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Abstract

This study examinesthe long-term performance of the stock of firmsthat announce
open market repur chases between 2000 and-2003 in.Taiwan."We find positive of long-term
abnormal performance of morethan20% on average. This positive performanceis
concentrated in “ value” stocks, netin* growth ” stocks. Besides, different repurchase
pur poses also influence the long-term performance of stock repurchases. In Taiwan firms
arerequired .to complete a repurchase within two months of the announcement. Further,
firms are required to announce all open repurchases and to report the number of shares
actually repurchased at the end of therepurchase period. These unique data enableusto
better understand what drives repurchases. If manager s believe that markets are efficient,
we would not expect to see price changes impact trading activity. However, the evidence
suggests otherwise. Completion rates are higher in cases wher e undervaluation may have
been a primary motive for the repurchase, such asin value stocks. Moreover, firmsthat
actively repurchased shares experience only modest returnswhilethe program isin effect.
Yet, these firms enjoy sizable abnormal returnsin subsequent years. Conver sely, companies
that buy less shares show strikingly lar ge excessreturns while the program isin effect, yet
no evidence of positive abnormal returnsin subsequent years. When pricesrise, managers
tend to buy fewer shareswhereasa drop in pricestriggersanincreasein repurchase activity.
This sengitivity to stock prices suggests that perceived undervaluation by managersisan
important consideration for buybacks.
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2.1

Corporation Act, RMBCA 6.31 2
1980
250 1996 1998
5,500
Securities Data Company 375
1 Tender Offer
Fixed-price Dutchauction

Revised Model Business

1980
4,000
2000



2. Open Market Repurchases

3. Direct or Private Repurchases

2.2
8 7
1
3
2.
3 1 (Openmarket repurchase)
2
(Tender offer)
® (Negotiated repurchase)
4,

20 60
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150
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3.1

( Netter and Mitchellm 1989)

13%
Jarrel1(1991)

Choi, Chen(1997)

Kracher and Johnson 1997

13.07% 1.17%
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13%



1987

2. (excess capital hypothesis)
(Jensen

1986)
Vafeasand Joy 1995

Tobin'sQ

Stephens andWeishabch(1998) 450

4% 82% 5%

Dittmar(2000)

3 (Leverage hypothesis) :
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Dann et al.(1991) 1969 1978 122

Bartov(1991) 1978 1986

Dannet al.(1991)

Hertzel, Jain(1991)
Dann et al(1991),Bartov(199

1981 1988

4. (Bondholder expropriation hypothesis)

Vemaden 1981
Dann 1981
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(Vermaelen, (1981))

Wandey, Lane and Sarkar(1989) 98
Balachandran and
Troiano(2000)
(2000) A 87
3.2
1
Dann(1981)

(Open market repurchase)
3% 5% (tend-offer)
15.41% 15.3% 2
22.46%

Ikenberry, Lakonishok and Vermaelen(1995)
1980 1 1990 12 1239

()
() /
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Otchereand Ross(2002) 1991 1 199 7 132
1.25%
2 0.39% 1
1.39%
(2002)
(2002)
2000 2000 7 2001 2 135
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Razs and Wu(1995)

1997
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Raad and Wu (1995) 1982 1990

204
(2000)
Stephens and Weisgach (1998)
1

Ikenberry et

a.(1995) 35%
2001
2001
2001
2001

9.7
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4.1

411

41.2

402
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4.2

( Event Study Methodology )

( )
Fama & French (' three factor model )
4.2.1 ( Portfolio Formation:)
calendar time
2
calendar time ( 2)
(equally weighted)
( investment horizons)
(year-1) (vear 1) (vear 2) (vear 3)

(year 1t0 2)

2

Mitchell and Stafford (1997)

(year 1to 3)

Ikenberry et a. ( 1995), Loughran and Ritter( 1995), Womack (1996),
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Sep-88 Oct-88 Nov-88 Dec-88 Jan-89
~16.33 -3.66 -16.46 -6.06 44.3
1.46 5.04 0.00 -5.48 7.97
26.14 6.58 -14.51 -5.78 21.0
-6.46 2.96 -59.58 9.88 19. 4
-2.17 -2.22 23.58 37.61 -4.0
3.37 -14.43 0.00 -6.98 20.6
5.56 -7.84 -4.26 0.74 22.0
7.25 -4.53 -9.48 -16.19 40.9
15.87 6.60 -14.16 -12.89 33.7
8.98 -2.15 -7.89 -10.48 31.9
6.98 -4.84 -6.21 -5.97 17.4
4.79 11.51 -5.16 -5.44 10.7
2.42 8.91 5.00 4.76 3.3
16.11 -20.53 8.33 18.46 10.3
76 0.00 -10.42 -3.26 32.2
18 -13.84 -10.88 1.74 25. 1

8 8.64 -6.28 -7.14 23.0

6 -22.86 0.74 -16.91 22.1
83 -0.71 -17.27 -13.22 56.3

08 -4.09 -4.27 6.44 10.7
34 -25.26 -8.45 -8.46 46.2
.67 11.64 -9.20 0.00 20.9
7 -10.16 -10.43 -4.37 15.7
.33 -2.60 26.00 37.57 25.0
.42 -3.41 -11.11 -2.84 18.1
-13.84 -10.88 1.74 25. 1
-10.83 -3.24 -13.81 25.2

-1.87 0.48 -9.48 50.7

5.10 -11.94 -4.24 26.9

3.76 0.52 -12.37 34.7

6.01 -8.67 3.65 42.9

6.73 5.04 -10.00 27.1

-2.69 -13.93 -1.66 15.6

19.23 -9.68 42.8

-14.16 -12.89 33.7

-11.11 -16.61 58. 4

7.14 0.70 54.0
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4.2.2

(one-factor model ) CAPM

roro=a+ R, -r, )+e @1)
rp,t calendar-time
M 4 30
rm,t
e ¢

Fama French( 1993

( three-factor model.)

rp,t_rf,t =a+t rSm(rm,t-rf,t )+ rSsmb(rsmall,t _rbig,t )+ mal (rhigh,t -rlow,t )+ S (4-2)

HML
(‘high-minus-low book-to-market portfolio return) SVIB

('small-minus-big size portfolio return )
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5.1

1.164%

Planel B

t 1.96

Pland A

t-test

1.5%
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a4
860

1.7805%
2.5% 143

(1.73%)

1.164%



Year f f () ( t-Statistic
(%) )
Pland A:
2000 125 181 1.8915 16,865,717 1.6199 1.4003*
2001 114 181 1.8223 24,213,089 1.9227 1.6041*
2002 80 123 1.6429 26,888,833 1.8503 1.4419*
2003/9 83 119 1.7142 17,953,781 -1.4513 -1.5787*
All 402 604 1.7852 85,921,470 1.1640 1.9600* *
Pland B: f
<1% 113 208 0.4665 17,153,128 1.9039 1.6435*
1% x<1.5% 83 117 12472 18,769,949 1.3846 1.1609
15% x<2% 59 12 1.7346 11,586,372 -0.2283 -0.1430
2% x<2.5% 4 64 2:2528 7,713,206 1.1436 0.7618
2.5% 93 143 3.9399 30,698,815 0.6175 05172
All 402 604 1.7805 85,921,470 1.1640 1.9600* *
T ;
. 10% ; ** 5% ; *** 1%
52
521
© ) 168% (tvaue= 2.10) 4

(@) 1.23% ( tvalue =1.64)

5%

- 22 -



( Calendar-time )

rore=atB.@F.-r,)+e

p.t

rp,t‘rft =at Bm(rm,t 'rf,t )+ Bsmb(r.sman,t ‘rbig,t )+ Bhm| (rhigh,t _rlow,t )+ €

Year-1(month -12t0-1) Year 1(month 1te12) Year 2(month 13t024) Year 3(month 25t0 36)Year 1to 2(month 1to24) Year 1to 3(month 1to 36)

Alfims — a 057 (-0.77) 0.67(0.89) 1.02(0.27) 117 (L60)* 1.23 (L64)* 1.68 (2.10)**
=608y B, 097 (13.99) 086 (11.39) 091 (0.00) 127 (1187) 089(11.92) 093 (11.69)
R? 08 0.73 067 085 0.75 0.74
a 1,30 (-1.64)*+ 2,08 (2.64)** 2.79 (3.50)** 262 (4.17)++ 2,88 (3.98)"** 2,04 (4.03)**
Alfirms B, 1.10(15.25) 0.96(11.83) 1.03(10.10) 1.17 (9.59) 1.00(13.42) 1.03(14.22)
(nes08) By 049(3.09) 0.32(180) 034(1.71) 019(1.10) 032(197) 0.28(L75)
Bu 10,09 (-096) 0,06 (0.59) 0.17(1.35) 0.29(230) 012(129) 021(222)
R? 085 0.78 08 093 083 085
to* 10% ; ** 5% *** 1%

- 23 -



B/M ratio

@) 204%

( t-vaue = 4.03) 24.48%
@) 2.88% ( t-vaue =3.98)

( equally weighted )

Calendar-time
( event
time ) ( )
(equally weighted) et 36 )
(@) 0.98 %( t-value = 5.71)
11.76% 1.98% ( t-value = 3.03)
23.76% 24.48%

() 1.00% (t-vaue=4.42)
1.48 %( t-value = 2.54)

R? R event time

B/M ratio
Bsmb mal

Cdendar-time (eventtime)
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Mo Mg =@t B (4l )+ Bolle Thigt )+ By (rhigh,t Tiows )+ €&

(eventtime)

Year-Iimonth-12to-1) Year 1(month %t0 12)

Year 2(month 13 to 24)

Year 3(month 25t036) Year 1t02(month 1to24) Year 110 3(month 1to 36)

Alfirms  a 2.12 (163)* 1.29 (3.54)%%* 1.09(255)F* 1.05 (3.78)%** 1.00 (4.42)*** 0.98 (5.71)***
(n=604) R, 1.40 (6.33) 1.00 (4.44) 0.69 (3.23) 0.74 (2.70) 0.97 (7.19) 0.94 (8.20)
R? 0.78 063 0.70 0.36 0.66 0.65
a 0.11(0.53) 1.02(0.81) 1.81 (2.94)%** 3.22 (5.37)** 1.48 (2.54)%** 1.98 (3.03)***
Alfims B 1.26 (354) 0.63 (1.39) 1.29 (5.43) 2.17 (4.73) 1.10(5.78) 1.00(7.18)
(n=604) Ry 057 (0.76) -0.66(-1.17) 0.76 (1.89) 0.54 (L57) 0.28 (1.03) 0.15(0.81)
B, -0.58 (-1.83) 0.24 (1.02) -045(-1.39) 0.39(2.39) -0.12(-0.72) -0.06 (-0.49)
R? 0.88 061 0.75 0.21 0.65 0.64
t 10% ; ** 5% ; *** 1%
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Robustness

522 —
(B/M
ratio) B/M
B/M
B/M® B/M ratio
B/M ratio
B/M ratio B/M ratio
B/M
ratio 6
261 219 caendar-time
! @)
Book value Book value
Book value 89 1011 12 10~12 Book value

Book value Market value
David lIkenberry; Josef Lakonishok; Theo Vermaelen (2000/10)
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rp,t_rf,t =at Bm(rm,t_rf,t )+ Bsmb(rsmall,t 'rbig,t )+ ma| (rhigh,t _rlow,t )+ €

Val ue st gerk(@onth-12to-1)Year 1(month 1toid2) Year 2(month 13t024).Y ear 3(month 25t0 36) Year 1 to 2(month 1 to 24)Y ear 1to 3(month 1 to 36)

a -1.36 *(-1.499)6* (#.54) 83*(5. 19, 78*({5.63%. 72*(5. 76)5. 66*(6.91)

n=261) B 0.99 (13.®M1)96 «(10.3A3)08 (9.12).07 (6.47).02 (12.121).05 (12.54)
B..y, 0.39 (2.48).27 «(1.38)37 (1.580.04 (-0.D6)35 (1.89)0.24 (1.29)
B 0.24 (2.64).38 (8.10)43 (2.95).69 (4.00DP.39 (3.55)0.50 (4.54)

i 0.86 0.78 0.81 0.90 0.82 0.84
Gr owt h s tyeaclkmenth -12to-1) Year 1(month 1to 12) Year 2(month 13to 24) Year 3(month 25t0 36) Year 1to2(month 1to 24)Year 1to 3(month 1to 36)
a 0.63 (0.8®m.03 (0.08)39 (0.52V$.62 (-0.95P8 (1.28)0r.80 (1.009)
(n=219) B 1.19 (16. 9101 (10.60pP9 (10.4B)09 (7.692.06 (12.68).04 (12.90)
B smb 0.44 (2.70).42 (2.18)43 (2.29.19 (0.99p.41 (2.34). 31 (1.89)
Bhmi -0.41 (-4.-M6)32 (-2-00214 (-2-.05)7 (-1.20@0)27 (-2.58).20 (-2.04)
R 0.88 0.75 0.79 0.84 0.81 0.82

t ; * 10% ; ** 5% ; *** 1%
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5.66% (t-value = 6.91) 6%
0.8% Ikenberry,Lakonishok and
Vermaelen (2002)  |kenberry et al. (1995)
BM

B/M

(a) -1.36% (t-vaue=-1.99)

53
@
@ ©)
? @
@
@ @
@
-5.54 (t-vdue= -2.25) @
@)
@ 2%

Ikenberry(Otc,2000) Vermaelen(1981) Comment and Jarrell(1991)
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Mo Mg = At B me M ee )+ B (F g Thig: )+ B (rhigh,t Tiows )+ €&

1 Year-1(month -12t0-1) Year 1(maonth 11012) Year 2month 13t024) Y ear 3(month 25t0 36)Year 1to2(month 1to 24Year 1to 3(maonth 1t0 36
a 0.92 (1. 08)44* (1. M3N99* (2ub53I) 93* (1.33)35***3.182. 64*%*3.81)
( n=363 )Bn 1.20 (15.%704 (11.148)8 (10.680n7 (7.783)10 (13.6K.)10 (14.59)
Bsmb 0.55 (3.2@)45 (2+3®)50 (2.58)24 (1.19D). 47 (2.780.36 (2.28)
Bhm -0.27 (-2-007324 (-1-®301 .(-001D8B (0O0.55p.06 (-0.62P3 (0.36)
R 0.86 0.776 080 0.87 0.83 0.85
2 Year-1(month -12t0-1) Year 1(manth 1t012) Year 2month 1310 24) Year 3month 25t0.36)Year 1to 2(month 1to24Year 1to 3month 1t036)
a -5.5# 2. 82*+ 4. 58* * 4. 2 2%+ 3. 92*+* 4. 86**
( n=236 )B, 0.03 (0.1®)91 (10.2106 (8.6B)01 (5.8D)97 (11.2B.)02 (12.35)
Bsmb -0.45 (-0092p% (1.4m)29 (1.220.05 (-0.021226 (1.420.26 (1.50)
Bhm 0.18 (0.6@)31 (2.78B)37 (2.4)62 (3.4®4). 34 (3.130.40 (3.93)
R 0.75 0. 77 0.78 0.88 0.81 0.84
* 10% ; ** 5% ; *** 1%
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5.4

54.1 ( completion rates)

Pand A
68.70 13 ( 2.15%)
37.09% 100%
Stephens and Weisbach (1998 )
1981 1995
46% ~ 7T5%8  1kenberry, L akonishok and Vermaelen(2000)

(. 28.6%)
Panel B
( 2000/8 ~ 2004/9)
( 6 )
64.30% 74.18% extrem growth (
B/M ) 65.78% extrem value
( B/M ) 68.34%

! 18 (GinglingeHeranxooa2) 1
(l'kenberry, Lakoni shok, and Vler(rHEaalngn ,2200®0)

8

- 30 -

Stephens and 8Nei sbach (199



Pand A 12 )
! (%)
13 2.15% 0 000
0to5% 21 3.48% 130,418,983 226
5t010% 19 3.15% 2,217)598,332 732
10to 25% 60 9.93% 4,365,700,547 17.32
25t0 50% &0 1325%  8968,270,705 3752
50to 75% 86 1424% 14478574574 62.90
7510 100% 101 16.72%  15913,210,735 90.02
* 224 3709  39;784,960,610 100
All firms 604 100%  85,858,743,491 68.70
(1514)& (1439) 100%
Pand B :
( %) ( %)
T7% 68.7013
( )
2000-2001( ) 1.892 67.8353
2001-2002( ) 182 715186
2002-2003( ) 1643 63.5841
2003-2003/9 1714 70.8108
(
1% 0468 41.4785
1-1.5% 1.246 76.1965
15~2% 1.737 81.1547
2~25% 2.255 84.1877
25% 3987 89.0323**
(
2152 70.9551
1636 67.7745
(
1.769 64.2955
1834 74.1782%*
(
1.864 65.7780
1.988 68.3393

* % 5%
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( (sizemedian))
lage cap small
cap)

54.2

(B/M rank)

(size rank) ( )

11 rqml’
1 0 Ikenberryand
Vermaelen(1996)
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(Program size)
68.70%
( bought ) 0~1 (OLS)
Tobit model
Ikenberry, Lakonishok and Vermael en(2000)

bought, = 3, + I3 excessreturn; + 13, B/M rank

+ 3, Szerank + 3, repeat;, + (3. program Sze, -
bought;
excess return,
B/M rank;, ( 1-5)
Szerank ( 1-5)
repeat (
1 0
)
programsize
OLS Tobit

Tohit

- 33 -



OL S modd Tobit model
| ntercept 0.30838 ( 0.000 )*** 0.39910 ( 0.000 )***
excessreturn -0.00164 ( 0.150 ) -0.06286 ( 0.041 )**
B/M rank 0.02545 (1 0:043)** 0.02603 ( 0.032 )**
Size rank 0.02254 (10.085)* 0.02270 ( 0.088 )*
repeat 0.08154 ( 0.064 )* 0.08624 ( 0.027 )**
program size 0.114 ('0.002 )*** 0.12674 ( 0.000 )***
adj R? 0.1817 0.312
Log likelihood - -235.2669
N 604 604
P ;
* 10% ; ** 5% ; *** 1%
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5.5

509%( 5096
70%( 58%) 70% 100%(
88%) ( 100%) 13
5% 13
2.07% (t-value = 2.60) 500
5%

70%
263% 2.09% 70%

- 35 -



S0

- 36 -

Year-1(month -12to-1)  Month1l  Year 1(month 1t012) Year 2to 3(month 13t0 36)
a 2.63 (2.78)*** 6.61 (2.17)* 1.37 (1.70)* 2.73(0.89)
<ot R 125(15.02*** 126 (5.44)** 108 (11.80)*** 1.29 (13.06)***
e R 0.45 (2.38)%* 119 (L.75)% 0.25 (1.33) 0.42 (2.34)*
R -0.03 (-0.24) -0.61 (-1.50) -0,03(-0.25) 0.10(0.88)
R? 0.86 0.68 081 0.87
a 2.09 (2.35)** 2.57(2.27)** 2.22 (2.64)*** 3.32 (2.76)***
R,  124(1580)%%* " '1,05(11.96)*= © 1,09(11.89)*** 1.22 (9.88)***
50% < 70%
N=73 Ryp  0.70(3.94)*% 0.46 (1.76)* 0.4 (2.23)** 0.43 (1.95)*
R -022(-218)* -0.20 (-1.46) -0.06 (-0.57) 0.21 (1.55)
R? 0.86 0.90 0.80 0.80
. -0.94 (-0.99) 4.80 (1.91)* 2.90 (2.82)*** 3.78 (4.41)*+
R,  099(11.96)**  101(656)***  0.92(8.40)*** 1.16 (9.62)***
70% < 100%
n=114 Ry 0.46 (2.43)** 0.74 (1.48) 0.14(0.61) 0.18(0.84)
R -0.04 (-0.41) -0.15 (-0.56) 0.22 (1.61) 0.38 (2.81)***
R? 0.79 0.79 0.71 0.82
a -0.51 (-0.64) 0.34(0.36) 2.07 (2.60)** 3.21 (4.33)**
R, 098(1384)**  073(898)** 091 (10.43)*** 1.06 (10.24)***
- R 0.31 (1.93)* 0.13(0.64) 0.35 (1.91)* 0.21 (L.15)
R -0.03 (-0.33) 0.01(0.12) 0.07 (0.65) 0.26 (2.20)**
R2 0.83 0.79 0.75 0.82
* t oo 10% © ** 50 - * ek



( %)

7.00

6.00 /\
/

5.00

4.00
3.00 // /

2.00 e //
1.00
/ R
0.00 n
-1.00 A
-2.00
Year-1(month = 12Mbathiljl Year I(monthyYkatro212) 3(month 13
—_ <50 Y%=l=50 % =7 0 % 1 68-% |

3 @)
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Tobi't

B/M
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10.

1999

2003

2001

2002

2001

2002

2000

2000

2002

2002

p.437~460
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