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ABSTRACT

In this paper we assess the extent to which expoturtwo legal regimes and higher
reputational risk limit the ability to extract pate benefits of control by trading on insider
information. We analyze profitability of insideratting in cross-listed compared to
domestically listed companies. We use a uniquesdata all insider trading transactions and
corporate news announcements in the UK firms okier geriod 1999-2003. In line with
previous evidence we find that insiders are coiaingrand the announcement date and post-
announcement date abnormal returns are posititreeicase of insiders buys and negative for
the sells. However, we show that most of the ewaie and post-event date abnormal
performance after insider trading happens in docedht-listed companies. To asses whether
insiders in cross-listed companies trade less matarinformation we analyze corporate news
announcement released around insiders’ trades andingd that insiders in cross-listed
companies are less likely to buy before good neawemancements and sell before bad news
announcements. Our investigation additionally iatks that the binding effect of exposure to
two legal regimes and higher reputational risk @enpronounced in the case of the sell. This
results suggest that insiders in cross-listed fimagy refrain from selling in anticipation of
bad news leaving the uninformed investors in longifons in loosing stocks because of
potentially more severe sanctions and reputatiaskl consequences, while, in the case of
purchases, the expropriation is less harmful bexaunsiders and outsiders gain from
subsequent increases in stock prices.
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Does Cross-Listing Mitigate Insider Trading?

Previous studies report that corporate insidedet@n private information and outsiders can
earn abnormal profits by mimicking these tratiéhe legality of such trading is widely
debated in the literature. Some studies argue itfsader trading should be allowed as it
increases market efficiency because any privatenmdtion, related to the news released after
the trade, becomes compounded quickly into shaieepr(e.g., Cornell and Sirri, 1992;
Manne, 1966; Meulbroek, 1992; Hu and Noe, 199&8idir trading can also be beneficial as
it allows managers to signal their assessmentefriie value of their miss-valued firms and
mitigates the motivational problems that interfendgth efficient contracting between
managers and shareholders (Demsetz, 1986). Inasbntither studies maintain that insider
trading should be regulated because such tradesasesl on private information, leading to
an expropriation of uninformed investors. (See Badge, 2002, and Bhattacharya and
Daouk, 2002, for a review). In addition, the regian of insider trading is likely to mitigate
any potential private benefit of both insiders adtrolling shareholders at the expense of
the minority shareholders (Maug, 1999), lower tleecpptions of unfair practices, level the
playing field for investors, and, as a result,aatts more capital and lowers the cost of capital
(e.g., Kyle, 1985). Although these arguments presdpport for the current insider trading
regulations in many countries, this activity isfidiilt to regulate because of the complications
in defining an insider, the information that isig@-sensitive’, separating insider trading on
private information from trading for portfolio chg@s or liquidity, and the controversies as to
whether insider trading is profitable after accangptfor transaction costs. As a result, while
in many countries a set of laws prohibit insideding based on private information, they are
inefficient as only few legal cases emerged froeséhrules (Bhattacharya and Douk, 2002).
The purpose of this paper is to contribute to tesearch by assessing the extent to
which insider trading is constrained by the expestar additional regulations. We test the
hypothesis that insiders of cross-listed comparaes less likely to trade on private
information as they face stricter enforcement reginbecause they are subject to two
countries’ legal requirements. To our knowledge, previous study has analyzed insider
trading in the context of international cross-hgti While recent studies on cross-listing have
focused on the governance, and the legal and regmaéa bonding hypotheses following
cross-listing (e.g., Pagano, Roell and Zechner22®®ese and Weisbach, 2002; Doidge,
Karolyi and Stulz, 2004; Siegel, 2005), studiesirmsider trading are mainly concerned with



the effectiveness of domestic legal rules in detgrinsiders from trading around particular
news releases (e.g., Agrawal and Jaffe, 1995, $eghd Bradley, 1997). Our study expands
these trends in the literature by comparing thermhtion content of cross-listed versus
domestically-listed companies and test the hypdahekat cross-listing mitigates the
propensity of insiders to trade before material issnvannounced. Compared to domestically-
listed companies, we expect insider trading in $lided companies to be executed for
portfolio changes, liquidity or mispricing considéons rather than private information, to
comply with the additional restrictions in the faye country. The analysis of news
announcements around insider trading allows us @seeparate the two main sources of
insiders’ superior trading performance, namelyrtlaility to recognize their firms’ market
mispricing and their private superior knowledge whboheir firms’ future cash flow
realizations. In particular, if insiders’ tradese adriven by their firm’s mis-valuation, we
expect insiders to be contrarians, i.e., to bulf)(atter significant price declines (increases),
but their trades should not occur before releatasaterial information.

We test these hypotheses by comparing the infoomatontent of insider trading in
UK companies cross-listed in the US (referred thitee as cross-listed) to that in UK
companies without a US listing (domestically-lismmpanies). We use a sample of 13,372
insider trading events undertaken in 907 individuadmpanies and 53,515 news
announcements made by companies in our sampledhiosider trading events. We focus on
UK cross-listed firms in the US for a number ofseas® First, although the UK and the US
markets have relatively similar corporate govereankaracteristicsthe exposure into the
two insider trading legal environments is expedtedecrease the trading profits of insiders
and result in the insider trading activity to balartaken for other than information purposes.
The analysis of the insider trading legal systemthe US and UK, reported in Appendix A,
shows that the two systems are complementary amdase insiders’ legal potential liability.
Second, this exposure also presents an attraesearch environment to test the reputational
bonding hypothesis (e.g., Siegel, 2005) which iegplthat managers of UK cross-listed
companies will refrain from trading on insider infation because they are subject to a
higher loss of reputation than UK companies witheWwS-listing in the event of prosecution.
We refer to these two additional exposures aslégal and reputational bonding contracts’.
Third, since cross-listing in the US decreases léhwel of information asymmetry and
improves the firm’s visibility through greater ayst coverage, increased disclosure
requirements, a more thorough investor monitoripetter accuracy and increased media
attention (e.g., Baker, Nofsinger and Weaver, 2Q@#g, Lins and Miller, 2003, 2004), the



information content of insider trading is likely tme lower in cross-listed compared to
domestically-listed companies. Thus, overall, wepeet insider trading in cross-listed
companies to have lower information content tha ithh domestically-listed companies.
Consistent with previous evidence (e.g., Seyhur86),9our results indicate that
insiders adopt contrarian strategies as they bal) (shares in their own companies after
significant price decline (run up). These tradesalso likely to be informative as they result
in significant positive (negative) post-event abmal returns. However, we report significant
differences between cross-listed and domesticaitgd firms. The results based on the
univariate analysis show that the abnormal stogkepbehavior around insider trading is
confined mainly to domestically-listed firms. Thefarmation content of insider trading in
cross-listed companies is relatively small. Howeweghen we account for size and other
differences between the two sets of firms, we findt the market reacts differently to the
trades undertaken by cross-listed and domestitatsd companies but we show that the
bonding effects apply mainly in the case of thé tsatles as the post-event abnormal returns
of the cross-listed firms are higher than thosel@iestically-listed firms. These findings
reflect the asymmetric effect of possible exprapiawhich is likely to be more severe in the
case of sales when insiders cash out in the aatioip of bad news leaving the uninformed
investors in long positions in loosing stocks while expropriation in the case of purchases is
less harmful when both insiders and outsiders fyam favorable post-event price changes.
We also analyse the news released before andirdider trading events. In the pre-
event period, we find that, for both sets of comesninsiders buy (sell) after releasing bad
(good) news, suggesting that insiders are notfliketrade because they can assess better the
value of their company. In the post-event period, fimd that insider trading in cross-listed
companies contains less information than that ofiekiically-listed companies, implying that
the insiders in cross-listed companies are bondmd frading on price sensitive information.
Finally, we find that the probability of buying (beg) before good (bad) news
announcements is lower in the case of cross-lismdpanies. Interestingly, we find that
insiders in cross-listed companies are reluctantrade before news on board changes,
earnings and management forecasts. Given thatenrsskhow these types of announcements,
the results suggest that insiders are likely tedehe news they are willing to trade upon.
These findings provide some support for the prdpmosithat cross-listing limits the
propensity of insiders to gain personal benefitdrbging on private information because of

potential exposure and more severe penalties.



The remainder of the paper is organized as folldextion | describes the data and
the methodology. Section Il discusses the resBistion Il checks for robustness and the

conclusions are in Section V.

l. Data and Methodology
A. Data

We use a large database of directors’ dealings ngpgnfrom January 1999 to
December 2003. The database of directors’ deaimgsllected from Directors Deals Ltd.
and includes news items on directors’ trades dssddy all UK companies to the Regulatory
News Service (RNS). We exclude a number of obsemnsthat are not likely to be driven by
private information, such as exercise of optionsglenivatives, script dividends, bonus shares,
rights issue, awards made to directors under ingepians or reinvestment plah§Ve also
exclude all directors’ transactions in investmeompanies. This screening has resulted in
13,372 insider trades in 907 listed companiest spio 10,414 (78%) purchases and 2,953
(22%) sells. Our sample period covers two interesting sub-plstidghe worldwide boom
(January 1999 to March 2000) and bust (April 2a®Dé&cember 2003) in the stock markets.

We collect data on news announcements from Pelifgormation database as
reported in the RNS for companies in our sample database includes, in text format, all
price sensitive disclosure required by the RNS naigg company appointments, meetings,
deals and transactions, offers, financial statesjerdividends, corporate actions,
shareholdings, equity, debt, and market relatedamcement§.We screen this news by and
end up with a final sample of 53,515 news itemshEaf the insider trades is matched with
any news releases in the window [-40; -1] to assédsther insiders trades after the news is
released and [0;+40] to assess whether insideads tvafore the news is announced. While the
trading in the first period is legal as the infotioa is publicly available, insider trading in the
second period is normally illegal as the UK lawipudaite that insiders should not trade up to
2 months before earnings are announced and upetaonth before other news releases.

Finally, we split our sample into cross-listed atwmestically-listed companies. We
collect by hand data on US cross-listings from wactAmex, Nasdaq and NYSE, Bank of
New York and JP Morgan. We obtain the names ofigareompanies listed currently and in
the past, and the date of the first listing frombeatock exchange’s web site. We also search
Bank of New York and JP Morgan Depositary Receg@tabases for OTC listed American
Depositary Receipts (ADRs) (Level 1) and privataggment Rule 144AWe find 115 cross-

listed companies that had insider trading during ample period, of which forty six are



cross-listed on NYSE, twenty one on Nasdaq andamé@mex, and forty eight use OTC-
listed ADRs (Level I):° Our final sample includes 2,380 (18%) insider ésadnnouncements
and 14,666 (27%) news announcements around insidéing in cross-listed firms, and
10,992 (82%) insider trades announcements and 84&®%0) news announcements around

insider trading in domestically-listed firms.

B. Descriptive Statistic

Table 1 presents the descriptive statistics tttatistics for differences in means and
the Wilcoxon two-sample test for differences in medbetween the cross-listed and
domestically-listed firms. Panel A. reports thetmlisition of the fundamental characteristics
for the two samples. We define siddarket Cap,as the firm’s year-end market value of
equity and growth opportunitied)/B, as the year-end market value over book value of
equity. Consistent with Pagano et al. (2002) andsBeand Weisbach (2002), the results
indicate that the cross-listed companies are laagdrhave higher growth opportunities than
domestically-listed firms. We also consider prdiitdy measured by the ratio of earnings
before interests and tax over total assB®A4) and show that the cross-listed firms have a
higher profitability than domestically-listed firm$heDividend Yield(the ratio of dividends
over share price) is relatively the same acrosstéee samples. The size, growth and
profitability differences between cross-listed amamestically-listed companies indicate a
selection bias problem which we address in ouresgjons.

The results also show strong differences betweerbtly and sell trades. While the
differences in size are not always statisticallyngficant, the results indicate that the buy
trades are undertaken mainly in low market-to-ban# high yield companies. These results
provide an early indication that insiders are §k&d adopt contrarian strategies as they buy
(sell) in value (growth) firms and support the fimgs of Jenter (2005) who argues that if
managers buy (sell) in low (high) market-to-booknpany they regard their companies as
undervalued (overvalued). This strategy is rel&iveimilar in the cross-listed and
domestically-listed companies.

Panel B. reports the characteristics of insideditg variables.% Holding is an
insider’'s percentage ownership after the trade @drols for the impact of insiders’ total
ownership in the company on the return of insidading. Large changes in manager’'s
portfolio imply change in manager’'s preferences amd likely to draw attention and
influence other investors’ trading decisions (Hilliand Marshall, 20025hares Tradedthe

ratio of the number of shares traded by an insidehe number of shares outstanding at the



end of the year, is used to test for the magnitfdasider trade. This variable is expected to
have better explanatory power than the absolute eiztrade, because it is a relative
measuré’ The existing literature suggests that largeresadonvey more information and
have greater market impact (Easley and O’Hara, J19B@e results show that insiders in
cross-listed companies have lower ownersbBtpHolding and trade lower number of shares
in a single transactionsSkares Traded than their counterparts in companies listed
domestically. We also check whether insiders $péir orders into more trades on the same
day. Previous studies show that a high tradingueeqy indicates informed trading, signaling
and misleads other market participants (Kyle, 19B&sley and O’Hara, 1987; Laffont and
Maskin, 1990). The number of insider trades regbada the same dayl(ades per Day
reveals that insiders in cross-listed firms purehahares in their company in more
transactions than those in domestically-listed $irriinally, since the market is likely to
distinguish between the executors of the tradess$ess the quality of the insider information,
we define a dummylTop Managementequals to one if the trade is executed by onthede
executives, i.e., the Chairmen, the CEO, and th®,Gind zero otherwise. We expect these
top executives to have a higher access to pricsitsen information. We find that the
members of the top management execute more bugstriadcross-listed than domestically-
listed firms. For the sell trades, the differerc@ot statistically significant.

The results also indicate that for the domestididhgd companies the differences
between the buy and sell trades are all statitisinificant. In particular, there are more
buy trades undertaken by the top management ameéhioyy trades per day than sell trades.
However, in buy trades, the size of the trade iallenand the percentage change in holding
is lower than in the case of the sell trades. Rerdross-listed companies, the differences are
mainly limited to the medians not the means.

We also consider the distribution of the numbetrafies split into bull (January 1999
to March 2000) and bear (April 2000 to December3}Qieriods, and across industriésVe
find, but we do not report, that the average nundbdrades in the bull period is larger than
that of the bear period in both cross-listed andhektically-listed companies. These results
indicate that insiders are much more likely to ¢rachen the stock market is high. We also
find that in both sets of companies, insider trgdis more prevalent in the financial and
cyclical services. We account for industry and sienperiod differences in the regressions.

[Insert Table 1 here]
C. Methodology



We use the standard event study methodology basedasket model (Brown and
Warner, 1985), with the parametersand3 computed over the estimation window [-360, -
101] days relative to the event day to investighte stock price reaction to insider trading.
The event period is [-100, +108]We use the FTSE All share index, which covers s@fte
UK listed firms, as the market index because omr@a includes small as well as large firms.
The daily stock prices, adjusted for stock splitsl a@lividends, and the market index are
obtained from Perfect Information. We define twemtvdates to analyze insider trading. The
first is the day the insider transaction is reléagethe RNS and the second is the day the
insider transaction was actually executed. Accaydinthe regulations the difference between
these two dates should not exceed six business dlhgse two dates allow us to overcome
any inconsistencies documented in previous stufdes, Friederich et al., 2002, Lasfer,
2004). We also account for this difference by conmgathe abnormal returns of insider
trades for which the announcement dates and thedction dates are the same, and for those
where the announcement is released at least onafi@ayhe transaction date.

We assess the impact of cross-listing on the iafity of insider trading in a
multivariate framework by running a set of regressi of the abnormal returns (CAR)
cumulated over post-event windows [+2, +40] and, [+200] on a range of explanatory

variables. The following model is estimated sepydbr the buy and sell trades

CAR=a+B X, +LL +¢ (1)
whereCL is a dummy variable equal to one if the firm isssdisted, and zero otherwise and
X,

< 1S @ matrix of independent variables used to explAR, including Shares Traded, %
Holding, Multiple Trading per DayTop ManagemenandMarket Cap*

We control for selection bias to assess fully tHieiences in the information content
of insider trading between the two sets of firmsduse market response to insider trading in
cross-listed companies can be influenced by chaimgtee legal and disclosure environment
but the decision to cross-list may be driven bynér fundamental characteristics, such as size
and growth, making the cross-listing dummy variadshelogenously determined, resulting in
biased OLS estimators. In order to control coryedtr the size effect and the sample
selection bias driven by firms’ characteristics, first include the log of market value of
equity in the regression. We then follow previowsdges (e.g. Doidge et al. 2004) and
account for size effect by using the two stagetlegsares (2SLS) and two-stage Heckman

type procedures (Heckman, 1979).



The second approach to test the information cordemisider trading is more direct
and intuitive. We analyze all the news announcedirad insider trading and assess whether
this information is price sensitive and whethesiteleased before or after the insider trades.
We measure the price sensitivity of the informatimn computing the abnormal returns
cumulated over [0 to +1] days around the news datesach news announcement using the
same methodology we use to compute the abnormaheebf insider trading® Following a
standard approach in the literature (Cheng and2D66), if the abnormal returns are non-
negative (negative), we classify this news as gtad). To account for up to two calendar
months trading ban imposed by the UK regulatorsmagch each insider trading observation
with all news announcements released within 8liritadlays around the insider trade
observation, [-40, +40f We then relate the abnormal returns of insideding in the pre-
event [-40, -2], event [-1, +1] and post-event [+20] period to the abnormal returns of news
announced in these windows to evaluate whetherratalaeturns earned on insider trading
are driven by the news announcements around insigging events. Finally, we investigate
the impact of cross-listing on the probability thasiders buy before good news and sell
before bad news announcements by estimating afsabss-sectional logistic regressions

separately for good and bad news, as follows:
Prol{Transactiq =1) =a + ACARNews+ glCARNewsx CL, +&CL, +4MarketCap+e,  (2)

Good (bad) news announcement is an announcemenyidids positive (negative) CAR
[0,+1]. In the sample of good (bad) news announcesnehe dependent variable
(Transaction equals one if there was a buy (sell) trade bydars up to 40 trading days
before good (bad) news announcement and zero adgerhhe explanatory variables are the
dummy for cross-listingCL (defined above) and the absolute value of abnometairns

cumulated over [0,+1] window for each news annoore, [CARNews. To account for the

differences between cross-listed and domesticaitgd firms we introduce a cross-product

between CL an€ARNews. We control for size as large companies are likelhave more

news announcements, and, as in Doidge et al. (2085compute and report the marginal

effects, of each news type and of the control éem

Il. Empirical Results

A. Cross-Listing and the Information Content ofidies Trading — Univariate Analysis



Table 2, Panel A, reports the cumulative abnormtlrns (CAR) in the various event
windows using the announcement date of the indrdele as day 0. Consistent with previous
evidence (e.g., Seyhun, 1986), insiders buy aftgnificant price drop and sell after
significant price run-up. This trend is observedboth sets of firms. For example, before the
buy (sell) trades, shares prices have decreasecedised) by -0.083 (0.099) for cross-listed
companies and by -0.066 (0.127) for the domesyidmiled companies. Although the
difference in the cumulative abnormal returns betwdhe two sets of companies is
statistically significant, the magnitude and thentt in the abnormal returns are similar. These
results suggest that insiders in cross-listed andestically-listed firms are contrarians, and
following Brennan and Cao (1996), they imply thHa¢de investors are likely to be informed.
However, it is not clear as to whether insiders {@e}l) shares in their own company because
they feel that their firm is under- (over-) valued,because they have already announced bad
(good) news. We address this issue below when \afyzn the type and the quality of the
news releases in the pre-trade periods.

We test further the information content of thesmléis by analyzing the returns over
the event and post-event period. For cross-listedpanies, the event date abnormal returns
(CAR_, +1) are not significant for both buy (0.0027 0.31) and sell (-0.00% = 0.26) trades.

In contrast, for domestically-listed companies, thgpective abnormal returns are significant
and amount to 0.01% = 0.00) and -0.004p(= 0.00). The difference in the event abnormal
returns is statistically significant for the buytmot for the sell trades. We chose two post-
event sub-periods. The first is [+2, +40] to capttine UK legislation, the second is [+2,
+100] to compare our results to previous evidermcg.( Seyhun, 1986). For domestically-
listed companies the buy (sell) trades result isitpe (negative) and significant abnormal
returns in both post-event sub-periods. For exapgler the [+2, +100] period, share prices
increase by 0.073 after the buy and decrease B$3@fter the sell trades. These results are
consistent with Seyhun (1986) who show that shaieep increase by a relatively smaller
magnitude of 0.03p(= 0.00) after the buy and decrease by -0.Gi.Z (0.00) after the sell
trade, but they are not fully consistent with JeMgtrick and Zeckhauser (2003) and
Lakonishok and Lee (2001) who show that, althouggidier purchases predict abnormal
positive returns, insider sales have no predigiower.

In contrast, for cross-listed companies, the pwstie abnormal returns are not
significant. For the buy trades, although the clativé abnormal returns are positive, they are
not significant in the [+2, +100] period. They du@wever, positive and significant in the [+2,

+40] period. Unlike the domestically-listed firmadain contrast to previous evidence, the
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cumulative abnormal returns following the sell gadre, in fact, positive but not significant.

The differences in the post-event cumulative abmabnmaturns between the cross-listed and
domestically-listed abnormal returns are all stiaidly significant, as reported in the last

column of Table 2. These results, plotted in Figlyendicate that while insider trades in

domestically-listed companies are in line with thends observed in previous studies, the
abnormal returns of cross-listed companies areoisgistent with previous evidence and may
suggest that they are executed for non-informatiesmsons, and therefore may provide
ambiguous signals to the market.

[Insert Table 2 and Figure 1 here]

The lack of downward pressure on prices after dlletides in the post-event period
could also indicate that insiders in cross-listesnpanies are like money managers who
undertake strategic trading to minimize the shont-liquidity and information effects (e.g.,
Chan and Lakonishok, 1993). If insiders trade taimize the short-run liquidity and
information effects, they are expected to spliirthi@des into small amounts. Although this
strategy may be costly, it is likely to result innamber of small trades that will cause
potential statistical limitation of the investigai because the clustering events, particularly if
they are of opposite direction, may mitigate theamal returns’ We test this possibility by
excluding all insider trades that occurred withue first one hundred trading days after the
preceding trade in the same company. In line wigh Brio, Miguel and Perote (2002), we
expect the abnormal returns to be lower after ekotythese confounding events, because
single trades are likely to be small and less mftive.

Table 2, Panel B., reports the results. Although tlamber of buy and sell trades
observations decreased by about 75% and 55%, tesgecthe results are qualitatively
similar to those reported in Panel A. These findingay further indicate that insider trading
in companies listed abroad is not driven entirglypbivate information. In contrast, for the
domestically-listed companies, the cumulative abrarreturns in each event window are
significant, although their magnitude is smallearthithe full results reported in Panel A. The
last column confirms that the difference in abndrmedurns in the event and post-event
periods are all statistically significant. Therefprthe exclusion of the confounding
transactions does not alter significantly our rssubut provides some additional support for
our main findings that insider trades executedamestically-listed companies convey more
information than those undertaken in cross-listeganies.

Our results may, however, suffer from size effea$s cross-listed companies are

significantly larger than domestically-listed firnfEable 1). Given that Lakonishok and Lee
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(2001) report that the most significant abnormé&linres are associated with smaller firms our
results may reflect size differences of the twougorather than the cross-listing factor. We
use two methodologies to account for the size effécst, we divide our sample into quartiles
according to the size measured by market capitaizaSecond, we match observations in
cross-listed companies with observations in doroalgilisted firms by size in each quatrtile.
Table 3 reports the CAR100for the full sample in each quartile (Panel A.jldhe matched
control firms (Panel B). In Panel A. the numberob&ervations in cross-listed companies is
the highest in the highest quartile (Quartile 4raaese cross-listed firms are on average
significantly larger than domestic firms. There &Beand 1,576 observations in quartile 1 and
4 respectively for buy trades and 13 and 381 olasens respectively for sell trades.
Interestingly, for the buy trades, the abnormainret of the largest companies (quartile 4) are
small and the difference in returns between thedets of firms is not statistically significant.
In contrast, the abnormal returns generated attgitiades in cross-listed companies (CL) are
economically and statistically higher than thoseamestically-listed firms (DL) in quartile 1
(CL: 0.379t = 3.02; DL: 0.19G = 20.79) and 3 (CL: 0.1119= 4.84; DL: -0.024 = -3.18). In
quartile 2 and 4 the differences between crossdistind domestically-listed firms are
insignificant. These results are consistent witkdrashok and Lee (2001). They indicate that
the significant abnormal returns are confined nyatonl small firms and suggest that, when
size effect is accounted for, the trades undertakgninsiders of domestically-listed
companies are not more informative than thoseadsztisted firms.

For the sell trades, the abnormal returns aressittily larger for the domestically-
listed companies. Panel A and Panel B indicate #ftr the sell trades, the abnormal returns
of cross-listed companies are either positive agdificant or insignificant. In contrast, for
the domestically-listed firms, the post-sell trades negative and significant. The comparison
of the market reaction to buy and sell trades iegpthat the information content of buy and
sell trades of insiders in cross-listed firms igrametric as these insiders are more likely to
use private price-sensitive information to buy kfowhen on average all market participants
gain, but their sell trades are less likely torfermative.

[Insert Table 3 here]

B. Cross-Listing and the Information Content ofidies Trading — Multivariate Analysis
In this section, we account for fundamental diffexes between the two groups, by
running a set of regressions where the dependeiatbla is the post-event abnormal returns.

Table 4 provides the OLS results. In addition toserlisting dummy variableClL), we
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include variables to control for size, the insid@ding characteristics discussed in Table 1
and dummies for year and industry effects. In P@ndhe dependent variable is CAR 40
The results indicate that the cross-listing dumsipasitive for both the buy and sell trades,
suggesting that the post-event abnormal returngaxfs-listed firms increase more after the
buy trades but decrease less after the sell tr&ie=all, these results are consistent with the
findings reported in Table 3 as they provide furteeidence of the asymmetric market
reaction to buy and sell trades. The results aisticate that the post-buy trade abnormal
returns are significantly and positively relatedhe size of the tradeSliares tradedand the
frequency of insider tradindViultiple Trading per Day and they decrease with si2dgrket
Cap). In contrast, the CARs following the sell trades negatively related to the frequency of
the trades and size. Similar results are obsenrehwhe dependent variable is defined as the
CAR:2,+100 @s shown in Panel B.

[Insert Table 4 here]

We also use 2SLS and the Heckman procedures taumicéor other differences
between domestic and cross-listed companies. Vgeé dgtimate the probability of cross-
listing by running a logit regression where the etegent variable is equal to one for cross-
listed and zero for domestically-listed firms. As Table 1, we find that cross-listed
companies are, on average, larger and have higbertlg opportunities than domestically-
listed firms. We use a probability of cross-listimgthe US as an instrument in the 2SLS
regressions. Table 5, columns (2) and (4), repgetrésults. Consistent with the findings in
Table 4, the results indicate that for buy tradles,abnormal returns are higher in cross-listed
firms. The results also indicate that the CARsragatively related to size, but increase with
the number of shares tradeégh@res Tradedand the frequency of the trades within one day.
These results are in line with previous studiethay indicate that large trades convey more
information and have greater impact on stock prigessley and O’Hara, 1987) and that
insiders split their trades into more orders whiegytposses private information to insure
anonymity or to mislead the regulator (e.g., Jamh [darayanan, 1997).

For the sell trades, we find positive coefficiemtr fcross-listing dummy which
indicates that the profitability of insider sells lower in cross-listed compared to
domestically-listed companies and are in line waitin earlier evidence. These results suggest
that, in contrast to buy trades, managers in distsd companies bond themselves from
exercising private benefits of control from insidells. There is weak evidence that size of
the trades and the frequency of the sell tradevegomny significant information to the

market. The findings show also that firm siMafket Cay) is an important determinant of
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profitability of insider trading. Given that the gteevent abnormal returns are expected to be
positive (negative) after the buy (sell) trade® tiegative coefficient of firm size suggests
that the effect is opposite for buys and sellsasadnd the profitability of insider buys (sells)
decreases (increases) with size of the company.

Columns (3) and (5), report the results of the sdcstep Heckman-type regression
results including the Mill's ratio\ to account for the factors that drive cross-lgtihe
negative and significamXt indicates that the OLS estimates are biased doveharad suggest
that the Heckman procedure is more efficient. Havethe results are relatively similar to
the 2SLS. We also find similar results when the edelent variable is the cumulative
abnormal returns over the [+2, +100] period arotmedinsider trading evertt

Overall, the results indicate that the market eadferently to the trades undertaken
by cross-listed and domestically-listed companigsduggest that the bonding effects apply
mainly in the case of the sell trades as the pestteabnormal returns of the cross-listed
firms are higher than those of the domesticallietisfirms. In the case of the buy trades, the
effect is reverted as the abnormal returns areifgigntly higher for cross-listed companies.
We conjecture that such findings my result from thg®ymmetric effect of possible
expropriation which is likely to be more severghe case of sales when insiders cash out in
the anticipation of bad news leaving the uninfornm@gestors in long positions in loosing
stocks. On the other hand the expropriation in edggurchases is less harmful when both
insiders and outsiders gain from the price increase

[Insert Table 5 here]

C. Cross-Listing and Insider Trading around Newsidumcements

We analyze all the news announcements around imisateng to test whether insiders
trade on superior information about the value @frtikompany or on private price sensitive
information that is released after the trad@he results are reported in Table 6. Column (1)
and (6) indicate the total number of observations dll and for each type of news
announcement. Column (2) and (7) show the proportibcross-listed companies in each
news group.

Columns (1) to (5) report the results for the biagées. The average abnormal returns
of all the news types announced before the buyesrade undertaken amount to -0.0p8 (
0.00) for cross-listed companies and -0.0G% (0.00) for domestically-listed firms.
Interestingly, Forecasts (trading statements and management forecast) Hawelargest
significant abnormal returns for both types of camps (CL:-0.052; DL:-0.149). While
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trading on information disclosed to the market befmsider trading can be considered as
‘legal’, we find that insiders also trade when amdbefore the news are released. These
results apply relatively to both sets of compansegjgesting that over the short-event period
[-1, +1], insiders disclose price sensitive infotioa and still trade in their company’s stock.
However, the news following purchases in crosgdistompanies is generally immaterial.
Only Forecastsresults in significant positive abnormal returng this can be due to the fact
that forecasts belong to a group of unscheduledsnawcontrast, domestically-listed firms
continue to disclose price sensitive good news rislts in positive abnormal returns, with
the exception oForecastghat continue to be negative and significanterestingly, insiders

in firms listed on the domestic market appear twér even before the announcement of
earnings, despite the UK legislation that statearty that insiders are not allowed to trade up
to two months before such announcements. Column ifBjcates that the news
announcements disclosed by domestically-listedsfiganerate, in general, larger abnormal
returns than the cross-listed companies.

The behavior of the abnormal returns of the easagnouncements and forecast is
consistent with a number of studies in the accogniiterature. For example, Baik and Jiang
(2004) report evidence of managers issue pessimfstiecasts so that analysts revise
downward their forecast so that they meet or deatréduced expectations. The results show
that, for the domestically-listed firms, the managat forecasts are negative in the pre-event
period and in the event period but the earning®ancements are positive and significant in
the post-event period while the forecast are negakor the cross-listed companies only the
forecasts are positive and significant. The ovemsdlults indicate that insiders are likely to
buy stock in their own company after announcing bads. These results are more negative
for the domestically-listed companies but they rensatistically significant for both samples
and they indicate that insiders do not necesshtily stocks in their own firms because they
feel that they are undervalued. Instead they apjoelny shares to signal their confidence in
the future following bad news releases. In genanaiders are likely to time their trades by
buying just after a decrease in share prices fatigvan announcement of bad news and then
they announce good news that lifts share prices.

Table 6, columns (8) to (10) report the resultstfor sell trades. In the pre-insider
trading period, the news announcements have resuali@n average increase in share price by
0.006 for cross-listed companies and 0.011 for ciicedly-listed firms. These positive and
significant returns are observed for the majoritynews types in domestically-listed firms

and they are larger than in cross-listed firm.ihe with the results for the sell trades reported
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in Table 2, these findings suggest that managells steck in their companies after
announcing good news and their trades do not naggssignal market undervaluation. The
difference in market reaction to news released fog<zlisted and domestically-listed firms
around and after insiders trading is less pronadifgesells than for purchases. These results
suggest that insiders of both cross-listed and dtoaly-listed companies refrain from
trading on insider information, probably to protettemselves from more sever legal
consequences associated with sell tralemwever, there are some bad and other good news
categories, suggesting that insiders do not alvesgls when they expect bad news, and
implying that insiders do not only try to hide th&iades by mixing their buy and sell trades
as suggested by John and Narayanan, (1997), buttbe deliberately disguise their trades
by selling before bad as well as good news in cileeap profits at outsiders’ experfse.

In sum, although our prior results indicate that pinofitability of insiders purchases is
higher in cross-listed companies, these findingggest that the reputational risks and the
exposure to the two legal systems are likely taraed insiders of cross-listed firms from
buying shares on the basis of insider informatiod axpropriating uninformed investors,
while this practice appears to be predominanténdtbmestically-listed companies.

[Insert Table 6 here]

D. Cross-Listing and the Probability of Insider Tiag on News Announcements

The evidence reported in Table 6 shows a cleaemiffce in the timing of purchases
around news announcements across both groupsno$.fit reveals that insider buys are
motivated by their superior knowledge on price gemsinformation that is released after the
trade in domestically-listed rather than crossefisfirms. To test the robustness of our
findings we check whether insiders in cross-listethpanies are indeed less likely to trade on
private material information, i.e., to buy beforeoog and sell before bad news
announcements, by running a set of logit regressidmere the dependent variable is equal to
1 if there is a buy (sell) trade up to 20 and 4gsdaefore good (bad) news releases.

The results are presented in Table 7. Panel Artepews announced in 20 days (one
month) insider trading ban period. Column (1) shdolat insiders in cross-listed companies
are more likely to buy before favorable news redsasiowever when we consider impact of
news announcements on stock prig€3AR| NewsxC) we find that one percentage point
increase in cumulated abnormal returns (CARs) geedrby the news announcements
decreases the probability of buys by insiders asstlisted companies by 34% in comparison

to the probability of insider buys in domesticdilsted firms. The marginal effect for the

16



impact of newq|CAR| NewsxCl is -0.34 with t-statistics of -3.01. Interestingthe deeper
analysis of types of news announcements reportetblunmn (2) shows that managers in
cross-listed companies are reluctant to buy stotkews on board changes, earnings and
management forecasts. Given that insiders expesetlypes of announcements, the results
suggest that insiders are likely to select the rt&weg are willing to trade upon.

Column (3) indicates that the probability of sdlisfore bad news announcements is
on average 15% lower for cross-listed than doma$titisted firms for each one percentage
point increase in CARs generated by the news. Col(#hindicates that, in line with the buy
trades, insiders in cross-listed firms refrain fraalling stock mainly before earnings
announcements (marginal effect=-0.37, t-stat=-2\M/Ben compared to the likelihood of
trading by insiders of domestically-listed firms.

Panel B. reports the results based on the two momghinsider trading periodT up
to 40 days prior to news relegséo capture a longer trading ban period that &spto
earnings announcements. Overall, the results arsistent with the findings in Panel A. and
indicate that insiders in cross-listed companies raainly constrained from trading before
earnings announcements. These findings imply thieen that insiders in cross-listed firms
are subject to insider trading rules in the UK #mel US, they are more careful in trading on
the basis of insider information. This suggests tha bonding contract limits the propensity
of these managers to gain private benefits frond@nsinformation. Although our initial
regression analysis shows some possible exprapriatithe case of buy trades these results
indicate that the probability that insiders in @disted companies execute buy trades using
their superior knowledge about their company isdothan that of domestically-listed firms.
The analysis of news announcements implies thdikkeuthe buy trades, insiders are more
likely to sell their holdings for liquidity reasomather than for their superior knowledge about
the value of their firm. Therefore, for sell trad@ssiders may refrain from cashing out in
anticipation of bad news leaving the uninformedestors in long positions in loosing stocks.
Such findings may result from a potential exposamd significance of possible more severe

penalties in cross-listed firms.

[ll.  Robustness

In this section we provide some robustness chetlauoresults. We compare the
announcement and the trading dates, assess wlotheesults are sensitive to the macro-
economic cycles, and check if our results are &dteby the event study methodology we use.

A. Announcement Day vs. Trading Day
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In Table 2 the event date is the announcement datethe date when companies
report the insider trading in the Regulatory Nevesvige (RNS) although execution of most
trades occurs before the information reaches the&kehaln order to assess whether such
potential delay affects our results, we repliche results in Table 2 using the trading date as
the event date. We find that, on average, the imédion on insider trading is released on the
fourth day after the trade is carried out. The rmaedhows that the announcement follows
insider transaction on the next day. The results,raported for space considerations, are
qualitatively similar to the findings in Table 2amel A, and show statistical differences
between cross-listed and domestically-listed firmmean abnormal returns for both buy and
sell trades. Similar results are obtained for tases where the announcement dates are the
same as the trading dates, i.e., where there gelay in the announcement dates. However,
we note that the use of the trading date as thetelage results in non-significant abnormal
returns on the event date for cross-listed comgaan for the sell trades in domestically-
listed companies. In contrast, the results basetherannouncement date as the event date
show significant abnormal returns for both buy aell trades and for both sets of companies,
suggesting that the information on insider tradmgches the market on the day of its
announcement not on the execution date. Thesesekuhot provide support to Muelbroek,
(1992) who reports that, in the US, insider tradsgletected by the market when it occurs,
i.e., before it is announced. This is partly dughe fact that in the UK insider trading is

relatively smaller compared to the total volumeslodires traded, as reported in Table 1.

B. The Information Content of Insider Trading inllBund Bear Periods

In the institutional trading literature, Chiyacham&, Jain, Jiang and Wood (2004)
claim that the differential market reaction to kand sell trades depend on market conditions.
They argue that in bullish markets the suppliersligdidity will not push down prices
following a sell order as it is easy to find a byyehile in bearish markets institutions have to
offer discounts to find buyers for their sell orglaresulting in buys (sells) having a bigger and
permanent price impact in bullish (bearish) markéte check for this impact by splitting our
sample period into bull (01/1999 to 03/2000) andrk{@4/2000 to 12/2003) periods. We use
the announcement dates as the event dates to edpisimarket microstructure efféétThe
overall results are qualitatively similar to thedings in Table 2, Panel A.

The comparison between the bull and bear periog=ate interesting results. We find

that the behavior of share prices following the launyg sell trades does not depend on the

market conditions. The findings do not provide sapfor Chiyachantana, et al. (2004) who
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argue that, in bullish markets, the suppliers gtilility run up prices in the face of a strong
buying interest but they do not push down the gre® much when they face a selling interest
because they are not so cautious about the setsyrathile in bearish markets the situation is
the opposite because many traders are willing ltaséhe prevailing prices but fewer traders
are willing to buy, suggesting that in bullish (heh) markets, buys (sells) have a bigger
price impact. In contrast, our results show thabath bullish and bearish markets, the post-
event abnormal returns in bull market do not inseemore than in bearish markets after buy
trades. However, for the sell trades, our resultgyest that share prices decrease more in the

bear market in cross-listed firMis.

C. Other Robustness Checks

We check the statistical robustness of our redwtasing alternative event study
methodologies to compute abnormal stock returnghasresults reported above could be
driven by the computation of the market model dogfhts, o and . We use the market
adjusted modelo(= 0 andp = 1) and the mean adjusted returns model. Weduaitatively
similar results. For example, using the mean-adfusteturns model, we find that the
abnormal returns for the buy and sell trades irsilsted companies are not statistically
significant in the event period (0.00385 0.13 for buy and -0.00p,= -0.87 for sell), but they
are negative and significant prior to the buy tsafl8.096 p = 0.00) and positive (0.130,=
0.00) before the sell trades. In the post-eveniogeithey are insignificant. Similarly, the
results for the domestically-listed companies nnithee findings reported in Table 2, Panel A.
The stock prices decrease before purchases (AR -0.120,p = 0.00) and increase around
(CAR.1+1 = 0.013p = 0.00) and after the trades (CARi00 = 0.024p = 0.00). In line with
the previous findings, insiders sell after stocicgrun ups (CARgo,-2=0.178 p-value=0.00)
and before stock price decrease (GARy =-0.015 p-value=0.04).

Similar qualitative results are obtained when thengle excludes the confounding
events and when the event date is the transaatberrthan the announcement date. Overall,

our results are not dependent on the event studyadelogy used.

IV.  Conclusions

The paper examines the differences in the markattion to insider trading in
domestically and cross-listed companies. We ardwa, tsince insiders in cross-listed
companies are subject to the UK and US insideirtgadiles, they are less likely to trade on

private information and expropriate private bersefit the expense of non-informed investors.
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We expect insider trading in cross-listed compamiegenerate lower event and pot-event
period abnormal returns and these trades lessylilkelbe executed before price-sensitive
information is released.

We use a large dataset that includes 13,372 insidéding events undertaken in 907
individual companies over the period January 199December 2003 and 53,515 news
announcements made by companies in our sample caiosider trading events. Consistent
with previous evidence, we find that insider tragin the UK conveys information to the
market as the abnormal returns are positive foiskand negative for sells during the event
and in the post-event windows. We also find thatders buy (sell) after significant share
price decline (run-up), suggesting that insiderspactontrarian strategies and that they are
informed investors. We find, however, significanffetences between the two sets of firms.
We show that the abnormal stock price behaviorraddosider trading is confined mainly to
domestically-listed firms. The information conteritinsider trading in cross-listed companies
is relatively small. However, when we account fiazesand other differences between the two
sets of firms, we find that the bonding effectslgppainly in the case of the sell trades as the
post-event abnormal returns of domestically-listiesohs are negative and significant while
those of cross-listed firms are relatively randdmthe case of the buy trades, the effect is
reverted as the abnormal returns are significanigyer for cross-listed companies. These
findings result from the asymmetric effect of pb$siexpropriation which more severe in the
case of sales as insiders cash out in the aniizipaf bad news leaving the uninformed
investors in long positions in loosing stocks while expropriation in the case of purchases is
less harmful when both insiders and outsiders fyain favorable post-event price changes.

We also analyze the news released before andiasider trading events. In the pre-
event period, we find that, for both sets of comesninsiders buy (sell) after releasing bad
(good) news, suggesting that insiders are notylikektrade because they can assess better the
value of their company. In the post-event period, filad that insider trading in cross-listed
companies contains less information than that ehekiically-listed companies, suggesting
that insiders in cross-listed companies are borfiaed trading on price sensitive information.
Finally, we find that the probability of buying (eg) before good (bad) news
announcements is lower in the case of cross-listedpanies. These results provide some
support to the hypothesis that insider trading mss-listed companies contains less
information than that of domestically-listed comigan suggesting that the insiders in cross-

listed companies are bonded from trading on presisive information.
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Overall, while we believe that our paper contrilsute the discussion of the bonding
hypothesis and the private benefits of insider iqdthat result in an expropriation of
uninformed investors, we also think that this remaa fertile area for further research as
some of our results are puzzling. In particular,we¥e unable, at this stage, to explain why
so much news is released just after insider tratiikgs place. Although, the UK legislation is
very strict as it stipulates that insiders must tratle up to 2 months before earnings are
announced and up to one month before other neveases$, we find substantial news
announcements during and before insider tradingtsvélthough some of this information is
relatively immaterial, it is hard to imagine that msider can forecast that the information
released after the trade will not result in sigraht abnormal returns. In this context, our
results are consistent with previous evidence #taiw that insider trading rules are not
binding (Bhattacharya and Daouk, 2002). The faat ttading on news applies also to cross-
listed companies suggests that, as in King and|§29@4), Siegel (2005) and Licht (2003),
the bonding hypothesis is not fully supported. his tpaper, we relied on a comparative
analysis of insider trading in cross-listed and dsetitally-listed companies to draw our
conclusions that the bonding hypothesis mitigates propensity of insiders to trade on
insider information. Further research will determiwhether such results apply also to cross-
listing from and in other countries and also whethelative to companies listed in the US,
insiders of cross-listed companies trade diffegenth addition, while we consider only
insider trading based on the news released by coegpshemselves, an analysis of trading
around news releases by external parties, sucimascfal analysts forecasts, will isolate the
extent to which insiders still trade on insidervate information. In this context, Hseih, Ng
and Wang (2005) report that insiders are more \likel buy shares in their own company
when their company is unfavorable recommended wndoaded by financial analysts. These
results are consistent with the overall negatieedrin stock prices before insiders buy stock
documented in Table 3. However, it will be of imtstrto analyze all news releases around
insider trading events. Finally, our analysis isdzhon the behavior of the abnormal returns,
partly because of data unavailability. The analgsisld be expanded further by considering
some market structure factors, such as the bidspsi#ad, to assess the adverse selection
problem. The extent to which these factors wiksgthen or contradict our results is a matter
of further research.
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Appendix A —The Insider Trading Environment in the UK and in the US*

The US and UK regulations differ in terms of théimion of insiders, the obligation
to report their trades, the timing of the discl@sand the level of law enforcement. Table 1
provides a summary of the various insider tradawgsl in the US and in the UK as specified
mainly in the Securities Act 1933 and the Secwgidad Exchange Act 1934 in the US, and in
the 1985 Companies’ Act in the UK. Both these ratjohs concentrate primarily on unlawful
use of non-publicly disclosed price sensitive infation as they consider insider trading to
occur when a person trades in his or her compasheses using material, current, reliable,
not available to the market, and qualified as néesh and price-sensitive information
according to UK law, or material non-public inforima according to US law. However,
many insider trades are legal, particularly whezytare driven by liquidity reasons.

In the case of a possession of material non-pubfmrmation, the US regulations
included in the Securities and Exchange Act 193#ti6n 10(b)5 state that insiders must
disclose the information before trading or refraimm trading until the news is disseminated
(The Disclose or Abstain Rule). In contrast, the @y imposes trading ban periods on
insiders before any price sensitive information redeased. For example, insiders are
prevented from trading two months before the anneorent of the preliminary, interim, or
final earnings and within one month before quaytedrnings announcements (Hillier and
Marshall, 1998). Outside this ban period, insidezed permission from the chairman of the
board before trading. Fidrmuc, Goergen and Renrglf@a006) argue that US regulations
favor more frequent news disclosure to avoid misafsgny significant information, whereas
UK law prohibits directly insiders from trading loe¢ price sensitive news announcement.

Under the 1985 Companies’ Act and the London StBgkhange (LSE) Listing
Rules, companies listed on the LSE are requiregpport any directors’ trades in their own
firms’ securities. In the UK, directors are defineslexecutive and non-executive members of
the board of directors. Corporate insider defimtis narrower in the UK than in US where
corporate insider includes officers, directors,eotkey employees, and shareholders of at lest
10% of any equity class. UK disclosure requiremepiscify that directors must inform their
companies without delay about any transaction edrout personally, no later than the fifth
business day after the trading date and the comparsy inform the stock exchange by the
end of the following business day and also enter tifansaction in the Company Register.
The information on insider trading is disseminatadediately to the stock exchange via the

online Regulatory News Service (RNS)In the US insiders must report any trades in their
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companies’ shares within the first ten days ofrttenth following the transaction and sign the
SEC form 3, 4, and 5, independently of who does abttial filing. The forms are then
disclosed via the Security and Exchange Commissiaebsite. The whole disclosure process
takes up to six business days in the UK and uptdays in the US. According to the most
recent UK and US laws, violation of insider tradnmegulations results in civil and/or criminal
law procedures. Potential penalties and sanctiockide up to seven years in jail and
unlimited fine in the UK, and in the US up to ondlion dollar fine, up to ten years in jail,
and a civil fine of up to three times the profitirgad or loss avoided (Insider Trading and
Securities Fraud Enforcement Act 1988).

The analysis of the evolution of insider trading larovides evidence that US law on
the books considers larger variety of unlawful saaed is more developed than in the UK
(Bainbridge, 2002; 2004). However, the UK regulatis more stringent in terms of the
trading prohibition and the timing of the disclosufhe UK laws also are reinforced by the
introduction of the new civil offence under the &oean Market Abuse directive in 2001 that
strengthens part V of the Criminal Justice Act 1988ile Fidrmuc et al. (2006) claim that
the regulation in the UK is likely to be more sexénan in the US, the Insider Trading Law
Index (IT Index) reported by Beny (2005) ranks U&hler than the UK suggesting that the
US has the most restrictive legal regime for instdzding®’ Although the issue of the quality
of insider trading regulations remains unresolyedyious studies provide arguments that the
enforcement of the regulations is of primary impade (e.g., Bhattacharya and Daouk, 2002;
Bris, 2005). Beny (2005) reports a higher enforaantevel in the US than in the UK using
the Indices of Public and Private Enforcement Pd%@verall, these arguments suggest that
the two legal systems are complementary and theyxgpected to mitigate the propensity of

insiders in cross-listed companies to trade ongpeivnformation.
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Table Al. Legal Aspects of Insider Trading in the UK and US

The table provides a comparative analysis of thead the US insider trading regulationShort swing trades are described as buy (sale? falbwed by sale (buy) trade
that occur within six monthg. source Beny (20055.the number denotes cases on Market Abuse and Matigm, and Insider Trading for the year 2003. fEhis no
information available how many of these cases elated to insider trading. Information on the numibsider trading cases was not published prigretar 2003%value in
parenthesis denotes the number of defendants apdnéents: see La Porta, Lopez-de-Silanes and Shleifer (2@&)y (2005), and Bhattacharya and Daouk (2002) for
more detail analysis on enforcement of insideritgdaw on a cross-country levésource La Porta et al. (2006)

Aspect UK us
Legal Acts on Insider The Companies Act 1985 under Section 324 and 38&; Code of Market The Securities Act 1933; The Securities and Exchafgt
Trading Conduct; The Model Code of the London Stock Exckan§77; The UK 1934 under Section 16(b) (‘short-swing’ s8jeand 10(b)5
Misuse of Information Act; The Criminal Justice Agthe Listing Rules of the (trading on material non-public information); RulOb-5
London Stock Exchange (Source Book August 2002p@ind 6) implements the Section 10(b)5; Rule 10b5-1 addse$he

Disclose or Abstain Rule; Rule 10b5-2 addresses
Misappropriation TheoryRule 14e-3 addresses ‘constructive
insider’ issue; The Insider Trading Sanctions A®&84,
Insider Trading and Securities Fraud Enforcement1888

Insider Trading and Insider Tradingoccurs when an insider trades or tries to trad&isnor her Insider Tradingoccurs when an insider trades in his or her
Director Deal company’s shares based on undisclosed price sensiformation, or improper company’s shares based on private i.e. ‘materiadl aon-
disclosure to another person, or misuse of infoionat public’ information. Insiders cannot trade on angivate

Director Deal (commonly called insider trading) occurs when ctor trades information unless it is made public, in such a what other
on equities in his or her company and reports feii$ according to the listing investors have access to it.

rules of the LSE. They are prohibited by law fromading on price sensitive

information. There are trading ban periods in th¢ hefore releasing price

sensitive information, with a special focus placadearnings announcements.

Insider Definition A person possessing inside infation about the issuer: members of the boafdperson possessing inside information about theeis
of directors, both executive and non-executive adoes; members of ‘officers, directors, other key employees and shalaers
administrative, management or supervisory bodysidats having an access tdolding more than 10% of any equity class’
price sensitive information through their employmeprofession or duties; officer. company president, principal financial officer,
other individuals who are in non-business relatigmsvith an insider and thusprincipal accounting officer, any vice presidentcimarge of

posses insider information (e.g. spouse, child). any principal business unit, division, or functigsuch as
sales, administration, finance) and any other pert#wat
performs policy-making function within the company’
(Fidrmuc et al.,, 2006)Constructive Insiders outsiders
working for the company and having an access taéns’
and ‘non-public’ information as described in theldRi4e-3
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(e.g. un underwriter, accountant, lawyer, and ctiast).

Family members or other individuals who are in nmibess
relationship with an insider and thus posses imside
information (e.g. spouse, child)

Inside Information

‘material, current, reliable travailable to the market, and qualified as new afdaterial’ and ‘non-public’ of two principal forms:

fresh’ (The Misuse of Information Act). Inside information— affects company’s assets and earnings

and comes from internal corporate sources.

Market Information— affects stock prices or market for the
company’s securities and comes from outside cotpora
sources.

Who is obliged to report
trades?

Members of the board of directors, both executive mon-executive directors Officers, directors, eottkey employees and shareholders
holding more than 10% of any equity class

Core of Regulations

Trading Ban Period- Insiders are prohibited from trading before rete@f The Disclose or Abstain Rule Insiders both ‘true’ and
price sensitive information about earnings annoomesds to the markefhe ‘constructive’, who posses material, non public ides
trading ban pertain insider trading within two mumtbefore preliminary, information must disclose the information beforadtng or
interim, or final earnings announcements and witlme month before quarterlyrefine from trading until the news is disseminated.

earnings announcements. Misappropriation Theoryconsiders a situations when ‘person
Permission for trading from the chairman of the lba When not during the trading on private information violates a fiduciatyty owed
ban period, director needs permission for tradirgnfthe chairman of theto the source of information’ but not necessarilyitvestors
board. with whom he trades’.

Rule 14e-3applies to tender offers and states that insidérs
both bidder and target are prohibited from releasamy
‘material’ ‘non-public’ information about the tendeffer to
any third parties who are likely to trade on it.

Disclosure Requirements

Directors must inform thedmpany without delay about any transactidnsiders must report trades in their companiesteshavithin
carried out personally, no later than on the flitisiness day after the tradindirst ten days of the month following the transantilnsiders
date. Subsequently the company must inform thekstgchange by the end ofare required to file SEC form 3, 4, and 5 when ttragde in
the following business day and also enter thisstation in the Companytheir companies stock. Each insider must sign thenf

Register themselves, no matter who does the actual filing.
Disclosure Venue London Stock Exchange’s onlineuRegry News Service Security and Exchange Commission’s website
A Company Register Wall Street Journal

Evolution of the
Regulations

The UK implemented regulations against insideritrgdn 1980 and enforcing Insider trading law is a common law established984. The
the law in 1981. The UK aims to follow US enforcemh@ower, however the regulations have evolved over time and benefitednfo
responsibility for regulations and enforcement wemlt between different different law cases rather than statutory integiret of the
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institutions. The insider trading enforcement poweas in hands of theregulations and have been particularly vital fast 140 years
Department of Trade and Industry until 2001. Attttiae insider trading was since the first prosecution in 1961. Neverthelelsre is a
treated as a criminal or civil offence and law kedkts enforcement. Thereafternumber of ‘doctrinal problems’ affecting the enfeneent of
the Financial Services Authority reached the poteeimpose civil fines for the regulations.

insider trading to increase the effectiveness efrégulations

Quality of Regulations  Quiality of Insider Trading Law Indes (on the scale 0 to 4).

Quality of Insider Trading Law Index (on the scale 0 to 4).

Legal Procedures againstCriminal law procedure since 1980 and additionallil law procedure since Civil and criminal law procedures

Insider Trading 2001.

Penalties and Sanctions Up to seven years inndiualimited fine.

Up to $ one million fine and up to 10 years in g8lwell as a
civil fine up to three times the profit gained os$ avoided. If
insider trading involves trading on ‘short swinde or she
must return to the company profits earned.

Effectiveness and FSA Annual Reports
Enforcement Enforcement insider trading cases initiated by FSA:
2003 - 36

Enforcement Indices
Public Enforcement Power Ind&0.63
Private Enforcement Power Indéx0.00

SEC Annual Reports

Enforcement insider trading cases initiated by SEC:
1999 — 57 (165)

2000 — 40 (116

2001 — 57 (115)

2002 — 59 (144)

2003 — 50 (104

Enforcement Indices
Public Enforcement Power Indext.00
Private Enforcement Power Indéx10.00

30



Appendix B - News Classification

Board changeboard changes, management appointment, othenrap@mts, company
secretary appointment

Earnings results and dividends

Forecastsreports, 6k, trading statement, forecasts ofltesu

Capital structure buyback, capital changes, debt, listing, creatihg, f3

Restructuring disposal, expansion of business, merger and sitiqni, emm (Exempt
Market-Makers - disclosure under rule 38.5 on thiy Code of Takeovers and Mergers)
acquisition of interests, interest in shares, maperest in shares, sale of interests, share
transfer, warrants

Ownership block holding, ownership changes, script dividgraock listing

General business newagreement, award/cancellation of contract, ladtor, letting, new
product, OFGEM (The Office of Gas and Electricityaiets), OFTEL (Regulates
telecommunication sector in England and Wales. Tieigulatory body is now called
OFCOM, an independent regulator and competitiomatuy for the UK communications
industries, with responsibilities across televisioadio, telecommunications and wireless
communications services), OFWAT (Regulates watersawerage providers in England and
Wales), OFT (Office of Fair Trading), FDA (Food aBdug Administration), rule8, patents
etc., litigation

Miscellaneous newsauditor appointment, financial advisor appointtesther, FRN
variable rate fix, circ to shareholders, stabii@amnotice, form8, share price movement, share
price, pricing supplement, stock broker appointment

Other newsAny news observation with news without a name
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Table 1.Descriptive Statistics

This table presents the descriptive statistics ahganies in our sample. Cross-listed companiesUife
companies listed in the US. Domestically-listed pamies are UK companies listed only in the UK. Pane
presents firms’ fundamental characteristMsarket Capis the year-end market value of equibyyidend Yields
the ratio of dividends over share prid#/B is a ratio of market value to book value of equagdROAIs the
ratio of earnings before interests and tax ovealtassets. Panel B provides information on insitdades
characteristics%Holding is an insider’s ownership in his or her compangrathe tradeShares Tradeds a
ratio of a number of shares traded by an insidethéonumber of shares outstanding at the end of/¢lae.
Trades per Daya number of insider trades reported on the saayeTbp Management Tradetenotes trades
curried out in one company by Chairman or CFO oOQfer the sample periodBuy Trades are statistically
different from Sell Trades at 0.01 level.

Domestically- Wilcoxon
Cross-Listed Listed Companies toL-pL Two-Sample
Companies (CL) (L) (p-value) TestL oL
(p-value)
Mean Median Mean Median Mean Median
Panel A.Fundamentals (firm-years)
Buy Trades
Market Cap (Em) 19,704 4,845° 8802 143?% 0.00 0.00
Dividend Yield 5.03% 3.91°2 5.18% 4.29% 0.32 0.00
M/B 7.54 2.00° 2.30% 1.41° 0.04 0.00
ROA 0.03% 0.042 0.022 0.01?2 0.00 0.00
Sell Trades
Market Cap (Em) 18,612 6,607 643 171 0.00 0.00
Dividend Yield 2.98 2.46 3.25 2.42 0.34 0.45
M/B 20.17 3.07 3.22 2.25 0.07 0.00
ROA 0.07 0.07 0.03 0.02 0.00 0.00
Panel B.Insider trading (all observations)
Buy Trades
% Holding 0.98 0.00% 1.29% 0.01% 0.08 0.00
Shares Traded (%) 0.01? 0.00? 0.10% 0.01?2 0.00 0.00
Trades per Day 2.96% 2.00% 2.18° 1.00% 0.00 0.00
Top Management Trades 17.55 13.00 10.67* 8.00% 0.00 0.00
Number of Observations 1,954 8,460
Sell Trades
% Holding 0.83 0.00 2.35 0.03 0.00 0.00
Shares Traded 0.15 0.00 0.40 0.04 0.00 0.00
Trades per Day 1.77 1.00 1.87 1.00 0.22 0.44
Top Management Trades 5.28 3.00 4.69 3.00 0.41 0.95
Number of Observations 426 2,532
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Table 2. Distribution of the Cumulative Abnormal Returns

The table presents cumulative average abnormainetaround insider trading events computed usirentev
study methodology. The market model coefficiemtandf3 are estimated over days -360 to -101 relativénéo t
event, with FTSE All Share Index as the proxy farket portfolio. The full sample includes all insidrading
observations. All results are reported relativenider trading announcement day, i.e., the datthefpublic
announcement of insider trading. In Panel B, welugke all trades that occur over the [-100, +100jiqze
Cross-listed companies are UK companies listechénUS. Domestically-listed companies are UK comgsni

listed only in the UK. T-statistics are reportedparenthesis. , ~, ~ denote significance at the 0.01, 0.05 and
0.1 level, respectively.

) Cross-Listed (CL) Domestically-listed (DL)
Event periods teL-oL
CAR t CAR t
Panel A./Announcement day — all events
Buy trades — N 1,954 8,460
-100, -2 -0.083"  (-8.56) -0.066"  (-14.95) 2.04
1,41 0.002 (1.03) 0.005  (19.59) 7.27"
+2, +40 0.020° (3.34) 0.04%3" (15.52) 5.05"
+2, +100 0.019 (1.94) 0.073  (16.68) 7.06"
Sell trades — N 426 2,532
-100, -2 0.095  (5.78) 0.127 (18.51) 1.73
1,41 -0.003 (-1.12) -0.004 (-3.44) -0.33
+2, +40 0.011 (1.05) -0.023  (-5.37) -3.65
+2, +100 0.014 (0.80) -0.053  (-7.77) -4.08"
Panel B.Announcement day — excluding confounding events
Buy trades — N 409 2,488
-100, -2 -0.051"  (-4.08) -0.037" (-6.66) 0.76
1,41 -0.003 (-1.23) 0.003  (13.97) 4.1%
+2, +40 0.008 (1.02) 0.039  (11.18) 3.16"
+2, +100 -0.003 (-0.21) 0.060  (10.89) 3.87
Sell trades — N 180 1211
-100, -2 0.071°  (3.66) 0.114 (14.08) 1.68
1,41 0.003 (0.85) -0.003  (-2.34) -1.64
+2, +40 0.009 (0.74) -0.012  (-2.80) -1.86
+2, +100 0.018 (0.91) -0.038  (-4.73) -2.3%
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Table 3. Distribution of the Post-Event Cumulative AbnotrR&turns - Quartile Analysis

The table presents quartile analysis of cumulativerage abnormal returns around insider tradingiteve
computed using event study methodology. The mariatel coefficientsx andf3 are estimated over days -360
to -101 relative to the event, with FTSE All Shanelex as the proxy for market portfolio. The fudnsple
includes all insider trading observations. All lésware reported relative to insider trading anreaiment day,
i.e., the date of the public announcement of instidling. In Panel A, results for full sample aresented. Full
sample is divided into quartiles according to tize §Market Cap. In Panel B, observations for cross-listed and
domestically-listed companies are matched one lgylpnsize in each of the quartiles presented irePAn
Cross-listed companies are UK companies listechénUS. Domestically-listed companies are UK comgsni
listed only in the UK. T-statistics are reportedparenthesis. , ~, ~ denote significance at the 0.01, 0.05 and
0.1 level, respectively.

Cross-Listed (CL)

Domestically-Listed (DL)

Quartile ter-pL
CAR t N CAR T

Panel A.CARs (+2,+100) — full sample
Buy trades
Q1 (smallest) 55 0.379 (3.02) 2,545 0.190 (20.79) -3.37
Q2 101 0.131 (1.95) 2,500 0.093 (11.95) -0.94
Q3 221 0.11% (4.84) 2,381 -0.024 (-3.18) -5.61"
Q4 (largest) 1,576 -0.013 (-1.23) 1,023 0.001 0.12 147
Sell trades
Q1 (smallest) 13 0.842 (3.50) 723 0.071 (5.42) -7.5%8"
Q2 6 0.278 (1.82) 731 -0.064 (-6.10) -2.27
Q3 26 0.110 (1.56) 713 -0.173  (-10.41) -2.81
Q4 (largest) 381 -0.030 (-1.81) 354 -0.158 (-8.52) -5.76
Panel B.CARs (+2,+100) — matched sample
Buy trades
Q1 (smallest) 55 0.379 (3.02) 55 0.100 (2.44) -3.49"
Q2 101 0.131 (1.95) 101 0.065 (2.36) -1.25
Q3 221 0.11% (4.84) 221 -0.042 (2.50) -4.81"
Q4 (largest) 1,023 0.009 (0.65) 1,023 0.001 (0.12) -0.68
Sell trades
Q1 (smallest) 13 0.842 (3.50) 13 -0.179 (-2.56) -5.18"
Q2 6 0.278 (1.82) 6 -0.569" (-4.51) -2.81"
Q3 26 0.110 (1.56) 26 -0.018 (-0.38) -1.27
Q4 (largest) 354 -0.029 (-1.58) 354 -0.1568  (-8.52) -5.56"
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Table 4.Determinants of the Post-Event Period Abnormal Restu

This table presents the OLS regressions resubtgptain the cumulative abnormal return after insidading in
the event window [+2, +40] and [+2, +10@L is a dummy variable that equals one if the instdmding event
involves a firm that is listed in the US, zero athise. % Holding is an insider's ownership in his or her
company after the trad8hares Tradedbs a ratio of a number of shares traded by amlérsio number of shares
outstanding at the end of the yeltultiple Trading per Dayis a dummy variable that equals one if more than
one insider trades are reported in same compattyeasame daylop Managements a dummy variable that
equal to one if an insider is Chairman or CEO oOGind zero otherwisdlarket Capequals stock price at the
insider trading day times number of shares outétgnat the time of insider trade executidiear Dummieand
Industry Dummiesontrol for year and industry effects, respectivdlystatistics are reported in parenthesis.
™" denote significance at the 0.01, 0.05 and 0.1,|eespectively.

Buy Sell

(1) (2) 3) (4)
Panle A.CARs (+2;+40)
Constant 054" (22.74) 054  (22.42) 044" (9.90) 0.45"  (9.96)
CL 0.05" (8.26) 0.05° (8.28) 0.08" (6.70) 0.08" (6.65)
Shares Traded 1267 (258) 1277 (259)  0.45 (1.58) 0.46 (1.61)
% Holding -0.04  (-1.25) -005 (-1.38)  0.03 (0.49) .0® (0.60)
Multiple Trading per Day 003" (4.14) 002" (408  -0.01 (-1.87) -0.01  (-1.80)
Top Management 000 (1.01) 001 (-1.22)
Market Cap 002" (-19.86) -0.03" (-19.78) -0.02"  (-8.82) -0.03" (-8.80)
Year Dummies Yes Yes Yes Yes
Industry Dummies Yes Yes Yes Yes
N 10,266 10,266 2,912 2,912
Adj. R2 0.08 0.08 0.16 0.16
Panel B.CARs (+2;+100)
Constant 1.05" (25.06) 1.03" (24.55) 1.06°  (13.13) 1.07  (13.15)
cL 0.07" (6.50) 0.07" (6.55) 0.21" (9.03) 0.217  (9.00)
Shares Traded 0.98 (1.13)  0.99 (1.15) 0.63 (1.22)630  (1.23)
% Holding 0207 (-3.42) -0.22"7 (-3.74) -0.06 (-0.67) -0.06 (-0.59)
Multiple Trading per Day 001 (2.06) 0.01 (1.93) -0.05  (-3.67) -0.05  (-3.63)
Top Management 0.02" (2.36) -0.01 (-0.75)
Market Cap 0.04" (-20.93) -0.04" (-20.78) -0.05" (-11.55) -0.05  (-11.54)
Year Dummies Yes Yes Yes Yes
Industry Dummies Yes Yes Yes Yes
N 10,266 10,266 2,912 2,912
Adj. R2 0.11 0.11 0.21 0.21
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Table 5.Determinants of the Post-Event Period Abnormal Rety Selectivity Bias

This table presents impact of selectivity bias ba profitability of insider trading in cross-listembmpanies
using two stage least squares (2SLS) and Heckmasstep estimation. The regressions explain the tative
abnormal return after insider trading in the ewsimdow [+2, +40] and [+2, +100]. In the first stepHeckman
procedure the probit regression estimates the pifityathat a company is cross-listed in the USs a Mill's
ratio, a selectivity term computed from the logistiodel (the first step Heckman-type model) andiiusehe
second step Heckman-type regression model. In 2Z®Li&strumental variable for cross-listingL{ is obtained
from the logistic regression and equals a fittellleaf probability of cross-listing in the U Heckman-type
regression modeCL is a dummy variable that equals one if the instdeating event involves a firm that is listed
in the US, zero otherwis&s Holdingis an insider's ownership in his or her compargrathe tradeShares
Tradedis a ratio of a number of shares traded by amdérsio number of shares outstanding at the entieof t
year.Multiple Trading per Dayis a dummy variable that equals one if more thamiasider trades are reported
in same company at the same dagp Managemenis a dummy variable that equal to one if an inside
Chairman or CEO or CFO and zero otherwlgarket Capequals stock price at the insider trading day times
number of shares outstanding at the time of indidele executionM/B is the market value of shares divided by
book value of shares at the end of the y¥aar DummiesndIndustry Dummiesontrol for year and industry
effects, respectively. T-statistics are reporteddrenthesis. ,”, " denote significance at the 0.01, 0.05 and 0.1
level, respectively.

Buy Sell
PROBIT 2SLS HECKMAN 2SLS HECKMAN
(1) (2 (3) (4) (5)

Panel A.CARs (+2;+40)
Constant 2278 (-5251) 063 (16.75) 055 (22.78) 054" (7.44) 0.47" (10.04)
cL 011" (6.18) 025  (5.02) 013 (408 023 (259
A 0127 (-3.97) 010 (-1.64)
Shares Traded 1.04  (211) 104 (212) 050  (1.76) 045  (1.59)
% Holding -0.03 (-0.81) -0.04  (-1.23) 0.02 (0.47) 0.03 (0.55)
Multiple Trading per Day 002" (4.10) 0.02" (3.96) -0.0I (-1.74) -001 (-1.76)
Top Management 0.00 (0.99) 0.00 (2.11) -0.01 (-1.23) -0.01 (-1.14)
Market Cap 103" (50.43) -003 (-14.13) -003 (-14.49) -0.03" (-6.48) -0.05' (-6.34)
M/B 0.00 (1.90)
Year Dummies Yes Yes Yes Yes
Industry Dummies Yes Yes Yes Yes
N 13,215 10,266 10,266 2,912 2,912
Pseudo R 0.54
Adj. R? 0.07 0.08 0.15 0.16
Panle B.CARs (+2;+100)
Constant 1.34" (20.19) 1.08 (25.46) 153 (11.59) 1.18 (13.87)
cL 0.25° (7.99) 0.66  (7.61) 044" (754 091" (5.57)
A -0.38"  (-6.81) -0.46"  (-4.35)
Shares Traded 0.34 (0.39) 0.32 (0.36) 0.71 (1.38) 0.60 (1.18)
% Holding 019" (-3.20) -0.217 (-3.49) -0.08 (-0.82) -0.07 (-0.73)
Multiple Trading per Day 001 (1.82) 0.01 (1.73) -0.05" (-3.49) -0.05 (-3.53)
Top Management 0.0Z" (2.45) 0.0Z (253) -0.01 (-0.67) -0.01 (-0.57)
Market Cap -0.06 (-16.87) -0.06 (-17.41) -0.07  (-10.33) -0.07 (-10.15)
Year Dummies Yes Yes Yes Yes
Industry Dummies Yes Yes Yes Yes
N 10,266 10,266 2,912 2,912
Adj. R? 0.11 0.11 0.21 0.22
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Table 6.News Announcements Analysis

The table reports the market reaction to news amrements around insider trading event windows. dllect
data on news announcements from Perfect Informatata as reported in the Regulatory News Servick an
classify this news into 9 categories. We find 53,5ttws announcements matched with 7,351 insiddmtga
events over the period 1999-2002. We then comaeabnormal returns for each news item using théxenha
model. We report the abnormal returns over the]Q,around news releases., ~, * denote significance at the
0.01, 0.05 and 0.1 level, respectively.

Buy Sell
N CAR N CAR
CL-DL CL-DL

All % CL CL DL All % CL cL DL

(D) 2 3 4) %) (6) (7 (8 9 (10)
(-40; -2)
All 21,587 36% -0.006" -0.009" 0.003" 5420 30%  0.006° 0.011" -0.005"
Board changes 1,814 28% 0.002  -0.006" 0.008" 344 27% -0.001 0.008"  -0.009
Earnings 5,401 24% -0.004  -0.009" 0.005" 1,717 24%  0.009° 0.011" -0.002
Forecasts 625 40% -0.052" -0.149" 0.097" 83 42%  0.023° -0.014 0.037
Capital structure 3,377 45% -0.006" -0.006"  0.000 696 33%  0.002 0.014" -0.012"
Restructuring 2,911 44% -0.001 0.004°  -0.005 845 32%  0.008° 0.018" -0.010"
Ownership 1,760 24% -0.008°  -0.001 -0.007" 438 21% -0.002 0.000  -0.002
General business 1,087 44%  0.000  -0.002 0.002 292 33% 0.009  0.0277 -0.018
Miscellaneous 2,318 38% -0.005  -0.005" 0.000 593 36%  0.001 0.001 0.000
Other 2,294 46% -0.009" -0.005" -0.004 412 48%  0.008 0.017" -0.009
(-1; +1)
Al 3,054 26% -0.003 -0.006" 0.003 545 25%  0.007 0.000  -0.007
Board changes 198 19%  0.005 0.012°  -0.007 41 29% -0.012  -0.003 -0.009
Earnings 792 16% -0.023" 0.004 -0.027" 172 22%  0.009 0.004 0.005
Forecasts 140 26% -0.068" -0.204" 0.136" 14 36% -0.007 -0.032° 0.025
Capital structure 532 38% 0.007 -0.003 0.010 84 37%  0.006 0.007  -0.001
Restructuring 400 32%  0.005 0.024"  -0.019 58 14%  0.005 0.002 0.003
Ownership 166 22% 0.020° 0.015°  0.005 50 10%  0.024 -0.01Z2  0.036"
General business 138 53%  0.017 0.023 -0.006 25 16%  0.028 0.047" -0.019
Miscellaneous 333 19% 0.008 -0.017" 0.025" 56 36%  0.007 -0.009 0.016
Other 355 27% -0.021"  0.006 -0.027 45 27%  0.014  -0.029" 0.043
(+2; +40)
Al 18,218 40%  0.000 0.005"  -0.005" 4,691 34%  0.000 0.001  -0.001
Board changes 1,468 29%  0.000 0.005°  -0.005 360 23%  0.001 0.001 0.000
Earnings 2,493 37%  0.003 0.004°  -0.001 832 38%  0.007 -0.001 0.008"
Forecasts 586 31% 0.014" -0.032" 0.046" 131 39% -0.018 0.012  -0.030°
Capital structure 3,727 47%  -0.002 0.003°  -0.005" 866 40%  0.003 -0.005  0.008"
Restructuring 2,432  47%  0.000 0.016"  -0.010" 697 35%  0.002 0.008" -0.006
Ownership 1,922 27%  0.003 0.004°  -0.001 515 22%  0.007 0.002 0.005
General business 1,223 49%  0.001 0.021"  -0.020" 287 25% -0.003 0.010° -0.013
Miscellaneous 2,373 37% -0.003 0.001 -0.004 629 33% -0.011" -0.006° -0.005
Other 1,994 44%  0.003 0.015"  -0.012" 374 43% -0.005 0.001  -0.007
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Table 7.News Announcement Regression Analysis — Logit

This table presents logistic regression analysiexfain the probability that insiders buy (setyck up to 20
trading days before good (bad) news announcemilatgyinal effects are presented in the table. Thegmal
effects for continuous explanatory variables aleutated at their means and for the dummy variatiley are
evaluated as the discrete change in the expectie@ vd the dependent variable, from zero to oneodso
announcement is an announcement that yields noatimegCAR [0,+1]. In the subsample of good news
announcements the dependent variable equals dher# was a buy trade by insiders up to 20 tradisgs
before good news announcement and zero when oeer®ad announcement is an announcement that yields
negative CAR [0,+1]. In the subsample of bad nemsoancements the dependent variable equals oher# t
was a sell trade by insiders up to 20 trading dafere good news announcement and zero when oferwi
Market Capequals stock price at the insider trading day timesber of shares outstanding at the time of
insider trade executiorCross-Listing(CL) is a dummy variable that equals one if the insigdading event
involves a firm that is listed in the US, zero athise.CL x |[CAR Newsis a cross-product between cross-listing
dummy and the event period abnormal returns ofnhes that is released up to 20 trading days aftader
trade.CL x |CAR Board Changes (CL JCAR Earnings, CL X|CAR Forecasts, CL 4CAR Capital Structure, CL CAR
Restructuring, CL YCAR Ownership, CL xCAR General Business, CL [CAR Miscellaneous, CL 4CAR Other)is a
cross-product between cross-listing dummy and tlenteperiod abnormal returns of the news in a grop
Board ChangegEarings, Forecasts, Capital Structure, Restruetgri Ownership, General Business, Miscellaneous,
Other)that is released up to 40 trading days after imsidele.” , ", * denote significance at the 0.01, 0.05 and
0.1 level, respectively. Panel B. present analogmalysis to explain the probability that insidersy (sell)
stock up to 40 trading days before good (bad) reaw®uncements.

Good News Bad News
1) 2 3 4
PanelA.IT up to20 days prior to news release
Constant -0.23  (-13.30) -0.2% (-14.07) -0.18 (-16.80) -0.17" (-16.86)
Market Cap 0.00 (3.67) 0.00° (4.75) 0.0I" (9.27) 0.0I" (9.44)
CL 0.02" (4.19) 0.0 (3.60) -0.0I (-2.27) -0.0I (-2.23)
|CAR| News x CL -0.34 (-3.01) -0.15  (-2.11)
|CAR| News -0.05 (-1.01) 0.01 (0.48)
|CAR| Board Changes x CL -0.72 (-1.86) -0.57 (-1.30)
|CAR| Board Changes 0.06 (0.59) -0.09 (-0.76)
|[CAR| Earnings x CL 113 (-3.64) -0.37 (-2.24)
|CAR| Earnings -1.03  (-6.71) -0.30° (-3.62)
|CAR| Forecasts x CL 0.51 (0.83) 0.39 (1.05)
|CAR| Forecasts -0.79 (-2.11) -0.36 (-1.35)
|CAR| Capital Structure x CL -0.02 (-0.11) -0.05(-0.47)
|CAR| Capital Structure 016 (2.43) 0.0 (1.71)
|CAR| Restructuring x CL 0.04 (0.22) 0.01 (0.06)
|CAR| Restructuring 0.03 (0.36) 0.08 (1.55)
|CAR| Ownership x CL 0.03 (0.11) 0.08 (0.53)
|CAR| Ownership 0.09 (0.81) 0.10 (1.87)
|CAR| General Business x CL 0.11 (0.46) -0.50 1.64)
|CAR| General Business 0.05 (0.46) 0.15(3.14)
|CAR| Miscellaneous x CL -0.27 (-1.04) -0.09 0.%9)
|CAR| Miscellaneous -0.07 (-0.61) 0.03 (0.43)
|CAR| Other x CL 0.02 (0.09) 0.09 (0.83)
|CAR] Other 0.08 (0.86) -0.03 (-0.43)
N 26,351 26,351 27,935 27,935
Pseudo R 0.00 0.01 0.00 0.01
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Table 7.Continued

Good News Bad News
1) (2) 3) (4)
PanelB.IT up to 40 days prior to news release
Constant -0.39  (-15.60) -0.41" (-16.75) -0.35 (-21.86) -0.33 (-21.96)
Market Cap 00T (638 0.0I" (795 0.0I" (1351) 0.0 (13.82)
CL 0.05" (5.81) 0.03 (4.39) -0.02° (-3.62) -0.02° (-4.17)
|CAR| News x CL -0.27 (-1.88) -0.20 (-2.04)
|CAR| News -0.15 (-2.14) -0.03  (-0.73)
|CAR| Board Changes x CL -0.21 (-0.54) -0.99-1.96)
|CAR| Board Changes 0.23 (1.24) 0.08 (0.68)
|CAR| Earnings x CL -0.96 (-2.60) -0.07  (-0.34)
|CAR| Earnings 216 (-9.73) -0.82° (-6.17)
|CAR| Forecasts x CL -0.15 (-0.20) 0.64 (1.94)
|CAR| Forecasts -0.02 (-0.03) -0.10  (-0.49)
|CAR| Capital Structure x CL 059 (2.26) -0.06 (-0.32)
|CAR| Capital Structure 0.14 (1.39) 0.09 (0.95)
|[CAR| Restructuring x CL 0.88 (2.88) 0.07  (0.43)
|CAR| Restructuring -0.12 (-0.58) 0.13 (1.66)
|CAR| Ownership x CL 0.48 (1.34) 0.18  (0.77)
|[CAR| Ownership 0.10 (0.59) 021 (2.58)
|CAR| General Business x CL 0.08 (0.22) 0.80-1.97)
|CAR| General Business 0.25 (1.48) 0.24(2.92)
|CAR| Miscellaneous x CL 0.05 (0.14) 0.16 (0.81
|CAR| Miscellaneous 0.06 (0.50) -0.02  (-0.15)
|CAR| Other x CL 0.18 (0.62) 0.15 (0.62)
|CAR| Other 0.11 (0.55) -0.28 (-1.95)
N 26,351 26,351 27,935 27,935
Pseudo R 0.01 0.02 0.00 0.01
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Purchases domestically listed stocks
Sells domestically listed stocks

Figure 1. Cumulative Abnormal Returns around Insider Tradkmgpouncement

The Figure presents cumulative average abnormain®iaround insider trading events [-100, +100] poted
using event study methodology. The market modeffictents a and3 are estimated over -360 to -101 days
relative to the announcement date of insider tigadimith FTSE All Share Index as the proxy for marke
portfolio. Cross-listed companies are UK compatrigted in the US. Domestically-listed companies Bit€
companies not listed in the US.

40



! See Seyhun (1998) for a survey. For example, abeurof studies report insider trading
around corporate events, such as announcementvofstuek offering (Karpoff and Lee,
1991), stock repurchases (Lee, Mikkelson and Pati@8?), filing for bankruptcy protection
(Seyhun and Bradley, 1997), earnings forecastsniBen1982), takeovers (Seyhun, 1990),
Bris, 2005), dividend announcements (John and L&B@1), and exchange listings and de-
listings (Lamba and Khan, 1999). Other studies dwnt the abnormal returns of insider
trading and of the portfolios strategies that mimsiders (e.g., Jaffe, 1974; Finnerty, 1976a,
1976b; Seyhun, 1986, 1988a, 1988b; Rozeff and Zat@88; and Lin and Howe, 1990).
Similar results are reported in the UK (e.g., Rdperris and Peel1990; Friederich, Gregory,
Matatko and Tonks, 2002; Hillier and Marshal, 2008konishok and Lee (2001) report that
the long-term post-event abnormal returns are ipesfor buy and negative for sell trades.
However, there is debate as to whether these alahaeturns are high enough to allow
outsiders to obtain exceptional returns becausiaofactions costs (e.g., Friederich et al.,
2002; Bettis, Vickrey and Vickrey, 1997), or theastgic trading behavior of insiders who
deliberately disguise their trades to reap gainsussiders’ expense (John and Narayanan,
1997).

2 For example, although in the UK the 1985 Comparfies prohibits insiders from trading
for a period of up to two months prior to the anmoement of earnings and up to one months
prior to other price-sensitive information, there difficulties in defining what price-sensitive
information consists of (in addition to earningsjidends, restructuring, board changes and
security issues), and what is the theoretical m@rgnm share price that makes a piece of
information price-sensitive (e.g., Friederich ef 2002).

% UK has the largest number of cross-listed compa(i€1), after Canada (266) and Japan
(206), primarily in the US (Sarkissian and ScliD04).

* These characteristics include the effectivenes®utside shareholder protection rights,
dispersion of ownership, and common law originst fh@vent insiders from trading on
private information.

®> Since UK and US are relatively similar in theirvgmnance system, we do not proclaim to
test directly the bonding hypothesis as developedbfee (1999, 2002) and Stulz (1999),
which states that managers bond themselves froraatixig private benefits of control and
expropriating minority shareholder by cross-listitiggir companies in the US where legal
regulations are stricter, law enforcement morecigfit and minority shareholder rights are
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protected better than in any other country as tmeye to conform to US accounting (US
GAAP) and securities law, particularly if they libieir companies stocks on stock exchanges
rather than the over-the-counter (OTC) market amdaP (Rule 144a). (See, e.g., Reese and
Weisbach, 2002; Doidge, 2004; Doidge et al., 2@3idge et al., 2005; and Siegel, 2005, for
arguments and tests of this hypothesis). To testilly this bonding hypothesis we need to
select cross-listed companies from a country, othan the UK, with inferior corporate
governance level than the US. Unfortunately, wenditind consistent data. Therefore, we
cautiously use “legal bonding hypothesis” to rgbeimarily to the exposure of our cross-
listed companies to the UK and to the US insidadlitrg legislations.

® Similar sample section is adopted in previous istide.g., Jaffe, 1974; Finnerty 1976a,
1976b; Pope et al., 1990; Gregory, Matatko, Tonks$ Rurkis, 1994; Gregory et al., 1997,
Friederich et al., 2002; Hillier and Marshall, 2002

" The sample size is comparable to recent insigetirtg studies in the UK. For example,
Gregory et al. (1997) use 6,756 transactions 683 companies between January 1986 and
December 1990, Friederich et al. (2002) use 4,3@%saction for 196 companies between
October 1986 and December 1994, Hillier and Mafts{Z02) use 7,796 transaction for
1,350 companies between September 1991 and Ma&h d®d Fidrmuc et al., (2006) use
10,140 buys and 5,523 sells in 1991-1998.

8 See Appendix B for details on the classificatiéthe news announcements.

% Bank of New York and JP Morgan provide informatimmthe most recent programs. Stock
exchanges, other than NYSE, do not provide infoionatn past foreign listings. To complete
our cross-listing sample, we check each compangis site and historical data.

19 Some of the cross-listed companies use two waysstteheir ADRs. In such a case we
consider this type of listing that imposes strigegulatory and disclosure requirements. We
do not have ADRs that involve only Rule 144a Pevialacement.

1 1n previous versions of the paper we also coreebfbr changes in insider holding from pre
to post trade@hange in Portfolip. However, botiChange in Portfolicand%Holding proxy

for insiders’ ownership and have similar economieamng. To capture size effect of the
tradeValue ofTrade (logarithm of actual value of trade expresadgritish Pounds) was used
in addition toShares TradedThe variables used in this version of the papeldybetter
statistical significance.

12 Given that the second period covers 45 monthsewthié bull period spans over only 15
months, we analyse the number of trades per maith.group the 40 industries into 10
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Financial Times Stock Exchange Actuaries Induskgt&s. These sectors are (The number
of all listed companies, as reported in Eieancial Timesdated 21 April 2005n each sector

Is in parenthesis)ResourcesMining and Oil and Gas (30Basic Industries:Chemicals,
Construction and Building Materials, Forestry arap&, and Steel and Other Metals (46);
General Industrials: Aerospace and Defense, Electronic and Electricguignent,
Engineering and Machinery (47%yclical Consumer GoodsAutomobile and Parts, and
Household Goods and Textile (16Non-Cyclical Consumer GoodsBeverages, Food
producers and processors, Health, Personal carearsghold products, Pharmaceuticals and
biotechnology, and Tobacco (57®yclical Services:General retailers, Leisure and hotel,
Media and entertainment, Support services, andspiamh (196);Non-Cyclical Serviceg=ood
and drug retailers, and Telecommunication ser\i28} Utilities: Electricity and water (15);
Information Technologytnformation technology hardware, Software and cot@pservices
(43); Financial: Banks, insurance companies, Life assurance, Imesgt companies, Real
estate, Speciality and other finance (219).

13 We started by using a shorter event [-40, +40]estination [-220, -41] periods. However,
we find that the alphas of the market model arai@ant over the estimation period. We
therefore, use periods to capture fully the abnbpagormance.

14 All the variables are defined in section Il.Blultiple Trading per Dayenters the
regressions as a dummy variable that equals om®iié than one insider trades are reported
in the same company on the same dap Management also a dummy variable equal to
one if a trade was undertaken by Chairman or CEOF®.

15 Other studies ranked news according to market aapens. For example, Palmon and
Schneller (1980) use ‘Wall Street Journal’ news ahow them to fifteen financial analysts.
They classify news as good or bad “if at leastaealysts judged them as such without any a
priori expectations”.

16 After the matching procedure, we have 7,351 insideles linked to 53,515 news releases.
7 This problem appears when cross-sectional coivalds present in the sample and the
standard errors are not properly estimated. Weswelthat this difficulty is circumvented
because our analysis is based on daily data, wediusksified sample across industry sectors,
and we account for the cross-sectional dependentteet-statistics used to test for statistical
significance of abnormal performance. Neverthelessexclude any confounding events to

check for robustness of our results.
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8 The whole analysis was repeated with additionaltred variable for growth opportunity
(M/B). The main regression results were essentitlyy same. The additional results are
available form author upon request.

19 Consistent with Lasfer (2004), we find that forttb@ross-listed and domestically-listed
firms, only about 4% of insider trades are undestelwhen no news was announced over two
months before and two months after (i.e., -40 t0 d¢ldys) the insider trading event. For the
remaining 96% of insider trading events we compotesach individual news announcement
the average abnormal returns over the [0 to +libdevhen the news is released.

20 An anecdotal evidence of insider trading just befeews announcements can be illustrated
by the following quotation from thEinancial Timesdated Tuesday, September 27 2005, p.
48 “De La Rue, the banknote printing company, ghi@e8 per cent to 381p as brokers
Merrill Lynch and Numis Securities urged clientsfadlow the lead of the company’s chief
executive and finance director and buy sharesanathke of Friday’s trading statement”. We
checked this case and find that the informaticacisially released after the insider trades.

2L We tried various event windows, including4D, +31] and {30, +2] to capture the
requirement that companies should not trade onethmioefore the news is announced, and
also 40, £6] and |5, £2] to assess how quickly insiders trades beforéaaradter the news

is announced. We find relatively similar results.

22 The results based on the trading dates as thé éats are also very similar.

23 We find similar results when the sample is limitednon-confounding trading events.
These results are, in fact, much closer to theirigglin Panel A. For cross-listed companies
the abnormal returns on the announcement dategyohmd sell trades are not significant and
none of the differences in abnormal returns betwlerbull and bear periods is significant.
For the domestically-listed companies, the diffeemnbetween the bull and bear periods in
announcement date abnormal returns for buy andradkis are not significant. These results
are not reported for space considerations butdnewvailable upon request.

24 Our analysis is based on findings in previougditere (e.g., Hue and Noe, 1997; Bettis,
Coles and Lemmon, 2000; Lakonishok and Lee, 200&de€rich et al., 2002; Bainbridge,
2002, 2004; Beny, 2005; Bris, 200Bidrmuc et al., 2006), an interview with the Finiahc
Services Authority in the UK (FSA), and informatiomom websites of the SEC
(www.sec.gov) and the FSA (www.fsa.gov.uk).

%> See Bozcuk and Lasfer (2005) for details on répgirades in the London Stock

Exchange.
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%% The Sarbanes-Oxley Act of 2002 amended the rdgnfatgoverning the reporting of
insider transactions by shortening the reportingioge requiring insiders to report
transactions within 2 business days, and requthagall reports be filed electronically.

2" The IT Index takes into account the tipping ofsiders by insiders about private, price
sensitive information, insider trading on privatgice sensitive information, and level of
potential material and criminal penalties and sanet

8 Beny (2005) develops the Indices of Public and@e Enforcement Power and includes
features of the securities market supervisors #edr investigative power, efficiency of
courts, and private rights to undertake a secudty case by private plaintiffs against
individuals who violate insider trading regulation®ntil 2001, the insider trading
enforcement power was in the hands of the Depattmkeiirade and Industry in the UK.
Currently, it is delegated to the Financial Sersi¢athority (FSA) which can impose civil
fines for insider trading to increase the effeatiees of the regulations which is lacking as
there are only four cases of successful law enfoerds between 2001 and 2004 with five
individuals fined and the penalties range betweEsn A0 ($25,500) and £45,000 ($75,500)
(Financial Times, April 2, 2004 and December 1040
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