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Share repurchases have been popular topic on the previous research, with overall results be-

ing in favor of companies succeeding in repurchase timing. There is also contradicting evi-

dence that companies could not time repurchases correctly. The correct time when to execute 

repurchases has also not been defined. Objective of this thesis is to study how companies are 

timing their share repurchases in the London Stock Exchange between 2010-2019. Whether 

the companies are using their own share price down days, market downturns or company 

valuation to decide when to execute share repurchases. The company valuation is measured 

by using the price to book ratio and it is compared to the market median. 

 

The results of this thesis show that on average companies repurchase shares cheaper com-

pared to the possible alternative repurchase programs and therefore minimize repurchase 

costs. However, the results are only statistically significant on one of the years. On the market 

downturns companies repurchase more shares after the downturns compared to before, but 

this is not statistically significant. Most important finding of the study is that when companies 

are valued under the market median price to book ratio they repurchase much more of their 

own shares and when they are valued over the market median, they repurchase much less 

shares. This suggests that company valuation can signal whether company is likely to execute 

share repurchases. 



 

 

 
TIIVISTELMÄ 

Tekijä:    Aleksi Roti 

Tutkielman nimi:   Omien osakkeiden takaisinostojen ajoitus Lontoon pörssissä 

Akateeminen yksikkö:  LUT School of Business and Management 

Maisteriohjelma:  Laskentatoimi 

Vuosi:    2021 

Pro Gradu tutkielma:   Lappeenrannan-Lahden Teknillinen Yliopisto LUT 

    78 sivua, 10 kuvaa, 11 taulukkoa ja 1 liite 

Tarkastajat:    Professori Satu Pätäri ja Tutkijatohtori Timo Leivo 

Avainsanat:  Omien osakkeiden takaisinostot, takaisinostot, ajoitus, boots-

rapping, event tutkimus, laskentatoimen tutkimus 

 

Omien osakkeiden takaisinostot ovat pitkään olleet suosittu tutkimuskohde, jossa tulokset 

osoittavat, että yritykset keskimäärin onnistuvat takaisinostojen ajoituksessa. Kuitenkin myös 

päinvastaisia havaintoja on esitetty. Ei ole myöskään selvillä tiettyä aikaa, milloin osakkeiden 

takaisinostot kannattaisi toteuttaa. Tämän tutkielman tavoitteena on selvittää, miten yrityk-

set ajoittivat takaisinostojaan Lontoon Pörssissä vuosina 2010–2019. Käyttävätkö yritykset 

oman osakekurssinsa laskupäiviä, yleisesti markkinoiden laskupäiviä tai yrityksen arvostusta 

päättäessään toteuttaa takaisinostoja. Yritysten arvostusta mitataan tutkielmassa käyttäen 

P/B-lukua ja sitä verrataan markkinoiden mediaaniin. 

 

Tutkielman tulokset osoittavat, että yritykset keskimäärin ostavat osakkeitaan mahdollisia 

vaihtoehtoisia takaisinostosuunnitelmia halvemmin ja näin minimoivat kustannuksensa. Kui-

tenkin tulokset olivat tilastollisesti merkitseviä vain yhtenä vuotena. Markkinoiden yleisten 

laskupäivien jälkeen yritykset ostavat enemmän osakkeitaan, mutta tulokset eivät ole tilastol-

lisesti merkitseviä. Tutkielman tärkeimpänä havaintona on, että kun yritykset ovat aliarvostet-

tuja verrattuna markkinoiden mediaaniin ne ostavat enemmän omia osakkeitaan ja kun ne 

ovat yliarvostettuja niin ne ostavat sen sijaan vähemmän omia osakkeitaan. Tämä kertoo, että 

yrityksen arvostus voi signaloida onko yritys todennäköisesti toteuttamassa omien osakkeiden 

takaisinostoja. 
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1. INTRODUCTION 

 

From the beginning of modern corporations’ companies have been paying out excess cash 

cumulated by their earnings to the shareholders. Companies have paid significant share of 

their earnings out by dividends and for centuries it has been the most common payout form 

for corporations all over the world. Studies conducted by von Eije and Megginson (2008, 347-

349) suggest that there is however, no reason for investors to demand dividends from com-

panies as often as they do. Unlike dividends share repurchases provide companies much more 

flexibility with timing and the amount paid (Bonaimé, Hankins & Jordan 2016, 345-362). The 

number of dividend payers has slowly been decreasing and companies have been replacing 

dividends with share repurchases (von Eije & Megginson 2008, 347-349). Skinner (2008, 582-

608) shows that repurchases are increasingly becoming a substitute payout form to dividends. 

Lately, also Manconi, Peyer, and Vermaelen (2019) have confirmed that the number of share 

repurchases has increased around the world. Since the late 1990s this has been made possible 

by the changes in legislation, which has liberated repurchases and increased their popularity 

around the world. 

 

Share repurchases are simply executed by company buying back its own shares from the 

shareholders. It is possible to cancel these shares, be held in treasury to be reissued in the 

future back to market or to be used in business, for example to pay employees with repur-

chased shares. Repurchases for listed companies are often done though a broker from the 

open market. Repurchases can also be executed by tender offers, where shareholders receive 

the same fixed or minimum price, or by directly negotiated invitations, which are most often 

used by private companies. Sometimes repurchases are viewed as free gifts to the sharehold-

ers. However, this is not true as in exchange for the cash received by shareholder, they no 

longer own the shares.  It means that bough out shareholders do not receive any future earn-

ings, and this frees future funds of the company to investments for example. (BEIS 2019, 20-

21)  
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In Europe, number of announced repurchases has been lacking and the reason for long been 

the regulatory environment. However, that has changed in multiple countries such as United 

Kingdom, Netherlands, Germany and France. They have made changes to their legislation to 

allow and make share repurchase implementation more simple. (Ginglinger & Hamon 2007, 

915-937) According to Andriosopoulos and Lasfer (2015, 327-337) most repurchases in Europe 

are announced in France, Germany and United Kingdom. Of the three countries United King-

dom has the most repurchase announcements, best suited the corporate culture and legal 

restrictions for share repurchases. According to BEIS (2019) the level of repurchases is still in 

comparison to market capitalization three times smaller than in United States, where the most 

repurchases in the world are announced. This can be due to more favorable tax treatment in 

United States, where capital gains are taxed less. The level of repurchases in United Kingdom 

is more comparable to Australia and Canada, but higher than in Germany. 

 

As the number of shares repurchased has increased worldwide, this has created repurchase 

waves that have attracted attention in the financial press. On the press and amongst the pol-

iticians, repurchases have been criticized for undermining economic growth and making com-

panies to focus on short term objectives such as earnings per share. (Manconi, Peyer, and 

Vermaelen 2019) For example the Economist (2014) presented that in the United States com-

panies have been repurchasing shares with record high numbers and repurchases have over-

come dividends as a way to payout cashflows to the owners. Also, in Europe and Asia repur-

chases have become more common. Economist (2014) shows that there are worries that the 

waves of repurchases will damage companies and the economy as companies can payout too 

much cash. This could damage the company’s balance sheet and their ability to invest. (Econ-

omist 2014) Financial times also argued that companies should use the money from the mar-

ket to invest in future growth but use it instead to share repurchases. (Luce 2015) 

 

The arguments in the Economist and Financial Times (Economist 2014; Luce 2015) present 

that companies do not invest enough, and use repurchases to drive the stock price up in the 

short term at the expense of long-term shareholder value. However, Manconi, Peyer, and Ver-

maelen (2019) disagree with this and show that share repurchases are beneficial for the long-
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term investors on average. There is no support for the claim that repurchases would on aver-

age destroy long term shareholder value. However, around the world not all repurchases are 

created equal. These long-term returns are not found in all countries, for example Greece and 

Spain. (Manconi, Peyer, and Vermaelen 2019) 

 

1.1 Background and motivation of study 

 

Most of the previous studies about the share repurchases have been done in the United 

States, where historically the largest percentage of repurchases are executed (Ikenberry, 

Lakonishok & Vermaelen 2000, 2373-2397). In the United States repurchases have for a long 

time been the de-facto way to distribute wealth to shareholders, but this has not been always 

the case. There has been relative tax advantage compared to dividends, but many companies 

have continued paying dividends to shareholders. However, over time share repurchases have 

surpassed the dividends as a payout form. Based on previous literature the main reason for 

repurchases has been to signal undervaluation to the market and therefore make the share 

price reflect company’s true value. (Ikenberry, Lakonishok & Vermaelen 1995, 181-207; 

Grullon & Michaely 2002, 1649-1653) 

 

By indicating the initiation to buy their own shares back the company is possibly trying to 

correct its share price. If the company is seeing clear undervaluation on their share price, for 

example if the stock is trading for half of its current value. Why should not the company invest 

in itself if they can get 1 euro for paying 50 cents. In theory should the announcement correct 

the price to the correct value, then there is no more need for the actual repurchase to be 

executed. However, as can be seen from the literature this often does not happen. (Ikenberry, 

Lakonishok & Vermaelen 1995, 181-207) 

 

There have been fewer studies done about share repurchases in Europe, which makes it more 

interesting market to study compared to United States. Historically 60 % of all repurchase 

announcements in Europe have happened in the United Kingdom, where the regulatory envi-
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ronment is most similar to the United States (Rau & Vermaelen 2002, 245-246).  United King-

dom is still leading the Europe in repurchases which has been confirmed by BEIS (2019) and 

Andriosopoulos and Lasfer (2015). As the most repurchases are executed in the United King-

dom and it has the most suited regulatory environment (Andriosopoulos and Lasfer 2015, 327-

337), it is chosen for this study. 

 

On average during the years 2007-2017 share repurchases amounted between 15 to 20 billion 

pounds per year (approximately 16.5 - 22 billion Euros) in the United Kingdom. The repur-

chases were concentrated on 62 of the FTSE 350 companies. FTSE 350 includes the 350 biggest 

companies listed in the London Stock Exchange. Overall FTSE 350 companies account for the 

97 % of all repurchases announced in the UK public companies. During 2007-2017 all but 35 

companies included in FTSE 350 had conducted some repurchase activity, which would sug-

gest that most companies take part in repurchases periodically rather than on yearly basis. 

Share repurchases are very cyclical to market conditions and since the financial crisis in 2008, 

repurchases amount for 10 % of companies operating profits. Compared to dividends (40 %) 

the payout number is much lower and overall share repurchases account for 23 % of all cash 

returned to shareholders. (BEIS 2019, 5) 

 

This thesis is focusing on the timing aspect of share repurchases, how companies are timing 

the repurchases and how companies are succeeding on repurchase timing. This is not as 

widely studied as many other aspects of the share repurchases such as the abnormal returns 

(for example Rau & Vermaelen 2002; Lie 2005; Andriosopoulos & Lasfer 2015). As the number 

of repurchases is increasing it is important to study this aspect of the share repurchases. Badly 

timed repurchases could have significant effects on the company’s future, as shown by the 

Economist (2014).  
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1.2 Objective of the thesis 

 

The most of share repurchases in Europe are happening in United Kingdom, which has been 

confirmed by the previous research (Andriosopoulos & Lasfer 2015; Rau & Vermaelen 2002, 

245-246). Previous studies have also shown that companies indeed can manage to time share 

repurchases very well (Ikenberry, Lakonishok & Vermaelen 1995; Brockman & Chung 2001; 

Chan, Ikenberry & Lee 2007), with few studies arguing otherwise (Bonaimé, Hankins & Jordan 

2016; Cook, Krigman & Leach 2004). Overall, the trend seems to be in the favor of company’s 

management succeeding in the timing aspect of share repurchases. But when is the correct 

time to buy, is it when the company’s share price is down or when the whole market is in 

turmoil? Or perhaps when the company is undervalued on the market? This thesis aims to 

provide evidence for the following main question from the London Stock Exchange:  

 

How are companies timing their share repurchases in the London Stock Exchange? 

 

The following research sub questions are formed to study the subject more in detail: 

 

1. Do companies time their share repurchases on the days when their share price is down? 

 

2. Do companies time their share repurchases when the stock market overall is down? 

 

3. Does company’s price to book ratio effect the decision to repurchase shares? 

 

These research questions will provide additional evidence to the widely studied subject of 

share repurchases, but on the different perspective compared to most of the previous studies. 

The timing of the share repurchases is not as widely studied compared for example to abnor-

mal returns, which may occur from the repurchase announcement. Results of the previous 

research are presented later in the previous research part of this thesis. As most studies are 

focused on the United States (see e.g. Ikenberry, Lakonishok & Vermaelen 2000), the study 

will provide more information about the situation in Europe and particularly United Kingdom, 

where fewer studies have been conducted. United Kingdom is the largest market in Europe 
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and there is significant amount of repurchases happening as presented earlier. This makes it 

an ideal market to study repurchases in Europe. Also, the price to book effects have not been 

extensively studied in the past, which provides new perspective alongside previous research 

on share repurchases. 

 

1.3 Delimitations of the thesis 

 

The thesis focuses on the companies listed in the London Stock Exchange, which is the oldest 

and largest stock exchange in the Europe (London Stock Exchange Group, 2020b). The most 

share repurchases in Europe are executed in United Kingdom (BEIS 2019). The companies cho-

sen are only from the premium segment on the London main market as they must fulfill both 

the United Kingdom listing authority and London Stock Exchange criteria to be accepted to 

the highest class. With premium listing the companies can be accepted to the FTSE indexes. 

From the possible indexes FTSE 350 is chosen for the comparison index and it includes 350 

companies with the highest market capitalization from the London Stock Exchange. (London 

Stock Exchange Group, 2020a) This makes sure most of the repurchases from the London 

Stock Exchange are included the research sample as BEIS (2019) confirms that FTSE 350 com-

panies execute 97 % of all repurchases in the United Kingdom. 

 

The years from which the share repurchases are studied is starting from the beginning of 2010 

until the end of 2019. This makes sure that the analyzed repurchases are recent and there are 

no significant events on the time-period, such as the financial crisis in 2008 which made the 

whole market go down for a long time. It could have significant effects on the results if crisis 

periods would be included. The different repurchase methods are not detected from the data 

as will be presented in the data chapter. Therefore, the study will include all the different 

share repurchase methods, which companies may use to repurchase shares.  
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1.4 Research methodology 

 

The data used in this thesis is obtained from the Thomson Reuters DataStream as a timeseries 

for all the companies included in the sample. From Thomson Reuters DataStream all the daily 

share prices, number of shares repurchased, price to book ratios and FTSE 350 index prices 

are obtained for all the years to be studied. The obtained daily share prices are closing prices 

for each trading day. After removing all the companies with missing data, unclear transactions 

and no share repurchases 256 companies are left to be studied in this thesis. 

 

Methods used to the study the share repurchase timing are bootstrapping, event study and 

accounting study. Bootstrapping is method similar to simulation (Brooks, 2002), which is used 

to create alternative repurchase programs to study share repurchases on the days where the 

share prices are down. Second selected method is event study, that focuses on the impact of 

a certain event on the company (MacKinley 1997). Event study methodology is used to study 

whether companies time their repurchases on the days when the market overall is down, 

which is measured by using the FTSE 350 index down days. Lastly the accounting study meth-

odology is used to study the effects of price to book ratio to companies’ decision to repurchase 

shares by forming two different P/B groups yearly. These groups are overvalued companies 

and undervalued companies for each year. 

 

1.5 Structure of the thesis 

 

This thesis consists of five main chapters: introduction, the theoretical background of share 

buybacks including previous research, data and methodologies, the results and lastly the sum-

mary and conclusions. Theoretical background chapter will go through the basic concepts of 

share repurchases, the possibility to use repurchases instead of dividends to transfer wealth 

from the company to its shareholders, different methods of how share repurchases can be 

constructed, limitations to repurchases, factors and motivations that lead to repurchases and 

the timing of when companies execute repurchases and company valuation. The chapter also 

includes previous research subsection, which will disclose previous studies about the subject 
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of share repurchases, how they are studied and constructed, which are the themes that are 

consistent throughout the literature and are there any possible subjects that are not studied. 

It is divided into two parts between the abnormal performance research and the timing and 

motivations. At the end of the chapter two the research hypotheses will be presented based 

on the literature. 

 

After that on the chapter three data and methodologies, will present how the subject will be 

studied empirically, what methods are used and present briefly the studied data. Results of 

the empirical study will be disclosed in detail on the results chapter, where all the results are 

presented and discussed in detail. Lastly final conclusions of the thesis will be presented on 

the summary and conclusions chapter, where all answers to the research questions are pre-

sented and discussed. After that results are summarized, and possible implications of the the-

sis are presented. Finally, the limitations of this thesis will be discussed and possible ideas for 

a future study will be presented. 
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2. THEORETICAL BACKGROUND OF REPURCHASES 

 

This theoretical background chapter of share repurchases will first present the basic terminol-

ogy and different repurchase methods. Thereafter the different motivations behind the re-

purchases, from which four classical theories and hypothesis explaining the factors leading to 

repurchases are selected for more in-depth presentation for this thesis. Afterwards the previ-

ous research on the subject of share repurchases will be presented. The chapter will also focus 

on how the companies are timing their repurchases and whether they are succeeding in it. 

Thereafter the price to book ratio is presented on the company valuation chapter and dis-

cussed whether it has any effects on the timing of repurchases. Lastly the research hypotheses 

are formed based on the previous literature. 

 

2.1 Basic concepts of share repurchases 

 

Share repurchases are executed by company buying back its own shares from the sharehold-

ers (Vermaelen 1981, 139-143). The regulations in the United Kingdom make it possible to 

cancel these shares, be held in treasury to be reissued in the future or to be used in business 

(Companies Act 2006). Repurchases are often executed though a broker from the open mar-

ket.  Other way to execute repurchases is tender offers, where shareholders receive the same 

fixed or minimum price. Tender offers can be either fixed price offers, or Dutch auction offers 

depending on the company’s choice. (Comment & Jarrell 1991, 1243-1246). Lastly repurchases 

can also be executed by direct invitations between the parties. (Vermaelen 1981, 139-143) 

 

Strong (2004, 293-295) suggests that share repurchases are one possible way for companies 

to payout cash to their shareholders. Using share repurchases in a flexible way can be very 

efficient way to return excess cash to shareholders. It can be used for example to signal un-

dervaluation to the market. Compared to United States there has been less repurchase activity 

in the United Kingdom. According to BEIS (2019) the level of repurchases in comparison to 

market capitalization is three times smaller in United Kingdom than in United States. This can 

be due to more favorable tax treatment in United States, where capital gains are taxed less. 
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However, the overall payout ratios are similar between the countries. The level of repurchases 

is comparable to Australia and Canada, and higher than in Germany. (BEIS 2019) 

 

Oswald and Young (2004, 257-289) and Rau and Vermaelen (2002, 245-246) report that re-

purchases are becoming relatively more common and the number of announced repurchases 

is increasing in United Kingdom. Andriosopoulos and Lasfer (2015, 327-337) studies also show 

that United Kingdom has more repurchase announcements compared to France and Ger-

many, and the corporate culture and legal restrictions are most suited for share repurchases 

in Europe. There has been regulatory change in 2003, which allowed companies to keep re-

purchased stock as treasury stock and it had significant impact on the market valuation. This 

would indicate that the regulatory reform decreased the signaling role of repurchases in 

United Kingdom as it made possible for bad companies to announce repurchases. These com-

panies could more easily back out of the commitment to repurchase the shares and share-

holders may potentially be concerned about market manipulation.  

 

The legal regulations for share repurchase, which both public and private companies must 

follow are determined in the Companies Act (2006). It specifies the conditions when compa-

nies can buy shares, what processes to follow, limitations to the timing and quantity. Public 

companies need to use profits or proceed to selling shares and not use any share capital, ex-

cept under specified circumstances. The process contains shareholder approval, authoriza-

tion, and notification to repurchase shares. Private companies have more loose rules for re-

purchases. (Companies Act 2006) Oswald and Young (2004, 257-289) found that despite the 

United Kingdom’s regulatory environment share repurchases are still driven by desire to ex-

ploit market mispricing and the abnormal returns surrounding the announcement are in line 

with earlier studies done in the United States. Even though in the United Kingdom the repur-

chase timing cannot happen when the information is most asymmetric between the managers 

and the market. 
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2.2 Repurchase methods 

 

Repurchase methods can be divided into; tender offers, open market repurchases and private 

purchases. On tender offer the company puts out an offer to buy specified number of shares 

at a certain price until the offer expiration date and the price is normally over the current 

market price. Open market purchases are executed by buying the shares from the market, 

usually gradually with small quantities day by day. Open market repurchase plans can take 

multiple years and amounts are usually smaller compared to tender offers. The last method is 

direct or private repurchases, which are executed by repurchasing significant number of 

shares from a big shareholder directly. This can happen from either side initiating. Direct re-

purchases are the most uncommon repurchase method. (Vermaelen 1981, 139-143)  

 

Tender offers can be divided into fixed price tender offers or Dutch auction tender offers, 

which both are similar but have some differences. Out of all the repurchase methods the 

Dutch auction is often viewed as the least risky method as it has multiple different price 

ranges. This means that with low minimum ranges the Dutch auction offer can be seen as the 

most unconvincing signal to market compared to the other methods. (Comment, Jarrell 1991, 

1243-1246) The different repurchase methods are presented in the figure 1 below. 

 

 

Figure 1. Repurchase methods (Comment & Jarrell 1991, 1243-1246; Vermaelen 1981, 143) 
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According to Rau and Vermaelen (2002, 245-281) on United Kingdom companies announce 

on average that they will repurchase 9.8 % of total shares using open market repurchases, 

23.4 % using tender offers and 17.2 % using private repurchases. However, most used repur-

chase method reported by Comment and Jarrell (1991, 1243-1246) is open market repur-

chases. On open market repruchases company buys shares at market prices for a long period 

of time as suggested by Vermaelen (1981, 143). Also, Ikenberry, Lakonishok and Vermaelen 

(1995, 181-207) indicate that most companies seem to choose the open market option.  

 

When companies purchase shares using open market or tender offers, share prices often in-

crease. Usually this happens because of the signaling effect or possible improved capital struc-

ture. Signaling could either be deliberate or unintentional. Capital structure improvements 

include corporate tax savings from increased leverage and reduction of agency costs of free 

cashflow. Previous evidence shows that managers can time the market when shares are un-

dervalued, which is possible because market underreacts to the repurchase announcement. 

(Peyer & Vermaelen 2005, 362) 

 

2.2.1 Fixed price tender offer 

 

When company makes a fixed price offer it has defined the price, wanted number of shares, 

security class and the expiration date for the offer. Tendered number of shares can sometimes 

be exceeded, which means the offer is oversubscribed and the company can buy the number 

of shares wanted. In case of oversubscription often the company will purchase the exceeded 

amount on pro rata basis. However, sometimes the tendered amount is below the offer.  Then 

the company may purchase all the tendered shares at the offered price, extend the tender 

offer or cancel the offer. However, offer cancellations are very unusual. (Ahn, Cao & Choe 

2001, 448; Comment & Jarrell 1991, 1247)  

 

Tender offers make it normally possible to buy back more shares than wanted originally, ex-

tend the offers for a longer period, or buy the shares tendered pro rata. Companies can put 
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maximums and minimums to the offers to eliminate small shareholders in order avoid servic-

ing costs and to stop outsides from getting control. Tender offers are very similar to the open 

market purchases as they are executed at market prices and usually run for long periods. (Ver-

maelen 1981, 139-143) In fixed price offer the managers set the terms for the deal and then 

outsides react to these terms by accepting or rejecting. (Comment & Jarrell 1991, 1247)  

 

Usually if managers intend to signal private information to the market, they are more likely to 

use tender offers rather than open market repurchases. To be credible the signal must be 

costly to the company. Open market offers normally are not, but tender offers can be very 

costly. Louis and White (2007) argue that fixed price offers are more likely to signal positive 

private information compared to Dutch auction offers. On fixed auction offers managers are 

more interested in signaling their private beliefs of the company value and on Dutch auction 

offers managers are more interested in minimizing the repurchase price. (Louis & White, 2007) 

 

2.2.2 Dutch auction tender offer 

 

Dutch auction tender offer is very similar to the fixed price offer but has few exceptions on 

the way how company sets the offer price and the purchase price. Normally in a Dutch offer 

the company announces range of prices instead of a single offer price. (Ahn, Cao & Choe 2001, 

448) The Dutch auction specifies the number of wanted shares but instead of one single price, 

it has range of prices. From the range the shareholder can choose the minimum acceptable 

price. The shareholder then informs company the number of shares he is offering and the 

minimum price from the selected range. Company then collects all these responses from 

shareholders and arranges them by minimum prices. Then they determine the price that will 

cumulate wanted number of shares and afterwards the same price is paid to all shareholders 

who have equaled or offered to sell on a lower price. (Comment & Jarrell 1991, 1247) 

 

Dutch auction tender offers can also be undersubscribed or oversubscribed. Undersubscribed 

Dutch offer is like a fixed price offer, but if the offer is oversubscribed the company will choose 

the lowest price where it can get the number of shares it is seeking. Then it will pay that price 

to all shareholders who have tendered at that price or lower. (Ahn, Cao & Choe 2001, 448) 
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When oversubscription happens the purchase price is often lower than in fixed price offers. 

Therefore, it guarantees managers with lower minimum price. This indicates less risk and is 

not as credible signal than fixed price offer. In Dutch auction outsiders have more active role 

in choosing the prices and they seem to reveal information about the company’s supply curve. 

(Comment & Jarrell 1991, 1247) 

 

Due to how Dutch offers are constructed it means that for tendering shareholders the chance 

of tender being accepted is inverse function of the tender prices and too high tender price will 

lead to chance of tender not being accepted. This ensures that company will not pay too much 

for tendering shareholders when the auction is oversubscribed and can make the repurchases 

less risky for a company compared to normal fixed price offer. (Ahn, Cao & Choe 2001, 448) 

Assuming efficiency on the market, managers can have superior information of company’s 

future prospects and repurchases will allow companies to use this information to their ad-

vantage. This can happen when managers are sure there is low risk of false signaling, which 

occurs when the premium announced exceeds the undervaluation of stock. This costly for 

non-tending owner-managers as the market price falls short of the tender price. They often 

pre-commit to not tendering to make the signaling stronger, which makes them lose wealth if 

the premium is higher. Dutch auction is the least risky of all methods as it has multiple price 

ranges, but with low minimum ranges it should not be very convincing signal to market. And 

it has lower announcement returns as a result. (Comment & Jarrell 1991, 1243-1246) 

 

2.2.3 Open market share repurchases 

 

In an open market repurchase program company buys its own shares from the market over a 

period of several days, months or even years. Open market repurchases have become popular 

way of paying out cash to shareholders. Unlike Dutch auctions or fixed price tender offers 

open market programs do not commit companies to actually acquire the shares. Often only 

small number of the announced number is executed if anything at all. (Oded 2005, 271-275) 

Open market repurchases are executed by companies buying the shares from the market 

gradually with small quantities. Company needs to pay normal commission on the purchases 

and the seller does not usually who he is selling to. These repurchase plans can take multiple 
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years and amounts are usually smaller compared to tender offers. (Vermaelen 1981, 139-143) 

Sometimes companies want to hide the repurchases from the market and only buy small num-

ber of shares during multiple years. (Chan et al. 2010, 137-155)  

 

In comparison to fixed price repurchases, open market repurchase programs are just author-

izations for managers to buy shares but do not commit the company to actual repurchases. 

Due to this flexibility open market share repurchases can also be seen as weak signals lacking 

commitment. But if company announces repurchase program because of undervaluation and 

the share price corrects itself to fair value, there is no more need for the actual repurchase to 

be executed. (Chan et al. 2010, 137-155)  

 

According to Comment and Jarrell (1991, 1266) open market repurchases provide support that 

share repurchases increase company’s share price, because open market repurchases are 

credible signals from the management that company’s shares are undervalued. Some manag-

ers may even use the flexibility to mislead investors by conveying false signals. In some coun-

tries like the United States repurchase disclosure requirements are minimal and there is no 

penalty for failing to repurchase shares. In the United Kingdom number of repurchased shares 

needs to be disclosed at the beginning of the next business day. Companies can initiate repur-

chase program even though they do not have any immediate intentions to execute repur-

chases. In cases where managers could mislead investors, over long-run these companies do 

not see improvements in their economic performance. This is only considering a minority of 

all managers. (Chan et al. 2010, 137-155)  

 

2.2.4 Direct or private share repurchases 

 

The last method which is also the most uncommon is direct or private share repurchases. Pri-

vate share repurchases are executed by company buying significant number of shares from a 

large shareholder directly. This can happen from either the buying or the selling side initiating 

the share exchange. (Vermaelen 1981, 139-143) Private companies often use direct invitations 
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to sellers as they normally have fever shareholders than public companies. Private share re-

purchases are normally used for ownership transactions between shareholders. (BEIS 2019, 

20-21) 

 

Private repurchases are unique for several reasons. In case of seller initiating the company 

only needs to agree as the initiative can come from either side. Therefore, seller can be the 

more proactive party in the transaction. Large investors could want to sell their shares pri-

vately if the stock is not widely traded. Seller is typically a large individual investor or company, 

and according to Peyer and Vermaelen (2005, 361-394) these sellers on average own 13 % of 

all the shares. As the seller knows who the buyer is, this can make it more difficult for the 

company to use its possible information advantage. The repurchases can be considered as 

negative signal if company buys the shares under the current market value. Large investor can 

reduce agency costs, but it is not clear if the excess cash reduction will lead to lower agency 

costs. For these reasons private repurchases can be associated with different motivations and 

price behaviors than other methods. Peyer & Vermaelen (2005, 361-394) found out that there 

is no signaling to be conveyed and the discount or premium on the price depends on the bar-

gaining power of the seller and the buyer. 

 

2.3 Motivations behind the repurchase decision 

 

In previous literature there have been multiple possible theories, which have been trying to 

explain the market reactions to share repurchases. Andriosopoulos and Lasfer (2015, 327) 

found in their studies positive price reactions to repurchase announcements and they present 

multiple hypotheses which could explain this: signaling, agency theory, capital restructuring, 

substitute to dividends, management compensation and firms’ reputation. Also, Ikenberry, 

Lakonishok and Vermaelen (1995, 181-207) list many possible reasons for share repurchases 

such as: capital structure adjustment, takeover defense, signaling low valuation, excess cash 

distribution, substitution to dividends and wealth exploration from bondholders.  

 

Most common reason for share repurchases has been the signaling, which is also confirmed 

by Vermaelen (1981, 139-181). He presents in his studies that signaling hypothesis is the most 
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likely explanation for the abnormal returns in both tender and open market repurchases. Ac-

cording to Kahle (2002) two of the most common motivations for the abnormal returns after 

repurchase announcement are signaling theory and free cashflow theory. The most likely mo-

tivations for the repurchases are presented in the figure 2 below. 

 

 

 

Figure 2. Most widely accepted repurchase theories (Andriosopoulos and Lasfer, 2015; 

Ikenberry, Lakonishok and Vermaelen, 1995; Kahle, 2002 & Vermaelen, 1981) 

 

 

The chapter will present more in detail the four most widely accepted share repurchases mo-

tivations presented above in the figure 2. Those are the signaling, free cashflow, dividend sub-

stitution and liquidity hypothesis. All of them have been closely linked to share repurchases 

on the previous literature.  

 

2.3.1 Signaling 

 

According to Vermaelen (1981, 140) signaling hypothesis suggests that, when company de-

cides to repurchase shares management signals new unknown information to the market. 

When the company buys the shares with premium it can show that they are signaling share 

price undervaluation to the market. However, the signal can be unclear as it may also show 
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that the company has no other profitable use for the available cash. This can be due to that 

there is nothing to invest in.  Kahle (2002) on the other hand suggests that the management 

is conveying new favorable information to market about the value and future prospects of the 

company. Nohel and Tarhan (1998, 187-190) agree and suggest that signaling hypothesis in-

dicates company’s willingness to pay more for its own shares, which sends a signal to investors 

that company’s future prospects are improving. 

 

Ikenberry, Lakonishok and Vermaelen (1995, 181-207) point out that signaling is motivated by 

asymmetric information between the market and the managers. If managers see their com-

pany undervalued on the market, they can choose to buy back their shares. This should make 

the market adjust immediately and the new value should reflect the correct value. No wealth 

transfer should happen between the shareholders and the sellers. If the market would be 

completely efficient only the announcement would be enough to correct the share price and 

it would eliminate the need for actual repurchase. Often that does not happen, and the man-

agers do not cancel their announcement, because it seems that the market reaction is too low 

(on average 3.5%). This is also noticed by Chan et al. (2010, 137-155) who argue that if com-

pany announces repurchase program and the share price corrects itself to fair value, there is 

no more need for the actual repurchase to happen. Management often suggests that the rea-

son for repurchases is that the shares are undervalued or good investment. This shows that 

managers may have superior information about the company’s value. In addition, most of the 

empirical research supports repurchases as a signal of undervalued shares. (Persons 1997) 

 

Comment and Jarrel (1991) argue that there are reasons to doubt that signaling truly explains 

most companies repurchase activity. Assuming efficiency on the market managers can have 

superior information about the company’s prospects. Share repurchases allow companies to 

make a bet on those prospects. This is most convincing when managers have the most finan-

cial risk of false signaling. False signaling happens when company announces repurchase pre-

mium, which significantly exceeds the current undervaluation. Babenko, Tserlukevich, and 

Vedrashko (2012) on the other hand argue that investors should only react to the signaling if 

company insiders make it credible, specially whether managers have recently bought the com-

pany’s shares in their own name. This is more credible as it is considerable risk and very costly 
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if the shares are overpriced. Large insider purchases may indicate that managers consider the 

shares to be undervalued. Based on their results this seemed to happen when companies were 

considered to be undervalued.  

 

Out of the different methods Dutch auction offer with minimum low price should not be con-

vincing signal to the market. This is due to that the minimum premium is much lower com-

pared to the fixed price offers, which makes them less strong signals. However large open 

market repurchases can signal share undervaluation almost as much as premium Dutch auc-

tion offers. Overall, repurchases increase share prices as they are credible signals that the 

company is undervalued on the market. (Babenko, Tserlukevich, & Vedrashko, 2012) Strong 

(2004, 293-295) suggests that undervaluation is the leading reason for repurchases rather 

than, for example tax benefits or regulatory restrictions. Companies that repurchase under-

valued shares from the sellers on market benefit their long-term investors at the expense of 

the selling investors. Issuing shares damages new investors and is not maximizing the long-

term shareholder value. However, repurchase authorizations are an option and not commit-

ment to repurchase shares. The actual repurchases may happen many months or even years 

later than the authorization. Market timing is much easier for the company when using open 

market repurchases as the seller is not aware that he is selling to the company itself. The au-

thorization creates an option to take advantage of repurchases if the shares are undervalued. 

This is very valuable if the shares are very volatile. Companies are more likely to have superior 

information when the share prices are driven by the company related events. (Evgeniou et al. 

2018) 

 

2.3.2 Free cashflow 

 

Free cash flow hypothesis suggests that the companies with excess cash and poor investment 

options will have large agency costs if the excess cash is not paid out to shareholders. If the 

cash is not paid out company’s managers can have incentives to invest in bonuses, empire 

building and other negative net present value investments. Share repurchases make it possi-

ble to payout free cashflow, which reduces these agent conflicts by transferring free cashflow 

to shareholders. Therefore, it eliminates the incentives for wasteful investments and increases 
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company value. (Nohel & Tarhan 1998, 187-190) When companies have substantial amounts 

of free cash flow, it can lead to conflicts of interest between the managers and shareholders 

about the payouts. Companies with available free cash flow can use it to increase dividends 

or to repurchase shares, which means that cash used otherwise for low-return projects is now 

paid out. The problem is how convince managers to payout cash. Managers can announce 

permanent changes such as increases on dividends, but this is not a very strong signal. How-

ever, most often capital markets punish companies from dividend cuts, which supports the 

free cash flow hypothesis. (Jensen 1986) 

 

Howe, He and Kao (1992) suggest that the free cash flow hypothesis presents problem be-

tween the managers and shareholders about the cash flow generated by the company. Man-

agers can have incentives to invest too much to the company by using the free cashflows to 

negative NPV (net present value) investments rather than to payout the cashflows to the 

shareholders. However, their results are inconsistent with Jensen (1986) results as they did 

not find any statistically significant results supporting the free cash flow hypothesis for the 

repurchases.  

 

There are many different methods to pay cash out such as debt to equity swaps, recapitaliza-

tions and dividends but overall repurchases are more flexible and efficient. As companies with 

excess cashflows and no investment opportunities will face agency costs if they do not transfer 

the excess cash to the shareholders. The managers may have intensives to invest excess cash 

to empire building or other negative net value projects. (Nohel & Tarhan 1998, 187-190) How-

ever, according to Bozanic (2010) free cashflow hypothesis means that the timing of repur-

chases is also based on the amount of free cashflow in hand. Companies repurchase more 

shares when they have available additional, unforeseen, or discretionary cash flows. 

 

2.3.3 Dividend substitution 

 

Vermaelen (1981, 140) defines dividend substitution hypothesis, that companies repurchase 

shares and therefore shareholders can take advantage of preferential tax treatment com-

pared to dividends. Share repurchases can be interpreted as capital gains, but it is still unclear 



21 

 

 

if the share price will reflect the personal tax effects. This is also confirmed by BEIS (2019, 5) 

that for sellers the repurchases will lead to capital tax liability, where dividends are normally 

taxed as income. Nohel and Tarhan (1998, 187-190) agree and suggest that compared to div-

idends repurchases are more tax beneficial and do not imply any future commitments.  

 

From the beginning of modern corporations, companies have been paying large part of their 

earnings as dividends. However, there is no clear reason why the investors should want divi-

dends. Eije & Meggison (2008) studied dividends and share repurchases in the European union 

between 1989-2005. European dividend and share repurchase policies are very similar com-

pared to United States. The number of companies in Europe that pay dividends has declined, 

but the total amount of dividends has increased. Also, the total value of repurchases has in-

creased and it accounted for half of total value of dividends. The number of companies that 

execute repurchases is only one quarter of the number of dividend payers. Dividends are be-

coming more concentrated. Overall, the number of all companies, which pay dividends has 

declined. Simultaneously repurchase numbers have increased. Characteristics such as size, 

market-to-book and profitability explained the likelihood of dividends or repurchases. (von 

Eije, Megginson 2008, 347-349) 

 

Skinner (2008, 582-608) report that repurchases are increasingly used for substitute to divi-

dends and are more flexible. Overall, his results strongly support the substitution hypothesis. 

Share repurchases now seem to be dominant form of payout. There may even come time in 

the future where dividends are no longer used. Grullon and Michaely (2002, 1649-1653) also 

found evidence to support the substitution hypothesis. However, Almeida et al. (2016, 168-

184) report that even though share repurchases can be good way for companies to pay share-

holders, that money could also be used for example to investments or employment. On table 

1 below differences between dividends and repurchases are presented. 
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Table 1. Comparison between dividends and repurchases (Brav et al. 2005, 521-522) 

  Dividends Repurchases 
Historical level Important and cannot be cut Not important 

Flexibility Inflexible Very flexible 

If increased Little reward Stock price increase 

If decreased Big market penalty Little consequences 

Target Most common target is the level 
of dividends 

Most common target is 
amount of repurchases (flexi-
ble) 

External funds External funds raised before cut-
ting 

Reduced before raising exter-
nal funds 

Investments Maintain historic level before 
making investment decisions 

First investment decisions and 
then repurchases 

Earnings quality Increases tied to stable earnings Increase with permanent earn-
ings but also with temporary 

Taxes Tax disadvantage second-order 
importance 

Tax advantage second-order 
importance 

Information  Convey information Convey information 

Retail investors Prefer dividends even if tax dis-
advantaged 

Prefer repurchases less than 
dividends 

Institutional investors Generally, prefer Generally, prefer as much as 
dividends 

Share price Not important Repurchases when shares are 
undervalued 

Earnings per share Not important Very important in attempt to 
increase 

Stock options Not important To offset stock options is im-
portant 

Cash on balance sheet Not important Used to reduce cash holding 
when high 

Float or liquidity Not important No repurchases when not suf-
ficient 

Mergers & acquisitions Not important Important 

Takeovers Not important Not important 

Cash cows Expected to pay Expected to return capital 
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If company would have a 
chance to start over 

Minimize dividend commitment Would rely on repurchases to 
return capital 

Nonpayers will initiate 
when 

Earnings are stable, institutions 
demand or few profitable invest-
ments 

Market is undervaluing, extra 
cash, institutions demand, few 
profitable investments, in-
crease EPS or offset stock op-
tions 

 

 

Dividends are not very flexible as the market expects regular dividends or slight increases. 

Dividend cuts often lead to share price decreases, but this is not true for repurchases as they 

are not expected to be executed every year. (BEIS 2019, 22) Brav et al. (2005) suggest that 

sustaining the dividend level is a priority for companies on par with the investment decisions. 

Company’s managers want to avoid dividend cuts unless something extraordinary happens 

and beyond that company’s payout policy is not number one priority. The dividend increases 

are only considered after all the investment and liquidity needs are met. Many dividend payers 

are hoping that they would have not committed to dividends and could pay smaller dividends. 

Dividend increasements are led by two factors: long-term increases in earnings or demands 

from institutional investors. Repurchase decisions are also made by managers only after in-

vestment decisions. Manager’s view repurchases as more flexible than dividends and are using 

repurchases to time the market when their stock price is down. They are also conscious how 

repurchases affect EPS. Managers are more likely to execute repurchases when there is noth-

ing to invest in, when stock float is adequate and when they want to offset option dilution. 

Managers also believe that dividends and repurchases transmit information to investors. (Brav 

et al. 2005) 

 

2.3.4 Liquidity 

 

Liquidity provision is one of the short-term reasons listed for repurchases according to Cook, 

Krigman and Leach (2004, 463-467). One of the first studies surrounding the liquidity of com-

panies’ shares was done by Barclay and Smith (1988) who suggest that distributing cash using 

open market repurchases instead of dividends can have effects on the liquidity. There are two 
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contradicting hypotheses, one that liquidity will increase and one that liquidity will decrease 

depending on whether the company’s management has inside information. 

 

Hillert, Maug & Obernberger (2016) studied how companies affect liquidity when repurchas-

ing shares and they found that it is positive impact. Companies are large patient buyers with 

no immediate need to repurchase. Companies provide liquidity even when there is lot of cash 

to disburse and when the repurchase authorization is ending. Also, repurchases do not reduce 

liquidity when companies are trading with nonpublic information. Companies try to minimize 

transaction costs on average by repurchasing shares when the liquidity is high. Companies can 

also take more active approach and supply liquidity to the market. They are providing liquidity 

together with price support. Liquidity is also provided in the middle of crises when returns are 

low, and volatility is high. 

 

Cook, Krigman and Leach (2004, 463-467) found that share repurchases do not retract any 

market liquidity and repurchases are net contributor on increasing market liquidity. The re-

search of Hillert, Maug and Obernberger (2016) shows that repurchases clearly improve li-

quidity, but it also influences how companies are executing repurchase programs. Repur-

chases provide liquidity when other investors sell the company’s shares. They found no evi-

dence that companies reduced liquidity when they were trading on private information. 

 

However, according to Ginglinger and Hamon (2007, 915-937), who found on their study that 

liquidity significantly reduces after the repurchases. This also applied to all the market seg-

ments. Peyer and Vermelen (2009) also argue that repurchases reduce liquidity. Brockman 

and Chung (2001, 417-446) found evidence supporting the hypothesis where share repur-

chases increase liquidity cost of the company when market participants notice the informed 

trading.  

 

At times when market liquidity is low companies repurchase less shares and reduce the float 

as transaction on the market could increase the price effect of trading. They argue that man-

agers repurchase shares rather than pay dividends when the market liquidity is high. When 

companies announce repurchase programs investors know that there is higher possibility to 
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be trading against the informed insiders. This has effects on the company’s trading and in-

creases liquidity costs. It means that managers need to consider the liquidity when making the 

decision whether to repurchase shares or payout dividends. (Brockman, Howe & Mortal, 

2008) 

 

2.4 Timing of share repurchases 

 

Based on the survey with financial executives done by Brav et al. (2005) share repurchases can 

be used to time the market by increasing repurchases when the executives believe the share 

price is low. Out of all companies executing repurchases 86.4 % believe that their shares are 

good value relative to the company’s true value when executing repurchases. Half of the com-

panies track the repurchase timing and whether they can beat the market, with few compa-

nies suggesting they can beat the market by 1 or 2 dollars per share. Therefore, companies 

seem to indicate their ability to identify undervaluation in the form of mispricing on the mar-

ket. This also supported by Chan and Ikenberry (2007) as mispricing can viewed as key reason 

for repurchases. And the decision to repurchase shares is dependent on how much the share 

price is believed to be undervalued. 

 

Cook, Krigman and Leach (2004, 463-467) describe short term reasons bit different as compa-

nies do not buy shares every day from the market. Short term reasons for share repurchases 

are cost minimization, price support, liquidity provision and using company specific infor-

mation strategically. For the company specific information use strategically, they do not find 

any supporting evidence if the repurchases are timed specifically with releasing information 

to the market. However, they report that larger firms generally minimize costs better than 

smaller firms, which means that they pay comparable less for their shares. Companies also 

support their share prices and often buy back shares when the prices drop to stabilize the 

price level.  

 

Brockmann and Chung (2001, 417-446) suggest that cost minimization is unlikely the only ob-

jective when executing share repurchases, but they expect that companies use private infor-
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mation to time share repurchases to lowest possible prices. Their results implicate that com-

panies have timing abilities when repurchasing shares and this is related to general market 

conditions. They studied executed open market share repurchases on the Stock Exchange of 

Hong Kong, where companies need to report their repurchases by start of the following busi-

ness day similarly to United Kingdom. They found out that managers successfully happen to 

time the repurchases, which would indicate that managers use private information when trad-

ing the shares. Rau and Vermaelen (2002, 245-246) described the fact that companies are not 

allowed to repurchase their shares when managers have superior information about the fu-

ture earnings in the United Kingdom, which could have implications to the timing. 

 

Based on on Chan, Ikenberry and Lee (2007, 2673-2692) results, company managers seem to 

have abilities to time the market when announcing and executing share repurchases. Previous 

evidence by Peyer and Vermaelen (2005, 362) shows that managers can time the market when 

shares are undervalued, which is possible because market underreacts to the repurchase an-

nouncement. Ikenberry, Lakonishok and Vermaelen (1995, 181-207) suggest that the infor-

mation transferred by the open market repurchase is mostly ignored and the managers that 

repurchase the shares appear to be right. Managers on average buy shares from the market 

on bargain prices. They also find support that managers possess market timing abilities. Man-

agers issue more shares when prices are high and repurchase shares when the prices are low. 

Manconi, Peyer and Vermaelen (2019) also present results that support the market timing 

hypothesis, that companies can time their repurchases to the point when their shares are un-

dervalued.  

 

Managers view share repurchases to be more flexible compared to dividends and are taking 

advantage of repurchases to time the market when their stock price is down (Brav et al. 2005). 

Unlike dividends which are consistent over the years, share repurchases provide managers 

flexibility to the timing and the amount. However, according to Bonaimé, Hankins & Jordan 

(2016, 345-362) managers have not succeeded in timing their repurchases. They found out 

that strategy with less or no flexibility would lead to lower prices on average. Many managers 

state undervaluation as the motive for repurchases but could have made a better investment 

by spreading the repurchases over longer periods. Which indicates that there are costs to this 
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flexibility. Their findings do not support previous studies, which indicate that managers pos-

sess repurchase timing abilities over short period of time.  

 

Dittmar and Dittmar (2008) suggest two possible options for share repurchases, market or 

company undervaluation. They expect that companies repurchase more shares when the mar-

ket is undervalued and less when the market is overvalued. Based on the studies of Chan and 

Ikenberry (2007) there are relative decline in share repurchases after bull-market, where the 

share prices are rising. However, there are not much evidence for noticeable change in repur-

chased shares when the market performance declines substantially. Dittmar and Field (2015) 

indicate that companies repurchase shares on lower prices than the average price on market. 

They also found out that companies pay lower prices following downturns on the market, 

which indicates than that companies can indeed time the market. Peyer and Vermaelen (2009) 

suggest that managers execute repurchases to respond to market overreacting to bad news. 

Most beaten up companies experience the highest abnormal returns after the repurchase an-

nouncement. They also argue that companies with low price to book ratios are most likely to 

be undervalued. (Peyer & Vermaelen 2009) Similarly Dittmar and Field (2015) found support 

for the low price to book companies repurchasing shares at lower relative prices compared to 

more highly valued companies. 

 

Alternative option is that companies do not repurchase shares when the market overall is un-

dervalued, but when there are high amounts of company misevaluation on the market. This 

leads to some companies to be undervalued and some to be overvalued. (Dittmar and Dittmar, 

2008) Jagannathan, Stephens, and Weisbach (2000) report that companies often repurchase 

shares after share price decline. Bozanic (2010) indicates that companies repurchase more 

shares when their shares are undervalued. Companies may use their own internal knowledge 

of the company’s valuation, which may maximize the repurchase value. He found out that 

companies are timing share repurchase on perceived undervaluation on the market. Cook, 

Krigman and Leach (2004) present that companies repurchase shares following declines in 

their share prices and this stabilizes the share price. They suggest that companies repurchase 

shares against the market.  
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Ginglinger and Hamon (2007) suggest that company’s share price should be lower on the re-

purchase days compared to the non-repurchase days. Repurchases would then be expected 

to be executed on the days where the share prices are falling or immediately after the fall. 

Their evidence from the Paris Stock Exchange suggests that companies do repurchase shares 

against the market trends and take advantage of decreasing prices. On average share repur-

chases occur on lower prices than other investors are paying as the repurchases were exe-

cuted after the price decreases. Zhang (2005) suggest that it is not clear whether company’s 

managers have better judgement than other investors on the market about their own shares. 

They might have more insider information but outside investors may have more market-wide 

information or capacity to process information. However, he suggests that companies behave 

opportunistically and repurchase shares following decreases in price. Kahle (2002) also pre-

sents that companies are more likely to execute repurchases when the share prices have been 

down or free cashflow has been high. 

 

2.5 Company valuation 

 

P/B (price to book) ratio is calculated by dividing company’s market price by its book value. 

Companies with lower market values are sometimes considered to be safer investments as 

the book value is viewed as a floor supporting the market price. Therefore, in theory compa-

nies always have an option to liquidate or sell book assets if there is need. This is not always 

the case as companies on the market are sometimes valued under their book value. Better 

interpretation can be a measure of growth opportunities. (Bodie, Kane & Marcus, 2014, 652) 

Based on the earlier studies on value strategies high P/B companies can be called glamour 

stocks and companies with low P/B ratios value stocks. (Lakonishok, Shleifer and Vishny, 1994) 

 

Lakonishok, Shleifer and Vishny (1994) present that P/B ratio reflects multiple different fac-

tors. High ratio can illustrate company with lot of intangible assets, for example R&D (research 

and development) capital which is not shown in the book value as R&D is expensed. High P/B 

ratio can also illustrate company with large growth opportunities which only show on the mar-
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ket value but not on the book value. Natural resource companies without good growth oppor-

tunities but with high temporary profits can have high P/B ratios if the resource price on the 

market increases. If the risks are low and future cash flows are discounted at low rate it can 

also lead to increased P/B ratio. High P/B can be a sign of overvalued glamour stock. Based on 

Lakonishok, Shleifer and Vishny (1994) studies companies with high P/B have much lower an-

nual returns compared to companies with low P/B ratios. This value premium in average re-

turns is based on that the market undervalues distressed stocks and overvalues growth stocks. 

According to Fama and French (1995) low price to book ratio signals sustained low earnings 

on book equity. Low P/B companies are less profitable than high P/B companies. High P/B is 

typical for companies that have high average returns on capital (growth stocks) and low for 

companies that are relatively distressed.  

 

According to Von Eije and Megginson (2008) P/B ratio can explain the likelihood of dividends 

or repurchases. Baker and Wurgler (2002) argue that often price to book ratio can be seen as 

an indicator of investment opportunities. Ikenberry, Lakonishok and Vermaelen (1995, 181-

207) also studied the effects of companies’ different price to book ratios. They present that 

for out of favor stocks with low price to book ratios, repurchases should be important motive 

to combat the undervaluation. However, the market reaction was similar across all price to 

book groups, but the largest abnormal returns were found from low price to book companies. 

High price to book companies do not have any abnormal performance in the long term. Zhang 

(2005) presents that different price to book groups do have different and significant returns. 

Over long period of time value firms deliver superior performance. He suggests that compa-

nies with low price to book ratios are the most likely to be undervalued. They also can identify 

and take advantage of these opportunities for the long-term shareholders. 
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2.6 Previous research 

 

There has been a lot of previous studies done on the share repurchases, which have mostly 

focused on the stock market price reactions after the announcements and whether there are 

abnormal returns to be found. Different hypotheses explaining the repurchases are also very 

widely studied, which can be seen from the number of different hypotheses presented in the 

literature. The timing of the repurchases has received some attention on the previous re-

search, but it has not been the main area. This chapter will go through the previous research, 

which are the most used methodologies in the earlier studies and what are the possible limi-

tations of those studies.  

 

2.6.1 Research measuring post repurchase performance 

 

Vermaelen (1981) studied the share price behavior of companies, which repurchased their 

own shares with open market or tender offers and announced the decision on the Wall Street 

Journal. They used event study methodology to study the effects. United States allows com-

panies to make tender offers over the market price, which is quite uncommon around the 

world in order to protect non insider investors. Insiders could potentially manipulate the mar-

ket by giving false signals or try to extrapolate bondholders by reducing their part of the com-

pany’s assets. Vermaelen (1981) results show that the signaling hypothesis is the most likely 

explanation for the abnormal returns in both tender and open market repurchases. With open 

market purchases the results are not as conclusive but are still consistent with the hypothesis. 

Following the evidence, repurchase announcement makes the market more efficient by cor-

recting the mispricing. 

 

Ikenberry, Lakonishok and Vermaelen (1995) studied the long run performance after the open 

market share repurchase announcements in 1980-1990 on their accounting study. Their sam-

ple consisted of 1239 open market share repurchases announced in the United States. Most 

common reason for repurchases has been the signaling. If managers see their company un-

dervalued on the market, they can choose to execute repurchases. This should lead to the 
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market adjusting immediately and if the market would be completely efficient only the an-

nouncement would be enough to correct the share price. Therefore, eliminating the need for 

repurchases. Often that does not happen, and the managers do not cancel their announce-

ment, because the market reaction was too low (on average 3.5 % abnormal returns). The 

most striking finding of the study was that the information transferred by the open market 

repurchases was mostly ignored and when managers repurchase shares, they appeared to be 

right. On average managers bought stocks on bargain prices from the market. In the month 

following the repurchase announcement, the average buy and hold return for the following 

four years was more than 12 % over the control portfolio and for long term returns 15 %. For 

out of favor companies with low price to book ratios repurchases should be important motive 

to combat the undervaluation. However, in the study the market reaction was similar across 

all price to book groups, but the largest abnormal returns came from low price to book com-

panies. The high price to book companies did not have any abnormal performance in the long 

term. The researchers suggested that managers possess market timing abilities. Managers can 

issue more shares when prices are high and repurchase shares when the prices are low. 

 

Nohel and Tarhan (1998, 187-190) studied 242 tender offers between 1978-1991 and saw sig-

nificant performance improvements on the repurchasing companies. The improvements came 

entirely from low growth companies when companies did manage to deploy their assets ra-

ther efficiently. Their results seem to indicate that repurchases were part of a company re-

structuring program and support the free cash flow hypothesis rather than information sig-

naling hypothesis.  

 

Ikenberry, Lakonishok and Vermaelen (2000) studied the repurchases between 1989-1997 in 

the Toronto Stock Exchange. In Canada companies need to report the number of repurchased 

shares each month. Using three factor model they did find that undervaluation was as im-

portant factor as it has been in earlier studies done in the United States. Companies showed 

0.59 % abnormal returns per month for over three years after the announcement, but nega-

tive -0.35 % returns prior to the repurchase announcement. This supports the undervaluation 

hypothesis, where mispricing is the leading factor for managerial decision making. Price 
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changes did have significant impacts on the repurchase activity, as when the prices increased 

the number of shares repurchased decreased. 

 

Rau and Vermaelen (2002) also studied the motivations and consequences of share repur-

chases with event study methodology in the United Kingdom. Their sample consisted of 264 

share repurchase announcements from the United Kingdom between the years 1985 and 

1998. On the sample they included open market share repurchases, private repurchases, and 

tender offers reported by SDC (Securities Data Company). They found that share repurchase 

announcements on average generated statistically significant abnormal returns (1.14 %) in the 

11-day window surrounding the announcement. In the long run open market announcements 

led to negative (-7.0 %) returns year after the announcement, because of the agency repur-

chases where the seller did know that he was selling to the company (-13.55 %). In a case of 

non-agency repurchase, the negative returns were much lower (-2.01 %). United Kingdom’s 

regulatory environment discourages repurchases and when the excess returns are small it dis-

courages companies to use undervalued share prices to their advantage. 

 

Oswald and Young (2004) re-examined the open market share repurchase findings of Rau and 

Vermaelen (2002). They compared the available data from Securities Data Company database 

to alternative sources such as London Stock Exchange Regulatory News Service, The Financial 

Times, and the annual statements from companies. They found out that more than half of 

announcements were missing from the SDC data, which makes the earlier study conducted by 

Rau and Vermaelen (2002) incomplete in measuring the United Kingdom share repurchases. 

Oswald and Young (2004) reported that number of repurchases were increasing and driven by 

the desire to exploit market mispricing. This was true even though in United Kingdom share 

repurchases cannot be executed when the information is most asymmetric between the man-

agers and the market. Their final conclusions were that the abnormal returns are in line with 

earlier studies done in the United States. 

 

Lie (2005) studied operating performance of 4729 open market share repurchase announce-

ments between 1981 and 2000. He examined operating performance based on quarterly data, 

which differs from previous studies using yearly data. Descriptive statistics used were book 
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value of assets, cash ratio, debt ratio, market to book ratio and announcement period return. 

Share price reaction to announcements was positive for mean and median abnormal share 

returns for three days centered the announcements (3.0 % and 1.9 %). Repurchases seemed 

to indicate favorable information to the market. One of the findings of the study was that the 

operating performance increased following the announcement, which occurred usually two 

quarters after the announcement and would last for two years after. Other finding was that 

the capital market responded favorably to earning announcements after the share repur-

chases, but only when those were happening in the same quarter. In further look both the 

operating performance improvement and the positive earnings announcement return were 

limited only to firms that executed the repurchases in the same quarter. The final finding was 

that part of the companies that executed the repurchases in the following quarters after the 

announcement were noticing improvements after the announcement quarter. This suggests 

that executed repurchases lead to future performance improvements. Companies that an-

nounce repurchases, but do not execute them in the same quarter do not receive any perfor-

mance or share price improvements. Lie (2005) argued that companies might be tempted to 

just announce repurchases programs without executing repurchases, because announcement 

would lead to increased share price. However, it is very unlikely that it would be permanent 

increase as the stock market learns that the company is not going through with the repurchase 

execution.  

 

Chan, Ikenberry and Lee (2007, 2673-2692) studied 5508 repurchase announcements be-

tween the years 1980-1996 in the United States. They did not find any significant dependency 

on past market performance on the repurchases announcements. There was relative decrease 

of repurchases when the market was bullish, but when the market was down overall there 

was not any noticeable increase in repurchased shares. However, they did find support for 

abnormal returns after the repurchase announcements on the long term. On average the 

managers were informed. When they were aggressively buying back shares abnormal perfor-

mance increased and when no shares were repurchased company’s long-term performance 

seemed to be lower. Based on their results managers have abilities to time the market when 

announcing and executing share repurchases. 
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Andriosopoulos and Lasfer (2015) studied the effects of share repurchases to the market val-

uation on major European counties. France, Germany and United Kingdom were selected for 

the counties studied with event study methodology. They constructed dataset containing 970 

open market share repurchase announcements. In line with earlier studies the researchers 

found 1.55 % positive abnormal reaction from the market. Compared to United States the 

reaction was smaller, and they tested if it was due to the corporate governance differences 

between the countries. United Kingdom had the most repurchase announcements, most suit-

able corporate culture and legal restrictions for share repurchases. Similar returns were found 

from United Kingdom and Germany, which could indicate that companies in low investor pro-

tection countries are inclined to maximize shareholder value. In relation they also tested if 

recurring announcements led to lower excess returns. They found out that initial announce-

ment generated 2.01 % reaction from the market, but the subsequent announcements led 

only to 0.98 % returns. After the United Kingdom’s regulatory change in 2003, the abnormal 

market reaction decreased from 2.95 % to 0.72 %, which could indicate that the reform de-

creased the signaling role of repurchases as it made possible for bad companies to announce 

repurchases.  

 

Table 2. Abnormal returns found on the previous studies 

Author(s) Pub-
lished 

Obser-
vations 

Country Time pe-
riod 

Abnormal 
return 

Notes 

Vermaelen 1981 243 United States 1970-
1978 

3.37 % * 
 

Ikenberry, Lako-
nishok and Verma-
elen  

1995 1239 United States 1980-
1990 

3.50 % * 
 

Nohel and Tarhan 1998 242 United States 1978-
1991 

1.29 % * 
 

Ikenberry, 
Lakonishok and Ver-
maelen 

2000 1060 Canada 1989-
1997 

0.93 % 
 

Rau and Vermaelen 2002 264 United King-
dom 

1985-
1998 

1.14 % * 
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Oswald and Young  2004 266 United King-
dom 

1985-
2000 

1.95 % * 
 

Lie 2005 4729 United States 1981-
2000 

3.00 % * 
 

Chan, Ikenberry and 
Lee  

2007 5508 United States 1980-
1996 

6.68 * Long term (1 
year post an-
nouncement) 

Andriosopoulos and 
Lasfer  

2015 970 France, Ger-
many and 
United King-
dom 

1997-
2006 

1.55 % * 
 

(* indicates statistically significant results) 

 

In table 2 the abnormal returns found on the previous studies related to share repurchases 

are presented. Most of the previous studies have found significant positive abnormal returns 

in relation to share repurchases. All but one of the studies are focusing on the short-term 

results, from which the 3.37 % abnormal return found on Vermaelen (1981) research is the 

highest and 0.93 % on Ikenberry, Lakonishok and Vermaelen (2000) research the lowest. The 

studies are mostly from the United States market, with Europe and United Kingdom still rep-

resented in three of the studies. Rau and Vermaelen (2002), Oswald and Young (2004) and 

Andriosopoulos and Lasfer (2015) studied the United Kingdom stock market and found signif-

icant abnormal returns (1.14 %, 1.95 % & 1.55 %), which compared to the returns from United 

States market are slightly lower. 

 

2.6.2 Repurchase timing and motivation research 

 

Jagannathan, Stephens and Weisbach (2000) measured the growth of open market repur-

chases and how repurchases and dividends were used in the United States during 1985-1996. 

They examined companies’ decisions to payout cashflows in dividends or repurchases using 

factor analysis methodology. Dividends and repurchases were used at different times and in 

different companies. Repurchases followed the market cycles and dividends usually increased 
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over time steadily. Dividends were used more for high permanent cash flows and repurchases 

for high temporary cash flows. They found out that repurchasing companies had more volatile 

cash flows and distributions compared to dividend paying companies. Repurchases followed 

poor stock market performance and dividends increased when company had good perfor-

mance. This is in line with the consensus that share repurchases are more flexible than divi-

dends and one reason is being substitute to dividends. Repurchases preserve financial flexibil-

ity as they do not commit company to future payouts unlike dividends. Even announcing the 

repurchase program is not an obligation to repurchase shares.  

 

Ikenberry, Lakonishok and Vermaelen (2000) suggested potential motives for share repur-

chases such as tax benefits, excess cash or adjusting the company’s capital structure. They 

found out that company managers often use the undervaluation as a motive to decide 

whether to repurchase shares from the market. However, they confirmed that international 

evidence has been very lacking, and most studies have been done on the United States stock 

market. 

 

Brockman and Chung (2001) studied the executed open market share repurchases in the Stock 

Exchange of Hong Kong using bootstrapping and regression analysis. Hong Kong market is sim-

ilar to the United Kingdom in the sense that companies need to report their repurchases by 

beginning of the next business day. They found out that managers successfully happen to time 

the purchases, which would indicate that managers use private information when trading the 

shares. They did also find evidence supporting the information asymmetry hypothesis as the 

open market share repurchases increased liquidity costs of the company when market partic-

ipants noticed the informed trading. 

 

Baker and Wurgler (2002) found in their research that highly valued companies on the market 

relative to book values and also compared to earlier valuations, are more likely to issue equity. 

Similarly, when the prices were low companies repurchased shares. This refers to the market 

timing, where the intention is to exploit temporary variations in the cost of shares. The timing 

benefits the current shareholders at the expense of new and leaving shareholders. This cre-

ates intensives for managers to use timing to their advantage, if they can and believe it is 
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possible. Previous analyses did indicate that on average market timing is successful. The re-

searchers found in their accounting study, that market timing had significant effects to the 

company’s capital structure. Company’s current capital structure was also widely related to 

the past market values and attempts to time the market.  

 

Grullon and Michaely (2002) suggest that companies substitute dividends with share repur-

chases. Companies based in the United States have been paying dividends even though there 

has been relative tax advantage on capital gains over ordinary income. They reported that 

repurchases had become more popular than dividends and most payouts were executed by 

repurchasing shares. The total amount of dividends paid did not decrease, but it also did not 

increase. From tax perspective share repurchases have been the obvious choice. Their results 

show that for repurchasing companies’ announcement of dividend cuts were slightly less neg-

ative compared to companies that did not use repurchases, which supports the substitution 

hypothesis. 

 

Cook, Krigman and Leach (2004) used voluntarily disclosed repurchase data from 64 United 

States based companies to study repurchase timing and execution on their event study. Com-

panies used different execution strategies from immediate repurchasing to delayed and 

smoothed repurchasing. Most likely long-term reason for repurchases was undervaluation on 

the market and belief that the repurchase was a good investment. Short term reasons were 

bit different as companies did buy shares only on specific days. Short term reasons were cost 

minimization, price support, liquidity provision and using company’s specific information stra-

tegically. They found out that larger companies generally minimized costs better than smaller 

companies, which would indicate that they paid comparable less for their shares. Companies 

also did try to support their share price and the researchers found out that companies often 

bought shares when the prices dropped to stabilize the price level. Regarding strategic use of 

company specific information strategically, they did not find any supporting evidence that the 

repurchases were timed specifically with releasing information to the market.  

 

Ginglinger and Hamon (2007) studied the data from the Paris Stock Exchange to examine the 

timing of actual repurchases and the impact on liquidity in the years 2000-2002. Their sample 
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contained 352 companies that executed share repurchases. France was suitable for this kind 

of study as French companies need to disclose repurchase data at the beginning of following 

month similarly to Canada (Ikenberry, Lakonishok & Vermaelen 2000). They studied if the mo-

tivation for repurchases was price support or to profit from private information. They did find 

that repurchases were executed when the share price was dropping, which would indicate 

that companies buy shares against the market on lower prices than other investors. There 

were no increases in the share price after the purchase, which is in line with the price support 

hypothesis. Share repurchases are enough to stabilize the price, but not enough to increase 

the prices. Their found out that the liquidity significantly reduced after the repurchases and 

this applied to all market segments. 

 

Skinner (2008) studied the relation between the corporate payout policy and earnings on his 

accounting study. He presented that repurchases are more increasingly used as a substitute 

to dividends. This was happening on companies that have always paid dividends and compa-

nies that only make repurchases. He separated three different groups from the sample. First 

group included companies that paid yearly dividends, made regular repurchases and contin-

ued to pay dividends because of their dividend history. When studying the relation between 

dividends and earnings the relation was not strong, which makes the dividends very inflexible. 

However, with earnings and repurchases the relation was much stronger, which would indi-

cate that repurchases are much more flexible and adjust more in line with the earnings. Com-

panies executed share repurchases as often as every other year, with managers trying to time 

the repurchases. The second group included companies that made repurchases regularly but 

did not pay any dividends. The third and the largest group of companies also did not pay divi-

dends but did make occasional share repurchases. For both these groups their earnings ex-

plained repurchases very well.  

 

The data of Skinner (2008) showed that companies, which paid dividends but did not execute 

repurchases were no longer economically important. These companies only counted for 7 % 

all companies and 2 % of all payouts in the years between 1980 and 2005. This link between 

repurchases and earnings is important evidence that repurchases are substitute for dividends, 

but not all of them are used as such as repurchases can be used other things, for example 
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stock options and acquisitions. Overall, his results strongly support the substitution hypothe-

sis, and that share repurchases are becoming dominant form of corporate payouts. There may 

even come time in the future where dividends are no longer used.  

 

Almeida, Fos et al. (2016) studied the consequences of share repurchases on company’s in-

vestments and employment. They used quarterly observations between the years 1988-2010 

from the United States market with Ordinary Least Squares model. This was important study 

because United States based companies had high levels of cash on their balance sheets and 

they had immense pressure from stakeholders to use it wisely. They noticed that companies 

which did miss their EPS (earnings per share) forecasts by few cents are more likely to repur-

chase shares compared to those companies that beat forecasts by similar amount. Their find-

ings suggest that repurchases did lead to less employment and investments, but also that the 

companies hold less financial slack. On average this should not lead to shareholder value de-

struction, but share repurchases that are purely motivated only to meet EPS targets can have 

consequences for value and performance. 

 

2.7 Hypotheses 

 

The purpose of the thesis is to research the timing of the repurchases in the London Stock 

Exchange. There are different approaches used in the literature to analyze how and when the 

repurchases are happening. Based on earlier literature and the research questions presented 

earlier in the chapter 1, multiple research hypotheses are formed and presented in this chap-

ter. These hypotheses are used in the later empirical study part of this thesis.  Final conclusions 

for the hypotheses are presented in the summary and conclusions chapter. 

 

The first hypothesis is chosen based on that the companies could try to minimize the costs of 

share repurchases. If company manages to time their repurchases to the point when the share 

prices are low as presented by (Brav et al. 2005), they can maximize the advantages of the 

repurchases. However, the conclusion based on the previous literature is not unanimous. 

Some researchers (for example, Brockman & Chung 2001; Brav et al. 2005; Chan, Ikenberry & 
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Lee 2007; Manconi, Peyer & Vermaelen 2019) show that companies manage to time their 

repurchases very well, but few studies also have contradicting evidence (Bonaimé, Hankins & 

Jordan 2016; Cook, Krigman & Leach 2004).  

 

When the share prices are low the overall costs for repurchases are also low and as Ginglinger 

and Hamon (2007) research suggests the share price should be lower on the repurchase exe-

cution days compared to non-repurchase days. Dittmar and Dittmar (2008) suggest that there 

are two possible options for share repurchases, market or company undervaluation. The first 

research question is based on the company undervaluation option. This is often linked to the 

signaling hypothesis where companies signal undervaluation to the market. Therefore, the 

first research hypothesis is formed as follows to study the company undervaluation based on 

the earlier literature: 

 

H1: Companies minimize their share repurchase costs by repurchasing shares when the share 

prices are low. 

 

The second hypothesis suggests that when the market overall goes down also most of the 

companies share prices come down. This the second option of the Dittmar and Dittmar (2008) 

two possible options for share repurchases, market undervaluation. Very often these market 

crashes have nothing to do with the company in question and this makes it a great opportunity 

to consider share repurchases. Dittmar and Field (2015) suggest that companies pay lower 

prices after downturns on the market, which indicates that companies possess market timing 

ability.  

 

If the market downturn is only temporary company can save a lot of money on the repurchase 

costs when buying on the market downturns, if they can notice and time their share repur-

chases correctly. Based on the Dittmar and Field (2015) research companies’ time their repur-

chases to the periods when the market is down, but this is not always the case as there may 

be some other motivations for the repurchases (Chan, Ikenberry & Lee 2007; Kahle 2002). 

Based on the literature market undervaluation is chosen to be studied on the second research 

hypothesis. The following second hypothesis is formed to study the market undervaluation:  
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H2: Companies time their share repurchases when the market overall is down. 

 

The final two research hypotheses are related to the price to book ratio, which equals the 

company’s market value divided by its book value (Bodie, Kane & Marcus 2014, 652). Accord-

ing to Persons (1997) often the reason for repurchases is undervaluation or that the own 

shares are good investment. Von Eije and Megginson (2008) argue that the likelihood of divi-

dends or repurchases can be explained by the price to book ratio.  

 

Ikenberry, Lakonishok and Vermaelen (1995) also suggest that price to book ratio effects re-

purchase motivations and the following performance. Often price to book ratio can be seen 

as an indicator of investment opportunities (Baker, Wurgler 2002) and the repurchases can be 

seen as an investment to the company itself. Mean price to book values for the London Stock 

Exchange are presented in the appendix 1. The overall mean market price to book ratio on the 

London Stock Exchange between the 2010 and 2019 is 4.2, which is quite high as there are 

few companies with very high P/B values. The median is 1.61, which more normal for P/B value 

and the companies can be more evenly divided in to two separate groups. Therefore, median 

price to book is used to study the groups. This forms two groups the undervalued and over-

valued companies. Based on the studies of Ikenberry, Lakonishok and Vermaelen (1995) un-

dervalued companies should be repurchasing more shares. The two final hypotheses are 

formed as follows: 

 

H3a: Companies repurchase more shares when the company is valued under the market me-

dian price to book ratio. 

 

H3b: Companies repurchase less shares when the company is valued over the market median 

price to book ratio.  
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3. DATA AND METHODOLOGY 

This chapter presents the data and methodologies used in the thesis. The used data is ob-

tained from the Thomson Reuters DataStream. Data will be introduced and presented with 

multiple figures and tables. As the previous studies have been widely using quantitative meth-

ods to study share repurchases and the timing, this thesis will also use three different quanti-

tative methods to analyze share repurchases in the London Stock Exchange. The three meth-

ods used in this thesis are, bootstrapping, accounting study, and event study. All the methods 

are presented on the analysis method chapter. 

 

3.1 Data 

 

The companies chosen for the study are all from the FTSE 350 index, which includes 350 com-

panies with the highest market capitalization from the London Stock Exchange. Being part of 

the premium segment companies must fulfill both the United Kingdom listing authority and 

London Stock Exchange criteria to be accepted to this highest class. Only with the premium 

listing companies can be accepted to the FTSE indexes. (London Stock Exchange Group 2020b) 

As BEIS (2019) shows, almost all share repurchases in United Kingdom are executed by FTSE 

350 index companies, which makes it an ideal index for studying the repurchases in the United 

Kingdom market. 

 

The data is obtained from the Thomson Reuters DataStream where all the daily share prices, 

repurchased shares, price to book ratios and the index values are obtained. Share prices are 

obtained as a timeseries containing all the closing stock prices for each trading day. Repur-

chased shares are calculated from the number of outstanding shares per each day. As the 

company executes share repurchases the number of shares outstanding will decrease and 

therefore the number of shares repurchased for each trading day can be calculated. That does 

not however take on account the different methods used in the process. Also, the effects of 

stock splits are removed from the data. Price to book ratios are available for each day and are 

used to analyze whether they have any effects on the decision to execute share repurchases. 
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After removing all the companies with missing data, unclear transactions and no share repur-

chases, 256 companies are left to be studied. 

 

Table 3. Repurchase statistics 2010-2019 in United Kingdom 

Year Companies execu-
ting share repur-
chaces 

Number of shares 
repurchaced (Mil-
lion) 

Total costs of share 
repurchaces (Billion 
GBP) 

Mean price paid 
per share (GBP) 

2010 98 24 9 370 
2011 119 49 27 552 
2012 119 32 16 517 
2013 113 38 20 520 
2014 100 27 17 631 
2015 116 24 14 592 
2016 116 20 9 435 
2017 98 23 16 701 
2018 94 42 27 629 
2019 111 56 32 568 
Total 256 336 187 557 

 

 

Table 3 presents the repurchase statistics in the United Kingdom between the years 2010-

2019. Out of all companies included in the FTSE 350 index 256 companies have executed share 

repurchases between 2010-2019. Number of companies executing repurchases yearly has var-

ied from 94 to 119. Number of shares repurchased at lowest has been 20 million in 2016 and 

highest at 56 million in 2019. The total repurchase costs for all companies has been highest in 

2019 with 32 billion pounds and lowest at 9 billion pounds in 2010 and 2016. The mean price 

paid per share has been 557 pounds for the total sample. Figure 3 shows the number of shares 

repurchased per each year in millions.  The trend seems to be that repurchases are increasing 

after the low point in 2016. After 2010 the amount increased shortly but decreased to lower 

levels than 2010 in 2016. After 2016 repurchases have been rising and reaching new record 

numbers in 2019. 
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Figure 3. Number of shares repurchase yearly (million) 

 

Figure 4 shows the total share repurchase costs overall for all companies in billion GBP. The 

trend is very similar to the figure 3 with 2010 and 2016 having the lowest repurchase costs. In 

2019 repurchases reached the highest level with over triple the amount spent on repurchasing 

shares compared to 2010 and 2016. Trend on both figures is clearly following the economic 

cycles with high numbers on the years when the economy is booming and lower numbers 

when economy is down (figure 7). 
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Figure 4. Total amount of yearly repurchase costs (billion GBP) 

 

Figure 5 and figure 6 present two separate companies to show more in detail the repurchase 

programs executed on a company level. Two companies which have executed multiple large 

repurchase programs between 2010 and 2019 have been selected to be presented. These 

companies are AstraZeneca and Vodafone. This way the repurchase programs can be more 

precisely presented and observed as companies have clear patterns when they are executing 

the repurchases. Figure 5 presents AstraZeneca’s share repurchases and stock price develop-

ment in the same figure. In the left axis is the number of shares repurchased and in the right 

axis the share price. In the years 2010-2012 AstraZeneca was repurchasing large number of 

shares on few specific days. However, in 2012-2013 the repurchase program was much 

smaller, but more evenly distributed between the days as can be seen from the higher fre-

quency in the figure 5. Based on the share price development they bought shares on stable 

prices during 2010-2013 and after that the share price has increased significantly. The timing 

seems be very well executed on their part as all the repurchased are executed at the lowest 

share prices of the time period. 
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Figure 5. AstraZeneca’s stock price & repurchases 

 

Another example of repurchase programs is Vodafone as presented in the figure 6. Vodafone 

was repurchasing large number of shares between 2011-2012 on few specific days with mul-

tiple week gaps between the repurchase days. After 2012 their programs were more concen-

trated similarly to AstraZeneca and were executed almost daily when the program was active. 

The amounts were smaller, but in total amount of shares repurchased was still very significant. 

Vodafone had five smaller programs after 2012 and with the latest being in 2019. The share 

price increased after the first programs but overall, it has stayed at the same levels on the 

years between 2010-2019. On the timing it could be said that they at least did not bought 

significant amount of shares at the highest share price levels, which could indicate successful 

timing efforts. 
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Figure 6. Vodafone’s stock price & repurchases 

 

Finally, the FTSE 350 index price is presented in the Figure 7. As it can be seen from the figure, 

the FTSE 350 index has increased from nearly 3000 to over 4000 during the years 2010-2019. 

There have been many smaller price decreases but overall, the index price has steadily in-

creased over the years. The few specific trading days where the index price has fallen provide 

an interesting case to study if that has increased the number of repurchases executed in the 

London Stock Exchange. 

 

 

Figure 7. FTSE 350 index price 
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3.2 Analysis methods 

 

In the subsections below the methodologies used in this thesis to study the share repurchase 

timing in the London Stock Exchange will be presented. First method presented is the boot-

strapping, where multiple alternative repurchase programs are simulated. Second is event 

study methodology, where the biggest market downturns are analyzed. Lastly the accounting 

study methodology, where two different prices to book groups for each year are created. All 

these methods are used previously in the earlier research to study share repurchases and tim-

ing of repurchases.  

 

3.2.1 Bootstrapping 

 

The timing ability of companies is studied using the bootstrapping methodology by comparing 

costs of the executed repurchases to bootstrapped results. The similar approach is also used 

by Brockmann and Chung (2001) on their study in the Hong Kong market. If companies would 

possess timing ability in relation to the repurchases, most often the actual executed costs 

should be lower than the bootstrap results. However, this is not always the case with all com-

panies as they may repurchase shares with different motivations or do not consider timing to 

be that important.  

 

Bootstrapping as a method is similar to simulation with one key difference on the data con-

struction. Simulation uses completely artificial data and bootstrapping is based on obtaining 

a description of the properties of empirical estimators. This is done by using the sample data 

points themselves and sampling repeatedly with replacement from the original data. Boot-

strapping technique has its advantages compared to analytical results as it allows to make 

interferences without making strong distributional assumptions. (Brooks, 2002) 

 

Similarly Brooks (2002) Efron and Tibshirani (1993) suggest that to the bootstrap is data-based 

method for statistical interference. It is used to make certain statistical interferences. Boot-

strap works by drawing the replacement from the sample population and this is repeated for 
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a larger number of times. Bootstrap works by using independent data points such as 

𝑥 , 𝑥 , . . , 𝑥 , which are then assigned to the following vector (Efron &Tibshirani 1993): 

 

Χ = (𝑥 , 𝑥 , . . , 𝑥 ) (1) 

 

 

Where the statistic of interest 𝑠(Χ) can be calculated. The bootstrap sample is formulated as 

follows (Efron &Tibshirani 1993): 

 

Χ∗ = (𝑥∗, 𝑥∗, . . , 𝑥∗) (2) 

 

 

This is formed by randomly sampling 𝑛 times with replacement from the original data points 

𝑥 , 𝑥 , . . , 𝑥 . For example, if the 𝑛 = 5 the sample that is produced by the bootstrapping might 

be (Efron &Tibshirani 1993): 

Χ∗ = (𝑥 , 𝑥 , 𝑥 , 𝑥 , 𝑥 ) (3) 

 

 

Each bootstrap sample has 𝑛 elements generated by sampling with replacements from the 

original data. The bootstrap algorithm starts by creating large number of independent samples 

Χ∗ , Χ∗ , … , Χ∗  with the size n, with Β being the number of bootstrap samples. The different 

bootstrap replicates are obtained by calculating the value of the 𝑠(Χ) for every bootstrap sam-

ple (Efron &Tibshirani 1993): 

 

𝑠(Χ∗ ), 𝑠(Χ∗ ), … , 𝑠(Χ∗ ) (4) 

  

 

For example, if 𝑠(Χ) is sample median then 𝑠(Χ∗) is the median of the bootstrap sample. The 

statistical significance is tested by using the paired samples t-test to compare the means be-

tween the two samples to see if there are any significant changes on the repurchase costs by 
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simulating the costs. The two samples tested are the original executed repurchases and the 

bootstrap simulated sample. 

 

3.2.2 Event study 

 

The second method used to study repurchases in London Stock Exchange is the event study 

methodology. The focus is on the timing of repurchases on the market, whether companies 

increase repurchases when the market is facing downturns. In theory the company’s manage-

ment could try to support the share price and to profit from these market disruptions. In the 

study specific event days where the FTSE 350 index price decreased significantly during 2010-

2019 has been selected to be studied using event study methodology. This methodology is 

used earlier by Tomperi (2004) in his studies about the share repurchase timing in Finland.  

 

When measuring effects of an economic event it can be constructed by using event study 

methodology. Event study estimates the impact of specific event on the value of company. 

The usefulness comes from that if market is rational the effects of a given event are immedi-

ately reflected on the market. Therefore, the measure of events economic impact can be ob-

served using security prices over a relatively short period of time. This has been used in mul-

tiple applications in accounting and finance for multiple company and economy wide events 

such as mergers and acquisitions, earnings announcements, debt and equity issuance and 

trade deficit announcements. The null hypothesis is that the event has no effect on the re-

turns. (MacKinley 1997)  

 

There is no unique structure for event study, but it usually starts with identifying the event of 

interest and defining the period from which the event will be studied. This is referred as the 

event window. Normally the event day can be the day of the announcement. Usually, the 

event window is wider than the period of interest. This makes it possible to examine the pe-

riod surrounding the actual event itself. Normally the period of interest is expanded for at 

least a day before the announcement and day after the announcement. This captures the ef-

fects which happen after the market is closed at the event day. Sometimes the market can 

receive information before the event, and this can also be investigated by the pre-event days. 
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The selected event window is presented in the figure 8. After the event has been determined 

companies that are to be selected need to be determined. Selected companies can be re-

stricted by the data availability or for example by company’s industry. (MacKinley 1997) 

 

 

Figure 8. Event window (MacKinley 1997) 

 

3.2.3 Accounting study 

 

The effect of price to book ratio to the number of executed shares repurchased is studied by 

using accounting study. As von Eije and Megginson (2008) suggest price to book ratio can ex-

plain repurchase execution and Baker and Wurgler (2002) argue that P/B ratio can indicate 

possible investment opportunities. This is also suggested by Ikenberry, Lakonishok and Ver-

maelen (1995) who argue that P/B ratio effects share repurchase motivations and perfor-

mance following repurchases. In their studies Lakonishok, Shleifer and Vishny (1994), 

Ikenberry, Lakonishok and Vermaelen (1995) and Zhang (2005) studied the effects of compa-

nies’ different price to book ratios. They constructed between 3 to 5 different groups of com-

panies based on their P/B ratio and used the same methods to study different P/B groups. The 

different P/B groups are constructed similarly to those earlier studies. All companies are di-

vided into two groups, but this is done on yearly level which means that companies can be on 

different groups based on their yearly P/B ratio. This is done as the time period (2010-2019) 

is quite long and the company valuations are constantly changing, therefore only one division 

for the period is not enough. 

 

t-10 t 0 t+10 
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Two separate groups are constructed to test the relationship between the price to book ratio 

and share repurchases. The groups are constructed for each year separately as mentioned 

earlier. Also, for the whole sample these two groups are formed to test the overall effects 

during the years 2010-2019. Median values are used to form the groups as the mean values 

for each year are skewed because of the companies with very high P/B ratios. This is presented 

in the appendix 1, which clearly shows that the overall mean (4.22) is much higher compared 

to the median P/B (1.61). It also varies much more between the years. 
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4. RESULTS  

In this chapter the results of all the different methods are presented and analyzed. First the 

results of bootstrapping are presented, which compares the resampled repurchase program 

costs to the actual executed repurchase costs by forming alternative repurchase programs. 

This shows whether companies can manage to time their repurchases successfully by mini-

mizing repurchase costs or could they in theory have possibilities to do much better. After-

wards the event study results are presented, where the market downturns are studied if those 

have effects on the number of repurchases executed by the companies around the downturns. 

And lastly the accounting study results are presented, which would indicate if the company’s 

market to book ratio would have decreasing or increasing effects on the number of repur-

chases executed among the companies in the London Stock Exchange. This is done by forming 

separate P/B groups yearly and comparing them. 

 

4.1 Bootstrapping results 

 

Company repurchase timing is studied by using bootstrapped costs (hypothesis 1). The boot-

strapping is constructed to mimic company’s decisions as closely as possible similarly to Brock-

mann & Chung (2001) studies. Aspects of the repurchase decision are hold constant expect 

the timing of repurchase. The number of shares repurchased per day and the number of exe-

cution days are kept constants for all companies on the period. The actual repurchase costs 

for all companies are calculated earlier and presented in the table 3. The bootstrapping is 

replicated 10 000 times for each of the 256 companies to have significant accuracy.  Therefore, 

10 000 alternative repurchase programs are formed for all 256 companies and afterwards the 

overall statistics and the results are calculated based on that.  

 

The actual share repurchase costs are compared to the 10 000 bootstrap simulated programs. 

If company can manage to time their share repurchases optimally, they can minimize the re-

purchase costs by purchasing when the share price is at the lowest point and avoid repurchas-

ing on the highest points. Companies may have insider information that they can consciously 
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or unconsciously use on timing the repurchases, which should lead to decreased repurchase 

costs. 

 

For example, focusing on one specific repurchase plan, Vodafone’s repurchases in 2019. Vo-

dafone acquired 8 266 900 of their own shares with a total cost of 1.15 billion GBP. Using 

bootstrapping with 10 000 replications the mean cost for repurchases in 2019 is 1.19 billion 

GBP. The minimum and maximum are 1.14 billion GBP and 1.24 billion GBP. This seems to 

indicate that Vodafone possesses clear timing ability in the year 2019. Of the simulated 10 000 

repurchase plans only 4 are under the Vodafone’s actual costs 1.15 billion GBP. The pseudo p-

value can be calculated by dividing repurchase plans under the actual cost with the number 

of replications. This gives a value of 0.0004, which is under 1 % confidence level and indicates 

statistically significant timing ability for Vodafone in 2019. 

 

In the table 4 bootstrap results are presented. The actual repurchase costs are compared to 

the bootstrap simulated costs by dividing the bootstrapped costs by the actual costs, forming 

minimum, mean, median and maximum costs. The number of all companies executing repur-

chases and the costs for all years between 2010-2019 are presented. The bootstrapped mean 

repurchase costs are compared to actual costs by using paired two sample t-test. The signifi-

cance levels for the test are presented in the table after the t-statistic. 

 

Table 4. Comparison between actual repurchase costs and bootstrap simulated costs 

Year Companies executing 
repurchases 

Minimum 
cost 

Mean (median) 
cost 

Maximum 
cost 

t-stat   

2010 98 0.96 1.00 (0.99) 1.04 0.46 
 

2011 119 0.96 0.99 (0.99) 1.02 0.75 
 

2012 119 0.98 1.00 (1.00) 1.02 -0.16 
 

2013 113 0.98 1.01 (1.01) 1.04 -1.04 
 

2014 100 0.96 0.99 (0.99) 1.02 1.80 * 
2015 116 0.93 0.98 (0.98) 1.04 1.18 

 

2016 116 0.95 1.03 (1.01) 1.14 -0.50 
 

2017 98 0.98 1.00 (1.00) 1.01 0.49 
 

2018 94 0.99 1.02 (1.02) 1.04 -1.13 
 

2019 111 0.98 1.00 (1.00) 1.02 -0.22   
Total 256 1.00 1.05 (1.05) 1.10 -1.17 

 

(***, ** and * represent significance levels, 1 %, 5 % and 10 %) 
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The minimum costs for the whole sample between the years 2010-2019 vary from 0.93 to 

0.99, which seems to indicate that there have been lower repurchase strategies for the time 

period in the London Stock Exchange. Mean costs vary from 0.98 to 1.03 and median costs 

from 0.98 to 1.02, which however shows that overall companies have been able to time their 

repurchases better than the average simulated costs. Maximum cost varies 1.01 to 1.04, which 

also shows that there are not much more expensive programs. Overall, for the whole sample 

minimum is 1.00, mean and median 1.05 and maximum 1.10.  

 

Table 5 presents the number and percentage of companies with pseudo p-values under 5 % 

and 1 %, which would indicate significant timing abilities. However, for the whole sample only 

10 % of the companies are under 5 % p-value and only 5 % are under 1 % p-value, meaning 

only 10 % of companies can time their repurchases successfully compared to the bootstrap 

simulated costs. This means that there have been more optimal repurchase programs possi-

ble. The situation is not much better when looking at the specific years as the percentage 

varies from 8 % to 16 % under 5 % p-value and from 2 % to 10 % under the 1% p-value level. 

 

Table 5. Pseudo p-values 

Year Number (percentage) of 
companies with pseudo p-
value under 5% 

Number (percentage) of com-
panies with pseudo p-value 
under 1% 

2010 12 (12 %) 6 (6 %) 
2011 19 (16 %) 9 (8 %) 
2012 10 (8 %) 2 (2 %) 
2013 13 (12 %) 2 (2 %) 
2014 11 (11 %) 8 (8 %) 
2015 10 (9 %) 4 (3 %) 
2016 16 (14 %) 7 (6 %) 
2017 12 (12 %) 10 (10 %) 
2018 12 (13 %) 4 (4 %) 
2019 15 (14 %) 7 (6 %) 
Total 25 (10 %) 12 (5 %) 
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Using t-test to test statistical significance of the results, for the whole sample result is not 

significant as the p-value is 0.25. Simulated yearly mean repurchase costs for companies are 

over the actual repurchase costs on all but three years, which would indicate that companies 

possess timing ability. However, only the year 2014 is statistically significant on the 10 % sig-

nificance level. Therefore, the first hypothesis cannot be accepted as there are no statistically 

significant results, which would confirm that companies minimize their repurchase costs by 

repurchasing when the share prices are low. 

 

Results from the London Stock Exchange are similar to the results of Brockmann & Chung 

(2001) study where they received 1.09 mean and 1.04 median bootstrapped cost for their 

overall sample. Their minimum cost between the years varied from 0.82 to 0.95 and the max-

imum from 1.11 to 1.58. This shows that in their sample the variance was much higher com-

pared to the results of this study. Their results would suggest that companies possess timing 

abilities. Unlike the results of this study, they show that mean and median cost are above the 

actual costs every year, whereas on this study for three years the simulated mean cost was 

under the actual costs. Overall, their results suggest that management possesses timing abil-

ity, which however cannot be confirmed on this study as the results are mainly not statistically 

significant. 

 

4.2 Event study results 

 

The market timing ability of companies (hypothesis 2) is studied by using the event study 

methodology similarly as Tomperi (2004). This is constructed by focusing around the biggest 

daily decreases on the FTSE 350 index closing prices, which would be an opportunity for com-

panies to repurchase their own shares from the market. Based on earlier literature companies 

should repurchase more of their own shares when the market overall is down (Dittmar & Field 

2015). 

 

The biggest down days of the FSTSE 350 index closing price have been selected as the event 

days. The event window T is set to be 21 days in total [-10; +10], 10 days before and after are 

used as an event window. The T = 0 is the event day. The days before the event are analyzed 
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to see whether it has effects on the number of shares repurchased. Statistical significance of 

the event study is tested by using the paired two sample t-test, which takes into account that 

the samples are connected to each other. The test shows if the number of repurchases 

changed significantly after the event. 

 

In the below table 6 the selected event days for the study are presented. The chosen dates 

were the seven biggest daily decreases on the FTSE 350 index during the years 2010-2019. 

Event windows where there were consecutive days with big decreases inside the same event 

window were not included in the study. Therefore 7 different event periods were left to be 

studied. Table 6 shows that the biggest change percent on the index price varies from -4.54 % 

to -3.02 %. The number of companies executing repurchases on the event day were at highest 

28 and at lowest only 6 on two event days. Number of shares repurchased on the event day 

also differs from only 8 600 to over 140 thousand, which is quite large difference between the 

dates. 

 

Table 6. Selected event days 

Date FTSE 350 Index 
(close) 

Change-% from 
previous trading 
day 

Companies executing 
repurchases on the 
day 

Number of shares 
repurchased 

24.8.2015 3 293 -4.54 % 15 39 710 

22.9.2011 2 674 -4.54 % 6 24 240 

20.1.2016 3 169 -3.37 % 14 18 310 

6.12.2018 3 719 -3.10 % 23 140 360 

29.6.2010 2 597 -3.08 % 9 98 610 

14.5.2010 2 781 -3.07 % 6 8 570 

2.10.2019 3 972 -3.02 % 28 122 150 

 

 

The combined event window statistics are presented more specifically in the table 7. The total 

number of shares repurchased is over 14 million and most of them are repurchased on the 10 

days after the event, which would indicate that there could be some evidence supporting that 

companies time their repurchases on times when the market is down or around that time. 
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Mean, median, minimum, maximum and standard deviation for the event window are also 

presented in the table 7. All the statistics are higher for the 10 days after the event compared 

to before the event day, which would indicate that the price downturn of the index has effects 

on companies repurchase decisions. 

 

Table 7. Event window statistics 

  [-10, -1] Event day [+1, +10] Total 

Total shares repurchased 5 588 390 451 950 8 297 910 14 338 250 

Mean 48 595 7 409 72 156 124 680 

Median 11 400 250 12 650 37 440 

St dev 120 543 11 912 232 393 303 723 

Min 0 0 0 100 

Max 753 650 84 370 1 967 700 1 967 700 

Number of companies 115 61 115 115 

 

 

The final results of the event study are presented in the table 8 below. There have been 128 

companies executing repurchases during the event window in total. The number of shares 

repurchased, number of repetition dates and number of active companies are tested if there 

are any statistically significant changes in repurchase activity during the event period. Mean 

shares repurchased is 48 thousand before the event and 72 thousand after the event day. The 

median and standard deviation are 11 400 and 120 543 before the event, 12 650 and 232 393 

after the event. However, the number of repetition dates is lower after the event day (1.13 vs 

1.20) and the number of active companies is also lower after the event day (13.93 vs 12.94). 

The statistical significance of the shares repurchased, number of repetition dates and active 

companies are tested by using t-test. For the share repurchase mean the result is not statisti-

cally significant. The number of repetition days is also not statistically significant. However, for 

the number of active companies’ result is statistically significant on the 10 % significance level, 

which is only sign of weak statistical significance.  
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Table 8. Event study results 

  [-10, -1] Event day [+1, +10] t-stat   

Shares repurchased 
     

Mean 48 595 7 409 72 156 -1.16 
 

Median 11 400 250 12 650  

 

St dev 120 543 11 912 232 393  

 

      

Number of repetition dates 
     

Mean 1.20 - 1.13 1.34 
 

Median 0.71 - 1.13  

 

St dev 1.31 - 1.23  

 

  
 

   

Active companies 
 

 
   

Mean 13.84 - 12.94 1.88 * 
Median 12 - 12   
St dev 8.69 - 7.92    

     
Number of companies 115 61 115   

 

(***, ** and * represent significance levels, 1 %, 5 % and 10 %) 

 

Figure 9 presents the mean of daily shares repurchased and the index price changes on the 

event window days. At the highest point [+5] the daily mean reaches over 340 thousand shares 

repurchased and at the lowest point [-3] only under 50 thousand shares were repurchased. 

The daily means are much lower before the event day and decreasing significantly six days 

prior to the event. On the actual event day there is no significant increase in repurchases, only 

slight increase compared to the previous day. However, after the event day there are more 

large increases on the mean of shares repurchased, especially on the second, fifth, sixth and 

tenth day. After the sixth day the repurchases seem to decrease and stabilize to a lower level 

before increase in the tenth day. The index price change varies between -3.5 % and 0.7 %. The 

lowest point is on the event day and the highest three days after. Overall, the index change is 

on average 2.75 % negative before the event day and 0.24 % positive after the event day. 
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Figure 9. Daily mean of shares repurchased with index price change-% 

 

Overall, the number of shares repurchased increases after the event day. However, based on 

the results of the event study presented it is not clear that all the companies are timing their 

repurchases when the market overall has downturns. The number of active companies and 

repetition dates decreased after the event, which is not in line with the hypothesis. Mostly 

the results of the event study are not statistically significant. Only the number of the active 

companies is weakly significant on the 10 % confidence level. However, it must be noted that 

the number of repurchases increased after the event day, but as the results are not statistically 

significant the hypothesis 2 is rejected. These results are in line with findings of Tomperi (2004) 

as he did not find support for increased repurchasing activity after the event day in his studies 

from the Helsinki Stock Exchange. Only the number of active companies increased statistically 

significantly after the event day, which is the opposite of the results from the London Stock 

Exchange.  
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4.3 Accounting study results 

 

The final two hypotheses are formed to study the effect of price to book ratio to the com-

pany’s executed share repurchases (hypotheses H3a & H3b). This is done similarly to studies 

of Lakonishok, Shleifer and Vishny (1994), Ikenberry, Lakonishok and Vermaelen (1995) and 

Zhang (2005) who studied the effects of companies’ different price to book ratios by forming 

groups for the different P/B ratios. Therefore, the effects of price to book ratio are studied by 

forming two separate groups for each year between 2010-2019, one which is represents the 

undervalued companies and one which represents the overvalued companies. The groups are 

formed by using yearly medium values to divide the companies to the groups.  

 

The hypothesis is that when company is valued under the median price to book value on the 

market, company may take advantage of the undervaluation and combat this by repurchasing 

their own shares. Therefore, company would profit from repurchases as it could invest in itself 

under the correct value. This would lead to the corrected price on the market. Vice versa when 

company is valued over the market median P/B ratio, the company should in theory repur-

chase less if there are no other reasons for the share repurchases. The statistical significance 

of the results will be tested by using unpaired sample t-test, which is more suitable for the 

sample as the groups are independent from each other. This will show whether the differences 

in the two groups are statistically significant.  

 

In the table 9 P/B statistics are presented. Yearly median P/B ratios for the companies vary 

from 1.45 to 1.92. For the overall sample which consist of 227 companies the median price to 

book ratio is 1.61. Of all the companies 109 are over the median and 118 under the median. 

Yearly the numbers are bit different as not all companies are included in the sample starting 

from 2010 and there are missing data for some companies, but mainly the two groups are 

similarly sized as the median is used to separate the companies. Companies are overall repur-

chasing almost 320 million shares during 2010-2019. On the years when the median price to 

book is overall lower companies are repurchasing more shares compared to years when the 

P/B is higher. 
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Table 9. P/B statistics between 2010-2019 

 
Year P/B median Companies over me-

dian P/B 
Companies under 
median P/B 

Total repur-
chases (mil-
lions) 

2010 1.45 106 104 23.91 
2011 1.46 107 108 47.29 
2012 1.45 107 109 29.74 
2013 1.72 109 109 36.6 
2014 1.91 110 112 26.26 
2015 1.92 113 111 22.12 
2016 1.64 114 111 19.71 
2017 1.76 113 112 22.55 
2018 1.61 114 111 39.56 
2019 1.51 113 114 51.88 

Total 1.61 109 118 319.61 

 
 
 
 
In the table 10 the results of the price to book study are presented. Overall undervalued com-

panies measured by using the median P/B are repurchasing 246 million shares with mean of 

2,2 million and overvalued companies are repurchasing just 73 million shares with mean of 

0,67 million. At the highest point in year 2019 undervalued companies have repurchased over 

45 million shares, which is over half of the overvalued companies’ total number of shares re-

purchased during the years 2010-2019. At the lowest point share repurchases for undervalued 

companies have been almost 14 million. For the overvalued companies, the yearly numbers 

have been much lower with 15 million at the highest and only 3 million at the lowest point. It 

seems that there are quite big differences between the two groups on the number of yearly 

repurchased shares. 
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Table 10. P/B results 

 
Year Repurchases 

executed by un-
dervalued com-
panies (mil-
lions) 

Repurchases ex-
ecuted by over-
valued compa-
nies (millions) 

Mean of repur-
chases by under-
valued compa-
nies (millions) 

Mean of repur-
chases by over-
valued compa-
nies (millions) 

T-stat   

2010 17.31 6.60 0.16 0.06 -1.18 
 

2011 32.03 15.25 0.30 0.14 -0.83 
 

2012 22.01 7.73 0.20 0.07 -1.11 
 

2013 28.79 7.81 0.26 0.07 -1.74 * 
2014 13.90 12.37 0.13 0.11 -0.19 

 

2015 16.68 5.44 0.15 0.05 -1.94 ** 
2016 16.37 3.34 0.14 0.03 -1.43 

 

2017 18.17 4.38 0.16 0.04 -1.73 * 
2018 35.18 4.38 0.31 0.04 -1.84 * 
2019 45.66 6.22 0.40 0.06 -1.86 * 
Total 246.09 73.53 2.21 0.67 -3.63 *** 

 
(***, ** and * represent significance levels, 1 %, 5 % and 10 %) 

 

Figure 10 presents the yearly repurchase means for each of the groups. The average number 

of repurchases for all the sample years during 2010-2019 is much higher for undervalued com-

panies, which are executing significantly more repurchases yearly compared to overvalued 

companies. Year 2014 is the only exception where the means are very close, but otherwise 

undervalued companies are repurchasing more than double the number of shares each year. 

After 2015 the difference in means grows even higher and in 2019 difference in repurchases 

has increased to almost 10 times higher compared to the overvalued companies. 
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Figure 10. Mean of repurchases per group 

 

The significance of the price to book differences is tested by using unpaired t-test for each of 

the years using the two separate median groups and overall, for the total sample. The t-sta-

tistics and significance levels are presented in the table 10. For five of the years 2013, 2015, 

2017, 2018 and 2019 the results are statistically significant at least on the 10 % significance 

level. On the year 2015 the result is even more significant at the 5 % significance level. Only 

on the years 2010, 2011, 2012, 2014 and 2016 results are not statistically significant between 

the groups. 

 

For the whole sample, the result is statistically significant on the 1 % significance level, which 

indicates highly significant results and shows that there are differences between the two 

groups. Therefore, the following conclusions can be reached that the companies, which have 

been undervalued using the median price to book ratio are repurchasing significantly more 

shares. This confirms the hypothesis 3a. During the years 2010-2019 overvalued companies 

are repurchasing significantly less shares and accordingly the hypothesis 3b can also be con-

firmed. Therefore, both hypothesis 3a and 3b will be accepted based on the results of the 

accounting study. 
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5. SUMMARY AND CONCLUSIONS 

 

The aim of this thesis was to study share repurchases and how companies are timing their 

share repurchases in the United Kingdom, where there have been less studies compared for 

example to the United States. In the United States repurchases have for a long time been the 

de-facto way to distribute wealth to shareholders, which might have influenced researchers 

to conduct studies on the subject of share repurchases. In Europe repurchases have not been 

that popular amongst corporations and therefore much less studies have concentrated to the 

European market. Historically it has been proved that in Europe most of the repurchases are 

executed in the United Kingdom and the legal environment is the most suited, which makes it 

an ideal market to study the effects of repurchases. (Ginglinger & Hamon 2007; Andriosopou-

los & Lasfer 2015) Many previous studies (Brockman & Chung 2001; Chan, Ikenberry & Lee 

2007) have confirmed that companies can execute repurchases with timing ability. The thesis 

was focusing on the FTSE 350 index companies which execute most repurchases and therefore 

companies not included in the index were not included in the research sample. The years 

which the repurchases were studied started from the beginning of 2010 to the end of 2019. 

This study aimed to answer the following three sub questions: 

 

1. Do companies time their share repurchases on the days when their share price is down? 

2. Do companies time their share repurchases when the stock market overall is down? 

3. How does company’s price to book ratio effect the decision to repurchase shares? 

 

In order to answer these sub questions multiple hypotheses were tested in the thesis. Those 

hypotheses were formulated based on the earlier literature, hypotheses and studies done on 

the subject of share repurchases around the world. The hypotheses, results of the study and 

the final conclusions are presented in the table 11 below. 
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Table 11. Results of the study 

Hypothesis Results Conclusion 

H1: Companies minimize their 
share repurchase costs by repur-
chasing shares when the share 
prices are low. 

Companies do on average repurchase 
shares cheaper than on the simulated re-
purchase programs, but the results were 
only statistically significant on one of the 
years studied and therefore the hypothesis 
is rejected. 

Rejected 

H2: Companies time their share 
repurchases when the market 
overall is down. 

Companies repurchase more shares on the 
ten days after the event day, but the re-
sults are not statistically significant. Com-
panies also had less repetition dates after 
the event, but it was also not significant. 
However, the number of active companies 
was less after the event day, which was 
only weakly significant. 

Rejected 

H3a: Companies repurchase 
more shares when the company 
is valued under the market me-
dian price to book ratio. 

More shares are repurchased when com-
panies are valued under the median price 
to book ratio. The results are mostly statis-
tically significant. 

Accepted 

H3b: Companies repurchase less 
shares when the company is val-
ued over the market median 
price to book ratio. 

Less shares are repurchased when the 
company is valued over the median price 
to book ratio. The results are mostly statis-
tically significant. 

Accepted 

 

 

The first research question was about whether companies time their share repurchases on the 

days when their share price is down to minimize the costs of share repurchases. This was 

studied by using bootstrapping methodology to simulate 10 000 alternative repurchase pro-

grams to see, if companies could have timed their repurchases better. All the other aspects 

were hold constant except the actual repurchase day when the repurchase was executed. 

Some companies executed small number of repurchases each day for long periods of time and 

some repurchased larger number of shares more rarely.  
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When companies are repurchasing shares on the down days, the costs should be much lower 

compared to repurchasing on increasing prices. According to Brockmann & Chung (2001) com-

panies may have some insider’s information that they may use to more accurately time their 

repurchases. Therefore, it was expected that companies would be able to repurchase shares 

at lower rates compared to the market. The actual executed costs were then compared to the 

simulated costs. The results indicate that the bootstrap simulated costs were higher on the 

period, which would indicate companies possessing timing ability. The mean simulated cost 

was only lower on three of the years studied. However, by using t-test the results of the boot-

strap were only statistically significant in 2014 and not on any of other years. Using pseudo p-

values to measure timing abilities overall only 10 % of companies could time their repurchases 

successfully. Therefore, the first research hypothesis was rejected.  

 

This is in line with Brockmann & Chung (2001) studies in the Hong Kong as their mean simu-

lated costs were also over the actual repurchase costs indicating timing abilities. However, 

their results had much more variance between the yearly minimum and maximum values. 

Also, the pseudo p-values suggested that over 37 % of the companies studied possessed tim-

ing abilities. Overall, their results were mainly significant indicating that companies possess 

clear timing abilities whereas the results of this study are not statistically significant and do 

not support their findings. 

 

Second research question is slightly different as it focuses on the market overall. This was 

measured by using the FTSE 350 index, which can present some opportunities for companies 

to execute share repurchases. The hypothesis was formed on the basis that companies would 

be more active and repurchase more shares after the downturns on the market. This was 

studied by using the event study methodology and focusing on the biggest daily decreases on 

the index closing price excluding consecutive days with large decreases. Therefore 7 event 

days were selected for the studied event days. The selected event period was 10 days before 

the event day and 10 days after the event day. 

 

Based on the results companies repurchase less of their own shares before the event day and 

more on ten days after the event day. The number of repurchases decreased just before the 
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event day and increased on the days after it. After six days it seemed to stabilize to lower 

levels. On the actual event day there was no significant increase in the number of shares re-

purchased. The number of repetition dates and active companies however decreased after 

the event day. According to the hypothesis it was expected that the activity would increase, 

and more shares would be repurchased. The results of the event study are mostly statistically 

unsignificant, with only the number of active companies on the period being significant on 

10% significance level. Therefore, also the second research hypothesis was rejected. 

 

These results are very similar to the findings of Tomperi (2004) as he did not also find any 

support for increasing repurchase activity after the market downturns. His research was fo-

cusing on the Helsinki Stock Exchange. Similarly, by using event study methodology he studied 

the number of shares repurchased, repetition dates and active companies. However, he did 

find support for increasing number of active companies around the event day, but only slight 

increase. 

 

Third and fourth research questions were about the effects of company’s valuation to the 

executed share repurchases. The company valuation was measured by using the price book 

ratio. The hypothesis was that the undervalued companies would repurchase more shares, 

and the overvalued companies would repurchase less shares. This was studied by creating two 

groups based on the median price to book ratios. Groups were formed for each year between 

2010-2019 and also for the overall sample to see if there would be differences between the 

groups. 

 

Based on the results from the two groups overall, undervalued companies repurchased over 

three times more shares (246 million) compared to overvalued companies (73 million). Most 

of the years the mean of repurchases for undervalued companies was over twice the amount 

compared to overvalued companies. This was increasing towards the year 2019 when under-

valued companies repurchased almost 10 times more shares compared to overvalued compa-

nies. Overall, the undervalued companies repurchased much more shares every year and 

overvalued companies repurchased much less shares. Results were also statistically significant 
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on most of the years and for the overall sample highly significant. Therefore, there are signif-

icant differences between the groups and both research hypotheses are accepted.  

 

These results are similar to those reported by Ikenberry, Lakonishok and Vermaelen (1995) 

who suggest that price to book ratio effects the repurchase motivation. This is in line with 

results from this study. Similarly, Lakonishok, Shleifer and Vishny (1994) and Zhang (2005) 

studied effects of company P/B ratio to the number of shares repurchased by forming multiple 

groups. On their results the same pattern continued, and the undervalued companies were 

repurchasing more shares than the overvalued. Taken together, these results together with 

the findings of this study suggest that the P/B ratio has clear indications on the number of 

shares repurchased.  

 

Final conclusions of the study are that companies have different factors that affect the share 

repurchases. There are no statistically significant results on that companies repurchase share 

when their share price is down, which would confirm that companies have clear timing abili-

ties and that they minimize costs. Therefore, as the results are not significant conclusions can-

not therefore be made. This is contradicting the evidence of Brockmann and Chung (2001) 

who found statistically significant timing abilities in their study. For the market downturns the 

situation is similar, and no conclusions cannot be made as the results are not statistically sig-

nificant. The most important findings to emerge from this study are the effects of the price to 

book ratio, which are mostly statistically significant. In general, the results from the study are 

very much in line with previous studies. Company’s P/B ratio seems to have clear effects on 

the repurchase decision or at least signal that company is more likely to execute share repur-

chases, which is also in line with the results of Von Eije and Megginson (2008). Overall, the 

results of this study contribute to existing knowledge of the share repurchase timing in the 

United Kingdom market. This study lays the groundwork for future research into more in detail 

examination of how companies are timing their share repurchases.  
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5.1 Implications of the thesis 

 

Implications of this thesis is it that it provided more information about the share repurchase 

timing, which has not been widely studied especially in the European market. London has the 

most repurchases in the Europe and this provides very important information from the Euro-

pean market. The previous research has been divided on whether companies can time the 

repurchases or is it just coincidence. This is still somewhat unclear as the thesis could not reach 

strong conclusions on the subject, as most of the results were not statistically significant. It is 

important to correctly time the repurchases, as it makes it possible for companies to maximize 

the value of the repurchases and not destroy shareholder value. As Manconi, Peyer, and Ver-

maelen (2019) confirm share repurchases should benefit long-term investors on average. 

When repurchases are becoming more common it is very important to focus on these aspects 

of the repurchases. Normally dividends have been the way to payout cashflow to owners, but 

that is not the only way anymore and more research on the subject is needed, which this thesis 

provides. 

 

The thesis provides very valuable information for example to investors about the timing of 

repurchases, whether companies should even repurchase shares, when could be the correct 

time to do it and how companies are timing their repurchases. If the company sees itself as 

undervalued on the market and there are no better alternative investments, which would pro-

vide better returns then it might be a good idea to invest in itself to maximize the shareholder 

value. This also provides information to companies overall whether they have succeeded in 

repurchasing shares from the market and when could be the correct time to repurchase 

shares. Often the timing might be overlooked, and the management could think that the share 

price is only going up, therefore the current time would always be the correct one for repur-

chases. Often that is not the case and as the results showed there are often other possible 

better repurchase programs, which could have significant effects on the company’s future, 

and this is important factor to consider going forward. 
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5.2 Limitations and future research 

 

One of the limitations of this thesis is the method of how the repurchases are calculated. This 

is done by taking advantage of the number of outstanding shares of the company, but there 

might be other ways that the number of outstanding shares is changing. The thesis is also 

focusing on the actual repurchases, and most of the previous studies are instead focusing on 

the repurchase announcements. The companies that were chosen were only from the FTSE 

350 index, which consists of the 350 largest companies from the London Stock Exchange. Most 

of the repurchases are executed by FTSE 350 companies, but there may be number of repur-

chases outside the FTSE 350 companies that were not included. The years which were chosen 

are all after the financial crisis, when the market has constantly been rising and there have 

not been any significant down years. This can be seen from the FTS 350 index development 

and it can limit the event study results as the index downturns are quite small compared to 

what they might have been if there would have been significant market downturns. 

 

Possible future research could extend this thesis to cover more of the topic of timing or focus 

more on the different motivations of share repurchases. As there are a lot of different moti-

vations which could explain the share repurchases it might be very good subject to focus on. 

The different effects of signaling, free cashflow, liquidity and dividend substitution on the re-

purchases could provide interesting subjects for future research.  On this thesis the motiva-

tions were not the main focus, but those are still very important aspects of share repurchases 

where the research could be expanded. One possible future topic could also be to study 

whether companies use repurchases to support the company share price on the market as 

this has been often mentioned as one possible reason for share repurchases. 
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APPENDICES 

Appendix 1. Mean and median price to book ratios yearly 

Year Mean P/B Median P/B 
2010 2.12 1.45 
2011 2.39 1.46 
2012 2.93 1.45 
2013 3.52 1.72 
2014 4.82 1.91 
2015 6.68 1.92 
2016 3.51 1.64 
2017 4.00 1.76 
2018 7.21 1.61 
2019 4.72 1.51 
Total 4.22 1.61 

 


