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An Analysis of Stock Repurchases Based on Agency Cost
——A Case of Baosteel

HAO Hong, LIU Yujie

(School of Business Administration, China University of Petroleum, Beijing 102249, China)

Abstract; This paper measures the market reaction to the 5 billion yuan stock repurchase announcement of Baosteel in 2012. Based on

the theories of stock repurchase, this paper analyzes the Baosteel's financial performance before and after the stock repurchase, and

discusses the true source of the abnormal return. We find that the positive reaction of capital market is not from the undervaluation of

the firm, but from the reduction in agency costs because of the decreasing of free cash flow and increasing of financial leverage.

Key words: Baosteel ; stock repurchase; abnormal return of announcement; agency cost



