analysis with gr&ehcapitalisation
as a size proxy, and the results have remained unchanged. Neverthfgasstion
asymmetry is only one of the factors that can lead tiemaluation, since a firm’s
share price has to be less than its true value. As suggested in the current litegature (e
Ikenberry et al., 1995; Jagannathan and Stephens, 2003; Dittma), a0@@duction
of the stock price is observed almost entirely prior to a share repurchase
announcement, thus suggesting potential undervaluation. In order to capture a
potential undervaluation, | use RET, which is the daily cumulatiaeket adjusted
return for the period of 255 prior to 2 days prior to the announcement of a share
repurchase.

Moreover, lkenberry et al. (1995)eport that firms with low books-market
ratios earn abnormal returns in the subsequent periods, whiohliree with the
undervaluation hypothesis. Thus, | include in the regression MKBK, wiki¢he
market value of equity divided by the book value of equity. Further, MKBKm=a
used in order to control for a firm’s potential investment opportunity.

In order to test for the excess cash flow hypothesis, according to which firms
repurchase their stock in order to distribute their excess capital @nckerpotentially

arising agency costg, follow Dittmar (2000) and | include in the regression the
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variable CASH, which is defined as the firm’s ratio of net income before taxes plus
depreciation and changes in deferred taxes and other deferred chargdsassétsa
at the end of the year prior to the share repurchase announcement. If the firm’s motive
to repurchase its shares is to distribute the excess capitadimdteasplacing it to
negative NPV projects, then it should be positively related to teen reaction,
since it distributes its excess capital back to its shareholders.

Further, in order to control whether the market takes into account if afirm
repurchasing its shares as a substitute or complement to its gagailt policy, |
include the dummy variable DDIV. DDIV takes the value of one fifra has paid
dividends in the year prior to the repurchasing announcement and zero ifnibthas
paid dividends. Moreover, | test if the initial announcement has aegrewrket
reaction than the subsequent announcements. For this purpose, | include D_INITIAL
which takes the value of one if it is the initial announcement rogdsach firm and
zero otherwise. Further, for testing the effect on the market reaction of each tax and/or
regulatory change, | include DTAX_1 to DTAX_3 which are dummy variatilas
take the value of one when an announcement of intention to repurchaseao®k pl
after a change occurred in tax regulations, that | hypothesisedbht affect the
market reaction on such announcements (for each country). DREG is a dummy
variable which takes the value of one when an announcement of inteation
repurchase took place after a change occurred in regulations that coulidasjii
affect the market reaction on the announcement of intention to repurchasacffor e
country).

Table 3.7 reports the descriptive statistics for the proxy variabigdoged in
the cross-sectional analysis. It is notable that in all three cesifitnms that announce
their intention to repurchase their shares have lower leverageedathe industry
as denoted by the average negative net debt differential. FurthermoranfimdJK
have higher growth relative to France and Germany proxied by the nbedtk@bk
ratio. With respect to firms’ cash holdings, in all three countries firms have similar
cash levels and similar size levels. However, the table sHwtditms in Germany
experience a negative performance prior to the announcement of approximately
10.7% relative to the smaller in magnitude performance of 2.8% in Frand&G#ad
in the U.K. Finally, the ownership concentration for U.K firms is lowertinedato

German and French firms as expected.
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Table 3.7 Summary Statistics
This table reports the number of observations, mean, standardiaigviainimum and maximum respectively for each of the threepks of the market reaction to the
announcement of an open market share repurchase programme aesptttive explanatory variables employed on the crossrsdaegressions for each of the three countries

under analysis (UK, France and Germany) over the period 1997 to 2006. The table reparttthreohobservations, the mean, standard deviation, minimum and maximum for each

of the reported variables. CAAR is the three-day cumulative ramiaeturn around the share repurchase announcement. LEV | rigtithef total debt to total assets of the
repurchasing firm in the end of the calendar year prior to the repurchase annaunt&vidl is the difference of the net debt to total assets ratin the median net debt (total debt
minus cash and equivalents) to total assets ratio of esgbatéese industry of the repurchasing firm in the end of the calgeda prior to the repurchase announcement. MKBK is
the market value of equity divided by the book value of ecaiitthe yearnd prior to the repurchase announcement. CASH is the firm’s ratio of net income before taxes plus
depreciation and changes in deferred taxes and other deferred d¢haimjebassets at the end of the year prior to the shpuectease announcement. RET is the daily cumulative
market adjusted return for the period of 255 days prior2adigs prior to the announcement of a share repurchase. SIZE is the book value of a firm’s total assets reported in millions
of US dollars. OWNCON is the percent of closely held shareisedi by the number of common shares outstanding. Closely hatdssinclude shares held by management,
corporations, benefit/pension schemes and individuals that holdr5%ore of the common shares outstanding. DDIV is a dummyablarithat takes the value of one if a
repurchasing firm paid dividends in the year prior to the repurchaseramement and zero otherwise. D_INITIAL is a dummy varidihde takes the value of 1 if it is the initia
announcement made by each firm and zero otherwise. DTAXDIT AX_3 are dummy variables that take the value of one vameannouncement of intention to repurchase took
place after a change occurred in tax regulations that | beliavedhld affect the market reaction on such announcer(fentsach country). DREG is a dummy variable that takes
the value of one when an announcement of intention to tegeectook place after a change occurred in regulations that siguificantly affect the market reaction on the
announcement of intention to repurchase (for each country).

CAAR(-1+1) LEVI LEVII MKBK CASH RET SIZE OWNCON DDIV D_INITIAL DTAX_1 DTAX 2 DTAX 3 DREG

Observations 513 482 512 468 476 513 482 468 475 513 513 513 513 513
gg Mean 0.019 0.230 -0.051 2.804 0.114 -0.006 33,671 15.570 0.829 0.589 0.947 0.715 0.304 0.456
= B Std. Dev. 0.056 0.185 0.310 4.627 0.129 0.329 131,418 17.568 0.376 0.493 0.224 0.452 0.460 0.499
D-E Min -0.275 0.000 -1.309 0.000 -1.148 -1.676  3.083 0.000 0.000 0.000 0.000 0.000 0.000 0.000

Max 0.386 0.928 0.685 44.960 0.640 1.022 1,333,350 71.809 1.000 1.000 1.000 1.000 1.000 1.000

Observations 263 258 263 226 240 263 256 226 255 263 263

8 | Mean 0.008 0.236 -0.035 2.470 0.118 -0.028 43,234 42,544 0.812 0.700 0.209
E Std. Dev. 0.049 0.161 0.295 2.309 0.105 0.385 165,727 24,703  0.392 0.459 0.407
L | Min -0.180 0.000 -1.732 0.001 -0.516 -1.631  3.817 0.061 0.000 0.000 0.000
Max 0.193 0.800 0.606 16.240 0.485 1.350 1,482,838 88.182 1.000 1.000 1.000
>. | Observations 194 193 194 122 184 194 178 122 192 194 194 194
S | Mean 0.023 0.147 -0.067 3.094 0.120 -0.107 53,173 38.498 0.667 0.675 0.840 0.526
€ | Std. Dev. 0.074 0.154 0.268 3.408 0.175 0.599 189,656 23.199 0.473 0.469 0.367 0.501
8 Min -0.329 0.000 -0.866 0.200 -1.649 -2.330 11.702 0.004 0.000 0.000 0.000 0.000
Max 0.345 0.758 0.692 20.230 0.505 1.864 1,165,378 86.073 1.000 1.000 1.000 1.000
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The results from the cross-sectional regressions are shown in Table i8.8
only in the U.K. that he net debt difference from the median of eatiksiry has a
significant impact, whereas in France it is the first proxy for lewetsgd (total debt
over total assets) that appears to be significant. Furthermore, | flachteverage to
be significant in the case of Germany.

Moreover, the markeb-book proxyis not significant for either of the three
countries. However, in order to get robust evidence concerning the undervaluation
hypothesis, | find evidence, as expected, that the past market adgistedwhich is
an alternative proxy for undervaluation, is inversely related to theetesction in
the U.K.. This means that the market perceives a share repuarite@encement as a
positive signal, especially when it is preceded by poor past shaeepatiformance.

This finding is consistent witlstephens and Weisbach (1998ho show that firms
repurchase their stock after a period of negative share price perfornkveever,

this is not the case for France and Germany where the past mdjusted returns

have a positive relationship with the market reaction on the dalyeofepurchase
announcement. An explanation for this can be that even though firms thashaake
repurchase announcements show a positive share price performance, by making thi
announcement, the market believes that the firms’ share price is still undervalued,
which in turn the market reacts positively to that signal.

For Germany | find, contrary tmy expectations, that a firm’s excess cash flow
is inversely related to the market reaction, but it is only forGheaman market that
the excessash proxy is significantly related to the market’s reaction. The inverse
relationship of cash with the market reaction implies that the maxetd prefer to
see the excess cash being invested instead of being given back to the shareholders as a

payout in the form of share repurchases.
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Table 3.8 Cross sectional analysis per country on the driversof the market reaction to shar e r epur chase announcements.

This table reports the estimated coefficients of thieviong cross-sectional regression for each respectumtry:

CAAR; = By + PiLEVir1y + f2 MKBK 1) + f3CASH.1) + BsRETir1) + BsLOQ(SIZE) 1) + fsOWNCON.1y + B7DDIVipqy + BsD_INITIAL 1y + BoDTAX 1 1y +
P1oDTAX 2.1y + f11DTAX 31y + f12DREG(.1)

The sample consists of firms in the U.K., France andrn@ay that announced a share repurchasing programme overribe p@97 to 2006. CAAR is the five-day
cumulative abnormal return around the share repurchaseiacement. LEV | is the ratio of total debt to total aseétie repurchasing firm in the end of the calendar year
prior to the repurchase announcement. LEV Il is the differenf the net debt to total assets ratio from the amedét debt (total debt minus cash and equivalents) to total
assets ratio of each respective industry of the repunchéism in the end of the calendar year prior to the reppase announcement. MKBK is the market valtiequity
divided by the book value of equity at the year end prionéorépurchase announcement. CASkhe firm’s ratio of net income before taxes plus depreciation and changes
in deferred taxes and other deferred charges to total asséts end of the year prior to the share repurchasauacement. RET is the daily cumulative market adjusted
return for the period of 255 days prior and 2 days priohécainnouncement of a share repurch8EéE is the natural logarithm of the book value of a firm’s total assets.
OWNCON is the percent of closely held shares divided bytimeber of common shares outstanding. Closely held sharlesié shares held by management, corporations,
benefit/pension schemes and individuals that hold 5% oe wibthe common shares outstanding. DDIV is a dummiabiar that takes the value of one if a repurchasing
firm paid dividends in the year prior to the repurchaseoancement and zero otherwise. D_INITIAL is a dummy varidbée takes the value of 1 if it is the initial
announcement made by each firm and zero otherwise. DTAX 1 #XD3 are dummy variables that take the value of one wheanamouncement of intention to
repurchase took place after a change occurred in tax riegislahat | believe that could affect the market reactin such announcements (for each country). DREG is a
dummy variable that takes the value of one when an anament of intention to repurchase took place after agghaccurred in regulations that could significantly affect
the market reaction on the announcement of intenti@agorchase (for each country). The standard erroredafdefficients have been adjusted for heteroskeigst&ing
White’s procedure. The p-values of the cross-sectional regressions are repamt@arentheses. , ', and” indicate statistical significance at the 1, 5 and 10%l leve

respectively based on the p-values.
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C

LEV

LEV I
MKBK
CASH
RET

SIZE
OWNCON
DDIV
D_INITIAL
DTAX 1
DTAX 2
DTAX 3
DREG

Adjusted RF
(%)

Dependent Variable CAAR.; .1

United Kingdom France Germany
0.079"  0.073"  0.0904" 0.088" 0.063" 0.084" 0.067 0.081" 0.168 0.159" 0.182"  0.172"7
(0.003)  (0.004)  (0.000)  (0.001) (0.019)  (0.002)  (0.020)  (0.003) (0.011)  (0.014)  (0.007)  (0.008)
0.025 0.021 0.058"  0.048™" -0.033 -0.025
(0.288)  (0.297) (0.002)  (0.011) (0.413)  (0.534)
0.023°  0.023" 0.000 0.000 -0.002 0.000
(0.014)  (0.008) (0.875)  (0.929) (0.941)  (0.989)
-0.001 -0.001 0.002 0.001 -0.002 -0.002
(0.141) (0.138) (0.323) (0.470) (0.312) (0.346)
0.007 -0.020 0.006 -0.022 -0.028 -0.048 -0.047  -0.060 -0.220"  -0.197° -0.218"  -0.196"
(0.794)  (0.362)  (0.826)  (0.333) (0.405)  (0.154)  (0.185)  (0.060) (0.009)  (0.012)  (0.009)  (0.012)
-0.033"  -0.026° -0.036"  -0.029 0554" 05777 0561 0577 0.326 0.369 0.335 0.376
(0.006)  (0.021)  (0.003)  (0.010) (0.000)  (0.000)  (0.000)  (0.000) (0.085)  (0.053)  (0.079)  (0.051)
-0.003° -0.003° -0.003 -0.003" -0.004"° -0.004" -0.003 -0.003 -0.008" -0.008" -0.009" -0.009"
(0.034)  (0.033)  (0.011)  (0.009) (0.015)  (0.005)  (0.069)  (0.024) (0.012)  (0.014)  (0.005)  (0.006)
0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
(0.100)  (0.128)  (0.095)  (0.129) (0.315)  (0.341)  (0.473)  (0.482) (0.514)  (0.391)  (0.645)  (0.489)
-0.004  -0.001 -0.008  -0.004 -0.010 -0.012 -0.011 -0.013 0.029 0.023 0.031 0.025
(0.719)  (0.922)  (0.487)  (0.662) (0.278)  (0.172)  (0.227)  (0.157) (0.081)  (0.124)  (0.074)  (0.118)
0.002 0.004 0.002 0.004 -0.006 -0.008 -0.006 -0.007 -0.006 -0.009 -0.009 -0.010
(0.699)  (0.571)  (0.691)  (0.551) (0.283)  (0.221)  (0.324)  (0.270) (0.678)  (0.549)  (0.535)  (0.439)
-0.023  -0.019  -0.024 -0.020 0.001 0.001 0.001 0.001 -0.026 -0.027 -0.029 -0.029
(0.072)  (0.134)  (0.059)  (0.109) (0.849)  (0.902)  (0.844)  (0.884) (0.250)  (0.193)  (0.201)  (0.166)
0.014 0.011 0.014 0.011
(0.136)  (0.228)  (0.136)  (0.222)
-0.002  -0.005 -0.007  -0.009
(0.768)  (0.423)  (0.391)  (0.180)
-0.020° -0.018 -0.015 -0.014 0.004 0.004 0.004 0.004
(0.015)  (0.018)  (0.073)  (0.070) (0.830)  (0.796)  (0.831)  (0.818)
9.73 8.31 10.43 9.16 28.79 31.49 25.68 29.36 17.88 18.30 17.53 18.11
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Further, as expected, a firm’s size is inversely related to the market reaction to
open market share repurchase announcements for all three countries, whigted al
to the findings otkenberry at al. (1995nd Grullon and Michaely (2002Regarding
the ownership concentration, the results provide week evidence, saggésti the
market reaction cannot be explained by the respective ownership concentration levels.

As shown earlier, the market reaction to the initial announcement dinéng
event window is significantly higher. Therefore, | expect to find in tlesszsection
analysis, that the dummy variable that captures the initial anement D_INITIAL
Is positive and significant. Nevertheless, when controlling for other vasad well
D_INITIAL is proven to not be statistically significant. After conductimgher tests
(not reported), in order to determine why this variable is not signtfi¢dind that it
is the variable SIZE and the respective tax and regulatory changmiésinm each
country that cancel out the significance of the dummy variable D_INITTAis can
be explained by the fact that it is expected to be large firms, irs tefisize, that are
likely to announce their intention to repurchase their shares inghe market. In
addition, it should be large firms as well, that are more likely teensibsequent
announcements. Hence, size cancels out the significance of the dumuatyleva
D_INITIAL.

Moreover, | find some evidence that firms which pay dividends havgherhi
market reactiomo the announcement of a share repurchase, but only in Germany. This
suggests that the German market welcomes this extra payout whebme in the
form of share repurchases. Finally, as expected from the univariatesignaliind
that it is only for the U.K. market that both the change in taxatitverevACT was
still effective, and the change in regulations where firms wewvatl to keep the
repurchased shares as Treasury Stock, have a significant and enegf&ity on the
market reaction. fie evidence on the tax impact is consistent wikau and
Vermaelen (2002andLie and Lie (1999)which suggest that repurchase activity is
influenced by the tax impact of share repurchases. Furthermore, the resulthahow
by lifting any tax and/or regulatory constrains from share repurchasemadtiet
shows a more favourable reaction.

Following, | assess whether the market reacts significaritgrelint to firms that
have specific varying firm characteristics. The firm charadtesisinder investigation
are the ownership concentration, leverage, mddkbtok ratio and the cumulative

one year stock returns prior to the announcement. For assessing theafmpase

132



characteristics on the market reaction to share repurchase announcérmperftsm

the following analysis. First, | split the samples into two group®ach country.
Those firms that have a level of ownership concentration lower than thamad the

entire group of firms, that have announced their intention to repurchase theirishares
each country, and those that have higher than the respective mediahrepeat the
same process for the variables matketook, leverage, and one year cumulative past
returns. Then | perform a univariate analysis between these two sub-dooupe

pre-, event, and post-announcement time windows, for each variable in question,
individually. The results are reported in Table 3.9.

Regarding the impact of ownership concentration on the market reaction to
share repurchases, the findings show that for all three countries, thersigmificant
difference in the market behaviour prior and post the announcement between the two
sub-groups. Nevertheless, I find that only in the U.K. and Germany, firadhave
higher ownership concentration (higher than the median) have a significagtibr hi
market reaction on the event window. This confirms the previous finding on the effe
of ownership concentration, where less diversely owned firms have higlets &
information asymmetry which lead to a higher market reaction, butadtihe time of
the announcement.

The evidence for leverage shows that it is only in Germany thas finat have
lower (than the median) leverage, experience a post-announcement negative
performance. | argue, that this is due to the high market reaction teghechase
announcement made by firms with low leverage, which after the announcengent
market corrects itself, and hence reflecting a negative ginee performance during
the post-event window.

Furthermore, the findings show that in the U.K., firms that are mory bikée
undervalued, since their respective maitietbook ratios are below the median,
experience a significantly higher market reaction during the event winttow
addition, the market makes a small adjustment on the post-event feeriimchs with
low marketto-book ratios. In contrast, for firms with higher marketook ratios,
the market under-reacts during the event window, since their stock perfernsanc
positive and significantly different, compared to firms with lower martdtook
ratios during the post-event window. Similarly, | find in the U.K., thafifars with
lower past share price performance the market reaction is signiidagiier, which

remains positive on the post-event period, as opposed to firms with piggteshare
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price performance, for which the market shows a correction of its iniaaktioa
during the event window. Furthermore, | find that in France, firms with highst
share price performance have a negative share price performance duririge ot t
and post-event windows.

The evidence on the impact that size has on the market reaction, show
consistently in all three countries, that firms which are smallerize, fhave a
considerably higher market reaction to the repurchase announcement durivgntne e
window. Additionally, it is notable that the market reaction duringetvent window
of the share repurchase announcements made by smaller firms, is andiyifragh
and statistically significant. The results on size, confirm théeedindings on the
cross-section analysis that size is inversely related to th&kemaeaction to
repurchase announcements, which is also in line with the findingeberry at al.
(1995) and Grullon and Michaely (2002)l argue that the reason for this is that
smaller firms experience higher information asymmetries. Therefore, by ammgpunc
their intention to repurchase their shares, as argueBHhaytacharya and Dittmar
(2003) they attract the market’s scrutiny, which consequently leads to a high market
reaction. In sum, the results from this analysis support the findings di¢rora the
cross-section analysis.

Concluding, I find evidence in support of the undervaluation hypothesis, that the
ownership concentration has a statistically significant but margnpact on the
market reaction to share repurchase announcements, and that firis isizersely
related to the market reaction. Finally, for the U.K., | find strounglence that
changes in taxation and regulations do have a significant and neiggpaet on the

market reaction to open market share repurchase announcements.
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Table 3.9 Individual firm specific characteristics’ impact on the market reaction to shar e r epur chase announcements.

The sample consists of 970 announcements of intentim@ptochase shares on the open market of which 513 took pldee U.K., 263 in France and the remaining 194 in
Germany, for the period 1997 to 2006. The abnormal returns angdatatt with the implementation of the ordinary leagtiares market model with the coefficients
computed over the -255 to -21 days before the announcementTHatéable reports the cumulative average abnormal eefarnselected time-windows, for the entire
sample and for the two sub-samples of firms that baespective ownership concentration, mat&etook ratio, leverage ratio, cumulative past one yeturmns prior to the
repurchase announcement, and size, below and above tlen mespective values for each country. The p-valuglseodlifferences in means between the two sub-samples
(below and above the median) are reported in paresghes ~, and” reported on the average abnormal returns indicatetistltisignificance at the 1, 5 and 10% level
respectively.

Magnitude of Magnitude of

Magnitude of

Magnitude of Market-

Ownership Cumulative Past Magnitude of Size
) to-Book Leverage
Concentration Returns
Entire Below Above Below Above Below Above Below Above Below Above
Sample Median Median Median Median Median Median Median Median Median Median
United Kingdom
-20, -2 0.13% 0.24% -0.01% 0.76% -0.54% 0.02% 0.22% 0.56% -0.30% 0.42% -0.14%
(0.778) (0.128) (0.821) (0.314) (0.521)
-1, +1 1.68%" 1.32%" 2.52%" 2.27%" 1.43%" 2.009%" 1.74%" 2.42%" 1.30%" 2.79%" 1.05%"
(0.018) (0.091) (0.595) (0.024) (0.001)
+2, +20 0.91% 1.04% 0.76% -0.46%  2.35%" 1.09% 0.75% 2.87%" -1.05% 0.90% 0.92%
(0.709) (0.000) (0.656) (0.000) (0.977)
N 513 282 231 263 250 241 272 257 256 241 272
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Table 3.9 Continued

Magnitude of
Ownership

Magnitude of Market- Magnitude of

Magnitude of
Cumulative Past

Magnitude of Size

' to-Book Leverage
Concentration Returns
Entire Below Above Below Above Below Above Below Above Below Above
Sample Median Median Median Median Median Median Median Median Median Median
France

-20, -2 -0.51% -0.90% -0.03% -0.44% -0.58% -0.44% 0.44% 0.81% -1.84% -1.50% 0.44%
-0.567 -0.924 -0.486 -0.08 -0.201

-1, 41 0.66%" 0.80% 0.79% 0.90% 0.69% 0.53% 1.05% 1.16% 0.43% 1.57%" 0.05%
-0.979 -0.733 -0.386 -0.227 -0.012

+2, +20 -0.80% -0.58% -0.80% -0.44% -0.92% -1.43% 0.05% 0.93% -2.30%" -0.94% -0.42%
-0.854 -0.688 -0.216 -0.006 -0.665

N 263 146 117 132 131 132 134 132 131 129 134

Germany

-20, -2 -1.42% -1.30% -1.61% -1.34% -1.49% -0.95% -1.88% -1.41% -1.42% -1.78% -0.96%
-0.861 -0.926 -0.569 -0.991 -0.573

-1, 41 2.32%" 1.84%" 3.13%" 2.20%" 2.44%" 3.18%" 1.46%" 2.84%" 1.80%" 4.08%" 0.56%
-0.023 -0.821 -0.108 -0.331 -0.001

+2, +20 0.09% 1.70% -2.64% 0.34% -0.16% -2.36% 2.55%" 1.08% -0.89% -0.96% 1.14%
-0.18 -0.848 -0.061 -0.454 -0.424

N 194 122 72 97 97 97 97 97 97 97 97
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3.6. Summary and Conclusions

The purpose of ibB chapter is to provide a comprehensive cross-country
analysis of the market reaction to the announcement of open market share repurchases
in the U.K., France and Germanyexpect to find that the market’s perception and
reaction to share repurchase announcements differs in each country, due to their
differences in institutional, tax and regulatory frameworks. Moreover, | expéicid
support in the U.K. market, of the undervaluation hypothesis documentedunShe
studies, due to the structural and market similarities between theabdkthe U.S. In
addition, | test if any changes in the regulatory frameworks or in tipectge tax
regimes can have a significant effect on the market reactionare sepurchases. |
expect to find that both regulatory and tax changes can have acsighiiffect on
share repurchases, since these changes can affect the flexibilitghaamdages that
share repurchas can offer. Further, this chapter tests if there is any significant
difference on the market reaction to firms that announced only once tlegitiontto
repurchase their shares and firms that made multiple announcementsiofeh&on
to repurchase their shares, throughout the ten year period under study. | ekpdct to
that the market will become accustomed to such announcements,vatichéve a
more positive reaction to the initial announcement of intention to reasec Finally,
| strive to establish the significant drivers of the market reactishare repurchase
announcements by performing a cross-sectional analysis.

In this chapter a comprehensive sample of 970 open market share repurchase
announcements is used. The overwhelming majority of these announcements took
place in the U.K. This is aligned with the notion that share répses are a more
popular way of returning cash back to the shareholders, as well as theatattte
stringent regulations and tax regimes were preventing firms from undertdildarng s
repurchases in France and Germany.

The initial results do not provide a strong support for the undervaluation
hypothesis, since even though the share price performance is quite poortl@ring
pre-announcement period, it is not statistically significant inttadée countries.
Nevertheless, the market reaction during the time of the repurchase ammennce
significantly increases, suggesting that the markets perceiventimuncement of a

share repurchase programme as being positive news. Over the post-ewehttperi



U.K. market seems to continue having a positive reaction, wheheasserman

market seems to rebalance its initial reaction to the announceamehfinally the

French market seems to have an even more negative reaction cotopdedne it

had prior to the announcement. Nevertheless, the performance of the Gemsan fir

remains on the positive side, due to a strong positive reaction in the event period.
Further, when splitting the sample between the initial and subsequent

announcements, it appears that for all three countries the respeatiketsrhave a

much more favourable reaction to the initial announcements during thepererd.

Therefore, the markets have a considerably more favourable reaction toherds t

initial announcement of intention to repurchase. But it is only for the thdt the

initial announcements have a better market reaction during the postperéerd.

Even though these results provide a good indication on the difference oftket m

reaction between initial and subsequent announcements and their respective

information content, one should approach these findings with caution. This is due t

the fact that the results of the univariate analysis omit other iengdectors such as

time and size that can impact the market reaction to repurchase announcements
Additionally, this chapter tests if there are any changes in rtegwaand

taxation (capital gains, income tax and corporate tax), that hanmificant impact

on the market reaction to share repurchase announcements. The results show that both

regulatory and tax changes do have a significant impact on thetmaak&on in the

U.K. market. Moreover, the results show that the market reaction to ropeket

share repurchase announcements varies among countries, which suggests that

institutional, regulatory, firm specific and tax factors explain theketavaluation of

share repurchases in these three European countries. Contrary to the U.K.eevidenc

the market reaction in France and Germamyot significantly affected by regulatory

and tax changes. Finally, when performing a cross-sectional analysd dviidence

of undervaluation, and that size has a significant and inverse relaticostie

market reaction. Finally, | find that for the three different countries it is the atitama

of different firm specific characteristics that have a significaract on the market

reaction in each country.

13¢



Chapter 4.

4. Share Repurchase Announcements and Actual Trades:
Completion Rates, Managerial Timing and Risk

In this chapter, | investigate the actual shareurepase trades of 196 publicly
announced open market share repurchase programams, their respective
completion rates, that took place in the U.K. dgrthe ten year period from 1996 to
2006. | find that repurchasing firms have, on ageraa completion rate of 74%. In
addition, the evidence show that managers tradetegjically, in order to provide
price support. Moreover, | find that repurchasingng experience a significant
decline in systematic risk during the days when &ltéual repurchase trades took
place, which increases significantly following tlwenclusion of the open market
share repurchase programme. Finally, for robustngssck, | perform a risk
decomposition of theample firms’ total risk, to its systematic and idiosyncratic risk,

which confirms the findings on risk changes.



4.1. Introduction

Share repurchases and especially open market share repurchases haveabecome
common payout method over the recent years. Moreover, it is well docuhikate
open market share repurchases are more popular than fixed-price tendeoroffers
Dutch auctiongsee Ikenberry et al. 1995; Stephens and Weisbach 1998; Grullon and
Michaely 2004;Ginglinger and Hamon 2007; ahkenberry et al., 2000However,
under the open market share repurchase method, companies are not required to
repurchase their shares. Therefore, this practice raises a number of queatitely,
what is the completion rate of the intended repurchase proggam/hat are the firm
specific characteristics that influence the completion rateshafesrepurchase
programmes? Do managers repurchase shares strategically? Do the repurchase
announcement and the reporting of the repurchase trades have an imjfacis’on
risk?

For addressing these questions, | use a sample of 196 announcements of
intention to repurchase shares in the open market in the U.K., over the peridd 1997
2006. | find that approximately 30% of the sample firms did not repurchase their
shares at all. In addition, | find that firms repurchase on average 74% shahs
targeted on the announcement. Furthermore, | investigate whether matnaders
strategically, and the evidence suggests that managers arg wall pay a higher
price compared to the average weighted price of previous days, which sufhgort
price support hypothesis. Moreover, | analyse if any risk change occurs duento ope
market share repurchase announcements, and | find some evidence that ittlsatirms
pay out less dividends, that experience a decline of systemakicafter the
repurchase announcement.

Apart from the announcement effect on firm risk, | analyse if any risk change
occurs during the actual implementation of the repurchase programme, rachdhifi
firms experience a significant decline in systematic risk dutiregdays when the
actual repurchase trades took place. In addition, | find that repurghfasns have
significantly higher systematic risk compared to their peers of simdduation
throughout the entire process of share repurchases. Finally, for robustness check |

perform a risk decomposition of the sample firms’ total risk to its systematic and
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idiosyncratic risk. The results confirm the findings that firm risk significantly desli
during the days of the actual repurchase trades.

The existing literature has been focusing mostly on what isnleemation
content of share repurchase announcements and the respective underlying. theories
As discussed earlier, the most prevailing theories are undervalugjencyatheory,
capital restructuring, dividend substitution, and management commensatentive
hypotheses. However, the majority of the literature concerning share reggscha
focuses on the U.S. market (s&ken and Michaely, 2008 In this chapter | analyse
the actual share repurchase trades and the completion rates of the ashroperce
market share repurchase programmes. Further, | identify if managers trade
strategically or if they repurchase for price support. Finally, | perform a thorough
examination on the effect that open market share repurchase annouscemerhe
implementation of the actual repurchase trades, can have on firm risk.

In the U.S., it is difficult to follow the completion rates of the annodrsteare
repurchase programmes, because the only disclosure requirement is thdyquarter
number of shares outstanding in the financial statent&efphens and Weisbach
(1998)find in the U.S., that it takes on average three years for firms to etentpkeir
repurchase programme. In addition, they find that firms repurchase approxigtately
percent of the shares targeted in the announcement. In Céteadzerry et al. (2000)
find that the mean completion rate is only 28.6%. In addition, the authard rep
evidence suggesting that managers trade strategically. Nelesd, these studies
employ quarterly and monthly data, hence making it difficult to analyxee t
completion rates of the announced repurchase programmes, and the respaogve ti
of execution.

In order to overcome this limitatiorswald and Young (2004p the U.K.,
Ginglinger and Hamon (2007 France and&hang (2005)n Hong Kong, employ
daily data on share repurchases and the respective actual repuratlasegOswald
and Young (2004)even though they test the impact of undervaluation on the decision
to repurchase, they do not focus on the actual timing of the repurchasenrachey i
to achieve a clear understanding of mandgéiming ability. Nevertheless, the
authors find that as share prices fall, managers tend to repurchassha@®The
evidence from Hong Kong shows, that firms repurchase their shares follpriteg
drops, and show a positive short-term performance after the repurchases.itHence,

suggests that managers time their repurchase trades and trachk angaket trends

141



which supports the market timing hypothesis. In contrast, the evideoroerance,
shows that firms repurchase their shares following periods when share priees ha
been falling, but show no improvement of share price performance after the
repurchase trades, which supports the price support hypothesis.

Berk et al., (1999)argue that good news associated with a reduction in
systematic risk, whereas bad newsssociated with an increase in systematic risk.
Since share repurchases can be an effective method for reducimgjgb@gency
costs, the announcement, and the actual implementation of share repuremases c
convey information to the market, that the firm is experiencing a reductifuture
investment opportunities. Moreover, a number of research studkes (et al., 1991;
and Hertzel and Jain, 199Xn fixed price tender offers) an@artov, 1991;and
Grullon and Michaely, 20040n open market share repurchases) find evidence that
firms in the U.S. experience a significant decline in systemasic aifter the
announcement of the respective share repurchase programme. In cBelyastand
Vermaelen (2009)rgue that the abnormal returns obtained with Ibbotson’s RATS
methodology cannot be explained as the market’s underreaction to risk changes. In
addition,Denis and Kadlec (1994ind no evidence of systematic risk changes after
adjusting for potential estimation bias.

Given the recent growth in share repurchase activity, and the edjativ
unexplored area of the actual repurchase trades, as well as thetmmpkes of the
announced repurchase programmes, fresh evidence from the U.K. market can provide
a vigorous insight in the ambiguous area of share repurchasing. The reasomnifor thi
that in the U.K. firms are only required to get their shareholders’ approval for
initiating a share repurchase programme. They are not required to announce publicly
their intention to repurchase their shares, yet a number of firms do. Moreaver, fi
in the U.K. are required to disclose the repurchased shares on the day&/hetual
repurchase trades took place, until the start of the following tradingTtayefore,
by employing U.K. data in this research, | can identify whathie information
content of open market share repurchases.

The evidence on the U.K. market are comparable to the U.S. and iiotleahat
findings, hence the contribution of this chapter is significant. Tdhd, | add to the
knowledge on the completion rates of open market share repurchases, and |
investigate if managers repurchase strategically (i.e. marketgtion price support

hypotheses). Additionally, | investigate if open market share repurcheses
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information content that can affect firm risk, an area that has rest igorously
investigated, apart fror@rullon and Michaely (2004andBartov (1991)where both
studies focus only on the announcement and the respective risk changeslyand

the U.S. market. Moreover, | analyse the actual daily repurchase teauks
investigate if the market follows up on them, which will be reflected on the respective
risk changes. Finally, | provide a broad and clear picture on overallrigkm by
performing a risk decomposition surrounding the entire process of open market share
repurchases, from the announcement of the repurchase programme and itijnitiatio
to the short term period after its completion.

The remaining of this chapter is organised as follows. Section 4.2 disdhss
current literature and sets the hypotheses that are to be test#mh 8 presents the
data andcanoverview of the descriptive statistics. In addition the methodology applied
in this chapter is discussed. Section 4.4 contains the discussiore efripirical

results and their implications. The conclusions are in Section 4.5.

4.2. Literature Review & Hypotheses Setting

In this section | discuss the theories that have been developedhevactual
repurchases and the completion rates of the announced repurchase prog@snmes
well as the change of firm risk surrounding share repurchases. Furthermomrdppdev
and setmy hypotheses for each of the contending theories that are tested. This
enablegame to identify if firms in the U.K. actually repurchase the intendeduwarho
they have announced, if managers trade strategically, and firfathere are any
significant risk changes surrounding share repurchase announcements and the

respective actual share repurchase trades.

4.2.1. Actual Repurchases and Timing

Open market share repurchases are, nowadays, one of the most common ways

for companies to distribute their excess cash back to their shareh@derof the

most prominent motives for a firm undertaking a share repurchase, whidledas

well documented in the current literature, is the signalling hysah&he signalling
hypothesis implies that a share repurchase signalmdhggement’s belief that the

firm’s current stock price is undervalued. A number of research studies for the U.S.

market (e.gVermaelen, 1981; Ikenberry et al., 1995; Stephens and Weisbach, 1998
Canada lkenberry et al., 2000and Europe L@asfer, 2005;Ginglinger and L’Her,
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2000, report negative abnormal returns prior to share repurchase announcements
which are followed by a period of positive abnormal returns, which support the
signalling hypothesis.

One of the most advantageous attributes of open market share repurchases is
their ample flexibility on the timing and execution of the repurchasgramme
However, the announcement of a share repurchase programme poses no commitment
to the firm, and quite often is not fully implemented, or firms rohgose not to
repurchase any shares at 8lephens and Weisbach (1998port evidence from the
U.S. market, that firms repurchase either a substantial fractioheorinounced
shares or almost none at all. Specifically, they find that firms rbpsec
approximately 80% of the shares targeted at the time of the announcément.
addition they find that it takes approximately three years for firms tqletenthe
announced repurchase programme. Finally, they find that 30% of their sample of
firms, continue to repurchase their shares after completing the ynidiaiounced
repurchase programme. In Europe, the open market share repurchase completion rates
are even lowemRRau and Vermaelen (200fhd that firms repurchase only 37% in the
U.K., andGinglinger and Hamon (2003gport that firms in France repurchase only
10% of the intended amount.

This lack of commitment for completing the announced open market share
repurchase programmes makes the signalling hypothesis quite controgersean
open market share repurchase is not a costly signal (meaningdbaldi be imitated
even by a bad firm), thus lacking credibility. On the other hand thddlgkitacharya
and Dittmar (2003)argue that an open market repurchase announcement can
nevertheless be a credible positive signal, because by makingrsacmouncement,
the company will attract the market’s attention upon itself. Consequently, the bad
firm cannot mimic the good firm, because the bad firm would want to avoid any
possible scrutiny by the markdturther, Bhattacharya and Dittmar (2008jgue that
the more a firm is undervalued, or ignored by the market, the greaterdtieyswill
be, which in turn could lead to a greater benefit and profit by discoveriag t
information about the firm.

It can beargued that a firm’s management could have more firm-specific
information about their firm, which could lead to a better judgment concerning the
true value of their firm as being a good investment or Gatmment and Jarrell

(1991)find evidence that firms tend to announce a share repurchase programme when
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their stock price is most likely to be undervalued. Their findings stigipes
managers do possess superior information compared to the market.

But what is not clear however, is whether managers are able tifyickmd
exploit opportunities in making actual share repurchases, suggestingahagers
have timing ability in conducting the actual share repurchasestieat] not just in the
announcement of the share repurchase programme. In contrast, one could argue that
outside institutional and professional investors could have as much inforraation
firm insiders since they could even have similar or even greatiy &b process this
information.

In the U.S. it is difficult to follow if firms actually repurchase thmount of
shares they have targeted on the announced share repurchase programmes. This is due
to the fact that U.S. corporations can announce share repurchase programmes without
implementing them, and can repurchase their shares without making any
announcements. The only disclosure requirement they have is the number of shares
outstanding at each quarterly financial statement. In order to overbisnabstacle,
Stephens and Weisbach (1998¢ the quarterly change in a firm’s common shares
outstanding as a proxy of the actual repurchased shares. In a different lappoagkc
et al. (2004)use voluntarily disclosed repurchase trading data, and find that firms
repurchase their shares following price drops and that prices stabilise fgllowi
repurchase trades. But the drawback with these findings, is that theegralata are
voluntarily disclosed, therefore lacking credibility.

Nevertheless, there has been a recent regulatory change concerning the
disclosure requirements of open market share repurchases that was autriod i
of December, 2003. According to this Exchange'Ad.S. listed firms are required
to report on a monthly basis, the exact volume and price data of their repurchas
activity in their prerequisite quarterly filingBe Cesari et al. (2009¢port that firms
repurchase their shares at relatively lower prices, within each nobnpurchase
activity and buy more shares when market prices are relatively Hemce the
authors find evidence suggesting that firms in the U.S. market haveg tahility on
repurchasing their shares. In contr&stimar and Dittmar (2008 the U.S., find no

evidence of undervaluation as having an impact on the actual share reptnathese

2 The change in disclosure requirements for repurchasétyaeas introduced as Purchases of
Certain Equity Securities by the Issuer and Others, ExghAct Release No. 33-8335, available at
http://www.sec.gov/rules/final/33-8335.htm.
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Rather, they find that share repurchases are responses to cyclicaldusines, and
not potential undervaluation, since they find no evidence of the miarketek ratio
and share price performance to have an impact on share repurchase activity.

However, since the U.S. repurchase activity information is not publicly
available ina timely manner, this could not allow answering the question if the
market truly follows upon the completion progress of an announced open market
share repurchase programme. For the Canadian méd&eherry et al. (2000)se
monthly repurchase data, since firms are required to report each month the number of
actual shares they have repurchased. In this study, they find evittexicprice
changes have a significant impact on repurchase activity, suggéisat managers
demonstrate timing ability since they manage to trade strategically.

Nevertheless, due to the fact that these studies rely on quarterbntnly data
(Stephens and Weisbach, 1998; lkenberry et al., 2000; Dittmar and Dittmar, @008),
they use voluntary questionnair@Sook et al., 2004)t is difficult to get a precise
understanding of the proportion of the actually repurchased shares. In addition it
would be difficult to get a precise understanding of the completios m@tehe
announced repurchase progrags as well as for the timing of the repurchase
execution.

In order to overcome this limitatio@hang (2005)nvestigates the share price
performance surrounding actual share repurchases in the Hong Kong market, where
firms are required to disclose the actual share repurchases bylthanigplbusiness
day, therefore providing accurate measurements. In this study, the authos report
evidence of negative share price performance for the twenty day patardto
repurchases, which becomes positive for the twenty days after the repuirelois.
Hence, it suggests that managers go against the market trends anbdaspshares,
which also supports the market timing hypothesis.

Ginglinger and Hamon (200&tudy the French market, where listed firms are
required to disclose data on repurchases for a given month at the beginrieg of t
following month. Nevertheless, the authors obtain precise trading daysnadnithdi
firms repurchase their shares during periods subsequent to falling shares prices,
suggesting that managers trade opportunistically. The market tihypgthesis
implies that a firm’s share price should be lower on repurchase days, compared to
subsequent non-repurchase days. Nevertheless, they find no significant price

increases after the actual repurchases have taken place, thulimgf diny evidence

14¢



for the market timing hypothesis. Rather, the authors find evidence supporting the
pricesupport hypothesis, according to which a firm’s share price should be lower on
repurchase days than on prior non-repurchase days.

Oswald and Young (2004hvestigate the U.K. market, and find that as prices
fall, managers tend to repurchase more shares. Nevertheless, thapdstyson the
undervaluation hypothesis and the effect it has on the actual trades, without testing for
the actual timing of execution of each trade. Therefore, it is not, cidaether
managers time their repurchases, or if they repurchase in order to provide price
support. In another research study focusing on the U.K. m&i&styani et al. (2007)
investigate whether open market share repurchases provide price support during
firms’ close periods™. Their findings provide mixed evidence on price support since
for final close period announcements the results are not statist&ghyficant.
However, the results from the interim close period announcement provide strong
evidence which support the price support hypothesis. In addition, the authors find that
open market share repurchases have a stronger price support effect for firms
announcing large repurchase programmes during the period instantly adjatent to t
close period.

In order to shed light on the controversy of the market timing hypothesis, |
employ data from the London Stock Exchange. U.K. data are of particulasinter
because firms, similarly to the Hong Kong stock exchange, must teparumber of
actual shares repurchased no later than the beginning of the followingssudaye
In contrast, U.S. reporting requirements make it difficult to accuratebsumne the
completion rate of an announced share repurchase prograf@tephens and
Weisbach, 1998)Further, even though in Canada firms have to report the actual
repurchased shares on a monthly basis, it poses a great difficulty tiog tés
managers have a timing ability, since daily data on actual remeshare not
available.

Consequently, the data | employ allowse to accurately measure the
completion rates of the announced share repurchase programmes, as well as
determining if managers’ motivation is market timing or price support. Hence, the

results can be compared to the previous studies in the U.S. and Canadian markets, and

13 According to the regulations of the London Stock Exchafiges are prevented from repurchasing
their shares during period prior to the announcement of a firm’s financial results (for details, please see
the Financial Services Authority Model Code LR 9.2, Annex 1)
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even more so, to the findings in Paris and Hong Kong stock exchangedeirio do

this, | calculate the number of repurchased shares, and | estimatespeetive
completion rates, depending on the targeted dollar value or the targeted prapfortion
the current common shares outstanding at the time of the announcement. Moreover,
following Ginglinger and Hamon (2006) examine the relative prices for repurchase

and non-repurchase days.

4.2.2. Risk Changes

An additional motive for announcing and implementing a share repurchase
programme, that has been extensively discussed in the literatureagetiey cost of
the free-cash-flow hypothesiéEastebrook, 1984; Jensen, 1986)Furthermorge
Grullon and Michaely (2004dlo not find any evidence in the U.S. market that firms
announcing a share repurchase experience an increase in future profitability compared
to their peers. In addition, the authors find that the capital expentiitgis, as well
as the cash reserves for the respective share repurchasing firmse de€lr time.
Finally, Grullon and Michaely (2004jind that the market reaction is strongest to
share repurchase announcements made by firms that are most likely to ovier-inves

Hence, the authors argue thastévidence points to the fact that firms increase
their payouts as a reaction to their decline in investment opportunities. Since firms are
more likely to have lower future growth opportunities, their value is rikgly to be
determined by their assets in place, which in turn will leadh toeduction of
systematic riskBerk et al., 1999)The authors argue that given the expectations of
security payoffs, the systematic risk across securities should beéatsiréo their
respective market value. Further, they argue that firms that tendftonpevell are
those that have discovered positive investment opportunities aneyagetiiture into
those investment opportunities, their systematic risk changes.

In addition, good news is on average associated with a declinstanstic
risk, whereas bad news is associated with an increase in systesta(Berk et al.,
1999) Further, the authors assume that firms own only two kinds of assets. First, their
assets in place and their currently generated cash flows, and secoms gptnake
positive investments in the future. With the passing of every pared, the firm
matures and the generated cash flows could die off and new investmentoipipsrt
could be found by the company. A potential investment that bears loswstst risk
will look attractive to the firm, and by investing in it, it wdlbsequently lead to the
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firm’s increase in value. Nevertheless, by investing in lower risk investment
opportunities, the firm’s average systematic risk will decline, which in turn will lead
to lower returns. In contrast, if a firm loses a low systematic-gsktathen, in turn,
its current value will decline and its average systematic risk wikass.

Therefore, a firm’s reinvestment rate will lead to free cash flows which, in turn,
can increase the likelihood of managers overinvesting. In order to rpdtmetial
agency costs, shareholders will pressure management to give out eask, Bhare
repurchases could convey information to the market that the firm is expegienc
reduction in investment opportunities. Thus, share repurchases can be absathate
a reduction in systematic rigksrullon and Michaely, 2004)

Grullon et al., (2002)argue that the market could be more aware of the
reduction in profitability than the firm’s respective decline in systematic risk.
Therefore, a share repurchase announcement increases the market’s awareness of both
the decline in future profitability and systematic risk. This i® agpported by the
evidence reported iintner (1956)and Brav et al., (2005)according to which
managers are more inclined to increase pay outs when they feel that their firm’s
future cash flows are less risky. FurthBgnn et al., (1991%tudying any potential
risk changes surrounding tender offer share repurchase announcements in the U.S.
market, report evidence that repurchasing firms’ risk declines both prior and post the
tender offer repurchase announcement, and that firm leverage is not affethed by
repurchaseHertzel and Jain (1991h a similar study concerning tender offer share
repurchases in the U.S. market, report evidence that firm risk has anpetrdacline
from the year before to the year after the announcement. Hence, these findings
suggest that share repurchase announcements convey information abiskirtbes
of the firm’s assets.

In a study of open market share repurchase announcements in the U.S. market,
Bartov (1991)reports evidence suggesting that firms announcing an open market
share repurchase, have significantly higher risk compared to th&hedacontrol
firms for the year prior to the year of the announcement, which is reduced dudling a
after the year of the announcement. Even ghdbe average risk for the repurchasing
firms remains marginally, but statistically, higher than the avemnageof the control
firms during and after the year of the announcement, the evidence pointsfaotthe
that open market share repurchase announcements convey information,eatich |

to a decline in repurchasing firms’ risk.
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This is supported bgrullon and Michaely (2004)here they examine the six
year period surrounding open market share repurchase announcements and they find
that repurchasing firms experience a significant decline in thatersyatic risk,
relative to their non-repurchasing peers. Even though this is an iodi¢hat their
investment opportunities are declining after share repurchase announcesnents
thus should be considered as bad news, still, the market has a positive reaction to such
news announcements. Therefore, the information content of share repurchases is
about the reduction in agency costs. Consequently, since the markeady alvweare
of the decline in potential investment opportunities, share repurchasebecan
considered as being good news, which in turn could explain the positive market
reaction(Grullon and Michaely, 2004)rhus, these findings support the agency costs
of the free-cash-flow hypothesis. Furthermd@syald and Young (200&nalyse the
relationship between the open market share repurchases and firm ownertigp in
U.K., and find that the level of external shareholder monitoring, as well as the level of
managerial ownership have a positive effect on share repurchases. Movduse
comparing repurchasing firms with non-repurchasing firms that have similar
investment and cash flow characteristics, they find that non-repurchasing fi
consistently overinvest retained cash when they have a scarcilgvestment
opportunities. Therefore, suggesting that share repurchases can act eagiyaev
measures against cash retention decisions that could alternatived/to be costly
for shareholders, hence encouraging such payouts. Consequently, because the market
already knows that the likelihood of overinvesting is high, then this exjecia
reflected by the market’s positive reaction to share repurchases.

In contrast,Peyer and Vermaelen (200&8)gue that the risk change hypothesis
IS inconsistat with the abnormal returns that are obtained with Ibbotson’s RATS
methodology, where monthly adjustments for risk changes after the event are
performed. Therefore, if the systematic risk changes after the announcaiment
share repurchase, then the coefficients are allowed to change ontldynibasis in
order to reflect such risk chang@2eyer and Vermaelen, 200Nevertheless, they
find excess returns. Therefore, lorgn returns cannot be explained as the market’s
underreaction to risk changes. Moreover, they find that it is firms with thetig@nees
announcement share price performance that had the highest long-term ke
the authors argue that managers do not necessarily announce a share repurchase

because they have private informatiamerning the firm’s future profitability, but
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instead, due to the fact thiiiey believe that the firm’s current share price does not
reflect the true value of the firm. Consequently, a share repurchase armennce
does not mean that a firm is undervalued because future performangapsive,
but it is undervalued because the market wrongfully believes that the firm’s future
performance will declinéPeyer and Vermaelen, 2009joreover,Denis and Kadlec
(1994)perform a thorough examination of potential changes in systematic risk due t
fixed price tender offers in the U.S. The authors find that the change emsyst
risk following the repurchase is due to estimation bias, rather #ifdacting the
actual change in risk.

It is notable thaGrullon and Michaely (2004) arfdeyer and Vermaelen (2009)
test if any change in risk occurs by using monthly data. However, tagrde a
drawback with this estimation method. This is due to the fact thaduid not be
possible to estimate with a high degree of certainty, if the méoketvs up the
announcement of the repurchase, and more importantly, the actual tradaémely
manner. In addition, in the U.S. there is no time limitation for theatom and
completion of open market share repurcha®ssvald and Young (2008dcus on the
U.K. market but investigate the likelihood to execute an astimle repurchase trade
from a free cash flow and agency costs perspective, and not the impaactditianal
firm characteristics have on the actual trades on the completies, r@hd more
importantly,on the potential effect it can have on a firm’s systematic risk.

Moreover,Stephens and Weisbach (1998port that in the U.S. the announced
open market share repurchase programmes are completed, on averaggeoiel a
of three years. In contrast, in the U.K. the announced repurchase programmes are
valid for a period of eighteen monti@ompanies Act 1985, article 166 84; Kim et
al., 2004) Atfter this period, if the management wishes to continue the repurchase
programme, then it needs to renew its authorisation from its shareholdeesfoféde
| argue that by replicating th&rullon and Michaely (2004methodology for
estimating any changes in firms’ risk with the implementation of monthly data for the
72 months surrounding the repurchase announcement, it will not be possibldyto time
and accurately capture any changes in systematic risk for the shorter time period of 18
months. Nevertheless, for comparability reasons | replicate timsa¢isn method for
the U.K market in this chapter.

Further, largue that a firm’s total risk could change because the market could

follow up on the completion rates, since firms have to report the acaddst
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Therefore, if that is the case, then the market’s expectation on the firm’s future cash-

flows and growth can change, heneeijrm’s total risk could change. Nevertheless,

the announcement of an open market share repurchase is not a commitment to the
firm. Hence, there might not be a significant change on the market’s expectation
about the future cash-flow and growth expectations, and consequently leading t
firms’ change in total risk. But since firms in the U.K. are required to report the actual
trades on their repurchased shares by the start of the following dayhaftecttial

trade took place, the market could follow up on the actual trades, andfifnthis
actually moving towards the completion of the announced repurchase pragramm
Thus, the actual trades could be more informative, and could haveniicaig
influence on the market’s expectation concerning the firm’s future cash flows. This in

turn, can lead to a change on the firm’s total risk. Therefore, | replicate my
estimations for changes in risk with the employment of daily data, and not only on the
announcement, but on the actual trades as well.

Nevertheless, a potential decline in equity betas could be duddoline in the
firm’s financial leverage, or a decrease on the firm’s underlying riskiness of assets, or
finally, due to the information conveyed on the repurchase programme regéueling
firms’ future performance and profitabilifpann et al., 1991)However, since the
net impact of these effects cannot be determined ex ante, in ordies fottaaccount
the effect that share repurchases can have on leverage aneérgagIweplicate the
estimations on risk change with the implementatiotamadas (1972) approach'
for robustness checkdamada (1972)predicts that equity betas are an increasing
function of financial leverage, therefore equity betas should increaswifoll share
repurchases due to the changes in financial leverage. Even after expployiada’s
(1972)approach the results remain unaltered.

In order to get a better insight on risk changes surrounding share repurthases,
perform a risk decomposition estimation proéesm order to do this, within the
context of the CAPM, 4nalyse a firm’s total risk (with the assumption that it is based
on the portfolio’s variance) into two components: the systematic risk and the
respective idiosyncratic risk. Therefore, | decompose the total riskdqgrdrtfolio of

repurchasing companies before and after the repurchase announcement. IFinally,

14 Hamala’s (1972) approach is explained in detail in the methodology secti
> The risk decomposition is performed under the assumphianthe common one factor market
model applies. For more details sglgarpe (1964 )L intner (1965)andMossin (1966)
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decompose the portfolio’s total risk before the repurchase announcement, during the
repurchas programme excluding the days where the actual repurchase trades took
place, the time period where only the actual trades took placéheuperiod after the
completion of the repurchase programme.

4.3. Data and Methodology
4.3.1. Data and Descriptive Statistics

The sample is constructed by identifying all the announcementdenition to
repurchase ordinary shares in the open mdrket hand-collected data, reported in
the news articles posted frerfect AnalysisindFactivadatabases fron™lof January
1997 through 31 of December 2006. These databases report any news
announcements that were available in the press, made by U.K. capsmt open
market share repurchases.

The sample is refined so as to involve solely those firms tinabumce their
intention to repurchase ordinary shares in the open market, thus excluding
announcements concerning the repurchase of B-shares or preference shares.
Additionally, I control the sample for American Depositary ReceiptoR#) and
cross-country listings. Furthermore, the firms included in the sample gueee to
have their share prices listed dbataStreamand their accounting data on
Worldscope Finally, | require firms to include in their repurchase announcement
either the dollar value that they are targeting to utiliee their repurchase
programme, or the proportion of the common shares outstanding that they plan to
repurchase. Hence, the final sample contains 197 announcements of intention t
repurchase shares in the open market from corporations primarily listedUmitbe
Kingdom. For these 197 announcements of intention to repurchase | have hand-
collected and identified approximately 34,000 actual share repurchase trades.

The announcements containing the actual share repurchase tradeseatedcoll
by Factiva, which contains all public announcements that are matiee press or
any regulatory news service e.g. Dow Jones Newswires, Regulagovg Nervice
(RNS), Financial Times, etc.. Hence, it is possible to accuratefsure the number
of the repurchased shares and in a timely manner since they aredepom daily

basis®. For estimating the completion rate of the announced share repurchase

18 It should be noted that for a small sample of tenfiess the total number of repurchased shares has
been collected by their respective fiscal year statésnan order to validate the completion rates
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programme, the total number of the reportedly repurchased shares is diyittesl b
intended amount of shares targeted at the time of the open marketeghahase
announcement which has been explicitly stated as a total number o$, sbare
extrapolated by the firms’ market value with the current price at the time of
announcement when they stated a target percentage of shares to be rehuochase
extrapolated by the relative value of the shares at the tinfe @nnouncement when
the firms’ announcement targeted a specified monetary value.

Table 4.1 reports the distribution of the open market share repurchase
announcements by calendar year. It is clear that the majority anth@uncements
are located in the second half of the ten year research period, which sergnsith
the recent trend and popularity of share repurchases in the United Kingdom. In
addition, | find that repurchasing firms are large, since their respeatigeage
(median) market capitalisation is $12.76 ($2.15) billion U.S. dollars and #rage/
(median) markete-book ratio is 2.59 (1.63). Moreover, the average (median)
dividend yield for repurchasing firms is 2.98 (2.88). The average size of the sample
firms is similar to the average size of repurchasing firms reporte@rution and
Michaely (2004)and Cook et al., (2004)but the respective mark&i-book and
dividend vyield ratios of the sample firms, are slightly higher than réspective
values reported in their research.

Table 4.2 reports the average completion rates of the announced repurchase
programmes and the ranked percentages out of the total sample firms bdlsed on
completion rates. | find that approximately 31% of the firms that have announced
their intention to undertake an open market share repurchase programme, have not
repurchased any of their shares. In addition | find that 40% of the sampke firm
repurchase less than 20% of the shares targeted on the announcement amdgee ave
(median) completion rate for all repurchasing firms is 74% (54%). This finding is
higher than the completion rates reportedRau and Vermaelen (200Hlowever, it
is similar to the U.S. completion rates of approximately 70% and 8Q0$becatvely
reported inStephens and Weisbach (19%8)d Jagannathan et al. (200@inally, |
find that firms conduct the first actual repurchase trade on average (In6€ig21)

days after the announcement of their intention to repurchase their shares.

estimated from the collection of the daily actual shemurchase trades and they show no significant
statistical differences.
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Y ear

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006

Total

Table4.1 Yearly distribution of firm characteristics and their completion rates.

This table reports the number of share repurchasing firms gearly basis and the respective
proportion of the overall sample for 1997 to 2006. In additiom table reports the average and median
values per annum of the completion rates of the inteadexiint targeted at the time of the repurchase
announcement and the respective values of size (MKTQ&R)ation (MKBK) and dividend payout
(Div Yield). MKTCAP is defined as the market capitalisatat the year end prior to the repurchase
announcement. MKBK is defined as the markebook ratio at the year end prior to the repurchase
announcement. Div Yield is defined as the dividend yield at gs gnd prior to the repurchase

announcement.

No. (%)of Completion Rates MKTCAP ($bn) MKBK
Total (%)
Sample

Mean Median Mean Median Mean Median

6 3% 62.97 62.97 2.80 3.30 2.21
14 7% 47.34 41.59 13.78 3.33 1.62
12 6% 34.55 24.68 16.47 3.24 1.77
11 6% 93.32 60.83 4.13 2.51 1.78
23 12% 62.47 62.70 18.66 0.33 1.95
30 15% 45.42 18.73 7.59 1.01 2.99
14 7% 60.67 71.73 10.27 0.45 2.07
29 15% 85.29 65.59 12.37 2.59 2.59
31 16% 89.55 53.21 16.90 2.88 3.73
26 13% 102.87 98.24 15.37 2.02 3.35

196 100%  74.33% 50.77%  12.76 2.15 259

Table 4.2 Sharerepurchase completion ratesin the United Kingdom.

1.72
1.01
1.27
1.54
1.00
2.13
1.04
1.60
2.22
2.42

1.63

Div Yield

Mean Median

3.99 3.90
3.84 4.36
2.80 2.80
4.30 3.09
2.84 2.31
3.22 3.52
3.038 2.82
3.74 4.16
2.19 2.34
2.35 2.22
3.06 3.13

This table reports the statistics for the completimes and the number of days from the day of the
announcement to the day of initiation of the announceck glepurchase programmes, for the total of
197 sample firms for 1997 to 2006. In addition, the table replogt®iumber and percentage of firms
from the sample of firms that have actually repurctiabeir shares (Repurchasing) and those that
have not repurchased any of their shares (Non-Repurchasingyelass the cumulative share

repurchase activity in percentiles.

Differencein days of Completion

initiation Ratio
Mean 69.32 74.17%
Median 21.00 54.00%
Repurchasing firms 136 (69.39%
Non-Repurchasing firms 60 (30.61%
Total 196 (100%)
Percentiles Pct of Firms
<20 52%
21-40% 7%
41-60% 10%
61-80% 6%
>81% 25%
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4.3.2. Methodology

In order to test the market-timing, and alternatively, the price-support
hypotheses, in the spirit @inglinger and Hamon (200,7) examine the share prices
surrounding the share repurchase announcement and the actual trades. Indmder to
so, | compute the daily value weighted average price, estimathe average price
obtained from the daily high and low price, weighted by the daily tradhhgne of
the stock’. Afterwards, | compare the relative weighted average price paidhdor t
actual repurchase trades to the respective non-repurchase days. Raigiied-
average price paid during the non-repurchase days, | use the time pariods
months. Where takes the values of 1, 2, 3, 4, 6 and 12, before and after each actual
repurchase trade takes place (excluding other repurchase days in between)l T
compute and analyse the ratio of the reported value weighted avereg@aid on
the repurchase day (VWAPR) over the value weighted average priee i@mhaining
days where no repurchase trades took place during each time period under
investigation (VWAP), for then months prior and post the actual trade (VWAPR /
VWAP (n)). Then, | compare it with the ratio of the value weighted average pric
(VWAPNR) of the days that the actual trades took place but excludingghechase
trades, and divided by the value weighted average price over thessamEtime
windows before and after the months the actual repurchase trades took place
(VWAPNR / VWAP (n)). Afterwards, | test whether these two ratios are significantly
different.

For estimating if the risk changes in the portfolio of companies that ha
announced their intention to repurchase their shares, | follow two approack®s. In
first approach, | estimate the systematic risk for the portfolio of repunghasi
companies, by employing the one factor market model based on the CIAPM.
estimate the same model by calculating the daily returns befdrafter the event
day (-1 to +1). Individual daily stock prices and daily index prices areatet from
Thomson DataStreanfor a period of 251 trading days before and 251 trading days
after, relative to each announcement. The FTSE All Share index is used as a proxy for
the market returns. Logarithmic returns are then calculated for eazh astd the
index. Hence, the mathematical expression of the equities’ systematic risk is the

following:

7] replicate this estimation with the calculatiortioé equally-weighted average price and the results
remain unaltered.
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Tit = Qit + BTt + €5t (4.1)

where,r;; is the return of stockat timet, « is the intercepty the market coefficient,

rme IS the market index returnat timet, ande; is the error term with the usual
properties. The above equations are estimated for the pre-event peric@5tlap

day -2) and the post-event period (day +2 to day +251) separately. | apply this
estimation model on the announcement day of the repurchase programme as being the
event period. According tdlamada (1972)he equity betas are an increasing function

of the financial leverage as depicted below in equation (4.2).

p.=Pa+(B.~Py (D/E) (4.2)

where, £, is the equity beta (systematic risk of the firff),andp, is the beta of the

asset and the debt respectively, wher&abE is the firm’s debt-to-equity ratio
(financial leverage). Assuming that the beta of the debt is zero araksee betas
remain constant, then the change in the equity beta should be assodihtedew

change in capital structure which is expressed in the following equation:

AB,= f, A(DE) (4.3)

Therefore, according tblamada’s (1972) model, equity betas should increase
following share repurchases. In order to determine if any changes in equiy beta
surrounding share repurchase announcements are not simply a reflection of changes
in capital structure, | perform the following procedure for robustness check. Firs
each firm’s asset beta is estimated prior to the repurchase announcement. I then
compute the change in the firm’s debt-to-equity ratio from the end of year prior to the
announcement, to the end of year following the share repurchase announcement.
Then, | compare the new equity beta (re-levered asset beta) follotvang
announcement with the initially estimated post-announcement beta fro@LiBe
regression from equation 4.1, and | find that the two betas are quite simgam,
even after correcting for potential biases in beta estimates,siiésrand conclusions
on the magnitude of changes in beta after the share repurchase announceaiant re

unaltered.



In addition to the test sample of firms that have announced an open market
share repurchase, | construct a control sample using two matching methoge|dha
a size matched control sample, and a maxkébok matched control sample. For the
control firms, | apply a random selection following a uniform distribution (in ciaer
avoid potential selection bias) and on a tmene basis, meaning that for every
sample firm there is an equivalent and unique control firm. The contrd fiead to
fulfil the following criteria in order to be selected. First, followiBgrtov (1991)for
the size matching method, they need to have the same two-figih@uistry code,
thus controlling for industry effects, and their respective market valugs rteefall
within a twenty percent range above or below the respective level of each sample firm
at the end of the year prior to the repurchase announcement. Second, for the MKBK
matching method, they need to have the same two-digit SIC indostly, thus
controlling for industry effects, and their respective mat&diook ratio needs to fall
within a twenty percent range above or below the respective level of each sample firm
at the end of the year prior to the repurchase announcement, thus confivolang
undervaluation.

In the second approach for estimating the systematic risk changes, rigllowi
Grullon and Michaely (2004) apply the simple market model and replicate the same
estimation with the employment of tli&ama-French (1993hree factormodel. For
each firm that has announced its intention to repurchase its shénesopen market,
| estimate the monthly regressions for the three years prior to theh mobrihe
announcemen(t,-36) and for the three years after the month of the announcement

(to+36). The two market models are mathematically expressed as follows:
Tt — Tft = a_; + aAiDt + b—i(rmt — rft) + bAiDt(rmt — Tft) + e (44)

Tit — rft = a_; + aAiDt + b—i(rmt - rft) + bAiDt(rmt - rft) + S_l'SMBt +
spD:SMB, + h_;HML, + hy;D,HML, + e, (4.5)

where,r;; is the monthly return on stodkry, is the monthly return on three-month

U.K. Treasury Bill,r;,,; is the monthly return on the FTSE All shares index, Bni$
a dummy variable that takes the value of onerifand zero otherwise, whetgs the

month of the repurchase announcemsmtB; is the difference between the monthly
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return of a small firms portfolio from a portfolio of large firmEML, is the
difference between the monthly return of a portfolio of high bmekrarket firms
from a portfolio of low booko-market firms. For estimatingB,, FTSE 100 index
is used as a proxy for large firms’ portfolio and FTSE Small Cap index is used as a
proxy for small firms’ portfolio. For estimating HML,, FTSE 350 Value index is used
as a proxy for a low markeéb-book firms’ portfolio and FTSE 350 Growth index is
used as a proxy for a high marketbook firms’ portfolio.

In addition, followingGrullon and Michaely (2004) replicate the two models
by calculating an adjusted measure of risk, where | control for angnsgst
evolution of risk. | accomplish this by employing two sets of contraindi
constructed with the industry-size and industry-MKBK matching methods, a
discussed earlier. The adjusted measure of risk, is equal to ithatest factors for
the sample firms (repurchasing), subtracting the estimated factors faomitwl
firms (nonrepurchasing).

Additionally, in order to examine the possible changes in the risk of
repurchasing firms, | employ a risk decomposition approach within the CAPM
context. In the context dbharpe (1964)Lintner (1965)andMossin (1966)the risk
decomposition is based on variane@)( Hence, the risk decomposition is expressed

as.
of, = B,05 + 02 (4.6)

whereg?, is the total riskf37, o7 is the market component (systematic risk) of total
risk anda is the idiosyncratic (firm specific) risk component. In detail, tatH is
defined as the variance of an equally weighted index of all stock retuhig, w
market risk is defined as the variance of an equally weighted index ofttivas of
the index. The market risk coefficient and the idiosyncratic risk conmpdae each
firm are obtained by employing equation (4.1). The betas are then scuaded
averaged across firms while the variance of the average residusé&lias a measure

of idiosyncratic risk.



4.4. Empirical evidence

4.4.1. Market-Timing

According to the market timing hypothesis, the firm’s share price should be
lower during repurchase days, compared to subsequent non-repurchase days. Whereas
the price support hypothesis implies that finm’s share price should be lower during
repurchase days, compared to prior non-repurchase (Gayglinger and Hamon,
2007) Therefore, in order to test these hypotheses, | compute the valgigede
average price paid relative to the value weighted average prezeaoset of time
windows before and after the actual repurchase trades took place VYMRR(n
months). Then, | compare it with the ratio of the value weighted averageof the
days that the actual trades took placexcluding the repurchase tradeselative to
the value weighted average price over the same set of time wirddore and after
the days the actual repurchase trades took place VWAPNR/VWAfRNths). It
should be noted though that according to the regulatory framework in the United
Kingdom, firms are not allowed to repurchase their shares at a prices thigher
than 5% above the average market value of the company’s shares for the 5 business
days prior to the day the repurchase is Madghis can limit firms’ flexibility on
timing their repurchase trades in the case where their incdastitge provide price
support. Nevertheless, firms still have some level of flexibfbitytiming the actual
repurchase trades when their motive is to either exploit any pdtentlarvaluation
or to provide price support.

The results from the VWAPR ratios analysis are reported in Table 48l Ra
reports the VWAPR ratios for the days prior to the repurchases and Pesmbries
the VWAPR ratios estimated for the period after the repurchases took ptacdde
period prior to the repurchases, | find that the VWAPR/VWAP(1 month) for the
actual trades is significantly higher (17.9%) than the respective \WWRAPWAP(1
month) ratio for the repurchase days excluding the actual trades, for the graofod
to the repurchases. Similarly, for the short-term period of two and hwaths prior
to the repurchases | find that the VWAPR ratio is significantiyéidy 19.1% and
17.9% respectively, compared to the VWAPNR ratio.

18 For more details please see the FSA Handbook, L.R. 12.
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Table 4.3 Univariate testsof strategic trading.

The sample consists of 136 firms that were subject t@st @ne share repurchase transaction over the
period 1997 to 2006. The value weighted average price is cattalathe average price obtained from
the daily high and low price, weighted by the daily trading velwhthe stock. Then the relative value
weighted average price paid for the actual repurchase tradhe respective non-repurchase days is
compared. For the value weighted average price paid duringptireepurchase days, the time periods
of n months (excluding other repurchase days in between) ack Uiken the ratio of the reported
average price paid on the repurchase day (VWAPR) overalhe weighted average price of the non-
repurchase days (VWAP) for tieemonths prior and post the actual trade (VWAPR / VWAP s
computed. Finally, it is compared with the ratio of taée weighted average price (VWAPNR) of the
days that the actual trades took place (excluding the reperthaates) divided with the value weighted
average price over the same set of time windows befudeafier then months the actual repurchase
trades took place (VWAPNR / VWAR)). Panel A. reports the results for the n monthsrpdahe
repurchases. Panel B. reports the equivalent resultthéar months after the repurchases. For the
difference in means the t-test p-values are reporteat. the differences in medians the
Wilcoxon/Mann-Whitney test p-values are reported.”, and” indicate statistical significance at the
1, 5 and 10% level respectively, based on the p-values.

Panel A. VWAPR/VWAP (with  VWAPNR/VWAP (without  Difference in  Difference in
Actual trades) mean actual trades) mean means medians
(median) (median) (p-value) (p-value)
1 month pre 1.156 0.977 0.179 0.003
(0.988) (0.985) (0.055) (0.177)
2 months pre 1.168 0.978 0.191 0.020
(1.000) (0.980) (0.045) (0.095)
3 months pre 1.153 0.974 0.179 0.020
(0.991) (0.972) (0.056) (0.115)
4 months pre 1.158 0.972 0.186 0.021
(0.987) (0.966) (0.046) (0.085)
6 months pre 1.099 0.963 0.137 0.021
(0.989) (0.968) (0.062) (0.094)
12 months pre 1.103 0.972 0.131 0.014
(0.991) (0.977) (0.092) (0.122)
Panel B. VWAPR/VWAP (with  VWAPNR/VWAP (without  Difference in  Difference in
Actual trades) mean actual trades) mean means medians
(median) (median) (p-value) (p-value)
1 month post 1.050 0.958 0.092 0.039
(0.890) (0.851) (0.278) (0.181)
2 months post 1.044 0.951 0.093 0.039
(0.897) (0.858) (0.252) (0.167)
3 months post 1.042 0.945 0.097 0.050
(0.905) (0.855) (0.209) (0.131)
4 months post 1.033 0.935 0.097 0.047
(0.909) (0.862) (0.183) (0.123)
6 months post 1.031 0.931 0.100 0.046
(0.914) (0.868) (0.149) (0.113)
12 months post 1.040 0.931 0.109 0.021
(0.913) (0.892) (0.088) (0.095)
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The results remain the same for the extended period of four, six and twelve
months, where the differences in means of the VWAPR ratios remain cagrlii
higher (by 18.6%, 13.7% and 13.1% respectively), compared to the non-repurchase
days of the VWAPNR ratio for the repurchase days excluding the actual trades. When
looking at the VWAPR ratios estimated for the post-repurchase period ia &bl
Panel B, | find that it is only for the twelve month period that the APR for
repurchase days is significantly higher (by 1.09%) compared to VWAPNR for the
post non-repurchase days.

Even though the results show that the VWABREtios for the reported prices
paid for the actual repurchases are significantly higher than the \NRAF ratios
for then months prior to the repurchases, | argue that the results still provide support
for the price support hypothesis. These results show that managersliagetwipay
a higher price for the actual repurchases compared to the firm’s value weighted
average price of prior non-repurchase days, hence trying to support the ptiee on
market itself by offering a higher price. Also with their willingnesgay a higher
price they signal to the market that they believe that the firm’s current share price
should be higher, and even though they are paying a higher price thdelstile
that the current price paid could be a bargain for them. Hence, | conbhidthe
managerial incentive for undertaking the actual repurchases isqujgmrt rather
than market timing.

However, these results contradict the finding®efCesari et al. (2009)vhere
they report that firms in the U.S., repurchase shares at relativedy fowes and that
they tend to repurchase more shares during months when the prevailing priadset
are relatively low. Nevertheless, the authors employ monthly daténwbuld be one
of the reasons that lead to the difference in the findings of timinigyahiong with
the difference in cultural and institutional differences between the ddSthe U.K.
markets. Moreover, the interpretation of these findings is still consistgh the
findings of Ginglinger and Hamon (200%yhere they conclude that the incentive for

the actual repurchases is price support.

4.4.2. The determinants of share repurchase completion rates

Next | consider the factors that influence the completion ratdseadtnounced

share repurchase programmes. In order to test which factors and firm cistiexte
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have a significant impact on the completion rate of the announceda&nt share

repurchase programmes, the following cross-sectional regression is estimated:

CR; = By + ,81SIZEi(t—1) + ,BZMKBKi(t—D + ﬁ3ERi(t—1) + ﬁ4AERi(t) +
BsLVGit-1) + BeALV Gy + :87CFEXPi(t_1) + .BSCFUNi(t) + BoOWN CON;(;—qy +
B1oAOWN CON ity + B11DIV_Yie—1y + B12ADIVyry + B1aDIV [Nlypyp_yy +
P1aREP;) + P1sDAY _DIF;+) + ey 4.7
Wheret represents time measured by the calendar year end when the share
repurchase announcement took place, @mlis the percentage of the actually
repurchased shares relative to the amount targeted at theftifme announcement,
for companyi, ande is the error term. In order to control for firm size, followiRgu
and Vermaelen (2002) include the proxy variabl&IZE, which is the natural
logarithm of total assets for firm at the year end prior to the repurchase
announcement. By including the size proxyldo capture the firm’s information
environment(Brockman and Chung, 2001¥oreover,lkenberry et al., (200CGargue
that smaller firms have less scrutiny and are less efficipnittgd. Hence, | expect to
find that firm size has a negative relationship with the completibe o0& the
announced share repurchase programme.
Assuming that undervaluation has a significant influence on gaanaecision
to repurchase, | expect to find that stock price movements have acsighifnpact
on the decision to repurchase, and consequently, on the respective ampliets.
In order to test the hypothesis that undervaluation plays an important roleditis
managers to repurchase shares, | incM88K in the analysis, which is the ratio of
market value for each compainto its respective book value of assets at the year end,
when the repurchase announcement took place. According to the information
asymmetry and the undervaluation hypotheses, | expect to find a negative relationshi
between the markeb-book ratio MKBK) and the completion rates, because a low
MKBK value would suggest that the firm is undervalued, whereas aviigK ratio
would suggest that the market value is reflecting the true fundamexhte of the
firm. If undervaluation is an important motive for executing share repurchhses,
one would expect to find that value firms will have higher completion catepared

to growth companiekkenberry et al. (2000)
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If managers are trading strategically in order to take advantage oftipbte
undervaluation, then an increase in stock prices should deter them frorg bagi
shares, whereas a decline in prices should lead to an increaseatiomtifor
repurchasing shares. Nevertheless, | have previously found evidence siggtyesti
managers’ motivation for trading is price support. Therefore, one would expect
managers to trade when the company’s share prices are decreasing and not when they
are increasing. Therefore, in order to test if managers repurchaselseaese they
believe the share price is undervalued, followidgdk et al. (2004) | include the
proxy variableER which is the cumulative excess return of firnelative to the FTSE
All Share index for the period of 255 to 2 days prior to the announcement . Moreover,
since the change on the firm’s share price during the implementation of the
repurchase programme would alter the attractiveness for the actualraparchase
trades, in the spirit dkenberry et al. (2000l include the proxy variabldER which
is the change in the cumulative excess return for the period of 255 to 2 days following
the day of the announcement relative to the cumulative excess retthe fugriod of
255 to 2 days prior to the announcement. If managers’ motive for repurchasing is
price support, then | expect to find a positive relationship bet&&eand4ER with
the completion rates. Alternatively, if managers trade stratégicabrder to exploit
the firm’s undervaluation, then | should find a negative relationship betwE&uand
the completion rates.

Furthermore, if a firm has excess debt capacity, then it can utiliby it
increasing its debt levels and funnelling the extra funding as a quayto its
shareholders in the form of share repurchases. Consequently, this will leigtdo
completion rates of the announced share repurchase programmes. Hence, laargue th
firm leverage can have a significant impact on share repurchasing. irgli@nullon
and Michaely (2002)I proxy for leverage with the variabl&/G which is defined as
firm’s i total debt to its book value of total assets at the year end tor the
announcement of the repurchase programmagpdct to find that the firms’ leverage
ratio will be negatively related to the repurchase complettes, suggesting that the
lower leverage, the more financial flexibility a firm has eitb@radjust its capital
structure or to increase its debt levels in order to financeaysup programme.
Furthermore, in order to capture the effect that any changes im& fisverage
exposure can have on the repurchase completion rates, | include the piakieva

ALVG, which is the change in a firm’s leverage at the year end after the
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announcement of the repurchase programme, relative to the respectiveydevera
exposure at the year end prior to the announcement. | expect to find a positive
relationship between the proxy. VG and the completion rates, suggesting that firms
are taking more debt in order to repurchase the intended shares. This, in tlo@, can
interpreted as firms using share repurchases in order to achieve their ¢gpienade

ratio and restructure their capital.

Brockman and Chung (200&rgue that firms with relatively large cash flows
will be more likely to distribute the extra cash to their sharehold&sshare
repurchases, and therefore being less likely to repurchase due to underpricing as
being a strong motive. In addition, firms will varyingly adjust tixecaition of the
announced share repurchase programme depending on their cash flow position,
leading to varying repurchase completion rates. In addi@omay and Harford (2000)
and Bartram et al. (2009jind evidence that share repurchases are associated with
temporary and unsustainable cash flows. In addit@swald and Young (2008)
compare non-repurchasing firms that have similar investment and cash flow
characteristics with repurchasing firms in the U.K. market, and firad ton-
repurchasing firms are more likely to overinvest. This suggests thas finad
experience unexpected earnings are more likely to repurchase more of their shares.

Hence, | follow Stephens and Weisbach (199&)d | include two proxy
variables for measuring a firm’s cash flow levels. The first proxy is the expected cash
flow (CFgxp), which is defined as firm’s i income before extraordinary items plus
depreciation expense, divided by its total assets at the yearmpreodto the
announcement of a share repurchase programme. The second proxy is the unexpected
cash flow(CFyy), which is defined as the changéfom’s i cash flow at the year end
following the repurchase announcement relative to its cash flow tgetiveend prior
the repurchase announcement. | expect to find a positive relationship for both cas
flow proxies with the completion rates, suggesting that firms repurchaseshiaees
when they experience positive past cash flows and the respective tompdges
will be even higher when firms experience positive unexpected cash fldossifa)
the announcement of the repurchase programme. In the spifftephens and
Weisbach (1998)even though a firm has expectations on future cash flows, still they
can differ significantly from the actual realised unexpected cash bawh will

result into different levels of cash utilisation and payouts.
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It has been widely discussed in the literature that when a company’s existing
capital exceeds its potential investment opportunities, the firmetaer retain the
excess cash or distribute it back to its shareholders in order to redymeehgally
arising agency costéEasterbrook, 1984; and Jensen, 1988)rther, as argued by
Shleifer and Vishny (1997pagency costs are incurred between the controlling and the
minority shareholders. Thus, the higher the ownership concentration, the igss i
possible &r minority shareholders to influence the firm’s decision making. Therefore,
controlling shareholders can wreak substantial costs to other sharehbiders
redistributing the firm’s wealth. Consequently, the lower the ownership concentration
the more it ispossible for the minority shareholders to influence a firm’s decision
making on the excess cash utilization. This is in line wihsen and Meckling
(1976) who argue that if the costs are lower than the benefits from reducing the
respective agency costdgen it could be for the management’s benefit to repurchase
shares in the market and reduce ownership dispersion. In adddaoimam et al.
(2009)find evidence that the higher the ownership concentration, the moreitikely
for a firm to choose dividends as a payout method instead of repurchases. Noreove
Oswald and Young (2008)nd that ownership concentration in the U.K. market has a
significant impact on the decision to repurchase, and the higher thersbyme
concentration the higher will béne propensity for a firm to actually repurchase its
shares.

Hence, lexpect to find that a firm’s completion rate of the intended repurchase
programmewill be associated with a firm’s ownership concentration level, as a
consequence of the pressure applied from the minority shareholders for reducing
potential agency costs. In order to test this, followMdchell and Dharmawan
(2007) and Bartram et al. (2009) use as a proxy for the level of ownership
concentration the variabl®©{®WN CON), which is the percent of closely held shares
divided by the number of total common shares outstanding at the year ernd frer
repurchase announcement. In additioimclude the variable (AOWN CON) which is
the change in the level of ownership concentration at year end aftepe¢hemarket
share repurchase announcement, relative to the respective lévelyatar end prior
to the share repurchase announcement. | expect to find a negativeieaefbr
(OWN CON), suggesting that the lower the ownership concentration, the higher the

completion rate will be, and the larger the decrease (increase), e fmver) the
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completion rate will be from the resulting shift in influence of tmenority
shareholders on the firm’s distribution of its excess cash flows.

According to the dividend substitution hypothesis, firms repurchase their stock
as an alternative way of distributing their excess cash to theirhsidees. Share
repurchases can be more tax efficient and can be more valuable (fram a t
perspective) for shareholders than a dividend payout when capital gaiageatat a
lower rate compared to the personal income tax (@tallon and Michaely, 2002)
Hence, in order to test if the tax flexibility of share repurchasesahsignificant
impact on managers’ incentive to repurchase and consequently to the respective share
repurchase completion rates, in the spiritMifchell and Dharmawan (2003nd
McNally (1999) 1 proxy for the average tax rate of their shareholder clientelds wit
DIV_Y which is the dividend yield ratio for each firmat the year end prior to the
announcement of the repurchase programme. In addition, for testing the
substitutability of dividends by share repurchases, | include the proxy vatidhlg)
as inGrullon et al. (2002)which is defined as the yearly change of cash dividends at
the year end following the repurchase announcement, relative to the firm’s previous
year cash dividends. If share repurchases are substitutes to dividendsexpect to
find a negative relationship between these two variables and #pectye
completion rates, suggesting that firms prefer to distribute their exeshsflow
through share repurchases. Finally, for the substitutability of dividends arnidxhe
advantage, followingDittmar (2000)and Swaminathan et al. (2002) employ the
proxy variableDIV/NI which is defined as the ratio of common cash dividends
relative to the reported net income for each firat the year end prior to the open
market share repurchase announcement.

Finally, | include two additional control variables in the cross sectionalgasaly
The first control variable is the dummy variaBEP that takes the value of one if the
firm has made previously a open market share repurchase announcementheuring t
ten year period under study, and zero otherwignberry et al. (2000Yeport that in
their sample a number of firms had consecutive repurchase programmes. Moreover,
they argue that managers in these firms could behave opportunistically a
repurchase shares only when their respective prices are falling. Thetleédseefirms
should have lower completion rates, since their motive for share repurcraghig
opportunistic and strategic trading and not the distribution of the excassactheir

shareholders. Hence, | expect to find a negative relationship betweelurtivay
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variable REP and the completion rates of the announced share repurchase
programmes.

The second additional control variable is thaY DIF proxy, which is the
number of days from the day of the announcement to the initiation of the repurchase
programme. | argue that if firms are not trading strategically and ghenary goal
for undertaking a share repurchase is to give their excess cash bac&irto th
shareholders, then | would expect to see firms commencing the open share repurchase
programme as early as possible, without any delays. Therefore, if atéirts iés
repurchase programme as early as possithig, could be taken as the firm’s
commitment to its repurchase programme. Hence, | expect to find aiveegat
relationship between the completion rates and the variade DIF, suggesting that
the sooner a firm initiates the repurchase programme following the anncniden
more committed the firm is on initiating and completing the announced payout.

The results from the multivariate analysis are shown in Table 4sholild be
noted that the correlations between the variables are lower thars 0epoated in the
correlation matrix reported in Appendix E. Moreover, in cases where independent
variables are statistically correlated with one another, auxiliagyessions are
employed in order to make them orthogonal.

| find that the existing excess debt capa¢ityG) and the clinge of the firm’s
respective leverage ratigdLVG) both have a positive relationship with firms’
repurchase completion rates. This can be interpreted as firms repurchasingf more
their shares when they have excess debt capacity prior to the repurchase
announcement and they tend to increase their existing debt thus movieg clos
towards their desired debt level. Additionally, | find that firms tpay higher
dividends and have higher tax bracket shareholder clienteles, have hglrehase
completion rates, as indicated by the positive relationship of the completion rates with
the respective variableBIV/NI and DIV_Y. However, | find no evidence of the
dividend substitution hypothesis having a strong influence on the completisn rate
since the change in dividendd§/V), from the time prior to the time post the
announcement, is not statistically significant. Rather, the evidarmgort the notion

that share repurchases can be used as supplements to dividends.
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Table 4.4 Deter minants of share repurchase programmes’ completion rates.

This table reports the estimated coefficients efftillowing cross-sectional regression :

CR; = Bo + B1SIZE;(t—1) + B2MKBK;(t_1) + B3ER;(t—1) + BsAERty + BsLVGip—1y +
BGALVGl(t) + B7CFEXPL'(£—1) + BSCFUNi(t) + ﬁgOWN CONi(f—l) + BlOAOWN CON l(t) +
B11DIV Yie—1y + B12ADIVj(ey + B13DIV /Nlyyyy_yy + B1aREPi(ry + B1sDAY_DIFy) + ey

The sample consists of 197 firms in theK. that have announced their intention to repurchase
their shares and have stated either the proparfi@ommon shares outstanding that were willing
to repurchase, or the cash amount they were imtgnig utilise for the repurchas€Rr is the
completion rate of the announced open market shegarchase programme, defined as the
percentage of the actually repurchased sharesveelat the intended amount at the time of the
announcemensBIZE is a firm’s natural logarithm of total assets at the year end prior to the time of

the announcement. MKBK is the ratio of a firm’s market value relative to its book value at the
year ad prior to the announcement. ER is a firm’s cumulative excess return relative to the FTSE

All Share index for the period of 255 to 2 dayspto the announcementER is the change in
the cumulative excess return for the period of 2652 days following the day of the
announcement relative to the cumulative excessrétu the period of 255 to 2 days prior to the
announcementlVG is a firm’s total debt relative to its total assets at the year end prior to the
repurchase announcemetL.V'G is the change in leverage from the year end poithe year end
subsequent the announcemétzyp is a firm’s income before extraordinary items plus
depreciation expense, divided by its total assetheayear end prior to the announcement of a
share repurchase programmniéyy is the change of a firm’s cash flow at the year end following

the repurchase announcement relative to its cash fb the year end prior the repurchase
announcemenOWN CONis the percentage of closely held shares dividethbyhumber of total
common shares outstanding at the year end prior to the repurchase announcement. AOWN CONis

the change in the level of ownership concentratibyear end after the repurchase announcement
relative to the respective level at the year emar po the repurchase announcem&it/_Y is the
dividend yield ratio at the year end prior to then@uncement of the repurchase programme
ADIV is the yearly change of cash dividends at the yaad following the repurchase
announcement, relative the firm’s previous year cash dividends. DIV/NI is the ratio of common
cash dividends, relative to the reported net incdoneeach firm at the year end prior to the
repurchase announcemeREP is a dummy variable that takes the value of orthéeffirm has
previously made a share repurchase during theean period under study, and zero otherwise.
DAY _DIF is the number of days from the day of the annomnere to the initiation of the
repurchase programme. The standard errors of theffigents have been adjusted for
heteroskedasticity using White’s procedure. The p-values of the cross-sectional regressions are
reported in parentheses., ~, and” indicate statistical significance at the 1, 5 a8 level

respectively, based on the t-test p-values.



Dependent Variable: Repurchase Completion Rate

Eq.l Eq.2 Eq.3 Eq.4
C -1.305 -1.089 -1.420 -0.800
(0.045) (0.086) (0.021) (0.185)
SIZE 0.075 0.079" 0.085 0.083"
(0.066) (0.045) (0.010) (0.036)
MKBK 0.049 0.049 0.050 0.027
(0.135) (0.147) (0.120) (0.419)
ER -0.209 -0.252 -0.189 0.002
(0.486) (0.413) (0.511) (0.995)
AER 0.003 0.002 0.003 0.002
(0.444) (0.419) (0.404) (0.473)
LVG 1.321° 0.942 1.284" 1.411
(0.022) (0.106) (0.021) (0.015)
ALVG 0.095 0.092 0.036
(0.081) (0.094) (0.489)
CF EXP -0.441 -0.601 -0.371 -0.089
(0.577) (0.479) (0.643) (0.899)
CF UN 0.052 0.040 0.043 -0.044
(0.413) (0.527) (0.483) (0.470)
OWN CON (%) 0.002 0.003 0.002 0.004
(0.566) (0.506) (0.557) (0.391)
AOWN CON -0.004™ -0.004™ -0.004” -0.002"
(0.003) (0.001) (0.004) (0.014)
DIV_Y 0.169 0.142 0.169
(0.013) (0.044) (0.014)
ADIV -0.033 -0.043 -0.024 -0.035
(0.495) (0.363) (0.588) (0.219)
DIV/NI 0.002 0.002 0.002” 0.002"
(0.054) (0.070) (0.001) (0.046)
REP 0.100 0.047 0.028
(0.617) (0.818) (0.886)
DAY _DIF -0.002™ -0.002™ -0.002" -0.002"
(0.000) (0.000) (0.000) (0.000)
Adjusted R? (%) 23.65 17.86 24.25 11.23

Concerning the influence of ownership concentration to the completion rates, |
find that firms that are becoming more widely owned, by decredabmdholdings
owned by the majority shareholders, have higher repurchase completion rates. This

shows that when firms are becoming more widely held then the nyisbatreholders
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attan greater influence on management’s decision for the firm’s cash utilisation, and
subsequently, on the firm’s payout and share repurchase programmes completions.
Moreover, and consistent with my expectations, | find that firms that $raadier

time intervals between the time of the announcement and the repei@gramme
initiation, have higher completion rates. This shows that firms, whichtrahg
committed on materialising their intention to return their excash back to their
shareholders through a share repurchase, initiate the open market share repurchase
programme as soon as possible.

Furthermore, | find that larger firms have higher completion rates on the
announced share repurchase programme, as denoted by the positive coefficient of
SIZE. This is contrary to my expectations and the findingkkehberry et al. (2000)
where they report evidence of a negative relationship between fiemasid the
respective completion rates. Nevertheless, the results oarsizzonsistent with the
findings ofJagannathan and Stephens (200B¢re they report a positive relationship
between size and share repurchase frequency. The interpretation of thee positi
relationship of size with the completion rates, is that firms do not remadhair
shares due to their potential undervaluation (since larger firms hawer |
information asymmetries and hence are more efficiently priced), but due facthe
that they are already large firms with lower growth opportunities. Consequently, these
firms repurchase their shares in order to reduce potential agency costs.

In addition, | find no evidence of undervaluation having an influence on the
repurchase completion rates, since the proxy variddkBK, ER and4ER are not
statistically significant. Moreover, the fact that the matkdtook ratio has no
impact on the completion rates of the announced open market share repurchase
programmes is consistent with the findingsftmar and Dittmar (2008)where
they find no evidence that past or future matkdbook ratios have any effect on
repurchase activity. Finally, | find no evidence of the excess cash Hhving a
significant influence on a firm’s repurchase programme completion rate, as well as no
evidence of a relationship between the completion rates and a repetitian
repurchase programme.

In sum, | find that large firms with lower excess debt capacity phast out
dividends and decrease their ownership concentration after the share repurchas

announcement, and especially those firms that initiate the announced aspurch
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programme as soon as possible after the announcement, are more likaleto

higher share repurchase completion rates.

4.4.3. Risk Change and Risk Decomposition

When a firm announces and undertakes a share repurchase programme, it can
usually fund this programme by increasing its leverage and/or Ing usi excess
cash flow. If a firm uses leverage, this can be associatedawitim’s increase in
systematic risk. Nevertheless, if managers knowingly increaseg/éecause they
anticipate thatheir firm’s risk will decline, then the market will recognise this, thus
leading to a reduction of the firm’s stock risk (Brav, 1991) If a firm uses its excess
cash flow to fund its share repurchase programme that could meathehttm
experiences a reduction in investment opportunities, which could bedewmtias
bad news. In general, good news is on average associated withha deslystematic
risk, whereas bad news is associated with an increase in systesta(Berk et al.,
1999) Neverthedss, the market could still be aware of the firm’s existing decline in
investment opportunities, thus the reduction in excess cash can leegttacaon of
management’s likelihood of overinvesting. Therefore, share repurchases can convey
information to the market that can be associated with a reductiorstenstic risk
(Grullon and Michaely, 2004)In this section, | report evidence on risk related
information conveyed to the market through share repurchases.

Table 4.5 reports the summary statistics on the comparison of the abserve
common stock betas and the respective risk changes before and aft@utbbase
announcement, for the repurchasing firms as well as for the control firntsesele
with both matching methods (industry-size and industry-mkbk). | find that
repurchasing firms experience a marginal decline in systematic after the
announcement, but it is not statistically significant. Similarlgtp Inot find evidence
of a decline in systematic risk for the non-repurchasing firms. Tidemse | get so
far is contradicting the findings reported Bartov (1991) where a statistically
significant decline in the average beta is reported during threojalie repurchase
announcement. Nevertheless, these results are aligne®ernik and Kadlec (1994)
where they find no evidence of a firm’s systematic risk declining after a fixed price

tender offer repurchase, after controlling for potential estimation bias.
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Table 4.5 Repur chase announcement effect on risk change (daily returns).

This table reports the mean and median estimated systaisk (3 parameter of the market model)

for the test sample as well as the control sangestructed with the industry-size and industry-mkbk
matching methodsThe test sample consists of 132 firms in the U.K. thatehannounced their
intention to repurchase their shares. The industry-sidéradustry-mkbk control samples consist of 80
and130 firms respectively. The systematic risk is estinaging the daily stock returns and equally
weighted market returns for the periods of -255 to -2 daysr{pedod) and for +2 to +255 days (post-
period) relative to the day of the repurchase announce®eiy.firms with a minimum of fifty daily
returns in each of the two periods were included. AP is the difference between the beta of each
company for the year prior to the year subsequent the aceimemt. For the difference in means the t-
test p-values are reported in parentheses. For tieeetices in medians the Wilcoxon/Mann-Whitney
test p-values are reported., , and’ indicate statistical significance at the 1, 5 and 10%l leve
respectively based on the p-values.

Repur chase announcement effect on risk change

1) 2) 3) 1)-@) 1)-)
AP testand AP test and
Period relative to Test Control Sample Control Sample size- mkbk-
the repurchase Sample  (Industry-Size- (Industry-MKBK-  matched matched
announcement Matched) Matched) control control
B B B samples samples
mean  0.628 0.557 0.330 0.071 0.298"
Prior (0.239) (0.000)
median  0.620 0.413 0.211 0.207 0.410
(0.109) (0.000)
0.017 0.242”
0.623 0.605 0.380
post mean (0.7814)  (0.000)
- 0.028 0.347"
median 0.615 0.587 0.268
(0.741) (0.000)
AB - an  0.005 -0.049 -0.050
(Prior (0.911) (0.528) (0.290)
Post) median 0.006 -0.173 -0.057

(0.788) (0.415) (0.184)
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However, | find that repurchasing firms experience a statisticallyifeignt
higher risk, compared to their peers of similar valuation as captured hattketto-
book ratio for bothexpost and ex-ante periods, relative to the open market share
repurchase announcement. Even though, | do not find any evidence that share
repurchase announcements convey risk related information to the market, | find tha
repurchasing firms are already experiencing a higher risk compared to non-
repurchasing firms of the same industry and similar valuation. This méanghé
market already recognises that repurchasing firms are already experipcsgible
decline of investment opportunities, hence the market believes thatfthas belong
to a higher risk bracket, compared to their matched peers of similar valuation.

To further investigate whether the announcement for an open market share
repurchase conveys risk related information to the market, | foBswlon and
Michaely (2004) and measure the unadjusted and adjusted changes in risk, as
captured by firms’ betas in the one factor market model, and the changes in risk and
the factor loadings estimated with thRama and French (1998)ree factor model.

The results shown in Table 4.6 confirm that there is no signifedaarge in firm risk
after the share repurchase announcement, as captured by the firm betaseRtrethe
samples however, for both the unadjusted and adjusted measures of riskhafimd t
is only the change in the SMB beta that is significantly highiter the share
repurchase announcement.

The positive change in the SMB beta suggests that after a repurchas
announcement, firms behave more like growth firms rather than large amdemat
firms, which prefer to make a payout to their shareholders through share repurchases
in the open market, which are more flexible to undertake. This is alsfrmed,
when analysing firms that pay dividends per share lower than themwdize entire
sample, where the change in market risk is significant asaselhe SMB loading
factor, where it is positive and significant.

The same applies as well in the MKBK matching method on the adjuste
measure of risk in Panel B, where firms paying lower dividends aasignificant
decline in risk for the single factor market model and a posine significant SMB
factor loading. In sum, | find that firms paying lower cash dividends experia
decline in risk and retain the behaviour of a growth company rather thiaoftha

large and mature company, since they prefer to undertake a share repurchase.
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Table 4.6 Repur chase announcement effect on risk change (monthly returns).

This table reports the cross-sectional mean and mediuess of the estimated coefficients of the
simple market model:

Ty — T = a; + a,D, + b—i(rmt - rft) + bAiDt(rmt - Tft) +e
and the Fama-French (1993) three factor model:
Ty — T = A+ apDy + b_i(rmt - rft) + bAiDt(rmt - rft) +s_;SMB, +
SyDSMB, + h_,HML, + hy,D . HML, + e,
where,r;, is the monthly return on stockry, is the monthly return on three-month U.K. Treasury Bill,

T IS the monthly return on the FTSE All shares index, Bpds a dummy variable that takes the
value of one ift>t; and zero otherwise, whetgis the month of the repurchase announcement. Panel
A. reports the unadjusted changes in risk characteri®@sel B reports the adjusted changes in risk
characteristics. For each firm that has announceahtiéntion to repurchase its shares in the open
market, | estimate the monthly regressions for theetlgemars prior to the month of the announcement
(t;-36) and for the three years after the month of the aroemant(t,+36). SMB is the difference
between the monthly return of a small firms portfolionfr@ portfolio of large firmsHML is the
difference between the monthly return of a portfolichigh book-to-market firms from a portfolio of
low bookto-market firms. For estimatingMB, FTSE 100 index is used as a proxy for large firms’
portfolio and FTSE Small Cap index is used as a proxy for small firms’ portfolio. For estimating HML,
FTSE 350 Value itex is used as a proxy for a high book to market firms’ portfolio and FTSE 350
Growth index is used as a proxy for a low book to market firms’ portfolio. b—i, s—i, andh—i are the
factor loadings (betas) of firinduring the three years prior to the share repurchase anmoeimicbui,

sii, andhai are the changes in the factor loadings after theestegnurchase announcemedati is the
abnormal return of firm before the share repurchase announcementpémnglthe change in abnormal
return after the announcement of the share repurchageapime. The adjusted regression coefficient
is equal to the unadjusted coefficient minus the regnmessoefficient of each of the two control
samples (industry-size and industnibk matched) at the end of year —1, respectively. To reduce the
effect of estimation errors and eliminate the possibiitynegative values for the cost of capital, |
exclude from the sample all observations in which thelatesgalue of the change in cost of capital is
greater than the cost of capital before the shasarckase announcement. | also exclude from the
sample all observations in which the cost of capitdbreethe share repurchase announcement is
negative.”, ", and” indicate statistical significance at the 1, 5 and 10% leaspectively, for the
reported mean (median) values based on a two tailed t-testgied Wilcoxon rank test).

Panel A. Unadjusted Changes in Risk

Magnitude of
Dividends per share

Market Model Test Firms Below Median Above Median
ay; Mean -0.001 -0.003 0.001
Median -0.002 -0.011 0.003
b,; (A in market beta) Mean -0.067 -0.205* 0.069
Median -0.017 -0.178* 0.067
N 191 92 99
Three Factor Model
ay; Mean 0.003 0.005 0.002
Median 0.000 -0.005 0.001
by; (4 in market beta) Mean -0.022 -0.146 0.077
Median 0.013 -0.220* 0.103
Sp; (4 in small firm beta)  Mean 0.105* 0.202** 0.006
Median 0.084 0.195** 0.052
hy; (4 in B/M beta) Mean -0.078 -0.066 -0.077
Median 0.027 0.097 -0.076
N 191 92 99
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Table 4.6 Continued.

Panel B. Adjusted Changes in Risk

Market Mockl

QAp;

by; (4 in market beta)

Three Factor Model

QAp;

by; (4 in market beta)

Sy (A in small firm beta)

hy; (4 in B/M beta)

Market Model

QApi

by; (4 in market beta)

Three Factor Model

QApi

by; (4 in market beta)

Sy ( in small firm beta)

hy; (4 in B/M beta)

Mean
Median
Mean
Median
N

Mean
Median
Mean
Median
Mean
Median
Mean
Median
N

Mean
Median
Mean
Median
N

Mean
Median
Mean
Median
Mean
Median
Mean
Median
N

Magnitude of
Dividends per share

MKBK Matched Below Median Above Median
-0.004 -0.006 -0.003
-0.010 -0.012 -0.011
-0.093 -0.243* 0.044
-0.125 -0.225 -0.090

182 91 91
0.001 -0.001 0.003
-0.006 -0.012 -0.006
-0.023 -0.210 0.151
-0.062 -0.236 -0.050

0.263** 0.321** 0.213
0.102* 0.182* 0.056
-0.051 0.317 -0.482
0.102 0.183 -0.087
182 91 91

Magnitude of
Dividends per share

Size Matched Below Median Above Median
0.003 0.000 0.008
0.000 -0.006 0.005
-0.137 -0.296* 0.126
-0.130 -0.300** 0.081

117 73 44
0.000 -0.002 0.003
-0.003 0.003 -0.004
-0.211 -0.374* 0.061
-0.086 -0.292 -0.043
0.225* 0.266 0.159
0.148 0.097 0.200
-0.096 -0.194 0.067
-0.076 0.195 0.097

117 73 44
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Moreover, | perform a more in-depth analysis on the impact that the actual
share repurchases can have on the change of a firm’s risk, apart from the
announcement itself. I do this by estimating the firms’ systematic risk (betas) for the
year prior to the announcement of the open market share repurchase programme,
during the implementation of the programme excluding the actual tragesayis
when the actual repurchase trades took place, and finally, the year tadt
completion of the repurchase programme.

Since | do not have strong evidence that the announcement itself, of an open
market share repurchase, conveys risk related information to the markeglising
the risk changes during the different stages of the share repurchase imatemel
can see if the market follows up on the reporting of the actual repurchdes and if
it has a significant impact on a firm’s market risk. The results reported in Table 4.7
suggest that there is no change in market risk between the perwdtgrthe
repurchase programme and the period during the implementation of the repurchase
programme, since the difference in the mean betas is not sadlfssignificant. It is
notable however, that when estimating the betas only for the days derctual
repurchase trades took place, | find a significant decrease of makesimice the
mean (median) beta estimated for the period during the impletoen¢avithout the
actual trades) are significantly higher than the mean (median) digteated for only
the actual trades. In addition, | find that the beta for the adtading days is
significantly lower compared to the period during the repurchase impletioeraad
the period after the completion of the repurchase programme. Hence| sinde
evidence of a significant risk change between the period after the regaiaé the
period prior or during the repurchase, | conclude that the actual repurchasatddes
their respective reporting convey risk related information, which isvieltl up by
the market.

Further, | find that non-repurchasing firms of the same industry, and of similar
size, have consistently higher market risk and especially for the pawiday the
actual trades, where the difference in mean (median) betas hettveeeepurchasing
and non-repurchasing firms is statistically significant. In contrast, ethdence
suggests that non-repurchasing firms of the same industry and similatioralua
(proxied by the markeb-book ratio) have consistently a lower and statistically
significant risk compared to repurchasing firms. This finding, in combinatitimthe

fact that repurchasing firms have a significant decline in market risk during the days
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Table 4.7 Risk changes surrounding the actual share repurchases.

This table reports the mean and median estimated systaih (3 parameter of the market model)

for the test sample as well as the control sangestructed with the industry-size and industry-mkbk
matching methods. The test sample consists of 132 firmbenU.K. that have announced their
intention to repurchase their shares. The industry-sidéradustry-mkbk control samples consist of 80
and 130 firms respectively. Panel A. reports the respeestimated mean (median) betas for the test
sample of firms, for the four periods surrounding shapunehases and the difference in means
(medians) between the test and control samples. #&)eC, and D, report the mean and median
values of systematic risk and the respective differebetween each pair of time periods under study,
for the sample and control firms respectively. Theesystic risk is estimated using the daily stock
returns and equally weighted market returns for the peribe®5& to -2 days (pre-period), the daily
returns for the period starting after the announcemktiteoprogramme (during clean), excluding the
actual repurchase trades and ending at the day of theefastchase of the programme, the daily
returns on the days where the actual repurchase tradleplace (actual trades period) and for +2 to
+255 days (post-period) relative to the day of the repurchaseuncement. Only firms with a
minimum of fifty daily returns in each of the pre-announcemam post-completion periods were
included. AP is the difference between the beta (B) of each company for the year prior to the year
subsequent the announcement. The p-values for the difésrémeans and medians are reported.

”, and’ indicate statistical significance at the 1, 5 and 10% lespectively based on the p-values.

Control sample  Control sample AP test A test and
Panel A. Test sample (Industry-Size)  (Industry-MKBK) and size-  mkbk-
matched  matched
control control
samples samples
B mean, B mean, B mean, means means
(median) AP (median) AP (median) AP (medians) (medians)
Pre - announcement 0.649 - 0.659 - 0.259 - -0.011 0.390”
(0.613) - (0.474) - (0.170) - (0.139) (0.443y"
During clean 0.707 -0.058 0.685 -0.026 0.366 -0.107  0.021 0.341"
(0.700) -0.087 (0.526) -0.052 (0.189) -0.019 (0.174) (0.511)"
Actual trades period 0.559 0.148° 0.815 -0.129 0.357 0.009 -0.256 0.202"
(0.521) 0.178" (0.893) -0.368 (0.284) -0.095 (-0.372)"  (0.237)"
Post - completion 0.680 -0.121° 0.658 0.157 0.369  -0.012  0.022 0.31"
(0.688) -0.167" (0.638) 0.255 (0.256) 0.028 (0.050) (0.432)"
Anova F-test (p-value) 0.058 0.719 0.378
Welch F-test (p-value) 0.061 0.881 0.205
Med. y2 0.208 0.224 0.523
Adj. Med. y? 0.269 0.317 0.649
Panel B. Test sample
(E]qrgg?;lr,]) A B means (median)
Pre - announcement 0.649 -
(0.613) -
During clean 0.707 -0.058 -
(0.700) (-0.087) -
Actual trades period 0.559 0.090 0.148 -
(0.521) (0.092) (0.178)" -
Post - completion 0.680 -0.031 0.027 -0.121°
(0.688) (-0.075) (0.0112) (-0.167)
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Table 4.7 Continued.

Panel C. Control sample (Industry-Size)
%ﬁié?:r?)n’ A B means (median)
Pre - announcement 0.659 -
(0.474) -
During clean 0.685 -0.026 -
(0.526) (-0.052) -
Actual trades period 0.815 -0.155 -0.129 -
(0.893) (-0.420) (-0.368) -
Post - completion 0.658 0.002 0.028 0.157
(0.638) (-0.165) (-0.113) (0.255)
Panel D. Control sample (Industry-MKBK)
B(?T:Z(;ri]aer%n’ A B means (median)
Pre - announcement 0.259 -
(0.170) -
During clean 0.366 -0.107 -
(0.189) (-0.019) -
Actual trades period 0.357 -0.098 0.009 -
(0.284) (-0.114) (-0.095) -
Post - completion 0.369 -0.110 -0.003 -0.012
(0.256) (-0.086) (-0.067) (0.028)

of the actual repurchase trades, supports the argument that the actualaokein m
share repurchase trades are perceived to be good news due to the redactcy
costs.

For robustness checkanalyse the repurchasing firms’ total risk, measured by
the total variance of the stock returns, to its two primary componentsystematic
risk and the idiosyncratic (firm specific) risk. | do this in two stadgeésst, for the
one-year period before and after the share repurchase announcement. Second, for the
four distinct time periods surrounding share repurchases. In detail, these tiogs pe
are, the year prior to the repurchase announcement, the period during the sgpurcha
programme, excluding the actual repurchase trades, the days where ocatjuide
repurchase trades took place, and finally the period after the repurchase pregram
was completed. For robustness check, | replicate the estimations for both the industry

size and industry-mkbk control samples.
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Table 4.8 Risk Decomposition surrounding shar e repur chase announcements.

This table reports the components of a firm’s total risk and their respective shift in relative importance
on the overall risk for 1997 to 2006. The test sample consfsi82 firms in the U.K. that have
announced their intention to repurchase their shares.ifidustry-size and industry-mkbk control
samples consist of 80 and 130 firms respectively. Pand And C, report the respective estimated
means of the risk components for the test- and thecomtrol firm samples. The risk components are

derived based on the simple market modflis a firm’s variance of returns (total risk).8> o7 'is the

Tm

market component of total risk‘xgi is a firm’s idiosyncratic risk. All the variance terms have been
multiplied by 10 for reporting purposes. The risk decomposition is estiinaging the daily stock
returns and equally weighted market returns for the pedbe®55 to -2 days (pre-period) and for +2
to +255 days (post-period) relative to the day of the repseclamnouncement. Only firms with a
minimum of fifty daily returns in each of the pre-announcemam post-completion periods were
included. The p-values for the differences in means are mport, , and  indicate statistical
significance at the 1, 5 and 10% level respectively bas¢ldeop-values.

Panel A. Test Sample
Estimated Variance  Systematic risk Idiosyncratic Risk
(G Bz 02,) (02)
Pre 4.089 0.500 3.583
(100%) (12.37%) (87.63%)
Post 3.948 0.600 3.388
(100%) (14.17%) (85.83%)
A in means 0.141 -0.054 0.195
p-value 0.783 0.540 0.693
Panel B. Control sample (Industr)Size)
Estimated Variance  Systematic risk Idiosyncratic Risk
(97,) (B,.0%,) (08)
Pre 6.458 0.400 6.036
(100%) (6.54%) (93.46%)
Post 6.994 0.500 6.464
(100%) (7.58%) (92.42%)
A in means -0.536 -0.108 -0.428
p-value 0.732 0.331 0.773
Panel C. Control sample (Industry-MKBK)
Estimated Variance  Systematic risk Idiosyncratic Ri&
(O-T?i) (ﬁfnia,gm) (O-ezl')
Pre 10.174 0.200 10.020
(100%) (1.51%) (98.49%)
Post 9.423 0.200 9.204
(100%) (2.32%) (97.68%)
A in means 0.750 -0.065 0.815
p-value 0.222 0.678 0.702

18C



Table 4.8 reports the results on the effect that an open market ghachese
announcement can have on a firm’s risk. The results show that there is no statistically
significant change on the average total risk, or on the systearati¢diosyncratic
risk. Hence, these results confirm the previous findings that the anncemiciége!f
does not convey risk related information to the market.

Panel A of Table 4.9 reports the results for the risk decompositionefdotin
time periods surrounding share repurchases. Panels B and C report the risk
decomposition for the four time periods surrounding share repurchases for the two
control samples. Panel D reports the respective differences imistdetween each
time period of the estimation. The results shavit repurchasing firms’ total risk
during the days where the actual trades are taking place is sigtlfidower,
compared to the total risk for the time period prior to the repurchase annomhesme
well as compared to the period after the completion of the repurphag@mme. In
addition, I find that the repurchasing firms’ total risk for the period after the
repurchase programme completion is significantly higher compared to ttual peri
prior to the announcement and the period during the repurchase programme
implementation. | repeat the estimations for the two control sampidsl, #nd no
significant differences in average risk for any of the four time periog®wnding
share repurchases.

In sum, | find that the open market share repurchase announcements do not
convey information to the market that can affect a firm’s risk. However, | find that
the actual share repurchase trades and their respective reporting dibe miski
related information to the market. Moreover, repurchasing firms experience a
significant decline in total risk as well as in systematid idiosyncratic risk during
the days when the actual repurchase trades take place. In addition, | find evidence that
repurchasing firms’ risk increases significantly after the completion of the repurchase

programme.
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Table 4.9 Risk Decomposition surrounding the actual share repurchases

This table reports the components of a firm’s total risk and their respective shift in relative importance

on the overall risk for 1997 to 2006. The test sample consfsi82 firms in the U.K. that have
announced their intention to repurchase their shares.ifidustry-size and industry-mkbk control
samples consist of 80 and 130 firms respectively. Panedp®rts the respective estimated average risk
components for the test sample of firms, for the fo@riods surrounding share repurchases and the
difference in means between the test and control gsmphnels B, and C, report the average values of
the total risk components. Panel D, reports the respecifferetices in means for each risk
component, between each pair of time periods under sfodyhe sample firms and control firms
respectively. The risk components are derived based on riiesimarket modelafi is a firm’s

variance of returns (total risk)3? o7 is the market component of total risk; is a firm’s
L

idiosyncratic risk. All the variance terms have beeriiplied by 10 for reporting purposes. The risk
decomposition is estimated using the daily stock returnsegudlly weighted market returns for the
periods of -255 to -2 days (pre-announcement), the periodngtatter the announcement of the
programme (during clean), excluding the actual repurchaskedrand ending at the day of the last
repurchase of the programme, the daily returns on thewlagee the actual repurchase trades took
place (actual trades period) and for +2 to +255 days (post-etionl relative to the day of the
repurchase announcement. Only firms with a minimum of fifafly returns in each of the pre-
announcement and post-completion periods were included. -Vakigs for the differences in means
are reported.”, ', and” indicate statistical significance at the 1, 5 and 109l leespectively based
on the p-values.

Pand A. Test Sample
Estimated Variance Systematic risk Idiosyncratic Risk
(07) (B3, 0%) (02)
Pre - announcement 3.359 0.471 2.888
(100%) (14.02%) (85.98%)
During clean 3.187 0.549 2.638
(100%) (17.23%) (82.77%)
Actual trades period 3.017 0.743 2.274
(100%) (24.61%) (75.39%)
Post- completion 4,587 0.787 3.800
(100%) (17.16%) (82.84%)
Anova F-test 0.001 0.074 0.003
Panel B. Control sample (Industr§ize)
Estimated Variance Systematic risk Idiosyncratic Risk
(o7) (BA,0%) (02)
Pre - announcement 5.579 0.462 5.116
(100%) (8.28%) (91.72%)
During clean 6.485 0.848 5.637
(100%) (13.08%) (86.92%)
Actual trades period 10.810 1.534 9.276
(100%) (14.19%) (85.81%)
Post- completion 6.536 0.693 5.843
(100%) (10.60%) (89.40%)
Anova F-test 0.124 0.000 0.247
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Table 4.9 Continued.

Pand C. Control sample (IndustriyiKBK)
Estimated Variance Systematic risk Idiosyncratic Risk
(o7, (Brio%,) (08)
Pre - announcement 8.020 0.095 7.924
(100%) (1.19%) (98.81%)
During clean 9.852 0.808 9.044
(100%) (8.20%) (91.80%)
Actual trades period 6.883 0.153 6.730
(100%) (2.22%) (97.78%)
Post- completion 7.713 0.351 7.362
(100%) (4.55%) (95.45%)
Anova F-test 0.898 0.462 0.940
Pane D. Differencesin Means of Total Risk (07,
Test Industry- Size Industry— MKBK
Pre - announcemen 1 1 1
During clean 0.172 1 -0.906 1 -1.832 1
(0.651) (0.523) (0.504)
Actual trades period 0.342 0.170 1 -5.232 -11.717 1 1.137 -8.715 1
(0.081) (0.280) (0.199) (0.180) (0.799)  (0.610)

Post - completion -1.228° -1400° -1.570" -0.957 -0.051 -18.253 0.306 2.138 -16.428
(0.026)  (0.020)  (0.002) (0.456) (0.970) (0.155) (0.861) (0.475)  (0.867)

These results confirm that firm risk significantly declines dutiregdays where
the actual trades take place. This suggests that the actwalrepurchase trades are
followed up by the market and are perceived as being good news. Hence, witnessing a
decline in firm risk(Berk et al., 1999)Moreover, | argue that the findings on the
decline in risk during the actual repurchase trades, and not on the opat share
repurchase announcement, is in line witullon and Michaely (2004who argue
that the market is already aware of the decline in future inesgtiwpportunities.
Hence, the actual repurchases are perceived to be good news for the rexdubgon
agency costs. Therefore, | find that risk changes during the actualreparehase

trades, and not on the open market share repurchase announcement, which is not a
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commitment to the firm. Finally, the increasé mwpurchasing firms’ risk for the

period after the completion of the repurchase programme, compared to the period
during the repurchase programme, and especially compared to the period prior to the
repurchase announcement, reflects the expected decline in future ®Evestm
opportunities.

4.5. Summary and Conclusions

The goal of this chapter is to identify whether firms in the .Lt&mplete the
announced open market share repurchase programmes and to what proportion, and
the determinants that underlie the respective completion ratedditioa, this study
aims to identify whether managers trade strategically (i.e. maérketg or price
support), and if there are any significant risk changes surrounding the enka®fyc
open market share repurchases from the time of the announcement, to the
programmes initiation and completion. For achieving this goal | identify 197
announcements of intention to repurchase shares in the open market from
corporations primarily listed in the United Kingdom, from af January 1997
through 3% of December 2006.

| find that U.K. firms repurchase on average (median) 74% (54%) of the shares
intended to repurchase at the time of the announcement, and it takesrage ave
(median) 69 (21) days after the announcement for firms to initiate theircheyser
programme. In addition, | find that 31% of the firms that have announced their
intention to repurchase their shares, have not bought back any of their shares.
Furthermore, | find that firms that increase their leverage, pay ouledigs, and
decrease their ownership concentration after the share repurchase annourarament,
especially those firms that initiate the announced share repurchase pnegesn
soon as possible after the announcement, have higher share repurchase completio
rates. Concerning the managers’ potential strategic trading, the evidence show that
the managerial incentive for undertaking the actual repurchases isyypjoert rather
than market timing. In addition, the announcement of intention to repurchase share
does not have a significant effect on firm risk. Nevertheless, Ithatithe actual
repurchase trades and their respective reporting do provide risk refat@lation to
the market. Moreover, repurchasing firms experience a significant declidal

risk, as well as in systematic and idiosyncratic risk, dutfregdays when the actual
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repurchase trades take place. Finallfjntl evidence that repurchasing firms’ risk
increases significantly after the completion of the repurchase programncé whi
reflects the expected decline in future investment opportunities.

The contribution of this chapter is the investigation of the Ufins’
completion rates of open market share repurchases, and the identifofatienfirm
specific characteristics that influence the respective corapletites. In addition, it
contributes by investigating if managers repurchase strateg{callymarket timing
or price support hypotheses), as well as analysing if open market shardaspsrc
convey information that can affect firm risk, an area that has not \agerously
investigated. Finally, this chapter contributes by analysing if the marketvilip on
the actual daily repurchase trades, which will be reflected orrethgective risk
changes, and by providing a broad and clear picture on overall firm risk.id hi
accomplished by performing a risk decomposition surrounding the entire process of
open market share repurchases, from the announcement of the repurchase programme

and its initiation, to the short term period after its completion.
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Chapter 5.

5. Concluding Remarks

In recent years, share repurchases, and in particular open market share
repurchases, have been gaining an increasing popularity as a payout metkaessf
cash to shareholders, apart from regular cash dividends. It is notabla, thatturn
of the millennium, for the first time, the amount spent by corporations in nitedJ
States for repurchasing shares surpassed the respective amount spent on cash
dividends. Even though this does not apply on the European markers, an increasing
number of corporations in Continental Europe recently announced their intention to
repurchase their shares in the open market. This is due to a numbeulaforgg
restrictions in a number of European countries that rendered open market share
repurchases either illegal or quite complicated to undertake. Due taptoening
popularity of open market share repurchases, a number of theories have been
developed by the literature in order to identify and establish wisyahly recently
that share repurchases are commonly employed and what are their, eSestd| as
the information content of such decisions. The most commonly accépiaues that
have been developed in the literature to explain the decision tocheger, are the
agency costs of free-cash-flows, the signalling of undervaluation, Icapita
restructuring, taxation, and dividend substitution hypotheses.

The motivation of this thesis are the conflicting results derived froen t
investigation of the aforementioned hypotheses, the lack of international, and
especially European data, and particularly the fact that thatliterso far has been
investigating share repurchases through single-market analyses, vpdnfmrtning a
cross-country analysis, which can provide a direct comparison of thegénoh the
literature, and evaluate them through different regulatory, cultural, atiditiosal
settings. Therefore, | have investigated the effects to the market ahhouncement
of intention to repurchase shares in the open market, the management’s
incentives for doing so, in a cross-country framework. In addition, | have adafys
managers in the United Kingdom time their decision to repurchasesslaad if they
complete the intended repurchase programmes, as well as if the anneniheach
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the reporting of actual repurchase trades convey any information todatiet that
will impact the firms’ risk.

For conducting this research, a comprehensive sample has been employed of
970 hand-collected newsa@uncements of corporations’ intention to repurchase
their shares in the open market, of which 513 announcements took place in the United
Kingdom, 263 in France and 194 in Germany. From the investigation of the
managerial incentives for announcing an open market share repurchase program
becomes evident that the same motives do not apply in every country. | find that in all
three countries, firms that are large, and have low levels of owparshcentration
are more likely to announce their intention to repurchase their shares ape¢he
market. Further, I find only in the U.K. that firms’ low growth with high excess cash
levels can have a significant impact on the likelihood of annagren open market
share repurchase programme. In addition, | find some evidence in France and
Germany, that a firm’s potential undervaluation has a significant impact on the
decision to announce a share repurchase. Finally, | find for all three cotimti¢ise
dividend pay out has a positive relationship with the propensity to annosiare
repurchase, hence supporting the hypothesis that share repurchases edebyiew
managers as complements rather than substitutes to dividends.

| find a positive abnormal market reaction to the announcement of open market
share repurchases, which varies significantly among the three countries and
significantly lower than the average market reaction reported in Usarobsstudies.
Furthermore, | find a significantly higher market reaction on the initialinghase
announcement, compared to subsequent repurchase announcements made by the same
firm, suggesting that subsequent announcements convey less information to the
market. In addition, | find in all three countries that size and pase ghrce
performance have a significant impact on the market reaction. Moreoigeonity in
the United Kingdom that firm leverage and regulatory as well»asltanges have a
significant impact on the market reaction to share repurchase announcements.

Finally, focusing on the actual open market share repurchase tratiesUrkKt,
| find that approximately only 70% of the firms that have announced their intéation
repurchase their shares have eventually initiated the repurchase nprogrdn
addition, the evidence shows that on average firms repurchase apprbxirdéteof
the shares targeted at the time of the announcement and for thoséhtit they do

initiate the repurchase programme, it takes on average 69 days fotahdmso.

187



Furthermore, | find that firms that increase their leverage, pay ouletids and
decrease their ownership concentration after the share repurchase annourarament,
especially those firms that initiate the announced repurchase progrdmarseoner
after the announcement, are the ones who are more committed, and Heere hig
completion rates. In addition, | find that the managerial incentivedioyiag out the
actual repurchase trades is to provide price support. Lastly, the evislemes that it
is the actual share repurchase trades, and their respective repanihgot the
repurchase announcements, that convey risk related information to the market.

The contribution of this thesi® the existing literaturés as follows: | explore
the existing gaps in the main contending hypotheses and invedtigaimpact of tax
and regulatory changes on the market reaction to open market share repurchase
announcements, as well as reflecting the level of homogeneity abeo#wée main
European markets. In addition, | provide an analysis of the signalling of
undervaluation hypothesis. Moreover, this thesis contributes by examining and
identifying what are the managerial incentives for publicly announcing @&m op
market share repurchase. Furthermore, it contributes on the conflictingisshere
repurchases and the substitutability of dividends. This thesis also previdesough
analysis of the actual repurchases trades and the completiomfrétesannounced
repurchase programmes. What is more, this thesis delves into themwestther
managers show timing ability for the actual share repurchase toadde they
repurchase for price support. In addition, it thoroughly examines the impadbghat t
announcement, and even more so, the reporting of the actual share sptnatias
have on firms’ risk. Finally, this thesis documents that in varying markets the
managerial motives for an open market share repurchase and the market’s reaction as
well, diverge significantly.

It should be noted though, that this thesis has not focused on a number of other
important issues that have not yet been thoroughly investigated iextbing
literature. One of these issues is the long-term share price mparfoe, operating
performance and profitability of those firms that have announced their intention to
repurchase their shares in the open market. This can be taken ofhgrtsip and
investigate if their respective performance varies significabéiween firms tht
have completed or were near to completion of their respective repurchase
programmes, and those that have not repurchased at all, or only a smalt npéimbe

shares compared to the shares targeted at the time of the announcement.
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Another important issue, is the mapping of the specific ownership structure of
repurchasing firms, such as the proportion of shares owned by institutionabravest
and other block-holders, and the effect that this may have on thehdéélito
announce an open market share repurchase programme, and their respective
completion. This would be a very interesting issue to investigiie, to the
potentially conflicting interests, tax strategies, and benefits #elt ehareholding
group may have. In addition, the potential of any changes occurring on thesbipne
type and structure prior to the firms’ announcement of intention to repurchase their
shares could potentially have a significant impact on the markdtoratue to the
potential shift of the firms’ existing agency costs.

Moreover, it is has not been clearly established if analysts rénsecstimates
after the announcement of a share repurchase, or if it is that firms maieea
market share repurchase announcement, and actually repurchase their siraess in
to meet the analysts’ recommendations. Furthermore, the investigation of the
potential effects that the actual share repurchase trades may have on firms’ liquidity,
which is a very interesting and relatively unexplored issue, fallsdeutise scope of
this thesis. In addition, this thesis does not investigate the hiagieover deterrence
hypothesis nor the options funding hypothesis. However, firms that repurchase their
shares in order to fend off a hostile takeover they are more likelyttuidaia fixed-
price tender offer or Dutch auctions share repurchases, which allows tthem
repurchase a large number of their shares in a short period of time atpe@fed
price range, thus making it a more efficient takeover deterrent msohaontrary to
open market share repurchases as previously argued in this thesis. iRegaedi
options funding hypothesis, the reason that it is not investigated itnéisis is that it
has a greater impact on the actual share repurchase trades tteth on the
announcement of intention to repurchase shares in the open market. Nevertheless
could weigh on the decision to make an open market share repurchase aneatincem
and therefore one should keep this in mind when interpreting the findingssof thi
research.

An additional limitation of this research is the fact that it dogsconsider any
macroeconomic factors such as business cycles and market trends, whichdzbul
more explanatory power on the investigation of the motives for announcing the
intention to repurchase shares in the open market but also for the execution of the

actual share repurchase trades. However, the time period emplopesiresearch is
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not sufficient enough to allow the investigation of the impact of argliogy
macroeconomic effects since open market share repurchases in two ofethe t
countries analysed in this research (i.e., France and Germany) werewetgbrior

to 1997, thus restricting the time span of this research.

When analysing the market reaction to the announcement of intention to
repurchase shares in the open market, this research does not focus on the
announcement specific information that each announcement carries, i.e.dinet am
or proportion of common shares to be repurchased at the time of the announcement.
The reason for this is twofold. First, in Germany and France the overwhelming
majority of the sample firms routinely announce the maximum proportion of shares
allowed to be repurchased, therefore by including the announcement specific
information it would not provide any meaningful results. Second, in the United
Kingdom, a considerable portion of the sample firms announce only thentiort to
repurchase their shares in the open market without providing any details regarding the
targeted amount of shares to be repurchased, which would considerably treduce
overall sample firms to be tested. Moreover, even though the magdrithe
announcements sampling is based on individual stand-alone announcemests, it
includes announcements of intention to repurchase shares in the open market
following firms’ annual or extraordinary general shareholder meetings (AGM/EGM)
which could carry other types of information that could potential affect thketna
reaction on the day of the announcement. However, it should be clarifieth¢ha
sample of announcements does not include any financial announcements, Ifinancia
results, financial estimates etc., which would contaminate then§iadin the market
reaction to open market share repurchases and their respective irierpreta
However, | acknowledge the fact that by not investigating the ampé the
announcement specific information on the market reaction to open market share
repurchase announcements, the findings and interpretation of this research should be
treated with caution.

Furthermore, this research focuses only on open market share repurchases
without accounting for fixed-price tender offers or Dutch auction repurchasess This
due to the fact that the open market share repurchases have gaimedeaning
popularity in the U.S. and the U.K. as a payout method since th&980s, whereas
it was in the late 1990s that share repurchase became popular in Conttueope

due to regulatory restrictions. Furthermore, open market share repurchases have
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become popular due to the different characteristics between open sizaketand

fixed price repurchases, as well as due to the greater flexibility,of.commitment

and virtually no cost bearing that the open market share repurchase mechanism offers.
Thus, open market share repurchases have become a significant corporatnéve
payout method that deserves to be studied individually in its own right. Consequently,
one of the drivers of this research is to have a comprehensive awdlyisssmarket
reaction as well as managerial incentives for open market sharchases, since

this method has different effects on the market as well as on managers’ motives
compared to tender offers and Dutch auctions.

When investigating the actual open market share repurchase trades a
specifically the market timing versus the price support hypothesis irUthied
Kingdom, it must be noted that there exist a regulatory constraimettaicts firms
from repurchasing their shares at a price that is higher than thpereent of the
firm’s market price for the five business days prior to the repurchase trade. Therefore,
this could potentially have impact the managers’ flexibility on timing their trades in
order to provide price support or to exploit a potential market mispricing avit
subsequent price increase. However, this should not have any signifiqeut im
the case where managers would strive to time their trades and repurchase the shares at
lower prices and therefore providing evidence in favour of the marketgtimin
hypothesis. Nevertheless, even though there is a regulatory constrain on the price paid
for the repurchased shares, the evidence shows that managers do payelyrelati
higher price in order to provide price support. When analysing the impéabe of
regulatory change that allowed firms to keep the repurchased shares as Treasury stock
on the market reaction to open share repurchase announcements, it musd bgahote
even after the regulatory change, firms routinely kept cancellirepat & proportion
of the repurchased shares. Therefore, even though Treasury stock is a ¢ipitale
management tool that firms can make use of, the findings on tHestnraaction
should be treated with caution.

Finally, the fact that firms that have announced their intentborepurchase
their shares in the open market and have actually implemeh&drtnounced
repurchase programmes have low systematic risk (low betas), suarthst can be
further investigated in order to identify what are the characteristittse those firms

that drive the low betas. This can be investigated even further bégsass whether
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the low systematic risk is the cause or the driver for the actual regmer¢rades or it
is the outcome of their share repurchase intention and/or actual repurchase trades.

In sum, it is acknowledged that this thesis has certain limitatodscaveats
which must be taken into consideration when interpreting the findings aotisre
presented in this research. Furthermore, these limitations can conatifetgile
ground for further research that could strengthen the findings and outcomes of this
thesis, as well as add to our knowledge regarding open market sharéasparand

in general the payout policies that firms choose to employ.
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7. Appendix

Appendix A. Correlation analysisfor the industry-matched samples
This table reports the correlation matrices for each variable employed in thedalgilsfor the industry matching method for the United
Kingdom, Germany and France respectively. The p-values indicatingistdiiistignificant correlation for each pair of variables are reported in

parentheses.
Industry-Matched (United Kingdom)

REP
DUMMY CF DFCF  LVG OWN_CON SIZE (ASSETS) RET1YR MKBK DTAX DIV_Y  DIV/NI
REP DUMMY 1
CF 0.143 1
(0.002) -
DFCF 0.172 0.008 1
(0.000)  (0.866) -
LVG 0.068 -0.019  -0.028 1
(0.139)  (0.671) (0.544)  -----
OWN_CON -0.300 -0.117 -0.087  0.004 1
(0.000)  (0.010) (0.057) (0.922) -
SIZE (ASSETS)  0.459 0.238 0126  0.261 -0.545 1
(0.000)  (0.000) (0.006) (0.000)  (0.000) -
RET 1YR -0.013 0.011  0.021  -0.011 -0.066 0.041 1
(0.775)  (0.811) (0.649) (0.813)  (0.148) (0.368) -
MKBK -0.044 0.025  -0.005  -0.028 0.028 -0.045 -0.031 1
(0.335)  (0.585) (0.909) (0.533)  (0.535) (0.322) (0.497) -
D TAX -0.034 -0.039 -0.026  -0.007 0.057 -0.129 0.019  -0.092 1
(0.461)  (0.393) (0.570) (0.885)  (0.211) (0.005) (0.671) (0.044) -
DIV_Y 0.112 0.231  0.005  0.021 -0.182 0.162 -0.009  -0.096  0.028 1
(0.014)  (0.000) (0.919) (0.649)  (0.000) (0.000) (0.843) (0.035) (0.533) -
DIV/NI -0.034 -0.024  0.016  -0.009 0.025 0.001 0.039  -0.045 0.033  0.001 1
(0.455)  (0.605) (0.725) (0.836)  (0.578) (0.974) (0.390) (0.327) (0.468) (0.987)  -----
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Appendix A. Continued

REP DUMMY

CF

DFCF

LVG

OWN_CON

SIZE (ASSETS)

RET 1YR

MKBK

D TAX

DIV_Y

DIV/INI

REP
DUMMY

0.050
(0.486)
-0.002
(0.981)
-0.115
(0.112)
-0.317
(0.000)
0.255
(0.000)
-0.046
(0.529)
0.005
(0.950)
0.039
(0.586)
-0.018
(0.804)
0.106
(0.141)

CF

-0.028
(0.696)
-0.050
(0.487)
-0.056
(0.443)
0.056
(0.439)
0.031
(0.664)
-0.073
(0.315)
-0.009
(0.904)
0.012
(0.866)
0.009
(0.899)

DFCF

0.277
(0.000)
-0.065
(0.372)

0.351
(0.000)

0.084
(0.246)
-0.319
(0.000)

0.143
(0.047)

0.051
(0.479)

0.056
(0.435)

LVG

-0.051
(0.478)
0.276
(0.000)
-0.019
(0.794)
-0.071
(0.325)
0.027
(0.706)
-0.045
(0.532)
0.028
(0.697)

Industry-Matched (Germany)

OWN_CON

-0.226
(0.002)
0.094
(0.195)
-0.009
(0.897)
0.085
(0.242)
0.209
(0.004)
-0.121
(0.094)

SIZE (ASSETS)

0.139
(0.053)
-0.078
(0.278)

0.273
(0.000)

0.126
(0.082)

0.242
(0.001)

RET 1YR MKBK

(0.342)
0.024
(0.736)
0.009
(0.903)

DTAX DIV_Y
1

-0.069 1

(0.339) -

0.039  0.158 1
(0.588) (0.028)  ----
0.020 0117  0.056
(0.782) (0.106)  (0.441)

DIV/NI
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Appendix A. Continued

REP DUMMY

CF

DFCF

LVG

OWN_CON

SIZE (ASSETS)

RET 1YR

MKBK

D TAX

DIV_Y

DIV/INI

REP
DUMMY

0.147
(0.030)
0.197
(0.004)
0.006
(0.926)
-0.377
(0.000)
0.477
(0.000)
0.058
(0.393)
0.118
(0.083)
0.052
(0.442)
-0.016
(0.816)
0.152
(0.025)

CF

-0.034
(0.614)
-0.145
(0.032)
0.140
(0.039)
0.018
(0.790)
-0.007
(0.914)
0.276
(0.000)
-0.089
(0.191)
0.011
(0.874)
-0.012
(0.858)

DFCF

-0.018
(0.794)
-0.040
(0.562)
0.246
(0.000)
-0.034
(0.614)
-0.257
(0.000)
-0.023
(0.738)
0.032
(0.638)
-0.008
(0.904)

LVG

-0.115
(0.090)
0.226
(0.001)
0.102
(0.133)
-0.061
(0.368)
0.099
(0.147)
-0.075
(0.268)
0.008
(0.901)

Industry-Matched (France)

OWN_CON

-0.437
(0.000)
-0.125
(0.066)
0.002
(0.980)
-0.061
(0.371)
-0.037
(0.590)
-0.153
(0.024)

SIZE (ASSETS)

0.077
(0.260)
-0.063
(0.357)

0.117
(0.086)

0.065
(0.342)

0.251
(0.000)

RET 1YR MKBK

(0.609)
0.098
(0.149)
0.001
(0.983)

DTAX DIV_Y
1
0.003 1
(0.960)  -----
-0.082  0.029 1
(0.229) (0.672) -
0.037 -0.017  0.041
(0.591) (0.808)  (0.545)

DIV/NI



Appendix B. Correlation analysisfor the mar ket-to-book-matched samples

This table reports the correlation matrices for each variable employed in thedolgilsfor the marketo-book matching method for the United
Kingdom, Germany and France respectively. The p-values indicatingistdiiistignificant correlation for each pair of variables are reported in
parentheses.

Marketto-book-Matched (United Kingdom)

REP DUMMY CF DFCF LVG OWN_CON  SIZE (ASSETS) RET1YR DTAX DIV_Y  DIVINI
REP DUMMY 1
CF 0.175 1
(0.000) -
DFCF 0.042 -0.006 1
(0.350) (0.891) -
LVG 0.082 -0.002  0.031 1
(0.065) (0.964)  (0.486) -
OWN_CON -0.325 -0.137  -0.050  -0.189 1
(0.000) (0.002) (0.262)  (0.000) -----
SIZE (ASSETS) 0.478 0.232  0.186  0.320 -0.529 1
(0.000) (0.000)  (0.000)  (0.000) (0.000) -
RET 1YR -0.004 -0.010  -0.029  0.019 -0.029 -0.020 1
(0.933) (0.822)  (0.520)  (0.674) (0.510) (0.658) -
D TAX -0.060 -0.103  0.041  -0.030 0.023 -0.070 0.009 1
(0.175) (0.020) (0.359)  (0.494) (0.608) (0.115) (0.835) -
DIV_Y -0.038 0.148  0.113  -0.040 -0.073 0.015 -0.044 0.159 1
(0.397) (0.001) (0.011) (0.371) (0.101) (0.729) (0.317)  (0.000) -
DIV/NI 0.035 0.009  0.056  0.039 -0.033 0.064 0.006 -0.058  0.027 1
(0.434) (0.844)  (0.210)  (0.382) (0.451) (0.148) (0.885)  (0.194)  (0.548) -
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Appendix B. Continued

REP DUMMY

CF

DFCF

LVG

OWN_CON

SIZE (ASSETS)

RET 1YR

D TAX

DIV_Y

DIV/NI

REP DUMMY

0.085
(0.232)
-0.073
(0.305)
-0.171
(0.015)
-0.442
(0.000)
0.267
(0.000)
-0.196
(0.005)
-0.047
(0.510)
-0.238
(0.001)
0.055
(0.439)

CF

-0.039
(0.586)
-0.138
(0.051)
-0.084
(0.235)
0.030
(0.672)
-0.120
(0.091)
0.070
(0.323)
0.002
(0.974)
0.114
(0.108)

DFCF

0.123
(0.083)
0.003
(0.964)
0.248
(0.000)
-0.018
(0.799)
0.072
(0.307)
0.147
(0.038)
0.027
(0.707)

Marketto-book-Matched (Germany)

LVG

-0.075
(0.293)
0.132
(0.062)
0.152
(0.031)
-0.051
(0.471)
0.121
(0.088)
-0.134
(0.057)

OWN_CON

-0.333
(0.000)
0.097
(0.171)
0.069
(0.334)
0.153
(0.030)
0.020
(0.777)

SIZE (ASSETS)

(0.271)
-0.039
(0.585)

RET 1YR

0.079
(0.265)
0.069
(0.330)
-0.103
(0.145)

D TAX DIV_Y

-0.006 1
(0.929) -

0.009 0.152
(0.899)  (0.032)

DIV/NI



Appendix B. Continued

REP DUMMY

CF

DFCF

LVG

OWN_CON

SIZE (ASSETS)

RET 1YR

D TAX

DIV_Y

DIV/NI

REP DUMMY

0.060
(0.324)
0.057
(0.352)
0.142
(0.020)
-0.342
(0.000)
0.391
(0.000)
0.021
(0.733)
0.018
(0.764)
0.006
(0.917)
0.164
(0.007)

CF

(0.012)
0.068
(0.262)
-0.011
(0.858)
-0.159
(0.009)
0.087
(0.155)
0.004
(0.946)
0.045
(0.464)

DFCF

0.094
(0.122)
-0.028
(0.644)

0.313
(0.000)

0.143
(0.019)
-0.034
(0.575)

0.144
(0.018)

0.056
(0.362)

Marketto-book-Matched (France)

LVG

-0.174
(0.004)
0.315
(0.000)
0.097
(0.111)
0.039
(0.526)
0.008
(0.893)
0.034
(0.581)

OWN_CON

-0.432
(0.000)
0.101
(0.097)
-0.115
(0.059)
0.084
(0.170)
-0.095
(0.119)

SIZE (ASSETS)

(0.065)
0.064
(0.293)
0.138
(0.023)

RET 1YR

(0.458)
0.037
(0.543)

DTAX DIV_Y
1
-0.161 1
(0.008) -
0.055  -0.035
(0.368)  (0.565)

DIV/NI
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Appendix C. Correlation analysisfor the size-matched samples

This table reports the correlation matrices for each variable employed in thedofgilsfor the size matching method for the United Kingdom,
Germany and France respectively. The p-values indicating statissmglificant correlation for each pair of variables are reported in
parentheses.

Size-Matched (United Kingdom)

REP DUMMY  CF DFCF LVG OWN_CON RET1YR  MKBK D TAX DIV_Y  DIVINI
REP DUMMY 1
CF 0.052 1
(0.243) -
DFCF 0.032 -0.046 1
(0.474) (0.297) -
LVG -0.024 0.020 0.074 1
(0.584) (0.653)  (0.097) -
OWN_CON -0.106 -0.058  -0.099 -0.116 1
(0.016) (0.187)  (0.025) (0.009) -
RET 1YR -0.040 -0.106 0.069 0.034 -0.037 1
(0.365) (0.016)  (0.118) (0.441) (0.406) -
MKBK 0.013 -0.067  -0.015 0.068 -0.020 -0.065 1
(0.776) (0.132)  (0.732) (0.127) (0.654) (0.144) -
D TAX -0.027 -0.084  0.020 0.012 -0.083 0.092 0.022 1
(0.541) (0.057)  (0.653) (0.792) (0.061) (0.037) (0.617) -
DIV_Y 0.048 0.181 0.250 0.024 -0.137 -0.043 -0.049 0.122 1
(0.281) (0.000)  (0.000) (0.591) (0.002) (0.336) (0.269) (0.006) -
DIV/NI 0.034 0.043 -0.005 0.013 -0.081 -0.007 0.004 -0.058 0.020 1
(0.445) (0.332)  (0.902) (0.767) (0.068) (0.873) (0.934) (0.192)  (0.644) -
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Appendix C. Continued

REP DUMMY
REP DUMMY 1
CF -0.010
(0.887)
DFCF 0.039
(0.571)
LVG -0.095
(0.169)
OWN_CON -0.498
(0.000)
RET 1YR -0.094
(0.173)
MKBK 0.135
(0.051)
D TAX -0.026
(0.710)
DIV_Y -0.200
(0.004)
DIV/NI -0.123
(0.074)

CF

-0.017
(0.801)
-0.134
(0.052)
-0.051
(0.464)
-0.161
(0.020)
0.152
(0.027)
0.022
(0.752)
0.210
(0.002)
0.053
(0.445)

DFCF

0.116
(0.092)
-0.098
(0.158)
0.066
(0.338)
-0.249
(0.000)
0.183
(0.008)
0.242
(0.000)
0.078
(0.261)

Size-Matched (Germany)

LVG

-0.092
(0.183)
0.006
(0.927)
-0.111
(0.109)
-0.006
(0.928)
-0.016
(0.821)
0.077
(0.265)

OWN_CON

0.097
(0.162)
-0.067
(0.334)
-0.012
(0.859)
0.152
(0.027)
0.145
(0.036)

RET 1YR

0.014
(0.836)
0.086
(0.216)
0.063
(0.365)
-0.041
(0.559)

MKBK

0.016
(0.816)
-0.154
(0.026)
-0.001
(0.990)

D TAX

0.070
(0.309)
-0.050
(0.475)

DIV_Y

0.230
(0.001)

DIV/INI
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Appendix C. Continued

REP DUMMY
REP DUMMY 1
CF -0.038
(0.558)
DFCF -0.003
(0.957)
LVG 0.004
(0.953)
OWN_CON -0.321
(0.000)
RET 1YR -0.019
(0.768)
MKBK 0.040
(0.538)
D TAX -0.013
(0.842)
DIV_Y -0.058
(0.368)
DIV/NI 0.021
(0.746)

CF

-0.116
(0.072)
-0.205
(0.001)
0.010
(0.876)
-0.122
(0.059)
0.036
(0.575)
0.041
(0.532)
0.224
(0.001)
0.011
(0.870)

DFCF

(0.092)
0.155
(0.016)
-0.271
(0.000)
-0.057
(0.377)
0.063
(0.331)
0.045
(0.490)

Size-Matched (France)
OWN_CON

LVG

-0.132
(0.042)
0.079
(0.224)
-0.047
(0.470)
0.041
(0.526)
-0.080
(0.219)
0.069
(0.289)

0.115
(0.075)
-0.082
(0.206)
-0.036
(0.579)
0.013
(0.841)
0.032
(0.622)

RET 1YR

-0.188
(0.003)
-0.061
(0.344)
0.073
(0.258)
0.076
(0.238)

MKBK

-0.058
(0.375)
-0.225
(0.000)
-0.071
(0.272)

D TAX

0.042
(0.515)
-0.033
(0.616)

DIV_Y

0.093
(0.150)

DIV/INI
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Appendix D. Correlation analysisfor the non-matched samples

This table reports the correlation matrices for each variable employed in thedolgilsfor the non-matched samples for the United Kingdom,
Germany and France respectively. The p-values indicating statissmglificant correlation for each pair of variables are reported in
parentheses.

Non-Matched (United Kingdom)

REP DIV
DUMMY CF DFCF  LVG  OWN_CON SIZE (ASSETS) MKBK DTAX Y  DIVINI
REP DUMMY 1
CF 0.008 1
(0.411) -
DFCF 0.059 0.023 1
(0.000)  (0.019) -
LVG -0.002 0441  -0.014 1
(0.799)  (0.000)  (0.146)  -----
OWN_CON -0.125 -0.007  -0.127  0.005 1
(0.000)  (0.461) (0.000) (0.633) -
SIZE (ASSETS)  0.270 0.109 0.338  -0.104 -0.382 1
(0.000)  (0.000)  (0.000)  (0.000) (0.000) -
MKBK -0.003 0.007  -0.013  -0.010 0.017 -0.031 1
(0.755)  (0.444)  (0.193) (0.318) (0.077) (0.002) -
D TAX 0.015 -0.023  0.023  0.006 0.033 -0.029 -0.010 1
(0.123)  (0.018) (0.017) (0.504) (0.001) (0.003) (0.297) -
DIV_ Y 0.033 0.031 0.145  -0.023 -0.102 0.267 -0.015 -0.007 1
(0.001)  (0.001)  (0.000) (0.020) (0.000) (0.000) (0.114)  (0.471) -
DIV/NI 0.016 0.002 0.016  -0.002 -0.018 0.012 -0.002  -0.004 0.039 1
(0.108)  (0.834)  (0.089) (0.807) (0.060) (0.202) (0.876)  (0.685) (0.000) -----
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Appendix D. Continued

REP DUMMY

CF

DFCF

LVG

OWN_CON

SIZE (ASSETS)

MKBK

D TAX

DIV_ Y

DIVINI

REP
DUMMY

-0.033
(0.159)
0.053
(0.023)
-0.026
(0.270)
-0.172
(0.000)
0.273
(0.000)
-0.006
(0.786)
0.066
(0.004)
-0.023
(0.325)
-0.006
(0.783)

CF

0.005
(0.818)
0.618
(0.000)
0.046
(0.049)
-0.296
(0.000)
-0.003
(0.888)
0.000
(0.997)
-0.020
(0.381)
0.008
(0.725)

DFCF

(0.000)
0.292
(0.000)
-0.028
(0.227)
-0.036
(0.116)
0.003
(0.904)
-0.036
(0.119)

Non-Matched (Germany)

LVG

-0.019
(0.416)
-0.216
(0.000)
0.012
(0.591)
0.010
(0.655)
-0.014
(0.541)
-0.003
(0.890)

OWN_CON  SIZE (ASSETS)

-0.189
(0.000)
0.038
(0.101)
-0.084
(0.000)
0.017
(0.453)
0.034
(0.139)

-0.058
(0.012)
0.037
(0.109)
0.031
(0.176)
-0.047
(0.041)

MKBK DTAX DIV_Y
1

-0.039 1

(0.096) -

-0.023  0.038 1

(0.314)  (0.102)  --—---
-0.004  0.024 -0.125
(0.870)  (0.290) (0.000)

DIV/NI

21¢



Appendix D. Continued

REP DUMMY

CF

DFCF

LVG

OWN_CON

SIZE (ASSETS)

MKBK

D TAX

DIV_ Y

DIVINI

REP
DUMMY

-0.018
(0.446)
0.079
(0.001)
-0.017
(0.447)
-0.227
(0.000)
0.290
(0.000)
0.007
(0.745)
0.071
(0.002)
-0.018
(0.436)
0.015
(0.515)

CF

0.002
(0.921)
0.827
(0.000)
0.020
(0.379)
-0.227
(0.000)
0.002
(0.940)
-0.009
(0.704)
0.033
(0.151)
0.024
(0.291)

DFCF

(0.722)
0.242
(0.000)
0.003
(0.897)
0.003
(0.898)
0.055
(0.017)
0.020
(0.387)

Non-Matched (France)

LVG

0.017
(0.461)
-0.226
(0.000)
0.000
(0.986)
-0.005
(0.844)
0.045
(0.049)
0.041
(0.078)

OWN_CON  SIZE (ASSETS)

-0.207
(0.000)
0.027
(0.234)
0.001
(0.969)
0.040
(0.085)
0.015
(0.503)

0.002
(0.941)
0.061
(0.008)
-0.043
(0.060)
-0.023
(0.307)

MKBK

-0.002
(0.924)
0.001
(0.950)
0.009
(0.686)

DTAX DIV_Y

1
-0.044 1
(0.056)  -----
-0.029  0.035
(0.205)  (0.129)

DIV/NI

21¢



Appendix E. Correlation analysisfor the deter minants of open mar ket share repurchase completion rates

This table reports the correlation matrices for each variable employed in theectes analysis for determining the impact of firm specific
characteristics on the completion rates of the announced open market share repurchase@sdgrthe United Kingdom. The p-values

indicating statistically significant correlation for each pair of variables a@texl in parentheses.
OWN
CF CON AOWN DAY
CR SIZE MKBK REP LVG ALVG DIV.Y ADIV DIVNI EXP CFUN ER AER (%) CON _DIF

CR 1

SIZE 0.275 1
(0.006) -
MKBK 0.148  0.106 1
(0.148) (0.302)  -----
REP 0.144 0.379 0.224 1
(0.160) (0.000) (0.027)  -----
LVG 0.292 0155 0.101 -0.051 1
(0.004) (0.129) (0.325) (0.617) -
ALVG 0.017 0.007 0.046 -0.030 -0.269 1
(0.870) (0.946) (0.653) (0.772) (0.008) -
DIV_Y 0.304 -0.023 -0.206 -0.022 0.051 -0.148 1
(0.003) (0.822) (0.043) (0.830) (0.620) (0.148)  -----
ADIV -0.069 0.007 0.164 0.184 0.025 -0.059 -0.216 1
(0.504) (0.943) (0.108) (0.071) (0.811) (0.565) (0.034)  -----
DIV/NI 0.083 0.069 -0.037 0.128 0.037 -0.032 0.026 -0.030 1
(0.417) (0.503) (0.722) (0.212) (0.719) (0.757) (0.799) (0.774)  ----
CF EXP -0.030 -0.066 0.358 0.145 -0.132 0.118 -0.152 -0.035 -0.030 1

(0.773) (0.52) (0.000) (0.156) (0.196) (0.252) (0.136) (0.732) (0.767)  -----



CF UN

ER

AER

OWN CON
(%)

AOWN CON

DAY_DIF

-0.076
(0.458)
-0.123
(0.232)
-0.008
(0.940)

-0.052
(0.613)
-0.107
(0.297)
-0.216
(0.034)

0.079
(0.443)
-0.197
(0.053)
0.023
(0.819)

-0.354
(0.000)
-0.010
(0.925)
0.025
(0.805)

-0.147
(0.151)
-0.145
(0.157)
-0.004
(0.970)

-0.102
(0.319)
0.006
(0.957)
-0.125
(0.221)

-0.137
(0.180)
-0.023
(0.822)
0.030
(0.767)

-0.171
(0.095)
0.034
(0.740)
-0.131
(0.200)

-0.050
(0.629)
-0.104
(0.312)
-0.017
(0.868)

0.015
(0.888)
-0.010
(0.926)
0.112
(0.273)

-0.035
(0.736)
-0.081
(0.432)
-0.070
(0.498)

-0.060
(0.558)
-0.121
(0.238)
-0.062
(0.546)

-0.266
(0.008)
0.132
(0.197)
-0.006
(0.957)

-0.085
(0.407)
0.115
(0.262)
-0.009
(0.928)

0.107
(0.297)
-0.055
(0.593)
-0.006
(0.954)

0.015
(0.883)
-0.061
(0.553)
0.003
(0.978)

-0.021
(0.835)
-0.055
(0.595)
-0.031
(0.767)

0.006
(0.955)
-0.009
(0.933)
0.002
(0.981)

-0.036
(0.725)
0.087
(0.395)
-0.166
(0.104)

-0.037
(0.716)
-0.255
(0.012)
-0.139
(0.174)

0.234
(0.021)
0.170
(0.095)

0.071
(0.491)
-0.003
(0.973)
0.045
(0.662)

0.012
(0.910)

0.104
(0.310)
0.026
(0.799)
0.036
(0.729)

-0.105
(0.305)
0.342
(0.001)
0.082
(0.423)

-0.179
(0.080)
-0.036
(0.726)

0.033
(0.749)
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