
 
 
 
 

Heriot-Watt University 
Research Gateway 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 

 

Do share repurchases promote efficient stock price?

Citation for published version:
Chee, CM & Razak, NHA 2021, 'Do share repurchases promote efficient stock price?', Turkish Journal of
Computer and Mathematics Education, vol. 12, no. 3, pp. 2537-2546.
https://doi.org/10.17762/turcomat.v12i3.1246

Digital Object Identifier (DOI):
10.17762/turcomat.v12i3.1246

Link:
Link to publication record in Heriot-Watt Research Portal

Document Version:
Publisher's PDF, also known as Version of record

Published In:
Turkish Journal of Computer and Mathematics Education

General rights
Copyright for the publications made accessible via Heriot-Watt Research Portal is retained by the author(s) and /
or other copyright owners and it is a condition of accessing these publications that users recognise and abide by
the legal requirements associated with these rights.

Take down policy
Heriot-Watt University has made every reasonable effort to ensure that the content in Heriot-Watt Research
Portal complies with UK legislation. If you believe that the public display of this file breaches copyright please
contact open.access@hw.ac.uk providing details, and we will remove access to the work immediately and
investigate your claim.

Download date: 23. May. 2023

https://doi.org/10.17762/turcomat.v12i3.1246
https://doi.org/10.17762/turcomat.v12i3.1246
https://researchportal.hw.ac.uk/en/publications/bfb8b0dd-0409-4c85-b0eb-9ac845969ce0


Turkish Journal of Computer and Mathematics Education Vol. 12 No3 (2021), 2537-2546   

Research Article 

 

2537 

Do Share Repurchases Promote Efficient Stock Price?  
 

Chong-Meng Chee
1
, NazrulHisyamAb Razak

2
 

 
1
Department of Accounting and Finance, Faculty of Economics and Management, Universiti Putra Malaysia, 

43400, Serdang, Malaysia; School of Social Sciences, Heriot-Watt University, 62200, Putrajaya, Malaysia  
2
Department of Accounting and Finance, Faculty of Economics and Management, Universiti Putra Malaysia, 

43400, Serdang, Malaysia 

c.chee@hw.ac.uk
1*

, nazrul@econ.upm.edu.my
2
 

 

Article History: Received: 10 November 2020; Revised: 12 January 2021; Accepted: 27 January 2021; 

Published online: 05 April 2021 

Abstract: Purpose: This paper examines whether a greater firm’s repurchase intensity translates into more efficient stock 

price. 

Design/ Methodology/ Approach: An unbalanced panel data, that consists of a sample of 337 US repurchasing firms 

between 2012 and 2016, was analyzed. Based on the result of the Hausman test, fixed effects estimator was employed to 

estimate the coefficients. To address heterogeneity across time and firms, time effect and standard error clustered by firms 

were applied. 

Findings:Agreater firms’ share buyback intensity stimulates faster incorporation of information in price and results more 

efficient stock prices. The main findings were further confirmed with robustness test and supports the notion that share 

repurchase serves as signalling tool and price support to promote more efficient stock price. 

Practical implication: The finding has implication on how share repurchase can be used in three ways: to ease panic selling 

and deep selling pressure during the downtime; enhance informed trading in which is a result of information signalled by 

managerial share repurchases; and attract investors’ attention on neglected and undervalued stock. 

Originality/value: This research provides new insight and empirical evidenceto reject public cynicism about share 

repurchases used by firms to manipulate their share prices.  

Keywords:Share repurchases, Stock price efficiency, Signalling hypothesis, Price support, Stock market efficiency 

 

1. Introduction 

 

Since the US subprime mortgage crisis and the European financial crisis, stock buyback has hit a new high 

record and this buyback frenzy has drawn market attention. A tax cut proposed by the current US president has 

attracted US firms bringing back their fund from oversea back to the States by paying one-off lower tax rate. The 

dollar amount of share repurchases could increase 20% reaching $700 billion in 2016, estimated by Goldman 

Sachs analyst David Kostin (Derousseau, 2017). Market and investors anticipate hundreds of billions of dollars 

distributed to shareholders in the form of stock buyback. Market players and participants commonly perceived 

that shares repurchase is a tool for firm to manipulate its stock price.Share repurchases have been criticised by 

numerous business and financial press that it is an expensive tool used by managers to manipulate the stock price 

and secure their equity based compensation(Alsin, 2017; Ausick, 2017; Byrne, 2017; Dohmen, 2017; Gandel, 

2017). This concern was addressed in The Harvard Business Review by proclaiming that:   

"trillions of dollars that could have been spent on innovation and job creation …over the past three 

decades have instead been used to buy back shares for…stock-price manipulation" (Lazonick, 2014, 

para.15).  

 

In fact, manager influences stock price by using corporate news releases (Edmans, Goncalves-Pinto, Wang, & 

Xu, 2014) and firm advertising (Lou, 2014). Some studies suspect that share repurchases might be used for the 

same purpose (Babenko, 2009; Bonaime & Ryngaert, 2013; Fenn & Liang, 2001). Opposing to the market 

perception and the past researches, some scholars documented that share repurchases will improve the speed of 

incorporating new positive information into the stock price (Busch & Obernberger, 2017; Hou & Moskowitz, 

2005) andimprove the accuracy of the stock price by providing price support at fundamental values (Brav, 

Graham, Harvey, & Michaely, 2005; Busch & Obernberger, 2017; Dittmar, 2000). However, there is relative less 

empirical evidence to prove price efficiency caused by firm stock repurchase. 

 

This research found that share repurchase has negative effect on price delay post-actual repurchase (in order 

words, share repurchases has positive effect on price efficiency), that is consistent to past research finding. 

Particularly, effect of share repurchases on price efficiency found in the US repurchasing firms. The finding 

provides evidence to the fact that share repurchases promote and facilitate more efficient stock price for the US 

repurchasing firms. In conjunction to documented literature, the empirical evidence supports the notion that (i) 

share repurchase could be used by manager to signal new information causing new information incorporated into 

stock price, and (ii) provide price support at fundamental price. Thus, the finding rejects the notion of stock price 

manipulation.  
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2. Literature Review  

 

2.1. Stock Price Manipulation 

 

Equity compensation received by managers such as equity ownership and employee stock option spur 

manager to use share repurchases to deliberately increase the stock price above its fundamental value. Numerous 

articles in the business and financial press criticized share buybacks for being used by managers as a costly tool 

to manipulate the stock price which boost stock price in the short-term however destroy shareholders value 

(Alsin, 2017; Ausick, 2017; Byrne, 2017; Dohmen, 2017; Gandel, 2017). Past empirical findings support the 

argument that managers deliberately try to alter the stock price to increase their compensation. (Babenko, 2009; 

Bonaime & Ryngaert, 2013; Fenn & Liang, 2001). 

 

Nevertheless, rules and regulations adopted by government and stock exchange curb price manipulation. For 

example, Securities Exchange Commission (SEC) Rule 10b-18
1
 safe harbor provision allows repurchasing firms 

repurchase their shares provided firms conduct repurchases in accordance with the rule’s "manner, timing, price, 

and volume" conditions. Furthermore, SEC Rule 10b-5
2
 in the US prohibit firm and insiders from trading in the 

firm's shares while in possession of non-public information which has material effect on the price or value of 

stock. Fried (2005) addressed false signalling that mislead investors and propose new regulations to govern 

firm’s open market repurchases. Chan, Ikenberry, Lee, & Wang's (2010) empirical result finds that only limited 

number of managers potentially use repurchases announcement to mislead investor. Hence, the argument of price 

manipulation against the use of stock repurchases deserves research attention. 

 

2.2. Impact of Firm Share Repurchases Intensity on Stock Price Efficiency 

 

Share repurchases can be served as a mean for communicating and conveying information to shareholders, as 

documented in literature (Asquith & Mullins Jr, 1986; Huang, 2015; McNally, 1999; Vermaelen, 1981; 

Wronska-Bukalska, 2002). They suggested that investors perceive share repurchases as signals of stock 

undervaluation, and management's assessment of a company's performance and growth prospects. If firms are 

genuine using share repurchase to signal information, it would promote greater reflection toward information in 

price. Recent empirical researches find that share repurchase enhance the accuracy of the stock price by 

providing price support at fundamental values (Busch & Obernberger, 2017; Dittmar & Field, 2015; Liu & 

Swanson, 2016; Stephens & Weisbach, 1998).  

 

An increase in share repurchases could attract institutional investors (Jain, 2007). Busch & Obernberger 

(2017) further claimed that the shares repurchases can attract the investors’ attention for neglected stock. More 

public and stock analysts’ attention can promote stock price efficiency. Share repurchase will improve the speed 

of incorporating new positive information into the stock price (Busch & Obernberger, 2017; Hou & Moskowitz, 

2005). Busch & Obernberger (2017) rejected a notion that the noise component interrupts the incorporation of 

both market and idiosyncratic information into share prices in the case of firm stock repurchases, resulting 

increase of idiosyncratic risk of a share, and decrease of the stock price efficiency because they found that US 

firms repurchase shares at and below fundamental values. The existing literature acknowledges signalling effect 

and price support of share repurchases but a question of whether share repurchases rejuvenate price efficiency 

still remain unattended.  

 

3. Methodology 

 

3.1.Data and Sample Selection 

 

337 US public listedfirms which bought back their shares from open market are selected. Those firms 

announcing repurchase not actually buy back their shares are excluded. In line with most repurchase researches, 

financial and utilities companies, foreign companies, exchange traded funds, closed-end funds, and REITs (real 

estate investment trusts) are excluded from the sample due to volatility of data variables, different fundamental 

and capital structure from that of other firms and regulatory factors that affect financial and utilities firms 

(Bonaime, Oztekin, & Warr, 2014; Huang, 2015; Mietzner, 2017). Firms that experience stock split, reverse 

splits, stock dividends, spin-offs, and right issue, are excluded. Number of shares repurchased from open market 

in New York Stock Exchange are collected from the Bloomberg financial database. Lastly, complications related 

                                                 
1
 See U.S. Securities and Exchange Commission at https://www.sec.gov/rules/final/33-8335.htm 

2
 See U.S. Securities and Exchange Commission at https://www.sec.gov/fast-answers/answersinsiderhtm.html 
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to thinly traded, illiquid stocks and tiny buyback volume are excluded from the research sample. A 5-year 

unbalance panel data from 2012 to 2016 is used.  

 

3.2. Econometric model 

 

Following past researches, appropriate lag length for repurchase intensity is applied, the relationship between 

delay measure and lagged share repurchase is expected to be negative (Busch & Obernberger, 2017; Hou & 

Moskowitz, 2005). 

 

𝐸𝐹𝐹𝑖 ,𝑡 = 𝛽0 + 𝛽1𝐸𝐹𝐹𝑖 ,𝑡−1 + 𝛽2𝑅𝐸𝑃𝑖 ,𝑡−1 + 𝛽3𝑆𝐼𝑍𝐸𝑖 ,𝑡−1 + 𝛽4𝑃𝐵𝑖 ,𝑡−1 + 𝛽5𝐼𝑁𝑆𝑇𝐼𝑖 ,𝑡−1 + 𝛽6𝐴𝑁𝐴𝐿𝑌𝑆𝑇𝑖 ,𝑡−1 +

𝛽7𝑇𝑉𝑂𝐿𝑖 ,𝑡−1 + 𝛽8𝑉𝑂𝐿𝑖 ,𝑡−1 + 𝛽9+𝑆𝑅𝑖 ,𝑡−1 + 𝛽10−𝑆𝑅𝑖 ,𝑡−1 + 𝜀𝑖 ,𝑡       (1) 

 

Where, EFF denotes as price efficiency; REP is repurchase intensity; SIZE refers firm size measured by its 

market capitalization; PB represents to price-book ratio; INSTI denotes as institutional holding; ANALYST 

represents number of analysts covering the stock; TVOL refers to trading volume; VOL denotes as volatility of 

stock return; PSR is positive stock return; NSR refers to negative stock return. 

 

3.3. Measure of Stock Price Efficiency 

 
(a) Delay measure 

 

The delay measure quantifies speed and accuracy of new information incorporated into prices by assessing 

whether lagged returns in an extended market model (equation 3) have higher explanatory power than a simple 

market model (equation 2). Both equation (2) and (3) are estimated using 60 daily returns, in line with past 

researches (Boubaker, Mansali, & Rjiba, 2014; Busch & Obernberger, 2017; Vo, 2017). Therefore, the following 

models for each firm and each month are estimated: 

 

𝑟𝑖 ,𝑡 = 𝛼𝑖 + 𝛽𝑖
0𝑟𝑚 ,𝑡 + 𝜀𝑖,𝑡       (2) 

 

𝑟𝑖 ,𝑡 = 𝛼𝑖 + 𝛽𝑖
0𝑟𝑚 ,𝑡 +  𝛽𝑖

𝑛𝑟𝑚 ,𝑡−𝑛
5
1 + 𝜀𝑖 ,𝑡      (3) 

 

Where, ri,t  represents as return of firm i on day t; rm,t is market return on day t; rm,t-n denotes market return n 

days prior to day t 

 

If all new information instantly incorporated into a firm's stock price will be reflected in the coefficient of 

contemporary market return (𝛽𝑖
0), resulting the coefficients of the lagged market returns (𝛽𝑖

𝑛 ) equals to zero. 

Nevertheless, if delay incorporation of new information incorporated into price, the coefficients for the lagged 

market returns (𝛽𝑖
𝑛 ) is different from zero and the extended market model consequently will have more 

explanatory power than the base model.  

 

Delay and coefficient based delay adopted from Busch & Obernberger, (2017) and Hou & Moskowitz (2005) 

are inverse measures of stock price efficiency. The 1
st
 delay measure is the ratio of the R-squared estimates of the 

two models: 

 

𝐷𝑒𝑙𝑎𝑦 = 1 −
𝑅𝑏𝑎𝑠𝑒

2

𝑅𝑒𝑥𝑡𝑒𝑛𝑑𝑒𝑑
2        (4) 

 

Where, R
2
basedenotes a R-square for the baseline regression; R

2
extended represents R-square for the extended 

regression. The greater degree of stock price efficiency indicates quicker new information incorporated into 

stock prices and the smaller the discrepancy in explanatory power between the base model and the extended 

market model. Hence, the 1
st
 delay measure will decrease when stock price efficiency increases and vice versa. 

 

(b) Coefficient-based delay 

 

The 2
nd

 delay measure is constructed based on the coefficients of the two regressions from equation (2) and 

(3). The coefficient based delay measure is computed as per the equation (5), the ratio of the lag-weighted sum of 

the absolute coefficients of the lagged market returns (numerator) relative to the sum of all coefficients 

(denominator), scaled by the standard errors of the coefficients, as shown in the following: 
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𝐶𝑜𝑒𝑓𝑓𝑖𝑐𝑖𝑒𝑛𝑡 𝑏𝑎𝑠𝑒𝑑 𝑑𝑒𝑙𝑎𝑦 =  

 𝑛5
𝑛=1 ×

𝑎𝑏𝑠  𝛽 𝑖
𝑛  

𝑠𝑒 𝛽 𝑖
𝑛  

𝑎𝑏𝑠  𝛽 𝑖
0 

𝑠𝑒  𝛽 𝑖
0 

+ 
𝑎𝑏𝑠  𝛽 𝑖

𝑛  

𝑠𝑒 𝛽 𝑖
𝑛  

5
𝑛=1

   (5) 

 

Where, 𝑎𝑏𝑠 𝛽𝑖
𝑛  denoted as the absolute (abs) coefficients; 𝑠𝑒 𝛽𝑖

𝑛  represent standard error coefficients. 

Likewise, coefficient-based delay also show reduction with greater efficiency of stock price, indicates faster 

information incorporation, as the lagged market returns deteriorate its explanatory power toward stock return.  

 

4. Research Finding and Discussion 

 

4.1. Descriptive Statistic 

 

Definition and description of variables are provided in Table 1. Descriptive statistics are presented in Table 2 

respectively. With the two inverse measures of stock price efficiency (delay and coefficient-based delay).  

 

Table 1. Description of Variables 

Variables Definition 

DELAY Delay is the 1
st
 inverse measure to stock price efficiency. It is computed as per the equation 4   

C.DELAY Coefficient-based delay is the 2
nd

 inverse measure to stock price efficiency. It is computed as 

per the equation 5 

REP Share repurchase intensity is the ratio of number of shares repurchases divided by number of 

shares outstanding 

BM Book to market price ratio 

SPR Information asymmetry measured by bid-ask spread 

VOL Stock return volatility  

SIZE Firm size measured by firm’s market capitalization 

ANA The number of analysts 

INSTI Percentage of institution holding 

TVOL Trading volume 

PSR A dummy variable that equals 1 if positive stock return 

NSR A dummy variable that equals 1 if negative Stock return 

 

Table 2. Descriptive Statistics for US Repurchasing Firms 

Variable Mean Std. Dev. SD (within) Min Median Max Observations 

DELAY 0.180 0.176 0.156 0 0.12 1.000 6390 

C.DELAY 1.393 0.684 0.494 0 1.26 9.857 6390 

REP (%) 1.079 1.865 1.302 0 0.04 32.3411 6390 

RTVOL (%) 2.281 3.754 2.591 0 0.05 69.447 6390 

BM 0.346 0.290 0.146 -0.162 0.28 4.423 6390 

SPR 0.048 0.189 0.150 0.004 0.02 12.215 6118 

VOL (%) 24.967 9.643 7.108 7.865 22.93 150.494 6378 

SIZE ($ million) 36667.85 59282.03 12443.490 814.629 16192.25 723159 6390 

ANA 22.379 8.252 2.291 0 22 63 6390 

INSTI (%) 92.167 18.078 10.636 0 94.27 657.459 6390 

TVOL (million) 290.379 473.36 171.873 5.7 150 9300 6387 

PSR 0.660 0.474 0.464 0 1 1 6390 

NSR 0.340 0.474 0.464 0 0 1 6390 

Notes: DELAY is stock price delay, C.DELAY is coefficient-based price delay measure, REP is share 

repurchase intensity, RTVOL is REP calculated using trading volume, BM is book to market price ratio, SPR is 

average bid-ask spread, VOL is stock return volatility, SIZE is firm size measured by firm’s market 

capitalisation, ANA is number of stock analysts, INSTI is institutional holding, TVOL is trading volume. PSR is 

dummy variable for positive stock return, NSR is dummy variable for negative stock return. 
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4.2. Mean Comparison Analysis 

 

US repurchasing firms experienced price delay after their share repurchases, on average about 0.18 for 

DELAY and 1.39 for C.DELAY respectively, reported in Table 3. In Panel A and B, the US repurchasing firms 

which were ranked the highest quartile of share repurchase intensity experienced significant lower price delay 

than those which ranked the lowest quartile. On top of that, a significant mean difference in price delay between 

the highest and the lowest quartiles was found.  Similar results were found employing the second measure of 

price delay (C.DELAY). 

 

Table 3. Price Delay in Quartile Rankings of Share Repurchase Intensity 

 
  

DELAY 
  

C.DELAY 

 
 

Obs Mean 
 

Obs Mean 

Full sample 6,390 0.1803*** 
 

6,390 1.3931*** 

 
  

(0.0022) 
  

(0.0086) 

Panel A: REP quartiles 
     

 1 (Low) 1,597 0.1954*** 
 

1,597 1.4402*** 

 
  

(0.0046) 
  

(0.0182) 

 2 1,598 0.1699*** 
 

1,598 1.3755*** 

 
  

(0.0042) 
  

(0.0167) 

 3 1,597 0.1726*** 
 

1,597 1.3870*** 

 
  

(0.0043) 
  

(0.0177) 

 4 (High) 1,598 0.1835*** 
 

1,598 1.3696*** 

 
  

(0.0044) 
  

(0.0156) 

 Difference 
 

-0.0118* 
  

-0.0706*** 

 (High-Low) 
 

(0.0064) 
  

(0.024) 

Panel B: RTVOL quartiles 
     

 1 (Low) 1,597 0.2012*** 
 

1,597 1.4576*** 

 
  

(0.0047) 
  

(0.0183) 

 2 1,598 0.1907*** 
 

1,598 1.4433*** 

 
  

(0.0045) 
  

(0.0176) 

 3 1,598 0.1703*** 
 

1,598 1.3316*** 

 
  

(0.0043) 
  

(0.0155) 

 4 (High) 1,597 0.1592*** 
 

1,597 1.3397*** 

 
  

(0.0039) 
  

(0.0166) 

 Difference 
 

-0.0419*** 
  

-0.1179*** 

 (High-Low) 
 

(0.0061) 
  

(0.0247) 

Notes: ***,**,* indicate significant at the 1%, 5%, 10% critical level, respectively. Standard errors are reported 

in parentheses. 

 

4.3. Panel Regression Analysis 

 

Validated by both Breaush& Pagan Lagrangian Multiplier test and Hausman test, fixed effect is presented. 

Time dummies and standard errors clustered by firm are adopted in fixed effectmodelsto accommodate 

heterogeneity. Repurchase intensity has a significant negative effect on price efficiency found in US firms for 

both measures of price efficiency, as presented in Table 4. A one-within-standard-deviation (0.01302) increase in 

repurchase intensity (REP) caused a decrease in the price delay by 0.56% (0.01302 x -0.432 = -0.0056, where -

0.432 is the coefficient on REP from Model II of Table 6), which corresponds to 4.67% of median DELAY (-

0.0056/0.12 = -0.0467, where 0.12 is the median of DELAY obtained from Table 2). A similar effect of share 

repurchase intensity on coefficient-based delay (C.DELAY) presented in Model III and IV of Table 4. The 

Model IV reports a decrease of C.DELAY by 2.21% due to an increase of one within-firm standard deviation in 

REP
3
.  

                                                 
3
 A decrease of C.DELAY by 2.21% (0.01302 x -1.696 = -0.0221, where -1.696 is the coefficient on REP of 

Model IV in Table 4), which amounts to 1.75% of median C.DELAY (-0.0221/1.26 = -0.0175, where 1.26 is the 
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Since both delay and coefficient-based delay being inverse measures to stock price efficiency, that negative 

relationship indicates that more repurchase intensity cause less price delay (or more efficient stock price). 

Consistent to the past research finding (Busch & Obernberger, 2017; Hou & Moskowitz, 2005), a greater firm 

buyback intensity will result more efficient stock price post-actual repurchase quarter. This finding rejects the 

notion that firm or manager manipulating stock price. Firm repurchased shares from open market to signals 

private information which could influence investor and shareholder trading. Consequently, the signalling power 

will translate to more informed trading among traders. As such, the result supports empirical evidence of 

informed trading documented in literature that informed trading: facilitates stock prices to converge to true 

values (Bloomfield, O ’hara, & Saar, 2007); causes greater market efficiency (Sung, Johnson, & McDonald, 

2016); reduces the deviations from the fundamentals (Blasco & Corredor, 2017). The finding holdups the view 

that share repurchases improve new information incorporated in stock price via its signalling effect and provide 

price support at fundamental value and, corresponding to the literature have been arguing for.  

 

Table 4. Effect of Repurchase Intensity on stock Price Delay (DELAY) 

Model I II III IV 

 DELAY DELAY C.DELAY C.DELAY 

DELAY t-1 0.238*** 0.238***   

(0.0164) (0.0216)   

C.DELAY t-1   0.493*** 0.493*** 

   (0.0227) (0.0365) 

REP t-1 -0.432*** -0.432*** -1.696*** -1.696*** 

(0.120) (0.166) (0.422) (0.548) 

lnBMt-1 -0.0327** -0.0327 -0.0793* -0.0793 

(0.0141) (0.0206) (0.0473) (0.0676) 

lnSPRt-1 0.135*** 0.135* 0.0980 0.0980 

(0.0432) (0.0703) (0.0874) (0.152) 

VOL t-1 -0.00494 -0.00494 -0.0133 -0.0133 

(0.00962) (0.0108) (0.0321) (0.0401) 

lnSIZE t-1 -0.0290*** -0.0290*** -0.0371*** -0.0371* 

(0.00370) (0.00486) (0.0124) (0.0189) 

lnANAt-1 0.0185*** 0.0185** 0.0492** 0.0492* 

(0.00571) (0.00805) (0.0195) (0.0272) 

lnINSTIt-1 0.0263* 0.0263* 0.0471 0.0471 

(0.0134) (0.0149) (0.0358) (0.0404) 

lnTVOLt-1 0.0264*** 0.0264*** 0.0268** 0.0268 

(0.00429) (0.00552) (0.0132) (0.0188) 

PSR t-1 0.0722 0.0722 0.210 0.210 

(0.0879) (0.0873) (0.283) (0.284) 

NSR t-1 0.0929 0.0929 0.231 0.231 

(0.0880) (0.0876) (0.284) (0.285) 

Constant -0.267** -0.267** 0.216 0.216 

(0.124) (0.132) (0.378) (0.434) 

Observations 5,651 5,651 5,651 5,651 

R-squared 0.195 0.195 0.299 0.299 

Number of firms 337 337 337 337 

F-statistics 51.98*** 40.28*** 52.53*** 58.50*** 

Multicollinearity NO NO NO NO 

Serial Correlation NO NO NO NO 

Heteroscedasticity YES YES YES NO 

Standard Errors White Clustered  

by Firm 

White Clustered 

by Firm 

Notes: The estimates in columns I–II are coefficients of panel regression and the regressions contain time 

(quarter) dummies. Standard errors are reported in parentheses. White standard errors are reported in column I, 

                                                                                                                                                         
median C.DELAY obtained from Table 2) was observed, due to an increase of one within-firm standard 

deviation in REP. 
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standard errors clustered by firm in column II. Statistical significance at the 1%, 5% and 10% levels are denoted 

by ∗∗∗, ∗∗ and ∗, respectively.  

 

Apart from that, stock prices of the US repurchasing firms could be less efficient due to severe information 

asymmetric (lnSPR), greater analysts’ coverage (lnANA), and higher institutional holding (lnINSTI). The stock 

price of US repurchasing firms with a greater spread of bid and ask price tended to experience an increased price 

delay (DELAY) of 13.5%, as reported in Table 4. Also, firms with more analyst coverage failed to discover their 

true stock price, as they had caused an increased delay of 1.85%. In a similar vein, repurchasing firms with 

higher institutional investor holdings tend to experience a price delay of 2.63%.  

 

Share prices of big firms reflect faster to new information than do the share prices of small firms found in 

Hou's (2007) study. Stock price of large firm tends to be more efficient, partly due to the fact that small firm 

displays the highest degree of information asymmetry in their risk compared to large firms (Perez-quiros & 

Timmermann, 2000). Trading volume is closely related to informational differences (information asymmetry) as 

higher trading volume could be a result of differential prior-disclosure information or differential interpretation 

on information (Bamber & Barron, 2011; Chae, 2005). This could possibly explain why heavy traded stock tend 

not to fully reflect to information. Repurchasing firms with greater stock analysts’ coverage and higher 

institutional investor holdings failed to promote efficient stock price, that is consistent to past research findings 

(Chan & Hameed, 2006; Marhfor & Charest, 2013; Piotroski & Roulstone, 2004). These findings collectively 

imply that stock analysts and institutional investors possibly fail to access firm-specific information.  

 

4.4. Robustness Test 

 

Alternative measure of share repurchase intensity, which is the ratio of the number of shares repurchased 

divided by the number of shares traded, is adopted to examine its impact on stock price efficiency to ensure 

robustness of the main findings. Negative effect of share repurchase on price delay in the US repurchasing firms 

was further confirmed. In Table 5, the Model I shows that a one-within-standard-deviation (0.0259) increase in 

RTVOL is associated with a 1.17% in decline in price delay (DELAY)
4
. In addition, the Model II reports a 

reduction of C.DELAY by 4.12% due to a one-within-firm-standard-deviation increase in RTVOL
5
. In line with 

the main results, it concludes that firm’s share repurchases promote more efficient stock price. 

 

Table 5. Share Repurchases Intensity on Price Delay for the US Repurchasing firms 

Model I II 

 DELAY C.DELAY 

DELAY t-1 0.237***  

 (0.0215)  

C.DELAY t-1  0.492*** 

  (0.0366) 

RTVOL t-1 -0.454*** -1.593*** 

 (0.146) (0.502) 

lnBMt-1 -0.0326 -0.0772 

 (0.0206) (0.0677) 

lnSPRt-1 0.131* 0.0801 

 (0.0691) (0.150) 

VOL t-1 -0.00729 -0.0198 

 (0.0108) (0.0405) 

lnSIZE t-1 -0.0274*** -0.0313* 

 (0.00482) (0.0188) 

lnANAt-1 0.0175** 0.0458* 

                                                 
4
 A one-within-standard-deviation (0.0259) increase in RTVOL is associated with a 1.17% in decline in price 

delay (DELAY), (0.0259 x -0.454 = -0.0117, where -0.454 is the coefficient on REP from Table 5). This 

reduction amounts to 9.75% of median DELAY (-0.0117/0.12 = -0.0975, where 0.12 is the median DELAY 

obtained from Table 2). 

 
5
 A reduction of C.DELAY by 4.12% (0.0259 x -1.593 = -0.0412, where -1.593 is the coefficient on RTVOL 

from Table 5), which corresponds to 3.27% of C.DELAY median (-0.0412/1.26 = -0.0327, where 1.26 is the 

median C.DELAY obtained from Table 2) was observed, due to a one-within-firm-standard-deviation increase in 

RTVOL. 
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 (0.00813) (0.0273) 

lnINSTIt-1 0.0261* 0.0452 

 (0.0147) (0.0398) 

lnTVOLt-1 0.0255*** 0.0230 

 (0.00544) (0.0185) 

PSR t-1 0.0722 0.212 

 (0.0866) (0.283) 

NSR t-1 0.0931 0.232 

 (0.0869) (0.284) 

Constant -0.251* 0.275 

 (0.134) (0.430) 

Observations 5,651 5,651 

R-squared 0.195 0.299 

Number of id 337 337 

F-statistics 56.87*** 58.59*** 

Multicollinearity NO NO 

Serial Correlation NO NO 

Heteroscedasticity NO NO 

Standard Errors Clustered by Firm Clustered by Firm 

Notes: The estimates are OLS coefficients and the regressions contain time (quarter) dummies. Standard errors 

are reported in parentheses. Statistical significance at the 1%, 5% and 10% levels are denoted by ∗∗∗, ∗∗ and ∗, 

respectively. 

 

5. Conclusion 

 

In this research paper, the impact of share repurchases on stock price efficiency in US repurchasing firms. 

Two inverse measures of stock price efficiency are adopted: which are price delay (DELAY) and coefficient-

based delay (C.DELAY). Negative effect of share repurchases on both DELAY and C.DELAY are found. This 

result has further confirmed in robustness test. It indicates that greater intensity of firm’s share repurchases 

caused less delay or distortion for stock prices reflecting to information. Thus, firm’s share repurchases promote 

better price efficiency. The research finding is also consistent to the notion that share repurchases promote 

incorporating new information via signalling effect and increase price accuracy by providing price support, but 

reject the argument of stock price manipulation. Contribution of research is to provide new insight and empirical 

evidence to existing literature and reject public cynicism about share repurchases used by firms to manipulate 

their share prices. Besides, the finding has implication on how share repurchase can be used in three ways: to 

ease panic selling and deep selling pressure during the downtime; enhance informed trading in which is a result 

of information signalled by managerial share repurchases; as well as attract investors’ attention on neglected and 

undervalued stock. Hence, share repurchase allow manager to take proactive move to mitigate inefficient stock 

price caused by market imperfection.  
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