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Current Literature

I Why do firms repurchase their stocks?
I A substitute of dividend payments (Grullon and Michaely 2002)
I A way to distribute excess cash (Jensen 1986; Dittmar 2000)
I A signal of good future performance (Vermaelen 1981)
I Other reasons:

I Stabilize stock price (Hong, Wang and Yu 2008)
I Adjust target leverage ratio (Bagwell and Shoven, 1988)
I Avoid takeover (Bagwell, 1991)
I Managerial opportunism (Fenn and Liang, 2001)
I EPS manipulation (Almeida, Fos and Kronlund, 2015)

I Literature’s findings are mixed.
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Endogeneity Problem

I Firms make payout and investment decisions simultaneously
I All those decisions are likely to be driven by the same hidden

factor, such as firm growth opportunities.
I It’s important to know the causal effects to infer policy

implications.
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Identification Strategy

I DID
I Restrictions of repurchases were gradually removed.
I Utilize the variation of legalization years
I Compare firm behaviors before and after legalizations.

I Bertrand and Mullainathan (2003): Anti-takeover laws
I Beck, Levine and Levkov (2010): Banking legalization laws

I Exogeneity of laws
I Weibull Model
I Test whether variables of interest are associated with ”survival

status” of the time length before legalization
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Staggered Legalization of Share Repurchases

I The restrictions were gradually removed since the 1980s

I Sample selection:
I Market: At least 5 years data before legalization
I Market: No self-tender cases before legalization
I Firm: Buy back shares within 2 years after legalization
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Share Repurchases around Legalization

I Sharp increase in number and value of share repurchases after
legalization
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Data Overview

I Datasets:
I Thomson Reuters Worldscope
I Thomson Reuters SDC
I Thomson Reuters Ownership
I World Bank WDI

I Year Coverage: 1980-2018

I Market Coverage: 17

I 15,257 firm-year observations from 967 firms
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Data Construction

I Hand-collect the years of legalization for all markets with
reasonably functioning stock markets
I Academic articles
I Industry reports
I Government websites
I Regulatory and legal authorities’ websites
I Stock exchanges’ websites
I Law firms

I Cross-check with the SDC repurchase cases
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Summary Statistics
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Empirical Specification

I Yijt = β0 + β1Legalizationjt + β2Xijt + FEij + FEt + εijt

I Yijt :
I Payout: repurchase, dividend, total payout
I Financing sources: debt issuance, cash
I Investments: CapEx, acquisition expense, R&D expense
I Stock return: buy-and-hold return, abnormal stock return
I Firm value: Tobin’s Q, market cap (log)

I Legalizationjt : = 1 if year t is after legalization in country j
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Payout Policies

I Repurchase ↑
I Dividend → : stickiness
I Total Payout ↑
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Sources to Finance Share Repurchases

I Since the capital that firms use for share repurchases is not from a reduction of

dividend payments, we look at:
I External financing: Debt issuance
I Internal financing: Cash
I Resource reallocation: CapEx, acquisition expense, R&D expense
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Stock Return

I Our results indicate that firms fund their share repurchases by reducing other
investments and cash reserves.

I How does it affect return?
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Long-run Firm Value

I Considering that firms cut long-run investments in R&D

I What are the long-run effects on firm value?

I Tobin’s Q and market cap first ↑ but later ↓
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Beneficiary Ownership

I Stock buybacks boost stock prices at a cost of long-run valuation, insiders may
be more informed and run

I Large beneficiary ownership is lower after legalization.
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Interaction Term & Robustness Check

I Cross-sectional Interaction Analyses
I Effects of legalization are

I weaker in markets with higher price and volume restrictions.
I stronger in markets with higher dividend tax rates.
I weaker for financially constrained firms.
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Is Legalization Year Predictable

I Our analyses are built on the assumption of exogenous
legalization of share repurchases.

I We do not find any market-year variable powerful enough to
predict the occurring year of the legalization.
I Weibull hazard model.
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Weibull Model

I Testing whether the variables of interest are associated with the ”survival
status” of the time length before legalization.

I Acharya, Baghai, and Subranmanian (2014); Gao, Hsu, Li, and Zhang (2019)
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Comparison with Findings of Prior Studies
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Comparison with Findings of Prior Studies (Cont.)
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Conclusion

I We utilize the staggered share repurchases legalization in 17
markets to explore the causal impact of share repurchases on
firm value and behaviors.

I For share-repurchasing firms:
I Payout: Do not cut dividends
I Source: Use internal instead of external financing
I Reallocation: Reduce capex and R&D
I Return: Increase stock return
I Value: Increase short-run but reduce long-run firm value

I Some of our results from the new identification are consistent
with the literature, while others differ, calling for more
discussion in future research.
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