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7147141 € iﬂéﬂoﬂ i Ziﬂiﬂ*é, FAdTEF7HE, Ao 7191

A, AR 71813 71, diM A 7 Sol Qlth Bhattacharya(1979), Miller and
Rock(1985), Vermaelen(1984), Persons(1994), Brennan and Thakor(1990), Oded(2005)
T2 B 71978 AR 255 9N FAREAA ALty g FEe
2 QA E ARtk ARAS M-S TS ol s AEAS THd R g
Jensen(1986), Nohel and Tarhan(1998), Jagannathan et al.(2003), Grullon and Michaely
(2004) & BAA7E vl AR = Qe doldusE s Fol7] 9 Fdow
X]'/‘]'THHO]Q‘ gk atqink 71gdol AL
B RYFA 7he S APl AaE
9 AA73) 7} HAaste] Qo] A

—1N
E

L dAdFEES Zo]7] 93 Fuo %

AFEIS)S & 7S A o] W Bagnoli et al.(1989), Denis(1990), Bagwell (1991) 52 4

WA 71915 Bolar] §18 Frrom AAFEu L ST F19e% Wol )
e

A& FASAY Fried(2001)= 4 gAbE0l AH4 o) Felr] fiato] AAbFvlele
e
[*)

2

AR7F A5 A% 7(4‘;‘6}5}% B 71359 7Mde Fetlth Dittmar
(2000), Opler and Titman(1993) &< 2 F-xH] &l =dslr] 913 Fom Japs
s o] F= Atk= Eﬂ‘ﬂﬂﬂ 7WE skt mebd Ao FajuEol
HA FApgR e g, 7192 AAAFeigs o ol & Aojgtal o dE &
Att.

A o] E el Baf A= Vermaelen(1981), Bartov(1991), Stephens and Weisbach
(199) 5 F&2 AahAFolA &) AT YA T ES Baskel o, Ikenberry
et al.(1995, 20002 &7HA18E &3 AASI) 719le] F7183E 4% 23 7HA
Foll tigk ()] A4 HE Bttt

ARG el B FUNATFRE G - o] S3L(1996, 2001), AW - A - o)
£(2002), A F2003), WRZ(2004), FHA(2005), W E - ERILQ006) 52 AT
AT AALF - 0] 80 (1996) = A Y AFAFEHE AR f84S B4
shodar, AlRlA - A7 - o] 4-8(2002), AA37H2003) 52 AAEIS) 71]de] A
& wA s W5 (2004) = T4 o ARt of B9k #AIgle]l AT ]ol ek &9
3l % S

ARANZES A ded 7FeAds 246, MAE - R1(2006)= Fried(2001)
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S stk 18la AFAR005)S FASHY 719 A
Fob QA F7F B Frbevhar shdh
Ao AgATE vgo® gt AFYg ] FU1E AW
= sk 7Fd oA Jensen(1986) ©]F ®2 gxEo] A ALY #h
2 o] Aol Bet ARANTIELE ol A
|3(1996), AFA2005) Sl of& HFAENL, Fried(2001)e] 7 G2+
& WRE2004), BHS - ZR(2006) Foll o HAHNL, Joid
7o B AAL ofF gleE A 2ok wEb B Ao A= Jensen(1986), Nohel
and Tarhan(1998), Jagannathan et al.(2003), Grullon and Michaely(2004) &< WH &

& AHgste] Pol@FAbel FHEVARAAE 489 5 YeoE Adetn @

o AgAk 71859 71
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woQpe] pAe e 2ok Al 14 AR ool Al MgelAE Al o
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we) 719 oA fth, RAXNEN AFRA e, AAH 989 ARu)g ol
& e ARSI, SO ash ARG Padl U Aguree B 1
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A VAL AED BRol AT AR FF ATHEE A
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I. A3+

AL d o] Fle] wEE TpEE ofy] ZEAZE AA AT tEA D M Felle
71947k 9] A 7kell B3 ARASIHE, JoAdTEE7HE, A 7IdR1s ol 7t
A At 713159 JHA, WM el A 7HE Fol sl oles & ol AAE] Ad B
A gk

Bhattacharya(1979), Miller and Rock(1985), Vermaelen(1984), Persons(1994), Brennan
and Thakor(1990), Oded(2005) < 4@A7F 7147k AB7F A5 s 959 F2b
Ao A AEatr] A3 FHor AT YdE /\}ﬁﬁ}ﬂr—t— BRAS TS Fkd
th. Oded(2000)= HItHE A E Aol A Xqi-rﬁoﬂ = 7% ﬂx}7} AALFE S 58l
71977 A rbE o] v Al E

FAARE] AR 2 7 G AA Sl
T5 AL Asdd gk Aol Frlekar, 71 AR Rl A B ¢kskE

o

AT F339 . Brennan and Thakor(1990)& % (+)2] AANFEW A F A= E 0]
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AskE AL ARANHAAFAP T AR ANFA R F-o] o] &
Y7} BAE 7] wjEolgl &¢dtd. 12 3L Bhattacharya and Dittmar(2003)= #3 7}
d 297Ide] AFIYE FAISHH A JEAQ #AE EA Hol FHHe A
SAgEo] WAt skl
o]yt ArAT 73 2] Jensen(1986), Nohel and Tarhan(1998), Jagannathan
.(2003), Grullon and Michaely(2004) 52 dGA7F vlgol A& = = Jod
FEES =0|7] Y3 o R AAFEHPS b AT Jensen(1986)S o H
SE5E Mo AEdorA Ao A RYFAE AR et
7] wEoll diglQln]go] A stial it Nohel and Tarhan(1998)2 714 ¢] A%
A A7lel mdeld A8 gasteR JodFsegs AMFdoR

T AJvkal skt 1813 Grullon and Michaely
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Fried(2001)& 7 x}%OI AW Ol ol Hat7] st AAFuigs Fal AH7
TE A Atk AR 71359 7M. FESith Dittmar(2000), Opler
and Titman(1993) &< 4 FAu]&dd £23}7] 93t FHoR ALY o] &
At 1A AAe] FAugo] A FAfu]

| & 7}4\013}3 o ’4e 4= 2dth Bens
|#e)7td & FE9 5, 7199 EPS7E A A $-ol A9l
A2aA7IH EPS7F S7betthar shSith Kahle(2002)2 F4 U E°]

LR GRS WA WA el ol E s, oleld 4
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ol A S ol BabE ARG Sl

of el A v wpepgro] AatFul el el w2 oY ZEX7E A EH
o & AT deldasasidel xS W A k. 2w Jolduss
7Rl A= dEl]l BA7F QA EARTa HerR? v1de] 4ATE Ad A%
ol2d, 447157k Ak ek Berk et al(199)% 474718)7F #Aastd 71E 2
Aol G857 moA R R, V]l f1ge] ghastar, To whel AEu] 8 g

= H“
© ANFAYE B AT BA UG B A 25 Q4B 59

A Y 7S = 713 FAE EAS ZHET) Penman(1983), DeAngelo
et al.(1996), Benartzi et al.(1997) 52 Aol 7193 id57t 7192 25 9
Aol SIVeHA] ALY W2 FA3ckal 819t Boehme and Sorescu(2002), Grullon
et al.(2002) &< AAFFS) 7193 g7 719S B 913 AHEego] A
thal SHeih

Asquith and Mullins(1983), Kalay and Loewenstein(1986) &< @57}kl tf3h A]

Ake-o k(+)o 2 yehdoin d9th 23y Charest(1978), Benartzi et al.(1997),
Boehme and Sorescu(2002) 5-& #i@57tol| gk Alguh-go] E¢-datAl vebdoar
at3lem, Tkenberry et al.(1995, 2000)2 Wi3<57F 719%= AAbriS) 7193} 2ol &
1A 08 ()] FIHHES vERdT L sgith olelg A= A S
7kl E717F o= A% ARG om gkt

AL} 719 o] 5L FA MG 713 fAbskA T v gEE 7Rt
3lA = %) Vermaelen(1984), Dann et al.(1991) 58 A3 /Huj42 A A 3}
Eet EPS7E frejH o w2 Frbekttal Skt Dann et al.(1991), Hertzel and Jain(1991)
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52 FABMNE Fol AAH 98 BT Stk 121 Denis and Kadlec(1994)
o o

HlEA A AR Aok 7

& 2 A3 kst shdh

Ikenberry et al.(1995, 2000), Grullon and Michaely(2004) 5 A & A7)
F7h= mlee] 3 F)el #AZE Aar, viHe] fF B AR g S(0)e] #
AZE Aok skdnh whebd AaEeid) 719 e Frke fd AHREEe] WskE A
Aoz ghggitiar & 4= Qlvh olg|dt Ayt AAFuid] 7193 wigErt 7193t
o] A S F7H o ® SlFete 5717F €k Charest(1978), Benartzi et al.(1997) &
< WFS7t 7199 Frhe HH%%7 Foll Ao w st s, ole ¢
Feo] el o FEAoR Ayent webx ZaFuls) g3 wigEt 7199
F7he BT 93 7ol Ui}% AHEH]g-o] HAE wkgdittal & S Qlnt

U o] AgAFollAs FEAHORE A7t & ARG 7HS AA 8= S
AT ¢4 - A181(1996), A - o] &1 (199%6) T ARt wE FRA
SIS FEHeR AAstE S/AE AL, A - 0] 8w(200D)E HEAWY
Hl & AGEEE el frefgh F(+)e BAVE S-S HAsta, ol& AB7F 7Hde A
A AR AT 1Ev AE w1997 AR 7H s AR EE %ﬂ% A
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(2003) &= A 7199 9] A7 E B4 skt MRS (2004)= 719l ﬁhj:
NN SR HA M FA 9 AFTE ook wARle]l At olEk 59 A
HASE AF] ALd 7hsx il FER(2006)= AB7F F719]
A4 719) FolA 4B Fried(2001)7F 788 4 9AF 718159 7hd e} A
dh= diFFe] wim=aerh ARt kgl - & AAF]) S A
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3l A o 2 A Grossman and Hart(1982), Easterbrook(1984), Jensen(1986) & 7
AL AT 7 AE JAdEEES HAAF BN F(0)Y] FFF ZEAE
gt FYFEAE JAT F Advkar eFHrh Nohel and Tarhan(1998), Grullon and
Michaely(2004) 5% Jensen(1986)2] YAAFTFEE7HdS A AstaL ) o] 7ol A
= A7) Fae o TARE AL e 7Yl dAdvEES ol &% HAFA
o] 7bsAE Adstr] fal A s ghoha 2ok

7

wpeb] A2 719do] AATIA AETR dolzke oA YEeE 3

el 54olth, 71gde] 44710l A& Bl FANSH Y9 2@} ZRAEE
B3 SR Fhe, FAASE F/hRRA Jel@TFEEe davd ae 7]
ol /1A H%/12 dolrbe FUNE gas] Aget o] BA 51, F
AAEE s, JolAFsE] A F7H8HT) Berk et al(1999) 44713)7} 2
asts 4477k 99, 199 AAH APE gadtn s,

NS A8k A AAA ABE Faskn FAYE Fadeh w3 A
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32 A3 Qe B, AGA YolBF SRR £ W/ T AEd FYT
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i
O 23, 548, 1y 5 T84T 2o S48 TEolA Afdi)

@ ZF 7192 ARy FAEE %o KIS Value [0 S350 9lojof 3},

® F KIS Value oA ©]-&& & glojof gt}

@ AAFu g v g 7re] & & ¥ confounding effects) S ¥]38}7] 98, AAF Y
7192 A&l gtt,

© A S} wg }94 Eﬂiﬂiﬂg— 3] {8, A A S e

D FAFAQEL BAF A1De AFa, g dre] og W ANERYE T
A

= = O] 1] 8- (0
@ = | meas |weiece| VIS car i;; : HH;;%/;)
1994 26 1361 130,513 191 2.18 247
1995 15 7.85 40,478 2.93 3.17 3.40
1996 32 16.75 72,629 3.53 3.89 3.45
1998 19 9.9 93,394 448 4.60 431
1999 23 12.04 96,252 1.50 347 3.30
2000 29 15.18 162,978 547 5.93 470
2001 5 262 77,635 8.52 11.41 2.20
2002 16 8.38 83,667 3.85 448 3.45
2003 18 9.42 124,869 3.00 3.92 3.76
2004 4 2.09 55,691 5.36 12.08 497
2005 4 2.09 361,124 -0.67 2.16 151
A A 191 100.00 1,529,150 347 5.26 3.45

1) Ikenberry et al.(1995)& 19873 £#) Wuo] o] @o 7

2
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AdEe] FrEEsE S8 AT 9S AA
vl A A A7 u} grt B AfoAE IMF 89719 9 %?M
A% A

slgdom g 19873 487)E E%
QS A F7HEAE o, 7Ur°ﬂ“ o A

&l 1997 0] AALFv
o7} gigitt.

AAFOY R BANES B ARALH ANFAE, SATANG 5 o83 vl Yo
U, A% - o] $1(200D)0] wEE o) v AElE e 057%2 Al 252%0] Hlse] A
g8 W] wEel B ATAE ARude dud 796 gt B
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@ AAFRY) 717 Eot AR H]8(%)S Aok Btk wrd AASFuiY] S
SAIE Ag-olE (RAFEIAR)/(FHFFA )2 AAFY B8(%)S FEkh
o|A+e] 7)1ES Agate], 19944 59 1Y9RE 2005 12€9 31¥71A] 1917 FE7])Y

<E 12 Z2EVIG digk 712 FAES YEbdth 227195 IMF 589171 ©

o wolx o AALFEWSFA uldt Al ul
S(CAR | )2 347%= Yl ol w9 11d Fete] Bt 2AFu i) &
6.6%5 T Yot AAE - o] & (2001)2] Al A yEhdt 252% 8T =L, AlRIA -
H(2002)¢] AellA] bt 3.30%9F Hlszsith 1e]an BRG] AHAb

247 - o]
ol QU] &e W 5260%F ek

v. 714 7HAA

L ARG R

2Ll Qi o] wiEfe] Fel Ao T A} T, FA] Fof FelAdo] A oo gt
E Ao = Barber and Lyon(1996)3} Lie(2001)9] ®Hwo| wlzgl $JA4 A =2 A
ROA (return on assets)E 2} (1)} #o] 3t}

EBITDA
(Book Value, + Book Valuet,l)/Z

ROA=

2] (1)o|A4] EBITDA: o)A}, HelA 2 Z712H] FA414 o] (earnings before in-
terest, tax and depreciation)s &3, Book Value, v AFAFe] 7% AH-74A & e
Wil Book Value, = 718 AH7HES WY EBITDA= 7473°] % (income before
extraordinary items)¥} @] o|AA T FEFS WA @ SdEoly WM I
o] & x| Feth

)3 732 A4 (robustness test)] ZFoll A, ROCAA(return on cash-adjusted
assets), ROS(return on sales), CFROA(cash—flow return on assets)?} #& A
LS A (2)~2 @9} Zo] F7I2 T3t} Barber and Lyon(1996)2 o] 213k 2 =7}
ROASH #AH FAE FEHos ®Hebs] Frhal stk
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ROCAA= EBITDA, (2)
- (CAA,+ CAA, )2
EBITDA,
ROS= (3)

(Sale, + Sale,_,)/2

Operating Cash flow,

( Book Value,+ Book Value,_,)/2 @

CFROA=

2 el cAAe (FALE-AF 2 AR )Y ARV R 6k, c44,
2 dax2A A Hcash-adjusted assets)2] 71x FH7HAE YERN L, 44,5 7' 3
F7MAE GERAT 2 )l A Sale, 2 7% WE NS YERN L, Sale, = 71 vEC
S yeRdT A (4ol A Operating Cashflows Barber and Lyon(1996)2] ol whz}
[EBITDA + (&0l 574 + A LA A + A H ol 557t + 7B A 7 + 7] Bk
A )R e

AAEE ) 71 o] AR A diE] AR 5 s B4 6] flEll, A WskE T
stt}, Barber and Lyon(1996)2 <4314 &3t 9 A4S B3 oo ¥ RY
WSt e7E G eolekal &9

2 AFNA edsA] Be A Wk (R 74 Wt - A7)
wshz ZA3) aE)a BA7192 Lie(2001)2] Wyl weh, @ 287
el &3 71 FellA, @ year (O FAA FEol RV
120% Wl o7k, @) year_, AHE year_ 7441 =94 W37t &
3 Wste] 80~120% Wl E7H, @ year ] M/B
€9 80~120% ol Eo7h= Vo AAd 1

f
O

1=

® EEans 93] 9
A FolA EAVIES A
gtk Lie(200D)e ©)9F 22 =4 WiAvta 45 o] &3 AAFA ol & Wl
Auta Rt o ZAsitial shgik

i 2>F AR 7199 oA WstE JERdh WA AROAE B, FA
Aol fFofstA B FHHO s Holthl FA Fole 5% FFolA FoA3 +(-)
o] & Btk AROCAA, AROS, ACFROA®| 7ol FA Mol frolahA] e
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2hA A )71
BRAoZ A F}

R HE RS

o Foge ANFY Fol BAZIARG Ak
) EERY

<E 2> AAFOY M - & ol HEt

o‘j Ly
0] W3 -2 to -1 -1to 0 0to1l 1to 2 2t 3
o = | 00006 0.0016 -0.0047 -0.0020” -0.0035™
arod | (1.314) (1.208) (-1.475) (-2.323) (-2.075)
RS 139 139 139 139 139
o = | 00006 0.0011 -0.0053" 00041 | -0.0034"
arocad (1.218) (0.906) (-1.724) (-2.629) (-2.033)
B 146 146 146 146 146
o = | 00002 0.0015 -0.0048° ~0.0030" -0.0047
aros |~ ° 0.177) (1.310) (-1.688) (-1.992) (-1.488)
B 150 150 150 150 150
o o | 00011 0.0011 -0.0055" -0.0023" -0.0014
acrrod| (2.374) (0.998) (-1.734) (-1.709) (-0.755)
HHSF 137 137 137 137 137
F) O 3k deh®, 7T B A7 10%, 5%, 1% FEolA el Ehs vEhd,

2. AT BAAET DR P2

Grossman and Hart(1982), Easterbrook(1984), Jensen(1986) 58 ApAFul ol w3t

F(1)e) NS Yl AFEEALE AYSAT. 5, AP E Yl AFEE
ST b5t BAE e G2 FaA, ol @ Aut AEYe 5
) Aol AR whebd] AGFR e A19ge] e Agel wak Fust ohe

I
AdFEF FIFA 7HedE EdeEM dddues 29 &

32
i
rir
o
f
il
R

Aol Agdeh. g wa, AGAE] AYTA folo] B YA A §
o] WAY 247} Bomz AL Fol JolAFEES A2 5, YolAF
SHE FIRAN 47187 Faste 719 RS B Yl ATEES A
Fsped, olel3 g XW"HH f,zoﬂ A4 %3} %%H%ﬂ 2% adt
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Abol 719} 1% AR/ HE FAsth o o et Re A E W)
(AINVESTMENTS)= (FE7]9 Ex A% W3} - FE7) el
year_,'AHE year_ Q7M. AAFEG7IG e FAAE
FAAE WshR S48, et X du Ll (
B ¥Ws - 22797 598 el £33, year_, AFH year_ A7FA] ARALH]

J719 e FAFRH Hst] b 2HE B4 TS AshE A3}

A=
2 on -2 to -1 -1to0 0to3
o -0.1000"* -0.1152" -0.0297
AINVESTMENTS | (-6.861) (=5.249) (-1.320)
FEF 164 164 164
2 ~0.0056 ~0.0051" ~0.0052"
ACASH ° (-2.623) (-2.197) (-1.834)
FEF 147 147 147
) (O)F g2 R, ) T = 22 10%, 5%, 1% oA o8k UEh,

<GE 32 ARRF YT e BAAEY @5 RS WskE JERATE WA AINVES
TMENTSE A Y] A 2315 0d7H4] wid 1% FolA 23 4AE o
i, S 5 3d7HA] Trglé}ﬂ 2o 72 YERT AAFQ] A o] Aol

XW%Ol Hashs AL 7 1%«1 l§l7} skl s AR e 9
l':‘

O

°E‘°* W- <E 3>olAE AAETY F 1 ool FAAZo] 1% 7oA
A Aastgod, B4 olFole Felshd @A Aadhs
Grullon and Michaely(2004)9] A-7+ZA 3} e} FAFSHARE FA] o];‘,f_oﬂ EAA)Zo] 405

A astA &= ol i A7 sido]l adnkd 7] 7187 A
st du AR fAadu webd AcAsH= A A1 2d AdRE 0d7HA
1~5% oM ol fas vehle, $A] F 3d7b4] 10% oA o3 2ha
3) & A= ofell ti3t ket sjo]

|
o
=

QAT a4fo] otk MAEQ000)] A7} o], $elite} 719l AT
9 F7)E AW FA 0] SA el e
o

A Aoz wrhs 48 nelshd, AT A Fol B2
A2eA e FE QUkR AzEch £ AATUY FA Tl AT R Q8 dTn
k) AN 71717F oS 5 drta Azbsio)
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B padive 7P 27F REH e Axdna & 5 gl
3. AAEII A A ARG

(1) A8 &4

7198 7187 sk 919 s tEo] ARdH R R fgAadith 5
7b 7147 Aol A sk H ol sk 71de] i Aadth 7o 919l
sk AEn]go] sk, AR g0 e VYRS ST

7199 93 A= Sharpe(1964)2] AR & (market model)® Fama and French
(1993)2] 38.%1 2¥(3-factor model)S ©]-&3te] AAA g9 A= FHE 5 3

l—\:lu

oh AU HALE (B e, AT S A - Sael ¢ —360RE (4362
7HA T30 Eete] A o E ARE ARREe] 4 (6) R A (D 22 ARG S
AR 5 e,
Ritint Q; +aAzD +ﬁ( mt th)+ﬁAL ( mt th)+et (6)
R th = +aAzD +ﬂ( mt th)+ﬂAL ( mt th) <7)

+ 8, SMB, + s 5, D,SMB, + h, HML, + h 5, D,HML, +e,

R,, = t¥e] =5 9 FoF

SMB, = t 49 2¥gF LTEZL ¥ FEI}
g7 TEZEQ 9 Fd g7 Aol

HML, = t9¢ 3 B/M FAILEZF S 94 +£J&57

D, = A 3t = )= 1

A< t)ol= 09 ghs Hojshs g
By sy by = AARFEIY A 39 FeE A 9 WEHS
Bap Sap hay = AAFTUIY T i 20 A wElA o] W)
o = Ay A e 9 n g E

oy = AAFY F i FA DE n e Eel W
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The Tests of Free Cash Flows
Hypothesis about Stock Repurchase

Min-Shik Shin* - Jung-Suk Lee™*

abstract

In this paper, we test empirically free cash flows hypothesis about stock repurchase. The
main results of this study can be summarized as follows.

First, repurchasing firms do not experience a growth in profitability relative to their peer
firms.

Second, repurchasing firms experience a contraction in their investment opportunity, and so
capital expenditures and cash reserves decline after the repurchase.

Third, repurchasing firms experience a decline in systematic risk and investments and in
their cost of capital.

Fourth, the reduction in profitability and cost of capital are sources of the positive market
reaction to the repurchase announcement. And the market reaction to stock repurchase
announcements is stronger among those firms that are more likely to overinvest.

Conclusively, these results support free cash flows hypothesis. When firms experience a
decline in profitability, capital expenditures and cash reserves, systematic risk and cost of

capital, they decide to repurchase stocks to reduce free cash flows.
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