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Using a sample of 1,112 open market share repurchase
programs from Aug. 2000 to Dec. 2005, this paper applies event
study to examine market reaction upon the completion of these
programs. The results show that market has some ability to predict
the completion rate, actual repurchases scaled by target shares, and
reacts properly if firms turn out to be different from it. Firms which
are not undervalued or involved in serious agency problems are
inactive purchasers and expect to have low completion rates. The
market reaction to share repurchase announcements is more likely
to return stock price to fair value. Subsequently, the amount
actually repurchased exceeding market forecast indicates that firms
may pay a high price at the cost of shareholders’ welfare. The
market does not seem to react more favorably to these firms
compared with those firms which repurchased no more than what
market expected. Conversely, undervalued firms with great agency
problems are active purchasers and expect to have high completion
rates. Signaling through share repurchase announcements has
difficulty completely boosting stock prices. When firms actually
repurchase shares more than expected, they do so to signal
mispricing in the interest of shareholders’ welfare. The market
responds more favorably to these firms relative to those firms
which repurchased less than market expectation.
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