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Abstract - A potential presence of managerial learning hypothesis (MLH) in market timing of share repurchases is 
addressed by finance literature in conjunction with some growing empirical evidences of MLH’s presence to some corporate 
finance decision. Despite numerous past researches focusing solely the managerial market timing, the researchers contend 
that the success of managerial market-timing in share repurchases would beattributed to the effect of private information 
conveyed in stock price (stock price informativeness).Research finding found evidence that managers learn private 
information from stock price to buy back their shares with more discount. Stock price informationess could be the tool for 
managers to improve their market timing skill to take advantage of stock market. The contributions of this research paper are 
to: identify research gaps in repurchase study; discuss effect of stock price informativeness on firm stock repurchase 
decision; and provide empirical finding to justify the presence of MLH.  
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I. INTRODUCTION 
 
A stock repurchase is beneficial to shareholders as 
firm’s earning distributed by fewer shares to 
shareholders as if owning a bigger stake of ownership 
in a firm without having to buy more stock. Although 
earnings per share does not increase in lockstep with 
share prices, they are closely related, which has 
helped to sustain the stock market rally going even in 
a slow-growth environment. As can be observed in 
United States companies which pick up their own 
shares at bargain prices in the past few years. 
Throughout 2013, 431 of the 500 companies in 
Standard & Poor's 500-stock index have repurchased 
their own shares, retiring $448 billion in equity 
(Kristof, 2014). Such buyback spree has rewarded 
shareholders both directly and indirectly. There was 
increasing stock buyback after the U.S. subprime 
mortgage crisis since 2009 and have been shown mild 
decline or perhaps stabilize in 2016 (Birstingl, 2016). 
 
Since the past few decade, research work has been 
devoting to observe and examine post-repurchase 
performance, reaction or response of stock price as 
well as stock price behavior after the firm stock 
repurchase. Based on repurchase literature and 
empirical evidence, the presence of market-timing 
theory is evidenced in some research findings 
(Brockman & Chung, 2001; Konan Chan, Ikenberry, 
& Lee, 2007; Dittmar & Field, 2015; Yook, 2010), 
nevertheless it is still controversial on the presence of 
market-timing skills on repurchase as no such 
evidence found in some empirical research 
(Ginglinger & Hamon, 2007).  
 
Though insider possessing more information than 
outsider that being well-accepted in finance literature, 
another growing strand of literature assert that 

outsiders possess information that manager do not 
and manager learn that information (Chen, Goldstein, 
& Jiang, 2007; Durnev, Morck, & Yeung, 2004; Dye 
& Sridhar, 2002; Foucault & Fresard, 2012; Fresard, 
2012; Luo, 2005). The information mechanism 
underlying managerial learning derives from the well-
established idea that diverse pieces of information 
aggregated and transmitted into stock prices via the 
trading activities of a myriad of different investors 
and speculators (Fresard, 2012). The usefulness of 
information content of stock price and the managerial 
learning hypothesis (MLH) have become an 
intriguing research areas and start to draw research 
attention. In fact, a recent strand of empirical 
evidence supports MLH that indicate manager learn 
information from stock price when making 
investment decision (Ben-Nasr & Alshwer, 2016; 
Chen et al., 2007) and corporate finance decision 
(Kalok Chan & Chan, 2014; De Cesari & Huang-
Meier, 2015). Luo, (2005) opined that the presence of 
MLH is not only applied in merging and acquisition 
but also other corporate finance decision such as 
stock repurchase, stock issuance, corporate strategy 
change and the appointment of top managers. Based 
on that reasoning, it leads the researchers to suspect 
that success of managerial market-timing in 
repurchase could be associated with information 
learned from the stock price.  
 
Despite substantial research effort devoted on finding 
evidence for the presence of market-timing ability, it 
is hard to determine whether managers can time 
repurchase in the market as most past empirical 
researches rely on long-run returns after repurchases 
announcement event (Barclay & Smith, 1988; Franz, 
Rao, & Tripathy, 1995; Manconi, Peyer, & 
Vermaelen, 2014; McNally & Smith, 2007; Miller & 
McConnell, 1995; Wiggins, 1994). Likewise, stock 
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performance following the firm’s repurchase 
announcement is adopted in Malaysia studies 
(Albaity & Said, 2016; Chong, Annuar, & 
Zariyawati, 2015; Wong, Lim, & Chong, 2011). The 
drawbacks of using repurchases announcements are: 
it does not commit firm to actually buying back its 
shares, mostly repurchases program are not 
completed, and many are not even initiated 
(Bhattacharya & Jacobsen, 2015; Chang, Lin, Mishra, 
& Shankar, 2013; De Cesari, Espenlaub, Khurshed, & 
Simkovic, 2012; Haw, Ho, Hu, & Zhang, 2013; Sun, 
Yung, & Rahman, 2014). Research findings of using 
repurchases announcement have been criticized by 
Chang, Lin, Mishra, & Shankar, (2013), De Cesari et 
al. (2012), Haw et al. (2013), Bhattacharya & 
Jacobsen (2015) and Leng & Noronha, (2013) on the 
precision of managerial market-timing on buybacks 
because many firms announce but never actually 
repurchase stock. 
 
II. RESEARCH CONTRIBUTION 
 
A question whether of how the private information 
content of stock price (in other words, stock price 
informativeness) would affect managerial market-
timing of repurchase has never been studied thus far. 
This paper intends to review how stock price 
informativeness (SPI) affect corporate finance 
decision and examinethe potential effect of SPI on 
stock repurchase. To the best of our knowledge, this 
paper is the first to discuss and investigate the 
relationship between SPI and firm stock 
repurchase.The contribution of this paper is threefold. 
Firstly, itdocumentsaninsight on how manager exploit 
the private information they learn from the stock 
market when decide on repurchase, this paper 
expands to the growing literature on MLH. Secondly, 
the informational role played by stock price on firm 
stock repurchases, this paper helps to bridge this gap 
theoretically and empirically. Thirdly, this study 
employs actual repurchase data and repurchase cost 
saving measure would precisely gauge market timing 
effect on firm’s share repurchases. This research 
would discover a new knowledge and provide 
empirical evidence. The research findinglays a 
foundation for the presence of MLH in share 
repurchases to facilitate future research.Empirical 
evidenceof this study is very crucial to managers and 
practitioners as it will have a great implication on the 
enhancement of managerial market-timing skill in 
their stock repurchase using informational content of 
stock price. 
 
III. MANAGERIAL LEARNING HYPOTHESIS 
(MLH) 
 
An important channel for manager obtaining novel 
information on their firm is based on the observation 
of the level and dynamics of the firm's valuation on 
secondary financial markets (Bond, Edmans, & 

Goldstein, 2012). The MLH suggests that managers 
can learn new private information from their stock 
prices that helps improving their decisions efficiency 
(Ben-Nasr & Alshwer, 2016; Kalok Chan & Chan, 
2014; Q. Chen et al., 2007; Fresard, 2012; Hayek, 
1945), hence increases the value of the firm. In fact, 
managers use all available information, which 
contains their own private information and investors' 
private information capitalized in stock price, to 
decide level of investment that maximizes the 
expected value of their firms (Foucault & Frésard, 
2012). 
 
IV. STOCK PRICE INFORMATIVENESS (SPI) 
 
Stock returns fundamentally reflect to new market-
level and firm-level information capitalized into stock 
prices. French & Roll (1986) & Roll (1988) suggest 
that a significant portion of stock return variation is 
not attributable to general market and industry 
movements and suggests that these residual 
movements represent the impounding of firm-specific 
information into prices. A process of incorporating 
information into stock price is continuous from time 
to time. Roll (1988) shows firm-specific variation is 
largely unrelated with public announcement but due 
to trading by investors with private information. The 
more firm-specific information impounded into the 
firm’s stock price, the higher firm-specific variation 
of stock price due to lower correlation between stock 
returns and market returns, thereby indicating higher 
level of stock price informativeness (SPI), in other 
words lower stock price synchronicity. If the more 
reflective of stock price to firm-specific information 
firm’s stock price will have less synchronous 
movements (high level of SPI). SPI or stock return 
non-synchronicity is commonly referred to the 
amount of firm-specific information impounded in 
stock prices, supported by considerable empirical 
researches in finance (Bai, Hu, Liu, & Zhu, 2017; 
Ben-Nasr & Alshwer, 2016; Kalok Chan & Chan, 
2014; Crawford, Roulstone, & So, 2012; De Cesari & 
Huang-Meier, 2015; Ferreira, Ferreira, & Raposo, 
2011; Fresard, 2012; Vo, 2017). These studies argue 
that firm specific return variation is a good proxy 
which reasonably measures the rate of private 
information incorporated into prices via trading.  
 
V. ASSOCIATION BETWEEN SPI & 
CORPORATE FINANCE DECISIONS 
 
Some prominent theoretical researches embed MLH 
into their research theoretical framework or model to 
study effect of SPI in different context of corporate 
finance decision making: investment (Dow & Gorton, 
1997; Dow & Rahi, 2003; Foucault & Gehrig, 2008; 
Strobl, 2014), merger and acquisition (Luo, 2005). 
Together with some growing empirical evidences 
support the MLH that managerial decisions reply in 
part on information conveyed in stock prices.  
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With respect to investment decision, Durnev, Morck, 
& Yeung (2004) show that more informative stock 
prices help improving investment efficiency. 
Similarly, Chen, Goldstein, & Jiang (2007) report 
evidence suggesting that SPI is associated with higher 
investment-stock price sensitivity, hence more 
efficient investment.Foucault & Fresard 
(2012)finding, which supports MLH, indicates higher 
investment sensitivity to stock price with its large 
sample of cross listing firms in United States andthey 
address that SPI affect other corporate 
decisions.Nevertheless, Wang, Wu, & Yang(2009) 
found no relationship between SPI and investment 
decision yet they address their finding due 
tosubstantial government ownership in many listed 
firms in China that dampens free trading.In the 
context of M&A, positive impact of SPI found by 
Luo, (2005) though other proxies of gauging SPI 
employed, unlike the literature suggesting firm-
specific stock return variation.Similar finding 
(positive) found in Zhu, Jog, & Otchere (2014), their 
finding indicate that acquirers who are 
informationally disadvantage are likely to take over 
other firm and pay higher premium.  
 
In terms of other corporate finance decision, Fresard 
(2012) shows that higher SPI improves the efficiency 
of corporate cash savings decisions. Chan & Chan 
(2014) study the effect of SPI on seasoned equity 
offering and found negative relation between stock 
return synchronicity and discount of Seasoned Equity 
Offering (SEO). The negative relation is strongest 
when there is no analyst coverage, and it declines as 
analyst coverage increases. With respect to the effect 
of SPI on dividend policy, De Cesari & Huang-Meier 
(2015) adopt firm specific variation as a measure of 
private information and find positive relationship 
between SPI and dividend changes. Their finding 
suggest that managers learn new information from 
stock price when deciding dividend policy. Ben-Nasr 
& Alshwer (2016) find evidence of usefulness of SPI 
on labour investment efficiency. These theoretical 
work and empirical evidences discussed provide us 
some clues or insights on potential formulation of 
association between SPI to repurchase decisions. 
 
VI. ASSOCIATION BETWEEN SPI & SHARE 
REPURCHASES 
 
Relating to the afore-discussed repurchase literature, 
this review paper would like to draw research 
attention on the effect of stock price 
informativenesson market timing of repurchase. The 
researchers contend that information that managers 
already had will move the price as it already affected 
the past repurchase but not affect the current 
repurchase decision. Information that manager do not 
have (in other words, private information from firm’s 
stock price) could affect the current repurchase 

decision. That argument of how timing of information 
affecting corporate decision is similar to the assertion 
by Chen, Goldstein, & Jiang (2007). Based on this 
reasoning, it is suspected that positive relationship 
between repurchase sensitivity to firm’s stock price 
and the amount of private information incorporated 
into the firm’s stock price by speculators would imply 
that the private information in firm’s stock price is 
new and novel to managers and that managers 
observe at the stock price to learn this information 
and adopt it in timing stock repurchase. 
 
Coupled with some reasons that could plausibly 
explain how SPI can affect managerial stock 
repurchase in several ways: Firstly, stock prices 
convey private information that managers do not 
possess such as information about future investment 
and growth opportunities (Dow & Gorton, 1997), 
future demand of the firm's products and services, 
and financing opportunities (Subrahmanyam & 
Titman, 1999), resource allocation (Dye & Sridhar, 
2002), thus all these guides manager in making 
repurchase decision (Luo, 2005). Secondly, more 
informative stock prices are associated with better 
external and/or internal monitoring of managers 
(Ferreira et al., 2011; Holmstrom & Tirole, 1993) and 
lower agency cost (Strobl, 2014), hence mitigate the 
potential overpaid in buyback or avoid unnecessary 
buyback. Third, lower of SPI (lower firm-specific 
variation of stock price) is the outcomes of more 
disclosures, transparency, better governance 
environment and a higher quality of financial 
reporting (Dasgupta, Gan, & Gao, 2010; Farooq & 
Hamouda, 2016; Hutton, Marcus, & Tehranian, 2009; 
Jin & Myers, 2006), which alleviate information 
asymmetries and improve informed trading 
(Fernandes & Ferreira, 2009), hence promote price 
correction from undervaluation and price efficiency. 
As the higher information asymmetry, it strengthens 
the sentiment-driven mispricing effect (Liang, 2016). 
SPI is higher in less informative environment since 
more private information impounded into stock price 
by traders and speculators, thus the researchers argue 
that managers learn private information from the 
stock price to time their stock repurchase. Inspired by 
Luo (2005) on potential presence of MLH in stock 
repurchases and no research been conducted thus far, 
it is intriguing to have deep insight on relating SPI 
and managerial market timing repurchase, it would be 
meaningful for the future empirical research in the 
particular context of stock repurchases. 
 
VII. DATA & METHODOLOGY 
 
Prior to 2004, U.S firms were not mandatory to 
release detailed price and volume data on repurchase 
transactions to public. Unlike past researches using 
data from the announcements of repurchase 
programs, following recent researches employ data 
on actual repurchase transactions(Babenko, 
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Tserlukevich, & Vedrashko, 2012; Ben-Rephael et 
al., 2014; Bonaime et al., 2016; Chen & Lu, 2015; De 
Cesari et al., 2012; Dittmar & Field, 2015; Högholm 
& Högholm, 2017; Jategaonkar, 2013; Obernberger, 
2013; Tong & Bremer, 2016). This research manually 
collects data such as actual repurchase price per share 
and number of repurchase shares from the Bloomberg 
database. All open market share repurchases 
implemented by exchange-listed firms in United 
States and Malaysia are shortlisted by excluding 
listed firms that announcing but not implementing 
open market share repurchases. Selected repurchase 
firms are listed on the New York Stock Exchange. 
 
Following previous repurchase researches, financial 
and utilities companies, foreign companies, exchange 
traded funds, closed-end funds, and REITs (real 
estate investment trusts) are excluded from the 
sample due to volatility of data variables, different 
fundamental and capital structure from that of other 
firms and regulatory factors that affect financial and 
utilities firms (Akyol & Foo, 2013; Albaity & Said, 
2016; Bonaime et al., 2014; Farrell, Unlu, & Yu, 
2014; Hsu & Huang, 2016; Huang, 2015; Ishikawa & 
Takahashi, 2011; Mietzner, 2017). 160 U.S. public 
listed firms are selected from various industries based 
on Industry Classification Benchmark (ICB). To 
ensure data quality, observations with missing data or 
tiny buyback volume are excluded. Lastly, 
complications related to thinly traded and illiquid 
stocks are excluded from the research sample. For 
investigating the effect of SPI on timing of 
repurchase or repurchase cost, cross sectional 
regressions are conducted each year for 5-year dataset 
from 2012 to 2016.  
 
Cross-sectional regression is adopted, that is similar 
application in timing of repurchase to prior empirical 
studies (Akyol & Foo, 2013; Andriosopoulos & 
Lasfer, 2015; De Ridder, 2015; Fu & Huang, 2015; 
Liang, 2016; Louis, Sun, & White, 2010; 
Obernberger, 2014). In line with prior researches 
(Chen & Lu, 2015; Dittmar & Field, 2015), control 
variables such as firm size, free cash flow, firm 
leverage and market to book are included in the 
regression model. Hence, the cross sectional 
regression model is expressed as: 
 

 
 
VIII. MEASURES& PROXIES 
 
(a) Stock Price Informativeness (SPI) 
Firm-specific stock return variation (stock price non-
synchronicity) is commonly adopted by previous 
empirical research to measure private information 
conveyed by stock prices. It is a proxy for SPI to 

study various corporate finance decision: investment 
decision (Bakke & Whited, 2010; Chen et al., 2007; 
Durnev et al., 2004; Foucault & Frésard, 2012; Kau et 
al., 2008; Wang et al., 2009; Wurgler, 2000); merger 
and acquisition (Luo, 2005; Zhu et al., 2014); 
corporate savings decisions (Fresard, 2012); seasoned 
equity offering (Chan & Chan, 2014); dividend policy 
(De Cesari & Huang-Meier, 2015); labour investment 
(Ben-Nasr & Alshwer, 2016). In accordance with the 
previous empirical researches, the firm-specific return 
variation is thus adopted for this research. This 
measure was firstly introduced by Roll (1988), to 
gauge the variation in the stock return that is unable 
to be explained by market and industry returns. For a 
stock i, firm-specific return variation is computed as: 
 

 
 
 (b)Repurchase Cost 
To quantify the market timing ability in cost 
perspective, the total cost of actual repurchases is 
lower than the benchmark cost of the same amount 
repurchased. Following the work of Chen & Lu 
(2015) and Dittmar & Field (2015), both COST and 
COSTW are inverse measures of the cost saving 
achieved by timing repurchases minus one, expressed 
as a percentage: 

 
 
Where RPCOSTij is the actual repurchase dollar 
amount of the jth repurchase announcement of firm, 
REPij represent the actual number of shares 
repurchased, CPijdis the closing price of the dth day 
around repurchase period and is adjusted by stock 
split and stock dividend,Vijd is The trading volume 
of the dth day in the expected repurchase period, andk 
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denotes the number of days around the repurchase 
period 
 
IX. EMPIRICAL FINDINGS 
 
Since repurchase cost saving is the inverse measure, 
negative relationship between SPI and COSTis found 
in most years except in year 2015 as presented in 
table 1. Using the second measure of repurchase cost 
saving (COSTW), similar results are obtained, as 
shown in table 2andenhance robustness of the 
findings. This finding indicates that higher SPI (more 
private information conveyed in the stock price) 
manager would gain more discount from their shares 
buyback.Furthermore, the finding provides evidence 
that managers learn private information conveyed in 
firm’s stock price to time their repurchases share. In 
line with Luo's (2005) advocacy, the findings mostly 
support the presence of MLH in firm stock 
repurchases. 
 
CONCLUSION 

Managers possess market-timing ability in stock 
repurchase which is evidenced by most past empirical 
researches.Due to increasing prominence of MLH in 
finance literature, the researchers relatesinformational 
content of stock priceto managerial market-timing 
repurchase. Based onthe literature and empirical 
evidences found on the effect of between SPIon 
corporate finance decision, they lend some credential 
to the potential effect of SPI on firm’s stock 
repurchase.The research finding found that manager 
learn private information from stock price to time 
stock repurchase.Since this paper is the first to 
discuss and examine relationship between SPI and 
firm stock repurchase, it will serve a useful 
documentation for further insight on usage of private 
information learned from stock price by managers in 
their shares repurchases, and adds on to the growing 
literature on managerial learning. 
Theempiricalfindingimplythat managers can improve 
their market timing skill in shares repurchase by 
learningprivate information conveyed in stock price. 

 
Table 1: Effect of SPI on COST 

 
 

Table 2: Effect of SPI on COSTW 
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