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Be wary when following insiders — they may be lost

NSIDERS might sell their
shares for any number of rea-
‘sons, but théy buy them for
only one: they think the price
will rise.” — Peter Lynchk
A US study published a few

years ago showed top executives of |

companies beat the market on

average by six percentage points a -

year. A Citibank study found that
multiple purchases by several execs
within a three-month period sig-
nalled big gains to come, especially
purchases at small companies with
limited analyst coverage.

The argument for shadowing
insiders makes a lot of sense.
Executives and directors have the
most up-to-date information on
their companies’ prospects. Inti-
mately acquainted with the critical
success factors, they are way ahead
of analysts and portfolio managers,
not to mention individuals.

But individual investors need to
be careful about reading positive
messages into every insider buy. A
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big insider buy or sell might offer a
hint of things to come, but it hardly
translates into a sure-fire pointer
for outperforming the market.
Joshua Brown, in an article for
Forbes.com last week, argued that
one of the dumbest syllogisms in all
of investing goes like this: Insiders
are buying their own stock; insiders
know more about their companies’

should be buying the stock with
them. “Do me a favour and trust me
on this," says Brown, “in my retail
broker days I used this syllogism to
brutal effect — it is an utterly
unstoppable weapon for those in
the business of selling stocks, it
cannot be disagreed with.

“Don’t get me wrong, there is
nothing negative about insider buy-
ing, but there is often very little
meaning when it is used to spin
some kind of narrative that ‘so-and-
50 thinks their stock is cheap’”

A shareholder in a company hit-
ting fresh lows every week is bound
to be encouraged by management
buying. But this could be precisely
what it is aiming to accomplish by
“showing a vote of confidence”.

“It just may work,” sayvs Brown,
“but don't confuse a ‘vote of con-
fidence’ with a purchase made with

Absolutely. But that doesn't change
the fact that some open market
purchases have more to do with
publicity. As shown by the release
on Sens of Robin Vela's share pur-
chase earlier this year under the
headline: “Management demon-
strates confidence by increasing
their interest in SacQOil."
Anutherblgpmblemmﬂimmg
insider data on specific companies
is that executives sometimes mis-
read company prospects. Anthony
Cotterell bought millions of shares
in King Consolidated Holdings in
2001 only to see them halve in price
over the next two years. lan Hewitt
bought 10-million Lyons shares at
10¢ each when he took over as CEQ
in 2002, and sold 71-million at 5¢ in
2003. Some insiders may even end
up buying as prices collapse — as in
the single-stock futures debacle of
2007-08. When insiders do correct-
ly assess their companies’ share, it
can be a matter of luck as much as

anything else.
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little. One or two insiders at a big
curpuraumﬁnnutmaheah'md.

For those who get it right, shad-
owing directors’ buys can be huera-
tive. Insiders were big buvers of
Advtech below 40c a share in 2001-
02; the stock hit a high of R6,45 in
April last year. Three Brimstone
directors bought 12-million shares
at 63c in March 2003; it hit a high
of R13,20 last year.

Who's next? Well, who knows?
But worth watching is Beige, where
insiders have been big buyers at 5¢
a share over the past two years, and
lion shares at 7c. Insiders have also
been big buyers at Blue Financial
Services, BSI Steel, Convergenet,
Huge, MiX Telematics and RGT

- Smart. Last month Tradehold

chairman Christoffel Wiese bought
S-million more shares at R6 each.



