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Altana Director Alignment Strategy   

In the first two weeks of February 2018, the S&P 500 and the Dow Jones Industrial Average suffered their largest 
weekly decline in more than two years with both indices slumping more than 8%.  Despite such losses the Altana 
Director Alignment Strategy (ADAS), whose strategy is based on analysing, clustering, and trading on US corporate 
insiders’ buy and sales trades, performed much better returning 3.87% this month (as of 28/02/2018) with a YTD 
performance of 5.49%.  
 
Analysts have quoted multiple reasons as to the causes of the slump: rising bond yields, anticipated higher 
inflation, and the risks associated with substantial wage growth, as announced in the recent job report. Some 
investors felt their fears that the market is exhibiting a bursting price bubble (exacerbated by cheap central bank 
money) were justified. Such bearish trades, and those who set stop limits resulting in a lot of automated orders 
being executed on Wall Street, further amplified the temporary plunge. While the US stock market has slightly 
recovered, it is still significantly down on its 26 January peak. Investors mimicking the indices’ development (eg via 
the use of ETF products) suffered considerable losses.  

Why did ADAS outperform the index? 

This outperformance was primarily due to strong returns on the short book. Short trades are based on ADAS’ 
analysis of US directors’ sales events in their own company. Data pulled from the SEC website is utilised to find 
buying and selling indicators. Typically the strategy is more often long than short. However the fund was net short 
as we approached the January earnings season. This is not unusual as directors cannot buy in their closed period 
four weeks ahead of results. However whilst we usually see buying as soon as results are released this quarter 
directors remained on the sidelines and we remained short as the bond market fell causing falling equities. Perhaps 
the 7% rally in January also persuaded investors that stocks were overpriced. We didn’t see strong director buying 
signals until the market fell towards its 200 day moving average, to be down over 10% from the highs. We then 
went net long achieving profits on both our long and short book for the month. Short exposure reached up to -40% 
in early February just before the correction occurred leading to us going from 10% long to just under 100% in a 
matter of days. 
 

 
 
Gross, net, and average exposure. Source: Altana Wealth Ltd 

 
Directors selling stock in anticipation of market corrections is in line with our expectations based on proprietary 
research. There is a substantial body of evidence that corporate directors and other corporate insiders have a 
strong ability to forecast firm-specific cash flow changes leading to price corrections (Aboody & Lev, 2000; Coff & 
Lee, 2003; Cohen, Malloy, & Pomorski, 2012). Additionally research demonstrates that directors not only possess 
firm-specific knowledge about future price developments, but also general market prediction skills. Consequently, 
directors’ dealings can also forecast general market movements.  
 
Seyhun (1988, 1992) documented statistically significant associations between aggregated insider trading and 
future stock market returns. There is recent evidence that directors can anticipate future market movements (Jian & 
Zaman, 2010; Piotroski & Roulstone, 2005). It is argued that directors’ predictive ability is due to a combination of 
superior ability to forecast unanticipated changes in economy-wide factors (Seyhun, 1988), contrarian investment 
behaviour (Chowdhury, Howe, & Lin, 1993; Lakonishok & Lee, 2001), and better information about future patterns 
of cash flow realisations (Piotroski & Roulstone, 2005). Research findings also demonstrate that aggregated 
directors’ transactions can predict index upsurges and downturns particularly well over the long-run.  
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Our proprietary research indicates exactly what was observed in the US just recently.  Directors’ dealings can also 
predict short-term market movements. Our research also reveals substantial cross-country differences, which form 
part of the analysis upon which ADAS is based. 
 
The fund strategy not only benefited from trading on negative sentiment, leading to it being net short, but also from 
a 2% stop-loss placement policy. Suppose some directors did not follow the herd in shorting. Instead they bought 
shares in their own companies in late January and early February. According to the fund’s analysis-based rules, the 
long-book algorithm might have taken those trades into account. Suppose further that during the general market 
downturn these long-book investments plunged as well. In that case, the 2% stop loss adds a first layer of 
convexity allowing the fund to shift quickly from a net long to a short position. 
 
As US directors used their superior market timing skills and firm-specific information, they anticipated the recent 
market slump earlier and better than analysts and investors. The directors sold shares in their own companies to 
avoid losses and realise gains. ADAS picked up on the change in directors’ sentiment and consequently stopped 
buying, becoming net short and profiting from the subsequent market downturn. 
 

 
ADAS US performance and relevant benchmark. Source: Altana Wealth Ltd 

 

So what happened in Europe?  

Interestingly in Europe although our director buying and selling strategy is identical to the US we remained nearly 
100% long and less than 10% short throughout January and February. While the EuroStoxx 50 is down 4.65% 
MTD, the EU ADAS fund is up 0.53% (as of 25/02/2018) suggesting directors in Europe are picking better winners 
even late in the cycle.  
 
Following the US stock market slump, Asian and European markets also took a hit. In a globalised economy, 
markets are highly interconnected, so European indices, including the EuroStoxx 50 followed the US downturn. 
However, as European markets have not been as excessively bullish, they plunged less significantly than the S&P 
500 or the Dow Jones.  
 
European directors can also be argued to possess superior predictive abilities. Research demonstrates that they 
profitably trade shares in their own companies based on superior knowledge and interpretation of company-specific 
information (Aussenegg, Jelic, & Ranzi, 2016; Fidrmuc, Goergen, & Renneboog, 2006). Additionally, our research 
indicates that in Europe, directors are better at forecasting company-specific mispricing rather than overall market 
movements. Whilst in the US executives’ remuneration is substantially based on stock and stock options, in Europe 
compensation is mainly cash-based. Consequently, European directors are substantially more incentivised to buy 
shares in their own companies when they perceive underpricing. Immediately after European stock markets 
slumped, most European insiders bought their own-company stock at cheap prices. The plethora of buy signals 
caused EU ADAS to invest 100% net-long. This further illustrates that European directors’ profitable market timing 
stems from their ability to predict individual company stock mispricing rather than overall market trends.  
 
Again, EU ADAS benefits from its 2% stop-loss placement policy. Suppose some corporate insiders perceive their 
stock to be underpriced and buy shares accordingly and that outside investors perceive the stock to be overpriced 
and continue to drive down prices. In such cases, lossmaking long positions would be stopped out and potentially 
replaced with other directors’ buy transaction taken into account by the long book’s algorithm. 
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In summary, European directors are superior market timers, buying cheaply when following a general market 
downturn prices of own-company stock are down. EU ADAS quickly picked up on the positive sentiment following 
the temporary market dip resulting in profitable long positions.  
 

 
ADAS Europe performance and relevant benchmark Source: Altana Wealth Ltd 
 

Overall, both ADAS strategies benefit from corporate insiders’ knowledge of firm specific cash flow changes as well 
as superior general market predictive abilities. It is interesting to note how the sentiments we captured led to 
different positions - a short then long position in the US and a net long position in Europe - but both funds 
substantially outperformed their relevant indices. 
 
We provide some further insights into our directors’ sentiment research on our website. 
 
Please let us know if you have any questions or would like to receive further information. 
 
By Alphons Vermorken (Portfolio Manager) 
 
E: investorservices@altanawealth.com | T: +44 20 7079 1080 or +377 97 70 56 36 
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For further information: please contact us at investorservices@altanawealth.com; London: +44(0) 207 079 1088 or Monaco: +377 97 70 56 36. 

 

Disclaimer This report is prepared by Altana Wealth Limited (“Altana”) , which is authorised and regulated by the Financial Conduct Authority (“FCA”) in the United Kingdom (FRN: 532912). 

The Altana Director Alignment System (“ADAS”) is managed by Altana Wealth Limited. ADAS will be a Sub-Fund of Altana UCITS Funds Plc an investment company with variable capital 

incorporated with limited liability in Ireland with registered number 540012 and established as an umbrella fund with segregated liability between sub-funds pursuant to the European 

Communities (Undertakings for Collective Investment in Transferable Securities).collective investment in transferable securities under Directive 2009/62/EC.The Fund is a recognised scheme 

for the purposes of section 264 the Financial Services and Markets Act 2000 of the United Kingdom. Most of the protections provided by the United Kingdom regulatory system, and 

compensation under the United Kingdom Financial Services Compensation Scheme, will not be available. The contents of this factsheet are directed only at persons who would be defined as 

Professional Clients and Eligible Counterparty clients under the rules of the FCA rules. The services provided by Altana are only available to persons classified as Professional Clients and 

Eligible Counterparties (as defined in the FCA rules). As such, no reliance should be placed on anything contained in this factsheet by persons other than Professional Clients and Eligible 

Counterparty clients. 

In particular, persons who are Retail Clients (as defined in the FCA rules), should not act or rely upon the information provided in this factsheet and the services referred to herein will not be 

available to such persons. They are advised to contact their Financial Adviser. This factsheet is not intended for distribution to, or use by any person or entity in any jurisdiction or country where 

such distribution or use would be contrary to local law or regulation. It is the responsibility of every person reading this factsheet to satisfy himself as to the full observance of the laws of any 

relevant country, including obtaining any government or other consent which may be required or observing any other formality which needs to be observed in that country. This document does 

not constitute an offer to sell, solicit or buy any investment product or service, and is not intended to be a final representation of the terms and conditions of any product or service. The 

investments mentioned in this document may not be suitable for all recipients and you should seek professional advice if you are in doubt. Clients should obtain legal/taxation advice suitable to 

their particular circumstances. This document may not be reproduced or disclosed (in whole or in part) to any other person without our prior written permission. Although information in this 

document has been obtained from sources believed to be reliable, Altana does not represent or warrant its accuracy, and such information may be incomplete or condensed. All estimates and 

opinions in this document constitute our judgment as of the date of the document and may be subject to change without notice. Altana will not be responsible for the consequences of reliance 

upon any opinion or statement contained herein, and expressly disclaims any liability, including incidental or consequential damages, arising from any errors or omissions. The value of 

investments and the income derived from them can fall as well as rise, and you may not get back the amount originally invested. Past performance is no indicator of future performance. 

Investment products may be subject to investment risks, including but not limited to, currency exchange and market risks, fluctuations in value, liquidity risk and, where applicable, possible loss 

of principal invested. The information contained in this document is merely a brief summary of key aspects of the Fund. More complete information on the Fund can be found in the prospectus 

or key investor information document. These documents constitute the sole binding basis for the purchase of Fund units. Issued by Altana Wealth March 2018. 
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