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To Trade or Not to Trade:
The Strategic Trading of Insiders around News Annoacements

1. Introduction

Studies, on the association between insider trading subsequent significant
corporate events emerged as soon as excess retanmsd by insiders were confirmed in
seminal papers by Jaffe (1974), Finnerty (1976) h8ry(1986). A widely accepted
explanation for such insiders’ abnormal profits veagperior knowledge about their firms’
prospects and the use of this foreknowledge inrtgadecisions. However, previous studies
provide mixed empirical evidence on the link betwéesider trades and subsequently news
announcements. In particular, while insiders atenébto trade several months or even years
before significant corporate events, such as catpasell-offs (Hirschey and Zaima 1989),
takeover bids (Seyhun 1990b), dividend initiatigdshn and Lang 1991), seasoned equity
offerings (Karpoff and Lee 1991), stock repurchaées et al. 1992), bankruptcies (Seyhun
and Bradley 1997), and earnings downturns éeal. 2003), their propensity to trade is
reduced as the event approaches. For examplet e (2003) find little abnormal insider
selling in two quarters immediately prior to thereags downturn, and Huddaet al. (2006)
find that insiders refrain from trading profitalily short windows of 20 days before earnings
announcements. As a result, the correlation betweender trading behavior and
contemporaneous firm performance is weak (Piotraakil Roulstone 2005), and little
association is found between insider trading anel shbsequent management earnings
forecasts (Noe 1999), the content of earnings amceuents (Sivakumar and Waymire,
1994) and a wide range of non-earnings announcemémtluding dividends news and
operational plans (Givoly and Palmon 1985). Howevether studies find a strong
relationship between insider trading and the infation content of the proximate earnings
releases (e.g., Lustgarten and Mande, 1995), asideirs profit from superior knowledge
about proximate filings of Forms 10-K and 10-Q tbantain detailed financial results (e.qg.,
Huddartet al., 2006).

The decrease in the propensity of insiders to tad@rivate information just before
corporate events can be explained by the increasiesi of regulatory scrutiny and litigation.
The role of regulations is supported by the faet the insider trading patterns change with
the changes in securities law (e.g., Garfinkel 1$8@troski and Roulstone 2005). In general,

laws regulating insider trading are relatively coommacross the vast majority of countries



although their level of enforcement differs fromeocountry to another (Bettet al. 2000;
Bhattacharya and Daouk 2002). The practices by rgovents around the world have a
common aim to prohibit trading in securities usingterial nonpublic information in order to
promote fairness of the market and to prevent ersifrom abusing their privileged position.
In several countries a specific form of regulationolves trading bans during periods when
insiders are expected to be particularly advantagedpared to outsiders, mainly in the run-
up to announcements of price-sensitive informati@r.example, in the U.K. the introduction
of the trading bans in periods leading up to sigaift corporate announcements ensures that
insiders in their trading decisions ‘do not abus®] do not place themselves under suspicion
of abusing, inside information that they may beutid to have’ [(isting Rules, FSA
Handbook, July 2006, p. 131). Legal and economic importaotexplicit insider trading
blackout periods is supported by the fact that ai/éme bans are not introduced at country-
level, like in the U.S., the majority of firms inde them in their firm-level insider trading
policies (Bettiset al. 2000)*

The purpose of this paper is to shed more lighthenstrategic trading of insiders and
the ways insiders use short-lived private informmtiWe argue that the decisions to trade on
foreknowledge of corporate news in short windowgedaly preceding the news
announcements is likely to be taken strategicaily will result from a trade-off between the
incentives to capitalize on foreknowledge of thi@imation content of the disclosure and the
disincentives created by risk of the regulatoryny.? We consider that insiders, because of
their knowledge and experience, are likely to krtbe information content of the upcoming
disclosure and can predict how the market will reglzen the disclosure is made. The more
relevant the information released to the markeg, ldrger is the profit that an insider can
make by trading on this information. However, teegardy of a potential regulatory action
against the insider is expected to be higher ifférthcoming news release is highly price-
sensitive and consequently this may prevent thidengrom trading. We build on Piotroski
and Roulstone (2005) and Huddetrtal. (2006) evidence that insiders limit their tradiog
information with strong market impact. PiotroskidaRoulstone (2005) find that firm-year
observations with insider trading have smaller alisochanges in current and future
profitability than firm-years without insider tradj. Similarly Huddartet al. (2006) report
that the frequency and the volume of insider tratigas decrease with the magnitude of the
stock price impact of the upcoming earnings disaies We investigate the issue in more
depth by including all news announcements and bywalg for a nonlinear relationship

between the price content of the upcoming disckwsand the insider's decision to trade.



Since the potential jeopardy is lower when the neslsase has a lower price impact as it is
not price sensitive, insiders may be more pronesetheir private information advantage to
trade profitably in the lower range of the antitguh stock price movements around
disclosures, and they would withhold from tradirigthe price impact of the proximate
disclosure is large.

We test the hypothesis that insiders time theiddsaby buying (selling) before
positive (negative) news announcements and thabghility of trading is non-linearly
related to the level of the information contentiteé news as reflected in the market reaction
on the announcement date. Such a trading behagi@xpect to be consistent with the notion
that insiders trade-off the cost (risk of the regoity scrutiny) and benefit (capitalization on
foreknowledge of the information content of thectbsure) of trading on insider information.
To do this, we collect data on all news announcésnerade by U.K. companies over our
sample period, compute the market reaction to eaeht, classify each news as good when
there is a positive market reaction and as bad whemarket reaction is negative, and then
apply a set of logit models to estimate how thisrmation content influences the insiders’
decisions to trade. In the case of multiple anneorents we analyze whether insiders are net
buyers before good news and net sellers beforembad.

We contribute to the insider trading research mee¢hmajor ways. First, we extend
earlier studies that predominantly focus on instdemsactions and exclude firms and periods
without any trades. We look from a different angpleexplore trading against no-trading
decisions as we base our analysis on the notion ahdecision not to trade is equally
important as a decision to trade. Assuming thatlinga is driven by insiders’ private
information, we argue that a decision not to trddes not necessarily signal that the private
information does not differ from market expectasiprbut could mean that the private
information will have a significant price impact @m released to the market and insiders
refrain from trading on it to avoid the risk of tdgtory scrutiny. Second, while previous
studies on insider trading behavior in the sharhtaround significant corporate events focus
on earnings announcements, we analyze insiderngadecisions around all types of
corporate news. In line with common internationaaqtices, U.K. regulations prohibit trading
at any time before the announcement of any infaonatvhich may constitute inside
information, and inside information is defined & tinformation that is likely to have a
significant impact on share price (sPesclosure Rules, FSA Handbook, July 2006, p. 17).
However, as noted by Friederiehal. (2002), there is a large gray area open to ingéation
and documents of the London Stock Exchange lisprgothers, dividends, acquisitions,



spin-offs, board changes, security issues, new yatsd large orders and redundancy
programs as non-earnings announcements that mdgdmed price-sensitive. Consequently,
we aim to shed more light on insider trading bebawdround a full set of events when

insiders are believed to have information advantage the public. Finally, we address the
asymmetry of insider trading decision before gond bad news. As noted by Cheng and Lo
(2006), there is asymmetric risk of litigation afeelling before price decreases and buying
before price increases. In the case of insideingetin bad news, outside investors suffer real
losses when the stock price drops on the annoumtdeame hence the risk of a legal action is
larger, while insider buying before good news rissul outsiders’ opportunity losses only.

Consequently, insiders may be more deliberate vda#img on the forthcoming bad news

than when buying on proximate good news.

We use a sample of 119,179 news announcements byddi companies and 8,086
insider trading events over the period 1999-2002.fiWd that insider trading is more intense
before bad than before good news announcementssagitdypes of news specific categories.
In addition, insider trading before bad news anmeaments is concentrated more before news
with high market impact, whereas insider tradinfple good news is related to less price
sensitive news. The analysis of trading ban perregleals that insiders refrain from trading
before good news in the ban periods. However, ¢galldisincentive diminishes with an
increase in market impact of the news. The tradeédefween incentives to capitalize on
foreknowledge and disincentives created by theafslegulatory scrutiny is clearly reflected
in strategic trading before bad news. We show ithgitlers’ propensity to trade profitably
before bad news increases as the information coaféhe news increases, but as the market
reaction to the news becomes very large, the patemtks of regulatory scrutiny increase
and the insiders’ propensity to trade on the infaiion starts to smooth out. When we
consider specific news categories we find thatrésellts are ambiguous for good news where
propensity to trade befokarnings, Other Results and Dividends andRestructuring decreases
but at a diminishing pace as the news becomes mdreme. For Ownership and Capital
Structure the observed trend of likelihood of iesittading before good news is similar to the
trend observed foEarnings Other Results and Dividends and Board Changes before bad
news and supports the argument that there is ae-tHidbetween the incentive to capitalize on
foreknowledge of the information content and th&raientive created by legal scrutiny.

The rest of the paper is organised as follows.eletisn 2 we provide the theoretical
background. In Section 3 we describe the data agttiodology. In Section 4 we present the

empirical findings. Conclusions are in Section 5.



2. Theoretical background
In this section we provide a review of the literaton insider trading, details the UK
institutional framework and set up our hypotheses.

2.1. Review of theliterature

A number of empirical studies provide evidence tbatporate insiders use private
information to strategically trade their own sharasund corporate events and gain
significant abnormal returns. For example, resedah shown that insiders trade around the
announcement of new stock offering (Karpoff and 1€81), stock repurchases (Leteal.
1992), filing for bankruptcy protection (Seyhun aBdadley 1997), earnings forecasts
(Penman 1982), takeovers (Seyhun 1990a), dividendumcements (John and Lang 1991),
and exchange listings and de-listings (Lamba arahKi999).

There is, however, a debate in the literature awhether, even if insiders trade on
insider information, such abnormal returns are hegbugh to allow outsiders to obtain any
exceptional returns because of transactions cdstgét al. 2006; Seyhun 1986; Popst al.
1990; Gregoret al. 1994; Gregoryt al. 1997; Friedericlet al. 2002), or the strategic trading
behaviour of insiders who deliberately disguiseirthieades in order to “reap profits” at
outsiders’ expense (John and Narayanan 1997). diti@a, the trades of insiders are not
likely to be all based on private information asiders could trade for liquidity reasons or to
signal undervaluation when they are able to bessess the value of the firm and take a long-

term view of the company’s prospects (Gregeirsl. 1994)3

Overall, insider gains imply that financial market®® not compound private
information and that there is a wealth transfemfreninformed investors to individuals with
privileged information (Finnerty 1976; Seyhun 19&egoryet al. 1997; Friederictet al.
2002). These gains and the contending motives meidér trading have resulted in
controversies as to whether insider trading shdaddencouraged or regulated. Given that
insider trading increases efficiency as pricesratie trades will reflect both publicly and
privately held information, the rules against imsitiading prevent prices from reflecting the
correct value of the firm and, thus, damages maekitiency (Manne 1966; Meulbroek
1992). In this case insider trading should be peechiand insiders will trade freely to
capitalize on foreknowledge of the information @ntof the disclosure without incurring
any risk of regulatory scrutiny. However, if inerd are allowed to trade freely, non-informed

investors become aware of the wealth transfer ieddny insider trading and will refrain from



trading (Kyle 1985). Such attitude will lead to firdency and illiquidity. Therefore,
regulators and financial community are likely tadk these transactions to fully assess insider
gains and any distortions in prices that resulinfthese trades and they should advocate and
impose a set of rules to enhance investors’ confideabout the fairness of trading in

financial market$.

In this paper, we consider that, since insideritigquas regulated, insiders are not free
to trade before price-sensitive information. Howevgiven the difficulties in defining
unambiguously price-sensitive information and théoecement of the insider trading rules,
insiders are likely to weigh the benefits of caltag on their price information and the
likelihood of being scrutinised by the legislatidrnerefore, we expect insiders to buy and/or
sell stocks in their own company before materi&nmation is released if the net benefits
relative to the costs are optimised. We use theamrement date abnormal returns as a proxy
for the costs and benefits of such trades. We asgbat if the market reaction is small, the
potential gains are low, therefore, there is nartedrade. On the other hand, if the abnormal
returns are very high, the potential probabilitybeing scrutinised is high, refraining insiders

from trading. Thus, trading will occur when theioml benefit is reached.

2.1. U.K.insider trading regulations

The London Stock Exchange introduced the Model odE977 as a non-statutory
code of good practice regarding directors’ dealmgheir companies’ shares. According to
the regulations, ‘prohibited periods’ when insidare banned from trading include ‘close
periods’ associated with earnings announcement aaryd periods when there exists ‘any
matter which constitutes inside information in tiela to the company’L(sting Rules, FSA
Handbook July 2006, p. 132). A ‘close period’ is the periofl 60 days preceding the
preliminary announcement of annual results, théodesf 60 days before the announcement
of the half-yearly results if the company repontsaphalf-yearly basis, and the period of 30
days preceding the announcement of quarterly seguthe company reports on a quarterly
basis.

An insider is defined by the Code as ‘a persontdisging managerial responsibilities’
and employee of the company or any person relat&édt who has a direct or indirect access
to inside information and has to be included omndislist drown up by the companlyiéting
Rules, FSA Handbook July 2006, p. 131-2Disclosure Rules, FSA Handbook, July 2006, p.

13). Any individual who is identified by law as arsider must not trade in any securities of



the company without having permission (‘cleararmel¢al’) to trade from a chairman or a
director designated in the company for this purpd$e law allows up to five business days
to issue a ‘clearance to deal’ and two business daytrade after the permission being
delivered Listing Rules, FSA Handbook July 2006, p. 134). In line with the regulations
clearance is not given during ‘prohibited periodgtcept for a permission to sell when an
insider has ‘a pressing financial commitment treatrot be satisfied otherwise than by selling
the relevant securities of the company’ and dodspnsesess any inside informatitrsting
Rules, FSA Handbook July 2006, p. 134).

3. Data and methodology

We study a universe of regulatory news announcesnemade by U.K. listed
companies, constituents of the FTSE All Share ingeblished between January 1999 and
December 2002. Our database of news releases @schldregulatory news published in the
Regulatory News Service (RNS), the approved regglahformation service provided by the
London Stock Exchange, and is collected from Perfeformation. Each record in the
database includes date and time of the announcepwmnpany’s name and a headline of the
announcements. The regulatory news cover informatsgarding, among others, financial
statements, dividends, operating reports, capitattire, restructuring, ownership, company
appointments, meetings, deals and transactionstsof€orporate actions and market related
announcements. On the basis of the headlines wsifglannouncements into two broad and
eight specific categories. Earnings announcemdsatisare explicitly associated with insider
trading bans, as introduced in Section 2, are ifledsinto the Banned category in the
analysis at the aggregate level and irlfarnings category when specific types of
announcements are analyzed. All other announcenaatglassified into th&lot Banned
category, to reflect that they are not associatihl tlve explicitly defined trading ban period,
and into one of the following specific categori€ther Results and Dividends, Capital
Sructure, Restructuring, Ownership, Board Changes, General Business Information and
Miscellaneous. Examples of news items included in each of thexifie categories are listed
in Appendix A.

Data on insider transactions is collected from @woes Deals Ltd and includes
transaction date, announcement date, the namesafaimpany, type of the transaction, and
price and volume of the transaction. In line witeypous studies on insider tradmhgve focus
on open-market trades and exclude transactions atetassociated with other corporate

actions and events or transactions that are nidted by insiders, and hence generally cannot



be driven by private information. Such transactionslude exercise of options, script
dividends, bonus shares, rights issues and awaade mo directors under incentive plans or
reinvestment plans. In the next step, we match datansider transactions with the news
database and exclude trades for companies for wichave no news coverage. Since our
analysis is focused on insider transactions arom@g@s announcements, we exclude all
announcements of insider transactions from our rgavabase. Overall, in our final sample
includes 119,179 news announcements and 8,08&imsatling events. In many cases, there
is more than one news announcement by the compalblysiped on the same day and in
further steps of the analysis, if not stated otlegywve treat such multiple announcements as
one observation. To keep full information on newgegories, we assign this observation to
all relevant categories to which individual anncements made on this day were initially
assigned. Therefore, the sum of observations insneategories is greater that the total
number of news items with unique dates. Out oftttal of 119,179 news announcements,
there are 78,251 news observations (65.66% ofotlad) tvith a unique company-date.

We analyze separately good and bad news, definetheobasis of the sign of the
abnormal return around the disclosure. We follonei@hand Lo (2006) and define good
(bad) news when the abnormal returns are non-reegditiegative). We assume that the
market reaction to the disclosure can be obsemedediately on the day of the disclosure
and on the following day, when the news attractdewimedia coverage, particularly if the
announcement is made after the stock exchange¢y&durs. The short event window allows
us to avoid contamination of our measure by othemt&s occurring in a larger window
around the disclosure. We use the market modelotopate the event period abnormal
returns, with the coefficientsandp estimated over 260 trading days ending 31 caletialys
before the news announcements and the retrunseoRBE All Share index as the market
return. We focus o€ARy .1, (referred thereafter &AR), the sum of the abnormal returns on
the announcement (day 0) and the subsequent tradindday +1). The prices are adjusted
for dividends and stock splits and are collectedifDatastream.

Each news observation is matched with insider &ein@ns in the news announcing
firm within 30 calendar days before the news angeorent day. The 30-day period is chosen
to reflect the U.K. stock market regulators’ viewm avhen insiders have information
advantage and their trading may be driven by peivatormation. As outlined in Section 2,
U.K. regulations explicitly ban transactions byidess over 30 calendar days leading up to
the announcement of quarterly earnings announcemetth the ban period being extended

to 60 calendar days before the announcement oinpnalry annual earnings and interim



results. While there is no explicit trading ban dvef announcement of any other price
sensitive information, we assume that the 30 caleddy period before every announcement
reflects time when insiders may be expected to lafeemation advantage. We then deduct
the total number of shares sold from the total neimtf shares purchased by the firm’s
insiders over the 30 calendar days before the amswnent. If the number is positive, that is
if the number of shares bought exceeds the nunfb&naves sold, the firm’s insiders are net
buyers. If the number is negative, that is if thenber of shares sold exceeds the number of
shares purchased, the firm’s insiders are netrseldews observations preceded by insider
transactions in the direction consistent with tiredion of the market reaction around news
announcement, that is news with non-negaf® (good news) preceded by net buying and
news with negativ€AR (bad news) preceded by net selling are denoté&ibas Preceded by
Insider Trading. Otherwise they are denoted Mews without Insider Trading. Our final
sample includes 39,617 good news and 38,634 bad aemouncements with 4,083 (10.31%)
good news and 6,218 (16.09%) bad news precedatslmer trading.

In the main tests of this paper, we aim to bettefeustand insiders’ decisions to trade
or not to trade on their foreknowledge of corpomadgs in short windows directly preceding
the news announcements. To analyze when insidersner buyers before good news
announcements and net sellers before bad news meceraents, we run the following logit

model (for simplicity of the notation subscrips omitted):

Prob(Trading = 1) Foqit (a1 + 1 Size +f, Market-to-Book +43 Buy-and-Hold 120 pre
+ B4 Multiple News +s |CAR| +8s CAR? +¢). (1)

Trading is an indicator variable that equals one @ws Preceded by Insider Trading (as
defined above), and zero flews without Insider Trading. Szeis the natural logarithm of the
firm’'s market capitalization (in GBP millions) measured t¢me day of the news
announcemenMarket-to-Book is the ratio of the market value of shares and boake of
shares on the day of the news announcenBenptand-Hold 120 pre is a buy-and-hold return
on the stock measured over 120 trading days en8ingalendar days before the news
announcemeniultiple News is an indicator variable that equals one if thees more than
one news announcement by the company on a giveraddyit equals zero otherwi4€AR|
(CAR?) is the absolute value (the square)oaiR News [0,+1], as defined above. All data are
either directly sourced from or calculated on thsib of raw data collected from Datastream.

The model is run separately for good and bad néwallows us to address the possible
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asymmetry of incentives and disincentives of trgdon positive and negative private
information.

Coefficientsfs and fis are the main coefficients of interest. Assumingt timsiders
know the information content of the disclosure aath predict how the market will react
when the disclosure is made, their strategic tigadim this information will be reflected in the
link between the probability of trading ar@AR. We expect that the trade-off between
incentives to capitalize on private information abahe forthcoming disclosure and
disincentives created by the risks of regulatorytacy will imply non-linear relation between
trading andCAR and hence significant coefficiens andfs. Positivefs (the coefficient of
|CAR]) would reflect incentives to profit from the foreswledge and a higher probability of
insider trading before the disclosure with the éangnagnitude of market reaction. Negaitie
(CAR?) would reflect that the propensity to trade onfitthcoming disclosure is reduced for
news with the large market impact and hence méedylito attract regulatory attention. The
strategic trading around news announcements céurther reflected in relationship between
probability of trading and the intensity of infortitm flow on the market. The intensity of
information flow is proxied by the variabMultiple News. Positive coefficienp, would be
interpreted as evidence of higher propensity tdetrdefore the arrival of several news items
on a given day, while the negative coefficient vibtflect that insiders tend not to trade
before extensive disclosure. We assume that tradeigre days with several news items
disclosed would be in line with trading driven mceéntives to trade on private information,
while lower propensity to trade then could be dninmy disincentives created by greater risk
of regulatory scrutiny expected when the informatftow is intensive. As the sign of the
coefficient depends on whether either incentivedisincentives are relatively stronger in our
trade-off consideration, we have no prior expectairegardings, in estimations on the
sample of good news. Following arguments of asymmesk of regulatory scrutiny with
regard to trading before good and bad news (Chemnpl® 2006), we expect that the
disincentives to trade profitably on private inf@tion before bad news are relatively stronger
than for trading before good news. Consequentlyogit models estimated for bad news we
expect the effects of disincentives to be more puosed. They would be reflected in a
noticeable reduction in the propensity to tradenews carrying extreme market reactions
captured by a significantly negative coefficiglat(the coefficient ofCAR?) and also lower
probability of insider trading before days with rimplle news announcements captured by a

negative coefficieng, (the coefficient oMultiple News).
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In all logit models we control for the firm’s sizearket-to-book ratio and prior stock
return. (Seyhun 1986) finds that the value of stivakles by insiders in negatively related to
firm size. On the other hand, insider transacticars be associated with portfolio rebalancing
needs if insiders have large stock and stock ogtmldings, and the holdings are positively
correlated with firm size (Huddadt al. 2006). Therefore we have no prior expectations
regarding the sign gf;. By includingMarket-to-Book andBuy-and-Hold 120 pre we control
for well-documented insiders’ contrarian behaviSeyhun 1992; Rozeff and Zaman 1998).
Prior literature finds that insiders tend to bugcks after weak past stock price performance
and sell after good performance, and similarlydasitrading patterns change across market-
to-book groups. Insiders tend to sell glamour (HfB) firms and buy value (low MB) firms
(Jenter,2005). Based on those finding we expect the adefftsfp, andfs to be negative in
our regressions on the sample of good news, agprbleability of buying is expected to
decrease when the market-to-book ratio and pastneincrease. In contragh andg; are
expected to be positive in the sample of bad neswshe propensity to sell is expected to

increase for high market-to-book stocks and steakts strong past performance.

4. Empirical results
4.1. Descriptive statistics and univariate analysis

Table 1 provides descriptive statistics of our giemand first evidence on insider
trading behavior before regulatory news announcésnefhe average magnitude of the
market reaction to announcements is similar fordgand bad news, with the mean of 3.7%
for good news and -3.6% for bad news. While thenea clear difference in the size of firms
announcing good and bad news, firms that releass tigat trigger positive market reaction
have weaker past performance and lower market-od-batio. There is a visible difference in
the amount of insider trading before the releasgonid and bad news. In both absolute and
relative terms, there are much more cases of ingig@éing in the direction consistent with the
information content of the news when the news @. lfaurthermore, it is worth noting that
while insiders adhere to the trading ban beforeoanoement of earnings news and there are
few cases (39 out of 1,733 events) of net buyinigreepositive earnings announcements,
before 381 out of 1,707 (22.32%) announcementsadf éarnings news insiders were net
sellers. The striking finding may be a result af tiodel Code clauses, as outlined in Section
2, that allow insiders to get a permission to dalitt not to buy, in the banned period if the
trade is driven by non-information, for exampleuidjty, reasons. Interestingly, the negative

earnings announcements before which insiders dreefiers have significantly lower (more
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negative) returns than negative earnings news maeded by insider trading. This suggests
that insiders may be using their foreknowledgehaf announcement to trade profitably. In
contrast, the few good earnings news that are geecby insider trading have slightly lower,
though insignificantly, returns than good earnirgg;mouncement without insider trading.
Generally, our findings on all types of bad and dyo@ws reveal that insiders trade before
news with the larger market impact in the groubafl news. The mean (medig®}R for
bad news preceded by insider trading is -4.1% %), 9vhich is significantly different at the
0.01 significance level from the mean (medi@AR for news without insider trading equal to
-3.5% (-1.6%). Insider trading before good newscaimeement is rather concentrated before
announcements with lower information content andelo market reaction. Positive news
preceded by insider trading trigger, on averageketaeaction of 3.5%, while the me@AR

for good news without insider trading is 3.7% (thifference significant at the 0.05 level).
The result is somewhat in contrast to our expeamtatithat insiders may be more cautious
when trading before bad news announcements dueetasymmetric effect of good and bad
news on wealth on outside investors. One of theomsfor the tendency we observe may be
the fact that it is easier for insiders to justifigir selling in contrast to buying with liquidity
and non-information reasons for trading. Nevertglehe finding that selling is more likely
before news with the stronger market reactionrikisy. Possible non-linear relation between
the propensity to trade on private information d@ne market impact of the information is
addressed in the regression analysis. The unieardatalysis of differences in other
characteristics is largely in line with our expeiclas. We confirm the contrarian insiders’
behavior and find that insider trading in the gondws subsample (net buying) is
concentrated in stocks with weaker past performameelower market-to-book ratio, while
insider trading in the group of bad news (net sg)liis observed in stocks with higher prior
returns and higher book-to-marker ratio. For badlodyand bad news we find more insider
trading in larger stocks, possibly driven by diffiet stock and stock option holdings and
different design of the compensation package agzesgroups. The possible interrelations
between the variables are controlled for in thegsgjon analysis.

In Table 2 we shed more light on the distributidnnews across specific news
categories, their mean and med@4R and the extent of insider trading before annourszgm
of news across the categories. The news is evasigbaited between good and bad news
subsamples, and the distribution of news acrossifgp@ews categories is similar in good
and bad news group$liscellaneous is the largest category, followed wnership and

Restructuring news. Not surprisinglylEarnings are the most price sensitive announcement
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triggering on average 5.9% abnormal return for gneds and -7.6% abnormal return if the
news is negative. As outlined above, a larger ptogoo of bad news is preceded by insider
trading compared to good news and this holds acatisspecific news categories. The
analysis of the link between the proportion of ngwsceded by insider trading and the
average market reaction reinforces our concludiam Table 1. Three news categories with
the smallest market reaction in the good news supkaCapital Sructure, Ownership and
Board Changes) have the largest proportion of news releasesepiest by insider trading
suggesting that insiders tend to be net buyersréafews with smaller information content.
On the other hand, in the bad news group the laggeportion of news preceded by insider
trading is observed in categories with the largestrage market reactiokdrnings andOther
Results and Dividends). Furthermore, across all news categories in #tkrews group insider
trading is concentrated before announcements vathel absolute value of the market
reaction, with either or both mean and mediZ®R being significantly different for news
preceded by insider trading and news without insicdegding. The findings for good news are
more ambiguous. While on average for all announces@AR for news preceded by insider
trading are lower than for news without insiderding, the relation differs across specific
categories. Befor®©wnership news insider trading is concentrated in releasgls kigher
market impact, and the tendency is revertedGther Results and Dividends and General
Business Info, where we observe insider trading before annoueogsntriggering a smaller

market reaction.

4.2. Regression analysis

Tables 3 and 4 provide result of the logit reg@ssias denoted by formula (1). Both
tables report two panels. Panel A presents coeffisi of regressions run on all news
announcements (separately good and bad) availalolerinews database. They include every
observation, and multiple news announcements mgdié firm on the same day are all
included individually. Panel B present coefficieaf regressions with multiple news
announcement on a given day by the same firm begajed as one observation (as also
presented in Tables 1 and 2).

The results reported in Table 3 suggest that inside not buy strategically using
foreknowledge of the information content of thectbsure before good news announcements.
The coefficients estimated in the regressions mualbnews, without dividing them into sub-
categories, show that there is no relation betwéa® information content of the

announcement measured G@}R and the propensity to trade. When we divide tha@sn@to
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news associated with explicitly defined trading Ip@niods and news without explicit trading
ban periods, we find that insiders refrain fromding in ban periods as the information
content of the releases increases (negative cmeffiof |CAR|) but the effect of the legal
disincentives of trading on private information sahat diminishes as the news becomes
extreme (positive coefficient 0€AR?). It is worth noting however that there are few
observations with insider trading in tBanned category of good news, and the findings have
to be interpreted with caution. In thdot Banned category, where the decision to trade
depends more on managers’ interpretation of thesnewe find some evidence of the
increasing propensity to trade as the market imphtiie news increases (positive coefficient
of |CAR| reported in Panel B of Table 3). The trade-offwsstn incentives to capitalize on
foreknowledge and disincentives created by theafsiegulatory scrutiny is clearly reflected
in strategic trading before bad news. In full saenhd in sub-samples 8anned and Not
Banned news the estimated coefficient [@AR| is highly significant and positive and the
coefficient of CAR? is highly significant and negative. The findingsvey a fuller
understanding of the insider selling before negatiews announcements in light of findings
from the univariate analysis. Here we uncover tinaleed insiders’ propensity to trade
profitably before the announcement increases asirf@mation content of the news
increases, as reflected in the positive coefficedf€CAR|, but it does so in the non-linear way.
As the market reaction when the news is releasedrbes very large, the potential risks of
regulatory scrutiny increase and the insiders’ pnsity to trade on the information starts to
level off.

More light is shed on the strategic insider tradinghe analysis of specific news
categories presented in Table 4. The table allogvgouinvestigate whether the behavior
depends on the news type and which news categaries our results on more aggregate
level presented in Table 3. Similarly to the uniate analysis, findings in the good news
subsample are mixed across the news categoriesbjyoleading to insignificant relationship
between the probability of insider trading aDAR reported in the first specification in Table
3. No matter how the observation set is definedh¢BaA or B), we find that in thEarnings
andOther Results and Dividends groups the relation is non-linear, and the projens trade
decreases (negative coefficient|GAR]), but at the diminishing pace (positive coeffitief
CAR?) as the price impact of the information increasescontrast, the opposite behavior is
found for Capital Sructure andOwnership news. We find that insiders tend to trade more as
the information content of the news goes up, batptopensity to trade decreases as the news

becomes extreme. Finding in other types of newsaarkiguous. In the bad news group, in
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the majority of cases (in all cases reported inePAnand in six out of eight cases reported in
Panel B when multiple news announcements on a giegnare treated as one observation)
the estimated coefficient dCAR| is positive and significant at the at least 0.&0Qel. It
suggests profitable insider trading across theegasfghews types, with some exceptions for
Restructuring and General Business Info news. More interestingly, the non-linear
characteristics observed in the full sample arenalriven byEarnings, Other Results and
Dividends and Board Changes news. It further supports the arguments of theaichpof
regulatory and legal risks on the trading behavsince Earnings and Other Results and
Dividends are by far the most price-sensitive disclosureseflected by high averageéAR
around announcements reported in Table 2, and iasgenerally accepted that they attract
high investors interest and media attention. Thlkesrio be accused of insider trading are high
then. The coefficients of the control variabl&se, Market-to-Book and Buy-and-Hold 120

pre across all model specifications support the figdiof the univariate analysis. Insiders are
contrarians and their propensity to buy (sell) dases (increases) as the past returns and
market-to-book ratio increase. The regression tesoinfirm also our earlier findings of more

intense insider trading in larger firms.

5. Conclusions

In this paper we analyze strategic trading of iessdand the ways insiders use short-
lived private information. We argue that the demisi to trade or not to trade on
foreknowledge of corporate news in short windowgedly preceding the news
announcements is likely to be taken strategicaily will result from a trade-off between the
incentives to capitalize on foreknowledge of thi@imation content of the disclosure and the
disincentives created by risk of the regulatoryusoy. We assume that insiders know the
information content of the upcoming disclosure @ad predict how the market will react
when the disclosure is made. The more relevantrfoemation released to the market, the
larger is the profit that an insider can make aditng on this information. However, the
jeopardy of a potential regulatory action agaiig insider is expected to be higher if the
forthcoming news release is highly price-sensiie consequently this may prevent the
insider from trading.

We investigate insider trading around universeagjutatory news announcement in

U.K. listed companies included in the FTSE All Shandex between January 1999 and
December 2002. Our results show that insider tcpdirmore intense before bad than before

good news announcements across all types of nesgfispcategories. Furthermore insider
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trading before bad news announcements is concedtrabre before news with high market
impact, whereas insider trading before good newsl&ed to less price sensitive news. The
analysis of trading ban periods reveals that insidefrain from trading before good news in
ban periods, however the legal disincentive dinmesswith an increase in market impact of
the news. The trade-off between incentives to elp# on foreknowledge and disincentives
created by the risk of regulatory scrutiny is digaeflected in strategic trading before bad
news. We show that insiders’ propensity to traddifably before bad news increases as the
information content of the news increases, buthasmarket reaction to the news becomes
very large, the potential risks of regulatory simytincrease and the insiders’ propensity to
trade on the information starts to smooth out. Wivenconsider specific news categories we
find out that the results are ambiguous for goowshevhere propensity to trade before
Earnings, Other Results and Dividends andRestructuring decreases but at a diminishing pace
as the news becomes more extreme. For Ownershigapital Structure the observed trend
of likelihood of insider trading before good newssimilar to the trend observed tearnings
Other Results and Dividends andBoard Changes before bad news and supports the argument
that there is a trade-off between the incentivecépitalize on foreknowledge of the
information content and the disincentive createdelggal scrutiny.

There are several questions and issues that ramamswered. Throughout the analysis
we assume that the market reaction to the n€#d, is exogenous and is an unbiased
measure of the information content of the annoumegnHowever, it can be argued that the
insider trading before the disclosure reveals sorff@mation contained in still undisclosed
news and hence the market reaction to insiderngagreempts some of the information
content of the news disclosure. As a re<tR would to some extent be determined by prior
insider trading and, looking from the perspectiveéhis paper, insider trading could be then
observed before news with the lower market impé&lee effect of this issue on our results is
unclear. By and large, such reversed causalityindleed existent, would weaken the
relationship we want to observe. It may be the a@dssur good news subsample, where we
find that on average insiders trade before newssttlgger a weaker market reaction. On the
other hand, we may be even underestimating thetsfiee observe in the bad news groups. If
insider trading preempts some of the informationtent of the subsequent release, the true
relationship and the true effect of the incentit@sapitalize on private information may be
even stronger from the one we measure. Furthetrea¢ the timing of news announcements
as exogenous and we analyze whether insiders gitrally trade before the announcements.

It may be however argued that managers have soseetion regarding the timing of
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announcements and can strategically manipulate tbatdding and news releases (Cheng and
Lo 2006). We leave these issues open for furttesanreh.
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Table 1.Descriptive statistics of news announcements

This table presents the descriptive statisticsasfsrannouncements in our sample. Panel A presesifts for Good News. Good News is an announcethahtields non-
negativeCAR News [0,+1]. In the subsample of Good News, an announcemexstsisciated with insider trading if there is a pesinet amount of shares bought within 30
calendar days before the announcement (News Predsd@sider Trading). Panel B presents resultBfad News. Bad News is an announcement that yieddativeCAR
News [0,+1]. In the subsample of Bad News, an announcemeadsisciated with insider trading if there is a mabant of shares sold within 30 calendar days betloze
announcement (News Preceded by Insider TradBag)ned (Not Banned) news are news associated (not associated) witmgrdan periodsCAR News[0,+1] is the event
period abnormal returns. CARs are market modelstelfli Coefficients of the market model are estichateer 260 trading days ending 31 calendar daysrbéehe news
announcemenBuy-and-Hold 120 preis buy-and-hold return on the stock measured of28rtéading days ending 31 calendar days beforedias announcemerfiize is the
natural logarithm of the firm’snarket capitalization measured on the day of tivesrennouncemenidarket-to-Book is the ratio of the market value of shares and badie

of shares on the day of the news announcemeneriftes between samples of News Preceded by Ifisiaéing and News without Insider Trading are perfed using T-
test for differences in means and Wilcoxon Two-Skeniest for differences in medians and presentetthénlast two columns.” ™" Denote differences between news
classified as Banned and Not Banned within God NE@&esl News) category at 0.01, 0.05 and 0.1 lewslpectively®”° Denotes the differences between Banned news
across Good and Bad News, and the differences batitet Banned news cross Good and Bad News at@.@3. and 0.1 level, respectively.

Wilcoxon Two-

Full Sample News Preced_ed by Insider News without Insider Trading T-test Sample Test
Trading (p-value)
(p-value)
Mean Median Std. Mean Median Std. Mean Median Std. Mean Median
Dev. Dev. Dev.
Panel A. Good News
All - Number of Observations 39,617 4,083 35,534
CAR News (0,+1) 0.0377 0.018 0.060 0.03% 0.019 0.051 0.037 0.018 0.060 0.011 0.164
Buy-and-Hold 120 pre 0.030 -0.020° 0.578 -0.05% -0.079 0.465 0.038 -0.012 0.589 0.000 0.000
Size 3,381 2224 14,122 5,606 409 20,517 3,126 2F1 13,166 0.000 0.000
Market-to-Book 3.17% 1.880° 16.535 1.282 1.69G 18.305 3.387 1.9f0 16.306 0.000 0.000
Banned - Number of Observations 1,733 39 1,694
CAR News (0,+1) 0.059720.037 % 0.069 0.052% 0.03272 0.057 0.0597% 0.037% 0.069 0.526 0.649
Buy-and-Hold 120 pre 0.024 0.000° 0.430 0.022  0.045  0.315 0.024 0.000  0.433 0.961 0.694
Size 2,621 1457 12,091 3,740° 2,446°% 4,321 2,596 1427 12,211 0.134 0.000
Market-to-Book 3.465 1.850 9.866 1.831 1.790 3.636 3.501 1.850 9.962 0.016 0.597
Not Banned - Number of Observations 37,884 4,044 33,840
CAR News (0,+1) 0.036 0.018 0.059 0.03% 0.019 0.050 0.036 0.018 0.060 0.153 0.008
Buy-and-Hold 120 pre 0.028 -0.021F 0.584 -0.05% -0.08C0 0.466 0.038 -0.013 0.595 0.000 0.000
Size 3,417 2729 14,207 5,624 407 20,611 3,153 2F7 13,211 0.000 0.000
Market-to-Book 3.157 1.880 16.777 1.275 1.69C 18.390 3.382 1.910 16.560 0.000 0.000
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Table 1.Descriptive statistics of news announcemertsntinued

Wilcoxon Two-

Full Sample News Preced_ed by Insider News without Insider Trading T-test Sample Test
Trading (p-value)
(p-value)
Mean Median Std. Mean Median Std. Mean Median Std. Mean Median
Dev. Dev. Dev.
Panel B. Bad News
All - Number of Observations 38,634 6,218 32,416
CAR News (0,+1) -0.036 -0.016 0.075 -0.041 10.0 0.083 -0.035 -0.016 0.073 0.000 0.000
Buy-and-Hold 120 pre 0.114 0.030 0.705 0.154 048. 0.830 0.106 0.027 0.678 0.000 0.000
Size 3,487 261 14,495 5,269 408 18,933 3,145 39 2 13,451 0.000 0.000
Market-to-Book 3.630 2.040 14.292 4.046 2.330 1.878 3.550 1.980 14.708 0.004 0.000
Banned - Number of Observations 1,707 381 1,326
CAR News (0,+1) 0.076°  -0.043" 0.112 -0.101° -0.053" 0.148  -0.069  -0.040°  0.098 0.000 0.000
Buy-and-Hold 120 pre 0.043"  -0.010° 0.643 0.026° -0.022° 0.544 0.048" -0.005"  0.669 0.511 0.467
Size 2,474" 138" 11,445 32247 217 13,136 2,259 1217 10,907 0.191 0.000
Market-to-Book 3.616 1.970° 11.128 4,173 2.040 7.026 3.456 1.940" 12.048 0.143 0.011
Not Banned - Number of Observations36,927 5,837 31,090
CAR News (0,+1) -0.034 -0.016 0.072 -0.044 18.0 0.075 -0.033 -0.015 0.072 0.000 0.000
Buy-and-Hold 120 pre 0.117 0.032 0.707 0.162 050. 0.845 0.109 0.029 0.678 0.000 0.000
Size 3,535 269 14,620 5,403 426 19,245 3,183 246 13,548 0.000 0.000
Market-to-Book 3.630 2.040 14.421 4.038 2.350 2.128 3.554 1.980 14.811 0.007 0.000
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Table 2.Descriptive statistics of CAR News [0,+1]

This table presents the descriptive statistic€AR News [0,+1], the event period abnormal returns of news anremeats. Panel A presents results for Good NewsdGoo
News is an announcement that yields non-neg&@k® News [0,+1]. In the subsample of Good News, an announcemesssisciated with insider trading if there is a
positive net amount of shares bought within 30 ridéde days before the announcement (News Precedéusioler Trading). Panel B presents results for Blagdvs. Bad
News is an announcement that yields nega@i®® News [0,+1]. In the subsample of Bad News, an announcemergsisciated with insider trading if there is a mabant

of shares sold within 30 calendar days before thmancement (News Preceded by Insider Trading). &1 market model adjusted. Coefficients of theketanodel are
estimated over 260 trading days ending 31 caleddgs before the news announcement. DifferenceseleetWews Preceded by Insider Trading and News utitimsider
Trading are presented using T-test for differemeeaeans and Wilcoxon Two-Sample Test for diffeemninn medians. The number of all observations igoal to the sum
of single categories number of observations, bectheye may be more than one news announcemengivaraday. In the All category we consider oneesbation per day

to avoid double counting the abnormal returns.

Wilcoxon Two-

Full Sample News Preceded by Insider Trading Newthout Insider Trading (p-l_-\_/:ite) Sample Test

(p-value)

N Mean Median Std. N % All Mean Median Std. N Mean Median Std. Mean Median

Dev. Dev. Dev.
Panel A. Good News
All 39,617 0.037 0.018 0.060 4,083 10.31% 0.034 0.019 0.051 35,534 0.037 0.018 0.060 0.011 0.164
Earnings 1,7330.059 0.037 0.069 39 2.25% 0.052 0.032 0.057 1,60459 0.037 0.069 0.526 0.649
Other Results and Div. 4,59®.050 0.029 0.063 348 7.58% 0.041 0.024 0.062 4,24250 0.030 0.063 0.006 0.000
Capital Structure 4,5930.029 0.016 0.049 720 15.68% 0.029 0.016 0.041 33,87/029 0.016 0.050 0.849 0.226
Restructuring 7,5520.036 0.017 0.061 589 7.80% 0.035 0.021 0.054 6,96336 0.017 0.061 0.821 0.009
Ownership 9,9490.032 0.016 0.048 1,268 12.74% 0.035 0.018 0.050 6818,0.031 0.016 0.048 0.026 0.001
Board Changes 1,90®.033 0.016 0.048 218 11.12% 0.031 0.016 0.041 81,68033 0.016 0.049 0.507 0.968
General Business Info 4,369 0.052 0.029 0.076 429 9.82% 0.045 0.026 0.064 3,8/053 0.029 0.077 0.017 0.022
Miscellaneous 11,8930.035 0.016 0.067 922 7.75% 0.036.020 0.054 10,971 0.0350.016 0.068 0.712 0.001
Panel B. Bad News

All 38,634 -0.036 -0.016 0.075 6,218 16.09% -0.041 -0.019 0.083 32,416 -0.035 -0.016 0.073 0.000 0.000
Earnings 1,707#0.076 -0.043 0.112 381 22.32% -0.101 -0.053 0.148 1,326 -0.069 -0.040 0.098 0.000 0.000
Other Results and Div 4,339-0.073 -0.030 0.130 933 21.50% -0.083 -0.032 0.140 3,406 -0.070 -0.029 0.126 0.011 0.010
Capital Structure 4,7240.027 -0.015 0.051 812 17.19% -0.031 -0.018 0.070 3,912 -0.026 -0.015 0.046 0.031 0.000
Restructuring 7,3180.031 -0.014 0.073 990 13.53% -0.030 -0.018 0.048 6,328 -0.031 -0.013 0.077 0.825 0.000
Ownership 10,1890.025 -0.014 0.040 1,623 15.93% -0.027 -0.015 0.043 8,5660,025 -0.014 0.040 0.107 0.028
Board Changes 1,76®€.035 -0.016 0.069 329 18.66% -0.035 -0.018 0.046 1,434 -0.035 -0.016 0.074 0.976 0.030
General Business Info 3,316 -0.047 -0.023 0.102 530 15.98% -0.052 -0.027 0.095 2,786 -0.046 -0.022 0.103 0.200 0.003
Miscellaneous 12,1120.033 -0.015 0.076 1,669 13.78% -0.037 -0.017 0.075 10,443 -0.033 -0.015 0.076 0.049 0.000
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Table 3. Analysis of Insider Trading Bans around News Anraaments — Logit Regressions

This table presents estimated coefficients of tlggstic regressions to explain the probability timesiders buy
(sell) stock within 30 calendar days before goaaldjlmews announcements. First, we present thetsdsulall
either good or bad news. Second, we divided eabkasople according to trading bans impo@&ahned, Not
Banned) and analyze the effect of trading bans on theliliked of insider trading. Good News is an
announcement that yields non-negat®&R News [0,+1]. In the subsample of Good News announcements the
dependent variable equals one if there is a pesitat amount of shares bought within 30 calendgs dafore
the announcement and zero otherwise. Bad News amaouncement that yields negat®AR News[0,+1]. In

the subsample of Bad News announcements the demevatéable equals one if there is a net amourshafes
sold within 30 calendar days and zero otherwsi is the natural logarithm of the firmimarket capitalization
measured on the day of the news announcervarket-to-Book is the ratio of the market value of shares and
book value of shares on the day of the news anmnent.Buy-and-Hold 120 pre is buy-and-hold return on the
stock measured over 120 trading days ending 3hdatedays before the news announcem€ARR| News is the
absolute value of event period abnormal retu®8R| Banned (|CAR| Not Banned) is the event period abnormal
returns of the news in a group Bénned (Not Banned) News. CARs are market model adjusted. Coefficiefts
the market model are estimated over 260 trading @agling 31 calendar days before the news annowmtem
Standard deviation is reported in parenthesis.” ~ denote significance at the 0.01, 0.05 and 0.1lleve
respectively.

Good News Bad News

Panel A. IT up to 30 days prior to news release — multiple @ws announcement
Constant -2.996 (0.047) -2.994°  (0.047) -2.751 (0.039) -2.754" (0.039)
Size 0.150° (0.007) 0.147°  (0.007) 0.163 (0.006) 0.168 (0.006)
Market-to-Book -0.011 (0.001) -0.011"  (0.001) 0.004" (0.001) 0.004" (0.001)
Buy-and-Hold 120pre  -0.637 (0.042) -0.638"  (0.042) 0.030 (0.016) 0.035 (0.016)
Multiple News -0.718" (0.034) -0.666  (0.034) -0.304" (0.025) -0.350° (0.025)
|CAR| News -0.130  (0.417) 4.065 (0.274)
CAR?News -0.243  (0.841) -2.871 (0.381)
|CAR| Banned -20.810  (2.607) 6.106 (0.545)
CAR? Banned 23.378  (4.535) -3.630° (0.854)
|CAR| Not Banned 0.660 (0.449) 3.159 (0.296)
CAR? Not Banned -1.151 (1.035) -2.397 (0.429)
N 60,090 60,090 59,089 59,089
Pseudo R 0.041 0.045 0.031 0.035

Panel B. IT up to 30 days prior to news release — single nenannouncement
Constant -3.0272 (0.054) -3.022° (0.054) -2.593° (0.047) -2.596 (0.046)
Size 0.156° (0.008) 0.154° (0.008) 0.143 (0.007) 0.148" (0.007)
Market-to-Book -0.006 (0.001) -0.006" (0.001) 0.002 (0.001) 0.002 (0.001)
Buy-and-Hold 120pre  -0.609 (0.048) -0.610°  (0.047) 0.064° (0.017) 0.070° (0.018)
Multiple News -0.502° (0.052) -0.424" (0.053) -0.221° (0.040) -0.280° (0.040)
|CAR| News 0.490 (0.531) 3.009 (0.321)
CAR?*News -1.247  (1.324) -1.786 (0.418)
|CAR| Banned -21.545 (3.418) 5.804 (0.689)
CAR? Banned 23.671  (5.437) -3.537 (1.055)
|CAR| Not Banned 1.206  (0.556) 2.355  (0.333)
CAR? Not Banned -2.237 (1.483) -1.380 (0.432)
N 36,617 36,617 38,634 38,634
Pseudo R 0.033 0.038 0.023 0.026
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Table 4. Analysis of the Likelihood of Insider Trading araubifferent Categories of News
Announcements — Logit Regressions

This table presents estimated coefficients of tugstic regressions to explain the probability timsiders buy
(sell) stock within 30 calendar days before gooadjbnews announcements. The analysis of the liketihof
insider trading before news announcement is pravideross different categories of news announcements
(Earnings, Other Results and Dividends, Capital Structure, Restructuring, Ownership, Board Changes, General
Business Information and Miscellaneous). Good News of any category is an announcementytieéds non-
negativeCAR News [0,+1]. In the subsample of good news announcementseihendent variable equals one if
there is a positive net amount of shares boughtinviB0 calendar days before the announcement amd ze
otherwise. Bad News of any category is an annouroérthat yields negativ€ AR News [0,+1]. In the
subsample of bad news announcements the deperatéttle equals one if there is a net amount ofeshsaold
within 30 calendar days and zero otherwiSee is the natural logarithm of the firmsarket capitalization
measured on the day of the news announceriMarket-to-Book is the ratio of the market value of shares and
book value of shares on the day of the news anmnent.ROA is return on assets based on last reported
statementsBuy-and-Hold 120 preis buy-and-hold return on the stock measured o26rtdading days ending 31
calendar days before the news announcen@hiR|Newsis the absolute value of event period abnormalnstu
|CAR| Earnings (|CAR| Other Results and Div, |CAR| Capital Structure, |CAR| Restructuring, |CAR| Ownership,
|CAR| Board Changes, |CAR| General Business Info, |[CAR| Miscellaneous) is the event period abnormal returns
of the news in a grougpf Earnings (Other Results and Div, Capital Structure, Restructuring, Ownership, Board
Changes, General Business Info, and Miscellaneous). CARs are market model adjusted. Coefficientshef t
market model are estimated over 260 trading dagéngn31 calendar days before the news announcement.
Standard deviation is reported in parenthesis.” ~ denote significance at the 0.01, 0.05 and 0.1lleve
respectively.

Good News Bad News

Panel A. IT up to 30 days prior to news release — multiple @ws announcement
Constant -3.037 (0.048) -2.768 (0.040)
Size 0.147 (0.007) 0.167 (0.006)
Market-to-Book -0.01T (0.001) 0.004" (0.001)
Buy-and-Hold 120 pre -0.612 (0.042) 0.046° (0.016)
Multiple News -0.606" (0.035) -0.295 (0.025)
|CAR| Earnings -19.686 (3.156) 7.363 (0.620)
CAR? Earnings 21.642 (5.276) -4.327 (0.868)
|CAR| Other Results and Div -7.071 (1.120) 6.629 (0.514)
CAR? Other Results and Div 9.268 (2.029) -6.427 (0.936)
|CAR| Capital Structure 10.455 (1.469) 3.395 (0.874)
CAR? Capital Structure -23.266 (7.325) -1.115 (0.946)
|CAR| Restructuring -4.373 (0.911) 2.42% (0.710)
CAR? Restructuring 4.699 (1.439) -3.643 (1.803)
|CAR| Ownership 8.249 (1.042) 3.260° (0.788)
CAR? Ownership -17.791 (4.702) -2.850 (1.764)
|CAR| Board Changes 7.025 (2.744) 11.727 (2.160)
CAR? Board Changes -29.439 (16.058) -35.915  (11.670)
|CAR| General Business Info 3.3%0 (1.064) 2.247 (0.728)
CAR? General Business Info -7.170 (3.572) -1.388 (0.844)
|CAR| Miscellaneous -1.660 (0.693) 1.517 (0.475)
CAR? Miscellaneous 0.984 (0.744) -0.800 (0.528)
N 60,090 59,089
Pseudo R 0.053 0.036
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Table 4. Analysis of Insider Trading around Different Catage of News
Announcements — Logit Regressions - continued

Good News Bad News

Panel B. IT up to 30 days prior to news release — single nenannouncement

Constant -3.027 (0.054) -2.594° (0.047)
Size 0.151 (0.008) 0.148 (0.007)
Market-to-Book -0.006 (0.001) 0.002 (0.001)
Buy-and-Hold 120 pre -0.587 (0.047) 0.079 (0.018)
Multiple News -0.385 (0.056) -0.314° (0.043)
|CAR| Earnings -19.654 (3.412) 5.660° (0.717)
CAR? Earnings 21.585 (5.478) -3.690 (1.184)
|CAR| Other Results and Div -3.964 (1.190) 4317 (0.554)
CAR? Other Results and Div 6.246 (2.463) -3.628 (0.922)
|CAR| Capital Structure 8.960 (1.422) 1.635 (0.970)
CAR? Capital Structure -16.983 (6.145) 0.230 (1.331)
|CAR| Restructuring -2.258 (1.004) -0.826 (0.936)
CAR? Restructuring 3.423 (1.885) -0.844 (1.971)
|CAR| Ownership 6.898 (1.014) 2.314 (0.834)
CAR? Ownership -12.087 (4.270) -2.411 (2.058)
|CAR| Board Changes 5.684 (2.732) 9.157" (2.158)
CAR? Board Changes -24.998 (15.760) -31.889 (11.377)
|CAR| General Business Info 1.030 (12.039) 0.954 .78D)
CAR? General Business Info -1.941 (2.838) -0.412 (0981
|CAR| Miscellaneous -1.619 (0.759) 0.851 (0.499)
CAR? Miscellaneous 0.717 (1.000) -0.256 (0.424)
N 36,617 38,634

Pseudo R 0.045 0.029




Appendix A —News Classification

News Category

News Items

Earnings

Preliminary AnnuaResults
Interim Results
Quarterly Results

Other Results and dividend§inal Results

Capital Structure

Restructuring

Ownership

Board Changes

General Business Info

Miscellaneous

Operating Reports
Trading Statements
Dividends

Equity Issue

Debt Issue

Transactions in Own Shares
Blocklisting Interim Review
Script Dividends

Debt

Other Capital Structure

Mergersand Acquisitions
Demergers

Expansion of Business
Disposals

Interest in Shares

OwnershipChanges

BoardChanges
Management Appointments

Change of Adviser

Agreements

Awards and Cancellations of Contracts
Regulatory Applications and Approvals
Patents

New Products

Research Updates

Net Asset Value

Litigation Issues

Labour Issues

Other Business Information

Other Appointments

Listing

Other

Observations without a Title
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! More recently, insider trading bans during pensiord blackout periods were introduced in
the U.S. by the Sarbanes-Oxley Act of 2002.

2 However, in practice insider trading laws are idift to implement because of the
complications in separating insider trading on g@i@vinformation from trading for portfolio
changes or liquidity. Bhattacharya and Douk (20@2yue that in many countries the
legislation is inefficient as only few legal casawserged from these rules. We assume that
insiders are aware of the legislation and the pg@tenonsequences on trading on insider
information as in the UK a number of court caseseheesulted in significant fines and
imprisonments. If insiders trade for non-informati@asons, such as, for example liquidity,
we expect these trades to be randomly distributeldhat necessarily undertaken around news
announcements.

% This signaling motive, also developed in othemnsections such as share repurchases,
implies that insiders are able to manipulate tlgin companies’ share prices. (Givoly and
Palmon 1985) introduced the idea of the “leadimgjdator” that allows outside investors to
track insiders’ trades and to use as a tradingesfya However, this signaling motive applies
only for buy trades and is not likely to apply tbe sell transactions.

4 See (Bhattacharya and Daouk 2002) for a summarinsitler trading legislations in
different countries.

® E.g., Jaffe (1974), Finnerty (1976a) (1976b), Pepal., (1990), Gregory, Matatko, Tonks
and Purkis (1994), Gregory et al., (1997), Friedteret al. (2002), Hillier and Marshall
(2002).

® Note that the descriptioNews without Insider Trading does not necessary refer to news
observations not preceded by any insider trangactib also refers to good news preceded by
net selling and bad news preceded by net buyingielisas to news for which the number of

shares purchased and sold over the previous 30dzaleays are equal.
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