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EXECUTIVE SUMMARY

The paper investigates the impact of the imposition of a minimum buyback requirement on

open market repurchases (OMRs) in India. We extend the signaling model of Oded (2005) by
including a minimum buyback requirement and show that it increases the stock price during the
repurchase period, relative to a no minimum buyback regime. Accordingly, we find that the { |
regulatory change has led to a significant increase in the abnormal stock returns earned around B yr
buyback announcements. Also, insiders increase their purchase of firms’ stock during the
buyback execution period relative to the pre-reform period. These findings are consistent with
a higher information value of OMR announcements in the minimum buyback regime. We
further observe lower market timing through buyback execution, accompanied by a change in
the execution-style, implying a weaker instinct for opportunistic buybacks. Our findings suggest
that the regulatory change has lowered the “cheap-talk” motives associated with the

announcement of open market buybacks.
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RESEARCH RELEVANCE

« Open Market Buybacks are the dominant form of payout but typically have no execution requirement.

e It is shown both theoretically and empirically, that a minimum execution requirement improves an OMR

program's information signalling power.

« However, the signal itself carries a more positive discount rate news rather than a positive cashflow
news.

o In other words, the mix of firms shifts towards those employing Open Market Buybacks as a cash

distribution tool.
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