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Abstract

Share buybacks have become a popular way for companies to return capital to shareholders. However, there is an ong
regarding the impact of share buybacks on the performance and shareholder value. This paper starts by examiningettom
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share buybacks and aims at testing the signalling hypothesis (ie share buybacks are carried out to signal underiatustioock)of t
on share repurchases performed by banks. More specifically, the analysis conducted measured the impact of sham@nbuyba

EDQNVY SHUIRUPDQFH DV PHDVXUHG E\ WKH UHWXUQ RQ HTXLW\ 52(
UHODWLRQVKLS EHWZHHQ EDQNVY VKDUH EX\EDFNV DQG WKHLU 52(
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1. Introduction
The payout policy has long been one major research topic in corporate finance starting from the renowmedinpalgvance
proposition formulated by Modigliani & Miller (1958). According to this proposition the-@atychoices available to firms, i.
dividends versus share buybacks (also share repurchases), are equivalent in an idealised world without taxes, fri
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information asymmetries. However, in a world with taxes, frictions, and information asymmetries there could be reasnsgdor fi

prefer share buybacks to dividends to distribute the profits to their shareholders. More specifically, in addition entiaé tpa|
advantages that could lead a firm to prefer oneqaymethod over another, the economic literature has shown thatshdracks
may be the option favoured by firms as they signal to the market stock undervaluation and therefore may also be a tee
takeover attempts on the firm.

Share buybacks is essentially a mechanism by which companies repurchase thearewifresim the market, thereby reducing

ANs tc

the

number of outstanding shares. Share buybacks have become increasingly popular among firms as a way to returp cap

shareholders. The decision to buy back shares is typically based on a variety of fadtatsgrthe company's financial heal
cash position, and growth prospects. However, there is ongoing debate regarding the impact of share buybacks on 3
financial health, shareholder value, and kiegn growth prospects.

The purpose of this papés to examine the literature on share buybacks to assess their impact on a firm's financial heal
price, and longerm growth prospects. Specifically, we will review the existing research to determine whether share buyk
an effective wayd enhance shareholder value.

The BIS Quarterly Review discusses the impact of buybacks on corporate resilience and the need for public support. B/
means to distribute cash to shareholders, but they are of concern for two reasons: firstiithastiicially increase stock prices
order to boost performance pay, and second, they could be a tool to raise leverage to excessive levels. Overall ceopits
rose substantially in recent years, with US firms distributing $4 trillion in didd and $6 trillion in buybacks, or $4 trillion net
equity issuance. Stock buybacks can be a deedideed sword from investors' perspective, as they can support a firm's mark
by signalling undervaluation, achieving tax efficiency gains relativadividends or helping avoid wasteful expenditures|
managers, but they could be detrimental to {targn firm value if executives use them simply to increase their performance p

Corporate stock buybacks have tripled in the last decade, ofteraito @dsired leverage, or debt as a share of assets. This
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excessive if companies do not account for all financial distress costs, including those potentially shifted to the pakdis aur

result of bailouts. Buybacks are a powerful tool for legeramanagement, as they complement and reinforce the effect g
issuance on firms' capital structure. Equity decreases and leverage rises, more rapidly so when funds are obtainediddyt.i
For example, a firm with $100 in assets, $30 in debt®ttdin equity starts with leverage equal to 0.3.

More recently, share buybacks have also come under attack because of the public perception that the excess fundscs
these operations have come from tax cuts and other sources (such as goveaimgsj that were originally intended to fos
investments by the firms or sustain wage increases for their workers. Thus, supporters of this claim have argued forta
laws across the different jurisdictions to discourage buybacks on thg thebithe benefits of these operations favour mostly
executives and wealthy shareholders. In some jurisdictions, like in the US with the bill signed by Baldwin, Warren anth&)
regulators went as far as banning the open market stock buybeedsRLQJ WKDW 3LWIV MXVW ZURQ|
massive, permanent tax breaks and reward the wealth of top executives with more stock buybacks, while closing fa
OD\LQJ RII ZS®ckNbhyba¢ks have also found widespread summthey give companies the flexibility to return cas
VKDUHKROGHUV ZKR FDQ WKHQ UHLQYHVW WKLV FDVK LQ RWKHU P Rlbjdctdf
repurchases has come to a boil, some people have cometaloa#ling them umAmerican characterizing them as corpor

1See press releasgvatvw.baldwin.senate.gov/pressleases/rewardiork-act 2019
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PLVGHHGY WKDW GLYHUW IXQGY QHHGHG IRU SURGXFWLYH HQGHDY R Hjety
that in recent years has died for lack of capital (Call us Xy DYH D FD R @GugGbDdiad22, President Biden signed
Inflation Reduction Act (IRA) into law. It is a climate and tax bill that advances administration economic priorities.

The Act contains provisions intended to discourage the largest fiom exploiting tax loopholes that allow them to pay mini
or no federal income tax. In addition, it provides new and expanded tax incentives to encourage businesses and peask
their usage of renewable energy.

While additional guidelinesind regulations are anticipated in the coming months and years, here is an overview of the
Reduction Act's principal business tax provisions. Unless explicitly specified, all modifications become effective aflbiebDadg
2022. The IRA imposea 1% tax on the fair market value of stock repurchased during the tax year by a publicly traded U
The amount liable to this 1% tax is typically the amount paid by the issuing corporation to shareholders during th&oreargd
for their issung corporation stock, less the value of any stock issuances during the taxable year. The excise tax appl
317(b) redemptions, economically similar transactions, and stock acquired from a third party by a specified affili
corporation. It ao applies to some acquisitions and repurchases of publicly traded foreign corporate stock.

In the case of banks, this subject is even more significant and is gaining the attention of the international authmritiber Af
financial sector rules thatlped maintain financial stability during the pandemic have expired or been revised in the past G
years. In September 2021, the limitations on dividendqdyg and share buybacks that had been imposed on euro area ban
relaxed. Almost all lrding moratoriums and government guarantee programs that aided in bolstering banks' asset quality
officially ended (ECB, 2021). Indeed, following prior announcements of temporary capital and operational relief measu
Financial Supervisionecommended on March 27 that banks refrain from distributing dividends and repurchasing sha
October 1, 2020. All national authorities in the eurozone had made identical requests to the banks directly undeditti@inguris

During the pandemidzCB advised banks not to pay dividends or transfer capital to shareholders through share buybacks.

an exceptional scenario as there was no visibility at all. We were unable to distinguish between the potential impaktvathaalha

good capitaposition and a bank with a considerably more constrained capital position since the amount of the impact wa
to predict. Currently, there is still a great level of uncertainty, but we can do much more granular work on exposuresatie
secors and banks with specific exposures to Russia or Ukraine; banks with large exposures to customers who are highly
interest rates; and banks highly exposed to leverage finance or counterparty credit risk (Enria, 2022).

As for the US contextthe Federal Reserve Board declared in March 2021 that the temporary and extra limits on bank
company dividends and share repurchases presently in effect would have been lifted for the majority of enterprises,
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following the conclusiorof the last round of stress testing. As of that date, firms having capital levels exceeding the stress

requirements were no longer subject to the additional restrictions. The limits will continue to apply to firms with eagli;
below those necsary by the stress test. The Securities and Exchange Commission proposed revisions to the regulations

al |
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disclosure of an issuer's repurchases of its equity shares to require an issuer to submit a new Form SR (including irdlatedtio

to the dass of securities purchased, the total amount purchased, the average price paid, and the aggregate total amount
the open market) by the end of the first business day after the date on which it repurchases shares.

The economic literature pdied out that, in addition to the opportunistic use of buybacks by top executives to boost perfg
pay, these operations could suitably be used by managers as a tool to increase leverage to excessive levels (Aram
Therefore, considering theotential for increasing leverage, risk managers and supervisors alike should pay particular att
the potential negative effects that this tool may have on the capital position of banks. Given the importance of shasetiel
economic literate has been focusing on this topic studying different aspects.

However, the link between stock buybacks by banks and their future performance is not entirely clear (the results sieg
different studies available is rather inconclusive or conflictiBg)dging this gap, this paper aims at studying the link between

buybacks by banks and their future economic performance to test the signalling hypothesis that argues that these g
undertaken by the managers of the company (in our casle) bo signal to the market the undervaluation of the stock give
future potential. The analysis will be carried out by studying a sample of 1336 worldwide banks in the period betwee20201|
The paper is organised as follows: section two witius on the literature review on the topic; section three will present the re|
details on the dataset used for the analysis; section four will introduce the model used to test the link between stkekbly
banks and their future performance wisketion five will outline the conclusions of the analysis.

2. Literature review

According to the existing literature on the topic up until 1980 companies worldwide mainly used dividends as a means i
of surplus to the shareholders despite #ative tax advantage of share buybacks (Barclay and Smith, 1988). The number
buybacks started growing in US after 1980. As a matter of fact, the spending of companies in US for share buybackéaror
4.8% in 1980 to 41.8% in 2000 and iretheriod from 1990 to 2000, for the first time in history, companies spent more or
buybacks than in dividends (Grullon and Michaely, 2000). After the US experience, the share buybacks acquired poptita
other developed countries such as @&nada, Australia, Japan, and France.

Share buybacks have been a popular way for companies to return capital to shareholders. Several studies have sho
buybacks can lead to an increase in shareholder value. For example, a study by Ikeakenighbk, and Vermaelen (1995) fou
that firms that announced share buybacks experienced significant positive abnormal returns. Similarly, a study by Bnay
Harvey, and Michaely (2005) found that firms that repurchased shares outperformed éheiinphe three years following t
buyback.

2 See 2016 Berkshire Hathaway shareholders leftenat.berkshirehathaway.com/letters/2016ltr jodf

burch:

rmar
onte,
entior
ybac

wn b
stock
eratio
2N its
5 to
levan
Lyba

f pay!
Df she
easec

shar
rity al

n the
nd
, Gra
he

RISK MANAGEME NT MAGAZINE #*Volume 18, Issue *Page-5 -



However, not all studies have found a positive relationship between share buybacks and shareholder value. A study by Fer

Liang (2001) found that share repurchases did not significantly increase sharefabldein the long term. Similarly, a study py

Yook (2008) found that while share buybacks led to an increase in share prices in the short term, they did not leadddswes!
term growth.

ai

There are several reasons why share buybacks may not lsadt&inable longerm growth. First, share buybacks are typically
funded by cash reserves, which could be used for investment in research and development or capital expenditures. 8¢cond

buybacks can reduce the number of outstanding shares, whichat@nthe company appear more profitable on aspare basis

but does not necessarily increase overall profitability. Finally, share buybacks can lead to a decline in the compaia}'s fina

flexibility, as it reduces the company's cash reserves.

Based onthe existing literature, it appears that share buybacks can lead to an increase in shareholder value in the short
However, there is no consensus on whether share buybacks lead to sustairtedriagrpwth. While some studies have found a

positive elationship between share buybacks and Hmmmp growth, others have found no relationship or even a neg
relationship.

One potential explanation for the mixed results is that the impact of share buybacks may depend on the company's dittan
growth prospects, and investment opportunities. For example, a financially healthy company with limited investment ogg

ative

cial I
ortun

may be better served by returning capital to shareholders through share buybacks. On the other hand, a company with sign

growth opportunities may be better served by investing in research and development or capital expenditures.

To sum up, different and diverse are the hypotheses identified by the economic literature that could justify share sepyrchas

companiesThe lig below provides an overview of these hypotheses:

1) Signalling hypothesisaccording to the signalling hypothesis supported by Ross (1977), Bhattacharya (1979) and Spence (1

the management of a company mainly uses the dividend policy as a sigralifay the market. These studies, underscore the

fact

that share buybacks give two signals to the market such as undervaluation of the shares or enhanced potential grosvibf prosp
the company. When a company announces that it will buy back sharbage aremium it essentially signals to the market that the

stock is undervalued. In this respect, Vermelen (1981) found that signalling is the most plausible explanation of thé

abno

returns in the stock market after the share buyback. Bartov (19944l finat open market buybacks convey information on poth

earnings prospects and risk changes. Other studies such as the one of Stephens and Weisbach (1998) found a nedaiv
between share buybacks and prior price performance of the stocktutlessof Comment & Jarrell (1991), Louis and WH
(2007) and Haw et al. (2013) examined the signalling effect of different methods of three types of share buybacks urcthad

Dutch auction selfender offer, fixed price setender, and open marideuybacks and concluded that fixed price-¢etfder method

conveys a stronger signal of undervaluation than others.

2) Substitution hypothesignder the substitution hypothesigs assumed that the share buyback programmes are implemen
companiess a payout method for shareholders over dividends. This hypothesis lies its foundations in the different fiscal t
of the capital gains as compared to the dividends. As Grullon and Michaely (2000) point out capital gain tax is muchriosts
jurisdictions than the tax on dividends hence shares repurchase is more tax efficient and valuable to shareholderspAriatti
FKDUDFWHULVWLF RI WKH VKDUH EX\EDFN SURJUDPPHYV LV WKHLU |OépulaE
intervals (Dittmar, 2000).

3) Optimum leverage hypothesBagwell and Shoven (1988), Dittmar (2000), Mitchell and Dharmawan (2007) and Hovakin
al. (2001), supporters of the optimum leverage hypothesis, argue that companies havifng-aqléht ratio that is lower than th
target ratio are more likely to undertake share buybacks. These studies therefore highlighted the importance play
comparison between the actual and the target leverage ratio when the management of the decigenio implement a sha
buyback programme. The highest the difference between the actual and optimal leverage ratio, the highest the proliabi
company will undertake a share buyback programme. Thus, by executing a share buyback programanagement increases

leverage in the capital structure of the firm and by benefitting of the tax shield provided by the additional debt thereatsothe

total value of the firm (Modigliani, Miller).

4) Takeover deterrence hypothesiscording to the takeover deterrence hypothesis companies would implement a share
programme when feeling under threat from a competitor. Bagwell (1991) demonstrated that when shareholders believeft
their shares is more than repurchageitte do not tender their shares for sale. In another research piece, Bagwell
demonstrated that the cost of the acquisition for a potential acquirer will be higher in cases in which the company Shigeel
as compared to cases in which it dimites dividends. Sinha (1991) went further documenting that this effect is even
pronounced when the repurchase is financed through debt. In such cases the value of the firm is increased making#
attractive target.

5) Stock option hypotbsis:the stock option hypothesis that has been formulated by Kahle (2002) and Bens et al. (2003
positive correlation with the number of share buybacks done by the companies and the stock options outstanding
employees. In particular, tlaithors claim that a large number of stock options outstanding has a dilutive effect on thredféS:
WR QHXWUDOLVH WKLV HIIHFW FRPSDQLHVY EX\EDFN VKDUHV

6) Excess capital or cash flow hypothesige excess capital or cash flow hypothesis supptgetensen (1986) and Vafeas and
(1995) found that the decision to buy back shares to distribute surplus cash to shareholders seeks to reduce the &
According to this strand of studies, in fact, if firms hoard cash or capital in excessigharéigher probability that the
management will undertake negative net value projects. Thus, a higher divideodt mayshare buybacks will reduce the free ¢
flow available for the managers. Boudry (2013) found a positive relationship betweeratlabibty of cash and share buybag
holding investment opportunities constant.
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7) Corporate governance hypothesie corporate governance hypothesis supported by Lee(20@r) claims that managers may
use buybacks to exploit favourable price cdiodis. The underlying rationale underpinning this hypothesis is that managers ca
fruitfully exploit their insider information to get the advantage of undervalued shares.

8) Liquidity hypothesisithe relationship between liquidity and share buybacks has &mdied first by Barclay and Smith (1988)
however, it was Brockman et #2008) that found a positive relationship between liquidity and share repurchase. According to t
evidence provided by this research, the companies that are more liquid (eembe liquidity available) are also those that|are
more likely to undertake a share repurchase instead of distributing dividends.

None of the hypotheses reported above has been identified unanimously by the literature as the sole determinantwthhaee rep
by companies. Dittmar (2000) found that out of all the hypotheses mentioned above, stock undervaluation is the primentietern
that leads US companies to repurchase shares followed by excess capital hypotheses. Jagannathan and Stephars t{2003) fc
the justification for implementing a share repurchase might vary depending on whether the companies are frequent ragurchas
not. The study found that frequent repurchasers are large companies with less variation in operating income teat sh
buybacks mainly as an alternative way of distributing excess cash to their shareholders. On the contrary, the primeny footivat
infrequent repurchasers (mainly small and less structured companies) to implement buybacks is stock unde®atkaticet al
(2003) tested five hypotheses i.e. signalling, agency cost of free cash flow, capital market allocationsy#dagd substitutions fd
dividend and capital structure adjustments, and found that undervaluation is the most importanbetitist repurchase followed
by lack of investment opportunities.

=

Li and McNally (2007) tested the hypotheses on some Canadian companies and found that firms with greater free cash flow,
market to book ratio, negative return prior announcement amd msider holdings are more likely to repurchase their stocks. TThus,
in Canada, firms are motivated to do share buybacks mainly by the agency hypotheses followed by undervaluation hypotheses

Benhamouda and Watson (2010) examined the determinants miflgespen market repurchase decisions in the UK. The study
found that excess capital and substitution hypotheses are the motivating factors for share repurchase. This studypdagsn't
stock option hypothesis.

Farrugia et al. (2011) studying a samplie Australian companies, examined the relationship between the region where th
companies where headquartered and the number share repurchases. They found that share buyback programs are| posif
statistically significant in high rich areas comparecptwmrer areas. They also reported that firms going for frequent reputchast
enjoyed of stronger returns across the business cycle compared with firms doing infrequent buybacks.

$QGULRVRSRXORY DQG +RTXH UH S R UW H Gand/donc@vtrafiehtof thelbRievship Isfrbictud & éd
important factors in explaining the decision to repurchase shares for firms that are headquartered in countries likeddlg,| Gern
and France. The results of this study show that large and widely helddiienmaore likely to make share buyback announcement
and also found a complementary relationship between dividend payment and share repurchase in UK and Germany.

Yarram (2014) studied various factors that influence open market repurchases in Austraksuflef the study show support for
the agency, signalling, and leverage hypotheses whereas they do not support the excess cash flow and the substitsgsn hypoth

Chung et al. (2013) tested the signalling, free cash flow, management incentivegdesebastitution and moral hazard hypotheses
for determining factors influencing repurchase decision in Taiwan. The study found that out of all thenabhtiwaed hypotheses
only signalling and free cash flow play a significant role in influencing shaybdrk decisions.

Bonaimeet al. (2014) studied the relationship between share buybacks and the companies target capital structure. The authors
that the study found that out of the four combinations of target capital structure and mispricing (Under levered/Unddndgued,

levered/Overvalued, Ovdevered/undervalued, Owgvered/overvalued) the firms add more value by doing share buybackg whel
they are under levered and undervalued both.

Another separate strand of research (Singh k. etl@94; Wiggins B., 1994; Milleeand McConnell, 1995; Franz et ,al995;
Brockman & Chung, 2001; Ahn et 22001; Cook et al., 2004; Ginglinger and Hamon, 2007; Ridder and Résbrant, 2009; McNall
and Smith, 2011; De Cesari et al., 2011) focused specifically on the effects of shamekisugb liquidity. The discussion of the
findings of these studies goes beyond the scope of this paper.

2.1 Share buybacks for banks
The literature on share buybacks in the banking industry is focused on some specific and technical aspects. Onedsaudy fo
positive relationship between stock repurchases and the financial performance of US bank holding companies (Federal Re
Bank of New York, 2003). Another study (Federal Reserve Bank of New York, 2014) found that banks share repurchases prog
tendto drop, as compared to the payment of dividends, during financial crisis. However, other studies found conflicting |evide
with the results shown above. One study (Raghavan & Morris, 2005) focused on the US banking sector found no evidence ¢
signaling effect on banks. More specifically, the study shows that share repurchases do not coincide with superior fu
performances of the banks undertaking these programs. Along the same lines, Howe & Jain (2006), studying a sample pf US
holding compaies during the period between 1994 to 1998, found a negative relationship between share repurchases and c
ratios (i.e. share repurchases in banks lead to a decrease of their capital ratios) while finding evidence of a pisitshépiela

between sare repurchases and indusagjusted ROA in the following two years from the announcement.
To sum up, the economic literature on the share repurchases by firms is quite extensive. The studies analysed herdtfe¢used
factors that drive repurchasesc#ons by firms. These factors may differ from country to country depending on the institutiona
framework of share buyback in the specific country. For this reason, in a different country, different hypothesis imnpfihane
buyback decisions. Hower, the different studies did not identify a single most relevant factor that always supports the decision
repurchasing the shares. Another relevant finding of the existing literature is that the decision to repurchase shapaby mayg
lead to awealth distribution effect between naelling shareholders or loftgrm shareholders at the expense of the shamt
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shareholders. The economic literature on share buybacks is also quite extensive and covers different areas. From t

collected nh previous studies it is not entirely clear, however, what is the link between the share repurchases programs an
term performance of banks. This paper aims at bridging this gap by leveraging on the most recent data of a sample ef

banksor banking groups.

3. Dataset and descriptive statistics of the sample

The source of the dataset is BankScope and it includes relevant economic and financial metrics of 1,336 worldwide b3

period from 2015 to 2021 (using annual data). Itudelk all the available institutions classified as banks by the provider duri
selected period. The chart below shows the geographic distribution of the banks in the sample by country of origin.

Chart 1: Breakdown by country of origin of the bankthia sample

Source: internal elaboration on the data
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The chart features the countries having a share of banks above one percent in the sample, all the countries not reachir
threshold have been excluded from the chart above. None of the banks included in the sample by default from the pbedder ha:

excluded from the analysis. Slightly more than a quarter of banks represented in the sample are headquartered in )

S (28

with the second country more represented being Japan and the third one Canada (having a share of banks in the saralyle resp

of 6.44% and 4.94%). The number of institutions remained stable across the years apart from the last year (2021) witzdin

the c

number of banks decreased to 1,335. The composition of the sample is also largely consistent with the BIS's official dat

buybacks in terms of the amount repurchased, indicating that the sample is representative. Indeed, in 2019, US
repurchased their own shares in the amount of $800 billion, net of equity issuance. Similar patterns were observedvwides|
scde, with Japan, the United Kingdom, France, Canada, and China posting repurchases totalling a combined $130 billig
The nation level increases were most evident in China, where repurchases increased tenfold to $17 billion, and Jajhay,

comg

worl

nin:

wher

increased fivefold to $52 billion. Given the large magnitude and longer history of share repurchases in the United States

remainder of this section focuses on US data onfimamcial corporations’ buybacks.
Details on the number of banks as well axdptive statistics on the main metrics are provided in the table below.

Table 1: descriptive statistics of the sample

Source: internal elaboration on the data

As could be seen in the table, the operating revenues of the banks in the sample istead#gdver the period under analysi
Similar trends could be observed for the other profitability metrics shown. It is important to underscore that the avieageale

S.

plunged in 2020 as a consequence of the COlpandemic. By the same token, heerage NPL ratio increased over 2019 and
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2020. The overall capital position of the banks improved steadily over the period observed as underlined by positivmnp&Lard t

of all the main metrics (Equity in USD, T1 capital ratio and total capital raftd} is in line with the findings of the BIS showing

improved resilience, as measured by an increased amount of capital of a better quality, of the worldwide bankinghsector.

overall profitability as measured by the ROE mean value in the sample dteowigh variability over the period bottoming
4.67% in 2021. The data however is heavily biased by the presence of outliers in the sample. Thus, the ROE median val
be a better value to assess the evolution of the profitability for the batiks sample over the period between 2015 to 2021,

at
ue se
The

median ROE for the banks in the sample remained stable at approximately 10% from 2015 to 2020. The median ROE for this

was substantially lower and equal to 7.83%. The decline in profitabilit2020 is in line with the overall negative tre|
underscoring the effects of the pandemics on the banking sector as well as on the overall economy. The average totaéq
banks in the sample increased over the period under analysis from appriyxitddia to 110 bn USD.

The own shares variable shows the value of shares owned by the bank and held in its portfolio. Increases of this adribb
repurchases of stock by the bank.

The values of the main metrics (such as for instance openauenues and P&L before tax) of the banks in the sampl
denominated in USD.

4. Analysis

4.1 Empirical results
The main objective of this paper is to test the reliability of the signdilippthesis for share buybacks in the banking sector. Al
in section 2, this hypothesis is one of the main explanations supporting the decision of top executives to buyback shares.

To test this hypothesis, we assume that if the value of the stoclkceiyeer as undervalued by the top executives, who have in
information on the future prospects of the bank, there should be a link between the share buybacks and future profite
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bank. We therefore assess the relationship between the shaeelbEiNYV 3272Q VKDUHV™ YDULDEOH DQG \

measured by the ROE.

We conduct a panel regression analysis through model 1. The panel is unbalanced since not all the financial firms mtrgach cc

have been trading continuously from 30b 2021.
We run the following model:
a 4?5 a?5
41 L WET Ug:gEUglSI@=NGEI (ENJEI 6EWE Yg
Uab Uab Y@

where ROE is the return on equi¥ s a (n x 1) vector of firrspecific variables, which are selected by estimating model returning

the highest Akaike information criterion, Own shares is the annualized share buyback. Finally, Firm and Time are firm
dummies to control for the dividual fixed firm and time effects, respectively.

and |

7KH SDQHO UHJUHVVLRQ HVWLPDWHY DUH UHSRUWHG LQ 7DEOH , Q ¥itiveyY H V

albeit low impact on ROE in three cases. In all the cases the aimlsignificant considering a 10% level of confiden
suggesting not a strong statistical relationship. Starting from left, the first regression, a simple linear regressias Hapigden
YDULDEOH WKH 52( DQG DV LQGHSHRZ&ZHYQKD WDIRULD HBORK OB VWDREGWO XR L
in percentage points) increases of 0.0096. The adjustegu&ed shown at the bottom of the table, however, suggests th
explanatory power of the model is rather limited as it is@qu W R $W WKH RWKHU HQG RI WKH

3 https://www.bis.org/statistics/consstats.tm
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even if considered with all the other variables of the model, has a positive impact on the ROE. More specifically, kébping al

RWKHU YDULDEOH FRQVWDQW KIDDHKW X Q HW HWQRFFIUHDW I R ILFZUHDVH RI1 WK
squared substantially improved considering also the other control variables in the model and is now equal to 29.79%.
6LQFH D EX\EDFN SHUIRUPHG LQ W irunfeRRom@elR:OVR DIIHFW WKH 52( ZH
a a?5 a?5
41 gL WET Ug g EUgl SID=N@psET (ENJET 6EWE Yg
e les \(C]

The panel regression estimates are reported in Table 3

$V VKRZQ LQ WKH WDEOH DE RaridbleMsIsighifidaizt QnlyiK tvb easesDtié |agt two columns of the tabl
considering a 10% level of confidence. More specifically, in both cases the variable in the model considering also mth
variables such as RWA/total assets, markettcepDO DQG FRVW LQFRPH ,Q ERWK FDVHV WKH’
on the ROE is limited and equal to 0.0011 and 0.0010 respectively, holding all the other variables constant. The lofathe

e and
er co
LPS
ues ¢

adjusted Rsquared, shown at the batioof the table, however, suggest that the explanatory power of these models, as comparec

the ones shown in the table above is rather limited. Moreover, the results shown in the model are perfectly consigte
reality. As an example, the variabls :$ WRWDO DVVHWYV™ LV VWURQJO\ VLIJQLILFDQW XV
and has a negative impact on the ROE. This is consistent with the economic literature as an increase of the RWA/{etdaha

nt witl

L QJ

5sets

riskier assets), the hi will have an increase in the capital requirement, a probable deterioration of the quality held in its books a

consequently, a decrease of the ROE.

5. Conclusion
Buybacks, or repurchases of a company's own stock, have become a popular tootdbmzamgement in the banking sec

However, concerns have been raised about the potential risks associated with the use of buybacks, particularly ineeéatige to

management and systemic risk. This paper provides an overview of buyback priactieeking, analyses the implications
buybacks for profitability and shareholder value, and discusses the regulatory framework governing buybacks in banki
buybacks can provide benefits to shareholders, their use has also raised concernsteiimit nisks to financial stability. On
concern is that buybacks can be used as a tool for leverage management, as they can increatedhaitjefitio of a bank. Thi
can make the bank more vulnerable to financial distress in the event of amécalownturn or other adverse event. In addit
buybacks can reduce the amount of capital available for other purposes, such as investments or acquisitions, which
bank's ability to respond to changing market conditions.

can |

Buybacks can providbenefits to shareholders by increasing earnings per share (EPS) and signalling confidence to the market

reducing the number of outstanding shares, buybacks can increase the value of each remaining share, which c
shareholder value. In additiphuybacks can signal to the market that the bank believes its shares are undervalued, which
in an increase in the stock price.

The regulatory framework governing buybacks in banking varies by country and region. In the United States, thRd3miee
has established guidelines for buybacks, including stestig requirements and limitations on the amount of capital that ¢
returned to shareholders. In addition, the Basel Il regulatory framework includes provisions related to tiheyisacks in capitd
management. The guidelines require banks to maintain a minimum level of capital and to consider the impact of buybéac
capital position.

There are several reasons why a bank may choose to engage in a buyback. One priomaiy teascrease shareholder value
reducing the number of shares outstanding. By doing so, the bank can increase its earnings per share and returr
Additionally, by reducing the number of shares, the bank can also increase the market dentarsthdres, leading to an incre
in the share price.
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Another reason why a bank may engage in a buyback is to return excess capital to shareholders. When a bank generétis
than it requires for its operations, it may choose to distributeexicess capital to its shareholders in the form of divideng
buybacks. This is a common practice used by banks to manage their capital structure and optimize their return on equity.

In addition to shareholder value and capital management, buybackiscdreaised to fend off hostile takeovers. In the event]

more
S or

of a

hostile takeover attempt, a bank may engage in a buyback to increase the price of its shares and deter potential yacquire

increasing the share price, the bank can make it more expensthie fquirer to purchase a controlling stake in the bank.

It is important to note that buybacks are not without risks. One potential risk is that the bank may overpay for itseawie sthizag
to a decrease in shareholder value. Additionally, the bankrethice its cash reserves by engaging in a buyback, which could
it vulnerable to unexpected market shocks or economic downturns.

In conclusion, buybacks are a common practice used by banks to manage their capital structure, increase sharehatukfera
off hostile takeovers. While there are risks associated with buybacks, when executed properly, they can be an effémti
optimizing a bank's return on equity and capital structure.

This paper aimed at testing the signalling hypothesented in the economic literature by analysing the potential impact of
EX\EDFN RQ EDQNVY SHUIRUPDQFH DV PHDVXUHG E\ WKH UHWXUQ RQ
UHODWLRQVKLS EHWZHHQ V K Dun-bnEeduity. etk siudiesS covld lvérdye onthis dhalysis and meas

leave

|
ve to

share
HT X
ure tf

impact of share buybacks on the performance of firms other than banks. The results of this analysis could also bedurtiyer tes

enlarging the sample of banks consideredyolebgthening the observation period.
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