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The purpose of this thesis is to study share repurchase programs of Nordic compa-
nies and the effects on shareholder value. In this study, 467 Norwegian, Finnish, 
Danish, and Swedish companies and their buyback programs were studied. The 
purpose was to find out, whether these companies were able to generate long-term 
value for their shareholders. Companies that did not see their share count decrease 
after the buyback were excluded from the study. Shareholder value was measured 
with market excess returns, ROE-% & ROIC-% -statistics, liquidity, and the book 
value of equity. Companies were separated into companies that have completed 
their programs and companies that are still in the process of completing their pro-
gram.  

Based on the results, most of the Nordic companies did not attempt to create share-
holder value, as the number of shares did not decrease during the process. Com-
panies that completed their programs were able to generate more value compared 
to companies that did not complete their program yet. Companies that completed 
their programs were able to produce 11.92 % average market excess returns during 
a three-year holding period.   

Nordic companies had differences among them. Only Danish companies were able 
to produce market excess returns in every period in both buyback categories.  
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Tämän tutkielman tarkoituksena on tutkia Pohjoismaisten yhtiöiden takaisinosto-oh-
jelmia ja niiden vaikutusta omistaja-arvoon. Tutkimuksessa tarkasteltiin 467 Norjan, 
Suomen, Tanskan sekä Ruotsin osakemarkkinoilla toimivan yrityksen takaisinosto-
ohjelmien vaikutuksia. Tarkoituksena oli selvittää, tuottivatko osakkeiden takaisin-
osto-ohjelmat omistaja-arvoa pitkällä aikavälillä. Yhtiöt, joiden osakkeiden luku-
määrä ei laskenut osto-ohjelman aikana jätettiin pois tarkastelusta. Omistaja-arvoa 
mitattiin markkinatuoton ylittävällä tuotolla, ROE-% ja ROIC-% -tunnusluvuilla, likvi-
diteetin muutoksella sekä kirja-arvon kehityksellä. Tutkimuksessa markkinatuottona 
käytettiin jokaisen maan omaa vertailuindeksiä. Osto-ohjelmia toteuttavat yhtiöt ja-
oteltiin yhtiöihin, jotka olivat toteuttaneet ohjelmansa ja yhtiöihin, joiden ohjelma oli 
vielä kesken.  

Tulosten perusteella, suurin osa pohjoismaisista takaisinosto-ohjelmista ei pyrkinyt 
luomaan omistaja-arvoa, sillä niiden osakkeiden lukumäärä ei laskenut tarkastelu-
periodilla. Yhtiöt, jotka toteuttivat osto-ohjelman täysimääräisesti, tuottivat parem-
min, kuin yhtiöt, joiden ohjelma oli vielä kesken. Yhtiöt, jotka toteuttivat ohjelmansa 
täysimääräisesti, tuottivat kolmen vuoden pitoajalla keskimäärin 11.92 % yli markki-
natuoton.  

Pohjoismaiden välillä oli eroavaisuuksia. Ainoastaan tanskalaiset yhtiöt pystyivät 
tuottamaan markkinaa parempia tuottoja jokaisella aikaperiodilla molemmissa osto-
ohjelma luokissa. 
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1.  Introduction 

Capital allocation might be one of the most influential aspects of a company’s success. It refers 

to determining the most efficient way of using a company’s financial resources to improve the 

company’s long-term financial stability and future value creation. Shareholders should be in-

terested in the company’s ability to allocate capital effectively as it directly affects the genera-

tion of shareholder value. Assessing the capital allocation skills of a company’s management 

is vital for shareholders as the manager's decisions influence the company’s future. Vermaelen 

(1984) stated that managers should maximize the market value of the outstanding securities 

as it is the main principle of corporate finance.   

The most common way for a company to allocate capital is to invest it into future growth and it 

is usually in the best interest of shareholders, as long as the growth is profitable. This has 

become even more important in the 21st century, as companies must grow, or they will be 

surpassed by their competitors in this highly competitive era. If a company has no reasonable 

investments in sight that would have a positive net present value, it should according to theory, 

distribute the excess capital to shareholders. At this point, companies have a decision to make. 

They may distribute the capital via dividends or invest the money back into the company by 

repurchasing their shares.  

One of the greatest examples of capital allocation has been legendary value investor Warren 

Buffet’s company, Berkshire Hathaway. They have chosen not to pay out dividends to share-

holders at all, despite the company being large and mature with loads of excess cash. The 

“Oracle of Omaha” believes that the company can generate shareholder value by reinvesting 

retained earnings into new investments and acquisitions and especially in recent years, share 

repurchases. (Rosenbaum, 2018) 

Manconi et al. (2019) studied buybacks in 31 non-US countries and found out that on average, 

share repurchases are associated with significant positive short- and long-term excess returns. 

Previous studies have revealed that US companies tend to have significant positive excess 

returns following buybacks. Lewis and White (2021) studied over 17,000 US companies and 

found out that share repurchases had a significant positive effect on stock liquidity and reduced 

volatility. This thesis focuses on Nordic countries and seeks to find out whether or not similar 

results can be found.  
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Share repurchases are a way for a company to bet on itself. Markets tend to view share repur-

chases as a positive sign about the company’s future outlook. However, compared to the 

United States, share repurchases are not that common in the Nordic countries. This could be 

explained mainly due to legislation not allowing Finnish, Norwegian, and Swedish companies 

to repurchase their shares until the 1990s and differences between tax codes among countries.  

 

Figure 1 Number of share repurchase announcements in Nordic countries between 1990-2021. (Data gathered 
from Eikon, 2022) 

Figure 1. illustrates how the number of share repurchase announcements has evolved during 

the last 30 years. The data in figure 1. is gathered from the Eikon Refinitiv database. It can be 

observed that between 1998-2001 there was a first significant spike in the number of an-

nouncements. After a couple of years of increased buyback activity, it seems that the activity 

stagnates for 2002-2005. After 2006 the number of announced buybacks starts to increase 

once again and during 2010-2012 over 300 buybacks programs are announced. During that 

period, many European countries were affected by the sovereign debt crisis (Alessi & McBride, 

2015). The crisis caused a lot of volatility in the markets which could have opened up windows 

of opportunity for Nordic managers.  

However, these are just announced programs, that may or may not have been fully completed 

or even started. Overall, the number of announced buybacks was much higher between 2010-

2020 compared to the period between 2000-2010.  

By looking at figure 1, one could conclude that companies tend to announce more share re-

purchase programs when financial crises occur. During global financial crises, the 
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management of a company might view that the company’s stock is incorrectly priced and that 

buying back their shares is in their shareholders’ best interests.  

However, Nordic companies did not announce significantly more share repurchase programs 

during the 2019-2020 Covid crisis period despite stock prices experiencing significant draw-

downs. This may be due to the extreme amount of uncertainty that Covid-19 caused to the 

companies and especially for many supply chains. Many managers decided that it is better to 

hold out on dividends and share repurchases until the future seems clearer. Preserving capital 

during financial uncertainty might be the safest way to proceed. The preservation of capital 

also has a signaling effect, as it signals to shareholders that the company has uncertainty 

regarding its business in the future.  

Also, some sectors such as the financial sector and banking sector experienced regulatory 

restrictions on their ability to distribute cash to their shareholders. In a report published by the 

IMF, Awad et al. (2020) state that it is recommended that banks preserve capital resources 

and limit the distribution of capital (dividends, buybacks, bonus payments) until the impact of 

the pandemic becomes clearer.  

This thesis focuses on share repurchase programs in the Danish, Finnish, Norwegian, and 

Swedish or the Nordic countries, and stock markets during 2010-2020. The objective of this 

thesis is to gain insight into the different characteristics of these Nordic countries and find out 

whether share repurchases have created value for shareholders. Share repurchase programs 

are not as common as dividends in the Nordics, and therefore more research on the subject 

needs to be done. This can be observed in figure 2, when we look at the historical development 

of buybacks and dividends in Finland.  
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Figure 2. Dividends and buybacks in Finland during 2011-2021 (data from Kauppalehti 2022 and Eikon 2022) 

Also, much of the research on repurchases is based on researching short-term profits after a 

company has announced a share repurchase program. This study aims to seek information 

about the effects on the generation of long-term shareholder value. 

1.1 Objectives of the research 

The objective of the research is to find out whether Nordic companies that have repurchased 

their shares in 2010-2020 managed to generate long-term shareholder value and how signifi-

cant is the amount of value that they have managed to create. This study was done by com-

paring Danish, Finnish, Norwegian, and Swedish companies and trying to capture the different 

characteristics of these four Nordic countries. In this study, the Icelandic stock market is not 

included due to its particularly small size compared to the other four countries. The differences 

between the market capitalizations can be seen in figure 3.  
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Figure 3. Domestic market capitalization in millions of USD (Sustainable Stock Exchanges initiative, 2022) 

It is desirable to compare Nordic countries to each other as they have many similarities in 

regulation, such as all Nordic countries having the same maximum number of shares that com-

panies may repurchase. The number of repurchased shares shall not exceed 10% of the com-

pany’s total number of shares. Companies also require shareholders’ meeting's permission to 

authorize the board to buy back their shares. All Nordic countries analysed in this study are 

also part of the European Union (EU), except Norway, and they are governed by EU laws and 

regulations.  

The size of their respective financial markets is also close to each other, except Sweden is the 

biggest capital market out of the four as can be seen in Figure 3. The four countries have many 

differences in taxation considering capital gains and dividends. These differences are ex-

plained in the further sections of this thesis.  

For benchmark indexes, this study includes all country indices from the four countries in con-

sideration. The Finnish, Swedish and Danish indices are owned by Nasdaq. Oslo Børs is 

owned by Euronext while the other Nordic stock exchanges are owned by Nasdaq (Solsvik, 

2019).  

The main research question of this thesis is: 

“Do share repurchase programs create long-term value for shareholders in the Nordic stock 

markets?” 

The creation of shareholder value is measured with market excess returns, changes in finan-

cial performance ratios such as Return on Invested Capital-% (ROIC-%), Return on equity 
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(ROE-%), Book value of Equity (BVE), and stock liquidity. Linear regression is used to measure 

how different variables affect post-buyback returns. In linear regression analysis, explanatory 

variables such as size and leverage ratio are also used to see whether these variables have a 

relationship with market excess returns. These statistics should give us an insight into whether 

the generation of shareholder value is sustainable overall and whether companies that have 

bought back shares have benefitted their shareholders.  

  



7 
 

2.  Theoretical framework 

In this chapter, we look at the theoretical framework behind theories that affect share repur-

chases and dividends. The chapter consists of practical examples of repurchases, legal back-

ground in Nordic countries, and theoretical propositions.  

2.1 Buyback legislation in Nordic countries 

Share repurchase programs are prescribed by laws regarding stock markets. In Finland, the 

legislation consists of the Limited Liability Companies Act (Osakeyhtiölaki), Securities Market 

Act (Arvopaperimarkkinalaki), and OMX Helsinki Stock exchange’s guidelines regarding share 

repurchases. Share repurchases were made legal in Finland in 1997. Companies may only 

use free equity for purchases i.e., proceedings that could also be used to pay out dividends. 

Repurchases shall not jeopardize the company’s solvency. The repurchase program can start 

one week after the announcement by the company has been made.  

Swedish share repurchase legislation can be considered rather similar to the Finnish legisla-

tion. Buybacks were considered illegal from 1895 to March 2000 when Swedish Limited Com-

panies Act was changed in a way that allowed companies to repurchase their shares. 

(Råsbrant, 2011).  

Share repurchase programs were legalized in Norway in 1999 after the new Limited Compa-

nies Act was published. The value of the company’s outstanding shares must be at least one 

million Norwegian Krones, excluding shares that the company itself owns, for the company to 

be allowed to repurchase its shares. (Skjeltorp, 2004) 

Share repurchases have never been illegal in Denmark. However, the Danish Limited Compa-

nies Act (Lov om aktieselskaber) sets some restrictions on share repurchases.  

All Nordic countries have similarities in their legislation regarding the maximum number of 

shares that companies may repurchase. The number of repurchased shares shall not exceed 

10% of the company’s total number of shares. Companies also require shareholders’ meeting's 

permission to authorize the board to buy back their shares. The one exception among the 

countries is that while Denmark, Finland, and Sweden are in the European Union (EU), Norway 

is not part of it. That means that Denmark, Finland, and Sweden are also governed by EU laws 
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and regulations. However, because the Nordic countries have rather similar legislative back-

grounds, it can be justified to compare them in this study.  

2.2 Share repurchase process 

As stated in the previous chapter, Nordic countries have rather similar legislation considering 

share repurchases. In this chapter, we are going to look at the actual share repurchase process 

for Finnish companies as an example and see what steps are taken.  

Authorization for share repurchases is given at the shareholders’ meeting and the authorization 

is valid for up to 18 months. When a decision to repurchase shares is made, the specific 

amount of shares to be acquired or the largest amount of shares by share type shall be ex-

pressed formally. If the acquisition is made outside the open market, the company must dis-

close from where and in which order they are going to acquire intended shares.  

Finnish Limited Companies Act chapter 15 section 10 states that articles of association of the 

company may state that the company has the right or obligation to acquire or redeem its 

shares. In this case, the law states that the company by-laws must determine: 

1. whether the matter is of acquisition or redemption; 

2. whether the company has the right or the obligation to acquire or redeem; 

3. which shares the provision concerns and, if necessary, in which order the shares are 

to be acquired or redeemed; 

4. the procedure to be observed; 

5. the consideration to be paid for the shares or the basis for the calculation of the con-

sideration; and 

6. the assets that can be used for the payment of the consideration.  

In a public company, the shareholders’ meeting shall decide on the exercise of the right of the 

company to acquire or redeem shares. The shareholders’ meeting may authorize the Board of 

Directors to make the decision. This authorization must be made public within a month of the 

decision and the authorization is valid for up to five years from the authorization date. (Limited 

Companies Liability Act, Chapter 15 § 5, 2022)  

After the repurchase program is accepted and authorized, companies are allowed to start ex-

ecuting their program after one week has passed since the announcement. After a company 

starts to repurchase its shares, they have to publicly announce the quantity and price of its 

trades. This announcement has to be made before the next trading day. (Liljeblom & 
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Pasternack, 2006) According to the Helsinki stock exchanges (Nasdaq OMXH) instructions, 

companies are allowed to buy their shares in such an amount, that would not differ largely from 

their ordinary daily trading volume. The main reason for this is that repurchases made by the 

company should not weaken the investors’ trust in the company or the stock exchange. 

(Nasdaq, 2020) 

 

2.3 Share repurchase methods in practice 

A company that chooses to repurchase parts of its shares may use various approaches. The 

three most widely known methods are open-market repurchases, fixed-price self-tender offers, 

and Dutch-auction self-tender offers. (Lücke & Pindur, 2002) Out of the three previously men-

tioned methods, open-market repurchases are the most common. Grullon and Michaely (2004) 

studied repurchases in the U.S between 1984-2000 and concluded that over 90 percent of 

buybacks were open-market repurchase programs. In an open-market repurchase, the com-

pany announces to acquire a specific number of shares from the open market at the current 

market price. However, if a company announces for example to repurchase 5 percent of its 

share float, they do not have an obligation to purchase the whole 5 percent. (Lücke & Pindur, 

2002) Open-market repurchases increase demand for shares in the market and this should 

increase the share price as there is a temporary imbalance between supply and demand.  

The second method is called fixed price self-tender offer. This refers to a one-time offer by the 

company to purchase a certain number of its shares from existing shareholders, usually at a 

premium over the current market price. The premium over the current share price is called the 

tender premium. Depending on the number of shares that current shareholders are willing to 

sell, the company might repurchase more shares than they originally intended. If the number 

of tendered shares exceeds the number in the offer, the company might purchase shares on 

a pro-rata basis. If the number of shares tendered is lower than the number sought, the com-

pany might extend the buyback period. (Lücke & Pindur, 2002) 

The third method is called the Dutch auction self-tender offer. In this arrangement the price is 

predetermined, but it is set with the auction process. The “auction” is controlled by the issuer, 

who selects the lowest-priced offers to fulfill the amount of the total stated buy-back. If there 

are not enough shares offered at the lowest price to accomplish the desired repurchase 

amount, the issuer may accept offers from the next higher-priced tier. Essentially, the firm 

compiles shareholders’ responses and creates a demand curve for the stock. Dutch-auction 
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tenders reduce the risk of failure of the repurchase process compared to the fixed-price tender 

offer. (Lücke & Pindur, 2002) However, Comment and Jarrell (1991) suggest that Dutch-auc-

tion tenders have lower signaling power compared to Fixed-price tender offers.  

In this thesis, share repurchase methods are not segregated, and all repurchases listed in the 

Refinitiv Eikon database are considered. This is done mainly due to there not being sufficient 

information available on the buyback method in the data.  

 

2.4 Commonly accepted theories on buybacks 

There are many widely accepted reasons in finance literature for a company to repurchase its 

shares. Most of these hypotheses are well known and are widely researched. The reasoning 

for these following hypotheses is be explained in the following chapters: 

 tax arbitrage, 

 buybacks as a substitute for dividends 

 free cash flow theory, 

 maintaining desirable capital structure, 

 controlling dilution, 

 signaling theory,  

 defending hostile takeovers, 

 buying shares for the stock compensation plan, 

 enhancing liquidity and 

 clientele effect.  

2.4.1 Tax arbitrage 

Tax arbitrage can be referred to as a practice of profiting from differences between taxing 

various types of income and capital gains. Different tax codes between countries allow for 

individuals to seek out legal loopholes or restructure their transactions in a way that minimizes 

their tax burden. For an investor, it is reasonable to aim for the lowest possible amount of paid 

taxes.  

Share repurchases provide a tax arbitrage opportunity for shareholders, as a means to delay 

or potentially fully-avoid tax on their share of corporate gains. Investors have the option to hold 
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on to their shares and only pay capital gains taxes when they choose to realize their position. 

Contrary to repurchases, taxes on dividends are usually paid when they are distributed to 

shareholders. This means that in some countries, the tax code might favor dividends over 

repurchases and vice versa.  

As we can see from table 1, the capital gains tax rates are very different in the four countries. 

Denmark has the highest tax rate and it in fact has the highest effective capital gains tax rate 

in Europe (Asen, 2021). Sweden has the lowest effective tax rate among the four countries. 

Norway’s tax rate is lower compared to Finland, due to Finnish individuals having to pay 34% 

tax on the excess after the 30 000€ mark. Norway has an effective capital gains tax rate of 

31.68 %.  

Top Capital Gains Tax Rate in the Nordics (Asen, 2021): 
Denmark 27% up to 56 500 DKK (about 7600 €) and 42 % for the excess 

Finland 30% up to 30 000 € and 34 % rate on the excess 

Norway The effective rate of 31.68 % 

Sweden Flat rate of 30% 

 

Table 1. Taxes on capital gains in the Nordics 

 

Taxes on dividends are more complex compared to capital gains taxes in these four countries. 

However, the order among countries is still the same as with capital gains. Denmark has the 

highest and Sweden the lowest effective tax rate. Finland has the exception that 15 % of divi-

dends are tax-exempt.  

Table 2. Taxes on dividends in the Nordics 

 

Taxes on dividends in the Nordics (PWC 2021): 

Denmark 27% up to 56 500 DKK (about 7600€) and 42 % for the excess 

Finland 85 % of dividends from publicly quoted shares are taxed as capital income, 

30% up to 30 000€ and 34% on the excess.  

15 % of dividends are tax-exempt.  

Norway 22% tax on dividends calculated with an adjustment factor of 1.44, 

effective tax rate on dividends 31.68%. 

Sweden 30 % 
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Based on these statistics, we could assume that Danish investors would be indifferent between 

capital gains and dividends as the rates are the same. Repurchases would give shareholders 

more flexibility as they could delay the payment of taxes. Based on this fact, Danish investors 

should prefer buybacks over dividends. 

For Finnish investors, there is an incentive for dividends as 15 % of dividends are tax-exempt. 

This could explain why dividends are more popular in Finland compared to share repurchases. 

Norwegian investors should be indifferent between dividends and share repurchases as the 

effective tax rate does not differ between these two options. Sweden has the simplest tax rate 

system for investors and Swedish investors should also be indifferent between dividends and 

repurchases.  

2.4.2 Buybacks as a substitute for dividends 

A Substitute in economics refers to something that is viewed to be essentially the same or 

similar to another good or service. Substitutes can be either perfect substitutes or imperfect 

substitutes. In a finance context, buybacks and dividends can be viewed as substitutes. Es-

sentially, buybacks can be viewed as a substitute for dividends because firms are paying fewer 

dividends and conducting more buybacks than before (Dittmar & Dittmar, 2002). Grullon and 

Michaely (2004) found out that US firms finance their share repurchases with funds that other-

wise would have been used for dividends. In their study, especially young firms tend to pay 

cash through repurchases while established old firms are generally not willing to cut their divi-

dends. This is because markets tend to have a negative view of dividend cuts.  

Buybacks cannot be viewed as complete substitutes for dividends due to there being tax and 

transaction cost differences between the two. In a world with no taxes and transaction costs, 

the two would be perfect substitutes for each other and investors would have no preference 

for one another.  

The subject has been widely researched, however, there is still not a clear reason why some 

companies pay dividends and other companies pay dividends. Grullon and Michaely (2004) 

suggest that before 1983, regulatory constraints forced US firms not to aggressively repur-

chase shares.  

Baker and Wurgler (2004) proposed a seminal theory of why firms pay dividends. They pro-

pose that demand for dividend-paying stocks is time-varying. This causes the relative prices 

of dividend-paying and non-dividend-paying stocks to fluctuate. Managers cater to investors 
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by paying dividends when investors put a stock price premium on payers and by not paying 

when investors prefer nonpayers. This theory is called the Catering Theory of Dividends.  

2.4.3 Free cash flow theory 

Free cash flow (FCF) can be defined as cash flow that is left over when a firm has financed all 

projects with positive net present value. Firms should invest only in projects that have a positive 

net present value. A possible problem arises when the firm has too much FCF available. The-

ory suggests that this might lead to overinvesting which means investing in non-positive net 

present value projects. This kind of behaviour is not economically rational, and it essentially 

destroys long-term shareholder value.  

The free cash flow theory presented by Jensen (1986), suggests that management may have 

an interest in investing free cash flow into these projects as the firm grows and they can con-

sume more salary and therefore it favors their objective as they gain power, prestige, and 

promotion. Jensen (1986) suggests that firms must distribute excess FCF to their shareholders 

to reduce management resources which leads to a more efficient way of capital allocation as 

the money is more of a scarce asset now.  This should lead to aligning the interests of share-

holders and managers of the firm. The problem has been widely researched, and studies show 

that managers tend to invest surplus capital unproductively if left to their own devices. (Jensen 

& Meckling, 1976; Blanchard et al. 1994; Harford, 1999; Bates, 2005; Richardson, 2006; 

Dittmar & Mahrt-Smith, 2007) 

Conflicts of interest between the management of the firm and shareholders is one important 

field of study in economics. Agency theory or principal-agent theory can be used for explaining 

these kinds of relationships and to seek solutions for possible conflicts of interest. In these 

kinds of relationships, shareholders act as principals, and the managers of the firm are the 

agents that represent them. For this relationship to work, the interests of the principal and 

agent need to be in line with each other. Possible conflict of interests between the two parties 

creates agency costs. The costs might come in form of inefficiencies, dissatisfactions, and 

disruptions. The key is to minimize these agency costs between the two parties. (Shapiro, 

2005) One way to alleviate agency costs of surplus cash is to restrict management’s possibility 

to waste corporate cash (Oswald & Young, 2008) 
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2.4.4 Maintaining desirable capital structure 

The capital structure of a firm is the amount of debt and equity used by the firm to fund its 

operations and finance its assets. Maintaining an optimal ratio of debt and equity is crucial for 

a firm looking to succeed in the future. 

 

Figure 4. The capital structure of a company 

Figure 4. illustrates how firms need to choose the amount of debt and equity which they plan 

to use to finance their assets. Choosing the optimal amount might be difficult but it is very 

important as there are trade-offs firms have to make when choosing between debt and equity. 

The optimal capital structure varies a lot between different industries. For example, banks and 

financial institutions use significant amounts of leverage as their business model demands it.  

Modigliani and Miller (1958) presented a revolutionary theory at the time that in a world with 

no bankruptcy costs, no corporate taxes, and unlimited arbitrage opportunities, the total market 

value of a firm is unaffected by the amount of debt that it issues. It can be essentially stated 

that the capital structure of a company is irrelevant when the aforementioned conditions apply. 

Theory about the irrelevance of capital structure only applies under perfect market conditions 

and is not directly applicable in real-life. However, it is still to this day one of the most influential 

theories about capital structure in the finance literature.  
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Optimal capital structure is the optimal amount of debt and equity that maximizes the com-

pany’s market value while at the time minimizing the company’s cost of capital. Yarram (2014) 

found out in his study in Australian markets, that evidence suggests that firms repurchase their 

shares to reach their target optimal capital structure.  

Theory suggests that companies should aim for a high Debt-to-Equity ratio (D/E-ratio) because 

debt is tax-deductible and thus the high amount of debt should lower the weighted average 

cost of capital (WACC) as can be seen from the equation 1 below:  

 

𝑊𝐴𝐶𝐶 = (𝐸/𝑉 ∗ 𝑅𝑒) + ((𝐷/𝑉 ∗ 𝑅𝑑) ∗ (1 − 𝑇))  (1) 

Where:  

E = market value of firm’s equity 

D = market value of firm’s debt 

V = total value of capital 

Re = Cost of equity 

Rd = Cost of debt 

T = tax rate 

 

If a company desires to alter its capital structure, it may increase its debt or lower the D/E-ratio, 

by repurchasing its shares for example. This essentially increases the equity of a company 

and alters its capital structure. The company could prefer to increase its equity due to debt 

having the trade-off of higher bankruptcy costs. Companies also might have covenants on their 

debt. These covenants can require for example that the company keeps its D/E-ratio under 

60/40. The higher the amount of debt, the higher the possibility that the company could find 

itself in financial distress.  

2.4.5 Controlling dilution 

Dilution occurs when a company issues new shares which result in a decrease in existing 

shareholders’ ownership of the company. This happens because their percentage-wise own-

ership is smaller than before the issuance of new shares. As the number of outstanding shares 

increases, each existing shareholder has their ownership dilute thus making each of their share 

less valuable. Dilution also means that the owner of the share has less voting power. 
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Shares can be diluted when holders of optionable securities converse their options to stocks. 

Also, secondary offerings to raise additional capital and offering of new shares in exchange for 

acquisitions or services cause dilution.  

Another effect of dilution is that earnings-per-share (EPS) also decreases. This happens as 

the company’s earnings do not change but the outstanding number of shares increases. In the 

United States, Generally Accepted Accounting Principles (GAAP) require firms to report basic 

and diluted EPS. Diluted EPS considers all potentially dilutive securities such as warrants, 

convertible debt, and employee stock option programs. (Bens et al. 2003) 

Investors should be interested when the company informs that the number of shares increases 

as it directly affects their investment. However, for example, young companies that desire rapid 

growth may be forced to finance their acquisitions by issuing new shares as they typically do 

not have large excess cash reserves to pay for the acquisition. In this case, it may be justifiable 

to use shares as payment, but investors should still know what they are signing up for.  

The company may control the amount of dilution with repurchases. As the company repur-

chases its shares, the number of outstanding shares decreases thus existing shareholders see 

their ownership increase or in other words, not dilute that much. For example, if a company 

has issued new shares two years ago and now, they have excess cash to spend, it might be 

reasonable to repurchase some shares to control dilution.  

2.4.6 Clientele effect 

Proposed by Miller and Modigliani (1961), the clientele effect hypothesis is used to explain 

corporate dividend payout policies. According to this hypothesis, firms opt for different dividend 

payout ratios to attract specific investor profiles, i.e., unique groups of investors with different 

preferences for receiving dividend income. Firms that do not pay dividends or tend to issue 

buybacks are likely to attract high-tax-bracket investors, whereas firms that pay generous div-

idends are likely to attract tax-free institutions and low-marginal-tax-bracket investors.  

An example of two different clienteles could be retired investors and young investors. Retired 

investors prefer stability and high dividends, and young investors could prefer growth stocks 

that they hope would increase in value rapidly. These two clienteles have very different pref-

erences and risk profiles.  
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There are a lot of differences between tax brackets in different countries thus clientele effect 

might vary drastically between countries. Due to this, studies on the clientele effect are very 

mixed among different countries.  

Allen et al. (2000) propose a theory of why some firms prefer to pay dividends rather than 

repurchase shares. According to their study, firms paying dividends attract relatively more in-

stitutions, which have a relative advantage in detecting high firm quality and in ensuring firms 

are well managed. They conclude that it is the tax difference between institutions and retail 

investors that determine the dividend payments. (Allen et al. 2000) Contrary to this study, 

based on another study in 2005 where 384 financial executives were interviewed, they believe 

that institutions are indifferent between dividends and repurchases. Most executives in the 

study also believe that they do not use payout policy as a tool in an attempt to alter the pro-

portion of institutions among their investors. (Brav et al. 2005).  

2.4.7 Signaling theory 

Firms signal different kinds of information to the stock market through corporate announce-

ments, which include news about events such as mergers and acquisitions, earnings, and 

changes in payout policy (Bonaime, 2012). Firms have different obligations to make announce-

ments to the market guided by legislation in different countries. In today’s world, the news is 

available in a heartbeat and algorithms pick up news instantly from the news flow. Due to this, 

markets tend to react to news almost instantly.  

Signaling theory can be used to describe a situation where two parties have access to different 

information. One party that has more information, must choose whether and how to communi-

cate that information and the other party must choose how to interpret the signal. (Connelly et 

al. 2011) This kind of information has this two-way effect, where for information to be passed 

efficiently, both parties have to be on the same page.  

This theory can be applied to financial markets also. Managers of a firm have a good under-

standing of the company and investors are only able to make their decisions based on publicly 

available information. This essentially means that information between managers and inves-

tors is asymmetric. Stiglitz (2002) noted that, because some information is private, information 

asymmetries arise between those who hold that information and those who could potentially 

make better decisions if they had it. Managers of a firm cannot however give insider information 

to investors because trading with inside information is illegal. Due to this, there is a dilemma 

for managers, as to what and how much information can they give to investors.  
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If managers think that the firm’s stock is undervalued, they have an incentive to signal this 

undervaluation to investors. The firm benefits from the rise in stock price and in many compa-

nies, managers' salaries might include stock options and the unwind of undervaluation also 

benefits them. One way of signaling this undervaluation is for the company to repurchase its 

shares. This is thought to decrease the amount of information asymmetry between two parties 

as repurchase can be seen as a positive signal. If investors interpret the firm's signal correctly 

that the stock is undervalued, they might choose to buy more of it.  

Signaling also works in both ways, as sometimes insiders selling their stock can be viewed as 

a negative signal. This kind of behaviour comes down to the fact that investors think that man-

agers know something that they don’t. However, there is an old saying on Wall Street: there 

are many reasons to sell a stock, but only one reason to buy. A sale could be prompted by 

numerous personal reasons for the need for cash. But the only reason why insiders would 

invest their hard-earned cash is that they expect to make money out of it. (Forbes, 2011) 

2.4.8 Defending from hostile takeovers 

Hostile takeovers can be referred to as an adverse relationship between the current board of 

directors of the target company and the hostile company trying to acquire the target company. 

When a hostile takeover attempt is happening, the management of the target company can 

use defence strategies involving the acquisition of company shares or the amendment of arti-

cles of incorporation. Share repurchases are one way for a company to defend itself from a 

hostile takeover.  

Kang (2008) summarizes hostile takeover defence through share repurchases in five steps as 

follows: 

1. though treasury shares do not have voting rights, the voting rights can be revived if the 

shares are sold to friendly third parties; 

2. the repurchase of shares can raise the price of shares by decreasing their number in 

the market, thereby increasing the cost and risk for the acquiring company, and reduc-

ing potential gains from the acquisition; 

3. stock repurchase would reduce the cash held by the target company, the target com-

pany will appear less attractive if the aggressor company’s goal is to acquire the target 

company’s liquid assets; 

4. although the repurchase of shares would not increase the number of voting rights held 

by the company due to limitations on the number of voting rights that can be acquired 
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through stock repurchase, the proportion of the company’s voting rights will increase 

and thereby allow the company to indirectly defend the management control and; 

5. as other kinds of defence strategies are more limited in their effectiveness, it is rela-

tively more advantageous to use stock repurchases for the defence of management 

control.  

2.4.9 Buying stocks for employee stock compensation plan 

Companies may create employee stock option plans (ESOs) for their employees to encourage 

them to have ownership of the company. Employees sign an agreement that allows them to 

purchase a certain amount of the company’s shares at a fixed price. If the stock price is higher 

than the fixed price, the employee has an incentive to exercise the option to buy shares. (Chris-

tiansen et al. 2003) 

These plans are used to reward and attract employees as the options give employees an in-

centive to behave in a way that is in line with the company’s objective. This behaviour also 

tends to have a positive impact on the company’s stock price. Companies must either give 

existing shares to employees that exercise their option or issue new shares. Some share re-

purchase programs are executed just to meet the company’s needs for stock option plans. 

This kind of behaviour should not increase or decrease shareholder value as the number of 

shares does not change. However, if a company issues new shares for a stock option plan, it 

faces the problem of dilution. 

Bens et al. (2003) studied ESOs to find out whether share repurchase decisions are affected 

by the incentive to manage diluted EPS. They found out that firms increase stock repurchases 

when the dilutive effect of outstanding ESOs on diluted EPS increases. However, according to 

their study repurchase decisions are not associated with actual ESO exercises. (Bens et al. 

2003) 

2.4.10 Enhancing liquidity 

Liquidity refers to the level of difficulty with which an asset or in this case security, can be 

converted to cash. Cash is seen as the most liquid asset as it has immediate purchasing power. 

In the stock market, poor liquidity results in an increase in transaction costs for investors, and 

vice versa good liquidity is beneficial for investors. The most common ways of measuring li-

quidity in the stock market are trading volume and the wideness of bid-ask spread. The bid-
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ask spread refers to the range of prices in which buyers are willing to buy and sellers are willing 

to sell.  

High trading volume indicates that there are more buyers and sellers at current price levels 

which leads to more efficient price discovery. With these highly liquid stocks, the bid-ask 

spread is very narrow. This is due to the supply and demand mechanics of the market. Stocks 

with poor liquidity can have a very high bid-ask spread which leads to investors having to pay 

a premium when they want to buy certain stocks. It is also difficult to sell large numbers of 

illiquid stocks because if there are not enough buyers, the price will plummet. As there may be 

a large spread between the bid and ask prices, illiquid stocks tend to experience high volatility.  

The existing literature argues that open market share repurchases can both improve and de-

teriorate stock liquidity. According to Barclay et al. (1998), repurchasing firms can by placing 

limit buy orders, establish a lower bound on the bid price and in doing so reduce the bid-ask 

spread. Some studies argue that due to asymmetric information, open market share repur-

chase programs could lead to an adverse selection that presents itself in the form of reduced 

stock liquidity (Copeland & Galai, 1983; Glosten & Milgrom, 1985). 

According to one of the most recent studies on buybacks by Lewis and White (2021), share 

repurchases in the US have an overlooked beneficial effect on stock liquidity and stock volatil-

ity. They studied over 10,000 US companies over 17 years and their studies present six key 

benefits associated with buybacks: 

1. Greater liquidity 

2. Reduced volatility 

3. Retail investor benefits from saved transaction costs 

4. Proactive repurchase activity to stabilize stock prices 

5. Response to uncertainty 

6. Strategic liquidity supply 

They conclude that knowing that buybacks positively influence stock price stabilization, limiting 

or taxing corporate buybacks will ultimately result in harm. (Lewis & White, 2021).  

2.5 Indifference between dividends and repurchases 

In this simplified example below in figure 5. we can see the indifference between dividends 

and share repurchases in a world with no taxes and transaction costs. In this example, the 

value of the company is value per share times the number of shares outstanding. In this case, 
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the total shareholder equity per share is 10 €. Then we can see what happens when a company 

either issues a dividend of 10 € per share or buys back 10 shares with 10 €. In the case of 

dividends, the shareholder is left with the same amount of shares that are now worth 9 € per 

share and 1 € cash per share. In the case of share repurchases, the shareholder is left with 

fewer shares, making each share more valuable as the company now has 90 shares so ten 

shares are still worth 10 € per share.  

 

Figure 5.  A simplified example of dividends vs. repurchases when there are no taxes and transaction costs (Brealey 
et al. 2008). 

However, as we can see from figure 5, the result for both situations are the same. In both 

cases, money leaves the company but the result for shareholders is indifferent. (Brealey et al. 

2008) 

2.6 Dividends as a way of distributing capital 

As mentioned in previous chapters, dividends are an alternative way for a company to distrib-

ute excess cash to its shareholders. One false conception of recreational investors about div-

idends is that they are this so-called “free lunch” for investors. This means that some may think 

that dividends are a gift from the company to the investor. This is an understandable miscon-

ception as many people do not plan on selling their stocks for a while and they just prefer to 

enjoy dividends.  

              
    Dividends Share repurchase   
  Value of company 1,000 €   1,000 €     
  Number of shares 100   100     
  Value per share 10 €   10 €     

  
Total Shareholder equity 
per share 10 €   10 €     

              
  Paid dividend 10 €   0     
  Share repurchase 0   10 €     
  Value of company 900 €   900 €     
              
  Number of  shares 100   90     
  Value per share 9 €   10     
  Cash 1 €   0 €     
              

  
Total shareholder equity per 
share 10 €   10 €     
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However, when a dividend is paid, the stock price tends to decrease the same amount as the 

issued dividend. This happens because dividends are essentially just a way for the company 

to move excess cash to shareholders. The cash is transferred from the company’s balance 

sheet to shareholders' wallets. 

Lintner (1956) was one of the first scholars who proposed that dividends present a problem in 

a company’s payout policy. He found out that companies tend to use long-term dividends pol-

icies. Mature companies with steady profits tend to issue a large number of their excess profits 

as dividends to shareholders compared to growth companies. Growing companies tend to use 

profits to grow their business and they generate shareholder value that way. These companies 

may not pay out dividends to their shareholders at all. Lintner (1956) also states that one of 

the primary goals for a company is to keep dividends steady. This means that the dividends 

issued by a company should be predictable and not change much between years. These find-

ings were seminal at the time, and they had a great influence on corporate managers’ decision-

making on dividends in the following years.  

Dividends also have a signaling effect in the markets. Markets tend to react positively to in-

creasing dividends and negatively to decreasing dividends. This might indicate that the mar-

kets are not interested in the number of dividends paid, but specifically, the magnitude of 

change in the number of dividends paid over the years. Companies that have increased their 

dividends for 25 years straight are often called “dividend aristocrats”. There are also “dividend 

kings”, companies such as Coca-Cola that have increased their dividend payout for 50 years 

straight. (Gobler, 2022) 

Markets may see increasing dividends as a positive indication of the company’s long-term 

profitability and decreasing dividends tend to cause an opposite reaction. Due to this, unex-

pected changes in dividends cause volatility in the stock markets as investors have to form a 

new opinion about the company’s outlook. (Brealey et al. 2006,420)  
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Figure 6. Trade-off Between Dividends and Capital Growth 

Figure 6. illustrates an example of dividend trade-off theory. Point A represents a growth com-

pany that uses most if not all of its excess cash to grow. Point B represents a mature company 

with stagnated growth and low future growth possibilities, so they choose to pay out most of 

its excess cash via dividends. Point C represents a company that sits in the middle and pays 

out earnings while maintaining moderate growth.  
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2.7 Efficient market hypothesis 

The efficient market hypothesis can be derived from rational expectations theory. Theory sug-

gests that investors base their future expectations on three aspects: rationality, available infor-

mation, and their previous experiences. Radner (1986) describes that balance in rational ex-

pectations can be found when investors come to market with a certain amount of information 

and after seeing current prices, they alter their previous expectations. This implies that inves-

tors come to market with a certain amount of information and the amount of information that 

they possess increases over time. Thus, it can be expressed that rational expectations are the 

best forecast for the future.  

The efficient market hypothesis is a model which suggests that in an efficient market the price 

of security perfectly represents all the publicly available information and future expectations. 

In an efficient market, the price of a security is equal to its intrinsic value. However, in the real 

world, it is impossible to figure out the intrinsic value of security perfectly. (Fama 1965) From 

a theoretical perspective, this suggests that the price of a security should never be incorrectly 

priced, but the price should react based on available information.  

Figure 7 can be used to illustrate how efficient and inefficient markets react to positive news 

regarding a company. In efficient markets, newly available information is immediately priced 

correctly. According to Fama (1965), there are so many rational profit-maximizing investors, 

and their active competition sets the prices in equilibrium and due to this, the pricing of secu-

rities should be efficient.  
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Figure 7. Market reaction to positive news 

Random walk theory is also connected to the efficient market hypothesis. Random walk theory 

suggests that price changes of securities are not connected to previous price changes. This 

means that it is not possible to predict future prices based on historical price changes. Malkiel 

(2003) states that stock prices do not have a memory as yesterday’s news should not be rele-

vant for today’s price. One anomaly that has challenged random walk theory is called momen-

tum anomaly. A momentum anomaly means that trends tend to stay for longer periods. In-

creases in prices are followed by increases and decreases are followed by decreases in price. 

In a strategy based on momentum anomaly, an investor buys “winners”, stocks that are in an 

uptrend, and sells them as soon as the trend changes and price starts to decrease. There has 

been evidence in studies that past price changes can be used to predict future price changes. 

(Knüpfer & Puttonen 2018, 176)  

In his groundbreaking article, Fama (1970b) presents three different conditions for efficient 

markets based on the characteristics of information. Efficient market conditions can be either 

weak, semi-strong, or strong. The weak form of the efficient market hypothesis assumes that 

future prices cannot be predicted using historical price data. In these kinds of markets, tech-

nical analysis cannot be used to outperform the overall market. Technical analysis refers to a 

strategy that tries to predict future stock prices with mathematical models based on historical 

price data (Knüpfer & Puttonen 2018, 264). 
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The semi-strong market efficiency is present when stock prices reflect all publicly available 

information such as news and financial statements. In semi-strong efficient markets, prices 

adjust quickly to any news public information and therefore fundamental analysis cannot be 

used to outperform the market. In strong form, efficient markets stock prices reflect all available 

information, even insider information. (Fama 1970a) 

Some studies have shown that markets tend to be at least weak-form efficient, but the subject 

is controversial. However, the efficient market hypothesis is a building block for most models 

in the finance literature, and therefore it is an important assumption. (Fama 1970b)  

Fitzherbert (2000) states that one of the reasons for the acceptance of weak-form efficiency in 

the markets is that it enables the use of standard deviation of stock returns, and volatility, to 

be used as a measure of risk. Without the assumption of weak-form efficiency, he thinks that 

volatility does not accurately represent risk. Various examples of market inefficiency are anom-

alies that point out short periods of inefficiency in the markets. Based on these anomalies, 

several scholars such as Basu (1975), Lakonishok et al. (1994), and Piotroski (2000) have 

criticized the efficient market hypothesis. 

Behavioral finance and psychological view have also been part of studies assessing market 

efficiency. De Bondt and Thaler (1985) found out in their studies that investors tend to overre-

act to unexpected and dramatic news. They constructed two portfolios, one consisting of ”win-

ners” and the other one consisting of “losers”. During the three-year holding period, the ”losers” 

portfolio outperformed the “winners” portfolio by 25 percent. Based on this they concluded that 

stock markets tend to move towards equilibrium after overreactions. This effect is also known 

as a mean reversal, which means that in a long enough time period, stock prices tend to con-

verge to their fair value.  

Malkiel (2003) describes that stock markets tend to have pricing inefficiencies, but these inef-

ficiencies tend to disappear swiftly after they appear. Knüpfer and Puttonen (2018, 171) also 

conclude that realized returns and expected returns can differ from each other during a short 

time period. 
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3.  Previous research 

In this chapter previous research about buybacks and dividends is revisited. The chapter is 

divided into two subchapters. The first subchapter is about previous research on buybacks and 

market value and the second subchapter revisits research done on buybacks and the effects 

on book value.  

3.1  Previous research on buybacks and market value 

Share repurchases have been widely researched in the United States. This is mainly because 

of the legislative environment which has allowed the purchases to take place for quite some 

time. The financial markets in the US are also the largest in the world so it is a common area 

for research. President Ronald Reagan’s administration allowed share repurchases in the USA 

in 1982. Before 1982 it was considered illegal for a US company to repurchase its shares and 

such an act was widely thought of as a way to manipulate the share price. In 1982 the United 

States Securities and Exchange Commission (SEC) adopted rule 10b-18 which provided com-

panies with the framework for share repurchases (Brettell et al. 2015).  

Share repurchases have been increasing in popularity since the 1990s in the rest of the world 

due to regulation changes. (Manconi et al. 2019) Brav et al. (2005) conclude that many man-

agers prefer buybacks over dividends due to their flexibility. Managers seem to think that buy-

backs can be used in an attempt to time the equity market or to increase earnings per share.  

One of the first and the best-known studies regarding stock buybacks was Theo Vermaelen’s 

article in 1981. In the article, Vermaelen (1981) researched long-term stock market returns of 

companies that have bought back their shares and found out that the average returns were 

larger compared to the period before the buyback. Vermaelen (1981) concluded that the most 

influential explanatory factor for these large returns is underappreciation of the stock and buy-

backs would signal this to investors. However, he could not exclude whether the effect of fiscal 

policy or bond holders' demands also affected the long-term share price. Dann (1981) came 

to the same kind of conclusion and stated that significant increases in firm values happen 

within one day of the buyback announcement. Dann (1981) concluded that the change in value 

appears to happen due to an information signal from the repurchasing firm.  

Signaling theory assumes that firm managers know more about the value of their firm than 

outside investors. The most popular explanation for share repurchases is their signaling effect, 
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which means firms repurchase their shares to signal to investors that the shares are underval-

ued at the current market price (Vermaelen, 1981; Asquith & Mullins, 1986; Stephens & 

Weisbach, 1998). Alternative reasoning for buybacks is the free cash flow theory. Theory sug-

gests that free cash flow rises conflicts between shareholders and managers. Managers have 

incentives to invest in projects that may not have positive net present value. Shareholders want 

the company to invest only in projects that have a positive net present value, or they want the 

excess cash in their pocket. When a company returns this free cash flow to shareholders, it 

reduces the possibility of these conflicts of interest. (Jensen 1986)  

Research has also been done on share repurchase authorization announcements. Comment 

and Jarrell (1991), Stephens and Weisbach (1998), and Grullon and Michaely (2004) find com-

panies that announce share repurchases tend to experience an excess return of approximately 

3 % compared to the period before repurchases. This means that the announcements them-

selves have a positive short-term benefit for shareholders. Interestingly repurchase announce-

ments do not obligate the company to acquire these shares, but it seems that even the an-

nouncement provides a positive market reaction.  

Ikenberry et al. (1995) found out that repurchase announcements tend to affect positively on 

stock prices, but markets ignore a substantial portion of the company's possible undervalua-

tion. However, this undervaluation unwinds in the longer period after the buyback.  

Studies suggest that programs should not be seen as commitments as they do not oblige the 

managers to complete the buyback program. Skilled managers that are concerned about max-

imizing shareholder value use repurchases for flexibility. They provide managers the option to 

repurchase shares if they view them as undervalued, otherwise, they do not fulfil the repur-

chase program. (Ikenberry & Vermaelen 1996). 

Dittmar (2000) found out that firms aim to take advantage of potential periods of undervalua-

tion. He also states that other reasons such as altering leverage ratio, fending off takeovers, 

and countering dilution explain share repurchases.  

According to Chen et al. (2013) IPO firms that announced repurchases within three years of 

IPO, achieved poor long-run operating performance compared to peer IPO firms. These firms 

also experienced poor stock return performance and analysts tended to revise forecasts down-

ward. Bonaime (2015) concluded that smaller firms and firms with more volatile stocks have 

greater announcement returns, on average. He also found out that the larger the announced 

repurchase plan, the greater the announcement return, on average. However,  
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Actual repurchase days are not disclosed daily in most countries, and this makes it difficult to 

study the actual daily effects of repurchases. Skjeltorp (2004) and Zhang (2005) studied actual 

share repurchases in Norway and Hong Kong. They found positive excess returns on repur-

chase days. McNally et al. (2006) studied actual share purchase days in Canada and find 

evidence that repurchases support share price and that companies tend to have excellent tim-

ing for repurchases. These results seem intuitive as no one should be better aware of the 

company’s value better than the managers of the company.  

One key statistic regarding share repurchases is the completion rate. This statistic refers to 

the number of shares repurchased divided by the number of shares mentioned in the share 

repurchase announcement. Bonaime (2012) finds that historical repurchase completion rates 

are positively correlated with current completion rates and announcement returns. Companies 

may announce that they intend to repurchase for example 100 million euros worth of their 

shares, but they do not have an obligation to fulfil that amount. Bhandari et al. (2021) studied 

buybacks between 2004-2015 and found a positive relationship between completion rate and 

financial reporting quality. Their study suggests that higher stock repurchase completion rates 

reflect good business morality and that the firm is committed to its investors.  

Ota et al. (2019) examined how firms “repurchase reputation” affected the returns after the 

company announced a new repurchase program. They found out that firms do have a reputa-

tion that is based on completion rates and a firm’s forecast reputation which includes the ac-

curacy of firm management in forecasting future earnings. They also state that firms with lower 

repurchase reputations react more to repurchase announcements.  

One explanation for share repurchases is the tax treatment of foreign and domestic investors. 

Liljeblom and Pasternack (2006) concluded in their study that higher foreign ownership served 

as a determinant for share repurchases in Finland.  

The effects of stock options on the decision to repurchase shares have also been studied. 

Firms announce repurchases when managers have large numbers of options outstanding and 

when employees have a large number of options exercisable. These results were in line with 

the theory that managers repurchase both to maximize their wealth and to fund employee stock 

option exercises. (Kahle, 2002) 

Recent studies in the Nordics have proposed that higher ownership concentration is associ-

ated with payout policy.  Khalfan and Wendt (2020) found out that high ownership concentra-

tion leads to a lower propensity to pay dividends in Finland and to repurchase shares in Norway 

and Sweden, while higher ownership concentration increases the propensity to pay dividends 
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in Denmark and Norway. According to their study, concentrated ownership has a negative 

impact on dividend amounts in Denmark, Finland, and Sweden. (Khalfan & Wendt,2020) 

Buybacks have received criticism from the financial press, the popular press, and even from 

the politicians in many countries. The main argument is that companies use buybacks to pur-

sue short-term objectives and prop up their stock price at the expense of long-term shareholder 

value. (Manconi et al. 2019) The criticism that buybacks harm long-term shareholder value is 

controversial to most studies regarding the subject as most studies suggest that this is not the 

case. While some studies have argued that buyback anomalies have disappeared over time 

(Lakonishok & Vermaelen 1990; Ikenberry et al. 1995) studies on open market repurchases 

indicate that the anomaly still exists (Peyer & Vermaelen (2009).  However, recent studies by 

Lin et al. (2014) and Bargeron et al. (2017) argue that the long-term shareholder value gener-

ation could be explained by increasing take-over activity or as a compensation for takeover 

risk exposure thus no real value would have been created in the process. 

Reda (2018) argues that repurchases increase executive compensation levels, regardless of 

the operational success of the company. Managers can get their bonuses even with the com-

pany not meeting its financial demands. The problem with this is that Gruber and Kamin (2017) 

argue that companies could reduce their investments, to spend the money on buybacks. Bren-

nan (2020) argues that managers could also have an incentive to borrow money and use the 

leverage to repurchase shares. In these scenarios, the risk is shifted to shareholders and man-

agers get to enjoy the short-term benefits. This happens because managers might not work 

for the company when the effects of financial distress start to show. Buybacks are also said to 

promote social inequality, as executives get paid more, but non-share-owning employees do 

not directly benefit from buybacks. (Shilon, 2020) 

Shilon (2020) argues that these kinds of buybacks sacrifice long-term firm value, elevate fi-

nancial risk excessively and manipulate the stock price. This leads to buybacks transferring 

value from the firm to executives at the expense of shareholders.  

The never-ending debate between dividends and buybacks has also sparked a lot of discus-

sions. One interesting result is that dividend aristocrats perform better in the long-term com-

pared to other companies, which includes non-payers and repurchases. According to Springer 

(2022) dividend aristocrats outperformed the S&P 500 over long periods with lower volatility. 

This means that dividend aristocrats would offer downside protection and stability, especially 

during financial distress.  This effect was also studied by Williams and Miller (2013), and they 

also found out that during the last two recessions before 2013, S&P 500 dividend aristocrats 

Index outperformed the S&P 500 Index by 6.45 % per annum.  
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3.2  Previous research on buybacks and book value  

Although many empirical studies have been conducted on short-term market reactions to buy-

back announcements, few assess the longer-term shareholder value creation.  

Repurchases have a direct effect on a company’s financial valuation metrics. As companies 

repurchase shares and terminate them, earnings per share increase ceteris paribus. Keasler 

and Byerly (2015) studied the impact of buybacks on shareholder wealth in longer periods 

such as three, five, and ten-year reference periods. They conclude that the long-term effects 

of buybacks on shareholder value are questionable.  

Chandren et al. (2017) found out that there is a relationship between long-term firm perfor-

mance and earnings management through an accretive share buyback. They refer to earnings 

management as an opportunistic behavior to enhance a firm's financial performance and to 

give a more positive view of a company’s business and financial position. Almeida et al. (2016) 

found out that the probability of share repurchases that increase EPS is higher for firms that 

would have otherwise missed analyst's EPS estimates.  

Reda (2018) explains the mechanism of how buybacks affect financial performance metrics as 

follows: on a balance sheet, share repurchases reduce the company’s cash and consequently 

its total assets base. Simultaneously, buybacks shrink shareholder’s equity on the liabilities 

side thus performance metrics such as ROE, ROA and ROIC tend to increase following a 

buyback.  
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4.  Data and methodology  

In this chapter methodology and data collection in the study are explained. The data part ex-

plains how and where the data is collected and what are the characteristics of the data. After 

this, details about how portfolios in the study are constructed are presented.  

 

4.1  Data 

Data used in this study is collected from the Eikon Refinitiv database. The first thing was to 

filter out companies from Denmark, Finland, Norway, and Sweden that have announced a 

buyback program between 2010-2020. There were 467 share repurchase programs an-

nounced in the Nordic stock markets during the years 2010-2020. In this study, 15 companies 

that have announced share repurchase programs are removed from consideration because 

their historical data is not available on Eikon. There are some common characteristics of these 

transactions as most of the acquirers are private companies or subsidiaries in these cases. 

Companies that have missing data are also removed as these missing data points could lead 

to false conclusions.  

 

Figure 8. Status of share repurchase programs 

As illustrated in figure 8. Eikon Refinitiv has categorized share repurchase program announce-

ments into four categories based on their deal status: Completed, Intended, Pending, and 

Withdrawn. Completed status means that the company has completed its announced share 
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repurchase program to the full extent. This means that they have announced to repurchase a 

specific amount of shares and they have bought back that said amount.  

Intended status means that the company has announced its program and started buying back 

its shares but has not yet finished the program. These programs can be such that the company 

has announced to repurchase five percent of the outstanding shares from the market but has 

so far purchased only three percent. These companies may or may not purchase shares to the 

full extent of the program. Some companies that have their deal status as intended, might now 

have defaulted, or gone private for example which means that their deal status will never be 

completed. Pending status means that the company has announced its program but has not 

yet purchased any shares. In this case, the company may decide not to repurchase shares at 

all. Withdrawn status means that the company has announced its program but has decided to 

withdraw the announcement for an unspecified reason. As we can see from figure 8. withdraw-

ing the announcement is uncommon as it represents only 2 % of the repurchase programs.  

As can be observed from figure 8, most of the programs have started but are still in progress. 

The 299 intended programs represent most of the data. Only 39 announced programs have 

been completed and just 10 out of all programs have been canceled. 119 programs are still 

pending and waiting for companies to start repurchasing shares. In this study, the greatest 

focus is on companies that have either completed their repurchase program and can see their 

share count decrease, and companies that have started their program and we can see their 

share count decrease.  

 

 

Figure 9. Number of announced buybacks among Nordic countries 
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In figure 9. we can see how many repurchase programs are announced in the Nordic countries 

and how many active companies there were during 2010-2020. As we can see, Sweden is the 

biggest capital market out of the four based on total market value and the number of active 

companies. Based on the data, Danish companies have announced the most buyback pro-

grams and many companies have also announced multiple programs between 2010-2020. 

Finnish companies have announced the lowest number of buyback programs during the same 

period. Norwegian companies have the second-highest number of buybacks and active com-

panies during the same period.  

 

Figure 10. Total deal sizes per year between 2010-2020 in millions of USD. 

 

Figure 10 represents the value of bought back shares converted to millions of US dollars be-

tween the years 2010-2020. The total value of repurchased shares between 2010-2020 in USD 

is 73 882 million or 73.8 billion.  

The years between 2010-2012 seem to have a high amount of announced buybacks, 2011 

being the year when the deal sizes of buybacks exceeded over 25 000 million USD. After those 

years, the activity decreased significantly. However, in 2019 we see a significant spike in the 

value of announced buybacks during the year. This spike is caused by a couple of particularly 

large buyback announcements which explains that the number of announced deals does not 

significantly differ in 2019.  
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Figure 11. Buybacks per year in the Nordics 

As can be seen from figure 11, a large number of the share repurchase program announce-

ments take place from 2010 to 2012. The subprime crisis in the United States and the Euro-

pean debt crisis took place just before 2010. The results seem reasonable as, during 2010-

2012, the valuation of many companies was extremely attractive from a buyback perspective.  

 

Figure 12. OMX Helsinki price index between 2010-2020. 

Between 2013-2020 number of announced buyback programs has stagnated and mostly 

moved sideways. This is an interesting observation because it might indicate that Nordic man-

agers have thought that during 2013-2020 the stocks have been correctly priced, and therefore 
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may look at the evolvement OMX Helsinki price index between those years. Since 2012 there 

has been a long bull market and it seems that Nordic managers have thought that buybacks 

would not be a good way to generate shareholder value.  

4.1 Portfolio construction 

After gathering the data needed for the study, portfolios are constructed. In this chapter, the 

choice of companies for each portfolio is explained.  

 

 

Figure 13. Portfolio construction process 

Figure 13. explains the portfolio construction process in six steps. As we want to see how 

buybacks affect the creation of shareholder value, we construct portfolios of companies that 

have completed a buyback in a given year and track their performances for one to three years. 

The same process is done for companies that have started their repurchase program as they 

represent most of the data.  

It is also important to see whether the number of outstanding shares is lower after the buyback 

as companies may purchase shares only to control dilution. This means that the company 

issues new shares at the same time as it purchases its own. If for example 100 new shares 

are issued and none are bought back, the dilution affects existing shareholders, and each of 

the existing shares is worth less than before and has less voting power. However, if a company 
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purchases 50 shares of its own at the same time, the effect of dilution is smaller than if no 

shares were bought back at all. This essentially does not create shareholder value, because 

dilution still affects shareholders. The portfolios in this study are constructed with companies 

that have their share count decreased after the buyback. 

When going through the data, it can be observed that most of the companies that have their 

buyback deal status as “Intended” do not have their number of outstanding shares decrease, 

or in most cases, the number of outstanding shares is higher than in the beginning. This might 

indicate that the buybacks are performed just to control dilution. Out of 299 buybacks that have 

deal status as “Intended”, 99 have their number of shares decrease during the process. This 

indicates that about 66 percent of these buybacks have been done for some other reason than 

creating shareholder value.  

For companies that have completed their buyback program, the numbers are different. Out of 

39 buybacks, 32 companies have their number of shares decrease during the process. This 

might indicate that most of these programs are done to increase shareholder value. However, 

we cannot make this justification without further research and the sample size is also rather 

small for completed buyback programs. 

The completion rate can be used to measurement of the amount of stock repurchased as a 

percentage of the announced amount (Bonaime, 2015). Data obtained from Datastream does 

include the deal size in millions of USD, but the data is imperfect regarding how many shares 

have been repurchased by each program.  

After sorting out which companies have their share count decreased after the buyback, we 

construct portfolios of these companies based on the year that the buyback has been an-

nounced. Portfolios are also be constructed based on countries to see whether there are dif-

ferences among the Nordic countries.  

4.2 Methodology 

In this study, the key statistic for measuring shareholder value creation is market excess re-
turns. Market excess returns are calculated for each stock as follows: 

𝛼 =  (𝑝 /𝑝 − 1) − (𝑅𝑚 /𝑅𝑚 − 1)                    (2) 

where α is the market excess return for trading month 𝑡 and 𝑝  and 𝑝  are monthly closing 

prices for trading days 𝑡 and 𝑡 − 1, respectively. 𝑅𝑚  and 𝑅𝑚  are the monthly closing price 
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for the market index for trading days 𝑡 and 𝑡 − 1. Market return in this study represents the 

return of the country’s stock market index from the same period.   

Excess returns are analyzed as pure figures, but it is also important to figure out which factors 

could affect excess returns. This is why regression analysis needs to be conducted.  

If we suppose that the response variable Y is quantitative and that at least one predictor vari-

able x is quantitative. Then the multiple linear regression model can be a very useful model for 

explaining the relationship between response and predictor variables. (Olive, 5, 2017)  

In this thesis, we want to see how different variables affect post-buyback excess returns in 

different countries. This gives us more insight into what affects the return and what factors do 

not have statistical significance. Linear regression is performed in Microsoft Excel using its 

built-in linear regression tool. Regression is done separately for each country to see whether 

there are differences among the four Nordic countries.  

In linear regression, we are trying to explain a certain variable with one or more explanatory 

variables. In this study, we are trying to explain post-buyback excess returns with six different 

variables. Explanatory variables are the following and the calculation method is explained in 

table 3 below:  

Table 3. Variables used in multiple linear regression 

 

  Variable 
Calculation method explained by 
Refinitiv Eikon 

1 Return on invested capital-% (ROIC) 

(Net Income – Bottom Line + ((Interest 
Expense on Debt - Interest Capitalized) * 
(1-Tax Rate))) / Average of Last Year's 
and Current Year’s (Total Capital + Short 
Term Debt & Current Portion of Long Term 
Debt) * 100 

2 Return on Equity-% (ROE) 

(Net Income – Bottom Line - Preferred 
Dividend Requirement) / Average of Last 
Year's and Current Year’s Common Equity 
* 100 

3 Book value of equity (BVE) Common equity / outstanding shares 

4 
Liquidity (measured with monthly 
trading volume) 

Average monthly trading volume 

5 Size (measured as total assets) Sum of total assets 

6 Leverage (measured as total debt-%) 
(Long Term Debt + Short Term Debt & 
Current Portion of Long Term Debt) / 
Common Equity * 100 
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Before performing the analysis, it is vital to make sure that explanatory variables are not highly 

correlated with each other. This problem is called multicollinearity. If there is a strong linear 

relationship among the predictor variables, multicollinearity is present (Olive, 144, 2017). 

Multicollinearity might cause the linear model to give us results that look better than they should 

which is usually represented in inflated R-squared statistics. Due to this, ROIC was removed 

from the model because it has a very high correlation with ROE. ROE does not have a high 

correlation with the other variables, so regression is performed with variables 2-5. 

The regression equation used in this study is represented in equation 3: 

𝑌 = 𝛽 + 𝛽 𝑅𝑂𝐸 + 𝛽 𝐵𝑉𝐸 + 𝛽 𝐿𝐼𝑄𝑈𝐼𝐷𝐼𝑇𝑌 + 𝛽 𝑆𝐼𝑍𝐸 + 𝛽 𝐿𝐸𝑉𝐸𝑅𝐴𝐺𝐸 + 𝜀 , 

 𝑡 =  1, . . . , 𝑇                                                                                                                                                              (3)

                 

where Yt represents excess returns of the portfolio, β0 represents the intercept, β1- β5 are the 

explanatory variables explained in table 3. and ɛt is a random error term. 
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5.  Results 

In this chapter, key findings of the research are presented with illustrative tables and figures. 

This chapter is divided into separate subchapters. Buybacks from different countries are ana-

lyzed as a whole and also separately between countries to find out possible country-based 

effects. Companies that have completed their buyback programs and companies that are still 

in the process are separated. 

5.1  Post-buyback results with portfolios consisting of all countries 

After sorting out suitable companies for the research, portfolios of companies that have either 

started or completed buyback programs were formed. The most interesting group in this study 

was companies that have completed their share repurchase programs and we can see the 

share count going down. This behaviour could imply that the management has tried to increase 

value for shareholders in this way. For these companies, annual market excess returns were 

analyzed for one, two, and three-year holding periods.  

Table 4. Average annual market excess returns for companies that have completed their share repurchase pro-
grams during 2010-2020 using equal weight portfolios. 

Market excess returns - completed buybacks 

  Buyback Portfolios 

Average 1-year excess return 12.40% 

Average 2-year excess return 12.29% 

Average 3-year excess return 11.92% 

 

In table 4. we can see that returns in every holding period outperform the Nasdaq Nordic 

benchmark index by a reasonably wide margin. Returns in every holding period are over 11 

percent and it seems that these companies have been able to generate a lot of value for their 

shareholders. However, it is important to acknowledge that the sample size is rather small in 

this study and because the portfolios are equally weighted, some companies may skew results 

in extreme directions. Also, it is extremely important to remember that these results are post-

event returns, and investors could not have predicted that these companies are going to com-

plete their buyback programs. Managers of these companies have no obligation to complete 

the buyback program and investors should know this fact.  
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Table 5. Average annual excess returns for companies that have started their share repurchase programs during 
2010-2020 using equal weight portfolios. 

Market excess returns - Intended buybacks 

  Buyback Portfolios 

Average 1-year excess return -0.37% 

Average 2-year excess return 0.31% 

Average 3-year excess return 2.40% 

 

In table 5 we can see the portfolio returns for companies that have not yet finished their share 

repurchases during the holding period. Portfolio returns are negative in one year holding pe-

riod, but they overperform the benchmark index in two and three-year holding periods. These 

results are more mixed compared to results from companies that have completed their share 

repurchase programs. It is important to note that the sample size is much larger for companies 

that have not yet completed their repurchase program. This suggests that outliers do not 

change the returns too drastically. As one could predict, returns for companies that have not 

yet completed their programs were lower compared to the portfolio that consisted of companies 

that had completed their buyback program.  

 

5.2  Post-buyback results in the Nordic countries separately 

In this chapter, we are going to take a closer look at the differences between the Nordic coun-

tries. First, we examine how portfolios have fared against their respective country indices. An-

nualized returns for one-to-three-year periods from buybacks are calculated and the average 

represents the average annualized returns from all these periods.  
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Table 6. Country by country data on completed buybacks between 2010-2020 

Market excess returns  

  FINLAND SWEDEN DENMARK NORWAY 

Average annualized 1 year excess return (-33.70%) 2.70% 17.50% 18.70% 

Average annualized 2 year excess return (-30.30%) (-11.80%) 21.10% 16.50% 

Average annualized 3 year excess return (-23.60%) (-13.80%) 18.80% 18.40% 
Number of companies from the country during the time 
period 2 3 14 8 

t-test t static -0.764 -1.167 0.845 0.854 

Critical value at 5 % rejection region 1.691 1.691 1.691 1.691 

Significance No No No No 

 

In table 6. we can see that especially the Danish and the Norwegian companies that have 

completed their share repurchase programs have outperformed their benchmark indices by 

quite a wide margin. On the contrary, Finnish companies have had negative annualized returns 

every year between 2010-2020. Swedish companies have had success following the first year 

but in two- and three-year periods the returns are negative. The sample size is very limited for 

Finnish and Swedish companies, but it can be observed that Danish and Norwegian compa-

nies outperform their benchmarks by a wide margin. 

Table 7. Country by country data on intended buybacks between 2010-2020 

Market excess returns 

  FINLAND SWEDEN DENMARK NORWAY 

Average annualized 1-year market excess return 15.00% (-8.60%) 6.50% (-7.50%) 

Average annualized 2-year market excess return 7.30% (-5.60%) 6.30% (-4.10%) 

Average annualized 3-year market excess return 4.90% (-1.00%) 7.90% (-2.50%) 

Number of companies from the country 9 23 24 16 

t-test t static 0.927 -0.059 0.935 0.276 

Critical value at 5 % rejection region 1.691 1.691 1.691 1.691 

Significance No No No No 

 

In table 7. we can see the results with companies that have started their share repurchase 

programs. The sample size is much larger, and it seems that Finnish and Danish companies 

did outperform their benchmarks. Swedish and Norwegian companies achieve positive returns 

but are not able to outperform their respective indices. These results suggest that share repur-

chases are associated with positive returns and in some countries even excess returns. 
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Table 7. Shareholder value creation statistics with companies that have completed their buyback programs 

 

 FINLAND DENMARK NORWAY SWEDEN 
  ROE-% 
1-year change % -31.5% -0.4% -11.8% -136.3% 
2-year change % -47.7% 4.9% -31.7% -32.8% 
3-year change % -47.7% 9.1% -31.7% -32.8% 
  ROIC-% 
1-year change % -20.9% -9.4% -10.9% 111.5% 
2-year change % -27.2% -28.1% -26.0% 104.3% 
3-year change % -32.0% -18.6% -26.0% 103.9% 
  Book value of equity 
1-year change %  -12.6% 4.1% 0.4% 0.8% 
2-year change %  -32.8% 10.4% 3.6% 0.8% 
3-year change % -39.3% 55.6% 2.1% -4.1% 
  Liquidity  
1-year change % -28.8% -17.2% -10.2% -12.1% 
2-year change %  19.2% -35.9% -7.4% -2.2% 
3-year change % -34.4% -57.3% 45.6% -36.8% 

 

In table 7. we can see how statistics from the companies from different countries have in-

creased or decreased. The change-% represents the yearly change in statistics after the buy-

back was announced. Two- and three-year change % represents the change for 2- and 3-year 

holding periods.   

As mentioned before, the sample size for especially Finland and Sweden is very low. If we 

look at ROE-%, we can see that every country except Denmark has an ROE-% decrease 

during all periods. The next statistic is ROIC-% and the numbers indicate that companies from 

Sweden were able to increase their ROIC-% during the three-year period by a significant 

amount. The next statistic is the book value of equity. Here we can see that Danish and Nor-

wegian companies have been able to increase their BVE, especially Danish companies which 

see a 55,6 % increase in three years. The last statistic is liquidity which is measured by looking 

at the monthly turnover volume. Overall, it seems that only Norwegian companies have been 

able to increase liquidity long-term. One key takeaway from these results is that the first-year 

numbers set a very strong benchmark and it seems that the statistics seem to fall off during 

longer periods. Based on these results, it can be said that there is no clear pattern among 

Nordic countries. Some companies from different countries seem to be performing better, but 

there is no overall trend for shareholder value generation in the long term.  
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Table 7. Shareholder value creation with companies that have started but not yet finished their buyback programs 

  FINLAND DENMARK NORWAY SWEDEN 
  ROE-% 

1-year change % -31.5% -0.4% -11.8% -136.3% 
2-year change % -27.2% -26.7% -10.9% -109.8% 
3-year change % 114.9% 11.1% -48.3% -21.3% 

  ROIC-% 
1-year change % -20.9% -9.4% -10.9% 111.5% 
2-year change % -27.2% -26.7% -10.9% 109.8% 
3-year change % 87.4% -15.3% -37.8% 118.0% 

  Book value of equity 

1-year change %  -6.1% 8.4% 4.3% -7.9% 
2-year change %  -10.2% 17.8% 19.5% -29.6% 
3-year change % -21.1% 27.1% 25.4% -13.9% 
  Liquidity  
1-year change % -4.2% -10.5% -44.0% 16.9% 
2-year change %  -17.8% -28.7% -55.2% -13.3% 
3-year change % -28.9% -4.6% -37.8% -11.7% 

 

In table 7. we can see how statistics from the companies from different countries that have 

started but not yet finished their buyback programs have changed. If we first observe the 

changes in ROE-%, we can see that Finnish and Danish companies have been able to in-

crease their ROE-% significantly during the three years. For Norwegian and Swedish compa-

nies, the change percentages have been decreasing in every period.  

ROIC-% has increased in three years for Finnish companies and it has increased in every 

period for Swedish companies. For Danish and Norwegian companies, the ROIC-% has 

changed negatively in every period. For the book value of equity, the results are very different. 

BVE has increased significantly in all periods for Danish and Norwegian companies and de-

creased for Finnish and Swedish companies.  

Last statistic in liquidity. Liquidity has decreased for all companies in every period. This is an 

interesting observation as many previous studies suggest that buybacks should increase li-

quidity. However, as was the case for companies that have completed their buybacks, turnover 

volumes were very high after initial buybacks, but they decreased drastically after. This could 

imply that the positive liquidity effect of buybacks is rather short-term.  



45 
 

5.3  Analysing post-buyback returns with linear regression 

After analysing excess returns and changes in performance statistics, it is important to analyse 

the causes of these changes. Linear regression is used in this study to gain more insight into 

which factors affect excess returns statistically significantly. 

  

Figure 14. Regression results on completed buyback programs1 

In figure 14. we can see the linear regression results between the four Nordic countries. The 

first thing that can be observed is R-squared and Adjusted R-squared statistics. These statis-

tics tell us, how much of the variability in value Y (Portfolio market excess returns) the explan-

atory variables explain. Every country has a very high R-squared with all countries having their 

number at close to 0.90 or even higher, as 1.0 is the maximum that can be achieved. This 

indicates that the explanatory variables explain a lot of the variability in post-buyback returns. 

However, it is important to remember that the sample size is rather low, and it could inflate the 

R-squared statistic. Next, we may observe the statistical significance of explanatory variables. 

In this study, we set the confidence level to 95 %. In figure 14. p-values of under 0.05, tell us 

that the variable is statistically significant in explaining variability in portfolio excess returns, 

variable Y. 

 
1 Frequency of observations for each country is 36. 

FINLAND DENMARK
Multiple R 0.95 Multiple R 0.97
R Square 0.89 R Square 0.94
Adjusted R Squared 0.88 Adjusted R Squared 0.93

Coefficients t Stat P-value Coefficients t Stat P-value

Intercept -32.9358 -0.7447 0.4623 Intercept -8.0215 -0.8169 0.4202
ROE 16.9676 1.2481 0.2216 ROE 0.8787 0.8625 0.3950
BVE 81.7478 4.5238 0.0001 BVE 1.2792 4.4469 0.0001
Volume -0.0116 -2.3146 0.0277 Volume 0.000035 0.1679 0.8677
Size -0.0002 -1.3531 0.1861 Size 0.000333 1.0001 0.3250
Leverage 3.6054 0.5800 0.5662 Leverage -0.8442 -0.3714 0.7129

SWEDEN NORWAY

Multiple R 0.98720 Multiple R 0.96962
R Square 0.97455 R Square 0.94016
Adjusted R Squared 0.93901 Adjusted R Squared 0.90018

Coefficients t Stat P-value Coefficients t Stat P-value
Intercept -60.6978 -5.6407 0.0000 Intercept 51.2347 0.1067 0.9157
ROE 12.3848 5.7605 0.0000 ROE -21.3471 -0.3373 0.7382
BVE -2.4346 -2.9278 0.0063 BVE 1.2143 0.0131 0.9896
Volume -0.0002 -1.0355 0.1763 Volume -0.000019 -0.0500 0.9605
Size -0.0316 -5.9321 0.0000 Size 0.000035 0.0384 0.9696
Leverage 23.3427 5.7463 0.0000 Leverage 8.7013 1.9850 0.4264

Completed buybacks
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For Finland, BVE and volume are statistically significant. For Denmark, we see that BVE is 

statistically significant. Results for Norway suggest that none of the explanatory variables are 

statistically significant with a 95 % confidence level, as the p-values are over 0.05. For Sweden, 

we can see that ROE, size, and leverage are variables that explain post-buyback market ex-

cess returns for the portfolio.  

 

Figure 15.  Regression results on intended buyback programs2 

In figure 15. we can see the results of intended buyback programs among the countries. The 

first thing to observe is that the R-squared statistic is much lower for all countries except Nor-

way. Notably, Finland’s R-squared is only 0.69 compared to 0.89 in completed buybacks.  

Next, we can observe the statistical significance of explanatory variables based on t-test p-

values. For Finland, only leverage seems to be statistically significant. For Denmark, only BVE 

is statistically significant. For Norway, BVE is statistically significant. For Sweden, we have two 

statistically significant explanatory variables which are BVE and Size.  

As we can see, the results are very inconclusive and there seems to be no clear pattern for 

statistically explaining post-buyback returns with these variables. For completed buybacks, the 

results are more robust compared to companies that have started their programs.  

 
2 Frequency of observations for each country is 36. 

FINLAND DENMARK
Multiple R 0.83 Multiple R 0.97
R Square 0.69 R Square 0.94
Adjusted R Squared 0.64 Adjusted R Squared 0.93

Coefficients t Stat P-value Coefficients t Stat P-value

Intercept -27.3207 -1.7878 0.0836 Intercept -8.0215 -0.8169 0.4202
ROE 0.2942 1.6599 0.1070 ROE 0.8787 0.8625 0.3950
BVE 11.9591 1.6034 0.1190 BVE 1.2792 4.4469 0.0001
Volume -0.00014 -1.1592 0.2552 Volume 0.00004 0.1679 0.8677
Size 0.00004 1.8824 0.0692 Size 0.00033 1.0001 0.3250
Leverage 0.5074 4.4377 0.0001 Leverage -0.8442 -0.3714 0.7129

SWEDEN NORWAY

Multiple R 0.91 Multiple R 0.97
R Square 0.83 R Square 0.94
Adjusted R Squared 0.80 Adjusted R Squared 0.93

Coefficients t Stat P-value Coefficients t Stat P-value
Intercept 9.10651 2.02086 0.05200 Intercept 14.3453 1.3931 0.1735
ROE -0.60905 -1.11627 0.27288 ROE 0.8787 0.8625 0.3950
BVE -2.43464 -2.92777 0.00635 BVE 1.2792 4.4469 0.0001
Volume -0.00040 -1.38387 0.17628 Volume 0.0000 0.1679 0.8677
Size 0.00009 2.77982 0.00916 Size 0.0003 1.0001 0.3250
Leverage -4.10157 -1.42290 0.16475 Leverage -0.8442 -0.3714 0.7129

Intended buybacks
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5.4  Economic justifications for differences among Nordic countries 

As it could be seen from the results in the previous chapter, there were differences among 

the four Nordic countries on post-buyback market excess returns. In this chapter, economic 

justifications that could explain differences in the magnitude of post buyback returns are ad-

dressed. 

As stated earlier in chapter 2.4.1, the four Nordic countries have differences in capital gains 

tax rates. Capital gains tax is directly linked to the attractiveness of buybacks in the view of 

investors. The lower the capital gains tax is, the more favourable will buybacks be for the 

shareholders as they have to pay fewer taxes on their profits.  

For Danish investors, capital gains and dividends are taxed at 27 % up to about 56 600 DKK 

(about 7600 €) and 42 % for the excess. This would make them indifferent between divi-

dends and buybacks, while buybacks would give the investors more flexibility to choose 

when and how much tax they want to pay. Especially wealthy investors would most likely get 

hit with the higher 42 % tax on dividends. As Miller and Modigliani (1961) proposed, compa-

nies that issue buybacks tend to be favoured by investors that are in high tax brackets. 

Also, a Danish investor could choose to limit their realized profits under the 7599 € mark and 

get taxed at a lower rate. With this in mind, it seems justifiable that many Danish companies 

chose to complete their buyback programs and they also had many buyback programs in 

progress. Thus, attracting investors resulting in appreciating stock prices. These buybacks 

also decreased the total number of outstanding shares. Also, these companies that issued 

buybacks were able to deliver value to their shareholders in one to three-year holding peri-

ods as they had positive market excess returns. Danish companies were also able to in-

crease ROE-% and Book value of equity in three-year holding periods at the same time as 

they achieved market excess returns. This indicates that repurchases were able to boost fi-

nancial performance figures for these companies also.   

For Finnish investors, the number of completed buyback programs that decreased the num-

ber of outstanding shares was very low. The tax system in Finland favors dividends, as 15 % 

of dividends are tax exempt. This could explain the low buyback activity.  

Overall, Finnish companies issued the least amount of buyback programs in the Nordics. 

Only two companies had completed their buyback program, and they were not able to pro-

duce market excess returns, destroying shareholder value in the process. On the other hand, 

companies that had buyback programs in the process were able to produce market excess 
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returns in one to three-year holding periods. This suggests that buyback programs were able 

to generate value for shareholders. Because dividends are favoured in the tax system, it 

seems justifiable that most investors would prefer them therefore companies cater to inves-

tors' demands. Finland is also the only country that has tax exemptions on a percentage of 

dividends. Finnish companies that had started buyback programs, were also able to increase 

ROE-% and ROIC-% statistics by a significant amount in one to three-year holding periods at 

the same time as they achieved market excess returns. An increase in these statistics justi-

fies the increase in stock prices.  

For Swedish investors, the tax rates are the same for capital gains and dividends. They 

should be indifferent among the two. However, the results were not admirable for Swedish 

investors, as Swedish companies were only able to produce excess market returns in one 

year holding period for completed buybacks. This essentially means that Swedish share-

holder value was destroyed in the buyback progress. Swedish companies also had the sec-

ond-lowest number of completed buybacks and the second-highest number of started buy-

back programs. Swedish buyback companies were only able to increase the ROIC-% statis-

tic by a significant amount. The increase in this statistic did not boost stock prices, as the 

companies were not able to achieve market excess returns.  

For Norwegian investors, the effective tax rates on capital gains are the same and the inves-

tors should be indifferent to them. Norwegian companies had the second-highest amount of 

completed buybacks, and the results were exceptional for the investors. These Norwegian 

companies were able to produce over 16 % market excess returns in one to three-year hold-

ing periods. This could mean that Norwegian companies cater to investor demand and issue 

buyback programs to create shareholder value. Investors could prefer the flexibility on taxes 

that buyback programs make possible. For companies that had not completed the buyback 

program, the results were the opposite. These companies essentially destroyed shareholder 

value. Norwegian companies were able to increase the book value of equity in both buyback 

groups and every period.   
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6.  Conclusions 

In this chapter, I discuss the conclusions of this thesis. Results are compared to previous re-

search on this subject, limitations of the research are stated, and I also present possible future 

research proposals.  

It was noticeable how large the portion of buyback programs was not intended to decrease the 

number of shares, or in other words, they were done to control dilution, alter the capital struc-

ture or buy shares for stock-based compensation programs.  

When looking at companies that had started their buyback program but not yet finished it, only 

33 % had their share count decrease. When looking at companies that had completed their 

program, the same figure is 82%. What these results could imply, is that companies that com-

plete their buyback programs tend to create shareholder value by decreasing their number of 

outstanding shares. There is a possibility that if the companies that have started their programs 

would complete them, these companies could see their share count decrease in the process. 

However, this is just speculation and would require more studies on these companies in the 

next five or more years.  

Results of this thesis suggest that a portfolio of companies that had their number of outstanding 

shares decrease tends to produce market excess returns for shareholders. Average market 

excess returns in one-to-three-year holdings periods were 12.40 %, 12.29 %, and 11.92% 

respectively. Some of these companies also saw the liquidity of their shares increase via higher 

monthly turnover volume, but this effect was rather short-term. Higher liquidity can be seen as 

a benefit for existing shareholders and in that respect, some of the companies repurchasing 

were able to generate value for their shareholders.  

These results are mostly in line with previous research.  Like Comment and Jarrell (1991), 

Stephens and Weisbach (1998), and Grullon and Michaely (2004) found in their studies, com-

panies that bought back their shares were able to generate excess returns compared to the 

benchmark index. However, when looking at the country-based data, results were mixed 

among the four Nordic countries. This would suggest that the buyback anomaly does not exist 

in every market, which is not in line with studies by Peyer and Vermaelen (2009). Also, it is 

important to notify that most of the studies have discussed short-term excess returns after the 

buyback program announcement compared to this study, where long-term effects were stud-

ied. As one could expect, many other aspects can affect long-term share price movements. 
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Also, recent studies by Lewis and White (2021) suggest that buybacks enhanced liquidity for 

the company’s shares. In this study, it seems that companies saw their liquidity increase shortly 

after the repurchases, but the effect falls off over time. Short-term effects were not studied in 

this thesis. These results suggest that repurchases were not able to enhance long-term liquid-

ity. In this study, possible negative effects of buybacks could not be assessed. A recent study 

by Shilon (2020) suggests that buybacks sacrifice long-term firm value, elevate financial risk 

excessively and manipulate the stock price.  

When taking a closer look into different Nordic countries separately the results were mixed. 

Companies that had completed their buyback program were able to produce market excess 

returns in Denmark and Norway compared to Finland and Sweden whose companies were not 

able to produce excess returns, and the returns were instead negative.  Companies that had 

started their buyback program were able to produce market excess returns in Finland and 

Denmark while Swedish and Norwegian companies were not able to produce added value for 

their shareholders.  

When looking at country-by-country changes in statistics that might imply the generation of 

shareholder value such as ROE-%, ROIC-%, the book value of equity, and liquidity, results 

were mixed. One could conclude that there are no significant patterns regarding these statis-

tics. However as in this study we concentrated more on the long-term generation of share-

holder value, some statistics such as liquidity seemed to be inflated before the buyback and 

shortly after it, but the effect would wear off during a longer period.  

It is also noteworthy to mention, based on this study, that managers of Nordic companies at-

tempted to take advantage of the volatile market situation in 2010-2012. Many companies saw 

their share price decrease rapidly and for some companies, the decrease might have been too 

drastic. It seems that many managers thought that their company’s shares were undervalued 

and decided to propose buyback programs. Another interesting point is that during the recent 

years between 2013-2020 the number of announced buyback programs in the Nordics has 

remained rather stable and the activity has been low. During that period the markets have 

experienced a period of a bull market and stock prices have surged to all-time highs. One could 

think that managers of Nordic companies have been rational and did not want to be very active 

with buyback programs. It seems that the managers know that their company’s shares are not 

under-priced thus buying back their shares would not generate shareholder value.  

General implications for investors are that buybacks do not always create value for share-

holders, and they can even destroy shareholder value. It is important to know, whether or not 

the share count is going to decrease following the buyback or is the buyback done just to 
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control dilution or pay stock-based compensation. Based on theory and previous empirical 

studies presented in this thesis, the share price tends to appreciate following a buyback, es-

pecially following an open market repurchase, but long-term effects are more mixed.  

Countries also have differences, especially if there are differences in tax brackets. Some 

countries, such as Finland, incentivize dividends with percentage-wise tax exemptions. In 

countries with high capital gains tax such as Denmark, companies issue and complete a lot 

of buyback programs to cater to investors.  

This master thesis has some limitations and characteristics that should be considered when 

evaluating results. First of all, the sample size of companies that had completed their buyback 

program was rather small and the country-by-country analysis was done with very small sam-

ple size. A low sample size can lead to extreme outcomes and averages may shift because of 

a couple of outliers. This also lead to regression analysis being done with small sample size.  

Another limitation was that some parts of the data were not available for companies that had 

performed their buybacks. Due to this, some companies had to be removed from consideration 

to make results more robust, this essentially means that the dataset is not complete. This study 

also might suffer from survivor bias which refers to only looking at the performance of compa-

nies that still exist and disregarding companies that are no longer active. Some companies 

that had announced buyback programs were bought out, went bankrupt, or for some other 

reason are not active anymore.  

Based on this study, I suggest that managers of Nordic companies should look into buybacks 

especially when the intrinsic value of a company is higher than the current market value. This 

action requires that the company can assess the underlying value of its business and if the 

value is higher than the current market capitalization, a buyback program can be financially 

justified. Buybacks are a way of generating shareholder value and based on this study they 

can provide benefits to existing shareholders.  

Further research on this subject should be done, especially in the Nordic markets. It would be 

important to understand the clientele effect more throughout. Studies on what kind of compa-

nies in the Nordics tend to prefer buybacks and who prefers dividends would be important to 

understand the clientele effect better. Also, studies on what kind of investors prefer buybacks 

over dividends is an important subject to study.  

Studies on completion rate (shares bought back/shares announced to be bought back) would 

be interesting to see in the Nordics. Especially, as Nordic companies are authorized to disclose 
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the number of shares that they have bought, it would be possible to perform these kinds of 

studies in the future.  
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