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Introduction
The use of insider knowledge in financial markets is
illegal. Market participants should only deal on pub-
licly available information, so that a level playing
field is created for all. Otherwise, public confidence
in financial markets would be undermined. To im-
prove market transparency, the disclosure of insider
trading has been required in the United States since
1934 and in the United Kingdom since 1976. However,
in the Netherlands, similar legislation was intro-
duced much more recently. Although the use of
insider knowledge has been illegal since 1989, disclo-

sure of insider trading has been required only since
April 1999. In September 2002, the disclosure require-
ment was extended to insiders’ total holdings in
their company, and to trades initiated by their asset
managers on their behalf.

Abnormal returns for insiders based on the abuse of
insider knowledge or a better understanding of pub-
lic information are also related to the efficiency of
the market. If insider trades provide valuable infor-
mation for investors, prices should react immediate-

The Profitability of Insider Trades in
the Dutch Stock Market

Mathijs A.
Biesta (r)
Erasmus
University
Rotterdam

Ronald Q.
Doeswijk (l)
Institute for
Research and
Investment
Services (IRIS),
research enterpri-
se of Rabobank
and Robeco

Han A.
Donker (see
page 16)
Erasmus
University
Rotterdam



16

vba nr. 4, winter 2003journaal

stock is defined as a month with net insider buying
(selling). In the 12 months after a purchase month he
reports an average outperformance of 4.5%, while
sale months generate an average underperformance
of 2.7%. Two-thirds of the outperformance is realized
in the first 6 months. In the 12 months before the
insider activity there appears to be an underperfor-
mance for purchasing months of 2.5% and an outper-
formance for sale months of 16.0% with most of the
outperformance in the three months before the insid-
er activity. So, just around the transaction month
there is a spike in the average performance pattern.

A cross-section regression analysis subsequently
reveals a link between several transaction character-
istics and the size of the relative performance. The
transaction volume and the insider’s position within
the firm are positively correlated to the relative per-
formance. There is a negative correlation between
market capitalization and relative performance.
According to Seyhun (1998) this could be due to more
efficient pricing for large firms, since they are more
extensively covered by analysts. Finally, Seyhun
(1988) shows that net aggregate insider trading activ-
ity in a given month is significantly positively corre-
lated with the market’s return during the subse-
quent 2 months. However, the predictability of
market returns cannot be used for a switching strate-
gy between bonds and stocks, since on average the
market return in a month with net selling still
exceeds the risk-free rate.

Jeng, Metrick and Zeckhauser (1999) examine a sam-
ple for the United States ranging from 1975 to 1996.
They construct purchase and sale portfolios with
holding periods of 6 months. Insider transactions
appear to differ from the market as a whole. Insiders
disproportionately buy shares in small firms, value
stocks and recent underperformers, while they sell
mainly growth stocks that have generated high
recent returns. However, after correcting for these
characteristics there remains a significant abnormal
performance for purchase portfolios of 50 basis
points a month. The sale portfolio does not earn
abnormal returns. A CAPM-based approach results in
a significant abnormal return of 67 basis points a
month. The authors do find a relationship between
trade volume and abnormal return, but they report
no correlation with abnormal returns for firm size
and the insider’s position.

ly to their disclosure. If there is no immediate adjust-
ment to new information, a trading strategy based
on insider trading could represent an interesting
opportunity for investors.

The public availability of insider trade data for the
Dutch market enables us to examine the profitability
of insider trading with fresh data for a new market. In
this study we examine the price pattern around
insider trades for the period April 1999 to May 2002.
We correct for possible size and value/growth effects
in our sample. We focus on transactions by manage-
ment, executive and non-executive directors and
members of a company’s supervisory board. In the
remainder of the article, we review the literature on
insider trading, discuss our data and methodology,
and present our empirical results. The article ends
with a summary and our conclusions.

Review of literature
Most research demonstrates the informative value of
insider trades in the US market. Seyhun (1998) exam-
ined the American market thoroughly. With insider
trade data covering the period from 1975 to 1995 for
the New York Stock Exchange (NYSE), the Nasdaq and
the American Stock Exchange (AMEX), a data set with
more than 300,000 insider transaction months is
compiled, in which a purchase (sale) month for a
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In Europe, results are less pronounced. On the Lon-
don Stock Exchange, Pope, Morris and Peel (1990)
report a 6-month cumulative abnormal return for
insider purchases of 2.9% and an cumulative abnor-
mal return of -6.7% for insider sales. Surprisingly, the
abnormal return for sales is larger than for purchas-
es, which actually appeared to be statistically
insignificant. Before the event, there are no abnor-
mal returns. Using a portfolio-based approach,
Eckbo and Smith (1999) find zero or negative abnor-
mal performance for insider trades on the Oslo Stock
Exchange. Finally, Del Brio, Miguel and Perote (2001)
conclude for a combined sample of the Madrid Stock
Exchange and the Spanish continuous market that,
although insiders earn excess returns, outsiders mir-
roring their trades do not.

Data and methodology
Data – For this study, we used the public register of
Autoriteit Financiële Markten (or AFM, the financial
markets regulator in the Netherlands). The register
can be accessed for free by internet at www.afm.nl.
Insiders, their family up to the second degree, large
shareholders and the company itself have to disclose
their transactions in shares of their own company.
The register contains disclosed trades in stocks,
options and warrants. From 1 April 1999 through 31

May 2002, the number of disclosures for companies
listed on Euronext Amsterdam totals 6701. After exclu-
ding transactions directly related to (granted)
options, warrants and incomplete or inconsistent dis-
closures, 2517 disclosed transactions in stocks
remain. Subsequently, we selected the 1079 transac-
tions from insiders, which we categorized into direc-
tors, supervisory directors and other management
using Bloomberg, the Reach-database and compa-
nies’ annual reports. Prices, total returns, book-to-
market ratios and market capitalization data are from
Thomson Financial Datastream.

Figure 1 shows the monthly values traded by insiders
compared to the total value traded of all companies
on Euronext Amsterdam, as well as the CBS total
return index (a broad-based index compiled by the
national statistics agency) as a proxy for the market.
Insider purchases represent on average 0.011% of the
total value traded, while this is 0.021% for sales.

It is remarkable that, before the market started its
downward trend in October 2000, the traded value of
insider sales in July, August and September 2000 all
rank in the top 10 of the 38 months in our sample.
These months are also characterized by low insider
purchases. This could be an indication of the predic-

Figure 1: Value of insider transactions and the CBS total return stock market index



18

vba nr. 4, winter 2003journaal

tive value of aggregate insider trade data. However,
due to the limited size of our sample we were not
able to examine this item thoroughly.

The total volume traded, as a bold proxy1 for the
chance for outsiders trading against an insider, is on
average 0.04% a month of total volume traded for
insider purchases and 0.03% for sales, with outliers
up to 0.45%. This means that the possible costs for
trading against insiders are low. Jeng, Metrick and
Zeckhauser (1999) report averages for value-weighted
volume traded of 0.03% for purchases and 0.22% for
sales for the US market, again expressed as a per-
centage of the total volume traded. The high number
for insider sales in comparison with the Dutch mar-
ket suggests that American firms remunerate man-
agers more often with options.

In this study, we examine the market’s reaction to
insider trades in two ways. First, we employ an event
study to analyse the short-term return impact. Sec-
ond, we evaluate the performance of a buy-and-hold
strategy that goes long in stocks with insider buying
and short in stocks with insider selling. For the buy-
and-hold strategy we use an investment horizon of
six months.

Methodology – For the event study, we calculated
abnormal returns as the difference between the
actual return and the normal return for a stock. We
estimated normal returns with the market model,
which supposes that a stock’s return relates to the
market and to a company-specific part. For an
overview of event-study methodologies, we refer to
Brown and Warner (1985). We estimated parameters
using an ordinary least squares regression in a con-
trol period of 250 trading days before the event peri-
od. We used the CBS total return index as the market
index.

The test period runs from day -20 up to day 20 and
has a length of 41 trading days. Day 0, the event day,
is the first day after the insider trading action, as
indicated in the Authority-FM register. This is also
the first day that disclosures could be made public,
but insiders have to disclose their trading activities
within five days after the transaction. We assumed
that insiders disclose at the last moment, i.e. day 4,
which is made public at latest at day 5.

We determined the abnormal return during the event
period for every day and every event as the difference
between the realized return and the normal return.
We then calculated the average abnormal return
(AAR) per day. Next, we used a standardized t-test
and a rank test to determine whether these abnor-
mal returns statistically differ from zero. For insider
sales, we interpreted negative abnormal returns as
positive. Therefore, in our sample with both purchase
and sale transactions, we multiplied the abnormal
returns for sales by -1. We calculated Cumulative
Abnormal Returns (CAR) by summing abnormal
returns for different periods in the event period.

With an event study, it is important that no events
overlap, as this could mean that abnormal returns
result not only from the specific event, but from
other events as well. We therefore removed all over-
lapping events from the sample. 137 non-overlapping
events remain in the event study, composed of 72
insider purchases and 65 insider sales for a total of 79
companies.

To examine a buy-and-hold strategy, we used anoth-
er methodology. Each month we determined for each
company whether insiders generate a buy or a sell
signal, based on the unanimity shown by insiders. If
insiders purchase and sell a stock in the same
month, or if there is no insider action at all, the stock
will be excluded from the sample for that month. We
constructed insider purchase and insider sale portfo-
lios for each month with a holding period of 6
months. Portfolios are constructed as of the first
trading day in a month. Here, our sample consists of
359 transaction months, with 165 purchase months
and 194 sale months for a total of 95 companies.

We calculated buy-and-hold abnormal returns
(BHAR), defined as the difference between the actual
return for a stock and the benchmark’s return. The
portfolios were equally weighted on the date they
were constructed.

We started with the CBS total return index as a
benchmark. However, Jeng, Metrick and Zeckhauser
(1999) show that the insider sample can differ from
the market sample on size and value/growth charac-
teristics. Since Fama and French (1992) conclude that
returns depend on size and book-to-market ratios,
we could have derived a biased BHAR.



To check the robustness of our results, we therefore
also calculated BHAR for all stocks with a smallcap or
a largecap index as a benchmark, and with a value or
a growth index as a benchmark. For this purpose we
classified all companies in the Dutch stock market
into smallcap or largecap, based on their average
market capitalization during the sample period.
Then, we composed market-capitalization-weighted
smallcap and largecap total return indices. Subse-
quently, we calculated BHAR as the difference
between the actual return for a stock and the size
index that belongs to that specific stock. Similarly,
we corrected for a possible value or growth bias. We
classified all companies into value or growth based
on their average book-to-market ratio, using the
methodology of the Morgan Stanley Capital Indices.
Finally, we also composed combined indices for the
size and value/growth effects, by constructing a
smallcap value index, a smallcap growth index, a
largecap value index and a largecap growth index, to
check for a combined effect.
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As a final check of the robustness of our results, we
used the Capital Asset Pricing Model (CAPM), which
supposes that the required rate of return for a portfo-
lio or asset consists of the risk-free rate plus a risk
premium. The risk premium depends on the quantity
of risk taken, beta, and the market price for risk, Rm –
Rf. By means of a regression analysis of the portfo-
lio’s return and the market return, both minus the
risk-free rate, we estimated beta. The intercept in the
regression analysis, alpha, can be interpreted as the
abnormal return of the portfolio and is known as
Jensen’s (1969) alpha. We used daily data. In formula:

(Ri – Rf) = αi + βi × (Rm – Rf) (1)

where Ri is the rate of return for portfolio i, Rf is the
risk-free rate, Rm is the market return, αi is the alpha
of portfolio i and βi is the beta of portfolio i.

Empirical results
Event study – As appears from figure 2, there is a
reversal around day 0 in the Cumulative Abnormal

Figure 2: Cumulative abnormal returns (CAR) relative to the CBS total return index around insider transactions

In the sample with all transactions, abnormal returns of sales are multiplied by –1.



Returns (CAR). Before the transaction, insider pur-
chases on average show negative abnormal returns,
followed by positive abnormal returns afterwards.
The reverse applies to insider sales. Table 1 shows CAR
for different subperiods in the event period. The
results prior to the transaction are especially note-
worthy for the insider sales. On average an insider
sells after a period of outperformance that cumu-
lates to 3.11% in 5 days and 5.82% in 20 days before
the tranction. The t-test indicates these results to be
highly significant. Stocks with upcoming insider
buying show an insignificant underperformance
before the event.

For the whole sample the abnormal return cumu-
lates to 2.08% in the 21-day post-transaction period,
for purchases this is 2.23% and for sales -1.91%. In
general these results are statistically significant to
highly significant, as is also shown in table 1.
Suppose that insiders disclose their transactions on
day 5, the latest permissible date, then still there is
an abnormal return for outsiders of 1.28% from day 6
to 20 for the whole sample. This amounts to 2.16%
for the purchase sample, and -0.31% for the sale
sample. These results are all significant. There would
appear to be no incentive for outsiders to sell stocks
with insider sales, since they realize an economically
non interesting negative abnormal return in period 6
to 20. For the period 6 to 10 the results are insignifi-
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cant. In period 0 to 5 insiders realize an average
abnormal return of 0.80% for the whole sample, an
insignificant 0.07% for purchases but a significant -
1.60% for sales. These results suggest insider sellers
to have good timing capabilities in the very short
run.

The results of our event study are in line with Seyhun
(1998) for the United States. For the period 0 to 20
and 6 to 20 insider purchases realize higher absolute
abnormal returns than insider sales. Insider sales can
be triggered by various reasons such as liquidity or
diversification, however purchases are often made
on valuation grounds. From a diversification point of
view insider purchases very quickly become irra-
tional, since insiders are already financially tied to
their company by their salary and bonuses. 

For several event windows we regressed transaction
value, the insider’s position within the firm and the
market capitalization on the CAR to estimate their
importance. However, contrary to research for other
markets, this analysis did not reveal significant
results.

Buy-and-hold strategy – Figure 3 shows the buy-
and-hold abnormal returns (BHAR) for insider trading
based on portfolios with a holding period of 6
months, with the CBS total return index as bench-

Table 1: Cumulative Abnormal Returns (CAR) around insider transactions.

*, **and *** indicate two-sided significance of the t-statistic at the 0.10, 0.05 and the 0.01 levels. T and R indicate significance

for the student-t and Rank test respectively. In the sample with all transactions, abnormal returns of sales are multiplied by –1.

Event window All transactions Purchases Sales

CAR T R CAR T R CAR T R

(-20,-1) -3.91% *** -2.19% 5.82% ***

(-20,-10) -1.43% -0.81% 2.13% *

(-10,-1) -2.47% *** -1.31% 3.74% ***

(-5,-1) -2.00% *** * -1.00% 3.11% *** **

(0,+5) 0.80% ** 0.07% -1.60% * ***

(+6,+10) 0.69% 0.26% -1.16% *

(+10,+20) 0.63% ** 1.87% ** 0.75%

(+6,+20) 1.28% * ** 2.16% ** -0.31% **

(0,+20) 2.08% ** *** 2.23% ** -1.91% ***

(-1,+3) 0.61% * 0.55% ** -0.68% **

(-1,+5) 0.85% ** 0.46% -1.28% ***

(0,+10) 1.49% ** *** 0.33% -2.76% ** ***



21

vba nr. 4, winter 2003journaal

mark. The insider purchase portfolio gradually out-
performs the benchmark, while the insider sale port-
folio underperforms. As appears from table 2 panel A,
for the whole sample (long in insider purchase port-
folios and short in insider sale portfolios), the out-
performance amounts to 1.8% after 40 trading days,
to 4.5% after 80 trading days and to 6.5% after 120
trading days. The abnormal return after 120 trading
days is 11.3% for the purchase sub-sample and -2.4%
for the sale sub-sample. For the purchases sub-sam-
ple these results are significant, but for the sales
sub-sample they are insignificant.

Figure 4 shows the size and value/growth character-
istics of our sample. By definition we split the market
into 50% smallcap and 50% largecap stocks, and
into 50% value and 50% growth stocks. It appears
that growth stocks and largecaps are overrepresent-
ed in our buy-and-hold sample, for insider purchases
as well as sales. However, this bias towards largecap
and growth stocks is strongest in the insider sales
sub-sample. Therefore, our results could be influ-
enced by a size and/or value/growth effect.

Figure 4: Size and value/growth distribution of the buy-and-hold insider trading sample. By definition, the market has been

split into 50% smallcap and 50% largecap stocks, and into 50% value and 50% growth stocks

Figure 3: Buy-and-hold abnormal returns (BHAR) relative to the CBS total return index for insider trading based portfolios.

Portfolios are constructed at the start of the month based on the insider transactions in the preceding month

In the sample with all transactions, abnormal returns of sales are multiplied by –1.



Using other benchmarks, differentiating by size
and/or value/growth characteristics, leads to a slight
change in results. The results for insider sales portfo-
lios become significant, see panels B to D in table 2.
This could be due to the difference in size and
value/growth characteristics with the market, as dis-
cussed above. When we use a size- and value/
growth-adjusted benchmark, the outperformance
after 120 days for the whole sample is 8.0%, for insid-
er purchase portfolios this is 8.9% and for insider sale
portfolios -7.3%, all results being economically and
statistically significant. In general, insider purchase
portfolios generate stronger outperformances than
insider sale portfolios. From our CAPM-based robust-
ness check it appears that the alphas correspond well
to the outperformance reported in table 2.

The results of the 6-month buy-and-hold strategy are
in line with the shorter-term event study. We find the
strongest signal from insider purchases. The results
appear to be robust after controlling for possible size
and value/growth effects, and checking with the
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CAPM. Taking transaction costs into account, mirror-
ing insiders with a buy-and-hold strategy delivers
economically interesting returns since we estimate
round-turn transaction costs at 1% to 2% for retail
investors and around 0.4% for institutional
investors. Insiders appeared to be good predictors for
a 6-month horizon, which is consistent with the
reported results for the American market.

Summary and conclusions
To improve market transparency, the disclosure of
insider trading has been required in the Netherlands
since April 1999. This enables us to examine the prof-
itability of insider trading in the Dutch stock market.
In this study we examine the price pattern around
insider trades for the period April 1999 to May 2002,
focusing on transactions of management and super-
visory directors.

The results prior to the transaction are especially
noteworthy for the insider sales. On average an insid-
er sells after a period of significant outperformance

Table 2: Buy-and-hold abnormal returns (BHAR) for insider trading based portfolios. Portfolios are constructed at the start of

the month based on the insider transactions in the preceeding month

*, **and *** indicate two-sided significance of the t-statistic at the 0.10, 0.05 and the 0.01 levels. In the sample with all trans-

actions, abnormal returns of sales are multiplied by –1.

Day All transactions Purchases Sales

BHAR t-value BHAR t-value BHAR t-value

Panel A. Benchmark: CBS total return index

40 1.8% 1.72 * 2.4% 1.35 -1.4% -1.07

80 4.5% 2.56 ** 7.6% 2.54 ** -1.9% -0.94

120 6.5% 3.09*** 11.3% 3.44 *** -2.4% -0.89

Panel B. Benchmark: large cap or small cap index

40 2.3% 2.12 ** 2.3% 1.33 -2.3% -1.67 *

80 5.2% 2.82 *** 6.1% 1.99 ** -4.3% -2.01 **

120 7.3% 3.35 *** 8.9% 2.60 ** -5.9% -2.12 **

Panel C. Benchmark: value or growth index

40 2.7% 2.51 ** 2.6% 1.52 -2.7% -2.06**

80 5.6% 3.16 *** 6.7% 2.24 ** -4.7% -2.25 **

120 7.6% 3.61 *** 9.3% 2.81 *** -6.2% -2.28 **

Panel D. Benchmark: value/growth and size adjusted index

40 2.8% 2.59 *** 2.7% 1.54 -2.9% -2.16 **

80 5.9% 3.24*** 6.2% 2.02 ** -5.7% -2.49**

120 8.0% 3.68 *** 8.9% 2.58 ** -7.3% -2.44 **
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that cumulates to 5.8% in 20 days before the tranc-
tion. Stocks with upcoming insider buying show an
insignificant underperformance before the event. Our
event study shows a clear reversal around the insider
transaction day. On average, insiders realize positive
abnormal returns in the 5 days after their transaction.
Again, only the results for insider sales are significant.
This supports the view that, on average, insider sellers
have good timing capabilities in the very short run. In
the period 6 to 20 days after the transaction insider
buys generate a significant 2.2% outperformance
while insider sales yield an economically non interest-
ing underperformance of 0.3%. So, outsiders can also
achieve short term benefit from insiders’ dealings,
especially by focusing on the insider buys.

For several event windows we regressed transaction
value, the insider’s position within the firm and the
market capitalization on the CAR to estimate their
importance. However, contrary to research for other
markets, this analysis did not reveal significant
results.

We use a buy-and-hold strategy to test for an invest-
ment strategy based on the last month insiders’
transactions. We report outperformances for insider
purchase portfolios of 8.9% up to 9.3% in 6 months,
after controlling for possible size and/or value/growth
effects in our sample. Insider sale portfolios underper-
form between 5.9% and 7.3%. The results are all signif-
icant. The abnormal returns are realized gradually dur-
ing the 6-month buy-and-hold period. A CAPM check
showed our results to be robust. Insider purchases
appear to result in higher absolute abnormal returns
than insider sales. Insider sales can be triggered by
various reasons such as liquidity or diversification,
however, purchases are often triggered on valuation
grounds.

Our results suggest that insider trades in the Dutch
stock market do provide valuable information for
investors. However, market prices do not fully reflect
this information since there is no timely price adjust-
ment to it. There is still room for investors to exploit
this opportunity. Future research should reveal
whether aggregate insider trading in the Dutch stock
market also provides valuable information for the
direction of the market as a whole. Our sample is too
short to test the aggregate predictive power of insider
trading.


