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Abstract

This study examines the profitability of corporate insider trading in Thailand's
stock market and whether the abnormal return depends on the company's
characteristics and insider characteristics. The result shows that there is a significant
abnormal return on corporate insider trading transactions. The difference in ownership
structure is also important, with the results supporting that insider trading by family
firms is more profitable than non-family firms. Moreover, the finding indicates that
the trading of CEOs has more valuable information about the company's prospects

than other insiders.



1 Introduction

1.1 Introduction and motivation

Corporate insiders' trading behavior involves material and non-public
knowledge that has information on the valuation of an asset and produces the
potential to receive an abnormal return from superior information. For example,
Seyhun (1986) find that corporate insider trades predict abnormal returns. Although
the importance of the business is unclear, their major contribution to market discovery
seems to be a beneficial result of insider trading. Moreover, a firm’s ownership
characteristic may have a major impact on the leakage of information from the
company. Anderson et a. (2012) highlight that corporate insiders in family firms is
possible to involve in informed trading. This allow corporate insiders, who are close
to the family, to exercise extensive control over the companies. This characteristic
may lead insiders who first know special information to potentially use this
information to gain abnormal return by trading on their own securities, resulting in

managerial agency problems since the private benefits of control are large.

Most of previous studies concentrate on significant abnormal returns from
insider trading in many financial markets such as the U.S. stock markets, Jaffe (1974)
and Finnerty (1976) further show that it was possible for insider traders to make
positive, mainly large, trading profits, and that outsiders could also earn profits by
simply following the trading of insiders after the public release of insider open-market
transactions data. Moreover, after the end of the 80 s, the common of studies (Seyhun,
1986, Rozeff and Zaman, 1988, Lin and Howe, 1990 and Lakonishok and Lee, 2001)

reveal two key components comparing with previous research. First, insiders are still



able to make abnormal profits, but these profits are not especially high. Second,
outsiders mimicking them are not able to earn abnormal returns, net of transaction
costs. More recently, researchers have shown similar results about the financial
markets of the United States (Tavakoli et al., 2012 and Cohen et al., 2012) Insiders
are still able to make abnormal returns from their transactions, but these abnormal
returns are very small. In addition, research studies conducted on the German stock
market (Linnertova and Deev, 2015) and on the British stock market (Pope et al.,
1990) be susceptible to verify the same evidence: Corporate insiders are able to make

abnormal returns

Overall, from all research, several main results emerge. First, it seems that it
contain valuable information in corporate insider trading transactions, as they can earn
abnormal profits. Second, individual investors who only observe and then mimic the

actions of corporate insiders cannot earn abnormal returns.

Previous insider trading studies indicate insiders' potential to make abnormal
profits, thus refusing the strong form of the Efficient Market Hypothesis. Among
these prior efforts, the majority have primarily focused on U.S. capital markets, then
their conclusions may not be applicable to other stock market. In addition, the study
with the similar objective has been studied on Asian markets just a few, especially the
stock markets of Thailand. Accordingly, this paper seeks to fill this gap by focusing

on the Stock Exchange of Thailand (SET).

Over the last few years, some studies have found family ownership to be the
most common form of corporate ownership in the world, although this type of

ownership is uncommon in the US. (e. g., Claessens, Djankov and Lang, 2000;



Bertrand, et al. 2008). Substantial ownership can make it possible for family members
to receive personal benefits at the expense of minority shareholders. In addition,
controlling shareholders may accrue personal benefits by earnings excess returns on
trading their own stocks - a possibility that has not been investigated in the prior
literature in Thailand. This paper fill in this gap by examining the differences in
insider trading of corporate insider behavior between family member and non-family

member in family-controlled businesses in Thailand market.

Controlling families of family-own businesses are different from other
investors. Anderson and Reeb (2003) indicate that family-own business has lengthy
investment horizons and undiversified portfolios where distinguish founding family
members from both small atomistic shareholders. These attributes give the founding
family members special incentives and means to obtain more detailed knowledge of
the business relative to traditional managers and outside investors. The central
position of controlling family members within the firm also allow them with greater
flexibility to manipulate private information. Thus, compared to other investors,
founding family members can use their position for their own benefits and are best

able to harvest the surplus income from their stock exchanges.

Insider trading in the Thai stock market is interesting and exclusive in its own
setting. Laoniramai (2012), Glaewketgarn (2013) documents that the number of Thai
listed family firm are around 77% in the market. Budsaratragoon, Hillier and
Lhaopadchan (2012) suggest that the country has weak financial institutions, legal
security and regulation, and an external governance mechanism. Thailand also has

appropriate publicly available data of both listed and private companies, which can


https://www.sciencedirect.com/science/article/pii/S0148619513000416#bib0190

identify the shareholders structure with accuracy. So, we base our study on the Stock

Exchange of Thailand (SET) and Market for Alternative Investment (MAI).

To narrow the gap in the literature regarding insider trading and corporate
insider’s characteristics, in this paper focuses on how family-controlled structures can
influence the information asymmetry of insider trading. | also explore more on insider
characteristic where potential information leakage come from family insiders or non-
family insiders during a large information asymmetry period such as before firm’s

earnings and dividend announcement.

1.2 Objectives

To examine on how company’s ownership structures can influence trading
behavior between the family-controlled businesses and non-family companies in
Thailand market for a sample of Thai stock market during Jan 2016 — Dec 2019.

To inspect the empirical of insider characteristic between family insiders or

non-family insiders for a sample of Thai stock market during Jan 2016 — Dec 2019.

This paper focuses only on publicly transactions involving the selling and
purchasing of securities by insiders without the use of undisclosed knowledge. Thai
SEC require all insiders to disclose their trades within three days of the trading day
and the trade information is shown on the SEC website at the end of the day.
Moreover, insider who are not follow the Section 59 will be penalized for delayed

reporting without an appropriate reason. This 3-day interval is shorter compared to



others. There is up to 6 days in the UK and up to 40 days in the US. Therefore, |

expect insider trades in Thailand to be particularly informative.

This study has at least two contributions. First, we examine the extent to
which corporate insider characteristics in family-owned firm affect firm’s information
leakage in Thailand. Second, my study provides more evidence to the research on
insider trading. We provide evidence of how various types of CEOs and ownership
structures influence insider trading conduct. However, this analysis has some

drawbacks because insider trading data is derived from reports filed by the insiders.

The rest of the paper is organized as follows. Section 2 presents literature
review and hypothesis development. Section 3 describes the data sources and the

sample. Section 4 presents the research method Section 5 results and concludes the

paper.

2. Literature review and hypothesis development

Previous studies on insider trading focused on insides’ profit and outsider’s
profit who follows insider’s trading transaction in stock which have two main
conclusions. First, corporate insiders have ability to earn significant profits by trading
the securities of their own firms. Second, outsiders use publicly available information
about insider trading to earn significant abnormal profits like insiders. However, some
studies such as Rozeff and Zaman (1988), argued that the abnormal profits disappear

from transaction costs such as commission fees and bid-ask spread.


https://www.sciencedirect.com/science/article/pii/S1057521906000275?casa_token=TVykGqyWZngAAAAA:IvamR9mGpTkfFlq_uIQurQhV0VGrYY7JqFpMGwGfLHAclgL2eU2OSJOZnMwdeOl7wcu0m0w#sec1
https://www.sciencedirect.com/science/article/pii/S1057521906000275?casa_token=TVykGqyWZngAAAAA:IvamR9mGpTkfFlq_uIQurQhV0VGrYY7JqFpMGwGfLHAclgL2eU2OSJOZnMwdeOl7wcu0m0w#sec2
https://www.sciencedirect.com/science/article/pii/S1057521906000275?casa_token=TVykGqyWZngAAAAA:IvamR9mGpTkfFlq_uIQurQhV0VGrYY7JqFpMGwGfLHAclgL2eU2OSJOZnMwdeOl7wcu0m0w#sec3
https://www.sciencedirect.com/science/article/pii/S1057521906000275?casa_token=TVykGqyWZngAAAAA:IvamR9mGpTkfFlq_uIQurQhV0VGrYY7JqFpMGwGfLHAclgL2eU2OSJOZnMwdeOl7wcu0m0w#sec4

2.1 Insider trading in Thailand

In developing countries like Thailand, Boonyawat, Jumreornvong and
Limpaphayom (2005) document that the corporate insiders can earn abnormal returns
especially from purchase transactions. Also indicate that outsiders who follow insider
buying signals can make abnormal returns as well. Moreover, Budsaratragoon, Hillier
and Lhaopadchan (2012) claim that the corporate insiders are likely to take their

informational advantages to gain personal profits.

According to Securities and Exchange Commission’s (SEC) of Thailand’s Act
of B.E 2535 section 59 regulates that insiders are required to disclose their trading
transaction by filling form 59-2 for management trading information within three
business days of any change their interests, which is the original source for insiders'
trading information. Also stringent restrictions on the 3-day reporting interval for
companies are enforced by the SEC of Thailand, though abnormal return from insider
trading is still apparent. In other words, outsiders may gain abnormal profits by

trading like insiders.

2.2 Family firm

Prior research generally argue that family insiders hold more information due
to their long-standing knowledge and major control over the firm (e.g. Anderson and
Reeb, 2003, Ali et al., 2007, Chen et al., 2008, Chan et al., 2010). With benefit of easy
access to privileged information create chance of engaging in informed trading on
their own or by supplying information to outside investors. Also, stringent insider
trading laws, tightly regulated and monitored insiders of the family may still have

information leaked to their relatives or associates with less public scrutiny.



On the other hand, the family firm also has incentives to limit informed
trading. First, as long-term investors, they are less likely to trade for short-term
benefits. Founding family often keep the family business for future generations
(Villalonga and Amit, 2006). Second, the family founders and heirs especially
concern about the reputation and commitment to the firm. Therefore, they are less
likely to engage in information-based transactions to outside investors, which could

harm their economic benefits and reputation.

In our study, we focus on family firms and explore whether family control and
affiliation to the family can influence corporate insiders' potential to engage in

information leakage.

3. Data sources and sample selection

3.1. Insider Trading and Firm Data

This study uses the insider trading information data from the 59-2 Form!
provided by the Securities and Exchange Commission’s (SEC) during Jan 2016 — Dec
2019. Insider trading with only purchase and sale transactions in Thailand are quite
large around 2,000 to 3,000 per year so they make good representation for the study.
The data in Form 59-2 contains (1) name of company and management, (2)
relationship to management positions, (3) report date which is the date that corporate

insider submits the form to SEC, (4) filling date which is the date that the SEC

1 Bases on Securities and Exchange Act of B.E. 2535 Section 59, the director, manager, person who
holds management position as specified in the notification of the SEC Office, and an auditor of the
securities issuing company must prepare and submit Form 59-2 to the SEC Office on each person’s
securities holding and the holding of their spouse, cohabiting couple and minor children in accordance
with the rules and procedures as specified in the notification of the SEC Office within 3 days after the
transaction date.



submits the form (usually the same as report date), (5) transaction date which is the
date that corporate insiders trade their own securities, (6) types of securities that are
trade mostly are common share, warrant and units, (7) number of securities that are
traded, (8) average securities that are traded,(9) method of acquisition and disposition.

. The insiders are obliged to report with no exception

Stocks included in the sample are listed stocks and have at least 200 days
return prior to the trading day as the event day to ensure that | have the complete data
set to perform the event study. The study period covers from during Jan 2016 — Dec
2019 since the 59-2 form can be retrieved from SEC’s website only 3 years backward
from the filling date. In dataset selection procedure, from the original dataset, | select
only purchase and sales transactions and only common stock transactions. Firms that
do not have complete financial data available for fiscal year 2016-2019, newly listed
firms, delisted firms, inactive firms, or firms undergoing financial rehabilitation or
restructuring are also excluded from the sample. I also exclude the insiders’ trades in
financial firms due to the difference in nature of monitoring mechanisms. Then rule
out transactions which do not have sufficient price data to conduct the event study

with pre-event window of 31 days and an estimation window of 200 days.

To identify day 0, | aggregate the purchases and sales by different insiders in
shares of the same company on the same month of trading day to avoid overlapping
transactions. Then select the last transaction in each month as the day 0 with the sum

amount of net purchase or sales transaction.

Thus, this study investigates only trading (purchase and sales) of common

shares traded in the Stock Exchange of Thailand (SET) and Market for Alternative



Investment (MAI). Since the SEC will announce the insider-trading transaction one

day after receiving the form, we assume this day as the public annoucement date.

Tablel: Dataset selection procedure

This table demonstrates the sample selection process before reaching the final data set

with the reason to exclude observations in the first column and the remaining observation in

the second column. The final dataset consists of 4,647 observations (2,953 purchases and

1,694 sales) in 388 companies (SET 316 companies and MAI 72 companies). The main

different between initial number and final data set result from monthly sum up of net

purchases and sales of each company together.

Sample selection procedure

Remaining observations

conduct the event study.

Initial number of observations 24,233
Selecting only common stock 21,761
Selecting only purchase and sell transaction 20,831
After excluding firm with incomplete financial data 18,603
After excluding firm in financial industry 17,244
After aggregating the purchases and sales and rule out

transactions which do not have sufficient price data to 4,647

My data also cover company specific information such as accounting data,

ownership structure, number of shares outstanding which are collected from the Stock

Exchange of Thailand and SETSMART. | obtain the trading data from Thai SEC. The

control variables are obtained from Bloomberg
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3.2 Family Firm

Prior researches provide suggestions on how to classify family firms. The
1992 Limited Public Company Act allows shareholders who own at least 25% to vote
some important resolutions such as issuing seasoned shares and performing merger
and acquisition. However, there are possibilities that the significant shareholder is the
only ultimate owner or with a second controlling shareholder who owns at least 10%
or 20% voting rights. In this paper, considering family ownership in Thai market, |

implement cut-off at 10% as ultimate shareholders’.

To clearly identify the ownership structure and determine whether or not a
sample firm is considered to be family-owned based on the identity of the
shareholders. In this paper use the SETSMART database provided by the Stock
Exchange of Thailand, which lists up to 0.5% of shareholding of each firm. Then
identify family ownership with data limitation, counting shareholders with the same
surname as family for direct shareholdings. Moreover, if shares owned by another
public or privately held company, we trace upward for identify indirect shareholdings.
Then aggregating shares owned by individual family members or owned by family-
affiliated firms under family control to find total family ownership. We classify any
company in the sample with using list of shareholdings only in 2018 because the
ownership structure of Thai listed companies, especially family firms, are not
complex and are barely change the ultimate shareholder. They are preferable to
maintain their control through company’s structure (Claessens, Djankov and Lang,

2000). The ownership structure data are manually collected from SETSMART.
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Table 2: Summary Statistics from 2016 — 2019

This table shows the distribution during 2016 to 2019 of the number of transactions
separated into purchase transactions and sales transaction of the insider trading, number of
firm and value of transaction in thousand baht. The standardizations are high since there are

big gap between minimum and maximum insider trading transaction.

| All | Purchase |  Sales
No. of transaction
All transactions 4,647 2,953 1,694
Transaction in Family firm 2,856 1,831 1,025
Transaction in Family member 1,224 911 313
Transaction in Family CEO 250 166 84
No. of firm
No. of all firms 388 345 294
No. of family firms 208 188 159
Value of insider trading transaction (Thousand baht)
Median 355 955
Mean 12,457 32,081
Maximum 8,279,464 2,500,000
Minimum 0.12 0.03
Std. Dev. 180,087 179,001
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4.Methodology

4.1 Hypothesis development

As a first step in this paper, I test the hypothesisl that insiders’ transactions
contain valuable information or the market believes that their trades contain favorable
information. Insiders’ sales may contain less valuable information because they could
sell their shares due to personal liquidity needs or remuneration rather than
expectations of decreasing in future value of the firm and insider purchases can earn
four times abnormal return compare to sales in US market (Lakonishok and Lee,
2001) as well as the evidence from Fidrmuc, Goergen, and Renneboog (2006) in UK

market.

In developing countries like Thailand, Boonyawat, Jumreornvong and
Limpaphayom (2005) find that the corporate insiders can gain abnormal returns from
purchase transactions. Budsaratragoon, Hillier and Lhaopadchan (2012) show that the

insiders earn abnormal returns from trading around earnings announcement.

Hypothesis 1: Insider trading and abnormal return

Hl(a) Insiders’ purchases result in positive abnormal return.

Base in the studies of Jaffe (1974), Seyhun (1986) and Lin and Howe (1990)
which conclude that if insiders have some superior information and believe that stock
price would be rise in the future because of favorable information, they would
purchase the stock prior to the release of such information. Consequently, cumulative
average abnormal return (CAR) should be positive after insider trading day. This

conclusion implies that the insider be able to forecast the future stock movement. If
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not, the CAR would become zero or negative following the trading day. Thus, leads to

the conclusion that the insider cannot forecast the future trend of stock price.

HI(b) Insiders’ sales result in negative abnormal return.

Base in the studies of Jaffe (1974), Seyhun (1986) and Lin and Howe (1990)
which conclude that If insider have some superior information, and they believe that
stock price would drop in the future because of unfavorable information, they would
sell the stock price prior the release of such information. Then negative CAAR should
be found following the trading day. This proposition also leads to the conclusion that
insider can predict future stock movement. If not. The CAAR would become zero or

positive following the trading day.

H1(c) Absolute value of abnormal return to insiders’ purchases is lower

compare to those of sales.

However, in Thailand, due to the high concentrated ownership structures, the
outcomes may differ. Franks, Mayer and Renneboog (2001) propose the entrenchment
effect which implies that shareholders with considerable voting rights may become
unaccountable and manipulate their private benefits from the expense of minority
shareholders. Therefore, the market may respond negatively to insiders’ purchase. I
expect that the abnormal return from sales effect overshadows the abnormal return

from purchase.

Next, | focus on insiders trading in firm characteristic. By structure, family
firms have conflict of interest between management and shareholders (Anderson and
Reeb, 2003). In some cases, family firms are managed by unaffiliated professional

CEOs.
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Hypothesis 2:

H2(a) The abnormal return to the transactions of family firms is larger

than non-family firms.

Concentrated ownership structure allows large or controlling shareholders to
take advantage of resources from minority shareholders. For example, Shleifer and
Vishny 1997, Franks, Mayer and Renneboog (2001) and Faccio and Lasfer (1999)
find that managements with substantial voting power can hold their positions even

though they deliver poor performance

H2(b) Among family firm, the abnormal return to the transactions of family

firms’ insiders is larger than non-family firms’ insiders.

Controlling family usually maintains long- term investment horizon in their
firms and places family members as the firm’s CEOs or top management positions
(Anderson and Reeb, 2003). So, family members hold superior inside information and
industry environment compared to the outsiders (Kwak, 2003; Anderson and Reeb,
2003). | expect that the stock trades made by the family firms’ insider are more

profitable than those made by non-family firms’ insider.

Another factor included in my consideration is whether the CEOs of the

family firms are family member or outsiders.

H2(c) Among family insider in family firm, the abnormal return to the insiders’
transactions of family firms with family member as CEOs is higher

than the transactions of family firms as non-CEOs.
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Anderson and Reeb (2004) suggest that family shareholders can gain an
information advantage by sending one of their family members to hold an active role
in the management. Since CEOs have more complete information about the
company’s current operations and future prospects. Lin and Howe (1990) also test the
effect of valuable information and find the strong supporting evidence that CEOs have
more information than large shareholders who are not familiar with the company’s
operation. | expect that insider trades in family firms whose CEOs are family member

can earn higher abnormal returns compared to firms managed by professional CEOs.

4.2 Event study analysis

For testing insider trading and abnormal return, | implement a standard event
study methodology to observe market reactions from insiders’ trades. I perform event
studies for insider purchases and sales separately and the event date or dayO is defined
as the trading day. If insider trading rules are effective, there should be no abnormal
price changes before the public release of relevant news, but should be a clean jump

on stock price only on the announcement date.

Computing cumulative abnormal returns by using market model as the
benchmark. Brown and Warner (1985) suggest that OLS can be implemented to
obtain the beta without misspecifications. The event windows are 30 days prior to and

after the event date. Because of blackout policy?, thoroughly, | have to ascertain that

2 According to Section 56 in The 1992 Securities and Exchange Act (SEA), a publicly listed firm must
disclose its corporate policy to prevent illegal insider trading in the annual report (Form 56- 1). Thus,
some firms voluntarily declare their own ‘ blackout policy’ which prohibits insider trades their own
securities prior to the disclosure of quarterly and annual financial statements and during the period as
specified by the firm. The policy operates to prevent insiders to gain advantages from related earnings
news (Bettis, Coles and Lemmon, 2000).
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significant CAR 1is due to information value of insiders’ trades rather than sensitive

news. The beta is estimated from 200 to 31 days before the event dates.
Abnormal return and significant test

To investigate abnormal return (AR), using market model by assuming the last
insider trading day in each month as the event day (day 0) and the daily return on stock
r; ¢+ for security i on day t, with 200 days pre-event and 30 day pre-event daily return

data. The model is as follow;

Tie = Qie+ Bit Tme T Eie for t =-200,-30 ...
Where
Ti¢ = Return on stock i on day t
Tt = Return on value-weighted portfolio of all SET stocks on day t
Ui ¢, Bi = Market model intercept and slope as of day t
Eit = Disturbance term assumed to be normally distributed with zero

mean and constant variance.

The ordinary least squares (OLS) method is used to estimate model parameter
a;. and B;, with 200 days pre-event and 30 days pre-event daily return data,
excluding period of 30 days before to 30 days after the event day. Applying these
estimates to realized returns on the market portfolio during the event period of 61
days (i.e., 30 days prior to and 30 days after the event date) in order to get the
estimated risk adjusted return for each security for each event date because there were

many transactions traded by corporate insiders in each month, we decided to use a
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non-overlapping one-month period to classify insider’s transaction in order to make

window clean from other effects.

Then we calculate the abnormal return (AR; ;) for security i on day ¢, from 30
days before to 30 days after each event by subtracting the estimated return from the

realized return for each security and for each event day. That is the model as follows;

AR = (rie— (@ + Bitme)) for t =-30,30 (2
Where
AR;, = Abnormal return for security i on day t
a; + f; = Estimated market model intercept and slope

Next, the average portfolio abnormal return is calculated for the event day
t(AAR;). AAR, represents the average of all abnormal return for K securities in a

given portfolio on day t, where t is the trading day.
AAR, = =% AR, for t =-30,30 .(3)
Where

K, = Number of firm’s abnormal return on event day t

To examine performance over a holding period, we calculate the cumulative
daily average abnormal return (CAAR) from event day t, to event day t, by summing

the daily average abnormal return as follows;

CAAR(tlltz) == §2=t1 AARt fOf t= tl‘tz ....(4)
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Following Brown and Warner (1985), the statistical significances of the
average portfolio abnormal return are measured by standardizing the average portfolio
abnormal return by their sample standard error that calculated by using the estimation

period both pre-event and post-event, 6(AAR),

t(AAR,) = AAR,/6(AAR) .5
Where
AAR = Average abnormal return ever n different firms on day t
6(APE) = Standard deviation of the average abnormal return obtained from the

estimation period between day -200 and day -31 before the event day

and between day 31 and day 30 after the event day

My null Hypotheses 1 and 2 states that CAAR is equal to zero which implies
the strong form efficiency. To test the mentioned hypothesis, | follow Barber and

Lyon (1997) and implement the following cross-sectional test statistics:

__ CAAR(tqt;)
t(cAdr(tyt,)) = e ..(6)
Where
CAR (tl_tz) = Cumulative abnormal return across t; to t,, periods of firm i, calculated by

t
CARtLtz = Zt2=t1 ARt1,t2

CAAR(t,t;) = Cumulative abnormal return across t period over n different firms or

Cumulative average abnormal return return between ¢, to t, periods
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6(CAR) = Standard deviation of the cumulative abnormal return of the cross-

sectional sample of n firms on t,to t, periods

n = Number of sample firms

Brown and Warner (1985) suggest that traditional test statistic is horizontal to
an event-induced increase in variances. They demonstrate that if variance is
underestimated, this test will lead to more frequent null hypothesis rejection even
when the average abnormal return is zero. To handle with the problem of event-
induced variance, | implement standardized cross-sectional test proposed by
Boehmer, Masumeci, and Poulsen (1991). The test follows standardization of

abnormal returns by divided by the residual variance from market model regression.

4.3 Cross-sectional regression analysis

For testing hypothesis H2, we implement cross-sectional OLS analysis. The
dependent variable is the estimate of insider’s abnormal profit, which is cumulative
daily average abnormal return 30 days after the event date (CAAR) (1, 30) because it
can represent the complete abnormal return on insider trades. FAMILYFIRM is an
indicator variable that is equal to one if the company is a family firm, and zero
otherwise. As same as FAMILYMEMBER that indicate type of insider (family firm’s
insiders versus non-family firm’s insiders) and FAMILYCEOs that indicate type of
CEOs whether family member of controlling shareholder(s) hold the position as
CEOs or not (Family CEOs versus Non-Family CEOs). VALUE is transaction value

of the share purchased or sold.

We control for various factors that could affect insider trading profitability.

First, we control for firm size (SIZE) since the literature finds that both insider trading
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activity and profitability are associated with firm size (Seyhun, 1986; Lakonishok and
Lee, 2001). Second, we control for firms' growth options (MB) since several studies
suggest insiders trade as contrarians Rozeff and Zaman (1998)'s pattern of trading
across market-to-book portfolios could reflect insiders trading on market pricing
errors(e.g., over-reaction to past performance), but it could also reflect insiders’
superior knowledge of future earnings performance. Third, we are assuming that
return on asset (ROA) is an unbiased representation of the market's expectation about
next year's earnings performance to control for prior firm performance; thus, changes

in annual earnings represent private information held by management

CAAR (1,30) = ao+ a; (FAMILYFIRM) + o, (FAMILYMEMBER) + a,
(FAMILYCEOs) + &, (VALUE) + a; (SIZE) + a; (MB) + a,

(ROA) + ¢ . (7)

In order to avoid multicollinearity problem, cross-sectional OLS analysis is
divided into 3 parts with different value of dummy variable for getting more precise

test of the effect of hypothesis H2(a), H2(b) and H2(c) as follows;

For H2(a), to test the relationship among the estimate of insider’s abnormal

profit, firms’ characteristic and financial constraints.

CAAR (1,30) = ay+ a; (FAMILYFIRM) + a, (VALUE) + a5 (SIZE) +

a, (MB) + as (ROA) + ¢ ...(8)

H2(Db), to test the relationship among the estimate of insider’s abnormal profit,

firms’ characteristic, insider’s characteristic, and financial constraints.
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CAAR (1,30) = ay+ a; (FAMILYFIRM) + a, (FAMILYMEMBER) + a

(VALUE) + a, (SIZE) + a5 (MB) + &g (ROA) + ¢ ...(9)

H2(c), to test the relationship among the estimate of insider’s abnormal profit,
firms’ characteristic, insider’s characteristic, information level and financial

constraints.

CAAR (1,30) = ap+ oy (FAMILYFIRM) + a, (FAMILYMEMBER) + a;
(FAMILYCEOS) + a, (VALUE) + az (SIZE) + a, (MB) + a,

(ROA) + & ....(10)

5. Results and Conclusions

| start this chapter by presenting the cumulative abnormal return (CAAR)
occurred around insiders purchases and sales in 5.1 | implement different test
statistics as described in the methodology. Then, I discuss the cumulative abnormal
return further with the effect of family ownership in 5.2. In the second section, |
compare the cross-sectional regression results with the event study results for

investigating family characteristic effect in 5.3.

5.1 Abnormal returns around insider trading

The cumulative abnormal return for purchases transactions and sales
transactions with their t-statistics are represented in table4 and the cumulative daily
abnormal return for purchase transactions and sales transactions are plotted in figure 1

and 2, respectively.



Table 3: The cumulative abnormal return around Insiders’ trading transaction
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This table shows the cumulative average abnormal return (CAARs) for insiders’

purchases and sales for eight intervals around trading date: full event period (-30, 30), pre-
event period (-30,0), (-20,0) and (-10,0), event date (0,1) and post-event period (1,10), (1,20)

and (1,30).
cgg;(- C?g;(' ng(’ c:/;gg(- CAAR]) | CAAR(L10) | CAAR(120) | CAAR(L30)
All Purchase
CAAR | -2.8208% -4.1976% -3.5924% -2.6700% 0.6767% 1.1797% 1.2519% 1.3767%
tcare -4.2759 -7.6507 -7.3684 -6.4543 5.7729%** | 4.83444*** | 4.1852*** | 3.4765***
All Sales
CAAR | 4.4039% 6.3268% 5.9372% 4.0920% -0.4544% -0.8032% -1.0473% -1.9228%
tcape | 4.6171 7.9005 8.1627 7.7692 | -3.0467*** | -2.3995%** | -2.1310%* | -3.1183***

*, ** and *** represent significant at 10, 5 and 1 percent level with one-tail t-test,
respectively.

Consistent with the Hypothesis 1(a) which states that there is positive
abnormal return following insider’s purchases. The post event CAARs (CAARI,10,
CAAR1,20 and CAARL,30) in purchase transactions are 1.18%, 1.25% and 1.38%
respectively. When insiders’ purchase will gain positive abnormal returns. Moreover,
Consistent with Hypothesis 1(b) which states that there is negative abnormal return
following insider’s sales. The post event CAARs (CAARI1,10, CAAR1,20 and
CAAR1,30) in sales transactions are -0.80%, -1.05% and -1.92% respectively. The
post event CAARs values in both sales and purchase transactions are significantly

different from zero regardless of the statistic test.

In contrast with the many insider trading literatures Franks, Mayer and

Renneboog (2001), I hypothesize in 1(c) that an absolute value of abnormal return
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from insiders’ purchases is lower compared to sales. The absolute CAARs for post
event are inconsistent with the hypothesis except the absolute CAARs 1,30 for
purchase are little bit lower than sales. So, the result failed to reject Hypothesis 1(c).
The possible explanation is following Scott and Xu (2004) where only large sales that
also accounted for large percentages of insiders' holdings predicted significantly
negative future abnormal returns. Small sales that represented small percentages of
shares owned not only did not predict poor performance but were associated with
significantly positive abnormal returns. The complete picture of purchases and sales

patterns are illustrated in Figure 1 and 2.

Figure 1 shows the cumulative daily abnormal return of purchases transactions
over the event window period (-30, 30) which indicate there is adjustment before and
after the event day 0 since that CAARs decrease and then increase after the event
date. In the pre-event period, CAARSs are significantly negative and then revert after
the event day 0. However, they do not return to their initial level. As a result, the

CAAR -30, 30 which represents the entire event window is negative.

Figure 1: The cumulative daily abnormal return for purchases transactions

Purchase transactions
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Figure 2 shows the cumulative daily abnormal return of sales transactions over
the event window period (-30, 30) which indicate there is adjustment before and after
the event day O since that CAARs increase and then decrease after the event date. In
the pre-event period, CAARs are significantly positive and then revert after the event
day 0. However, they do not return to their initial level. As a result, the CAAR -30, 30

which represents the entire event window is positive.

Figure 2 The cumulative daily abnormal return for sales transactions
Sales transactions
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The pre-event and post-event CAARs for both purchases and sales
transactions have similar pattern. It can be implied that abnormal return from insider
is significant, so it is containing material and non-public information on stock price.
The results consistent with the Hypothesis 1. The evidence in Thai stock market

suggests that corporate insiders seem to have information about intrinsic price.

The asymmetry between insider purchases and sales reflects differences in the
information content of these actions. When an insider purchases company shares, the

primary reason is to make money; the buyer probably thinks the stock is undervalued



25

at the time of purchase. So, for that insider purchase to be associated with good future
returns is not surprising. As for insider selling, the motivation most assumed and
tested in the literature is the insider's belief that the company stock is overvalued. If
the insider possesses useful information, this type of sale should signal poor returns
ahead. So, | conclude that insiders’ purchase can be interpreted as favorable signal

whereas insiders’ sales can be interpreted as unfavorable signal.

5.2 The Effect of Family Ownership
In previous section, | argue that insider transactions contain two different
signal which can enhance or mitigate the abnormal return. In this section, | investigate

further on how family ownership affects CAARS earned by the insiders.

Table 4: Abnormal return to Insiders’ Transaction According to Family Ownership and

Control

This table reports the cumulative average abnormal return according to family
ownership. | use the 10% cut-off level to separate first and second tier family firms and non-
family firms. The table summarize the CAARs of purchase and sales transactions. This table
shows the cumulative average abnormal return (CAARs) for insiders’ purchases and sales for
four intervals around trading date: pre-event period (-30,0) and post-event period (1,10),
(1,20) and (1,30). The CAARs indicate that both insiders in family and nonfamily firms

follow similar pattern on post-event CAARS.

Purchase Sales
CAAR CAAR CAAR CAAR CAAR CAAR CAAR CAAR
(-30,0) (1,10 (1,20 (1,30 (-30,0) (1,10 (1,20 (1,30
Family Firms
CAAR -3.7791% 1.4331% 1.4414% 1.8472% 7.1168% -0.7123% -1.3292% -2.5135%
tcaaar -4.9370 4.2571%** 3.5846*** 3.4981*** 5.6598 -1.6755** -1.8993** -2.9171%**
Non-Family Firms
CAAR -4.6983% 0.8762% 1.0248% 0.8136% 5.3962% -0.9103% -0.7147% -1.2268%
tcaar -5.9903 2.4817*** 2.288** 1.3637* 5.8693 -1.714%** -1.0455 -1.3958*

*, ** and *** represent significant at 10, 5 and 1 percent level with one-tail t-test,
respectively.
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The insiders of family firm earn around two times in CAAR (1,30) more than
the insiders of non-family firms in both purchase and sales transaction. For purchase
transactions (1.85% for family firm and 0.81% for non-family firm) results for
purchases are significantly different from zero. Also, with sales transactions (-2.51%
for family firm and -1.23% for non-family firm). These CAARs are also significantly
different from zero across test statistics. This evidently supports that the insiders of
family firms can derive benefits from private information. Hence, this results partly

support hypothesis 2 which will be investigate further on cross-sectional analysis in 5.2.

5.3 Cross-sectional Regression Analysis

Furthermore, to compare CAARs of transactions directly, | perform cross-
sectional regression analysis with the CAAR (1,30) from market model as dependent
variable and dummy variables representing the family firm, family member and
family member as CEOs. In the regression’s analysis, I can control other factors such
as relative transaction value, firm size, market to book and return on assets. Table 6

summarizes the regression results for both insiders’ purchases and sales.

In order to clarify the ownership and control effect, | separate the family
ownership and family controlled into different models. The coefficients for the family
ownership and control yield the similar results presented in Table 6. Model 1 test the
ownership effect, which is family firm or non-family firm (equation 8). Model 2 test
the control effect, which is family member or non-family member (equation 9). Model

3 test the control effect, which is family CEO or non-family CEO (equation 10).



Table5: Cross-sectional Regression Analysis
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This table presents the results of cross-sectional analysis regressions of purchases and

sales transactions. The dependent variable is CAAR (1, 30) and the event date is the trading

date. Family Firm equals one when family ownership exceeds 10%. Family Member equal

one when the insider is family member. Family CEOs equal one when the insider is family

member holding position as CEO. Value is relative transaction value of the share purchased or

sold which is defined as the relative value of shares traded by insiders to total share

outstanding. Size are the natural logarithm of revenue at the beginning of the year. M/B ratio

is the market per book. ROA are the return on assets. The standard errors are reported in

parentheses.
Cross-sectional Regression Analysis
Purchases Sales
Variables Model 1 Model 2 Model 3 Model 1 Model 2 Model 3
Family 0.0021 o 0.0022 -0.0066 -0.0093 -0.0087
Firms (0.0044) CA%% (0.0051) (0.0072) (0.0078) (0.0078)
Family -0.0005 0.0003 0.0095 0.0148
Member ) (0.0054) (0.0054) ) (0.0101) (0.0102)
Family -0.0213** -0.0690***
CEO ) ) (0.0092) ' ) (0.0166)
Value -0.1392 -0.1393 -0.1434 0.0724 0.0565 0.1202
(0.1638) (0.1638) (0.1637) (0.1772) (1780919) (0.1779)
Size -0.0019 -0.0019 -0.0018 -0.0020 -0.0017 -0.0037
(0.0049) (0.0049) (0.0049) (0.0069) (0.006873) (0.0068)
MB -0.0016* -0.0016 -0.0014 0.0018*** 0.0017*** 0.0016***
(0.0008) (0.0009) (0.0009) (0.0004) (0.0004) (0.0004)
ROA -0.0001 -0.0001 -0.0001 -0.0004 -0.0004 -0.0005
(0.0003) (0.0003) (0.0003) (0.0031) (0.0003) (0.0003
0.0128*** 01277** 0.0136*** -0.0233*** -0.0234*** -0.0201**
~cons (0.0039) (0.0039) (0.0039) (0.0061) (0.0062) (0.0062)
Adj.
R-squared 0.0001 -0.0002 0.0013 0.0121 0.0120 0.0214

*, ** and *** represent significant at 10, 5 and 1 percent level with one-tail t-test,
respectively.
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The result of the regression for the purchases and sales transaction is
inconsistent with the expectation, the coefficients of Family firm and Family member
are not significant different from zero in model 1 and 2, respectively. The evidence
suggests that in the Thai stock market, corporate insiders who are family member in
family firm seem not to know valuable insider information than other insiders.

Therefore, | fail to reject Hypothesis 2 (a) and Hypothesis 2 (b).

Consistent with the expectation, there is only factor that can explain the larger
of abnormal return from family firm and support hypothesis 2 which is coefficients of
Family CEOs in model 3 where the result is significant different from zero. This
finding indicates that sales transaction of insider trading in family firm made by CEO

are more profitable than those made by non-CEOs.

However, purchases transactions are negative meaning that abnormal return
from family CEO is lower than non-family CEO. The possible reason is the
transaction cost. For example, family CEOs hold more information than others which

lead to more trading then the profit is shadowed by transaction cost.
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Table6: Summary of Findings

This table represent summary of all findings of hypothesis test in this paper. In
summary, there are 3 hypotheses confirmed which are H1(a) where there is positive abnormal
return from insider’s purchase transaction, H 1(b) where there is negative abnormal return
from insider’s sales transaction and H 2(c) where CEOs have more valuable information

about the company future since CEOs can earn better profitability in sales transaction.

Insiders’ Purchases Insiders’ Sales
Hypothesis: Expected ) Expected )
Hypothesis Hypothesis
abnormal ) abnormal )
Confirmed Confirmed
return return
H1 (a)/(b) Purchases and Sales Positive Yes Negative Yes
H1(c) Absolute value of abnormal Lower Higher
return to insiders’ purchases is lower absolute N absolute N
0 0
compare to sales. abnormal abnormal
return return
H2(@) The abnormal return to the More More
. o . 2 No, not ) No, not
transactions of family firms is larger | positive for - negative for o
o A significant o significant
than non-family firms. family firms family firms
H2(b)Among  family  firm, the
abnormal return to the transactions of More No, not More No, not
family firms’ insiders is larger than positive significant negative significant
non-family firms’ insiders.
H2(c) Among family insider in family
firm, the abnormal return to the
insiders’ transactions of family firms More No, More Yes,
with family member as CEOs is higher positive significant negative significant
than the transactions of family firms as
non-CEOs.
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5.4 Conclusions

The evidence presented in this study indicates that, corporate insiders in the
Thai stock market can make abnormal returns on stock when they know some
favorable private information and take the action for purchases or sales before market

participants.

My sample consists of 4,647 insiders’ transactions performed between January
2016 and December 2019. Several conclusions come to light. First, insiders’
purchases and sales affect shares price significantly. The results are consistent with
most existing studies in both developed and emerging markets. Implementing event
study methodology, the 30 days post-event market model CAARs equal to 1.38% and

-1.92%for purchases and sales, respectively.

Second, in contrast to previous studies, insiders’ purchases trigger less
abnormal return compared to sales. It implies that the entrenchment effect as negative
news is strong for purchases. This argument is the insiders seem to time their trades
according to their private information. The evidence is provided by significantly
negative (positive) pre-events CAARs before purchases (sales) date and only large

sales can trigger abnormal return.

Third, there is a strong relationship between family ownership with the price
reaction to insiders’ trades. The insiders of family firms earn almost two times
CAARs when compared to the insiders of non-family firms for both purchases and

sales transactions.
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Lastly, when investigate more on family firm the evidence in this study show
that family member who hold position as CEOs in Thai firm have more valuable

information about the company’s future prospects than other family insider.
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