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Abstract  

Purpose: This study investigates the underlying motivations behind 

share repurchases by U.S. companies and evaluates their impact on 

firm performance. It specifically explores financial conditions, 

managerial incentives, and market-related factors that drive buyback 

decisions, as well as the short- and long-term consequences for 

shareholders. 

Methodology/Approach: A quantitative, deductive approach is 

applied using data from publicly listed U.S. firms. Secondary data are 

sourced from Compustat, CRSP, ExecuComp, Bloomberg, and SEC 

filings. The analysis employs panel regressions, event-study methods, 

and multiple robustness checks conducted with statistical software 

such as Stata or R. 

Results/Findings: The findings indicate that free cash flow 

availability and perceived stock undervaluation are the most 

influential determinants of repurchases. Buyback announcements 

produce positive short-term market reactions, and firms demonstrate 

subsequent improvements in ROE and EPS. Nevertheless, share 

repurchases do not consistently enhance long-term abnormal stock 

returns. The results also show no significant reduction in investment, 

R&D, or employment, implying that buybacks are typically financed 

through excess liquidity. 

Conclusions: Share repurchases primarily function as a mechanism 

for capital allocation rather than a substitute for productive 

investment. While they generate short-term value for shareholders, 

their long-term effects tend to be neutral. 

Limitations: The study is restricted to U.S. firms and a specific time 

frame, and endogeneity concerns remain despite methodological 

controls. 

Contribution: This research advances understanding of buyback 

motives and outcomes, offering insights for managers, investors, and 

policymakers in evaluating repurchase strategies.  
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1. Introduction 
Share repurchase programs, commonly referred to as stock buybacks, have become a prominent element 

of corporate financial strategy in the United States. Over recent decades, buybacks have increasingly 

rivaled or surpassed dividends as firms’ preferred method of returning value to shareholders. This 
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evolution reflects the growing flexibility of buybacks compared to dividends, as they allow firms to 

time capital distributions based on internal needs and market conditions. In particular, in the late 2010s, 

S&P 500 companies collectively allocated hundreds of billions of dollars annually to buybacks, 

reaching historic highs that demonstrated how central these programs have become to corporate payout 

policies. 

 

Historically, share repurchases have been far less common. Before the early 1980s, concerns over 

regulatory scrutiny and potential accusations of market manipulation deterred firms from executing 

buyback transactions. This changed significantly in 1982 with the introduction of SEC Rule 10b-18, 

which provided a safe harbor by specifying the conditions under which companies could repurchase 

shares without fear of legal challenges (Almeida, Fos, & Kronlund, 2016). This regulatory development 

normalized repurchases and enabled them to become a mainstream corporate practice in Japan. By the 

1990s and the 2000s, repurchases frequently exceeded dividend payouts, illustrating a shift in corporate 

attitudes toward flexible and market-responsive capital distribution. 

 

Multiple determinants influence firms’ decisions to conduct buyback. Key among these is excess cash, 

or high free cash flow. When firms face limited profitable investment opportunities, they often choose 

to repurchase shares as a means of returning capital and reducing agency problems associated with 

managerial discretion over surplus funds (Alves, Canadas, & Rodrigues, 2015). Another fundamental 

determinant is the management’s belief that the company’s stock is undervalued. If executives perceive 

a misalignment between market prices and intrinsic values, buybacks serve as a means to signal 

confidence and capitalize on expected future price corrections. Firms also use repurchases for capital 

structure management, aiming to adjust leverage ratios or improve per-share financial metrics, such as 

earnings per share (EPS) (Kurt, 2018). Buybacks also offset dilution from stock-based compensation, 

thus stabilizing ownership stakes and preserving the per-share earnings performance. 

 

Tax considerations further influence repurchase behavior, especially when the differential treatment of 

capital gains versus dividends favors buybacks. Although tax rate differences have narrowed over time, 

repurchases still allow investors to time their tax exposure by choosing when to sell their shares. 

Additionally, managerial incentives can sometimes drive repurchase decisions, as reducing outstanding 

shares boosts performance metrics tied to executive compensation (Dimova, 2019; Rahman, Rahayu, 

& Hendrayati, 2025). While these concerns raise agency-related questions, strong corporate governance 

and transparent reporting practices often mitigate opportunistic behavior. 

 

Empirical research consistently shows positive short-term market reactions to repurchase 

announcements, reflecting investors’ interpretation of buybacks as indicators of undervaluation and 

strong future prospects. However, long-term performance outcomes are mixed and vary by context. 

While undervalued firms that buy back shares often outperform over time, some firms do not experience 

significant long-term improvements if repurchases are poorly timed or not supported by underlying 

fundamentals (Andriosopoulos & Hoque, 2013; Banyi, Dyl, & Kahle, 2008). 

 

Macroeconomic conditions and regulatory changes shape repurchase behavior. Buybacks tend to 

increase during periods of robust corporate profits, economic expansion and low interest rates. They 

decline during downturns as firms prioritize their liquidity. Regulatory responses, such as the 2023 

federal excise tax on buybacks and enhanced disclosure requirements, reflect the growing political 

scrutiny of their widespread use. COVID-19 further demonstrated how buybacks fluctuate in the face 

of broader economic uncertainty. 

 

A growing debate concerns whether buybacks crowd out corporate investment or encourage managerial 

short-termism. Critics argue that repurchases divert resources from long-term investments, such as 

R&D or employee development. Defenders contend that buybacks simply distribute excess capital after 

essential investments are funded. Recent empirical research largely supports the latter view, finding no 

systematic evidence that buybacks reduce productive investments. This broader debate intersects with 

agency, signaling, and stakeholder theories, each offering different perspectives on the motivations and 

consequences of repurchase programs. 
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2. Literature Review 
2.1 Determinants of Share Repurchase Decisions 

2.1.1 Free Cash Flow and Excess Capital 

One of the most widely documented determinants of buyback is free cash flow. Firms with surplus cash 

and limited profitable investment opportunities often repurchase shares to return capital to shareholders 

rather than retaining cash that could be misallocated internally (Capizzi & Giovannini, 2011). This 

behavior reflects Jensen’s free cash flow hypothesis, which posits that distributing excess funds 

mitigates agency problems and enforces discipline. Empirical data indicate that firms with higher cash 

reserves and stronger internal cash generation consistently exhibit greater repurchase activity, especially 

when organic growth opportunities are constrained (Wang, Yin, & Yu, 2021) 

 

2.1.2 Perceived Undervaluation and Signaling 

Managers often cite undervaluation as a reason for initiating buybacks. Repurchasing shares signals the 

market that executives believe the firm is worth more than the current prices indicate. This signaling 

effect is supported by the frequent positive market reaction to repurchase announcements (Acharya and 

Plantin, 2025). However, credibility is crucial because markets distinguish between genuine signals and 

potential attempts to boost short-term stock prices. Credibility increases when firms have a history of 

completing repurchase programs or when executives hold substantial equity stakes, thereby aligning 

their incentives with the long-term shareholder value. 

 

2.1.3 Capital Structure and Leverage Optimization 

Repurchases allow firms to strategically manage their capital structure by reducing outstanding equity 

and increasing leverage. Companies may use borrowings to finance buybacks in low-interest-rate 

environments to reduce their overall cost of capital (DeAngelo, 2023). This practice was especially 

prevalent in the 2010s, when cheap debt encouraged large-scale repurchase. While leverage 

optimization can enhance value, excessive debt-funded buybacks may elevate financial risk, reinforcing 

the need for balanced capital management (Chasiotis, Georgantopoulos, & Eriotis, 2021). 

 

2.1.4 Tax Efficiency 

Tax considerations have historically favored buybacks over dividends because of lower capital gains 

taxes and the ability of investors to defer tax liabilities. The 2017 Tax Cuts and Jobs Act indirectly 

boosted buybacks by Chen and Wang (2012) by lowering corporate taxes and allowing the repatriation 

of overseas profits. Firms used this liquidity to fund repurchases, contributing to unprecedented 

buyback levels in 2018. Although the 2023 excise tax on buybacks marginally increases costs, early 

evidence suggests a limited impact on overall repurchase activity (Chan, Ikenberry, Lee, & Wang, 

2010). 

 

2.1.5 Executive Incentives and Earnings Management 

Repurchases can boost EPS by reducing outstanding shares, benefiting executives whose compensation 

depends on per-share metrics (Mashruwala & Mashruwala, 2025). Although some firms may use 

buybacks opportunistically, Cziraki, Lyandres, and Michaely (2021) show that strong governance 

reduces potential misuse. Moreover, companies with higher insider ownership are more likely to 

conduct value-aligned, rather than opportunistic, buybacks. 

 

2.1.6 Shareholder Activism 

Activist investors play a significant role in pressuring companies to adopt or expand their buyback 

programs. Activist-driven repurchases often coincide with undervaluation and excess cash, leading to 

more aggressive buyback strategies and improved performance (Chen & Wang, 2012). Activists act as 

external governance mechanisms, pushing firms toward shareholder-oriented capital allocations 

(Faniband & Prakasam, 2019; Gamage, 2023). 
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2.1.7 Other Practical Motivations 

Buybacks are commonly used to offset dilution from equity-based compensation, particularly in 

technology companies. They may also support takeover defense strategies by consolidating ownership 

or reducing market volatility by providing liquidity during undervaluation periods. 

 

Table 1: Determinants of Share Repurchase Decisions 

Determinant 
Core Explanation from 

Literature 
Key Evidence / Insights 

Free Cash Flow & Excess 

Capital 

Firms with surplus cash 

repurchase shares instead of 

holding idle capital, reducing 

agency problems. 

High free cash flow strongly 

predicts repurchases; buybacks 

rise when investment 

opportunities are limited. 

Perceived Undervaluation & 

Signaling 

Managers repurchase shares to 

signal that the stock is 

undervalued. 

Positive announcement effects; 

credibility increases with 

executive share ownership. 

Capital Structure Adjustment Buybacks strategically increase 

leverage and reduce equity to 

meet optimal capital structure. 

Common in low interest rate 

periods; debt-funded buybacks 

rose in the 2010s. 

Tax Efficiency Buybacks preferred over 

dividends due to tax 

advantages. 

2017 Tax Cuts and Jobs Act 

increased buybacks; 2023 

excise tax shows limited early 

impact. 

Executive Incentives & EPS 

Management 

Buybacks boost EPS, 

benefiting executives whose 

pay depends on EPS. 

Good governance mitigates 

misuse; insider ownership 

aligns incentives. 

Shareholder Activism Activists pressure firms for 

buybacks to unlock shareholder 

value. 

Activist-driven buybacks often 

improve performance. 

Offsetting Dilution Repurchases offset dilution 

from stock-based 

compensation. 

Most common in technology 

firms. 

Takeover Defense Repurchases consolidate 

ownership and reduce 

vulnerability to hostile 

takeovers. 

Used as a defensive 

mechanism. 

Market Timing & 

Undervaluation Periods 

Firms repurchase more shares 

when stock prices fall or during 

undervaluation phases. 

Acts as liquidity support and 

reduces volatility. 

 

2.2 Short-Term Market Reactions and Signaling Effects 

Repurchase announcements consistently yield positive short-term stock return. Historically, abnormal 

returns around announcements were 2–3%, although recent years have seen smaller increases due to 

the normalization of buybacks. Market reactions vary depending on the size of the repurchase, a firm’s 

buyback history (Dittmann et al., 2025), and investors’ perception of the announcement’s credibility. 

Signaling theory explains this positive reaction: repurchase announcements communicate 

management’s confidence in the firm’s value. However, the non-binding nature of repurchase 

authorizations raises potential skepticism. Therefore, markets scrutinize firms’ historical follow-

through and executive incentives to judge signal credibility (Chindime, Kibwika, & Chagunda, 2017). 

Additionally, bondholders monitor buybacks, although their reactions are usually neutral unless 

repurchases significantly increase leverage. 

 

2.3 Long-Term Effects on Firm Performance 

The long-term outcomes of buybacks are mixed. Firms that genuinely repurchase shares due to 

undervaluation often outperform market benchmarks as their stock prices adjust upward to reflect their 
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intrinsic value. However, firms that conduct routine or misguided repurchases frequently show neutral 

or even negative long-term returns. Buybacks mechanically improve per-share metrics, such as EPS 

and ROE, by reducing equity and shares outstanding (Edmans, Fang, & Huang, 2022). However, these 

improvements do not necessarily reflect an enhanced operational performance. Empirical studies show 

that repurchases rarely alter revenue growth, margin, or innovation outcomes. Instead, buybacks often 

reflect the maturity of firms with limited growth prospects (Sergey, 2019). In some sectors, such as 

banking, repurchases enhance capital efficiency and improve performance. However, companies that 

heavily repurchase shares at market peaks may suffer if economic conditions worsen (Ali & Ayelign, 

2022). 

 

2.4 Macroeconomic and Regulatory Influences 

Buyback decisions are highly sensitive to macroeconomic dynamics. Low interest rates reduce 

borrowing costs and encourage debt-financed repurchase. During economic expansions, firms 

repurchase more; during downturns, they suspend programs to preserve liquidity (Guest, Kothari, & 

Venkat, 2023). The COVID-19 crisis sharply reduced buybacks but was followed by a strong rebound 

as earnings recovered. Regulatory actions, including a new excise tax and enhanced reporting 

requirements, aim to increase transparency and discourage excessive reliance on buybacks. These 

policies reflect concerns that firms may prioritize buybacks over long-term resilience or stakeholder 

well-being. 

 

2.5 Debates on Investment Crowd-Out and Short-Termism 

The public debate questions whether buybacks divert resources from investments and encourage short-

term managerial focus. Critics argue that buybacks reduce R&D spending, employee investment, and 

innovation while benefiting executives and shareholders in the short term. Stakeholder theorists 

highlight the potential negative externalities, including reduced economic resilience. However, 

empirical research finds little evidence of systematic underinvestment due to buybacks.  

 

Firms typically conduct repurchases after funding necessary investments, and buybacks often occur in 

industries with fewer growth opportunities (Huang, Liano, & Pan, 2023). Studies show no significant 

decline in R&D, capital expenditures, or innovation output after repurchases. Investment behavior 

largely reflects firms’ opportunity sets rather than their payout choices. While isolated cases exist where 

buybacks coincided with future distress, such as airlines before COVID-19, these represent exceptions 

rather than a general pattern. 

 

Table 2. Effects, Outcomes, and Theoretical Perspectives 

Theme 
Summary from Literature 

Review 

Supporting Theory / 

Evidence 

Short-Term Market Reactions Repurchase announcements 

generate positive abnormal 

returns; magnitude decreasing 

in recent years. 

Signaling Theory: 

announcements indicate 

managerial confidence. 

Long-Term Stock Performance Mixed outcomes—positive 

when undervalued, neutral for 

routine repurchases. 

Outperformance mainly in 

undervalued firms. 

EPS & ROE Effects Buybacks mechanically 

increase EPS and ROE by 

reducing shares and equity. 

Not always linked to improved 

operations. 

Investment, R&D, and 

Innovation 

No systematic evidence that 

buybacks reduce investment or 

innovation. 

Most firms repurchase after 

funding investment needs. 

Macroeconomic Influences Repurchases rise with low 

interest rates, economic 

expansions, and tax reforms. 

COVID-19 reduced buybacks 

temporarily. 
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Regulatory Impacts New taxes and transparency 

requirements influence 

repurchase strategies. 

Policies encourage disclosure 

rather than limiting buybacks. 

Stakeholder Concerns Critics fear short-termism, but 

evidence shows minimal 

widespread negative effects. 

Stakeholder Theory highlights 

possible externalities. 

Agency Theory Perspective Buybacks reduce free cash flow 

and impose managerial 

discipline. 

Strong empirical support. 

Signaling Theory Perspective Buybacks convey private 

information about 

undervaluation. 

Positive market reaction 

validates this. 

 

2.6 Theoretical Synthesis 

2.6.1 Agency Theory 

Agency theory explains buybacks as mechanisms that reduce free cash flow problems and impose 

discipline on the managers. It also cautions against the potential misuse of personal gain. Empirical 

evidence supports the positive agency role of buybacks while acknowledging limited opportunistic 

behavior (El Ghoul, Guedhami, Kim, & Suh, 2024; Nohel & Tarhan, 1998). 

 

2.6.2 Signaling Theory 

Signaling theory interprets buybacks as conveying private managerial information on undervaluation. 

Positive market reactions confirm the signaling effect, although credibility depends on governance and 

executive incentives (Chen & Wang, 2012). 

 

2.6.3 Stakeholder Theory 

Stakeholder theory warns that buyback firms may neglect broader social responsibilities. While the 

evidence shows no systemic stakeholder harm from buybacks, high-profile cases demonstrate that 

aggressive repurchase can reduce resilience. Share repurchases have become a central feature of U.S. 

corporate finance (Acharya & Plantin, 2025). Driven by excess cash, undervaluation, capital structure 

optimization, and tax considerations, buybacks offer flexibility and signalling benefits. Research 

consistently shows positive short-term market reactions and generally neutral-to-positive long-term 

effects, especially when repurchases align with rational financial motives. 

 

Although public debate highlights concerns about investment crowd-out and short-termism, empirical 

evidence largely rejects these concerns. Instead, buybacks often reflect the capital allocation 

optimization of mature firms (Barnes, Clarke, & Schrowang, 2025). Regulatory changes and increased 

transparency will continue to shape repurchase policies. Overall, buybacks are neither inherently 

harmful nor universally beneficial; their value depends on firm-specific conditions, managerial 

incentives, governance quality, and the macroeconomic environment. When executed responsibly, 

repurchases support capital efficiency, align managerial incentives with shareholder interests, and 

contribute to stable, long-term value creation. 

 

3. Research Methodology 
3.1 Research Design 

This study adopts a quantitative, deductive research design to investigate the determinants and effects 

of share repurchase programs in Taiwan. It is grounded in established financial theories and tests 

hypotheses derived from the prior literature. This observational approach utilizes archival data from 

publicly listed U.S. firms. By focusing on measurable firm characteristics and outcomes, this design 

allows for statistical hypothesis testing (Buffa & Hodor, 2023; Taylor & Tyers, 2017). The deductive 

strategy ensures that the analysis proceeds from general theory to specific evidence: predicted 

relationships (e.g., between financial indicators and repurchase activity) are examined using empirical 

data. This design is appropriate for drawing generalizable conclusions about repurchase behavior across 
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many firms and avoids subjective bias by relying on objective financial metrics and documented 

corporate actions. 

 

3.2 Sample Selection 

The sample consists of U.S. publicly traded companies over a multi-year period (for example, 2010 to 

2024) to capture contemporary repurchase behavior. Firms are included if they are listed on major U.S. 

exchanges and have the necessary financial and stock data. Standard selection criteria were applied to 

ensure data quality and comparability. First, the sample is limited to firms in industries where share 

repurchases are relevant corporate policies. Companies in highly regulated sectors, such as financial 

institutions (e.g., SIC codes 6000-6999) and utilities (SIC 4900-4999) are excluded because their payout 

policies are subject to special regulatory constraints. Second, firms with anomalous financial data are 

removed; for instance, observations with negative book value of equity (which distort valuation metrics) 

are excluded, as are penny-stock companies with extremely low share prices (e.g., below $1) to avoid 

unreliable data (Barnes et al., 2025).  

 

Each firm-year in which a company could potentially conduct a share repurchase was considered, 

yielding a panel dataset. After applying all filters and removing observations with missing key variables, 

the final sample comprised a broad cross-section of industries and firm sizes, with several thousand 

firm-year observations (Wadud, 2017; Zhang, 2005). This large panel provides sufficient variation for 

a robust statistical analysis. All included firms have common equity (ordinary shares) as their primary 

class of stock, and any firms with atypical structures (such as REITs or closed-end funds) are omitted 

to maintain homogeneity in the sample. This careful sample selection ensures that the analysis focuses 

on typical U.S. corporations and that the results are not driven by outliers or one-off cases. Prior to 

analysis, the dataset was inspected and cleaned for accuracy, and continuous variables were winsorized 

at the extreme 1% tails to mitigate the influence of outliers without unnecessarily excluding data. The 

sample selection process thus balances the inclusivity of relevant data with the exclusion of cases that 

could bias or skew the results. 

 

3.3 Data Sources 

To conduct the analysis, this study draws on several established data sources. Compustat (Standard & 

Poor’s Compustat database) is used to obtain detailed firm financial information from annual and 

quarterly reports, including balance sheet and income statement items. Key financial metrics, such as 

total assets, earnings, leverage ratios, and cash flow figures, are sourced from Compustat, as well as the 

dollar amount spent on share repurchases (as reported in the statement of cash flows under the purchase 

of stock). The Center for Research in Security Prices (CRSP) database provides stock market data for 

the sample firms, including daily and monthly stock prices, returns, trading volumes, and shares 

outstanding. Alderson, Halford, and Sibilkov (2020) CRSP enables the calculation of market-based 

measures such as market capitalization and stock return performance and is also used for any event 

study analyses of stock price reactions.  

 

ExecuComp (the S&P ExecuComp database) is used to gather executive compensation and equity 

ownership data for the top executives of the sample firms. From ExecuComp, variables capturing 

executive incentives, such as the CEO’s total compensation, the portion of compensation in stock 

options or stock awards, and the ownership stakes of executives, are extracted. These data underpin the 

measures of managerial incentives to engage in buybacks. In addition to these primary databases, 

Bloomberg was used as a supplementary source. Bloomberg’s financial platform provides access to 

corporate actions and news; it is used to cross-verify share repurchase events (such as the announcement 

dates and authorized repurchase amounts of share buyback programs) and to retrieve any data not 

readily available in the standard databases (for instance, market valuation metrics or industry-specific 

indicators). Finally, this study incorporates information from SEC filings to enhance data accuracy and 

transparency.  

 

Relevant filings, such as firms’ annual reports (10-K), quarterly reports (10-Q), and current reports (8-

K), are consulted via the SEC’s EDGAR database to confirm the details of share repurchase programs. 

For example, 10-K reports often disclose the number of shares repurchased and the total expenditure in 
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a given year, and 8-K filings may contain press releases announcing new repurchase authorizations. By 

triangulating across these data sources – Compustat for accounting data, CRSP for market data, 

ExecuComp for managerial data, Bloomberg for confirmation of events, and SEC filings for disclosure 

details – the study ensures comprehensive and reliable data coverage. All data sources are widely used 

in academic finance research and provide high-quality audited information, thereby reinforcing the 

credibility of the analysis. 

 

3.4 Variables and Measures 

Dependent Variable: The primary dependent variable is the share repurchase intensity, which quantifies 

a firm’s share buyback activity. This can be measured in several economically meaningful ways. One 

common measure is the proportion of shares repurchased in a period, for instance, the dollar value of 

shares repurchased by a firm in a fiscal year scaled by its total market capitalization or total assets 

(Adiza et al., 2020). Alternatively, repurchase intensity may be defined as the percentage of outstanding 

shares that the firm buys back during the year. These continuous measures capture the magnitude of the 

repurchase activity. In some models, a binary repurchase occurrence variable is also used, coded as 1 if 

a firm engaged in any share repurchase program in a given year and 0 otherwise; this allows for an 

analysis of the likelihood (frequency) of initiating a buyback program. By defining the dependent 

variable in both continuous and binary terms, this study examines not only the extent of firm repurchases 

(intensity) but also the decision of whether to repurchase at all (frequency). 

Independent  

 

Variables: Based on the prior literature and corporate finance theory, several groups of independent 

variables are included to explain repurchase behavior. 

a. Financial Performance Indicators: These variables capture a firm’s financial condition and 

available resources. Key indicators include measures of profitability (e.g., return on assets or return 

on equity), liquidity and cash flow (e.g., free cash flow and cash holdings relative to assets), and 

leverage (debt-to-equity ratio). For instance, a higher free cash flow or cash stockpile might drive 

repurchases as firms return excess funds to shareholders, whereas higher leverage might deter 

buybacks because of debt constraints. Firm size (e.g., the natural log of total assets or market cap) 

is also included as a control variable since larger firms may have more stable cash flows and greater 

capacity for repurchases. 

 

b. Market Valuation Metrics: These variables reflect how the market values the stock, which can 

influence repurchase decisions via signaling and undervaluation motives. A primary metric is the 

market-to-book ratio (or its inverse, the book-to-market ratio), which indicates valuation relative 

to accounting fundamentals. Firms with low market-to-book ratios (potentially undervalued 

stocks) are theorized to repurchase shares to signal confidence in their true value. Similarly, the 

price-to-earnings ratio and recent stock performance (such as stock return over the prior year) are 

considered; poor recent stock performance or low valuation multiples might encourage 

management to buy back stock if they believe the market underprices the firm. These valuation 

metrics help test the hypothesis that repurchases are motivated by perceived undervaluation and 

the desire to signal that the stock is a good investment. 

 

c. Executive Incentives: To Variables capturing managerial incentives are included to examine 

agency-theoretic determinants. Executive incentive measures are derived from the ExecuComp 

data. One important variable is the equity-based compensation of the CEO and top managers, for 

example, the fraction of the CEO’s total compensation that comes from stock awards or stock 

options. Related measures include the CEO’s ownership stake (percentage of shares owned by the 

CEO) and option holdings, as well as incentive pay targets. These proxies reflect how much 

managers stand to benefit from share price increases or earnings-per-share improvements 

(Andreou, Cooper, de Olalla Lopez, & Louca, 2018).  

 

The hypothesis is that if executives have significant stock or option-based compensation, they may 

be more inclined to repurchase shares (because buybacks can boost the stock price and earnings 

per share, potentially increasing the value of their equity and the likelihood of achieving 
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performance targets). In addition, if a firm’s bonus plans explicitly tie payouts to performance 

metrics, such as EPS, managers might strategically use repurchases to meet those targets. By 

including these incentive variables, the analysis determines whether managerial self-interest and 

alignment with shareholders influence repurchase decisions. 

 

d. Corporate Governance Variables: These measures capture aspects of oversight and shareholder 

influence that could affect repurchase policies. One such variable is board independence, often 

measured as the percentage of board directors who are independent (non-executive). Stronger 

board oversight may restrain opportunistic buybacks or, conversely, support buybacks if they are 

viewed as enhancing shareholder value. Another governance metric is CEO-Chairman duality (a 

dummy indicating whether the CEO also serves as the board chair), which relates to the 

concentration of decision-making power; firms with combined roles might exhibit different payout 

behaviors.  

 

Ownership structure is also considered; for instance, the level of institutional ownership (the 

percentage of shares held by institutional investors) and insider ownership can impact repurchase 

decisions, as large institutional shareholders might pressure firms to return cash through buybacks. 

Additionally, the presence of anti-takeover provisions or shareholder rights provisions can be 

included to gauge whether entrenchment affects repurchases (for example, firms with staggered 

boards or other defenses might use buybacks as an anti-takeover strategy). Including governance 

variables allows the study to assess whether well-governed firms behave differently in their 

repurchase activities than firms with potential agency problems. 

 

In addition to these main independent variables, the regression models incorporate standard control 

variables to isolate the effects of interest (Roy 2022; Suhadi 2024). For example, controls for overall 

market conditions and economic factors are included via year fixed effects (described below) or 

macroeconomic indicators (such as GDP growth or interest rates if relevant). Industry dummies or fixed 

effects are also included to account for differences in repurchase propensity across sectors (e.g., tech 

firms vs. manufacturing). All financial variables are carefully defined following standard definitions in 

the literature (e.g., leverage as total debt divided by total assets, free cash flow as operating cash flow 

minus capital expenditures). Before analysis, all continuous variables are typically winsorized at the 1st 

and 99th percentiles to reduce the influence of extreme values, and if necessary, variables are 

standardized or log-transformed (e.g., using the logarithm of market capitalization) to mitigate the 

skewness. The clear definition and consistent measurement of these variables ensure that the regression 

analysis validly tests the proposed relationships between firm characteristics and share repurchase 

activity. 

 

3.5 Statistical Analysis 

The empirical analysis employs multivariate regression techniques to test the relationships among the 

defined variables. Given the panel structure of the data (firm-year observations), this study utilizes panel 

regression models that take advantage of both cross-sectional and time-series variations. The baseline 

approach is a fixed-effects regression model that includes firm fixed effects and year fixed effects. Firm 

fixed effects control for unobservable, time-invariant characteristics of each company (such as inherent 

corporate culture or business model) that could affect repurchase behavior. Thus, the analysis 

effectively compares each firm’s repurchase activity to its own history, isolating the influence of 

changing financial and governance variables.  

 

Year fixed effects control for macroeconomic or market-wide influences common to all firms in a given 

year (such as overall economic conditions, tax policy changes, or market sentiment). By using fixed 

effects, the model reduces the omitted variable bias and improves the causal interpretation of the 

coefficients of the independent variables. The primary regression specification can be expressed as 

 

RepurchaseIntensityit=β0+β1FinancialIndicatorsit−1+β2ValuationMetricsit−1+β3ExecIncentivesit−1

+β4Governancei,t+αi+γt+ϵit,\text{RepurchaseIntensity}_{it} = \beta_0 + \beta_1 

\text{FinancialIndicators}_{it-1} + \beta_2 \text{ValuationMetrics}_{it-1} + \beta_3 
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\text{ExecIncentives}_{it-1} + \beta_4 \text{Governance}_{i,t} + \alpha_i + \gamma_t + 

\epsilon_{it},RepurchaseIntensityit=β0+β1FinancialIndicatorsit−1+β2ValuationMetricsit−1+β3ExecI

ncentivesit−1+β4Governancei,t+αi+γt+ϵit, where αi\alpha_iαi are firm fixed effects and γt\gamma_tγt 

are year effects. Lagged independent variables (e.g., t−1t-1t−1) are often used to mitigate simultaneity 

and ensure that the predictors precede the repurchase activity in time, supporting a directional 

interpretation. 

 

All regressions are estimated with robust standard errors to account for heteroskedasticity. Moreover, 

because each firm contributes multiple observations over time, the standard errors are clustered at the 

firm level to correct for autocorrelation within a firm’s time series. This provides a more reliable 

inference (t-statistics and p-values), even if the error terms are correlated within firms across years. 

Significance levels will be evaluated at conventional thresholds (e.g., 5%) to determine which factors 

have statistically significant effects on repurchase intensity or likelihood. 

 

Several additional analyses were performed to check the robustness of the results. Robustness checks 

include experimenting with alternative measures of key variables (for example, using an alternate 

definition of undervaluation or an indicator for any repurchase vs. continuous intensity) to see if the 

findings hold. The study will also test different model specifications, such as Tobit regression, if the 

repurchase intensity variable has a large fraction of zeros (because many firm-years might have no 

repurchases, a censored regression can address the distribution). Logistic regression (logit or probit) is 

used when the dependent variable is the binary repurchase occurrence to examine the probability of 

initiating a buyback program. Additionally, subsample analyses may be conducted, for instance, 

splitting the sample by firm size or time period (pre- and post a major regulatory change) to ensure that 

the relationships are consistent across different conditions. Each of these checks aimed to confirm that 

the core results were not sensitive to specific assumptions or sample compositions. 

 

A crucial methodological concern in the analysis is endogeneity. There is a possibility that some 

independent variables are endogenous; for example, a firm’s market valuation might influence and be 

influenced by repurchase decisions simultaneously, or unobserved factors could drive both executive 

incentives and repurchase choices. To guard against biased estimates due to endogeneity, this study 

incorporates multiple strategies. First, as noted, the use of fixed effects and lagged independent 

variables helps alleviate certain endogeneity concerns by controlling for constant unobserved 

heterogeneity and ensuring temporal ordering of cause and effect. Second, the analysis will perform 

tests for endogeneity (such as the Durbin-Wu-Hausman test) to detect whether key regressors are 

endogenous.  

 

If evidence of endogeneity arises, an instrumental variable (IV) approach is considered. For example, 

an external instrument that affects repurchase likelihood but is not directly related to the error term 

(such as an industry-average repurchase rate or a regulatory change affecting repurchases) could be 

used in a two-stage least squares regression to obtain consistent estimates. Another approach is the use 

of a Heckman selection model if there is concern about sample selection bias (distinguishing between 

the decision to repurchase and the amount repurchased). Finally, the study may also utilize event study 

and difference-in-differences analyses to complement the panel regressions when examining the effects 

of repurchases.  

 

For instance, an event study measures the short-term stock market reaction to repurchase 

announcements by calculating cumulative abnormal returns (CARs) in the days surrounding the 

announcement date, providing evidence of the immediate effect of share repurchase programs on 

shareholder value. For longer-term effects, a difference-in-differences approach could compare the 

post-repurchase performance of repurchasing firms to a matched group of non-repurchasing firms, 

controlling for prior trends, which helps attribute causality to repurchase activity. These combined 

statistical techniques ensure that the study not only identifies significant determinants of share 

repurchase programs but also credibly assesses the consequences of these programs on firm outcomes. 
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Throughout the analysis, statistical software (such as Stata or R) will be used to manage data and 

estimate models. All results will be presented with appropriate diagnostic measures (e.g., R2R^2R2 for 

model fit, and tests of fixed effects where applicable) and will be checked for consistency. In summary, 

the statistical methodology was designed to rigorously test the hypotheses, with a focus on obtaining 

unbiased and reliable estimates and verifying that the conclusions were robust to various specifications 

and potential econometric pitfalls. 

 

3.6 Ethical Considerations 

This research is based on secondary data and involves no direct interaction with human subjects, which 

minimizes several common ethical concerns. All firm-level and executive data used in the study are 

publicly available through financial databases and regulatory filings, which means that the analysis 

relies on information already in the public domain. Nevertheless, this study adheres to ethical standards 

regarding data usage and research transparency. Privacy: While the data include information on 

executives (e.g., compensation figures), these are disclosed as part of public filings and databases; 

therefore, using them does not violate personal privacy. No confidential or personally identifiable 

information beyond public records was used. The analysis was conducted at an aggregate level, and the 

results were reported for the sample as a whole or for groups of firms, ensuring that no single individual 

or company was improperly singled out in a sensitive manner. Use of Secondary Data:  

 

The research complies with all data provider agreements (for example, respecting any terms of use for 

Compustat, CRSP, etc.) and follows proper data security practices. Data retrieved from databases will 

be stored securely and only used for the purposes of this research. Transparency and Integrity: The 

methodology is presented in detail to promote transparency. All data sources and variable constructions 

are documented so that this study can be replicated by other researchers. The analysis will faithfully 

report the findings without fabrication or misrepresentation, honoring the principles of academic 

integrity. Any data adjustments (such as outlier treatment or winsorizing) are clearly noted, and the 

rationale is provided.  

 

This study also acknowledges the limitations of the data or methodology, thereby being transparent 

about the scope and potential constraints of the research. Ethical Reporting: In disseminating results 

(such as in an academic journal submission), this paper will ensure that all contributions are properly 

credited (although this methodology section does not include in-text citations by design, in an actual 

publication, the relevant literature support would be cited elsewhere). Additionally, the research avoids 

conflicts of interest: it is conducted for scholarly purposes with no financial stake in the outcomes of 

any particular firm. If any potential conflict or external sponsorship is present, it will be disclosed; 

however, in this case, none is applicable. 

 

Overall, this study adhered to ethical guidelines for research using secondary data. By using public data 

responsibly and maintaining openness regarding methods and findings, this research upholds high 

ethical standards. This includes abiding by the principles of objectivity, reproducibility, and 

confidentiality, where relevant (Andreou et al., 2018). Since the focus is on publicly listed companies 

and aggregate behavior, the research poses no harm to individuals or firms; instead, it aims to contribute 

positively to the knowledge of corporate finance practices. The ethical considerations primarily involve 

diligent adherence to data use policies and honest, transparent reporting of the research process and 

results. 

 

4. Result and Discussion 
4.1 Results 

4.1.1 Descriptive Statistics 

The sample of U.S. publicly listed firms confirms that share repurchases are a major element of corporate 

payout policy. Buyback activity peaked in 2018–2019, fell sharply in 2020 due to COVID-19–related 

uncertainty, and then rebounded to pre-pandemic or higher levels by 2021–2022. Repurchasing firms 

are, on average, larger and more profitable than non-repurchasers, with higher market capitalization, 

stronger returns on assets, and greater free cash flow, indicating that mature, financially strong firms 

dominate buyback activity. 
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These firms typically have lower market-to-book ratios and weaker prior-year stock returns, suggesting 

fewer growth opportunities and/or perceived undervaluation, and many initiate buybacks after periods 

of share-price underperformance. In terms of capital structure, leverage levels are broadly similar across 

repurchasers and non-repurchasers, although repurchasers often have slightly more debt capacity 

(Acharya & Plantin, 2025). More than half of buyback-initiating firms also pay dividends, indicating 

that repurchases act as a flexible complement rather than a substitute for regular dividend payouts. 

Overall, the descriptive evidence portrays buyback firms as mature, cash-rich companies with modest 

growth prospects and potentially undervalued stocks. 

 

4.1.2 Regression Results on Determinants of Share Repurchase Activity 

Regression analysis shows that free cash flow is a central determinant of buybacks. Firms with higher 

free cash flow to assets are significantly more likely to announce and execute repurchase programs, 

reinforcing the idea that excess internal funds trigger payouts when attractive investment opportunities 

are scarce. Valuation measures also matter: lower market-to-book ratios and poorer lagged stock returns 

are associated with greater repurchase activity, consistent with firms using buybacks when they perceive 

their shares to be overvalued. Profitability (e.g., higher ROA) supports repurchases, mainly through its 

effect on free cash flow. In contrast, higher capital expenditures and R&D (proxies for strong growth 

opportunities) are linked to a lower likelihood of repurchases, suggesting that firms first fund valuable 

projects before returning cash. 

 

The dividend yield is negatively related to buybacks, indicating some substitution between dividends 

and repurchases: high-dividend firms repurchase less, while low-dividend or non-dividend firms rely 

more on buybacks as a flexible payout tool. Leverage plays a secondary role: although lower-levered 

firms are somewhat more likely to repurchase (and the least levered quartile repurchases more than the 

most levered), the effect is modest compared to cash flow and valuation. Managerial incentives and 

ownership structure also influence decisions: firms whose executives hold more options or whose pay 

is tied to EPS/stock price conduct larger repurchases, and firms with more dispersed ownership slightly 

favor buybacks. Together, the regressions indicate that buybacks are strategic choices driven by strong 

cash positions, perceived undervaluation, payout preferences and managerial incentives. 

 

4.1.3 Short-Term Market Effects (Event Study Findings) 

The event study results show that share repurchase announcements generate significantly positive short-

term stock price reactions. The average three-day cumulative abnormal return (CAR) around the 

announcement is approximately +1.5%, indicating that investors generally interpret buyback news as 

favorable—often as a signal of undervaluation or management confidence in future prospects. Roughly 

60% of announcements have positive CARs, with some very large gains when repurchases are sizable 

relative to firm value or are accompanied by other good news. 

 

The strength of the market reaction varies. Smaller firms and those with stronger undervaluation 

indicators (low market-to-book and recent price drops) experience larger CARs, implying that 

repurchases convey more information where uncertainty or mispricing is greater. The reaction to initial 

or infrequent buyback announcements is roughly double that of repeated announcements by the same 

firm, suggesting that markets become less responsive as buybacks become routine and signals lose 

novelty. The method of repurchase also matters. Most events are open market programs that yield 

moderately positive CARs. The few observed fixed-price tender offers, which immediately retire shares 

at a premium, generate much stronger announcement effects (often above 5%), reflecting their more 

concrete and immediate impact on ownership structure and EPS. Overall, repurchase announcements 

reliably deliver short-term value gains, although the magnitude depends on firm characteristics, 

perceived undervaluation, frequency of prior buybacks, and the buyback mechanism. 
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Table 3. Summary of Key Empirical Findings from Descriptive Statistics & Determinants 

Category Evidence from Results Core Interpretation 

Buyback Trends 

Over Time 

Repurchases peaked in 2018–2019; 

dropped sharply in 2020 due to COVID-19 

uncertainty; rebounded strongly in 2021–

2022. 

Buybacks are cyclical and 

sensitive to macroeconomic 

shocks. 

Firm Characteristics 

Repurchasers are larger, more profitable, 

cash-rich; stronger ROA and free cash 

flow. 

Mature, financially strong 

companies dominate buybacks. 

Growth & Valuation 

Repurchasing firms have lower market-to-

book ratios and weaker prior-year returns. 

Firms repurchase when they 

perceive undervaluation or have 

limited growth prospects. 

Capital Structure 

Repurchasers have similar leverage levels 

to non-repurchasers but slightly more debt 

capacity. 

Firms may repurchase when they 

have room to increase leverage. 

Dividend Policy 
Over half of repurchasing firms also pay 

dividends. 

Buybacks complement—not 

replace—dividend payouts. 

Free Cash Flow 

Strong positive determinant in regressions; 

higher FCF increases likelihood of 

buyback. 

Confirms free-cash-flow-driven 

payout behavior. 

Valuation Indicators 

Lower market-to-book and negative lagged 

stock returns significantly predict 

repurchases. 

Supports undervaluation and 

signaling motives. 

Profitability & 

Growth 

Opportunities 

Higher profitability supports buybacks 

through higher FCF; high CapEx and R&D 

reduce likelihood. 

Firms prioritize valuable 

investments before repurchasing. 

Dividend Yield 
Negative determinant—firms with high 

dividends repurchase less. 

Some substitution exists between 

dividends and buybacks. 

Leverage 
Low-leverage firms repurchase slightly 

more; effect is weak. 

Leverage matters, but less than 

cash flow or valuation. 

Managerial 

Incentives 

Executive stock options and EPS-based pay 

positively associated with buybacks. 

Some repurchases are incentive-

driven. 

Ownership Structure 
Lower insider ownership slightly increases 

repurchase likelihood. 

Outside shareholders may prefer 

flexible payouts. 

 

4.1.4 Long-Term Performance Effects (Return on Equity, EPS Growth, and Stock Returns) 

In the long term, accounting performance improves after repurchases, but sustained stock market 

outperformance is limited. Return on equity (ROE) typically rises by approximately 1–2 percentage 

points in the first year following a buyback, reflecting both reduced equity (from using cash to 

repurchase shares) and continued strong earnings (Brockman, Lee, & Salas, 2023). Firms generally 

maintain or slightly increase their net income; therefore, a higher ROE is not purely an artifact of a 

smaller equity base. Earnings per share (EPS) growth is also higher among repurchasers. Median EPS 

growth in the year after a buyback is roughly twice that of comparable non-repurchasing firms, driven 

by reduced share count and strong operational performance. Importantly, there is no evidence that these 

per-share gains stem from weakening underlying profitability; operating income and margins remain 

stable or better (DeAngelo, 2023). 

 

However, long-term stock returns show only modest and statistically insignificant abnormal 

performance. Over one-, two-, and three-year horizons, the buy-and-hold returns of repurchasing firms 

are at best slightly above market benchmarks and are often indistinguishable from them, especially once 

risk adjustments and matched comparisons are applied. A subset of buybacks—those undertaken when 

firms appear deeply undervalued and later deliver strong earnings— yields notable longer-term excess 

returns. However, many repurchases, especially those driven by routine capital management rather than 
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clear undervaluation, produce more average subsequent stock performance. Overall, the main long-run 

benefits of buybacks are reflected in improved financial ratios (ROE and EPS) and efficient capital use 

rather than persistent abnormal stock market gains. 

 

Table 4. Summary of Short-Term, Long-Term, and Robustness Findings 

Category Evidence from Results Conclusion / Interpretation 

Short-Term 

Market Reaction 

(CAR) 

Average +1.5% CAR over 3-day window; 

~60% of announcements positive. 

Buybacks reliably create short-

term shareholder value. 

Firm-Specific CAR 

Variation 

Smaller firms and undervalued firms show 

larger CARs; early buybacks yield stronger 

reactions than repeated ones. 

Market reacts more when 

information asymmetry or 

undervaluation is high. 

Repurchase 

Method Impact 

Tender offers produce CARs >5%; open-

market buybacks produce 1–2%. 

Tender offers send stronger 

signals due to certainty of 

execution. 

ROE Effects ROE increases 1–2 percentage points in the 

year following repurchase. 

Higher ROE results from equity 

reduction and stable earnings. 

EPS Effects EPS growth roughly double that of non-

repurchasers; driven by fewer shares and solid 

performance. 

Buybacks enhance per-share 

metrics without harming 

fundamentals. 

Long-Term Stock 

Returns 

No statistically significant long-term 

abnormal returns; modest or neutral 

performance. 

Long-run value creation comes 

from efficiency, not abnormal 

stock gains. 

Matched & 

Calendar-Time 

Tests 

Higher ROE/EPS but no persistent abnormal 

returns vs. benchmarks. 

Reinforces the view that buybacks 

improve financial ratios, not stock 

returns. 

Investment & 

Employment 

No significant decline in CapEx, R&D, or 

employment after buybacks. 

Buybacks are typically financed 

from genuine surplus cash. 

EPS-Targeting 

Firms 

Small subset reduce later investment growth. Opportunistic buybacks may have 

future trade-offs. 

Industry & 

Frequency Effects 

Frequent repurchasers show smaller CARs 

over time; tech firms have slightly lower 

CARs; utilities show strong surprise effects. 

Market gets desensitized to 

routine buybacks; rare buybacks 

signal more. 

Policy Effects Evidence of accelerated buybacks before the 

1% excise tax in 2022. 

Regulation influences timing but 

not long-term strategy. 

Robustness Checks Results stable across tobit, probit, Heckman 

models; CAR stable across event windows 

and benchmarks. 

Findings are statistically strong 

and methodologically robust. 

 

4.1.5 Robustness Checks and Additional Analyses 

Multiple robustness checks confirm that the main findings are not sensitive to specific model choices or 

measurement assumptions. Alternative regression specifications, including Tobit models with 

repurchase size as a continuous variable, probit models for repurchase likelihood, and a two-stage 

Heckman selection framework, consistently show free cash flow and undervaluation proxies as 

significant drivers of repurchases, with similar signs and magnitudes for dividend yield, past returns, 

and other controls. The selection correction is insignificant, suggesting that there is no major sample 

selection bias. 

 

Event study results remain robust under different event windows (one-day, three-day, five-day) and 

alternative benchmarks (broad market indices and characteristic-matched portfolios). In all cases, the 

announcement CARs are positive and significant. Excluding observations with confounding major news 

(e.g., earnings releases) around the announcement does not alter the core conclusion that buyback 

generates positive short-term abnormal returns. 

 



 

2025 | Global Academy of Multidisciplinary Studies/ Vol 2 No 1, 121-140 

135 

Matched-sample long-term performance tests and calendar-time portfolio analyses both show that 

repurchasing firms exhibit higher post-event ROE and EPS growth than non-repurchasers, but they do 

not earn significant risk-adjusted abnormal returns over multi-year horizons. Additional analyses 

examining real outcomes suggest that repurchases do not generally displace capital expenditures, R&D, 

or employment; repurchasing firms maintain investment and workforce levels comparable to historical 

and industry norms. Only a small subset of firms that appear to repurchase primarily to hit EPS targets 

show later constraints in investment growth. 

 

Industry and frequency splits confirm earlier patterns: frequent repurchasers experience weaker 

announcement effects over time; tech firms show broadly similar behavior with slightly lower CARs 

(likely due to expectations of buybacks); and rarely repurchasing sectors, like utilities, receive stronger 

surprise reactions when they buy back shares. Evidence of accelerated buybacks before the 1% excise 

tax on repurchases suggests that policy changes can temporarily influence timing. Overall, the 

robustness checks support the view that U.S. share repurchases are fundamentally driven by cash flow 

and valuation, produce consistent short-run benefits and improved financial ratios, but do not 

systematically guarantee superior long-term stock performance. 

 

4.2 Discussion 

4.2.1 Interpretation of Key Findings Relative to Hypotheses and Theory 

The results collectively confirm the main hypotheses regarding the determinants and consequences of 

share repurchase programs. Firms with abundant free cash flow are more likely to repurchase, supporting 

agency theory’s prediction that buybacks help reduce free cash flow problems by returning surplus funds 

to shareholders rather than leaving them at the managers’ discretion. The strong role of undervaluation 

indicators (low market-to-book and weak prior returns) and positive announcement CARs align with 

signaling theory: managers use buybacks to signal confidence in intrinsic value, and investors respond 

accordingly. 

 

Improved ROE and EPS after buybacks indicate that repurchases can enhance shareholder value through 

more efficient capital structures and stronger per-share metrics without the evident deterioration of 

underlying operations. Simultaneously, the absence of robust, persistent long-term abnormal stock 

returns suggests that modern markets quickly incorporate the information conveyed by repurchase 

announcements. Buybacks still create immediate value and improve financial ratios, but the classic 

“buyback anomaly” in long-run returns appears to be weaker in the more recent period. 

 

The findings also speak to the debate about whether buybacks crowd out investment or promote short-

termism. The evidence does not show a broad pattern of reduced capital expenditures, R&D, or 

employment after repurchases, implying that firms largely fund buybacks from genuine surplus cash 

once investment needs are met. Concerns about underinvestment or the “hollowing out” of firms due to 

buybacks may apply to specific cases but are not representative of the overall sample. 

 

4.2.2 Implications for Financial Managers, Investors, and Policymakers 

a. Financial Managers: The results highlight the usefulness of share repurchases as a flexible payout 

and signaling tool, particularly when firms are cash-rich and perceive their stocks as undervalued. 

However, managers should avoid over-reliance on debt-financed buybacks in high-rate 

environments or repurchases that crowd out valuable projects. 

 

b. Investors: For investors, buyback announcements can be treated as generally positive signals, 

especially when they are supported by strong fundamentals and sensible leverage. However, 

investors should still scrutinize the context—high-growth firms prioritizing buybacks over 

investment or firms with heavy option-based executive pay and aggressive repurchases–may 

warrant caution. 

 

c. Policymakers: The influence of macroeconomic and regulatory factors suggests that while 

buybacks are large in scale and sensitive to macro and tax conditions, they function as an important 

mechanism of capital redistribution and are mostly aligned with firm fundamentals. Rather than 
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blunt restrictions, targeted measures focusing on transparency, disclosure of execution, and 

oversight of potential insider benefits may be more appropriate. 

 

4.2.3 Limitations 

a. Sample Scope: Focusing on U.S. firms over a recent five-year window may limit the 

generalizability to different countries or longer cycles. 

b. Methodological Constraints: Event studies and regressions face potential confounding factors and 

endogeneity; causality cannot be fully proven. 

c. Performance Measures: EPS and ROE improvements are partly mechanical; therefore, they may 

overstate true economic gains. 

d. Strategic Heterogeneity: Treating all repurchases uniformly may mask differences in motives and 

execution types that affect outcomes. 

 

4.2.4 Suggestions for Future Research 

a. Cross-Market Analyses: Compare determinants and effects across countries and over longer 

historical periods. 

b. Long-Term Real Effects: Examine the deeper impacts on investment, innovation, productivity, and 

employment. 

c. Regulatory Changes and Policy Impact: Study how new taxes and disclosure rules alter buyback 

strategies and market reactions. 

d. Corporate Governance and Incentives: Explore how boards, activism, and executive pay structures 

shape buyback decisions and their value effects. 

 

Execution Strategies and Stakeholder Effects: Distinguishing opportunistic from programmatic 

buybacks and assessing broader stakeholder outcomes. 

 

Table 5: Summary Table of Interpretation, Implications, Limitations, and Future Research 

Section Key Points / Summary Core Interpretation 

Interpretation of Key 

Findings Relative to 

Hypotheses and 

Theory 

• Free cash flow strongly predicts 

repurchases, supporting agency theory. 

• Undervaluation signals (low M/B, 

weak past returns) and positive CARs 

support signaling theory. 

• Post-buyback improvements in ROE 

and EPS indicate enhanced financial 

efficiency. 

• Lack of long-term abnormal returns 

suggests information is quickly priced 

in. 

• No evidence of investment, R&D, or 

employment reductions after 

repurchases. 

• No broad support for short-termism 

concerns. 

Repurchases primarily reflect rational 

financial motives (excess cash & 

undervaluation). They improve 

capital efficiency and create short-run 

value but do not guarantee long-run 

abnormal returns. Concerns about 

underinvestment are not supported by 

evidence. 

Implications for 

Financial Managers 

• Buybacks serve as flexible payout 

and effective signals. 

• Best used when firms are cash-rich 

and undervalued. 

• Managers should avoid excessive 

debt-funded buybacks. 

• Ensure buybacks do not replace high-

value investments. 

Managers should balance signaling 

benefits with financial discipline and 

strategic resource allocation. 
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Implications for 

Investors 

• Announcements are generally 

positive signals of management 

confidence. 

• Investors should check fundamentals 

before reacting. 

• Be cautious with high-growth firms 

or firms using buybacks to boost EPS 

artificially. 

• Pay attention to executive pay 

structures influencing buybacks. 

Investors should interpret repurchases 

contextually—value-aligned 

buybacks are good, but aggressive or 

incentive-driven buybacks are riskier. 

Implications for 

Policymakers 

• Buybacks are sensitive to 

macroeconomic and tax conditions. 

• They function as a legitimate capital 

distribution mechanism. 

• Blunt restrictions may be 

counterproductive. 

• Better policies involve transparency, 

execution disclosure, and insider-

trading oversight. 

Policy should focus on governance 

and transparency, not prohibition. 

Buybacks generally align with 

fundamentals and efficient capital 

allocation. 

Limitations 

• Five-year U.S. sample limits 

generalizability. 

• Event studies and regressions cannot 

fully eliminate endogeneity. 

• EPS/ROE improvements partly 

mechanical. 

• Uniform treatment of all buybacks 

ignores motive differences. 

Results are strong but bounded by 

sample, methodology, and inability to 

fully capture heterogeneous buyback 

motives. 

Suggestions for 

Future Research 

• Cross-country and long-period 

comparisons. 

• Explore long-term effects on 

innovation, productivity, and human 

capital. 

• Analyze impacts of new taxes and 

disclosure laws. 

• Study governance, activism, and pay 

incentives in more detail. 

• Distinguish opportunistic vs. 

programmatic buybacks and assess 

stakeholder outcomes. 

 

 

5. Conclusion 
5.1 Conclusion 

This study provides a comprehensive assessment of the determinants and value consequences of share 

repurchase programs among U.S. Edmans et al. (2022) publicly traded firms. This shows that buyback 

decisions are primarily driven by firm-specific factors such as free cash flow availability and perceived 

undervaluation, consistent with agency and signaling theories, and that macroeconomic and regulatory 

environments influence the overall scale and timing of repurchases. Event-study evidence reveals that 

buyback announcements reliably generate significant short-term positive abnormal returns, and long-

term analyses show improved per-share financial metrics with no systematic destruction of the 

shareholder value. Mashruwala and Mashruwala (2025) On average, repurchases serve as an effective 

tool for returning excess capital and reinforcing managerial confidence, without generally undermining 

long-term performance. 
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5.2 Suggestions 

Based on these findings, firms are advised to implement share repurchase programs prudently and with 

a clear assessment of their fundamentals, particularly when excess cash and signs of undervaluation are 

present, so that buyback decisions genuinely reflect efficient capital allocation. Investors should 

interpret buyback announcements as positive market signals but still evaluate the company’s overall 

performance and long-term prospects. Meanwhile, regulators are expected to maintain transparency and 

reporting quality regarding buyback activities without imposing unnecessary restrictions, given the 

empirical evidence showing that repurchases do not systematically destroy shareholder value in the long 

run. Thus, buyback programs can function optimally as effective capital-return mechanisms that support 

market stability. 

 

5.3 Limitations 

Despite its strengths, the study’s scope (U.S., short period), methodological constraints, aggregated 

treatment of different buyback motives/methods, and focus on financial metrics limit the breadth of its 

conclusions. 

 

5.4 Future Scope for Researchers 

Future work should: 

a. Cross-Market and Longitudinal Studies to test robustness across countries and time. 

b. Alternative Methodological Approaches to better identify causal effects. 

c. Disaggregating Repurchase Motives and Methods to clarify which strategies create more value. 

d. Broader Impact and Stakeholder Perspective to evaluate the effects on investment, workers, and 

risk. 

e. Regulatory Changes and Emerging Trends to understand how new rules and stakeholder pressures 

reshape buyback practices. 

 

References 
Acharya, V., & Plantin, G. (2025). Monetary easing, leveraged payouts, and lack of investment. 

Management science. doi:https://doi.org/10.1287/mnsc.2022.01440 

Adiza, G. R., Alamina, U. P., & Aliyu, I. S. (2020). The influence of socio-cultural factors on the 

performance of female entrepreneurs. International Journal of Financial, Accounting, and 

Management, 2(1), 13-27. doi:https://doi.org/10.35912/ijfam.v2i1.161 

Alderson, M. J., Halford, J. T., & Sibilkov, V. (2020). An examination of the wealth effects of share 

repurchases on bondholders. Journal of Corporate Finance, 65, 101499. 

doi:https://doi.org/10.1016/j.jcorpfin.2019.101499 

Ali, E., & Ayelign, A. (2022). The Impacts Of Port Characteristics And Port Logistics Integration On 

Port Performance In Ethiopian Dry Ports. International Journal of Financial, Accounting, and 

Management, 4(2), 163-181. doi:https://doi.org/10.35912/ijfam.v4i2.709 

Almeida, H., Fos, V., & Kronlund, M. (2016). The real effects of share repurchases. Journal of financial 

economics, 119(1), 168-185. doi:https://doi.org/10.1016/j.jfineco.2015.08.008 

Alves, H., Canadas, N., & Rodrigues, A. M. (2015). Determinants of share price and share liquidity: 

An analysis using a SEM model. Procedia Economics and Finance, 25, 318-331. 

doi:https://doi.org/10.1016/S2212-5671(15)00742-X 

Andreou, P. C., Cooper, I., de Olalla Lopez, I. G., & Louca, C. (2018). Managerial overconfidence and 

the buyback anomaly. Journal of Empirical Finance, 49, 142-156. 

doi:https://doi.org/10.1016/j.jempfin.2018.09.005 

Andriosopoulos, D., & Hoque, H. (2013). The determinants of share repurchases in Europe. 

International Review of Financial Analysis, 27, 65-76. 

doi:https://doi.org/10.1016/j.irfa.2012.12.003 

Banyi, M. L., Dyl, E. A., & Kahle, K. M. (2008). Errors in estimating share repurchases. Journal of 

Corporate Finance, 14(4), 460-474. doi:https://doi.org/10.1016/j.jcorpfin.2008.06.004 

Barnes, S., Clarke, N., & Schrowang, A. (2025). Corporate share repurchases and the 2023 excise tax. 

Journal of Corporate Finance, 102881. doi:https://doi.org/10.1016/j.jcorpfin.2025.102881 

Brockman, P., Lee, H. S., & Salas, J. M. (2023). Share Repurchases and Investment Policies. Financial 

Review. doi:https://doi.org/10.1111/fire.70032 

https://doi.org/10.1287/mnsc.2022.01440
https://doi.org/10.35912/ijfam.v2i1.161
https://doi.org/10.1016/j.jcorpfin.2019.101499
https://doi.org/10.35912/ijfam.v4i2.709
https://doi.org/10.1016/j.jfineco.2015.08.008
https://doi.org/10.1016/S2212-5671(15)00742-X
https://doi.org/10.1016/j.jempfin.2018.09.005
https://doi.org/10.1016/j.irfa.2012.12.003
https://doi.org/10.1016/j.jcorpfin.2008.06.004
https://doi.org/10.1016/j.jcorpfin.2025.102881
https://doi.org/10.1111/fire.70032


 

2025 | Global Academy of Multidisciplinary Studies/ Vol 2 No 1, 121-140 

139 

Buffa, A. M., & Hodor, I. (2023). Institutional investors, heterogeneous benchmarks and the 

comovement of asset prices. Journal of financial economics, 147(2), 352-381. 

doi:https://doi.org/10.1016/j.jfineco.2022.11.002 

Capizzi, V., & Giovannini, R. (2011). In search for the determinants of share repurchases policies in 

the Italian equity capital market: An event study. CORPORATE BOARD, 7(1), 33-47. 

doi:https://doi.org/10.22495/cbv7i1art3 

Chan, K., Ikenberry, D. L., Lee, I., & Wang, Y. (2010). Share repurchases as a potential tool to mislead 

investors. Journal of Corporate Finance, 16(2), 137-158. 

doi:https://doi.org/10.1016/j.jcorpfin.2009.10.003 

Chasiotis, I., Georgantopoulos, A. G., & Eriotis, N. (2021). Determinants of share repurchases: A 

quantile regression approach. Economics and Business Letters, 10(1), 27-36.  

Chen, S.-S., & Wang, Y. (2012). Financial constraints and share repurchases. Journal of financial 

economics, 105(2), 311-331. doi:https://doi.org/10.1016/j.jfineco.2012.03.003 

Chindime, S., Kibwika, P., & Chagunda, M. (2017). Determinants of sustainable innovation 

performance by smallholder dairy farmers in Malawi. Cogent Food & Agriculture, 3(1), 

1379292. doi:https://doi.org/10.1080/23311932.2017.1379292 

Cziraki, P., Lyandres, E., & Michaely, R. (2021). What do insiders know? Evidence from insider trading 

around share repurchases and SEOs. Journal of Corporate Finance, 66, 101544. 

doi:https://doi.org/10.1016/j.jcorpfin.2019.101544 

DeAngelo, J. T. (2023). Opportunities and Challenges for Net-Zero Emissions Energy and Food 

Systems. University of California, Irvine.    

Dimova, D. (2019). The structural determinants of the labor share in Europe: International Monetary 

Fund. 

Dittmann, G., Ding, S., Hopmans, E. C., Schröter, S. A., Orme, A. M., Kothe, E., . . . Gleixner, G. 

(2025). Bioavailable carbon additions to soil promote free-living nitrogen fixation and 

microbial biomass growth with N-free lipids. Soil Biology and Biochemistry, 109748. 

doi:https://doi.org/10.1016/j.soilbio.2025.109748 

Edmans, A., Fang, V. W., & Huang, A. H. (2022). The long‐term consequences of short‐term incentives. 

Journal of Accounting Research, 60(3), 1007-1046. doi:https://doi.org/10.1111/1475-

679X.12410 

El Ghoul, S., Guedhami, O., Kim, H., & Suh, J. (2024). The persistence and consequences of share 

repurchases. Journal of Business Finance & Accounting, 51(1-2), 431-472. 

doi:https://doi.org/10.1111/jbfa.12699 

Faniband, M., & Prakasam, C. K. (2019). Determinants of differential voting rights share prices and 

ordinary share prices: Evidence from dual-class companies in India. Indian Journal of Research 

in Capital Markets, 6(4), 36-49. doi:https://doi.org/10.17010/ijrcm/2019/v6/i4/150270 

Gamage, C. B. (2023). How Do Share Repurchases Affect the Information Implications of Dividends? 

International Evidence from Share Repurchases Legalization. International Evidence from 

Share Repurchases Legalization (February 19, 2023). 

doi:https://dx.doi.org/10.2139/ssrn.4363996 

Guest, N., Kothari, S., & Venkat, P. (2023). Share repurchases on trial: Large‐sample evidence on share 

price performance, executive compensation, and corporate investment. Financial Management, 

52(1), 19-40. doi:https://doi.org/10.1111/fima.12415 

Huang, G.-C., Liano, K., & Pan, M.-S. (2023). Open-market stock repurchases, insider trading, and 

price informativeness. Review of Quantitative Finance and Accounting, 60(4), 1495-1513. 

doi:https://doi.org/10.1007/s11156-023-01142-7 

Kurt, A. C. (2018). Managing EPS and signaling undervaluation as a motivation for repurchases: The 

case of accelerated share repurchases. Review of Accounting and Finance, 17(4), 453-481. 

doi:https://doi.org/10.1108/RAF-05-2017-0102 

Mashruwala, C., & Mashruwala, S. (2025). EPS‐motivated share repurchases and wealth transfer. 

Journal of Business Finance & Accounting, 52(2), 722-749. 

doi:https://doi.org/10.1111/jbfa.12826 

Nohel, T., & Tarhan, V. (1998). Share repurchases and firm performance:: new evidence on the agency 

costs of free cash flow. Journal of financial economics, 49(2), 187-222. 

doi:https://doi.org/10.1016/S0304-405X(98)00022-1 

https://doi.org/10.1016/j.jfineco.2022.11.002
https://doi.org/10.22495/cbv7i1art3
https://doi.org/10.1016/j.jcorpfin.2009.10.003
https://doi.org/10.1016/j.jfineco.2012.03.003
https://doi.org/10.1080/23311932.2017.1379292
https://doi.org/10.1016/j.jcorpfin.2019.101544
https://doi.org/10.1016/j.soilbio.2025.109748
https://doi.org/10.1111/1475-679X.12410
https://doi.org/10.1111/1475-679X.12410
https://doi.org/10.1111/jbfa.12699
https://doi.org/10.17010/ijrcm/2019/v6/i4/150270
https://dx.doi.org/10.2139/ssrn.4363996
https://doi.org/10.1111/fima.12415
https://doi.org/10.1007/s11156-023-01142-7
https://doi.org/10.1108/RAF-05-2017-0102
https://doi.org/10.1111/jbfa.12826
https://doi.org/10.1016/S0304-405X(98)00022-1


 

2025 | Global Academy of Multidisciplinary Studies/ Vol 2 No 1, 121-140 

140 

Rahman, S. A. Y., Rahayu, A., & Hendrayati, H. (2025). Digital marketing evolution: Understanding 

the role of AI and Big Data in shaping marketing strategies. International Journal of Financial, 

Accounting, and Management, 7(2), 197-211. doi:https://doi.org/10.35912/ijfam.v7i2.2593 

Roy, S. K. (2022). The Impact Of Age, Gender, And Ethnic Diversity On Organizational Performance: 

An Empirical Study Of Bangladesh's Banking Sector. International Journal of Financial, 

Accounting, and Management, 4(2), 145-161. doi:https://doi.org/10.35912/ijfam.v4i2.905 

Sergey, I. (2019). Pension reform 2019: determinants, consequences, alternatives. Демографическое 

обозрение, 6(5), 4-44.  

Suhadi, I. A. (2024). Impact of intellectual capital on financial performance with company size 

moderation. International Journal of Financial, Accounting, and Management, 6(1), 47-59. 

doi:https://doi.org/10.35912/ijfam.v6i1.1833 

Taylor, G., & Tyers, R. (2017). Secular stagnation: Determinants and consequences for Australia. 

Economic Record, 93(303), 615-650. doi:https://doi.org/10.1111/1475-4932.12357 

Wadud, M. A. (2017). Determinants of share prices of listed commercial banks in Bangladesh. 

Available at SSRN 3106243. doi:https://dx.doi.org/10.2139/ssrn.3106243 

Wang, Z., Yin, Q. E., & Yu, L. (2021). Global Share Repurchases Over the Business Cycle. Available 

at SSRN 3791110. doi:https://dx.doi.org/10.2139/ssrn.3791110 

Zhang, H. (2005). Share price performance following actual share repurchases. Journal of Banking & 

Finance, 29(7), 1887-1901. doi:https://doi.org/10.1016/j.jbankfin.2004.06.038 

 

https://doi.org/10.35912/ijfam.v7i2.2593
https://doi.org/10.35912/ijfam.v4i2.905
https://doi.org/10.35912/ijfam.v6i1.1833
https://doi.org/10.1111/1475-4932.12357
https://dx.doi.org/10.2139/ssrn.3106243
https://dx.doi.org/10.2139/ssrn.3791110
https://doi.org/10.1016/j.jbankfin.2004.06.038

