=EANUS

National University
of Singapore

Source: The Business Times, p17
Date: 8 June 2023

Rethinking the purpose of share buybacks

Repurchasing may not impact shareholder returns, but companies’ motivations warrant a second look. BY MAK YUEN TEEN AND TAN Y1 JIE

IN 2022, companies listed on the Singa-
pore Exchange (SGX) spent a three-year
high of about $$1.7 billion on share buy-
backs. Those listed on the Hong Kong Ex-
changes and Clearing Limited (HKEx) also
broke repurchase records in recent years.
Alarge increase in share buybacks was al-
so observed among firms listed on Bursa
Malaysia from 2017 to 2018, although this
has moderated since 2020.

Over in the United States, a 1 per cent
tax on companies purchasing their own
shares from the market was signed into
law by US President Joe Biden in February.

Democratic lawmaker Chuck Schumer
reportedly said: ‘1 hate stock buybacks...
Instead of investing in workers and in
training and research and in equipment,
they don’tdo a thing to make the company
better and they artificially raise the stock
price by just reducing the number of
shares. They are despicable. I'd like to
abolish them”.

Excessive share buybacks, sometimes
funded by debt, have been blamed for re-
cent scandals or bankruptcies in compa-
nies such as Boeing and Bed Bath & Be-
yond.

Rationale

Companies may engage in share buybacks
for various reasons, for instance to signal
that the company's shares are underva-
lued or to fund employee share plans.
They may also be used as an alternative to
dividends to redistribute excess cash to
shareholders, when there is a lack of good
investment opportunities.

In certain countries, companies may re-
turn cash to their shareholders through
share buybacks instead of dividends for
tax reasons. In the US, while share buy-
backs were not directly taxed (before the
recent introduction of the 1 per cent tax on
companies), dividends are taxed twice,
once as corporate income and again as di-
vidends. Contrastingly, dividend distribu-
tions to shareholders are generally not
taxed in Singapore, Malaysia and Hong
Kong,.

Companies doing share buybacks often
cite increasing shareholder value as one of
the main rationales. For example, one SGX-
listed company claims that share buy-
backs are “one of the ways through which
shareholders’ value may be enhanced”.

Share buybacks, however, may also be
used to increase executive remuneration
which is linked to accounting metrics such
as earnings per share (EPS) or return on eq-
uity (ROE); artificially supporta company’s
share price; help managers or major share-
holders avoid margin calls which may be
triggered by declining share prices; or re-
duce the total shares outstanding to en-

The biggest spenders

SGX-listed firms with highest absolute and relative amounts spent on share
buybacks per listing year (with at least three years of listing history)

COMPANY AVERAGE TOTAL COMPANY AVERAGE RELATIVE
AMOUNT SPENT AMOUNT SPENT
PER LISTING PER LISTING YEAR (%
YEAR (SS) OF PREVIOUS FISCAL
YEAR TOTAL ASSETS)
1 OCBC 168,621,135 | Technics Oil and Gas 8.21%
(Delisted Sept 2021)
2 DBS Group 105,121,738 = GCCP Resources 3.33%
3 CapitaLand Inv
(inclusive of buybacks 67,445,593 | Silverlake Axis 2.20%
done by CapitalLand)
4 Wilmar Intl 65,817,126 = Regal International Group 1.94%
5 Keppel Corp 57,531,682 ‘ Soup Holdings 1.59%
6 SIA 53,642,305 | Rex International Holdings 1.35%
7 Global Logistic Prop 48,171,606 = Global Investments 1.33%
(Delisted Jan 2018)
8 UOB 32,155,878 | Osim International 1.20%
(Delisted Aug 2016)
9 Genting S’pore 21,998,708 Pacific Century 1.19%
Regional Developments
10 Noble Group 20,119,830 @ Global Invacom Group 1.16%

(Delisted Dec 2022)

Note: Averages for delisted firms are based on the number of listing years, including
partial listing years, until suspension of share trading before the delisting.
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able major shareholders to more easily
privatise a company.

Spending financial resources on buy-
backs may also cause companies to unde-
rinvest in innovation, skilled workforces,
essential capital expenditures necessary
to sustain long-term growth, and ESG im-
provement projects.

Companies listed on the SGX, Bursa and
HKEx face largely similar regulatory re-
quirements relating to share buybacks.
One difference is that the price limit for
Bursa-listed companies is no more than 15
per cent, rather than 5 per cent, of the
weighted average market price over the
past five market days.

Also, while SGX Regulation has publish-
ed a regulatory column stating inter alia
that share buybacks should be no more
than 30 per cent of daily trading volume,
Bursa and HKEx do not specify a limit
based on daily trading volume.

All three Asian markets require actual
share buybacks to be promptly an-
nounced. In contrast, publicly traded com-
panies in the US are only required to dis-
close daily actual buybacks on a quarterly
or semi-annual basis.

There is no maximum volume or share
price imposed on US companies conduct-
ing share buybacks. Companies can, how-

ever, adopt Rule 10B-18 issued by the Se-
curities and Exchange Commission (SEC), a
safe harbour rule intended to reduce their
potential liability for manipulation of their
share prices when conducting open mar-
ket share buybacks.

The rule states that companies should
only repurchase shares through one bro-
ker on a single day; buybacks should not
constitute the opening transaction or be
made 30 minutes before the close of trad-
ing; buybacks should not exceed 25 per
cent of the average daily trading volume of
their shares within one trading day; and
shares should not be bought back at a
price exceeding the highest independent
bid or the last independent transaction
price, whichever is higher.

Crunching numbers

We conducted a comprehensive study of
share buybacks undertaken by all issuers
listed on SGX, Bursa and HKEx between Jan
1,2010and Dec 31,2022, except real estate
investment trusts, secondary listings,
business trusts, stapled trusts and other
forms of investment trusts, closed-end
funds and exchange-traded funds.

Over this period, the SGX-listed issuers
in our study spent an average of $$1.53
million per calendar year per company on

buybacks, with a maximum amount spent
of 5$500 million.

Bursa-listed companies, the average
was RM1.361 million (5$400,000) per cal-
endar year per company with a maximum
of RM1.45 billion. HKEx-listed companies
spent an average of HK$12.26 million
(5$2.11 million) per year per company,
with a maximum of HK$33.44 billion.

On average, 13.65 per cent of SGX-listed
companies conducted share buybacks at
least once per calendar year; the average
number of buybacks per company was
2.38 per year; and the maximum number
of buybacks conducted by a single compa-
ny in a single year was 197.

This compares with 16.42 per cent of
Bursa-listed companies, an average of 3.35
per year, and a maximum per year of 221;
and 8.41 per cent of HKEx-listed compa-
nies, an average of 1.62 per year, and a
maximum per year of 198.

The table on the left shows the 10 SGX-
listed companies listed for at least three
years between 2010 and 2022 that had the
highest average total amount and highest
average relative amounts spent on buy-
backs per listing year.

In Hong Kong, China Evergrande, the
second-largest Chinese property develop-
er by sales, spent an average of HK$2.66
billion per listing year on buybacks. It was
ranked third based among those with at
least three listing years, and also third
among all companies in the sample. It has
gone into restructuring, and its shares
have been suspended from trading since
March 2022.

Country Garden, Hong Kong’s largest
listed Chinese property developer by
sales, ranked eighth based on those with at
least three listing years and also among all
companies in the sample. It spent an aver-
age of HK$537.76 million per listing year.
Like China Evergrande, its investment rat-
ing was downgraded. However, it has not
defaulted, and its shares remain traded.

We then examined whether companies
in our sample that spent relatively more
on share buybacks increased shareholder
value, based on abnormal returns one
year, two years and three years after the
year of the buybacks. The impact on ROE
and return on assets (ROA) was also ana-
lysed.

For the different models we ran which
controlled for various factors, companies
spending more on buybacks had lower ab-
normal returns across the three markets
one year, two years and three years after
the buyback year, except in two cases.

The relationship is, however, generally
statistically insignificant for all companies
in the three markets and across the three
fiscal years post-buyback, except for a sta-

tistically significant negative relationship
for SGX-listed companies one year post-
buyback in one of our models.

For ROE and ROA, there was a mixture
of positive and negative relationships
across the three markets for different time
periods, but none are statistically signifi-
cant.

Uncertain benefits for shareholders

Overall, our results show that, on average,
there is no relationship between the
amount spent on buybacks and sharehol-
der returns over one-year to three-year pe-
riods following the buybacks for issuers
listed on SGX, Bursa and HKEx. If anything,
shareholder returns tend to decline on av-
erage.

However, our findings do not rule out
the possibility that share buybacks may be
beneficial or serve a useful purpose for
some companies. For example, OCBC was
the SGX-listed company which spent the
most on share buybacks from 2010 to
2022 -55$2.192 billion in total.

Going as far back as 2008, all shares is-
sued under the lender’s share option
scheme, deferred share plan and em-
ployee share purchase plan were from
treasury shares from share buybacks, ex-
cept for less than 7.5 million new shares
issued for its share option scheme and de-
ferred share plan in 2021.

Under its employee share purchase
plan, which has been in operation since
2004, any employee who is at least 21
years old and has joined for at least six
months is eligible to use part of their pay
to participate in this plan.

OCBC’s share buyback programme
goes hand-in-hand with its aim of broad-
based employee share ownership, which
can improve employee engagement — part
of the “social” aspect of ESG. According to
the lender's latest annual report, 6,872
employees had enrolled to participate un-
der the 17th offering of this plan. In addi-
tion, OCBC did not experience any nega-
tive abnormal returns one to three years
post-buyback across 2010 to 2022.

Arecent Financial Timesarticle said that
share buybacks deserve less hate but more
scrutiny. While there is not much hate in
the Asia-Pacific region, we agree that there
should be more scrutiny of the motiva-
tions for share buybacks.
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