’ 5Years

EQUITIES

Repurchases are the Devil's Work! (not...)

December 7, 2017

Our new paper The Premature Demonization of Stock Repurchases dives into the topical, and controversial, issue of share repurchases.
This is one of those “people get quite hysterical about but there’s much less going on here than people think” type papers. Here’s why.

Buybacks in classical finance theory should be neutral (Modigliani and Miller). Once information asymmetries and principal-agent problems
are introduced, one can argue that buybacks become a positive (they convey managers’ private information or constrain empire building).
The data seems to support this view. Yet many have argued that the large amount of buybacks in the last few years (we also challenge
how large they really are when properly adjusted for market size) are a dire threat to the economy starving investment that benefits all for
the enrichment of corporate management.

We don'’t find much of that in theory or fact. Here, perhaps most basically, we don’t find that buybacks have come at the expense of
investment. Instead, the source of the cash used for these buybacks has largely been new borrowing. In other words, what looks like a self-
liquidation to pay shareholders is really an equity-for-debt swap, likely motivated by corporate treasurers’ belief that bonds are more
expensive than equities. Basically, we find that despite the (often politically tinged) histrionics there is no “there there” regarding the
negative impact of recent repurchase activity. People should calm down about this issue.

This docurrent is not intended to, and does not relate specifically to any investrrent strategy or product that AQR offers. It is being provided merely to provide a framew ork to assist
in the inplemmentation of an investor's own analysis and an investor’'s own view on the topic discussed herein.

This docunent has been provided to you solely for information purposes and does not constitute an offer or solicitation of an offer or any advice or recommendation to purchase
any securities or other financial instruments and may not be construed as such. The factual information set forth herein has been obtained or derived fromsources believed by the
author and AQR Capital Managemnrent, LLC (“AQR) to be reliable but it is not necessarily all-inclusive and is not guaranteed as to its accuracy and is not to be regarded as a
representation or warranty, express or inplied, as to the information’s accuracy or conrpleteness, nor should the attached information serve as the basis of any investment decision.
This document is not to be reproduced or redistributed to any other person. The information set forth herein has been provided to you as secondary informeation and should not be
the primary source for any investrrent or allocation decision. Past performance is not a guarantee of future performance. Diversification does not eliminate the risk of experiencing
investrrent losses.

This material is not research and should not be treated as research. This paper does not represent valuation judgments with respect to any financial instrument, issuer, security or
sector that may be described or referenced herein and does not represent a formal or official view of AQR The view's expressed reflect the current views as of the date hereof

and neither the author nor AQR undertakes to advise you of any changes in the views expressed herein.

The information contained herein is only as current as of the date indicated, and may be superseded by subsequent merket events or for other reasons. Charts and graphs provided
herein are for illustrative purposes only. The information in this presentation has been developed internally and/or obtained fromsources believed to be reliable; how ever, neither
AQRnor the author guarantees the accuracy, adequacy or conpleteness of such information. Nothing contained herein constitutes investrent, legal, tax or other advice nor is it to
be relied on in making an investrment or other decision. There can be no assurance that an investrrent strategy will be successful. Hstoric market trends are not reliable indicators of
actual future merket behavior or future performance of any particular investrent w hich may differ materially, and should not be relied upon as such. Diversification does not
eliminate the risk of experiencing investment losses.


https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3082460

The information in this paper may contain projections or other forw ard-looking statements regarding future events, targets, forecasts or expectations regarding the strategies
described herein, and is only current as of the date indicated. There is no assurance that such events or targets will be achieved, and may be significantly different fromthat shown
here. The information in this docurrent, including statements concerning financial market trends, is based on current market conditions, w hich will fluctuate and may be superseded
by subsequent market events or for other reasons.
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