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The Motivations and Stock-Performance
Predicting Power of Insider Trading for
Taiwanese Firms

C. Edward Wang
Department of Business Administration, National Taipei University
Andrew C. K. Hu

Department of Business Administration, National Taipei University

This paper employs a more precise proxy for stock misvaluation to test the
information-induced motive of insider trading in Taiwan. By decomposing insider
trading into the information-induced and the non-information-induced insider
trading, we then develop a new method to test their predicting power on future
stock performance. Our empirical findings support that stock misvaluation,
diversification, optimal contracting, and liquidity needs are the motivations for
insider trading. But part of insiders’ short-term buying decisions is related to the
purpose of stock price manipulation. In addition, we confirm that the information-
induced insider trading can predict future stock performance and its predicting
power is 10 to 30 times of the original measure of insider trading. Further, outside
investors can mimic insiders’ information-induced trading behavior to create
profitable long-short arbitrage portfolios. Our new method and findings offer a
possible solution to calm down the debates among the existing literature and have

great value for outside investors in making their investment decisions.

Key Words: Information-motivated trading, Diversification, Portfolio Rebalancing,

Optimal Contracting, Liquidity Needs, Stock Price Manipulation.
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