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Studying the actions of smart insiders has always been a valuable investment tool for us. Most of the time, insider
activity is not very provocative, and insider selling typically means very little. But certain kinds of insider buying can
mean a lot. We believe it often indicates an excellent entry point for a particular stock or group of stocks.
Consider the meaning of insider buying: the purchase of shares in a corporation by a director, officer, or executive
within the company. If people are willing to invest a considerable amount of their own money in a company they
know well as an insider, we should pay attention. When assessing insider buying action, we find a few criteria to be
important, and some that can be ignored. First, we tend to ignore option-based insider buying. This is because the
insider is paying, or has paid, a lower price to own more stock than we can pay at market. We also tend to ignore
small purchases, as they may not demonstrate much conviction. Small purchases could simply be cosmetic moves
by senior management to show they have confidence in their own leadership.

What gets our attention?
We view large insider purchases as a potential opportunity. We tend to consider purchases of $400,000 or more as a
genuine commitment. One exception would be those of well-paid CEOs, like Jeff Immelt of GE, who routinely bought
$1 million in stock each year. We generally viewed his purchases as cosmetic since he was paid 20 times this figure
or more annually. We pay attention to purchases under $400,000 if we believe the buyer is smart but perhaps not as
wealthy. In these cases, they may be middle-management insiders who have demonstrated a real feel for the stock
with timely small purchases in the past. We research this timeliness by following SEC Form-4 filings, which must be
completed by directors and officers of a company and by any shareholders who own 10% or more of the company’s
outstanding stock.

In March 2020, we witnessed the highest level of insider buying versus
selling we had ever seen in our investing careers.
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Other smart insiders and cluster buying
Also on our radar for smart insider purchases are chief compliance officers. They tend to be knowledgeable about
legal rules surrounding insider buying and are very careful in their purchasing actions. Chief financial officers also
tend to be smart buyers. CFOs are very conscious of their company’s stock price and tend to be strategic about
entry points. We are very attentive to large purchases by CFOs.
We also pay attention to cluster buying. When we see a number of insiders buying, we view this as a strong signal
to get involved, especially if the purchasers include those in middle management. Without acting illegally on
inside information, these insiders can sense the beginning of a change in the company’s fortunes — such as with
an upcoming new product or a problem area that is finally being fixed.
When we notice any attractive insider activity, we do not react by impulsively buying the stock. However, it
encourages us to begin our research process with immediacy. We (re)examine the fundamentals of the company,
seeking to discern if the insiders are truly onto something. If we believe we have discovered an attractive
opportunity, we won’t hesitate to invest.

2020: A case study in insider buying cues
We can go many months without finding attractive insider activity. Then suddenly, activity can pick up and
expand broadly. This was the case in March 2020, when we witnessed the highest level of insider buying versus
selling we had ever seen in our investing careers. At the onset of the pandemic, record inside buying activity
occurred in valuation-sensitive and cyclical sectors such as financials, energy, and materials, and also for the
Russell 2000 Index overall, which tends to be cyclical.
The March 2020 “heads-up” from insider buyers
Insider buying data for the week ending March 13, 2020

Source: InsiderScore, LLC.
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This led to our strong conviction that the collapse in the overall market presented a buying opportunity. At
that time, we compiled a list of names that made sense to research and distributed it to the analysts on our
equity research team. Our list included stocks with increased activity from what we believed were smart inside
buyers. One example we acted on was Freeport-McMoRan (FCX), a leading international mining company whose
shares later surged with the recovery in global economic growth. Copper prices plummeted in March 2020 but
rebounded considerably. Freeport-McMoRan owns an interest in one of the largest copper and gold mines in
the world, and it ramped up its low-cost copper production in response to surging global demand. Another
example was home improvement retailer Lowe’s (LOW), which has experienced impressive same-store sales
growth and stock price advances since the market’s March 2020 lows.
Recently, with stocks generally advancing, we have not witnessed many attractive inside buying situations.
However, we are always on alert, as we believe this is an alpha-enhancing strategy and discipline.

For informational purposes only. Not an investment recommendation.
This material is provided for limited purposes. It is not intended as an offer or solicitation for the purchase or sale of any financial
instrument, or any Putnam product or strategy. References to specific asset classes and financial markets are for illustrative
purposes only and are not intended to be, and should not be interpreted as, recommendations or investment advice. The
opinions expressed in this article represent the current, good-faith views of the author(s) at the time of publication. The views
are provided for informational purposes only and are subject to change. This material does not take into account any investor’s
particular investment objectives, strategies, tax status, or investment horizon. Investors should consult a financial advisor for
advice suited to their individual financial needs. Putnam Investments cannot guarantee the accuracy or completeness of any
statements or data contained in the article. Predictions, opinions, and other information contained in this article are subject to
change. Any forward-looking statements speak only as of the date they are made, and Putnam assumes no duty to update them.
Forward-looking statements are subject to numerous assumptions, risks, and uncertainties. Actual results could differ materially
from those anticipated. Past performance is not a guarantee of future results. As with any investment, there is a potential for
profit as well as the possibility of loss.
Diversification does not guarantee a profit or ensure against loss. It is possible to lose money in a diversified portfolio.
Consider these risks before investing: Investments in small and/or midsize companies increase the risk of greater price
fluctuations. Growth stocks may be more susceptible to earnings disappointments, and value stocks may fail to rebound.
The value of investments in the fund’s portfolio may fall or fail to rise over extended periods of time for a variety of reasons,
including general economic, political, or financial market conditions; investor sentiment and market perceptions; government
actions; geopolitical events or changes; and factors related to a specific issuer, geography, industry, or sector. These and other
factors may lead to increased volatility and reduced liquidity in the fund’s portfolio holdings.
Our investment techniques, analyses, and judgments may not produce the outcome we intend. The investments we select for
the fund may not perform as well as other securities that we do not select for the fund. We, or the fund’s other service providers,
may experience disruptions or operating errors that could have a negative effect on the fund. You can lose money by investing in
the fund.
As of 7/31/21, Lowe’s represented 1.98% and Freeport-McMoRan represented 0.67% of Putnam Multi-Cap Core Fund assets.
Alpha is a measure of performance on a risk-adjusted basis. Alpha takes the volatility of a mutual fund and compares its riskadjusted performance to a benchmark index. The excess return of the fund relative to the return of the benchmark index is a
fund’s alpha.
The Russell 2000 Index is an unmanaged index comprised of approximately 2,000 of the smallest companies in the Russell 3000
Index as measured by their market capitalization.
Frank Russell Company is the source and owner of the trademarks, service marks, and copyrights related to the Russell Indexes.
Russell® is a trademark of Frank Russell Company.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of a fund before
investing. For a prospectus, or a summary prospectus if available, containing this and other information for
any Putnam fund or product, call your financial representative (or call Putnam at 1-800-225-1581). Read the
prospectus carefully before investing.
Putnam Retail Management
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