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ABSTRACT:
As corporate social responsibility (CSR) is a popular topic, many studies have been investigating
the connection between CSR and the nature of corporate finance, such as capital structure and
cost of debt, asymmetric information, investment efficiency and dividend payout. However,
there are not many studies capturing the relationship between CSR and share repurchase –
which is a new global tool of payout policy. On the other hand, most of the studies focus on the
US market. Thus, the literature on the relationship between CSR and share repurchase is quite
limited in the European market.

Therefore, this thesis aims to investigate the impact of CSR performance on share repurchase
payouts of listed companies in the STOXX Europe total market index (STOXX Europe TMI). Firstly,
the outcomes of this thesis can give general information on whether responsible companies are
acting responsibly when using share repurchase as a payout channel or not. Secondly, stakehold-
ers and policymakers can have a better view of the motives behind the share repurchase activi-
ties of responsible companies.

The motivation between CSR performance and share repurchase payouts is developed based on
life cycle theory, agency theory, signaling theory and stakeholder theory. Besides the independ-
ent variable - CSR performance which is represented by ESG score and ESG components, the
research is also joined by five control variables namely, cash holding, profitability, growth oppor-
tunity, leverage ratio and company size to analyze the dependent variable – share repurchase
payout. The dataset includes 2 578 observations from 523 listed companies in STOXX Europe TMI
over the period from 2006 to 2019.

The regression results reveal that there is a positive and significant relationship between CSR
performance (total ESG score) and share repurchase payout. Nevertheless, the impact on the
share repurchase payout of each ESG component is not the same. The positive relationship is
mainly driven by the social and governance dimension. Specifically, the governance dimension
has the greatest impact on share repurchase payout.

KEYWORDS: Corporate social responsibility, CSR, ESG, share repurchase, environmental di-
mension, social dimension, governance dimension, payout policy
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1. INTRODUCTION

The term ESG (Environmental, Social and Governance) was introduced for the first time

in the 2006 United Nation’s Principles for Responsible Investment (UN PRI) report which

consisted of the Freshfield Report and “Who Cares Wins” aiming to assess corporate

social responsibility (CSR) performance of businesses. Instead of only shareholders’

value maximization, ESG criteria redirect businesses’ priority to further benefits of cus-

tomers, suppliers, employees and communities. In addition, ESG criteria also encourage

companies to involve more environment-friendliness and sustainable developments in

their operations (Tkachenko & Bataeva, 2020; Eccles, Lee & Stroehle, 2020).

ESG investing has quickly become a global phenomenon with trillions of dollar asset

value. Figure 1 shows that the USA and European countries have been the top players in

the field with almost USD 12 trillion and USD 14,1 trillion total assets respectively since

the beginning of 2018.

Figure 1. ESG investing by region at the beginning of 2018 (Credit Suisse, 2020a)

Along with integrating ESG regulations and social responsibility criteria into business

strategies, public companies are also reported to have better financial performance,

higher returns and excess cash holding (Atkins, 2020; Chen, Hung & Lee, 2017; Pätäri,

Arminen, Tuppura & Jantunen, 2014). In the research of Hunjra (2018), it is claimed that
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dividend policy plays a mediating role between CSR activities and financial performance.

The managers of more responsible companies are expected to make an efficient divi-

dend policy that will generate values for stakeholders and support organizations to

achieve their visions. Therefore, it is important for companies to consider how earnings

could be used responsibly for investing, also what would be a sustainable payout policy

to distribute excess cash flows adequately to stakeholders as well as shareholders

(Tkachenko & Bataeva, 2020). There are two types of payout policies: cash dividend and

share repurchase (share buyback). In the US market, despite the long-term tradition,

cash dividend has been outperformed by share repurchase since 2005.

Figure 2. Buybacks and cash dividends in the US market (Lamont, 2018)

Even though there are still some debates indicating that share repurchase conflicts with

ESG criteria, such as corporate managers use share repurchase as a tool to manipulate

stock prices and boost earnings-per-share (EPS) growth in a short period to earn excess

returns (Atkins, 2015; Brav, Graham, Harvey & Michaely, 2005), share repurchase is also

seen as a way to distribute earnings unevenly among shareholders (Fama & French,

2015; Stambaugh & Yuan, 2017), or put the companies and investors under the risk of

financial distress and bankruptcy when share repurchase activities are financed by debts

(Chen & Wang, 2012), Figure 2 and Figure 3 still illustrate share repurchase has been

growing along with the development of ESG investing so far in the US market.



9

Figure 3. Sustainable investing in the United States 1995-2020 (US SIF Foundation, n.d.)

According to Financial Times (Atkins, 2015) and Bloomberg (Lee, 2018), share repurchase

has crossed over the Atlantic border and become the preferred payout channel in Europe

(Samet & Jarboui, 2017) where numerous ESG legislation and social responsibility com-

mitment is strictly required in business operations (Delbard, 2008). Therefore, it is inter-

esting to study whether corporate managers’ decisions on share repurchase programs

are supported or limited by corporate social performance.

1.1. Purpose of the study

The European market was hit hard by COVID-19 leading to big changes in its economic

landscape. Firstly, investors focus more on ESG funds (increased 20% at the end of 2020)

and green financing to support a sustainable economy and prevent the risks of climate

crisis (Belloni, Giuzio, Kördel, Radulova, Salakhova & Wicknig, 2020). Secondly, both div-

idend payout and share repurchase were restricted in 2020 across many countries in the

European market. However, according to Bloomberg (Strobl & Viita, 2020), share repur-

chase has shown some signs of coming back since October 2020. This trend is predicted

to go upward in the post-pandemic economy due to excess cash holdings of the compa-

nies that are resulted from payout restrictions during the COVID-19 pandemic. Whereas

dividend payout at the end of 2020 was still under analysts’ expectations and fells 25%

compared to the level of pre-pandemic despite the release of vaccine news (Adinarayan

& Rao, 2021). So, what are the reasons behind this scenario? Whether share repurchase
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is a more favorable payout channel in the context of corporate social responsibility (CSR)

performance becoming more and more important?

As CSR performance and ESG ratings are popular topics, many studies and researches

investigate the connection between CSR and the nature of corporate finance, such as

capital structure and cost of debt (Goss & Roberts, 2011; Girerd-Potin, Jimenez-Garces,

& Louvet, 2011), asymmetric information (Cho, Lee & Pfeiffer, 2013; Lopatta, Buchholz

& Kaspereit, 2016), investment efficiency (Benlemlih & Bitar, 2018) and dividend payout

(Cheung, Hu & Schwiebert, 2018; Trihermanto & Nainggolan, 2018; Saeed & Zamir, 2021;

Benlemlih, 2019). Whereas there are only several articles capturing the connection be-

tween CSR and share repurchase payout – which is seen as a complement (Andriosopou-

los & Hoque, 2013) or a substitute for cash dividend among responsible companies

(Grullon & Michaely, 2002; Samet & Jarboui, 2017). In addition, most of these studies

were conducted in the US market where share repurchase has been the dominant pay-

out channel by 53% of companies over the past 20 years. Therefore, the literature on

the relationship between CSR and share repurchase is quite limited in the European area

where share repurchase was legalized in the late 1990s and streamlined at the beginning

of the 2000s.

In the research of Samet and Jarboui (2017), even though the sample was collected from

STOXX Europe 600 covering 17 countries in the European market with 397 companies,

but the findings only reveal generally that more responsible companies prefer share re-

purchase to cash dividend for their payout policies. The impacts of each component of

CSR activities (Environmental – E, Social – S and, Governance – G) on share repurchase

program are not discussed deeply while there is various evidence finding out that the

impacts of each ESG dimension (E, S, G) on corporate decisions are different due to re-

gions, sectors, cultures and corporate values of the companies (Han, Kim & Yu, 2016;

Miralles-Quirós, Miralles-Quirós & Gonçalves, 2018; Velte, 2017). In a recent study by

Díaz, Ibrushi and Zhao (2021) about the importance of ESG during the COVID-19 pan-

demic, it is recommended that not only ESG rankings but also individual ESG factors

should also be focused in portfolio strategies for successful investment returns.
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The priority purpose of the thesis is to examine the relationship between CSR perfor-

mance and managers’ decisions on using share repurchase payouts to return value to

shareholders in listed companies in the European market. On the other hand, the thesis

also gives more information on which ESG factor has the strongest relationship with

share repurchases. Hence, the thesis aims to answer the main research question: is there

a relationship between CSR performance and share repurchase payouts? If yes, whether

the relationship is positive or not?

The thesis is expected to enrich the literature on the relationship between CSR perfor-

mance and share repurchases which is still limited in the context of the European mar-

ket. In addition, the nature of share repurchase is discussed to consider whether share

repurchase is a sustainable payout channel that should be promoted by responsible

firms. Finally, the results of this thesis can give stakeholders, the public and policymakers

a better view of the motives behind share repurchase activities of responsible compa-

nies in the European market.

1.2. Scope of the study

The relationship between CSR performance (measured by ESG ratings) and share repur-

chases in listed companies excluding banks and the financial sector in the European mar-

ket will be examined and discussed. There are two reasons that banks and companies in

the financial sector are not covered in this research. Firstly, they are highly regulated

entities that are influenced significantly by governance (Barbu, 2020). Secondly, accord-

ing to the charter value hypothesis, banks and financial institutions should minimize

wealth transferring to maintain their charter values at a high level (Onali, 2014). Thus,

share repurchase data can be unreliable (DeLisle, Morscheck & Nofsinger, 2020).

Besides the independent variables including ESG total score and each ESG component’s

score, the research is also joined by the control variables which are determinants of

share repurchase in prior studies namely, profitability (Renneboog & Trojanowski, 2011;

Rakotomavo, 2012), growth opportunity (Brav et al., 2005; Mietzner, 2017; Benlemlih,
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2019), leverage ratio, firm size (Andriosopoulos & Hoque, 2013; Samet & Jarboui, 2017)

and cash holding (Lee & Suh, 2011; Pieloch-Babiarz, 2017; von Eije & Megginson, 2008).

The listed companies in STOXX Europe total market index (STOXX Europe TMI) are chosen

for the empirical research of this thesis. The STOXX Europe TMI covers 17 different coun-

tries in the European Union (EU), the European Economic Area (EEA) and the European

Free Trade Association (EFTA): Austria, Belgium, Poland, Denmark, Finland, France, Ger-

many, Ireland, Italy, Luxembourg, the Netherlands, Norway, Portugal, Spain, Sweden,

Switzerland and the United Kingdom (UK) representing large, mid and small capitaliza-

tion companies. The data will be collected from two sources. ESG scores and control

variables will be obtained from Thomson Reuters Eikon while share repurchase payouts

will be collected from cashflow statements and annual reports. The period of the re-

search is between 2006 and 2019 when both ESG concept and share repurchase had

been introduced and consolidated in the European market.

1.3. Structure of the study

The rest of this thesis is organized into five chapters. Chapter 2 introduces general infor-

mation on share repurchase activities, CSR performance and ESG ratings in the European

market. Additionally, the prior studies about the relationship between CSR performance

and share repurchases are also reviewed to underline the important theoretical back-

grounds for developing the hypotheses. Chapter 3 demonstrates the tested hypotheses

based on the theoretical arguments drawn out in chapter 2. Chapter 4 describes the data

collection and research method of this thesis, followed by a report and discussion on

empirical analyses in chapter 5. Finally, chapter 6 gives conclusions about the research

objectives of this thesis as well as how the findings will be implicated in practice. In ad-

dition, the limitation of the thesis is also discussed for further research.
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2. LITERATURE REVIEW

This chapter will define share repurchase activities, CSR performance and ESG ratings.

The prior studies about the relationship between CSR performance and share repur-

chases are also reviewed to underline the important theoretical background for devel-

oping the hypotheses in this thesis.

2.1. Share repurchase payout

2.1.1. What is share repurchase?

Share repurchase is used by the managers as an instrument to return capital to share-

holders when there are excess cash flows after making decisions on investment oppor-

tunities (Brav et al., 2005). Share repurchase is processed by buying back the company’s

own shares which were sold to the public before.

Share repurchase can be conducted in several different ways, 1) open market purchase

– shares are repurchased in the stock exchange at market price; 2) fixed price tender

offer repurchase - shareholders can sell their shares on a fixed date at a fixed price. Nor-

mally, shares are repurchased at a higher price than the market price; 3) Dutch auction

tender offer – the company will offer a range of prices to repurchase shares. The mini-

mum price has to be higher than the market price. Shareholders will specify the selling

price and the volume of shares that they want to sell. After that, the company will review

and choose a suitable price within the price range; 4) private or targeted share repur-

chase – the company can offer to repurchase its own shares from specific investors (Ver-

maelen, 2005).

According to Samet and Jarboui (2017), share repurchase is measured by the ratio be-

tween cash paid through repurchases at year (t) multiplied by 100 and the firm’s market

capitalization at the end of the year (t-1).



14

2.1.2. Share repurchases in the European market

Unlike in the USA where share repurchase has become popular in the 1980s, share re-

purchase was legalized in the European market quite late. Except for the UK where share

repurchase was accepted in 1981, share repurchase was prohibited by most of the coun-

tries in the European market until the late 1990s to protect shareholders’ and creditors’

rights.

Share repurchase regulations were implemented gradually in Germany, France and other

countries in the period 1998 – 2000. Under the provisions of the Market Abuse Directive

(2003), share repurchase is only used as a tool for market stabilizing. It is strictly prohib-

ited to use share repurchases for insider trading or market manipulation.

Even though being controlled by many legislations in the European market, share repur-

chase still has accelerated quickly and become a new tool for payout policy as seen in

Figure 4. There are more and more companies in the European market using share re-

purchase as a substitute (Grullon & Michaely, 2002; Samet & Jarboui, 2017) or comple-

ment (Andriosopoulos & Hoque, 2013) to traditional cash dividend payout.

Figure 4. Percent of companies in a country that executed a buyback (2018) (Williamson et al.,
2020)
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In the US market, share repurchase is criticized to be the cause of reduction in capital

expenditure, taking advantage of the tax on capital gain, or there are also many compa-

nies making loans to conduct share repurchase programs which may put the businesses

under financial risks in the future. However, Financial Times (Atkins, 2015) argues that

share repurchase will be different in European countries. Firstly, share repurchase activ-

ities are controlled under the Market Abuse Directive (2003) with comprehensive pro-

cesses (Andriosopoulos & Lasfer, 2015), such as share repurchase decision has to be ap-

proved by shareholders, repurchasing period and price for purchasing has to follow the

rules, funds for share repurchase have to be distributable profit meaning that companies

cannot get loans to finance share repurchases, the maximum volume of repurchased

shares is around 10% - 15% of total outstanding shares (See Appendix 1). Secondly, taxes

are not a significant determinant of choosing share purchase as a payout policy in the

European market. Shareholders are under the same tax charges regardless of the form

of a payout. Hence, taking advantage of taxes is not a motive for issuing share repur-

chases of listed companies in the European market (Dittmar, 2000; Andriosopoulos and

Hoque, 2013).

It is a fact that share repurchase activities are exploited positively among the UK, Nor-

way, Switzerland and other European countries. In a survey of Exane BNP Paribas and

BNP Paribas CIB in 2019 (Mathieu & Galano, 2019), share repurchase has been carried

by almost 50% of European companies and there are still 10% considering implementing

share repurchase to their payout policy. Share repurchase is seen as a signal of a healthy

share culture as well as an efficient way to distribute profit to shareholders (Atkins,

2015). According to De Cesari, Espenlaub and Khurshed (2011), companies issuing share

repurchases have better liquidity situations, pay lower costs of transactions and bring

higher value to shareholders.
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2.2. Corporate social responsibility

2.2.1. Corporate social responsibility in the European market

Even though the notion of CSR has just become popular in the early 21st century, the

literature on CSR appeared some time ago both in the USA (the 1950s) and Europe (the

1990s) (Carroll, 1979; Delbard, 2008). CSR is a concept defining companies integrating

“social and environmental concerns in their business operations and their interaction

with their stakeholders on a voluntary basis” (European Commission, 2011).

CSR may fall under voluntary actions in other countries and regions, but it is more legally

binding in Europe by legislation and compulsory requirements (Delbard, 2008). Cur-

rently, Europe has the most ESG regulations compared to other regions - as displayed in

Figure 5 - and more new requirements will be implemented in 2021 (Credit Suisse,

2020b). According to the European regulations, CSR is aimed to be a competitive ad-

vantage of companies and organizations in terms of risk management, cost efficiency,

flexible financing strategy, customer relationships and satisfaction, human resource

management, transparency in reporting, sustainable development and innovative com-

petence (Avlonas & Nassos, 2020).

Figure 5. Number of ESG regulations (Drei et al., 2019)
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Moreover, the COVID-19 pandemic has revealed many issues and weaknesses in Euro-

pean policies, such as health crisis, poverty (Zarkov, 2020), inequality in opportunities

and well-being, unemployment (Ferrannini, Barbieri, Biggeri & Di Tommaso, 2021). Chi-

aramonti and Maniatis (2020) mention clearly that environmental issues can be seen as

another global risk that will even cause more damage than the COVID-19 pandemic in

the future. Therefore, it is crucial to improve current policies to reorganize governance

structures aiming towards environmental and social sustainability. On the other hand,

focusing on ESG will give strong incentives for European companies to gain growth, cre-

ate jobs and fill out financial gaps caused by the pandemic (Chiaramonti & Maniatis,

2020; Ferrannini et al., 2021). Figure 6 has illustrated that climate change, supply chain

and employee wellness has become the biggest discussions in the responsible perfor-

mance of European companies during the pandemic (Templeman, Reid & Nagalingam,

2020).

Figure 6. Increase of ESG topic in Europe during COVID-19 pandemic (Templeman, et al., 2020)

2.2.2. Corporate social responsibility measurement

CSR performance is well-known for its meanings and motives but there are no concrete

constructs to interpret CSR performance to visible figures in business strategy. Thus, ESG

criteria were introduced as a measurement practice of CSR performance. Nowadays, the
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ESG score has become helpful information for asset managers, investors and public au-

thorities to create their strategies, portfolios, or develop investment processes as well

as make decisions on financial supports (Yoon, Lee & Byun, 2018).

There are various rating agencies providing different ESG scores which depend on how

companies’ information, financial metrics, benchmarks and methods are conducted

(OECD, 2020). Thomson Reuters calculates ESG scores based on companies’ information

extracted from annual reports, sustainable reports, public websites and events. ESG

score is the total score of a company’s performance in environmental, social and govern-

ance practices as displayed in Table 1. However, the final total ESG score will be adjusted

based on the exposures of CSR scandals (CSR controversy category) of the company dur-

ing that year.

Table 1. Detail counts and weights of ESG score (Thomson Reuters ESG Score)

The environmental (E) dimension measures the company’s impacts on natural resources

including air, land, water and ecosystem; how the company manages to reduce carbon

emissions in business operation as well as captures opportunities to benefit the environ-

ment and shareholders in long term.

The social (S) dimension indicates the welfare benefit, trust and loyalty of the workforce;

how human rights are demonstrated; how the company maintains the interests of cus-

tomers and community to generate long-term value.
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The governance (G) dimension evaluates organization management, such as corporate

governance and behavior, to ensure that board management and executives act in the

best interests of shareholders; the governance dimension also reflects how CSR strategy

is designed and followed by the company’s management. This dimension is assessed

based on country benchmarks.

2.3. Empirical evidence of the relationship between CSR performance and

share repurchase payout

Compared to the connection between cash dividend payout and CSR performance, the

relationship between CSR and share repurchase has not been studied intensively. In

most studies, share repurchase is investigated generally along with cash dividends. The

first study on the relationship between CSR performance and payout policy was con-

ducted by Rakotomavo (2012) and has become a premise for further research in the

field. Supported by life cycle theory, the empirical evidence of the study confirms that

companies investing more in CSR tend to be larger and earn more profit. Additionally,

managers of these firms prefer to pay the dividend in form of both cash payout and share

repurchase making the amount of dividend paid to shareholders become bigger than

expected.

Based on the findings of Rakotomavo (2012), agency theory as well as signaling theory,

Benlemlih (2019) investigated the relationship between CSR performance and payout

policy of 3 040 companies in the USA between 1991 and 2012. The article concludes that

share repurchase has a positive relationship with CSR performance. Specifically, compa-

nies with higher ESG scores tend to have higher dividend amounts (including both cash

dividend and share repurchase). Hence, it is also confirmed indirectly that more respon-

sible companies prefer to use share repurchase as a tool to reduce agency costs and

allocate profits efficiently to shareholders.

In the study by Lopatta et al., (2016), the relationship between CSR performance and

asymmetric information of US-listed companies in the MSCI World Index from 2004 to
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2013 was analyzed. The findings emphasize that information asymmetry is lesser in re-

sponsible companies because they are more transparent in disclosing information. Even

though the relationship between CSR performance and share repurchase is not studied

directly, but the findings also mention that the managers from these responsible com-

panies are less likely to earn abnormal returns from buying back their own shares.

In the recent research on the influence of environmental performance on cash holding

of 2 787 individual firms in the USA from 1992 to 2015, Harper and Sun (2020) use share

repurchase as a control variable in the research model. The results of regression models

indicate that cash holdings associate positively with environmental performance and

share repurchase. Cash holding is an important determinant of share repurchase (Lee &

Suh, 2011; Pieloch-Babiarz, 2017; von Eije & Megginson, 2008). However, the article has

no analysis of the relationship between environmental performance and share repur-

chase. Thus, there should be some further research to examine whether there is a rela-

tionship between share repurchase and the environmental dimension as well as CSR

performance.

As a main trade partner of the EU, half of the Russian companies running share repur-

chase programs during 2018 and 2020 are in the list of Sustainable Development Ranking

100 (Tkachenko and Bataeva, 2020). Specifically, the connection between payout policy

and social responsibility performance for the period from 1994 to 2019 of Lukoil – one

of the Russian leading companies – has been studied intensively by Slepneva, Shalneva,

and Balandin (2020). The ESG score of Lukoil outperforms other companies in the indus-

try. One of the key factors enhancing CSR commitment of Lukoil is a sustainable payout

policy (including both dividend payouts and share repurchases). The motive behind the

share repurchase programs of Lukoil is that the company has free cash flows which

should be distributed to shareholders.

In addition, Samet and Jarboui (2017) also provide crucial findings contributing to the

literature on CSR performance and CSR’s role in shaping payout policy across the listed

companies in the European market. The article states that more responsible companies

will likely carry larger amounts of payout (both cash dividends and share repurchases).
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The motive behind the large amounts of payout is that the companies earn high profits

and want to reduce agency problems. Moreover, the share repurchase payout channel

is preferred among responsible companies that are large and have excess cash holdings.

In the long run, share repurchases are predicted to replace cash dividends potentially.

Interestingly, the findings of the article also mention responsible companies with better

corporate governance will take stakeholders’ interests into consideration when distrib-

uting profits and excess cash flows.
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3. THEORETICAL BACKGROUND AND HYPOTHESIS DEVELOP-

MENT

Similar to cash dividend payout, share repurchase payout is a channel that is used to

return earnings to investors. Thus, there are many different theories applied to cash div-

idend will associate to share repurchase directly or indirectly (Dhanani, 2016). Based on

the prior studies about the relationship between share repurchase and CSR perfor-

mance, life cycle theory, agency theory, signaling theory and stakeholder theory are used

as the foundational theories for hypothesis development in this thesis.

This chapter begins with the reviews of chosen foundational theories to gain insight into

the motivation between CSR performance and share repurchases, followed by the tested

hypotheses which are developed to answer the research questions of this thesis.

3.1. Theoretical background

3.1.1. Life cycle theory

Life cycle theory (Mueller, 1972; Fama and French, 2001) assumes that the financial de-

cisions and structure of a company will be different throughout operating time, so does

payout policy. In the early stage of the business operation, there are many growth op-

portunities and potential investments, but the financial ability of the company is limited.

At this point, profit is used primarily for investing. Hence, it is impossible to issue share

repurchases when the company has no free cash flows. Contrarily, a company will have

lower growth opportunities and be more selective in making investments at the mature

stage of business operation. Therefore, the company will have more free cash flows and

decide its share repurchase policy easily.

It is also important to note that share repurchase in European companies can only be

done by “free cash flow” or “distributable profit”. Therefore, the life cycle theory is thor-

oughly applied under European regulations.
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3.1.2. Agency theory

According to Jensen and Meckling (1976), the agency problem explains the conflict in

interests between the principals and agents. In the context of corporate governance,

principals are represented by shareholders and agents are acted by managers. Both

managers and shareholders have their self-interests. However, the interests of the share-

holders do not always bring benefits to the managers and vice versa. Especially, when

the business has free cash flows, managers can take advantage of their controls to earn

personal benefits and put aside shareholders’ wealth by investing money in risky invest-

ments or inefficient projects.

Furthermore, Jensen (1986) also mentions the free cash flow hypothesis as a solution to

reduce agency problems. Surplus cash flows should be paid out to shareholders for other

better investment opportunities in the economy in form of cash dividends or share re-

purchases. On the other hand, allocating free cash flows to shareholders also prevents

managers from misusing the funds in bad investments (Dhanani, 2016). However, the

temporary cash flow hypothesis explains that free cash flows are not stable and vary

over years due to changes in the economy and growth opportunities. Thus, share repur-

chase is a more flexible payout method because the amount of share repurchase can be

varied over the years, but cash dividend is always expected to be at the same level or

higher compared to the previous years (Brav et al., 2005; Guay & Harford, 2000; Jagan-

nathan, Stephens & Weisbach, 2000; Iyer & Rao, 2017).

3.1.3. Signaling theory

Signaling theory or undervaluation theory describes behaviors of different parties in the

context of asymmetric information causing mispricing of the shares in the market

(Spence, 2002). When companies issue share repurchase announcements, a signal will

be sent to shareholders that their stocks are undervalued (Dann, 1981; Comment & Jar-

rell, 1991). At the same time, shareholders may think that a share repurchase decision

will adjust and increase the market share price in the future (Benlemlih, 2019).
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On the other hand, share repurchase activity is seen as a useful tool to reduce infor-

mation asymmetry, enhance the value of the share as well as the organization by a

cheaper cost of financing (Farre-Mensa, Michaely & Schmalz, 2014). However, only com-

panies with strong financial backgrounds can afford this method of payout (Dhanani,

2016). In this situation, share repurchase will send a signal to investors and the markets

that the company has potential growth opportunities, high earnings, good financial con-

ditions and excess cash flows (Punwasi & Brijlal, 2016; Liang, Chan, Lai and Wang, 2013).

3.1.4. Stakeholder theory

Freeman (1984) claims that managers should not only pay attention to shareholders’

value maximization but also stakeholders’ interests. Stakeholders can be owners, gov-

ernment, employees, customers, suppliers, or even shareholders. Stakeholders are

those who form a diversified resource helping a company to process business infor-

mation smoothly, utilize business insights, complete missions and reflect the operating

performance (Avlonas & Nassos, 2020).

Figure 7. Stakeholders (Jones, 2015)
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Building a good relationship with stakeholders based on the same interests regardless of

different business roles will take the company go forward with outstanding performance

including companies’ visions, goals, achievements and financial figures (Freeman, Wicks

& Parmar, 2004). Hence, maximizing wealth for stakeholders is maximizing wealth for

shareholders.

3.2. Hypothesis development

3.2.1. CSR performance and share repurchases

When entering the mature stage of the business lifetime, companies have accessed fully

to corporate resources (Dhanani, 2016) and know how to use them in the most efficient

ways, such as cost reduction, market expansion, optimal organization structure, im-

provement in interests of stakeholders. Therefore, according to life cycle theory, the

companies will become larger, generate better wealth, earn more profit (Khamaki,

Saeidi, Naderian & Khozain, 2018) and involve more in CSR activities in the sense of ad-

vertising brand image and improving the reputation of the company (Rakotomavo, 2012;

Benlemlih, 2019). According to von Eije and Megginson (2008), Dhanani (2016), these

companies have more intention to transfer free cash resources to shareholders by share

repurchase programs because share repurchase is flexible (Brav et al., 2005). The flexi-

bility of share repurchase can be explained by two reasons: firstly, share repurchase is

not on a regularly sticky basis. Unlike cash dividend payout, share repurchase is not ex-

pected to happen every year. Additionally, the number of shares bought back is not ex-

pected to be the same or larger in the next years (Jagannathan et al., 2000). Therefore,

share repurchase makes the companies more flexible in allocating cash between ESG

practices and shareholders; secondly, share repurchase programs do not need to be ful-

filled (Stephens & Weisbach, 1998). Share repurchases can be canceled if the companies

have more potential investment opportunities or any changes in cash flow positions

(Mietzner, 2017).
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Investing in CSR performance brings not only benefits to businesses but also managers

themselves. The managers can be known as socially responsible persons with good pub-

lic images helping them to gain more attention and personal flavors, such as better sal-

ary, incentives and reputation. Therefore, managers may spend more money and over-

invest in CSR projects (Barnea & Rubin, 2010). In this situation, agency problems may

occur. Instead of being distributed to relevant parties, free cash flows are wasted in CSR

activities which bring no added value to both company and shareholders (Brown, Hel-

land & Smith, 2006). Under the influence of the free cash flow hypothesis and temporary

cash flow hypothesis (Jensen, 1986), issuing share repurchase programs is a good solu-

tion to mitigate agency problems, prevent wasting of free cash resources and adjust

managers’ investment behavior (Samet & Jarboui, 2017). More responsible companies

focus on both responsible investments that maximize shareholders’ wealth and respon-

sible earning distributions that return capital to shareholders (Benlemlih, 2019).

In another point of view, along with the rise of ESG investing, corporate governance has

been improved resulting in better management monitor and more transparency in op-

eration. The management of highly governed companies is under the scrutinization of

shareholders. Additionally, shareholder rights are strengthened preventing the manag-

ers from taking advantage of free cash flows for personal benefits and interests (Samet

& Jarboui, 2017). Therefore, high governed companies will have fewer agency problems

letting corporate resources be allocated effectively to potential investment opportuni-

ties. Free cash flows after investing will be transferred to shareholders. In this case, share

repurchase is preferred by managers due to its flexibility (Jiraporn, 2006; Caton, Goh,

Lee & Linn, 2016).

Furthermore, better corporate governance also creates better stock option incentive

plans for employees. However, if employees have many stock options, earning per share

(EPS) dilution will occur when employees exercise their rights making the number of

outstanding shares increase. To prevent EPS dilution, the companies will prefer issuing

share repurchases. Hence, there is a positive relationship between share repurchase and
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good corporate governance (Fama & French, 2001; Babenko, 2009; Farre-Mensa et al.,

2014).

Moreover, responsible companies always tend to enhance transparency by providing

better communication and high-quality information to shareholders and the public.

Thus, agency problems and asymmetric information is minimized in business operations

(Lopatta et al., 2016). For the responsible companies, share repurchase is processed for

the purpose of signaling that the companies have strong financial situations and good

earnings from operation (Liang et al., 2013) rather than mispriced share values.

On the other hand, more responsible companies also take care of their stakeholders’

interests the same way as shareholders’ interests. Before transferring profit to share-

holders, more responsible companies will also distribute the profit to those who have

contributed to companies’ successful businesses and financial outcomes (Samet & Jar-

boui, 2017), such as partners, customers, employees and the community. This is seen as

not only efficient cash flow allocation but also ethical profit distribution. Hence, the

amount of money to be transferred to shareholders is not stable year by year leading to

share repurchase will be a good choice for managers due to its flexible feature (Brav et

al., 2005).

Hypothesis 1: There is a positive relationship between CSR performance and share re-

purchase payout.

3.2.2. ESG components and share repurchase

Apart from investigating the relationship between CSR performance (total ESG score)

and share repurchases, the thesis also aims to examine the relationship between each

component of ESG ratings and share repurchases. Thus, there will be a broader view on

what ESG component has the strongest impact on share repurchase payout.

Generally, ESG components are also expected to have positive relationships with share

repurchase payouts.
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Hypothesis 2: There is a positive relationship between environmental (E) performance

and share repurchase payout.

Hypothesis 3: There is a positive relationship between social (S) performance and share

repurchase payout.

Hypothesis 4: There is a positive relationship between governance (G) performance and

share repurchase payout.
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4. RESEARCH DESIGN AND METHODOLOGY

This chapter will go through the research methodology and data collection of this thesis.

On the other hand, the detail of variables and research models for regression analysis

are also introduced in this part.

4.1. Research process

The results of this thesis would be achieved by using the quantitative method. A panel

dataset of financial figures and ESG scores would be collected from Thomson Reuters

Eikon while share repurchase information would be obtained from cashflow statements

and annual reports. The thesis would be focusing on the period from 2006 to 2019. The

reasons for choosing this period were: firstly, ESG score was introduced as a measure-

ment of CSR performance in 2006; secondly, share repurchase legislations have been

adjusted and more stable across the European market since the beginning of 2000s;

thirdly, due to the COVID-19 pandemic, some countries prohibited share repurchase pro-

gram in 2020. Hence, the data of share repurchase payouts in 2020 could not precisely

reflect the relationship with CSR performance.

The results from panel data would be analyzed on Stata. Firstly, the reliability and validity

of the data would be checked. Then, regression analysis would be conducted to test the

linear relationship between factors.

Figure 8. The research process of panel data



30

4.2. Research design

4.2.1. Measurement of variables

Share repurchase payout is adopted as the dependent variable for the empirical re-

search.

Besides the independent variable CSR score which is the weighted average of environ-

mental, social and governance practices collected from Thomson Reuters Eikon (scale

100), there are five determinants of share repurchase representing as control variables

in research models, including cash holding, profitability, growth opportunity, leverage

ratio and firm size.

4.2.2. Control variables

Based on prior studies, there are several factors affecting managers’ decisions on choos-

ing share repurchase as a payout program, such as cash holding (Lee & Suh, 2011; Samet

& Jarboui, 2017), profitability (Renneboog & Trojanowski, 2011; Rakotomavo, 2012),

growth opportunity (Brav et al., 2005; Mietzner, 2017; Benlemlih, 2019), leverage ratio

and firm size (Andriosopoulos & Hoque, 2013; Samet & Jarboui, 2017).

Cash holding

According to the free cash flow hypothesis (Jensen, 1986), it is mentioned that repur-

chasing shares is considered to be the best way that reduces the free cash flows under

management and prevent using cash resources from risky projects or investments.

In the study of Lee and Suh (2011), there is a significant relationship between cash hold-

ing and share repurchase in all countries. Specifically, the study reveals that companies

issuing share repurchases normally hold a higher level of cash. Most of these cash re-

sources are originally from cutting capital expenditure due to lacking investment oppor-

tunities rather than improvement in operating activities. Therefore, the cash flows will

not be stable over the years because the companies will not expect to have capital ex-

penditure reduction every year.
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Cash holding is calculated by the ratio of cash and cash equivalent to total assets (Lee &

Suh, 2011; Samet & Jarboui, 2017).

Profitability

Making profits is the most crucial target of any business. High profitable companies will

have more earnings and excess cash. Under the influence of the cash flow hypothesis

and temporary cash flow hypothesis, it is concluded that companies that have higher

profits will prefer share repurchase payout (Renneboog and Trojanowski, 2011; Rako-

tomavo, 2012).

According to Rakotomavo (2012), the profitability of a company can be calculated by net

income to total assets (ROA) as displayed in Equation 1.

Equation 1. Return on assets

More specifically, the ROA ratio explains how many percent of earnings are generated

from the company’s economic resources which are interpreted as assets in the balance

sheet. The higher the ROA ratio is, the more profitable the company is.

Growth opportunity

In the survey of Brav et al., (2005), CFOs reveal that they will return excess cash flows to

shareholders by share repurchase if there are no profitable investments. Contrarily, if

investment opportunities arise, following by more financial requirements for research

and development as well as capital expenditure, managers will reconsider the funds for

share repurchases. In this case, share repurchase plans might be canceled, or the num-

ber of repurchased shares will be reduced (Mietzner, 2017).

However, it does not mean that growth opportunity always hurts share repurchase. In

the recent study by Wesson and Botha (2019), share repurchasing companies also in-
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crease their investments with promising growth opportunities. Therefore, the relation-

ship between growth opportunity and share repurchase may vary across countries due

to geological locations, different investment policies and behaviors.

Sales growth is used to assess how sales and revenue have improved in a fixed period.

Therefore, the growth opportunity will be assessed by sales growth compared to the

previous year (Benlemlih, 2019).

Leverage ratio

Capital structure is the main core decision (Ramjee & Gwatidzo, 2012) affecting business

operations as well as investment opportunities. Thus, a company may seek an optimal

capital structure to take advantage of tax shield by debt financing.

Theoretically, companies with low leverage ratios can obtain optimal capital structures

by increasing debt or reducing outstanding shares by share repurchase programs (Andri-

osopoulos & Hoque, 2013; Yarram (2014). If a company chooses to have share repur-

chases, total equity will be decreased leading to an increase in the debt ratio. In the

research of Lei and Zhang (2016), low-levered companies prefer using debt financing to

repurchase shares because shareholder’s value will be added. Share repurchases con-

ducted by debt funds will help the companies to take advantage of tax benefits and re-

duce agency problems of cash flows.

Based on the research of Andriosopoulos and Hoque (2013), leverage ratio is defined by

total debts to total assets as displayed in Equation 2:

Equation 2. Leverage ratio



33

Firm size

Firm size is a determinant having a significant relationship with share repurchase. As

evidenced in the studies of Andriosopoulos and Hoque (2013), Yarram (2014), by adopt-

ing a share repurchase policy, companies can reduce agency costs and information asym-

metry. For large companies, share repurchase is used as a tool to exhibit companies’

transparency in using free cash flows. Targeting on enhancing transparency can help the

companies gain more credibility in the market for future funding requirements. Yarram

(2014) also mentions that it is quite difficult for smaller companies to reduce outstanding

shares by repurchasing due to lacking financial resources. Hence, the larger companies

will process share repurchases more easily.

According to Andriosopoulos and Hoque (2013), firm size is measured by the natural

logarithm of total assets.

Equation 3. Size of the company
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The definitions and measurements of the dependent variable, exploratory variables and

control variables are described in Table 2 below.

Table 2. Variable and measurements

4.3. Data collection and descriptive statistics

As of today, there are 1 431 listed companies categorized in 12 different industries in the

STOXX Europe TMI. However, based on the scope of this study and hypothesis develop-

ment, 1) banks and companies from the financial sector were excluded from the sample,

2) one firm-year observation had to have both ESG scores and share repurchase payout,
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and 3) companies with missing data were also dropped out. The final panel data included

2 578 firm-year observations from 523 listed companies categorized in 10 industries.

Table 3. Sample distribution across countries (2006 - 2019)

Table 3 presents sample distribution across 17 countries in the STOXX Europe TMI. The

United Kingdom, France and Switzerland were accounted for more than 57% of the sam-

ple. This could be explained by the fact that share repurchase payout has been facilitated

in the United Kingdom since 1981. Before there were major changes in the legislation of

Europe (Appendix 2 gives more information about legislation chronology of share repur-

chases in some countries), share repurchase activities were not illegal but difficult to

implement in both France and Switzerland.

Table 4 summarizes the sample distribution across 10 industries including information

technology, communication service, healthcare, real estate, consumer goods, food and

beverages, industrials, materials, energy and utilities. Overall, share repurchase payouts

were dominant by industrials, consumer goods, food and beverages with 57,22% of total

observations during the period from 2006 to 2019.
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Table 4. Sample distribution across the industry (2006 - 2019)

Table 5 presents descriptive statistics of the data by the number of observations, mean,

standard deviation, as well as minimum and maximum values of share repurchase pay-

out, ESG scores and other control variables in the timespan of 14 years from 2006 to

2019.

Table 5. Descriptive statistics of the data

According to the results of descriptive statistics, the mean value of share repurchase

payout was 1,98 meaning that almost 2% of the average market capitalization was

bought back. However, there was a big gap between the minimum value (0,000493) and

the maximum value (159,08) of share repurchase payout based on standard deviation

(6,24). This big difference could be explained by motives of share repurchase (Andrioso-

poulos & Hoque, 2013; Yarram, 2014) or payout regulation (Bae, Chang & Kang, 2012) in
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different countries, markets and features of each organization, such as size, age and in-

dustry.

Furthermore, the mean value of CSR was 56,41 but the standard deviation was 19,72

indicating that there was a significant variation across the dataset. Specifically, the least

responsible firm was scored 2,59 while the most responsible firm was scored 94,64. The

social dimension had the highest mean value (22,29) compared to the environmental

and governance dimension providing the information that the listed companies in the

STOXX Europe TMI pay more attention to foster diversity, human rights and relationships

with the workforce, customers as well as the community. In addition, the listed compa-

nies in the dataset had an average cash holding of 0,088; profitability of 0,079; growth

opportunity of 0,059; leverage ratio of 0,23 and size of 15,39.

Table 6. Mean values of variables across countries

Table 6 gives a closer view of the average share repurchase payout and CSR score across

countries in the sample of this thesis. The Netherlands had the highest mean values of

both share repurchase payout (3,08) and ESG score (67,44).
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4.4. Model specification

The data for the empirical research of this thesis was cross-sectional with time series of

listed companies in the STOXX Europe TMI for the period from 2006 to 2019. However,

share repurchase is a payout channel to distribute free cash flows based on the financial

performance of the previous year. Thus, there would be a lag of one year for all control

variables in the research model, except for the independent variable ESG score. Accord-

ing to Thomson Reuters, the ESG score is calculated based on the annual reports, CSR

reports and news sources. Hence, the current ESG score will reflect the metrics including

share repurchases of the current year. Specifically, share repurchase payouts and ESG

scores would be collected from 2006 to 2019 while financial metrics will be obtained

from 2005 to 2018.

The descriptive statistics in Table 5 show that share repurchase payout (REP) has many

values close to zero. Therefore, Box-Cox transformation would be applied to share re-

purchase payout (REP) by taking natural logarithm. On the other hand, cash holding

(CASH), profitability (PROF) and, growth opportunity (GROW) would be winsorized at the

level 1 and 99 percentile to minimize the influence of extreme outliers in the regression

results.

Pooled ordinary least squares (OLS) would be used to estimate the relationship between

share repurchase payout and independent variables as well as control variables. More-

over, dummy variables including year (YEAR), country (COUNTRY) and industry (INDUS-

TRY) would be included in the model to control the observable and unobservable differ-

ences across the dataset. Additionally, the OLS regression models’ robust standard errors

would be obtained to remove heteroscedasticity and fix autocorrelation existing in the

data.
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Estimation models and explanations are described below:

𝑅𝐸𝑃𝑖,𝑡 = 𝛽0 + 𝛽1𝐶𝑆𝑅𝑖,𝑡 + 𝛽2𝐶𝐴𝑆𝐻𝑖 ,𝑡−1 + 𝛽3𝑃𝑅𝑂𝐹𝑖,𝑡−1 + 𝛽4𝐺𝑅𝑂𝑊𝑖,𝑡−1 + 𝛽5𝐿𝐸𝑉𝑖,𝑡−1
+ 𝛽6𝑆𝐼𝑍𝐸𝑖,𝑡−1 + 𝑌𝐸𝐴𝑅𝑑𝑢𝑚+ 𝐼𝑁𝐷𝑈𝑆𝑇𝑅𝑌𝑑𝑢𝑚+ 𝐶𝑂𝑈𝑁𝑇𝑅𝑌𝑑𝑢𝑚+ 𝜇𝑖𝑡

Where:

𝑅𝐸𝑃𝑖,𝑡        = share repurchase payout firm i in year t

𝐶𝑆𝑅𝑖,𝑡        = ESG score of firm i in year t

𝐶𝐴𝑆𝐻𝑖,𝑡−1     = cash holding of firm i in year t-1

𝑃𝑅𝑂𝐹𝑖,𝑡−1     = profitability of firm i in year t-1

𝐺𝑅𝑂𝑊𝑖,𝑡−1    = growth opportunity of firm i in year t-1

𝐿𝐸𝑉𝑖,𝑡−1         = leverage ratio of firm i in year t-1

𝑆𝐼𝑍𝐸𝑖,𝑡−1       = size of firm i in year t-1

𝛽0               = common y-intercept

𝛽1 − 𝛽6    = coefficients of the explanatory variables

𝜀𝑖𝑡            = stochastic error term of firm i at time t.

𝜇𝑖𝑡             = error term of firm i at time t.

Finally, the results of the final models will be analyzed to explain the relationship be-

tween CSR performance and share repurchases of the listed companies in the STOXX

Europe TMI. Moreover, the findings will give information on whether share repurchase

payout should be processed by responsible companies in the European market or not.
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5. EMPIRICAL ANALYSIS

In this chapter, the results of analyzing 2 578 firm-year observations from 2006 to 2019

would be reported and discussed. The data analysis would start with correlation analysis.

In the next step, regression analysis would be conducted to draw out the relationship

between CSR performance and share repurchase payouts among the listed companies

in the STOXX Europe TMI. Finally, hypothesis testing would be discussed to give a more

specific view about the applied theories behind the motivation between responsible per-

formance and share repurchases.

5.1. Correlation analysis

A pairwise correlation matrix was obtained to examine the relationship between share

repurchase payout and ESG components as well as control variables in the dataset.

Table 7. Correlation matrix

Table 7 shows that there was a positive correlation between CSR performance and share

repurchase payout. Even though each ESG dimension was correlated positively with

share repurchases, but the degree of correlation was not the same. These results of the

correlation analysis are in line with the conclusions of previous studies which state that

more responsible companies prefer share repurchase as a payout method to transfer

wealth to shareholders (Samet & Jarboui, 2017; Benlemlih, 2019; Tkachenko & Bataeva,



41

2020). However, the impact on share repurchase payout is different between ESG di-

mensions (Han et al., 2016; Velte, 2017; Miralles-Quirós et al., 2018). On the other hand,

the control variable size of the company also had a strong positive correlation with CSR

performance (0,60) as well as the environmental dimension (0,57), the social dimension

(0,53) and the governance dimension (0,37) implying that when companies have grown,

they would invest more resources in the environmental and social dimension of CSR ac-

tivities.

Obviously, each ESG dimension was correlated positively with CSR performance (total

ESG score). The governance dimension had the weakest correlation with CSR perfor-

mance (0,68) in comparison with the environmental dimension (0,84) and the social di-

mension (0,89). Nevertheless, there was also a strong positive correlation (0,73) be-

tween the environmental dimension and the social dimension indicating an interesting

relationship that having a high score in the social dimension would lead to a high score

in the environmental dimension and vice versa. In summary, the more responsible com-

panies tended to perform better in the environmental and social dimensions.

In Table 7, it can be seen that growth opportunity (GROW) held a weak negative corre-

lation with share repurchase payout (-0,0437) which is supported by the conclusion of

Brav et al., (2005) - share repurchase payout is processed once there are no growth op-

portunities or profitable investments. Whereas, the correlations between share repur-

chase payout (REP) and other control variables (CASH, PROF, LEV and SIZE) were positive

and supported by previous studies of Lee and Suh (2011); Samet and Jarboui  (2017);

Renneboog and Trojanowski (2011); Rakotomavo (2012); Andriosopoulos and Hoque

(2013).

Generally, the correlations between the dependent variable (REP) and CSR performance

(CSR, CSR_E, CSR_S, CSR_G) as well as the control variables (CASH, PROF, GROW, LEV and

SIZE) were quite weak. It is also important to note that, the correlation coefficients only

illustrated the relationship between two variables and did not include any statistic tests.

Therefore, there would be no significant conclusions drawn out based on the results of

this correlation analysis.
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5.2. Regression analysis

In this part, the relationship between CSR performance and share repurchases would be

reported by the regression results.

5.2.1. CSR performance and share repurchase payout

The primary purpose of this thesis is to examine the relationship between share repur-

chase payout and CSR performance. Therefore, the first regression model was conducted

with share repurchase payout as the dependent variable and CSR performance (total

ESG score) as the independent variable. The regression results (Table 8) showed that

Prob > F = 0,000 < p = 0,05 meaning all coefficients were different from zero. Thus, the

regression model was statistically significant to explain the relationship between the var-

iables in this thesis.

R-squared = 0,1560 presenting 15,6% share repurchase payout was explained by CSR

performance and control variables. The R-squared in this research may not be high. How-

ever, according to Christensen (2017), R-squared is used to measure the predictive ability

of a model, not the goodness of fit. Therefore, bad models can still have high R-squared

values and good models can be paired with low R-squared values. Firstly, it should be

noted that R-squared values are different from study to study due to different sets of

variables, sources of data as well as methods of collecting data. Hence, R-squared values

cannot be comparable. Secondly, low R-squared can result from the insufficiency of in-

dependent variables. Specifically, the set of control variables in this thesis can be added

by culture dimension - Hofstede’s model, tax (dis)advantage and investor protection (Bae

et al, 2012; Saeed & Zamir, 2021); regulation system (von Eije & Megginson, 2008); own-

ership structure and firm age (Andriosopoulos & Hoque, 2013; Pieloch-Babiarz, 2017).

Finally, it would be more valuable to report significant coefficients that can draw im-

portant conclusions about the relationship between variables than focus on measuring

the effect size of the models (Rights & Sterba, 2018). Therefore, the R-squared value of

the regression model was acceptable.
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Table 8. Regression model between share repurchase payout and CSR performance

Based on the regression results displayed in Table 8, CSR performance impacted posi-

tively to share repurchase payout at the 0,1% significant level (β = 0,01160; p = 0,000 <

0,001). However, share repurchase metrics were transformed by the natural logarithm.

Therefore, the interpretation of the coefficients would be a bit different. For a one-unit

increase in CSR performance, share repurchase payout was expected to increase 1,17%,

since 𝑒0,01160= 1,01166. Hence, there was a positive relationship between CSR perfor-

mance and share repurchases.

On the other hand, the control variables CASH, PROF, LEV and SIZE were correlated pos-

itively and significantly with share repurchase payout (REP). Therefore, companies that

are larger, more profitable and holding more free cash flows would likely issue share

repurchases. These companies also prefer share repurchase as a payout channel to in-

crease leverage ratios. However, there was no significant relationship between growth
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opportunity (GROW) and share repurchase payout (REP). The relationship between

growth opportunity and share repurchase can be positive if share repurchase is used to

signal potential growth in the future (Wesson & Botha, 2019). In different circumstances,

the relationship between growth opportunity and share repurchase can be negative.

Particularly, when free cash flows are used for new investment opportunities instead of

being distributed to shareholders, share repurchase payout will be smaller or canceled

(Brav et al., 2005; Mietzner, 2017).

Through the empirical results, it was revealed that the more responsible European com-

panies would have higher share repurchase payouts.

Firstly, this finding is supported by life cycle theory, the companies in their mature stage

usually generate good profit and high excess cash flows. Hence, their managers focus

more on creating values in long term (Dubois & Saribas, 2020). Transferring free cash

flows and profits to shareholders is also one of the long-term sustainable values (Matos,

Barros & Sarmento, 2020). However, why do responsible companies prefer share repur-

chase as a payout channel? Share repurchase is a tool to allocate capital efficiently

(Sushil & Kulkarni, 2017). Specifically, shareholders can use distributed excess cash flows

to invest in other opportunities in the market (Jensen, 1986). Additionally, share repur-

chase can only be distributed by operational profit (See Appendix 1) under European

regulations. Therefore, more responsible companies will use share repurchase as a signal

to the market that the company has earned good profit and have a strong financial situ-

ation (Punwasi & Brijlal, 2016; Liang et al., 2013).

Secondly, as explained by agency theory, managers can misuse corporate resources in

CSR projects which add no value to the companies (Brown et al., 2006). However, re-

sponsible companies tend to reduce agency problems and asymmetric information

(Lopatta et al., 2016.). Thus, responsible companies will likely distribute free cash flows

to their shareholders instead of misusing cash in risky projects. Furthermore, responsible

companies also realize that it does not create any value for shareholders and the econ-

omy when cash stays only in the bank account. So, why should share repurchase be cho-
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sen for returning free cash flows to shareholders? Unlike the cash dividend, share repur-

chase is flexible. Managers will consider what project should be invested in first. Then,

the free cash flows after making investments will be returned to shareholders (Brav et

al., 2005). Hence, share repurchase amounts can vary over years. Even if share repur-

chase this year is lesser than last year, there will be no negative signals about business

performance sent to shareholders and the market (Farre-Mensa et al., 2014)

Thirdly, stakeholder theory also states clearly that a responsible company should create

values for not only shareholders but also stakeholders, such as employees, suppliers and

customers (Freeman, 1984). The intimate relationship between the company and stake-

holders is similar to two sides of a coin. Each stakeholder is an important element in the

value-creating process. Many stakeholders will create big value for the company. In ex-

change, the company should also create value for stakeholders (Freudenreich, 2020).

Therefore, profit has to be distributed fairly to stakeholders who contribute to the busi-

ness’ success and wealth. This is ethical in doing business (Sarmet & Jarboui, 2017).

Then, why would managers like to use share repurchases to distribute profit to share-

holders? Sharing profit to stakeholders is similar to investing in a project adding value to

the company (Freudenreich, 2020). Building and maintaining a good relationship with

stakeholders will take the company towards outstanding performance (Freeman et al.,

2004). Therefore, the profit will be distributed partly to stakeholders first, then the free

cash flows will be transferred to shareholders. Hence, the amount of money returned to

shareholders will not be the same year by year. In this case, share repurchase will be the

best choice because it is flexible (Brav et al., 2005).

In conclusion, hypothesis 1 was supported. The results of regression analysis were con-

sistent with the prior studies of Rakotomavo (2012), Samet and Jarboui (2017) and Ben-

lemlih (2019).
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5.2.2. ESG components and share repurchase payout

The secondary purpose of this research is to examine the relationship between share

repurchase payout and each CSR dimension. Thus, there would be three different re-

gression models obtained. Share repurchase payout was the dependent variable and

each CSR component was the independent variable. The results of these three regres-

sion models would give a conclusion on whether there was consistency in the impact on

share repurchase by ESG components. In addition, the result of which dimension had

the strongest impact on share repurchase payout would be drawn out.

Table 9. Regression models between share repurchase payout and CSR components

According to Table 9, Prob > F = 0,000 of three models were smaller than p = 0,05. There-

fore, the regression models were statistically significant to explain the relationship be-

tween the dependent variable (REP) and independent variables (CSR_E, CSR_S and

CSR_G). Particularly, share repurchase payout could be explained 14,73% by the envi-

ronmental dimension (R-squared = 0,1473); 15,15% by the social dimension (R-squared

= 0,1515; and 15,49% by the governance dimension (R-squared = 0,1549).

The regression analysis in Table 9 gave statistic information that, for a one-unit increase

in the environmental dimension, share repurchase payout was expected to increase
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0,49%, since 𝑒0,00489= 1,0049; for a one-unit increase in the social dimension, share re-

purchase payout was expected to increase 2,06%, due to 𝑒0,02038= 1,02058; and for a

one-unit increase in the governance dimension, share repurchase payout was expected

to increase 2,68%, because of 𝑒0,02643 = 1,02678. Overall, the governance dimension

had the strongest impact on share repurchase payout. Even though all three CSR dimen-

sions impacted positively to share repurchase payout, this relationship was statistically

significant for the social and governance dimension at the 0,1% level, while the correla-

tion between share repurchase and the environmental dimension was not significant (p-

value = 0,323). These results have provided quite interesting relationships between each

ESG dimension and share repurchase payout during the period from 2006 to 2019 of

listed companies in STOXX Europe TMI. Notably, the results are in line with previous

studies. The impacts of CSR dimensions are different across geographical locations, in-

dustry groups and cultures (Han et al., 2016; Velte, 2017; Miralles-Quirós et al., 2018;

Díaz et al., 2021).

Previous studies claim that the environmental dimension has a significant impact on div-

idend payout (Samet & Jarboui, 2017; Benlemlih, 2019) or payout policy (Matos et al.,

2020). However, the empirical results of this thesis showed that the environmental di-

mension was not correlated significantly with share repurchase. In other words, there is

no association between the change of the environmental score and the shift of share

repurchase over the period from 2006 to 2019. In fact, the environmental dimension has

become a fundamental requirement in promoting economic growth, quality of life as

well as regional development and attractiveness in Europe (European Commission,

2010; TAEU 2020, 2011). The 2015 Paris Climate Change Agreement has also required

investors to disclose how much climate goal will be met in their investments. Addition-

ally, the EU’s members show their supports for environmental sustainability by pushing

growth on green bonds, low-carbon portfolios and environmentally friendly solutions

(Laidlaw, 2017). The European policymakers have introduced many legislations and tax

incentives in terms of environmental protection. Nevertheless, the influence of the en-

vironmental dimension is expected to be a long-term process that can take years or gen-

erations to have clear effects on companies’ economic performance (Janik &
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Maruszewska, 2020). Therefore, it is recommended to have further research to observe

the impact of environmental activities on share repurchase. On the other hand, some

studies declare that the influence of the environmental dimension in European countries

is still insufficient (Despotovic, Cvetanovic, Nedic & Despotovic, 2016; Olkkonen &

Quarshie, 2019). According to CFA Institute (2019), there are still no global standards,

industry benchmarks, or historical data for comparing and integrating environmental ac-

tivities. Managers and investors do not have a clear idea of what are good environmental

practices and how they should be implemented in the business culture. The environ-

mental dimension is still expected to have more attention and actions in the next ten

years. Therefore, there was no sufficient evidence showing the relationship between the

environmental dimension and share repurchase payout in the period from 2006 to 2019

covered in this thesis.

Whereas the regression results revealed the positive and significant impacts of social

and governance dimensions on share repurchases. It was not surprising when the gov-

ernance dimension had the greatest influence on share repurchase payouts in Europe

because “good corporate governance is a duty” (Monitoring Committee Corporate Gov-

ernance Code, 2013). Corporate governance has had a long tradition in OECD members

since the Principles of corporate governance was launched in 1999 and 2004: every Eu-

ropean business must set an organizational structure where rights and interests of share-

holders are prioritized and protected, information has to be disclosed publicly and busi-

ness ethics are a must. In addition, CSR performance has also boosted well-governed

companies to be more transparent (Lyon, Delmas, Maxwell, Bansal, Chiroleu-Assouline,

Crifo, Durand, Gond, King, Lenox, Toffel, Vogel & Wijen, 2018) and more effective when

investing especially in CSR projects. Therefore, the agency problem is minimized resulted

from less asymmetric information, no overinvestment in responsible projects, intensive

scrutinization in using corporate resources (Ferrell, Liang & Renneboog, 2016; Cherian,

Safdar Sial, Tran, Hwang, Khanh & Ahmed, 2020) leading to better payout level and policy

(Bae et al., 2012; Benlemlih, 2019), particularly more share repurchases in this thesis.
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Moreover, better governance is associated with a better social dimension (Ferrell et al.,

2016). Specifically, companies will have higher bonuses and compensation for employ-

ees. According to Samet and Jarboui (2017), managers prefer stock options as compen-

sation package because the value of the stocks will decide the bonuses of employees.

Therefore, the employee will commit more to creating value for the company. On the

other hand, stakeholders including suppliers, customers and the community also gain

more power along with attractive benefits. Social (S) and governance (G) dimensions are

so important that even during the financial crisis of 2008, there had been no pauses in

social and governance commitments among European countries (Ortas, Álvarez, Jaus-

saud & Garayar, 2015). Consequently, the connection between the social dimension and

share repurchase payouts can be illustrated for two reasons. Firstly, when a responsible

company has issued many stock option plans for employees as bonuses and compensa-

tion, share repurchases will be likely adopted by managers to prevent EPS from dilution

(Bens, Nagar, Skinner & Wong, 2003; Golden & Kohlbeck, 2019). Secondly, good social

companies will demonstrate better well-being for employees and promote sustainable

relationships with stakeholders (Freudenreich, 2020). Therefore, corporate resources

and profit will be also used for these purposes before being distributed to shareholders

(Samet & Jarboui, 2017). Hence, share repurchase is a good choice due to its flexibility

(Brav et al., 2005).

5.3. Robustness tests

Robustness tests have become an important part of empirical studies for detecting mis-

specification.  By adding or removing regressors, robustness tests aim to examine the

changes of main estimated coefficients under alternative model specifications (Lu &

White, 2014). In this part, there would be three robust tests processed to validate the

conclusions about the relationship between CSR performance and share repurchases.

5.3.1. Sample composition

France, Switzerland and the United Kingdom were accounted for more than 57% of the

research sample. A new regression model would be run without the observations from
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these countries. The regression results were used to examine how the relationship be-

tween CSR performance and share repurchase payout would behave when the countries

with long-term share repurchase history were excluded. This is called the model varia-

tion test.

Table 10. Regression model between share repurchase payout and CSR performance (exclusion
of France, Switzerland and, the UK)

After excluding the observations from France, Switzerland and the United Kingdom,

there were 1 101 observations taken into account for the new regression model. The

results in Table 10 showed that the Prob > F = 0,000 < p = 0,05 referring all coefficients

were different from zero, and share repurchase payout was explained 19,43% (R-squared

= 0,1943) by CSR performance. Moreover, the relationship between share repurchase
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payout and CSR performance remained positive at the 5% significant level. Hypothesis 1

of this thesis was still supported.

5.3.2. Excluding companies with negative profitability

Profitability is an important factor in deciding whether share repurchases will be taken

part or not (Renneboog & Trojanowski, 2011; Rakotomavo, 2012). Additionally, Saeed

and Zamir (2021) also mention that companies gaining loss would not likely carry out a

payout policy. Thus, a regression model with the dataset excluding companies having

zero or negative profitability during the period from 2006 to 2019 would be obtained.

Table 11. Regression model between share repurchase payout and CSR performance (exclusion
of companies with zero or negative profitability)
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The regression model of 2 440 observations having positive profitability summarized in

Table 11 was significant due to Prob > F = 0,000 < p = 0,05. All coefficients were different

from zero. Table 11 also shows that 16,4% share repurchase payout was explained by

CSR performance (R-squared = 0,1640). Based on the regression results, CSR perfor-

mance impacted positively and significantly to share repurchase payout at the 0,1% sig-

nificant level among profitable companies. Hence, the first hypothesis of this thesis still

holds.

5.3.3. Individual CSR components (Environmental, Social and, Governance)

CSR performance or total ESG score is calculated by the weighted average of three di-

mensions: environmental, social and governance. Therefore, instead of using the total

ESG score as the dependent variable, an alternative regression model would be executed

with all three dimensions together as dependent variables.

Table 12. Regression model between share repurchase payout and CSR components
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As presented in Table 12, Prob > F = 0,000 < p = 0,05, the model was significant because

all coefficients were different from zero. R-squared = 0,1581 meaning that, share repur-

chase payout was explained 15,81% by three ESG components (environmental, social

and, governance). Share repurchase payout was still impacted significantly by CSR per-

formance in form of three separate dimensions. However, the degree of significant levels

was different. More particularly, social and governance dimensions impacted positively

on share repurchase payout at the 5% (β = 𝑒0,02095= 1,0211) and 0,1% (β = 𝑒0,02349 =

1,0237) significant level respectively. Whereas the environmental dimension was corre-

lated positively with share repurchase payout at the 10% significant level (β = 𝑒−0,01096=

0,9890).

In general, the regression results in the robustness tests were still consistent with the

findings of this thesis reaffirming that there was a positive relationship between share

repurchase payout and CSR performance among listed companies in the STOXX Europe

TMI during the period from 2006 to 2019. However, the impact of each ESG component

on share repurchase payout was not the same. The positive relation was mainly driven

by the social and governance dimensions. The governance dimension had the greatest

impact on share repurchase payout. Therefore, the hypotheses of this thesis were still

supported.

The summary of hypothesis testing

The empirical results of the relationship between share repurchases and CSR perfor-

mance as well as each ESG dimension are summarized in Table 13 below.

Table 13. Summary of hypothesis testing
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6. CONCLUSION, IMPLICATIONS AND LIMITATIONS

This chapter will give a review of the research objectives. In addition, the discussion of

how the findings of this research can benefit investors, policymakers, companies and

their stakeholders will be given. Finally, the limitation of the study is also presented for

further research.

6.1. Conclusion

The primary purpose of this study is to investigate the relationship between CSR perfor-

mance and share repurchases of listed companies in the STOXX Europe TMI for the pe-

riod from 2006 to 2019. Thereby, the degree of impact on share repurchase payout of

each ESG component – environmental (E), social (S) and governance (G) is also exam-

ined. To be more accurate with the results of regression models, a set of five control

variables including cash holding, profitability, growth opportunity, leverage ratio and size

of the company was adopted to the research. The dataset included 2 578 firm-year ob-

servations from 523 listed companies in the STOXX Europe TMI satisfied the require-

ments of the empirical research: 1) one firm-year observation had to have both ESG

score and share repurchase payout; 2) banks and companies from the financial sector

were excluded; 3) companies with missing data were not considered. The ESG scores and

other financial figures were obtained from Thomson Reuters Eikon. Share repurchase

payouts were collected from companies’ financial statements.

The regression models have revealed that there is a positive and significant relationship

between CSR performance (total ESG score) and share repurchases. However, the impact

of each ESG dimension on share repurchase payout is not the same. Specifically, the pos-

itive relationship between the environmental dimension and share repurchase payout is

not significant while the social and governance dimensions are correlated positively and

significantly with share repurchase payout. Among three dimensions, governance has

the greatest impact on share repurchase.
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Based on the results of empirical research, it could be concluded that CSR performance

affects positively share repurchase payouts of listed companies in the European market.

This finding is consistent with previous studies of Samet and Jarboui (2017), Hauser and

Thornton (2018), Benlemlih (2019) and supported by life cycle theory, agency theory,

signaling theory and stakeholder theory. More responsible companies prefer share re-

purchase payout as a payout channel because it is flexible. The managers from respon-

sible companies can allocate profit and free cash flows to stakeholders and society effi-

ciently before distributing wealth to shareholders. On the other hand, share repurchase

is seen as a signal to shareholders and the market that the company is profitable and has

excess cash holdings. In addition, share repurchase also indicates that the company per-

forms responsibly toward the governance and social commitments, for example, high

governed companies will have more scrutinization in operation so that free cash flows

will be returned to shareholders instead of being wasted in risky investments; when em-

ployees have more bonuses and compensation (stock option plans), share repurchase is

used to prevent EPS from dilution.

However, the regression results also reveal that the environmental dimension is not cor-

related significantly with share repurchase payout. Despite many actions that have been

taken to integrate environmental practices into investments and business operations,

the influence of environmental activities is a long-term process that may take years or

generations to be observed clearly (Janik & Maruszewska, 2020).  Besides, the influence

of the environmental dimension is argued to be insufficient (Despotovic et al., 2016).

There are no global standards, industry benchmarks, historical data or instructions (CFA

Institute, 2019) for the environmental dimension. Hence, there are still many obstacles

in applying the environmental dimension of ESG to practice. Nevertheless, the environ-

mental dimension is predicted to shift the position with the governance dimension in a

near future and will become the most focused ESG factor in Europe (Iamandi, Constan-

tin, Munteanu & Cernat-Gruici, 2019).
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6.2. Implications

The findings of this research reflect the influence of CSR performance on share repur-

chases. Moreover, the research also gives information to stakeholders and shareholders

about the motives behind share repurchases from responsible companies.

Firstly, this research aims to enrich the literature review on the relationship between

share repurchase payout and CSR performance in the context of the European market.

Share repurchases are motivated by responsible performance. Therefore, investors, fund

managers and the public can be confident when making investments or having business

relationships with responsible companies which issue share repurchases regularly be-

cause these responsible companies are acting responsibly towards their stakeholders

and shareholders. At the same time, responsible companies should also mention clearly

the purposes behind share repurchase announcements, such as preventing ESP dilution

from employees’ stock option plans, returning excess cash to shareholders, or distrib-

uting profit from the operation.

Secondly, the governance and social dimensions are the main factors influencing share

repurchase payouts of responsible companies. Under the concept of CSR commitments,

share repurchase is a tool that generates long-term values for stakeholders and share-

holders, signals a healthy financial position and responsible business, supports efficient

capital allocation in the economy (Williamson et al., 2020). Hence, policymakers can

have a better view of the motives behind share repurchase announcements from re-

sponsible companies.

Finally, in contrast with previous studies (Samet & Jarboui, 2017; Benlemlih, 2019) which

confirm the significant role of the environmental component, there is no sufficient evi-

dence showing the relationship between the environmental dimension and share repur-

chases in this thesis. The influence of environmental activities is a long-term process that

may take years or generations to influence significantly business’ performance (Janik &

Maruszewska, 2020). Hence, it is recommended that corporations and organizations
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should continue laying more focus on environmental actions and environmental protec-

tion for long-term effects. Environmental issues are a global challenge that requires the

collaboration and efforts of many different parties to address the problems and develop

solutions. Particularly, the consequences of carbon dioxide emissions, climate change,

global warming and acid rain should be widely spread in media, workshops and case

studies. The environmental revolution has to be promoted more intensively (Dyczkow-

skaa, Krasodomskab & Michalakc, 2016). World leaders and international organizations

should set up global standards and industry benchmarks for assessing and engaging the

environmental practices in business operation and investing culture. The environmental

legal system including environmental acts and agreements as well as environmental

courts should be developed internationally (Vyshnevska, Chabanenko & Khrystenko,

2019) to adjust the unethical actions that violate environmental protection rules and

regulations.

6.3. Limitations and future research

Along with the findings of the positive relationship between CSR performance and share

repurchases, the thesis still has some limitations that can be considered for further re-

search.

Even though the R-squared values of regression models are acceptable, but the out-

comes of regression results can be improved by expanding the control variable set.

Therefore, control variables, such as culture dimension - Hofstede’s model, tax (dis)ad-

vantage and investor protection (Bae et al, 2012; Saeed & Zamir, 2021); regulation sys-

tem (von Eije & Megginson, 2008); ownership structure (Andriosopoulos & Hoque, 2013;

Pieloch-Babiarz, 2017) are recommended to join in future research.

The findings are concluded based on the regression results across countries in the Euro-

pean market for the period from 2006 to 2019. However, based on region, culture and

industry factors, ESG dimensions will be prioritized differently, for example, the govern-

ance dimension has the strongest impact on business performance in Germany (Velte,
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2017); while during COVID – 19, social and environmental dimensions have been consid-

ered as the most important factors for ESG integration in business (Battistella, 2020).

Hence, for future studies, the relationship between CSR performance and share repur-

chases can be conducted with sub-categories classified by industries, regions, crisis or

non-crisis periods to have a closer look at how the relationship behaves under different

model specifications and economic conditions.

The findings show no relationship between the environmental dimension and share re-

purchases in this thesis. However, the environmental dimension is quite complex and

difficult to analyze correctly (Turcu, 2013). According to Rodil-Marzábal (2021), the influ-

ence of the environmental dimension is a U-shape curve meaning that it takes a long

time for the environmental component to show impacts on business performance and

the economy (Guenster, Bauer, Derwall & Koedijk, 2011). Hence, further research will be

needed to observe the relationship between the environmental dimension and share

repurchases over different timelines.

Furthermore, CSR has become a global trend (Trihermanto & Nainggolan, 2018) and

share repurchase is also a new tool of payout policy in many countries including Asian

countries – Japan, India, China - and Australia (Wesson, Hamman & Bruwer, 2015; Wil-

liamson et al., 2020). It will be interesting to examine the link between share repurchases

and CSR performance in these countries or continents.

Finally, due to special characteristics and influenced by different hypotheses, banks and

companies in the financial sector are excluded from the empirical research. However,

the relationship between CSR performance and share repurchases by banks and financial

entities should be still investigated in the future.
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