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Abstract 
 

This research investigates what effect insider ownership has on U.S. firms’ 
decisions to repurchase shares, as well as on the behavior of those firms’ stock 
prices following such a decision.  I use firm level quarterly panel data stretching 
from 2011 to 2015, which will include 93 firms from the S&P 100 stock market 
index to test for the effect that insider holdings has on the decision to announce a 
buyback, and the outcomes of those announcements.  The sample is comprised of 
firms with relatively large market capitalizations.  Using a logistic model to 
answer the first question and an OLS to answer the second, I do not find evidence 
that supports insider holdings as a predictor of announcement decisions or returns 
following an announcement among the firms in our sample.  I do not find that 
many of the other relevant factors cited in the literature prove explanatory either.  
My results suggest that the nature of the firms in our sample (large and under 
intense scrutiny) may dispel some of the effects of insider holdings, as well as 
those of the other relevant factors.       
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I. Introduction 
 

Share repurchase programs1 have gained considerable popularity in corporate America, 

as the last decade has seen a dramatic increase in both the frequency and magnitude of buyback 

activity.  In 2013 alone, S&P 500 firms repurchased over $500 billion of stock2, and that figure 

has risen in the years since.  In 2015, buybacks reached their highest level since a 2007 peak3.  

This has all come despite a prolonged period of low interest rates, during which investment in 

business has been tepid, with firms instead opting to repurchase large bundles of their own 

shares.   

 

Some see the above as a positive development, as buying back stock is a method by 

which publicly traded firms return value to their shareholders.  The exact mechanics are as 

follows: firms take a portion of their excess cash on hand and use it to buy shares of their own 

stock.  However, because the firm cannot own itself, it absorbs the repurchased stock.  In turn, 

the number of shares outstanding falls, and this has several ramifications.  First, the ownership 

stake of all investors increases and voting rights become more concentrated, as there are now 

fewer claims on the earnings of the firm.  Second, all else being equal, taking shares off the 

market increases the firm’s earnings per share.  If the Price/Earnings ratio remains constant, the 

stock price will appreciate.  Finally, buybacks are traditionally read by the market as indicative 

of managerial confidence in the future direction of the firm (Dann 1980). 

   

                                                
1 The terms “share repurchase program” and “ stock buyback” will be used interchangeably throughout 
2 The Repurchase Revolution. (2014, September 13). The Economist. Retrieved from 
http://www.economist.com/node/21616968/print 
3 Browning, E. S. (2015, November 23). Is the Surge in Stock Buybacks Good or Evil? Wall Street 
Journal. Retrieved from http://www.wsj.com/articles/is-the-surge-in-stock-buybacks-good-or-evil-
1448188684 
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Still, others believe that firms are unwise to undertake such large repurchase programs.  

They predict that widespread repurchasing of shares will drive up stock valuations and have the 

potential to hide market weaknesses4.  Further, if buybacks become an outright substitute for 

business investment, there will be no substance underpinning valuations (think of strong revenue 

growth as an example of substance).  Businesses will stop growing, corporate earnings may 

suffer, and this could lead to a collapse in public markets5. 

 

A variety of studies6 examine the motivations behind share buybacks, while others focus 

on what takes place in the wake of the actual repurchase.  A separate, but related, segment of the 

literature deals with the question of ownership structure, which the literature breaks down into 

two key components: first, the value of shares outstanding owned by firm insiders, and second 

the value of shares outstanding owned by institutional investors.  The presence of insiders and 

institutional investors are found to have distinct effects on firms before and after a repurchase, 

and these effects will be examined further in later sections of the paper.   

 

My research focuses on both the motivation for and the outcome of repurchase programs, 

specifically as they relate to a firm’s ownership structure.  I ask if the percentage of shares 

owned by firm insiders has a significant effect first on the probability that a firm decides to 

buyback shares, and second on the returns shares of that firm generate following such an 

announcement.  I am specifically interested in repurchase announcements taking place in public 

                                                
4 The Repurchase Revolution. (2014, September 13). The Economist. Retrieved from 
http://www.economist.com/node/21616968/print 
5 The Repurchase Revolution. (2014, September 13). The Economist. Retrieved from 
http://www.economist.com/node/21616968/print 
6 Dann (1980), Jensen (1986), Stephens and Weisbach (1998), Cheng (2012), Li and McNally (2002). 
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U.S. equity markets by large-cap firms, or those with a large market capitalization7.  Though the 

literature does not strictly define large-cap firms, many agree on a $10 billion market 

capitalization as the lower bound.  Further, it is important to note that share repurchase programs 

can take several different forms within the U.S.  However, the vast majority take place via the 

open market.  As such, this analysis will focus exclusively on the announcement of open market 

repurchases, wherein firms simply purchase shares as any investor would on the open market at 

the current market price. 

 

Substantial data on share repurchase programs in the U.S. are available beginning only in 

2004.  On December 17th, 2003, the Securities and Exchange Commission (SEC) passed new 

disclosure requirements8 for publicly traded U.S. firms repurchasing shares on the open market.  

As a result, publicly traded U.S. firms have since included in their quarterly reports9 information 

such as how many shares they have repurchased, and how much they have paid on average per 

share.  Further, firms must now publicly disclose if changes have been made to repurchase 

programs, or if they have been discontinued.  In the wake of these policy changes, data on open 

market repurchases in the United States taking place since 2004 has become far more 

comprehensive, improving researchers’ abilities to examine the nature of open market repurchase 

programs.  

                                                
7 Market capitalization is defined as the aggregate valuation of a firm based on its current share price and 
the total number of outstanding shares.  It is calculated by multiplying the current share price by the total 
number of shares outstanding. 
8 http://www.sec.gov/rules/final/33-8335.htm 
9 10-Qs and 10-Ks 
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In this paper I use a firm-level, quarterly panel dataset consisting of firms found in the 

S&P 100 Index10 to conduct my analysis.  The sample stretches from 2011 through 2015.  My 

goals are twofold: I will first use the sample to test for what effect, if any, the level of insider 

holdings has on the chances a firm announces a repurchase program in a given quarter using a 

logistic regression model.  Second, I will test for whether the level of insider holdings affects the 

risk-adjusted returns of those firms which do announce a repurchase program.  I calculate risk-

adjusted returns, or “abnormal returns” using the Capital Asset Pricing Model (CAPM), which 

will be examined more closely in a later section of the paper.           

 

My analysis does not reveal any significant effect exerted by insider holdings on the 

decision to repurchase shares by S&P 100 firms, or on the returns of those firms following a 

repurchase announcement.  I do find that in the short-run (5 days following an announcement), 

insider holdings have a significant negative effect on price returns.  However, this effect 

disappears as I extend the time horizon.  My findings indicate that insider holdings, as well as a 

plethora of other factors to be discussed in the literature, lack explanatory power when applied to 

a sample of the largest publicly traded firms in the United States.  Why exactly these 

mechanisms fail to hold suggests something important about the inherent nature of large-cap 

U.S. firms found in the S&P 100, and this is a theory I will elaborate upon.             

 

The rest of this paper is organized as follows: in Section 2, I examine the existing 

literature on share repurchase programs and the factors that influence both their initiation, and 

their results.  Section 3 will give an overview of the data used.  Section 4 will lay out the 

                                                
10 Per Standard and Poor’s, the S&P 100 measures the performance of large-cap companies in the United 
States. The index comprises 100 major, blue chip companies across multiple industry groups.  
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empirical models used for our analysis and describe the results I obtain.  Finally, concluding 

thoughts will be given in Section 5. 

 

II. Literature 

As mentioned above, the literature on share repurchases explores a wide variety of 

potential motivations and outcomes.  However, much of it is predicated on the following 

underlying assumption: the literature widely agrees that the announcement of a share repurchase 

program increases “firm values” (Dann (1980), Ofer and Thakor (1987)).  Dann defines firm 

values in his work as the values of common stock, preferred stock, and debt.  His research finds 

that on the day following a share repurchase announcement, all three firm values are shown to 

increase, unequivocally benefitting the shareholders.  Similarly, Ofer and Thakor (1987) examine 

the comparative effects of share repurchase announcements and dividend disbursement 

announcements on shareholder value, finding that the announcement of a share repurchasing 

plan on average causes a stronger positive price response in the company’s common stock price 

than does an equivalent dividend announcement.   

 

If the above is to be taken as true, then two questions follow: what mechanisms cause the 

increase in firm values, and what can these mechanisms tell us about the motivations of firms 

that repurchase?  No two share repurchases are ever the same, nor are the circumstances leading 

up to them.  However, the literature shows that firms tend to repurchase stock for reasons in line 

with one or more of the hypotheses to follow. 
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The most frequently cited motivation for share repurchase programs is the 

Undervaluation Hypothesis, also commonly referred to as the Signaling Hypothesis.  The theory 

states that buybacks are used by firm management to signal to investors that due to asymmetric 

information, the firm’s stock price is undervalued (contrary to Fama (1970)).  Stephens and 

Weisbach (1998), for example, find that firms tend to repurchase shares following a period of 

negative returns and relatively low valuations.  Moreover, smaller firms are prone to worse cases 

of asymmetric information with investors, as their dealings are often monitored less closely, and 

are under less scrutiny from analysts and researchers (Dittmar (2000), Vermaelen (1981)).  As a 

result, the stock prices of these smaller firms are more frequently undervalued than their larger 

counterparts.  This is reflected by their greater tendency to repurchase shares. 

 

Several other works cite the Free Cash Flow Hypothesis as another common motivation 

for repurchasing shares.  Free cash flow is any cash held in excess of the amount necessary to 

fund all available investment opportunities with a positive net present value.  When free cash 

flow exists, management can explore alternative investment opportunities, or it can use the 

excess cash to return value to shareholders.  Jensen (1986) and Dittmar (2000) both show that the 

existence of free cash flow often causes firms to return value to shareholders via methods 

including, but not limited to stock buybacks.  Why then do firms opt, at times, to repurchase 

shares instead of issuing dividends? 

 

Much of the existing literature suggests that when firms have free cash flow, and wish to 

return value to shareholders, repurchasing shares can be a more favorable route than issuing 

dividends for several reasons.  Stephens and Weisbach (1998) propose that repurchase programs 
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are deployed due to “cash flow considerations” and a “liquidity motivation”.  Repurchasing 

shares on the open market is a more flexible method of increasing shareholder value than paying 

out dividends, as it is up to management’s discretion how many shares it wishes to repurchase on 

a given day.  Thus, as cash flow varies, share repurchases can be quickly adjusted accordingly.  

Altering dividends is not as fluid.  Dividend announcements come with an implicit commitment 

to follow through, and the announcement of a downward adjustment can have more pronounced 

negative effects on firm values, such as stock price.  Thus, companies opt at times to distribute 

excess cash to shareholders through share repurchases on the open market over dividends. 

 

Further, Voss (2012) highlights the Preferential Tax Hypothesis.  Share repurchases are 

favorable to dividends because the increase in shareholder value is realized through capital gains, 

for which the tax is lower.  In addition, the time at which the shareholder pays this tax is at his or 

her discretion, as it will only be paid once they sell their shares in company. 

 

Other parts of the literature focus specifically on the role insiders and institutional 

investors play in share repurchases, and how they interact with the decision to announce and 

subsequent stock market outcomes.  Jensen (1986) highlights first the Agency Hypothesis, which 

uses a Principal-Agent framework to explain how insider holdings affect buybacks.  Insiders, 

simply by virtue of their positions, have the ability to use firm resources (in many cases free cash 

flow) in ways that may benefit themselves, but not the wider shareholder body11.  In other words, 

agents may not always have principals’ best interests in mind.  Thus, the higher free cash flow, 

the greater the agency problems.  Using free cash flow to repurchase shares decreases the amount 

of the free cash flow, thereby reducing the resources firm insiders can use to take actions that 
                                                
11 The consumption of perquisites is an example.  This is discussed in Easterbrook (1984). 
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benefit only themselves.  This decreases agency problems.  Based on the Agency Hypothesis, 

firms with more free cash flow are more likely to experience agency problems.  They are 

therefore more likely to repurchase shares, as this mitigates those problems in the eyes of 

shareholders.  Further, the greater free cash flow, the greater the return firms should experience 

following their announcement of a repurchase (Nohel and Tarhan (1998)). 

 

Isagawa (2000) proposes an alternative explanation in the form of an altered signaling 

model.  Isagawa’s Signaling Hypothesis determines that firms with a greater amount of free cash 

flow and limited investment opportunities are more likely to repurchase their own shares.  When 

presented with investment opportunities that lack a strong return, insiders are more likely to use 

free cash flow on repurchase programs from which they draw a direct private benefit if the stock 

price increases.  Thus, we should see repurchasing increase in firms with greater free cash flow 

and greater insider ownership.     

 

The literature on institutional investors is relevant as well.  These investors include 

pension funds, mutual funds, banks, and all other non-individual entities.  They hold import 

because they have both the means and cause to closely monitor the performance of the firms in 

which they are invested (Maug, 1998).  They often manage large sums of money and have the 

infrastructure to monitor their investments (Maug, 1998).  In addition, the investment time 

horizons of institutional investors are often longer than the horizons of non-institutional 

investors.  This allows institutional investors more time to determine the fundamental value of 

the firm in which they are invested, and increases their incentive to monitor as well as their 

effectiveness (Chen, 2007).  Maug goes on to show that an increased percentage of institutional 
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investors can result in less pronounced asymmetric information and a decrease in principal-agent 

problems.  Because institutional investors can better monitor the firms in which they are 

invested, they decrease the degree of asymmetric information between management and 

shareholders.  This mitigates agency problems and decreases the degree to which stock prices 

should stray from their perceived fundamental values.   

 

The literature that most closely resembles my research is Li and McNally (2002).  Using 

a conditional event study, they ask whether insider holdings affect the decision to repurchase 

shares, and the subsequent announcement-period stock return.  Their research analyzes a sample 

of “Normal Course Issuer Bids”, or NCIBs taking place in Canada.  NCIBs are the Canadian 

equivalent of open-market share repurchases in the United States12.  Li and McNally’s analysis 

yields results similar to those of Isagawa and Jensen.  They find that repurchases are more 

frequent among firms with higher levels of insider ownership and free cash flow.  Further, they 

find that repurchases tend to take place following a period of negative stock price returns.            

 

My research builds on the existing literature in the following way: to the best of my 

knowledge, the literature does not yet include an analysis of the relationship between insider 

ownership levels, the likelihood that a firm will announce a repurchase program, and the post 

announcement stock performance for large-cap U.S. firms during the period following the Global 

Financial Crisis in 2008, since which buyback activity has increased dramatically.  I test for the 

effect of insider holdings, as well as a several other factors, on large-cap U.S. firms’ decisions to 

                                                
12 The key difference: Canadian firms need not disclose their target repurchase amount, making 
repurchases discrete events.   
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announce a share repurchase program.  I also test for whether or not these factors affect the 

returns of those firms following a repurchase announcement.  

 

III. Data 

As previously discussed, substantial data on share repurchase programs in the U.S. 

became available beginning in 2004 after the SEC passed new disclosure requirements for public 

firms repurchasing shares on the open market.  Publicly traded U.S. firms have since disclosed in 

their quarterly reports the following information: the total number of shares repurchased on the 

open market each month, the average price paid for each share each month, and the number of, 

or dollar amount of shares that can still be repurchased on the open market as part of an ongoing 

repurchase program.  Further, these firms must now disclose if repurchase programs have come 

to a close, been suspended for a period, or canceled entirely before their expiration date.   

 

For this research, I construct a firm-level, quarterly panel dataset beginning Q1 2011 and 

ending Q4 2015 using data aggregated by YCharts and RTTNews.  One unit of observation will 

represent a firm “i”, in a quarter “t”13.  My sample consists of 1,765 observations and is 

comprised of 93 unique firms from the S&P 100 stock index.  Seven firms were excluded from 

the sample, as data for each was insufficient14.     

 

For each observation, I record whether firm “i” in quarter “t” announces a repurchase 

program.  I construct a binary variable, Repurchaseit, which takes the value 1 if firm “i” in 

                                                
13 For example: Allstate; Q1 2011. 
14 Accurate levels of insider ownership were not available dating back to 2011 in YCharts. 
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quarter “t” announces a repurchase, or 0 if firm “i” in quarter “t” does not15.  There are 195 

unique repurchase announcements observed in the sample period.   

 

My independent variable of interest is Insider Ownership %, which is defined as the 

percentage of firm i’s shares owned by firm insiders, recorded at the end of the previous quarter.  

Firms in the sample exhibited inside ownership percentages ranging from 0.005% to 26.39%, 

with a mean at 1.27%.  An additional variable, Institutional Ownership %, captures the 

percentage of firm i’s shares owned by institutional investors.  Market Capitalization measures 

the size of firm “i” in billions of dollars.  The average market capitalization of firms in my 

dataset is $98.26 billion, which demonstrates the scale of the firms included in the sample16.  For 

my analysis, I take the natural log of Market Capitalization, as the variable's distribution is not 

normal, and may be positively skewed17.       

 

The rest of the variables found in Table 1 of the Appendix serve as controls.  I control for 

firms’ price to book ratios, which serve as a measure of undervaluation.  I also control for the 

level of free cash flow firms have, each firm’s return over the previous quarter, and whether they 

have announced a repurchase during one of several previous periods.  Approximately 11% of 

observations had announced a repurchase program in the previous quarter, 20% in the previous 2 

quarters, and 35% in the previous 4 quarters.  For firms that do announce a repurchase in quarter 

“t”, I measure the dollar amount and size of the repurchase, where size is equal to the target 

repurchase amount divided by the firm’s market capitalization.   

                                                
15 A list of firm announcements, their dates, and their target repurchase amounts is provided by 
RTTNews. 
16 The average market capitalization for S&P 500 firms is $27.96 billion, per McGraw Hill Financial. 
17 This follows Cheng (2012). 
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Table 2 displays summary statistics for the 5 day, 1 month, 3 month, 6 month, and 1 year 

returns of firms that announce a repurchase from the dates those firms announce their repurchase 

program on.  Entries for these five variables therefore only correspond to observations in which 

firm “i” announces a repurchase program.  Returns for each announcing firm at all five time 

horizons are calculated by YCharts, and are then imported into our dataset.  5 Day Return is 

calculated simply as the percent change in the price of firm “i” during the 5 day period following 

a repurchase announcement.  The remaining four return variables are calculated as the total 

return of firm “i” during the respective periods following the announcement of a repurchase 

program.  This calculation includes dividends.  It is important to note that the number of 

observations falls slightly as the time horizon is extended.  This is because returns over a greater 

horizon do not yet exist for observations in which a repurchase announcement was made during 

the later stages of 2015.   

 

For each repurchase announcement, I also capture the S&P 500 return over each of the 

five time horizons following the date of an announcement.  These returns on average trail the 

returns of repurchasing firms at all five time horizons.  However, the mere difference between 

the returns of repurchasing firms and the returns of their underlying index do not tell the full 

story.  Hence, Table 3 also includes descriptive statistics for the risk-adjusted, or abnormal 

returns of firms that announce a repurchase in our sample.  How I calculate abnormal returns—

and why they are important to my study—will be discussed at length in the following section.  
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IV. Methodology & Results 

 As has been discussed, my analysis is broken into two parts.  First, I seek to determine 

what effect, if any, insider ownership has on a firm’s decision to repurchase shares on the open 

market, keeping in mind the other potential motivations brought up in the literature.  I therefore 

use a logit model to determine the probability that firm “i” announces repurchase program in 

quarter “t” on a variety of variables.  The model is as follows: 

 

Repurchaseit = β0 + β1InsiderOwnership%it + β2InstitutionalOwnership%it + 
β3Log(MarketCapitalization)it + β4PricetoBookit + β5FreeCashFlowit + 
β6PreviousQuarterReturn + ɛit 

 
 

As previously established, the dependent variable is binary, and will return a 1 if firm “i” in 

quarter “t” announces a repurchase, or a 0 if firm “i” in quarter “t” does not.  

 

In addition, I wish to understand if announcing a repurchase at a point in the recent past 

predicts announcing a repurchase in the present quarter.  To do so, I run the same logit model but 

include in the regression binary variables for whether firm “i” in quarter “t” has announced a 

repurchase during the previous quarter, two quarters, or four quarters.  I add each variable to the 

model on its own and then include all three.   

 

The results of my logit model are displayed in Table 1.  They show that as Insider 

Ownership % increases, the log-odds of firm “i” announcing a repurchase in quarter “t” 

decreases, though the coefficient returned is insignificant.  More specifically, an increase of one 

percentage point in insider holdings decreases the log-odds of a repurchase announcement by 
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0.041 when I don’t control for whether firm “i” has announced a repurchase during previous time 

periods.  As Institutional Ownership % and Market Capitalization increase, the log-odds of firm 

“i” announcing a repurchase in quarter “t” increases.  Further, the decision to repurchase does 

not appear sensitive to variance in levels of free cash flow and price to book ratio in the model, 

nor to the previous quarter return of firm “i”. 

 

The fact that Institutional Ownership % and not Insider Ownership % has a significant 

effect on the likelihood that firm “i” announces a repurchase in quarter “t” might suggest that the 

degree to which institutional investors monitor large-cap U.S. firms washes out the effects 

insiders exert.  Insiders are found to have a negative—not positive effect on the chances a firm 

announces a repurchase, while institutional investors and firm size are found to have significant 

positive effects on the chances of an announcement.  This should be kept in mind as the analysis 

continues.   

 

Columns 2-5 of Table 1 introduce control variables for whether firm “i” has announced a 

repurchase during the previous quarter, two quarters, or four quarters.  The effects of insider 

holdings, institutional holdings, and market capitalization remain largely the same in these 

regressions.  The results indicate that announcing a repurchase in the previous quarter or 

previous two quarters decreases the log-odds of firm “i” announcing a repurchase in quarter “t”, 

though neither coefficient is significant. However, the results also show that if firm “i” has 

announced a repurchase program in the previous four quarters, they are significantly more likely 

to announce another in quarter “t”. Further, it is worth noting that the results displayed are 
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relatively robust to controlling for whether firm “i” has announced a repurchase in the previous 

quarter, two quarters, or four quarters.    

 

Table	  1	  
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Next, my research seeks to determine how insider holdings affect the stock market 

outcomes of firms that do announce repurchase programs.  On average, the data finds that the 

returns for announcing firms exceed those of the broader market at all five time horizons, as 

displayed in Appendix I, Table 2.  However, in order to answer why this takes place, I run the 

following Ordinary Least Squares regression: 

 

5 Day Returnit = β0 + β1InsiderOwnership%it + β2InstitutionalOwnership%it + 
β3Log(MarketCapitalization)it + β4Log(AnnouncementSize)it + β5PricetoBookit + 
β6FreeCashFlowit + β7PreviousQuarterReturn + β8S&P500Return + ɛit 

 
 

I run the same regression for 1 Month, 3 Month, 6 Month, and 1 Year returns.  The goal is to 

determine which, if any, of this broad range of factors affects the returns of firms that announce 

repurchase plans at each time horizon.  

 

 Results for these regressions are found in Table 2 of Appendix II.  I find that insider 

holdings have a negative, significant relationship with returns at the 5 day time horizon.  After 

the 5 day mark, the coefficient is no longer significant.  Institutional investor holdings are also 

negatively related to returns at the 5 day time horizon.  I find that the size of the target 

repurchase amount is positively related to returns, and that firm size is negatively related.  At all 

five time horizons, S&P 500 return over the corresponding period has a strong, positive 

correlation with firm “i” return.  It is important to note that these results use actual returns to 

measure firm performance following the announcement of an open market share repurchase 

program.  However, I also calculate risk-adjusted, or abnormal returns and ask whether insider 

holdings demonstrate predictive power in this context.   
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Put simply, abnormal returns are equal to actual returns minus expected returns.  If an 

asset’s expected return over a given time period is 5% and it returns 6.5%, abnormal returns in 

this instance are equal to the difference: 1.5%.  My dataset contains actual return figures for all 

firms in the sample at all five time horizons I have interest in.  To calculate expected returns, this 

paper uses the Capital Asset Pricing Model (CAPM). 

 

 
(1) Abnormal Returns = Actual Returns - Expected Returni 

(2) Expected Returni = Rf + βi (E(Rm) - Rf)       

Rf: Risk-Free Rate     βi: Beta     E(Rm): Expected Market Return   (E(Rm) - Rf): Market Premium 

 
 
 
 The CAPM stipulates that the expected return on a given market security is equal to the 

risk free rate, or the rate of return an investor can receive without taking any risk, plus a risk 

premium.  The risk premium is determined by the Beta of the security, or its volatility with 

respect to the market, the expected return of the market over a period, and the risk free rate.   

 

For every observation in which a repurchase announcement is made, I capture the 

requisite variables needed to calculate expected returns using the CAPM.  I then subtract 

expected returns from the actual returns observed to calculate abnormal returns at all five time 

horizons for each firm that makes a repurchase announcement.  Finally, abnormal returns are 

regressed on the same host of variables:   

 

5 Day Abnormal Returnit = β0 + β1InsiderOwnership%it + β2InstitutionalOwnership%it + 
β3Log(MarketCapitalization)it + β4Log(AnnouncementSize)it + β5PricetoBookit + 
β6FreeCashFlowit + β7PreviousQuarterReturn + ɛit 
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I run the same regression for 1 Month, 3 Month, 6 Month, and 1 Year abnormal returns.  The 

results are displayed below in Table 3: 

 

Table	  3	  

 
 

The relationship between the independent variables used in the model and abnormal returns does 

not differ substantially from the independent variables’ relationship with actual returns.  Insider 

holdings exert a significant negative effect on abnormal returns at the 5 day time horizon.  The 

larger the target repurchase announcement, the greater the abnormal returns, and the larger the 

firm announcing a repurchase the lesser abnormal returns appear to be.  Institutional Ownership 

% no longer proves a significant explanatory variable in this model.  Its effect is negative, as the 
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literature suggests might be the case, but the coefficient is only significant at the 5 day time 

horizon.       

 

V. Conclusion 

This paper uses several models in an attempt to explain what effect, if any, insider 

holdings have on large-cap U.S. firms’ decisions to repurchase shares, and the subsequent returns 

those firms experience.  The answers my results provide are limited.  First, we find that among 

large-cap U.S. firms, those with larger market capitalizations and a larger proportion of 

institutional owners are more likely to announce a repurchase program.  The analysis also finds 

that if a firm has announced a repurchase in the previous quarter, or the previous two quarters, 

they are less likely to announce a repurchase in the current quarter.  However, firms that have 

announced a repurchase in the previous four quarters are very likely to make an announcement in 

the current quarter.  This result may suggest that firms who have demonstrated a willingness to 

repurchase shares in the past are more likely to do so again than those who have not. 

 

I do not find significant evidence in support of the theories proposed by Jensen and 

Isagawa.  Instead of increased insider holdings leading to an increase in the probability of 

announcing a repurchase, the research finds that increased insider holdings lead to a decrease in 

this probability.  Further, there is no evidence that more free cash flow, a lower price to book 

ratio, and a lower previous quarter return increase the chances of a repurchase announcement. 

 

In the OLS models, I should expect to see returns positively correlated with insider 

holdings, positively correlated to free cash flow, negatively related to price to book ratio, and 
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negatively correlated to the size of the firm if the mechanisms observed in the literature hold up 

in U.S. large-cap equity markets.  Instead, 5 day abnormal returns following the announcement 

of a repurchase plan are negatively related to insider holdings.  Insider holdings are not found to 

have a significant effect on abnormal returns as the time horizon increases.  Further, there is no 

evidence of free cash flow, price to book ratio, or firm size having explanatory power.  Among 

these firms, returns following the announcement of a repurchase program remain strongly 

correlated with the broader stock market. 

 

Very few of the factors believed to motivate repurchase announcements in the literature 

are apparent in this sample.  These factors (insider holdings, free cash flow, price to book ratio) 

are all closely related to issues of asymmetric information and principal-agent problems.  

Therefore, their lack of an effect may be related to the specific kinds of firms we are focused on.   

 

The largest firms traded publicly in the United States today are under intense scrutiny 

from researchers and analysts, as shown by Dittmar (2000) and Vermaelen (1981).  Thus, they 

are less prone to effects of asymmetric information and principal-agent problems.  Information 

on these firms is plentiful, and they are monitored closely.  They should stray from their 

fundamental values less often, both before and after repurchases.  Perhaps the signals repurchase 

announcements send about other firms and effects those signals have on their future performance 

do not appear the same way among S&P 100 firms.   
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Appendix I: Descriptive Statistics 
 

Table 1: General Variables 
 

Variable Description Obs. Mean Std. Dev. Min. Max. 

Insider 
Ownership % 

% of shares owned by 
firm insiders 

1,765 1.269 3.336 0.005 26.385 

Institutional 
Ownership % 

% of shares owned by 
institutional investors 

1,745 77.307 11.783 2.762 99.97 

Market 
Capitalization 

Market Capitalization 
($Billions) 

1,765 98.258 86.645 1.372 736.846 

Price to Book Price / Book Value 1,765 6.535 39.822 0.284 1317.92
9 

Free Cash 
Flow 

Free Cash Flow 
($Billions) 

1,765 1.943 4.868 -26.14 68.52 

Dividend Does firm “i” pay a 
dividend in quarter “t” 

1,765 0.901 0.299 0 1 

Dividend 
Yield 

Dividend Yield 1,765 2.127 1.380 0 8.368 

Repurchase Does firm “i” announce a 
repurchase in quarter “t” 

1,765 0.110 0.314 0 1 

Announcemen
t Amount 

Target repurchase 
amount ($Billions) 

195 8.838 15.756 0.05 140 

Announcemen
t Size 

Announce_amt / Market 
Capitalization 

195 0.105 0.167 0.0006 0.9303 

Announce 
Last Quarter 

Has firm “i” in quarter 
“t” announced in the 
previous quarter 

1,765 0.106 0.308 0 1 

Announce 
Last 2 
Quarters 

Has firm “i” in quarter 
“t” announced in the 
previous 2 quarters 

1,765 0.198 0.398 
 

0 1 

Announce 
Last 4 
Quarters 

Has firm “i” in quarter 
“t” announced in the 
previous 4 quarters 

1,765 0.346 0.476 0 1 
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Table 2: Returns 
 

Variable Description Obs. Mean Std. 
Dev. 

Min. Max. 

5 Day Return 5 Day Price Return for 
announcing firms 

195 
 

1.505 3.916 -11.959 12.966 

1 Month 
Return 

1 Month Total Return for 
announcing firms 

195 1.685 5.960 -15.649 20.737 

3 Month 
Return 

3 Month Total Return for 
announcing firms 

192 5.233 8.903 -22.493 30.373 

6 Month 
Return 

6 Month Total Return for 
announcing firms 

181 9.788 13.905 -42.309 46.181 

1 Year Return 1 Year Total Return for 
announcing firms 

160 19.970 21.167 -40.164 89.117 

S&P 500 5 
Day Return 

S&P 500 5 Day Price 
Return 

195 
 

0.592 1.807 -5.880 7.655 

S&P 500 1 
Month Return 

S&P 500 1 Month Price 
Return 

195 1.213 3.353 -11.520 11.698 

S&P 500 3 
Month Return 

S&P 500 3 Month Price 
Return 

192 3.593 4.643 -9.683 12.895 

S&P 500 6 
Month Return 

S&P 500 6 Month Price 
Return 

181 6.832 7.108 -14.533 24.662 

S&P 500 1 
Year Return 

S&P 500 1 Year Price 
Return 

160 15.319 9.170 -8.810 35.597 

Expected 5 Day Return 194 0.638 2.021 -8.975 8.240 

Expected 1 Month Return 195 1.418 3.899 -11.390 14.712 

Expected 3 Month Return 192 4.097 5.566 -11.768 24.839 

Expected 6 Month Return 181 7.389 8.582 -12.826 39.325 

Expected 1 Year Return 160 16.358 12.582 -14.257 56.758 

Abnormal 5 Day Return 194 0.872 3.571 -12.315 11.472 
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Abnormal 1 Month Return 195 0.267 5.259 -15.443 17.085 

Abnormal 3 Month Return 192 1.136 8.476 -21.646 24.347 

Abnormal 6 Month Return 181 2.399 12.522 -48.485 39.813 

Abnormal 1 Year Return 160 3.612 21.350 -54.867 75.554 
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Table 3: Risk Free Rates 
 

Variable Obs. Mean Std. Dev. Min. Max. 

5 Day Risk Free Rate 195 0 0 0 0 

1 Month Risk Free Rate 195 0.046 0.045 0 0.32 

3 Month Risk Free Rate 195 0.055 0.046 0 0.27 

6 Month Risk Free Rate 195 0.105 0.070 0.03 0.57 

1 Year Risk Free Rate 195 0.175 0.090 0.09 0.63 
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