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Abstract 

 

This paper studies insider trading quantities and dollar profits to measure the benefits insiders 

extract from their superior information. Dollar profits are economically small for a typical insider, 

the median insider earning $464 per year. The correlation between dollar profits and percentage 

returns is moderate, because returns are negatively correlated with trade size and frequency. We 

show that these correlations vary with proxies for insider preferences, firm-level monitoring, and 

regulatory scrutiny. As a consequence, variables that predict percentage returns fail to predict 

dollar profits, and past dollar profits are negatively related to future returns. Our work suggests 

that dollar profits are a better measure for corporate governance applications of insider trading. 
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The notion that corporate insiders possess more information about their firm than outside investors 

plays an important role in models of financial markets. Traditionally, the empirical literature uses 

the abnormal returns to publicly reported insider trades to measure insiders’ informational 

advantage and finds that such returns are economically large.1 However, there has been almost no 

research examining how much economic value insiders extract from their superior information, 

i.e., insiders’ dollar profits. Our paper provides this empirical analysis. 

Measuring the dollar benefits from insider trading is important to evaluate whether insider 

trading is a source of private benefits. Prior work has used abnormal returns both to establish 

trading strategies that generate alpha and to capture insiders’ private benefits as a proxy for agency 

issues. However, if insiders face constraints to capitalizing on private information, the 

determinants of abnormal returns (as a measure of superior information) and the determinants of 

who capitalizes on private information (thereby generating high profits) can differ. Our work 

informs the choice of the measure for different applications.  

High abnormal returns need not result in large profits, as profits are also determined by 

trade quantities: trade size and frequency. Trade quantities are an important choice variable of the 

insider, vary substantially across insiders, and may also be correlated with abnormal returns, as 

suggested by theoretical models of insider trading (see, e.g., Kyle, 1985 for informed trading in 

general, and Huddart, Hughes, and Levine, 2001 or Lenkey, 2014 for corporate insider trading). 

These models typically consider an insider who chooses trade quantities with given private 

information, while she trades off gains from trading and the costs of exploiting informational 

advantages – such as litigation risk, reputational costs, or adverse selection costs imposed on other 

market participants.2 Mandatory disclosure of insider trades makes both the costs of exploiting 

                                                 
1 See, e.g., Seyhun (1986), Lakonishok and Lee (2001), Ravina and Sapienza (2010), Cohen, Malloy, and Pomorski 

(2012), Alldredge and Cicero (2015), and Biggerstaff, Cicero, and Wintonki (2020). Jeng, Metrick, and Zeckhauser 

(2003) find that insider purchases earn positive abnormal returns but sales do not, while Eckbo and Smith (1998) find 

no evidence of superior performance in their sample of Norwegian insiders. 
2 Huddart, Hughes, and Levine (2001) show theoretically that the insider does not choose trading quantities to fully 

exploit her private information, but adds some noise to her trading quantities. The notion that corporate insiders have 

an interest in outsiders’ participation in the market is formalized in Ausubel (1990). Lenkey (2014) argues that trading 

too aggressively has an adverse effect on insiders’ risk sharing ability in the future. 
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information but also the price impact of the trade a function of insider and trade characteristics. 

For example, insiders with more immediate access to private information, such as top executives, 

likely also face the highest reputational costs of exploiting this information. While well-informed 

insiders’ trades have greater price impact, these insiders may also choose to trade less aggressively. 

Hence, the quantities chosen by the insider may decrease with the amount of information she 

possesses, suggesting an inverse relation between returns and quantities.  

We present stylized facts about dollar profits, contrast them with percentage returns, and 

investigate a number of mechanisms to explain the discrepancy between returns and profits. Our 

main finding is that quantities matter: returns and dollar profits paint a markedly different picture 

of insider trading, because insiders who make high returns tend to place small and infrequent 

trades. First, we show that dollar profits are small for the typical corporate insider. We study all 

insider trades reported on SEC Form 4 during 1986-2013. The median insider who trades in a 

given year earns annual abnormal profits of $464, while the average insider earns $12,000 per 

year. The distribution of profits has a long right tail. For insiders whose compensation we can 

observe, trading profits equal 0.1% of total compensation at the median, 1.1% on average. The 

main reason that profits are small is that most insiders trade infrequently. The average insider 

makes 7 trades in our sample, the median insider makes 3. We initially measure abnormal profits 

over the 20-day window after the trade, following the literature. However, the profits remain small 

if we extend this period to longer time horizons. Our results suggest that only 7% of insiders enjoy 

trading profits that exceed 10% of their compensation.  

Second, we show that high percentage returns do not imply high dollar profits. The 

correlation between dollar profits and returns is only 22-23%, and markedly lower, only 4-5% for 

abnormal returns above 0.5%, which approximately corresponds to the top tercile. To make high 

dollar profits, an insider would need to trade large amounts when she expects abnormal returns to 

be high. We show that dollar profits to insider trading are small partly because insiders with the 

most informative trades, earning large abnormal returns, tend to trade infrequently and in relatively 

modest amounts. In contrast, insiders who trade frequently earn lower percentage returns per trade, 
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but still make higher dollar profits per year than infrequent traders.3 Aggregating profits at the 

insider-year level is critical to the measurement and comparison of trading profits, as some insiders 

trade frequently (see also, e.g., Betzer et al., 2015 or Klein, Maug, and Schneider, 2017).  

We consider two explanations for the variation in trade quantities. First, firm-level 

monitoring or regulatory scrutiny influence the quantities chosen by the insider. Suppose that the 

regulator monitors both abnormal returns and overall trade quantities (the optimal policy in 

DeMarzo, Fishman, and Hagerty, 1998), and is most likely to act when both of these are high, i.e., 

when an insider makes a large profit by placing a large trade at a time when she has value-relevant 

information. Anticipating this, insiders have two strategies to avoid scrutiny from the regulator. 

Some insiders (“high-return”) may trade small amounts, trade infrequently, but do so when they 

possess value-relevant information, i.e., information that is expected to move the stock price once 

public. The regulator is unlikely to allocate their resources to investigating such insiders because 

the harm to other market participants is small. Other insiders (“high-quantity”) may trade large 

amounts or trade frequently but do so when they are not in possession of value-relevant 

information. The regulator is unlikely to allocate their resources to investigating such insiders 

because given the low abnormal returns on the insider’s trades, it would be difficult to prove that 

the insider traded on information. Whether it is high-return or high-quantity insiders that make 

larger profits is an empirical question, as it depends on the tradeoff between returns and quantities. 

In reality, insiders may fall between these two stylized types. 

A second explanation is that insiders may have different preferences, with some insiders 

inherently more intent on turning a profit than others. Insiders may trade for alternative reasons, 

e.g., to increase or unwind their equity incentives (Ofek and Yermack, 2003), to meet mandatory 

ownership requirements (Core and Larcker, 2002; Bhagat and Tookes, 2012), or to support the 

stock price (Wu, 2018b). These factors may affect their response to regulation and monitoring.  

                                                 
3 Cohen, Malloy, and Pomorski (2012) classify insiders as either routine or opportunistic traders based on their past 

trading history. Our definition of frequent and infrequent traders looks only at the number of trades placed. We confirm 

that these two definitions provide two different partitions of the sample of insider trades. In fact, 69% of all 

opportunistic traders are frequent traders.  
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 Our next set of results speaks to the tradeoffs that insiders consider – following their 

preferences, or as a result of firm-level monitoring or regulatory scrutiny. The correlation between 

returns and trade size is lower for insiders who have been with the firm for a longer time, those 

with a high ownership stake, for local insiders, and those that report their trades in a timely fashion. 

These patterns are suggestive of insiders’ own preferences. The correlation between returns and 

trade size is also lower for insiders of firms with high institutional ownership, larger firms, and 

those covered by security analysts. Finally, the correlation between returns and trade size is 

significantly lower after the passage of the Sarbanes-Oxley Act (SOX), and in years when the 

SEC’s budget is higher. These patterns suggest variation in insiders’ trading choices that reflect 

firm-level monitoring and regulatory scrutiny. 

We show three empirical implications of the differences between high-return and high-

quantity insiders. The first implication is that informed trading proxies established by the existing 

literature are negatively correlated with trade quantities, and hence, with yearly dollar profits, even 

though they are positively correlated with percentage returns, by definition. In line with prior 

literature, we confirm that abnormal returns are higher for opportunistic traders (Cohen, Malloy, 

and Pomorski, 2012), insider purchases (e.g., Lakonishok and Lee, 2001; Jeng, Metrick, and 

Zeckhauser, 2003; Fidrmuc, Goergen, and Renneboog, 2006), CFOs (Wang, Shin, and Francis, 

2012), and executives (Ravina and Sapienza, 2010). However, we show that quantities and yearly 

dollar profits are lower for all of these categories. 

A second implication is that insiders making the highest profits are different from those 

making the highest returns. We examine who makes high profits. Exploiting a legally-imposed 

discontinuity, we propose a new measure capturing insiders’ trading intentions. Section 16(b) of 

the Securities Exchange Act of 1934 defines short-swing profits as profits on round-trip 

transactions where the offsetting trades (e.g., the initial purchase and the subsequent sale) are less 

than 6 months apart. The law requires insiders to return these profits to the company. We show 

that having closed a trade after 181200 days in the past predicts higher future returns, trading 

frequency, trade values, and profits. We also find that insiders with a higher percentage of sales, 
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those who trade frequently, and CEOs are more likely to make higher dollar profits. These findings 

on sales and frequent trading contrast with the literature on percentage returns. 

The third implication is that dollar profits predict future returns to insider trades because 

they reveal whether an insider is more likely to be “high-return” or “high-quantity”. Indeed, we 

show that insiders in the top quintile of yearly dollar profits in one year earn 21bps lower abnormal 

returns in the following year. This result holds even after we control for other measures of informed 

insider trading such as the opportunistic measure of Cohen, Malloy, and Pomorski (2012). This 

finding suggests that dollar profits contain relevant information beyond existing proxies, hence, 

they are also useful for asset pricing applications of insider trading.  

We conduct several additional tests to examine the robustness of our main results. First, 

our findings are not driven by our choice of the benchmark for abnormal profits: using a market 

adjustment or raw dollar profits yields similar results. Second, dollar profits remain small over our 

sample of 27 years. Third, we track each insider’s ownership over time and show that non-trading 

generates (even) lower dollar profits than trading. Finally, insiders may profitably sell shares once 

they leave the firm. These trades lose money on average and are thus unlikely to bias our results. 

Our paper contributes to three main strands of the academic literature. First, our study is 

related to the literature that studies which observable characteristics predict abnormal returns to 

insider trading (e.g., Jeng, Metrick, and Zeckhauser, 2003; Cohen, Malloy, and Pomorski, 2012; 

Alldredge and Cicero, 2015; Biggerstaff, Cicero, and Wintoki, 2017; Akbas, Jiang, and Koch, 

2020; Wu, 2018a). This literature has focused on “high-return” insiders. Instead, we examine the 

trade quantities that insiders choose, how much they make on their trades, and to what extent 

observable characteristics that predict abnormal returns also predict dollar profits. To the best of 

our knowledge, this is the first study examining the dollar profits to insider trading.4   

                                                 
4 Skaife, Veenman, and Wangerin (2013) analyze a sample of firms with an audit opinion on Internal Controls over 

Financial Reporting effectiveness under Section 404 of SOX, for the period 2004-2008. They find that insider trading 

profits relative to the market capitalization of the firm are higher in firms disclosing material weaknesses in internal 

control, but they do not analyze dollar profits beyond this comparison. 
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Second, our paper adds to the literature on insider trading behavior as a proxy for corporate 

governance issues. Figure 1 shows that the number of published papers on insider trading in 

leading academic journals has been increasing. The percentage of these papers that study whether 

insiders profit from their informational advantage through insider trading, or examine insider 

trading as a symptom of corporate governance issues has also been increasing. Given this growing 

interest in whether insiders profit from their information and which corporate governance 

arrangements may curb such behavior, we highlight that returns are an inaccurate proxy that yields 

misleading results about economic rents, and shed light on why this is the case. 

Theoretical work (Dye, 1984; Bebchuk and Fershtman, 1994; Hu and Noe, 2001) argues 

that allowing corporate insiders to trade can be desirable for shareholders, because it creates 

managerial incentives and mitigates agency conflicts by strengthening the relation between the 

insider’s personal wealth and firm value. This mechanism has been tested in several empirical 

studies (Roulstone, 2003; Henderson, 2011; Denis and Xu, 2013; Cziraki, de Goeij, and 

Renneboog, 2014). Roulstone (2003) examines the relation between insider trading restrictions 

and executive pay in the U.S., and finds that firms that restrict insider trading pay higher total 

compensation. Denis and Xu (2013) study the relation in an international setting. This literature 

uses percentage returns to measure private benefits, which is imprecise. Our findings suggest that 

profits are not a meaningful source of private benefits for most insiders. Future studies interested 

in measuring private benefits from insider trading should analyze dollar profits.  

Insiders may use alternative strategies such as trading illegally in stocks or derivatives, 

tipping, or trading in related stocks, which may not be traceable through reported trades (e.g., 

Meulbroek, 1992; Tookes, 2008; Augustin, Brenner, and Subrahmanyam, 2019; Augustin, et al., 

2020; Mehta, Reeb, and Zhao, 2020; McNally, Shkilko, and Smith, 2017; Ahern, 2017, 2020; 

Kacperczyk and Pagnotta, 2019; Shkilko, 2019). Illegal trading profits reach an average of $1 

million (Kacperczyk and Pagnotta, 2019) per trade or an average of $1.3 million per tip for illegal 

insider trading (Ahern, 2017). High-return insiders may shift some of their trades to these 

alternative channels, which are not observable to researchers in their entirety. For example, illegal 

insider trades are only observable if they were successfully prosecuted, and the SEC chooses which 
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cases to investigate, making illegal trades a selected subsample (Ahern, 2020). Our findings 

complement also this line of research by facilitating the comparison between the benefits from 

publicly reported insider trades and alternative channels to exploit private information.5   

Finally, our paper contributes to the literature studying the relation between monitoring at 

the firm level or by regulators, and insider trading (Roulstone, 2003; Brochet, 2010; Ravina and 

Sapienza, 2010; Cziraki, de Goeij, and Renneboog, 2014). Our work connects academic research 

to how regulators monitor insider trading.6 The SEC explicitly refers to dollar profits in its 

Enforcement Manual (U.S. Securities and Exchange Commission, 2013, section 2.3.2/(2)/(d)). It 

also refers explicitly to profits and trade quantities in the context of recent cases, e.g., SEC v. 

Lawson et al. (2014) and SEC v. Levoff (2019).7 By studying dollar profits and trade quantities, 

we highlight considerations that are relevant for the SEC, yet have received little attention from 

academics, even in studies focusing on insiders’ personal gains and corporate governance. Looking 

at trade quantities and dollar profits alongside percentage returns gives a more accurate picture of 

which trades the SEC may investigate. 

 

2. Data and Summary Statistics 

2.1 Sample 

We use data from Table 1 of the Thomson Reuters insider transaction database, which consists of 

all transactions filed on Form 4 of the U.S. Securities and Exchange Commission. Our sample 

period extends from January 1986 to December 2013. Following prior literature (e.g., Jeng, 

Metrick, and Zeckhauser, 2003; Ravina and Sapienza, 2010; Cohen, Malloy, and Pomorski, 2012), 

we focus on open market purchases and sales, identified as transaction codes “P” and “S”.  When 

                                                 
5 Reporting a trade to the SEC does not necessarily imply that the trade is legal. Several trades reported to the SEC in 

our dataset were later identified as illegal, e.g., Steven S. Spitzer’s stock sales at Peregrine Systems between 1999-

2001, or the trades of CEO Frank J. Fradella and other insiders at Home Solutions of America in 2006. 
6 Empirical evidence on the effectiveness of SEC enforcement is scant (Kedia and Rajgopal, 2011) and the SEC 

discloses relatively little information (Velikonja, 2016) to avoid firms potentially gaming its enforcement processes 

(e.g., Stice-Lawrence, 2019). Ahern (2020) summarizes how the SEC and other regulators detect insider trading.  
7 Compl. 3, SEC v. Lawson, No. 3:14-cv-02157 (N.D. Cal.) and Compl. 8-11, SEC vs Levoff, No. 2:19-cv-05536 

(D.N.J.). 
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an insider makes multiple trades in the same stock on the same day, we aggregate the total number 

of shares traded to the daily level. In such cases, we also value-weight transaction prices to obtain 

the total dollar value of the trade. Finally, we merge with data from CRSP. 

We impose the following filters on trade price and size. We drop all trades for which the 

reported transaction price is outside the daily low-high range reported in CRSP, or more than 20% 

away from the closing price of the day. We also drop transactions for which the number of shares 

traded is higher than either the trading day’s total volume reported in CRSP or half of the total 

market capitalization of the company.8 Finally, for trades reported on dates when exchanges are 

closed, we use data on the first trading day following the reported transaction date. We merge the 

insider trade data with financial statement information from Compustat and the number of analysts 

covering the firm’s stock from I/B/E/S. We obtain data on executive compensation from 

ExecuComp, which reports the compensation of the top 5 highest-paid executives of firms in the 

S&P 1500, starting in 1993. We winsorize all non-binary variables at the 1st and 99th percentiles. 

Table 1 Panel A describes the resulting sample. Overall, we are left with 644,643 

transactions, about a quarter of which are purchases.9 Our sample contains 92,758 insiders trading 

across 7,643 unique firms. 22% of insiders only buy shares, 57% only sell shares and 21% trade 

in both directions. The typical insider makes very few trades (with a median of 3 and an average 

of 7), although some insiders trade much more and trade the shares of more than one company. 

2.2 Measuring Returns and Dollar Profits 

We use two approaches to measure the dollar profits to insider trading. Our main approach is to 

multiply the inflation-adjusted dollar value of the trade, expressed in 2013 U.S. dollars, by the 

abnormal return in the 20 days after the trade. Many prior studies find that insiders earn high 

abnormal returns at horizons of 20 days or shorter (e.g., Seyhun, 1986; Jeng, Metrick, and 

Zeckhauser, 2003; Fidrmuc, Goergen, and Renneboog, 2006; Ravina and Sapienza, 2010; Cohen, 

                                                 
8 We obtain very similar results if we do not exclude these trades. 
9 There are approximately 1.3 million insider transactions in the Thomson Reuters database. We exclude transactions 

of stock with unreasonable book-to-market values that are negative or higher than 100 (approximately 11% of 

observations), missing return histories (approximately 19% of observations) and missing analyst coverage from 

I/B/E/S (approximately 22% of observations). 

Electronic copy available at: https://ssrn.com/abstract=2887628



 

9 

 

Malloy, and Pomorski, 2012). We thus examine whether dollar profits at this horizon are also 

substantial. The benefit of this approach is that we are able to use all insider transactions. The 

drawback is that the profits are hypothetical and may not correspond to the dollar gains any 

particular insider realizes. We follow the trading horizon choice of Cohen, Malloy, and Pomorski 

(2012), and use the Fama-French 3-factor model as our return benchmark. We estimate factor betas 

using monthly data for the 36 months preceding the trade. We multiply returns on insider sales by 

–1, to facilitate comparison with purchases. 

To account for the possibility that hypothetical (“paper”) profits differ from actual profits, 

we also calculate realized profits using round-trip transactions, i.e., buy-sell and sell-buy 

transaction pairs and sequences. For example, if we observe an insider buying 100 shares in 

January and selling 100 shares in December, we can calculate the dollar gains or losses on this 

trade. Because the number of shares bought and sold may not be equal, for each insider with both 

buys and sells in the sample we compute profits using the value-weighted purchase and sale price. 

Internet Appendix C presents the results of this exercise. Although we find that round-trip 

transactions differ from non-round-trip transactions, we also find that dollar profits remain small, 

and that variables that predict returns do not predict profits.  

 

2.3 Descriptive Statistics of Trade Quantities, Returns, and Dollar Profits 

Panel B of Table 1 reports the average and median value traded for the overall sample. The value 

traded is highly skewed. Insiders transact roughly $129,000 per trade at the median, but the average 

trade is much larger at $631,000.10 On average, corporate insiders generate positive returns of 

0.9% (median of 0.6%) within a 20-day window. Abnormal dollar profits are small: per trade, 

insiders generate an average (median) abnormal profit of approximately $4,000 ($141). The 

distribution of abnormal dollar profits, similarly to value traded, has a long right tail.11  

                                                 
10 Tables A1 and A2 in the Internet Appendix provide time-series information on trade quantities, returns, and profits. 
11 The distribution of abnormal returns, shown in the top graph of Internet Appendix Figure A1, roughly follows a 

normal distribution, though it has a higher kurtosis. The bottom left graph of Figure A1 shows the distribution of the 
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We examine dollar profits aggregated at the yearly level because insiders may split up their 

trades into several smaller parts and trade over several days. Dollar profits at the trade level may 

therefore underestimate the true profits accruing to these insiders. Yearly abnormal dollar profits 

are still quite small with a median value of $464 and an average of $12,000.12 Insider trading 

profits account for 0.1% of total compensation at the median and 1.1% on average, while at the 

90th percentile, trading profits are equal to 6.7% of total compensation. Only 7% of insiders make 

profits that exceed 10% of their compensation (not shown in a table).13 We conclude that insider 

trading profits do not represent a meaningful source of compensation for the typical insider, but 

only for a small subset.14  

Dollar profits are small irrespective of the benchmark we use to calculate abnormal profits. 

Table A3 shows that the average (median) yearly abnormal dollar profit is lower at $4,380 ($370) 

if we use the market return as a benchmark. Raw yearly dollar profits, without any adjustment, are 

even lower, equaling –$3,520 ($80). Finally, Table 1 Panel C shows summary statistics of the 

control variables used in our regressions. 

 Reporting requirements expire six months after a corporate insider leaves the firm. In 

Internet Appendix E, we consider the possibility that insiders make profits that are not captured by 

any of the measures used in the main analysis, which may lead to an underestimation of profits. 

This would be the case if an insider bought stock that did not appreciate immediately, but did rise 

                                                 
entire sample, while the bottom right graph shows the distribution of abnormal profits excluding values between –

$30,000 and $30,000 to show the longer right tail.  
12 Table A2 in the Internet Appendix shows trade-level and yearly abnormal profits for longer trading horizons of 3, 

6, and 12 months. The yearly profits range from a median of $945 for a 3-month horizon to a median profit of $1,442 

for a 12-month horizon. Due to the strong right skew of the distribution, the average values are much larger and range 

from $26,000 for a 3-month horizon to $68,000 for a 12-month horizon.  
13 Panel A of Table A4 in the Internet Appendix provides a breakdown of value traded, abnormal returns, and profits 

by insider role. In Panel B of Table A4, we aggregate insider trading profits at the firm level to shed light on the value 

that outside investors may lose when they trade against corporate insiders as their counterparty. The median (average) 

value of yearly abnormal profits at the firm level is $3,000 ($61,000). Panel C of Table A4 contains aggregates over 

the insiders’ lifetime: The median (average) abnormal dollar profit is $1,000 ($35,000), and the median (average) 

abnormal round-trip profit is $0 ($43,000).   
14 The ratio of profits to total compensation may be higher for insiders that are not covered by ExecuComp. We study 

this possibility in detail in Internet Appendix D. We find that the average (median) remains around 2-3% (0.2%) in 

the various subsamples and extended samples we examine. We also study the ratio of dollar profits to estimated insider 

wealth and find that, if anything, it is slightly lower outside the ExecuComp sample. 

Electronic copy available at: https://ssrn.com/abstract=2887628



 

11 

 

in value after a few years, and the insider did not sell this stock before leaving the firm. We estimate 

these profits and find that they are not large enough to bias our results. 

 

3. Why Do High Returns not Imply High Dollar Profits? 

3.1 The Correlation Between Returns and Profits 

If insiders seek to capitalize on private information, profits should increase with high abnormal 

returns, as returns measure how value-relevant insiders’ private information is. However, Figure 

2 shows that the relation between abnormal returns and profits is S-shaped. This pattern is robust 

to risk-adjustment of returns, or to controlling for firm fixed effects, year fixed effects, and time-

varying firm characteristics. Table 2 reports the correlation between returns and dollar profits, 

which is moderate over the entire sample and close to 0 at high levels of abnormal returns. Panel 

A shows that the correlation between returns and profits is between 22% and 23%, depending on 

the specification. Panels B breaks down the correlation across three ranges of abnormal returns 

and finds that it is highest when returns are low in absolute value: trades making small gains or 

losses. Even in this range, the correlation is moderate, between 3% and 34%. However, for high 

abnormal returns (above 0.5%), the correlation is between 4% and 5%. The number of observations 

is similar across the three groups, so the low correlation is not an artifact of a small subsample. 

These patterns remain similar if we choose a higher cutoff for abnormal returns. Table 2 Panel C 

shows that the correlation between returns and profits is 13 to 21% when abnormal returns are 

between –3% and 3%, and remains low at 0 to 4%, when abnormal returns exceed 3%. Using 

cutoffs of ±3% splits our sample into three bins of approximately equal size.15   

If returns were uncorrelated or positively correlated with trade quantities, we would expect 

a strictly monotonic relation between returns and profits, which would justify the use of returns as 

a proxy for returns. However, our evidence suggests that returns are a poor proxy for economic 

rents that insiders extract through trading, especially when returns are high. This discrepancy is 

due to the negative relation between trade quantities and returns. To extract rents from private 

                                                 
15 Table A11 in the Internet Appendix shows that the results remain similar for cutoffs of ±1% and ±2%. 
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information, an insider would have to place larger (not smaller) trades when they expect abnormal 

returns to be high. Trading frequency is another driver of dollar profits. The extent to which 

insiders can generate rents from their private information also depends on the relation between 

returns and trade frequency. The low correlation between profits and abnormal returns for high 

positive returns suggests that insiders face constraints to capitalizing on private information.  

  Next, we analyze the relation between returns and trade size, and returns and trade 

frequency. We also examine potential constraints at the insider level and firm level that moderate 

the relation between returns and trade quantities.  

 

3.2 The Relation Between Returns and Trade Size 

We now examine what drives the non-monotonic relation between returns and dollar profits. 

Insiders seeking to maximize their trading profits would choose larger transaction volumes when 

their superior information is large, i.e., when abnormal returns are high. Even if trade sizes were 

uncorrelated with abnormal returns, we would still observe a positive relation, but not the flat 

relation as shown in Figure 2. What prevents insiders from using their superior information to 

make high dollar profits? Table 3 examines the correlation between returns and trade volume in 

various subsamples. We split the sample into subgroups using variables that we expect to capture 

economic constraints that prevent corporate insiders from monetizing their superior information. 

Each cell of the table shows coefficient estimates from a regression of trade size on returns, while 

we keep the grouping into abnormal return ranges as in Table 2. We show the slope coefficient 

rather than the correlation, as the slope coefficient reveals information about the steepness of the 

relation and allows for convenient comparison across the models. If a firm or insider characteristic 

is associated with less profit seeking, we expect (i) greater variation in the correlation among the 

three ranges, and (ii) a lower coefficient for trades with the highest returns.  

 First, Table 3 Panel A shows that abnormal returns are negatively correlated with trade size 

in firms with analyst coverage, but the correlation is positive for firms without analyst coverage.16 

                                                 
16 Results remain similar if we use cutoffs of ±1%, ±2%, or ±3% as shown in Tables A12-A14 in the Internet Appendix. 
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This difference suggests that less attention from other financial market participants, and 

professional analysts in particular, is associated with a greater willingness or ability of insiders to 

monetize their information advantage. These results complement Wu (2018a) who shows that 

exogenous decreases in the number of analysts covering a firm are associated with higher 

percentage returns to insider trading. The correlation between returns and trade size is positive in 

small firms and negative in large firms, consistent with the view that insiders in firms with higher 

information asymmetry and subject to less media attention and public scrutiny are more likely to 

take advantage of profitable trading opportunities.  

 Second, we partition the sample by whether the insider reported their trade in a timely 

fashion or late (Betzer et al., 2015). The correlation between returns and trade size is negative for 

trades reported on time, but positive for trades reported late. These patterns suggest that insiders 

who are more likely to capitalize on superior information by placing large trades also delay the 

revelation of these trades to other market participants. The positive correlation between returns 

and trade size for trades filed late also suggests that these insiders are less worried about complying 

with insider-trading regulations and the potential consequences.  

 Insiders may exhibit less discipline around insider-trading policies in the presence of lax 

firm-level governance standards (Fidrmuc, Goergen, and Renneboog, 2006; Ravina and Sapienza, 

2010). In line with this hypothesis, we find that the correlation between returns and trade size is 

noticeably higher for profitable trades at firms with low institutional ownership than at firms with 

high institutional ownership. The correlation between returns and trade size is higher in poorly-

governed firms (G-Index ≥ 12) than in well-governed firms (G-Index < 12), but the difference is 

not statistically significant. Similarly, the correlation is higher in dual-class firms – in which 

control rights and cash flow rights are separated – but not significantly so. 

Table 3 Panel B examines insider characteristics. Insiders with a lower tenure at the firm, 

and those with lower dollar ownership are more likely to place larger trades when they expect the 

trade to be more profitable. At the same time, insiders with a high tenure and those with a high 

dollar stake in the firm are more likely to place large trades when they stand to lose money, as 

shown by the large positive coefficients in column 1. These patterns suggest that insiders who have 
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been with the firm for quite some time or have a large ownership stake value diversification more 

than capitalizing on private information. We also show that such insiders are more likely to engage 

in stock price support by making large purchases even when the stock price subsequently declines. 

These patterns are revealing because high-tenure insiders know the firm better, and insiders with 

higher ownership have incentives that are more aligned with outside shareholders. We show that 

the diversification and the stock price support motives outweigh these latter considerations.  

In addition to firm-level corporate governance standards, we also look at the general 

regulatory environment in Table 3 Panel C. To do so, we use the passage of the Sarbanes-Oxley 

Act (SOX) and variation in the SEC budget. SOX marked a substantial change in the enforcement 

regime applicable to corporate insider trading. Before SOX, rules governing corporate insider 

trading and the enforcement of these rules were rather lax. By law, insiders had until the 10th of 

the month following the month of the trade – i.e., potentially up to 42 days – to disclose their 

transactions. Even these lax standards were weakly enforced. Post SOX, insiders have to report 

their trades within two business days. In addition, the post-SOX period is characterized by stricter 

regulatory monitoring of the compliance with existing rules (see e.g., Brochet, 2009 or Betzer et 

al., 2015). We also who use the SEC budget in constant 2013 U.S. dollars as a resource-based 

measure of enforcement intensity, following Del Guercio, Odders-White, and Ready (2017). There 

is substantial variation in the SEC budget over time: in real terms, the budget has increased six-

fold over our sample. Variation in the SEC budget can be viewed as independent of the severity 

of actual trading on inside information, as it is primarily determined through idiosyncratic political 

budgeting processes, which mitigates potential concerns of reverse causality.   

We find that both the passage of SOX, and higher SEC budgets are associated with a more 

negative correlation between returns and trade size for abnormal returns above 3%. We also find 

that they are both associated with a much more positive correlation between returns and trade size 

for abnormal returns below –0.5%. The variation between columns (1) and (3) is significantly 

more pronounced both post SOX and when the SEC budget is higher.  

There are two caveats to this interpretation. First, these tests rely on variation over time, 

and, with some exceptions, the SEC budget increases over our sample period. Insiders may have 
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simply become more reluctant to profit from their information over time, perhaps because market 

participants more readily recognize their trades. To better understand these time trends, Figure 3 

shows the average correlation between the size of insider trades and abnormal returns over our 

sample period for trades with abnormal returns greater than or equal to 0.5%. We find that the 

correlation declines over time, with a notable decrease after 2002.17 

The second caveat is that SOX and changes in the SEC budget may partly be responses to 

large-scale corporate scandals and failures of governance. Thus, even though once the regulation 

is in place, it is exogenous to an individual firm (i.e., in the short term, insiders’ only choice is to 

adjust), we acknowledge that our estimates may not capture the pure causal effect of tighter 

regulation and greater scrutiny on insider trading behavior.  

Nevertheless, collectively, the results in Table 3 suggest three sets of factors that are 

associated with insiders making smaller trades when they have potentially profitable trading 

opportunities, thereby limiting the economic rents insiders extract from their private information: 

Firm-level governance proxies (such as institutional ownership), insider characteristics related to 

the exposure of the insider to firm value, and recent regulatory changes. 

 

3.3 The Relation Between Returns and Trade Frequency 

There is substantial heterogeneity in trade frequencies, which determine dollar profits in addition 

to abnormal returns and transaction volume. In this subsection, we try to understand the relation 

between trading frequency and dollar profits. To that end, we create deciles based on the number 

of trades for an insider’s lifetime in the sample. The top left graph of Figure 4 shows the mean 

number of trades for each decile.18 The growth over deciles is slow and approximately linear for 

all but the top two deciles: the average number of trades is 1 in the bottom decile, 5 in the fifth 

decile, 10 in the ninth decile, and 30 in the top decile. 

                                                 
17 We obtain similar results if we limit the sample to the 5-year period ± 2 years around SOX. We also verify that the 

largest decrease in the correlation over any 5-year period takes place around SOX – these results are untabulated. 
18 Deciles 2 and 3 are missing because 25% of all insiders place only one trade in their lifetime. As a result, all insiders 

with one trade are in the first decile. 
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The top right graph of Figure 4 shows an inverse relation between trading frequency and 

average abnormal returns. The most informative trades are placed by insiders who trade 

infrequently. The bottom left graph shows that there is no significant relation between trading 

frequency and average trade-level abnormal profits. If anything, trade-level abnormal profits are 

lower for the upper deciles. However, the bottom right graph reveals a strong positive relation 

between trading frequency and yearly average dollar profits. Even though abnormal returns are 

smaller for insiders who trade frequently, overall yearly profits appear to be mainly driven by trade 

frequency rather than average abnormal returns. This analysis suggests that abnormal returns do 

not line up with dollar profits, and that this discrepancy is due to trade quantities.19 Therefore, to 

understand potential consequences of the divergence between returns and quantities, in Section 4 

we examine their relation with known predictors of abnormal returns. 

 

4. Do Informed Trading Proxies Predict Dollar Profits? 

Section 3 documents that for transactions that appear to be based on private information, insiders 

choose smaller trade sizes and frequencies for more profitable transactions. We now study the 

implications of these empirical patterns. We examine whether informed trading proxies that have 

been shown by the existing literature to predict abnormal returns also predict abnormal dollar 

profits. These informed trading proxies are typically correlated with the size of the insider’s 

informational advantage, but they can also be correlated with the costs of exploiting private 

information. Insiders with considerable private information can deliberately choose to trade small 

quantities, as we have shown in Section 3.1. They may do so because their incentives are aligned 

with those of other shareholders, or because they are subject to larger public scrutiny as a top 

executive in the firm. In line with existing theoretical models, these costs, and accordingly, the 

                                                 
19 To further understand the role of frequency, we run tests similar to those reported in Table 3 examining the relation 

between yearly volume-weighted average returns and trade frequency for various subsamples and return regions in 

Table A15 in the Internet Appendix. With the exception of the timeliness of filings and the gender, we find very 

similar results for the relation between frequency and returns at high abnormal returns and various firm, insider, and 

regulatory monitoring characteristics. 
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informed trading proxies, may be inversely associated with insider trading quantities such as value 

traded, frequency, and yearly profits.  

Our first result is that the analysis of dollar profits yields contrasting evidence to the 

analysis of percentage returns. In situations where the extant literature predicts trades to be 

informative, dollar profits are not large; in fact, in many cases, they are even smaller. Table 4 

shows the results from regressions of abnormal returns, trade quantities, and dollar profits on six 

different proxies for whether an insider or trade is more likely to be informed, while controlling 

for firm fixed effects, year fixed effects and, firm-level control variables. Each panel of Table 4 

reports a separate set of regressions, where each cell reports the coefficient and standard error for 

the respective informed trading proxy for brevity.20 Because the buy dummy is a trade-level proxy, 

in columns 2, 4, 6, and 7, we use the mean of the variable for the given insider-year observation 

(i.e., the percentage of buys) instead of a dummy. We control for the natural logarithm of market 

capitalization because trade quantities can vary with firm size (e.g., Seyhun, 1986). We also control 

for the book-to-market ratio (e.g., Jenter, 2006), the logarithm of the number of analysts covering 

the firm (Wu, 2018a), and idiosyncratic volatility (e.g., Ben-David and Roulstone, 2010; Gider 

and Westheide, 2016) to account for measures of asymmetric information and potentially priced 

risk factors that are not captured using the chosen return benchmark.  

For most proxies of informed trading, we find higher percentage returns in line with prior 

studies, but lower trading frequency, lower trade value, and, as a result, lower dollar profits. 

Column 1 of Table 4 shows that abnormal returns are higher for purchases, confirming the results 

of Lakonishok and Lee (2001), Jeng, Metrick, and Zeckhuser (2003), and Fidrmuc, Goergen, and 

Renneboog (2006). However, our results also show that more insider buying is associated with 

significantly less frequent trading (column 2) and trading significantly smaller amounts (columns 

3-4). Finally, column 6 shows that yearly abnormal profits are lower for insiders who buy. 

The regressions in Table 4 rows 2-5 show a similar pattern for opportunistic traders (Cohen, 

Malloy, and Pomorski, 2012), infrequent traders using our cutoff value of 20 trades, CFOs (Wang, 

                                                 
20 Table A16 in the Internet Appendix reports the coefficients for the firm-level control variables, with year fixed 

effects (Panel A) and with (Panel B) year and firm fixed effects. 
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Shin, and Francis, 2012), and executives (Ravina and Sapienza, 2010). For each of these variables, 

we confirm that it is associated with higher percentage returns, but also lower yearly abnormal 

profits. Yearly abnormal profits are also lower for opportunistic traders, although not significantly 

so. For insiders who only buy and for executives, the point estimates for abnormal profits (column 

5) are positive, but not statistically significant. Overall, we conclude that insiders who are more 

likely to be informed make lower dollar profits on their insider trading, or do not make higher 

profits, despite making higher percentage returns.  

We include firm fixed effects throughout the regressions in the paper, because there is 

substantial heterogeneity in the dependent variables across the firms. This heterogeneity is 

supported by the following analyses: Panel A of Table A17 documents that there is significant 

persistence in returns, trade frequency, volumes, and dollar profits as shown by the large positive 

coefficients on their lagged values. In Panel B of Table A17, we test the null hypothesis that the 

firm fixed effects are jointly equal to zero. We reject this null for all dependent variables, indicating 

that there is substantial firm-level heterogeneity.  

 

4.1 Robustness of the Results on Informed Trading Proxies  

The results in Table 4 remain similar if we remove firm fixed effects from the regressions, as 

shown in Panel A of Table A18 in the Internet Appendix. In Panel B of Table A18, we control for 

time-varying unobserved heterogeneity at the firm level by adding firm × year fixed effects to the 

regressions. Here, the estimates are identified from variation across different insiders in the same 

firm-year. Consequently, they are not driven by any omitted variable at the firm level that varies 

over time. Even after including firm × year FE, we still find that trades that are more likely to be 

informed indeed have higher returns, but lower yearly profits. In Panel C, we exclude any time-

varying control variables from the regressions. Our results remain similar, suggesting that they are 

not driven by the control variables we choose to include in our models. 

Our results remain similar if we use 6 months instead of 20 days to measure abnormal 

returns and profits – see Panel D of Table A18 of the Internet Appendix. Hence, the divergence 

between the predictors of returns and profits is not specific to considering a horizon of 20 days.  
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We focus on purchases and sales, transactions subject to the discretion of insiders, as we 

are interested in measuring whether they are able to profit from their information. In our sample, 

46% of sales involve shares obtained through an option exercise. Table A18 Panel E shows that 

our findings remain similar if we exclude these transactions. 

Table A18 Panels F and G repeat the analyses in Table 4 separately for purchases and sales. 

Informed trading proxies are positively associated with returns, but negatively associated with 

trade quantities, both in the purchase and in the sales subsample. This symmetry of the results 

helps evaluate alternative explanations. First, purchases have higher percentage returns than sales 

and are smaller on average. If the informed trading proxies are correlated with the purchase 

dummy, the documented patterns may arise mechanically from the differences between purchases 

and sales. The symmetry of the results in Panels F and G of Table A18 allows us to rule out this 

explanation. Second, it is possible that uninformed trades represent a higher percentage of sale 

(purchase) transactions if insiders trade predominantly for liquidity or diversification motives (to 

support the stock price). The symmetry of the results across purchases and sales means that none 

of these stories alone can explain our results in their entirety.21 In Panel H, we show that our results 

remain similar when we exclude trades classified as routine using the method of Cohen, Malloy 

and Pomorski (2012). Finally, we examine the sensitivity of the results to how we cluster standard 

errors in Panel I of Table A18. Our conclusions remain unchanged if we use double-clustering by 

firm and by year, clustering by insiders, or double-clustering by insider and by year. 

 

5. Who Makes High Dollar Profits? 

We now examine directly which insiders make high dollar profits. An insight of our analysis so 

far is that to make high dollar profits, an insider needs to trade larger amounts, or trade more 

frequently, when they expect to have more valuable information. We focus our exposition on 

insider-level traits.  In Section 5.1, we use a threshold imposed by law as a new proxy for insider 

                                                 
21 Internet Appendix H compares the role that risk aversion and trading ability play in determining high dollar profits. 
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preferences for making a profit. Then, in Section 5.2, we study a broad set of insider characteristics 

to understand which insiders make high dollar profits. 

 

5.1 Does Closing a Trade After 181-200 Days Predict Future Trading Behavior and Outcomes? 

One potential explanation for the observation that insiders do not seem to capitalize on their 

superior information is that insider trading is driven by motives other than profit seeking. Ideally, 

we would like to observe trading motives directly to understand whether differences in these 

intentions drive dollar profits. To develop a proxy for trading objectives, we exploit a legal 

threshold, the so-called short-swing rule, which creates a discontinuity in the behavior of insiders 

who are likely to care about turning a profit, thereby eliciting insider preferences.22  

The short-swing rule is defined under section 16(b) (15 U.S.C. § 78p) of the Securities 

Exchange Act of 1934. It mandates that insiders who realize profits on round-trip transactions 

where the offsetting trades (e.g., the initial purchase and the subsequent sale) are less than 6 months 

apart must return these profits to the company.23 An implication of this law is that an insider 

wishing to keep these profits needs to wait at least 6 months after a purchase (sale) to make the 

offsetting sale (purchase).24  

Relying on the assumption that bunching reveals insiders’ intention to make a profit – an 

assumption we further validate in Internet Appendix I – we examine whether having closed a trade 

between 181-200 days predicts future behavior and outcomes. In Table 5 we regress returns, 

volumes, and dollar profits on an indicator set to 1 if the insider has closed a trade after 181-200 

days in the past, and our set of control variables. We find that insiders who completed a round-trip 

transaction after 181-200 days in the past have higher abnormal returns on their trades, trade more 

frequently, trade higher dollar values on a yearly basis, and make higher dollar profits on their 

                                                 
22 Cross-sectional differences in bunching to elicit preferences have been used by, e.g., Chetty, Friedman, and Saez 

(2013) to capture differences in household sophistication across neighborhoods. See Kleven (2016) for a survey of the 

bunching design.   
23 In cases where an insider places multiple purchases and sales within 6 months, the company is entitled to recover 

the highest profit possible under the sequence of transactions (see e.g., Chin, 1997, 2016).  
24 This rule is strictly enforced: any shareholder may sue the firm, even if they did not hold the share when the violation 

took place. Law firms indeed buy shares of the firm after a violation occurs and, as shareholders, seek legal action. 
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trades in general than do other insiders. All of these correlations are consistent with the notion that 

insiders who complete a round-trip transaction just after the 6-month threshold care about their 

trading profits. Given that we control for firm fixed effects in all regressions, trading with the 

apparent goal of maximizing profits seems to be a trait specific to insiders. 

Two concerns with using the short-swing rule to identify profit-seeking insiders is that 

there are few such insiders, and that measures developed in prior work may already identify them. 

A small fraction of observations identified as profit-seeking may cause our tests to lack power to 

reject the null. To address these issues, in Table 5 Panel B we regress insider trading outcomes on 

the dummy variable measuring whether the insider closed a trade after 181-200 days and the same 

proxies for informed insider trading as in Table 4. Our measure remains highly statistically 

significant even after controlling for other variables discussed in the literature.  

The results in Table 5 show that having closed a trade after 181-200 days in the past 

predicts future trading behavior and outcomes. These findings suggest that insiders who close 

trades just after the 6-month threshold are aware of the regulation and are more likely to trade with 

the intention of turning a profit. 

 

5.2 The Characteristics of Insiders Making High Profits 

We now study in greater depth which insiders make high profits, in Table 6. Panel A examines all 

insiders while Panel B focuses on executives and directors. In columns 1-3, our dependent variable 

is an indicator for whether the insider-firm-year is in the top quintile of yearly dollar profits. We 

find that female insiders and local insiders are less likely to make high dollar profits. Focusing on 

insider role, we find that blockholders are significantly more likely to make high profits (Table 6 

Panel A), as are executives, CEOs, and CFOs (Table 6 Panel B).  

Insiders with a higher percentage of sales relative to purchases are more likely to make 

higher profits, highlighting the importance of trade frequencies. While buys generate higher 

returns than sales, yearly profits to sales are higher once we account for the larger trade size and 

higher number of sales. Similarly, infrequent traders are significantly less likely to make high 

profits. Insiders who trade infrequently are 8-9 percentage points less likely to be in the quintile of 
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dollar profits further underscoring the importance of trade quantities. Finally, we find that insiders 

with longer tenure and insiders with a high dollar ownership are more likely to be in the top quintile 

of profits. The latter result is likely connected to insider selling: it is easier for insiders with a high 

dollar stake to trade frequently, and especially to sell frequently. The results are similar when we 

use the top 10% or 15% of insider-year profits instead of the top quintile in Table A20.  

 The dependent variable in Table 6 columns 4-6 is an indicator for whether the insider 

closes a round-trip after 181-200 days. We study the overlap between insiders using this strategy 

and those making high profits. Similarly to the regressions in columns 1-3 predicting whether an 

insider is in the top quintile of profits, we find that female insiders are less likely to close a round-

trip after 6 months, as are insiders with a higher fraction of buy transactions, and infrequent traders. 

Blockholders and CEOs are significantly more likely to close a round-trip after 181-200 days. 

Differently from the regressions in columns 1-3, the fraction of transactions that insiders file late 

is positively correlated with the likelihood of closing a round-trip after 181-200 days. We also find 

a negative coefficient for insiders with a high dollar ownership and executives, indicating that 

these insiders make high dollar profits, but not by closing round-trip trades after 181-200 days. 25   

Overall, we find that insiders making higher profits place more sales than buys, trade 

frequently, are less likely to be local, and more likely male. The first three of these results contrast 

with the findings of studies examining percentage returns (e.g., Seyhun, 1986; Fidrmuc, Goergen, 

and Renneboog, 2006; Cohen, Malloy, and Pomorski, 2012). For example, Cohen, Malloy, and 

Pomorski (2012) find that trades by local insiders are most predictive of information events. In 

contrast, we document that non-local insiders are more likely to earn high profits.  

  

6. Do Dollar Profits Predict Future Insider Trading Patterns? 

We have shown that an insider’s willingness to place large trades when they have valuable 

information is key to understanding dollar profits. Profits are the outcome of tradeoffs that the 

insider considers when deciding how much to trade and when. To the extent that profits are 

                                                 
25 The findings in Panel A and Panel B of Table 6 remain similar when excluding insider-years in which the insider 

is classified as a routine trader (following Cohen, Malloy, and Pomorski, 2012) in Table A21. 
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correlated with observable and unobservable factors influencing insiders’ behavior, they can be 

used to predict future returns if these factors are persistent. We now study whether the dollar profits 

an insider makes predict their future trading behavior.  

As Table 6 shows, even with firm FE, over 85% of the variation in trading profits is 

unexplained. An advantage of using past profits is that they may capture unobservable insider 

traits. In Table 7, we regress abnormal returns to insider trading on yearly dollar profits of the 

previous year, and the same controls and FE as in Table 4. We also control for the opportunistic 

variable of Cohen, Malloy, and Pomorski (2012) to ensure that our strategy is different and to 

gauge the economic significance of our estimates. The correlation between past dollar profits and 

the opportunistic dummy is close to zero, at -0.02. 

Table 7 shows that past dollar profits are negatively associated with future abnormal 

returns. A decrease in past yearly dollar profits of $100,000 predicts an increase in abnormal 

returns of 4bps (column 1). Insiders in the top quintile of yearly dollar profits make 26bps lower 

abnormal returns on their trades (column 2) The difference in abnormal returns is larger in 

economic terms than the difference of 20bps between executives and other insiders (Table 4). The 

economic magnitude and statistical significance of the estimates remain similar if we control for 

opportunistic trades (Cohen, Malloy, and Pomorski, 2012) in columns 3 and 4. The results also 

remain similar when we exclude routine trades in columns 5 and 6. The findings in this table 

suggest that, similarly to trading patterns (Cohen, Malloy, and Pomorski, 2012), or trading before 

earnings announcements (Ali and Hirshleifer, 2015), making high dollar profits is a persistent 

insider-level trait.26 Overall, our findings imply that understanding the economic mechanisms 

driving dollar profits is useful also to researchers who are interested in predicting abnormal returns. 

 

7. Conclusion 

While insiders realize significant abnormal returns on their trades, how much they make in dollar 

terms, and whether trading profits are a meaningful source of private benefits for the average 

                                                 
26 Dollar profits also predict trade frequency, trade value, and yearly dollar profits – these results are untabulated.  
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insider, has received less attention in the literature.  We provide evidence on the dollar profits from 

insider trading, using data for publicly listed U.S. firms for the period 1986-2013. 

Our main finding is that returns and dollar profits paint a markedly different picture of 

insider trading, because insiders who make high returns tend to place small and infrequent trades. 

First, we show that dollar profits are small for the typical corporate insider. The median (average) 

insider earns annual abnormal profits of $464 ($12,000). Second, we show that high percentage 

returns do not imply high dollar profits. The correlation between dollar profits and returns is only 

22-23%, and markedly lower, only 4-5% for abnormal returns above 0.5% (approximately the top 

tercile). Dollar profits to insider trading are small partly because insiders with the most informative 

trades (earning large abnormal returns) tend to trade infrequently and in relatively modest amounts. 

We find that the correlation between returns and trade quantities vary with measures of insider 

preferences, firm-level monitoring, and regulatory scrutiny. 

We show three empirical implications of the differences between high-return and high-

quantity insiders. First, informed trading proxies established by the existing literature, although 

positively correlated with returns, are negatively correlated with trade quantities, and hence, with 

dollar profits. Second, insiders making the highest profits are not the same as those making the 

highest returns. We exploit a legally-imposed discontinuity to develop a new proxy for insiders’ 

trading intentions. This measure predicts both returns and profits. We also show that insiders with 

a higher percentage of sales, and those who trade frequently, are more likely to make high profits, 

even though they have been shown in prior literature to make lower percentage returns. Third, past 

profits predict future returns, because past profits proxy for observable and unobservable insider 

traits, shedding light on an insider’s trading preferences.  

 Taken together, our work shows that percentage returns and dollar profits capture distinct 

aspects of insider trading. We argue that in the context of insider trading, profits are a more precise 

measure for corporate governance applications. Our findings help to inform the debate on insider 

trading regulation and firm-level insider-trading policies by providing insights for firms and 

regulators on the extent to which insider trading actually benefits insiders.   
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Figure 1: Applications of insider trading in the academic literature  
This figure plots the number of papers published in Journal of Finance, Journal of Financial Economics, Journal of 

Financial and Quantitative Analysis, Management Science, Review of Financial Studies, and Review of Finance 

(European Finance Review prior to 2003) during 1996-2020 that analyze insider trading. Papers were initially 

identified by searching the journal publisher’s website for articles published in 1996-2020 that contain the phrase 

“insider trading”. We further restrict attention to articles analyzing trades filed through Form 4. A paper is classified 

as “Corporate governance” if it states that insiders profit from their information and/or uses insider trading as a proxy 

for corporate governance (agency) issues. A paper is classified as “Asset pricing” if it examines only whether insider 

trades predict future (abnormal) returns, but does not make any claims about rents extracted through insider trading.  
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Figure 2: The relation between returns and profits 
This figure plots the average profits over 100 equally-sized groups based on returns. Panel A (B) plots raw (abnormal) 

profits over raw (abnormal) returns. Panel C (D) plots the residuals of a regression of raw (abnormal) profits on time-

varying firm characteristics (log of market capitalization, log of number of analysts following the firm, book-to-market 

ration and idiosyncratic volatility), firm fixed effects and year fixed effects over the 100 equally-sized groups of 

residuals of a regression of raw (abnormal) returns on the same control variables and fixed effects. The dashed line 

plots the linear regression fit. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. dollars. 
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Figure 3: The relation between abnormal returns and trade size over time 
This graph reports the coefficients of a regression of trade size (measured in constant 2013 US dollars) on abnormal 

returns estimated separately in each year of our sample for observations with abnormal returns greater than or equal 

to 0.5%. The graph plots the coefficient on abnormal returns (solid line) and the 95% confidence interval (dashed 

line). 
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Figure 4: Abnormal returns, volume, and dollar profits by frequency deciles 
The top left graph shows the mean number of trades over frequency deciles. Frequency deciles are constructed over 

the number of trades over an insider’s lifetime in the sample. Deciles 2 and 3 are missing because 25% of all insiders 

place only one trade in their lifetime. As a result, all insiders with one trade are in the first decile, which contains 25% 

of insiders in the population. The top right graph shows mean abnormal returns over frequency deciles. The bottom 

left graph shows the mean abnormal profits over frequency deciles, while the bottom right graph shows mean yearly 

abnormal profits. Decile 1 is the decile with the lowest trading frequency, decile 10 is the one with the highest 

frequency. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. dollars. 
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Table 1: Sample summary statistics  
This table shows summary statistics of the sample of corporate insider transactions. Panel A shows summary statistics 

of transaction frequency and size. Panel B reports summary statistics of abnormal returns, trade frequencies, value 

traded, and dollar profits. Frequencies, yearly value traded, and yearly abnormal profits are summarized at the insider-

year level. Panel C shows summary statistics of the control variables used in our regressions. Variable definitions are 

provided in Appendix A. Our data span 1986-2013. Dollar quantities are inflation-adjusted and expressed in 2013 

U.S. dollars. 

 
Panel A: Sample description 

Observations Number 

Transactions 644,643 

Buys 148,363 

Sells 496,280 

  
Insiders who only buy 20,178 

Insiders who only sell 52,817 

Insiders trading in both directions 19,763 

  
Unique insiders 92,758 

Unique firms 7,643 

Insider-years 263,413 

Firm-years 52,602 

 

 

 

Panel B: Values traded, frequencies, returns, and dollar profits 

Variable Obs. Mean St. dev. 10th 25th Median 75th 90th 

Firms per insider 92,758 1.19 0.63 1 1 1 1 2 

Insiders per firm 7,643 14.46 13.57 2 5 11 20 32 

Transactions per insider 92,758 6.95 14.67 1 1 3 7 15 

Buys per insider 92,758 1.60 5.92 0 0 0 1 4 

Sells per insider 92,758 5.35 13.28 0 1 2 6 13 

Value traded ($000) 644,643 631 1,586 8 32 129 471 1,445 

Value traded buys ($000) 148,363 261 1,095 2 7 25 96 380 

Value traded sells ($000) 496,280 741 1,690 19 58 189 605 1,728 

Frequency 263,413 2.80 5.42 1.00 1.00 1.00 3.00 5.00 

Yearly value traded ($000) 263,413 1,845 8,984 14 50 232 995 3,483 

Abnormal return (%) 644,643 0.89 10.76 –10.90 –4.60 0.64 6.04 12.85 

Abnormal profit 644,643 4.22 84.93 –31.24 –4.60 0.14 7.59 40.97 

Yearly abnormal profit 263,413 12.25 182.49 –45.57 –5.16 0.46 13.40 75.62 

Profits/salary (%) 45,668 3.47 38.44 –18.21 –2.88 0.37 6.67 27.52 

Profits/compensation (%) 42,680 1.16 11.11 –4.12 –0.77 0.11 1.79 6.66 
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Panel C: Summary statistics of independent variables 

Variable Obs. Mean St. dev. 10th 25th Median 75th 90th 

Market capitalization  

(in $ million) 644,643 5,283 21,198 79 224 729 2,543 9,734 

Book-to-market 644,643 0.6 0.6 0.1 0.3 0.4 0.7 1.0 

Number of analysts 644,643 9.4 8.1 2.0 3.0 7.0 13.0 21.0 

Idiosyncratic volatility 644,643 2.5 1.4 1.2 1.6 2.2 3.1 4.2 

Salary (in $000) 45,743 523 300 245 317 438 639 938 

Total compensation (in $000) 42,697 3,103 4,357 522 878 1,662 3,409 6,877 

SEC budget 606,711 769 322 362 436 876 1,007 1,154 

Closed 181-200 644,643 0.01 0.08 0.00 0.00 0.00 0.00 0.00 

Closed 181-200 in the past 643,558 0.02 0.14 0.00 0.00 0.00 0.00 0.00 
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Table 2: Correlation between returns and profits 
This table shows the correlation between volume-weighted returns and profits aggregated at the insider-year level for 

raw versus risk-adjusted returns to the insider trades as indicated in column 1, various sets of control variables as 

indicated in columns 2 and 3, and various sample splits, as indicated in the different Panels. In Panel A, Column 4 

reports the correlation between returns and profits considering a 20-day horizon after the trade, while column 5 

considers round-trip profits. Dollar amounts of trade volumes are inflation-adjusted and expressed in 2013 U.S. 

dollars. Risk-adjustment indicates whether the returns have been adjusted for exposure to the Fama-French-three-

factor model. “Controls” indicates whether the regression controls for the logarithm of market capitalization, book-

to-market ratio, the number of analysts and idiosyncratic volatility. Panel A reports the correlations for the entire 

sample. Panel B (Panel C) splits the sample into three bins based on raw or risk-adjusted returns below –0.5% (–3%), 

between –0.5% and 0.5% (–3% and 3%) and above 0.5% (3%).  

 

Panel A: Full sample 

Risk-adjusted Controls Year and firm FE 20-day Round-trip 

(1) (2) (3) (4) (5) 

no no no 23.28% 4.50% 

no yes no 23.12% 4.50% 

no yes yes 22.28% 4.07% 

yes no no 22.72% 1.80% 

yes yes no 22.61% 1.77% 

yes yes yes 21.97% 5.51% 

 

 
Panel B. Different bins of returns, splitting at ± 0.5% 

Risk-adjusted Controls Year and firm FE  ≤–0.5% –0.5% < x < 0.5% ≥ 0.5% 

(1) (2) (3) (4) (5) (6) 

no no no 5.83% 20.65% 4.41% 

no yes no 6.38% 21.64% 3.92% 

no yes yes 7.69% 33.81% 4.85% 

yes no no 4.36% 13.99% 4.84% 

yes yes no 5.21% 3.27% 4.22% 

yes yes yes 6.50% 7.17% 5.35% 

Percentage of sample observations in bin 43.88% 5.38% 50.74% 

 

 

Panel C. Different bins of returns, splitting at ± 3% 

Risk-adjusted Controls Year and firm FE  ≤–3% –3% < x < 3% ≥ 3% 

(1) (2) (3) (4) (5) (6) 

no no no 1.22% 21.44% 0.42% 

no yes no 1.89% 20.11% –0.04% 

no yes yes 3.50% 18.56% 1.45% 

yes no no 0.79% 18.27% 2.72% 

yes yes no 1.90% 14.80% 1.99% 

yes yes yes 3.78% 13.47% 3.78% 

Percentage of sample observations in bin 31.44% 30.93% 37.63% 
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Table 3: Relation between returns and trade quantities 
This table shows the outcome of a regression of trade volume on returns for different regions and subsamples. More 

specifically, we estimate the following regression 𝑇𝑟𝑎𝑑𝑒𝑣𝑜𝑙𝑢𝑚𝑒𝑖𝑗𝑡 = (𝛽1𝑙𝑜𝑤𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛽2𝑚𝑒𝑑𝑟𝑒𝑡𝑖𝑗𝑡 +

𝛽3ℎ𝑖𝑔ℎ𝑟𝑒𝑡𝑖𝑗𝑡) × 𝐴𝑅𝑖𝑗𝑡 + 𝛾1𝑙𝑜𝑤𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛾2𝑚𝑒𝑑𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛾3ℎ𝑖𝑔ℎ𝑟𝑒𝑡𝑖𝑗𝑡 + 𝜀𝑖𝑗𝑡  for various subsamples as indicated 

below, where 𝑙𝑜𝑤𝑟𝑒𝑡, 𝑚𝑒𝑑𝑟𝑒𝑡 and ℎ𝑖𝑔ℎ𝑟𝑒𝑡 are dummy variables set to zero if the abnormal return is smaller than or 

equal to –0.5%, between –0.5% and 0.5% or greater than or equal to 0.5%, respectively, and to zero otherwise. 

Columns 1, 2 and 3 report the estimates of  𝛽1, 𝛽2 and 𝛽3, and their standard errors in parentheses respectively. Column 

4 reports the difference in coefficients for the two subsamples and the respective standard error. Variable definitions 

are provided in Appendix A. Dollar amounts of trade volumes are inflation-adjusted and expressed in 2013 U.S. 

dollars. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% level. 

 

Sample ≤ –0.5% –0.5% < x < 0.5% ≥ 0.5% Difference 

  (1) (2) (3) (4) 

All 9.76 51.28 –8.40  
  (0.42) (31.81) (0.34)   

Panel A: Firm characteristics 

With analyst coverage 9.756 51.276 –8.400 –10.24*** 

 (0.423) (31.80) (0.340) (0.511) 

Without analyst coverage –1.744 55.370 1.840  

  (0.449) (44.09) (0.383)   

High institutional ownership 10.161 51.085 –9.393 –9.342*** 

 (0.498) (36.37) (0.419) (0.808) 

Low institutional ownership 2.409 49.020 –0.051  
  (0.592) (51.01) (0.449)   

Poorly governed 13.011 154.844 –2.622 2.144 

 (1.343) (103.2) (1.138) (2.230) 

Well-governed 4.256 62.914 –4.766  
  (1.499) (187.9) (1.395)   

Dual class 3.355 –1,039.000 –1.608 3.088 

 (4.147) (305.6) (3.056) (3.403) 

No dual class 7.994 90.999 –4.697  
  (1.298) (82.86) (1.101)   

Large 7.277 49.550 –5.312 –6.076*** 

 (0.620) (40.39) (0.515) (0.688) 

Small –1.179 31.205 0.764  
  (0.224) (17.83) (0.175)   

High growth 12.431 17.221 –10.373 –4.183*** 

 (0.567) (45.95) (0.475) (0.697) 

Low growth 8.683 93.794 –6.190  
  (0.577) (38.51) (0.445)   
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Table 3 – continued 
 

Panel B: Insider characteristics 

Late –0.941 –15.855 3.006 12.383*** 

 (0.753) (49.22) (0.630) (1.025) 

Timely 10.588 56.646 –9.376  
  (0.467) (34.59) (0.375)   

Female 10.291 –49.772 –8.428 0.049 

 (1.295) (95.46) (1.088) (1.311) 

Male 9.744 60.940 –8.477  
  (0.446) (33.62) (0.357)   

Top tenure quartile 39.156 –202.043 –24.544 –19.628*** 

 (3.558) (211.8) (2.939) (2.882) 

Bottom tenure quartile 6.641 –35.830 –4.916  
  (1.273) (101.5) (1.140)   

Top $ ownership quartile 12.268 55.815 –9.460 –7.535*** 

 (0.558) (41.19) (0.462) (1.036) 

Bottom $ ownership quartile 2.226 108.556 –1.925  

  (0.430) (36.60) (0.324)   

Local insider 11.124 30.290 –9.073 –1.767*** 

 (0.504) (38.23) (0.408) (0.714) 

Non-local insider 7.269 95.770 –7.305  
  (0.770) (57.26) (0.612)   

Panel C: Regulatory scrutiny 

Pre SOX –1.787 49.482 0.223 13.374*** 

 (0.499) (38.14) (0.393) (0.683) 

Post SOX 16.892 45.459 –13.151  
  (0.661) (44.36) (0.539)   

Top SEC budget quartile  18.812 115.227 –12.953 –11.074*** 

 (0.901) (54.98) (0.729) (1.394) 

Bottom SEC budget  quartile 0.418 –21.033 –1.879  
  (0.761) (43.41) (0.599)   
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Table 4: Regressions of returns, trade frequency, trade value, and dollar profits on a proxy 

for informed trading 
This table shows the results of regressions of returns, frequency, value, and dollar profits on a proxy for informed 

trading, control variables, year fixed effects, and firm fixed effects. The dependent variable for each regression is 

reported in the column header. The table only reports the coefficient of the proxy for informed trading. For regressions 

that are based on insider-year observations, i.e., columns 2, 4, and 6, we replace the buy indicator with a percentage 

calculated as the mean over all trades for the given insider in a given year. Variable definitions are provided in 

Appendix A. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. dollars. Standard errors are clustered 

at the firm level. The table reports coefficients and standard errors in parentheses. *, **, and *** indicate statistical 

significance at the 10%, 5%, and 1% level. 

 

 

Abnormal 

return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal  

profit 

Yearly 

abnormal 

profit 

 (1) (2) (3) (4) (5) (6) 

Buy only 0.920*** –0.479*** –83.712*** –308.902*** 0.405 –3.402*** 

 (0.10) (0.05) (15.05) (64.92) (0.58) (1.01) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Opportunistic 0.507*** –5.657*** 26.220 –3798.037*** 2.083*** –2.396 

 (0.10) (0.32) (47.37) (679.50) (0.74) (3.80) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Infrequent 0.333*** –4.322*** –286.435*** –4214.903*** –1.135** –21.834*** 

 (0.06) (0.10) (23.73) (192.72) (0.48) (1.88) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

CFO 0.353*** –0.698*** –163.598*** –957.192*** 0.220 –3.813*** 

 (0.08) (0.04) (18.75) (59.00) (0.49) (1.15) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Executive 0.197*** –0.770*** –54.086*** –858.378*** 0.644 –2.588*** 

 (0.05) (0.04) (18.79) (90.17) (0.41) (0.99) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Observations 644,643 263,414 644,643 263,414 644,643 263,414 
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Table 5: Closing a trade after 181-200 days and future trading behavior and outcomes 
This table shows the results of a regression of returns, frequency, value, and dollar profits on an indicator variable 

Closed 181-200 in the past which is equal to 1 if the insider closed a round-trip transaction after 181-200 days in the 

past, control variables, year fixed effects, and firm fixed effects. The dependent variable for each regression is reported 

in the column header. In columns 1, 3, and 5 we exclude the first round-trip transaction that the insider closed between 

181 and 200 days. In columns 2, 4, and 6, we exclude all observations from the year in which the insider closed her 

first round-trip transaction between 181-200 days. Panel A compares the trading of insiders who have closed their 

trades between 181 and 200 days in the past to all other insiders in the sample. Panel B contains regressions that also 

control for a proxy for informed trading, using the same proxies as in Table 4.  Variable definitions are provided in 

Appendix A. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. dollars. Standard errors are clustered 

at the firm level. The table reports coefficients and standard errors in parentheses. *, **, and *** indicate statistical 

significance at the 10%, 5%, and 1% level. 

 
Panel A: Comparison to all other insiders in the population 

 

Abnormal 

return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal 

profit 

Yearly 

abnormal 

profit 

 (1) (2) (3) (4) (5) (6) 

Closed 181-200 in the past 0.372* 1.966*** 130.477*** 1203.594*** 3.932** 22.442*** 

 (0.20) (0.24) (43.75) (247.73) (1.66) (5.59) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Obs 643,558 262,218 643,558 262,218 643,558 262,218 

R2 7.4% 14.1% 25.4% 11.3% 4.2% 6.1% 

Adjusted R2 6.3% 11.5% 24.5% 8.7% 3.0% 3.3% 
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Table 5 – continued 
 

Panel B: Controlling for other known proxies for informed insider trading 

 

Abnorma

l return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal  

profit 

Yearly 

abnormal 

profit 

  (1) (2) (3) (4) (5) (6) 

Buy only 0.931*** –0.450*** –80.766*** –299.558*** 0.488 –3.188*** 

 (0.10) (0.05) (15.17) (64.29) (0.59) (1.00) 

Closed 181-200 in the past 0.485** 1.892*** 120.629*** 1154.013*** 3.991** 21.915*** 

  (0.20) (0.24) (43.90) (247.44) (1.66) (5.60) 

Opportunistic 0.503*** –5.585*** 26.176 –3688.015*** 2.060*** –1.335 

 (0.10) (0.32) (47.36) (679.41) (0.74) (3.77) 

Closed 181-200 in the past 0.371* 1.955*** 130.438*** 1196.483*** 3.929** 22.440*** 

  (0.20) (0.24) (43.74) (248.37) (1.66) (5.59) 

Infrequent 0.349*** –4.264*** –285.096*** –4149.667*** –1.007** –20.442*** 

 (0.06) (0.10) (24.00) (193.63) (0.48) (1.86) 

Closed 181-200 in the past 0.474** 0.582*** 47.603 –143.025 3.639** 15.808*** 

  (0.20) (0.23) (44.66) (253.95) (1.67) (5.55) 

CFO 0.354*** –0.680*** –163.238*** –934.469*** 0.242 –3.476*** 

 (0.08) (0.04) (18.81) (59.01) (0.49) (1.15) 

Closed 181-200 in the past 0.377* 1.960*** 128.266*** 1195.197*** 3.935** 22.411*** 

  (0.20) (0.24) (43.68) (246.73) (1.66) (5.59) 

Executive 0.204*** –0.738*** –52.951*** –820.825*** 0.700* –2.156** 

 (0.05) (0.04) (18.80) (89.67) (0.41) (0.98) 

Closed 181-200 in the past 0.396** 1.882*** 124.320*** 1110.119*** 4.013** 22.197*** 

  (0.20) (0.24) (43.80) (248.39) (1.66) (5.58) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 
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Table 6: Who makes high dollar profits? 
This table shows the results of a regression of a dummy variable indicating whether an insider ranks among the top 

quintile in terms of yearly dollar profits (columns 1 to 3) or whether she has closed a round-trip trade between 181 

and 200 days in a given year (columns 4 to 6) on insider characteristics, firm-level control variables, year fixed effects, 

firm fixed effects, or year-firm fixed effect respectively. Coefficient estimates are multiplied by 100, so that a reported 

value of 1 corresponds to one percentage point. Panel A is based on a panel that aggregates insider-firm observations 

at the yearly level. Panel B performs the same analysis, while restricting the samples to trades by executives and 

directors. Variable definitions are provided in Appendix A. Dollar quantities are inflation-adjusted and expressed in 

2013 U.S. dollars. Standard errors are clustered at the firm level. The table reports coefficients and standard errors in 

parentheses. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% level. 

 

Panel A: All insiders 

 Top 20% profits Closed between 181-200 

  (1) (2) (3) (4) (5) (6) 

Fraction of late filings –0.460* –0.081 0.184 0.302*** 0.308*** 0.365*** 

 (0.27) (0.25) (0.27) (0.05) (0.05) (0.06) 

Female –4.117*** –3.707*** –3.092*** –0.111*** –0.073* –0.075 

 (0.28) (0.27) (0.27) (0.04) (0.04) (0.05) 

Local insider –1.347*** –0.462* –0.919*** –0.034 –0.036 –0.009 

 (0.25) (0.24) (0.24) (0.03) (0.04) (0.05) 

Fraction of buys –9.746*** –8.145*** –7.610*** –0.763*** –0.943*** –1.190*** 

 (0.24) (0.24) (0.27) (0.03) (0.04) (0.06) 

Infrequent trader –8.383*** –8.795*** –7.983*** –0.348*** –0.422*** –0.412*** 

 (0.30) (0.27) (0.28) (0.05) (0.05) (0.05) 

High $ ownership 8.236*** 8.227*** 7.851*** –0.151*** –0.164*** –0.164*** 

 (0.20) (0.19) (0.21) (0.03) (0.03) (0.04) 

Blockholder 16.940*** 15.755*** 15.398*** 0.551*** 0.564*** 0.528*** 

 (0.82) (0.76) (0.79) (0.15) (0.15) (0.16) 

Controls Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes No Yes Yes No 

Firm FE No Yes No No Yes No 

Firm × year FE No No Yes No No Yes 

Observations 261,433 260,959 253,624 261,433 260,959 253,624 

Adjusted R2 0.082 0.128 0.224 0.004 0.011 0.031 
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Table 6 – continued  
 

Panel B: Executives and directors 

 Top 20% profits Closed between 181-200 

  (1) (2) (3) (4) (5) (6) 

Fraction of late filings –0.241 0.063 0.049 0.290*** 0.288*** 0.369*** 

 (0.27) (0.26) (0.28) (0.05) (0.05) (0.06) 

Female –3.412*** –3.110*** –3.007*** –0.086** –0.063 –0.074 

 (0.29) (0.27) (0.28) (0.04) (0.05) (0.05) 

Local insider –1.161*** –0.484** –0.434* 0.043 0.027 0.039 

 (0.25) (0.24) (0.25) (0.03) (0.04) (0.05) 

Fraction of buys –10.490*** –8.532*** –8.015*** –0.797*** –0.974*** –1.219*** 

 (0.23) (0.23) (0.27) (0.03) (0.04) (0.06) 

Infrequent trader –6.531*** –6.813*** –6.704*** –0.176*** –0.249*** –0.259*** 

 (0.31) (0.29) (0.29) (0.05) (0.05) (0.05) 

High $ ownership 7.087*** 7.041*** 7.010*** –0.164*** –0.182*** –0.179*** 

 (0.20) (0.19) (0.21) (0.03) (0.04) (0.04) 

Tenure 0.242*** 0.308*** 0.303*** –0.004 –0.004 –0.002 

 (0.04) (0.03) (0.03) (0.00) (0.00) (0.01) 

Executives 0.151 0.782*** 0.926*** –0.206*** –0.196*** –0.188*** 

 (0.23) (0.22) (0.24) (0.03) (0.04) (0.04) 

CEO 10.732*** 10.222*** 10.439*** 0.189*** 0.173** 0.185** 

 (0.39) (0.39) (0.40) (0.07) (0.07) (0.08) 

CFO 3.495*** 2.917*** 2.901*** –0.022 0.014 0.038 

 (0.37) (0.37) (0.39) (0.07) (0.07) (0.07) 

Controls Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes No Yes Yes No 

Firm FE No Yes No No Yes No 

Firm × year FE No No Yes No No Yes 

Observations 236,240 235,710 227,742 236,240 235,710 227,742 

Adjusted R2 0.083 0.128 0.219 0.003 0.008 0.022 
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Table 7: Dollar profits predict future returns 
This table shows the results of regressions of abnormal returns to insider trades on yearly dollar profits or a dummy 

for the top quintile of yearly dollar profits, control variables, year fixed effects, and firm fixed effects. Regressions in 

columns 1 to 4 use all observations for which insider trades are observed in the prior year, while columns 5 and 6 

exclude routine trades. Yearly dollar profitst–1 denotes the abnormal dollar profits made by the insider in the prior 

year, Top quintile yearly dollar profitst–1 is a dummy variable equal to 1 if the insider belongs to the top 20% of yearly 

abnormal dollar profits in the past year. The remaining variable definitions are provided in Appendix A. Dollar 

quantities are inflation-adjusted and expressed in 2013 U.S. dollars. Standard errors are clustered at the firm level. 

The table reports coefficients and standard errors in parentheses. *, **, and *** indicate statistical significance at the 

10%, 5%, and 1% level. 

 

 Abnormal returns 

  All trades 
 

Excluding routine 

  (1) (2) (3) (4)   (5) (6) 

Yearly dollar profitst–1 (in $m) –0.386***  –0.384***   –0.423**  

 (0.15)  (0.15)   (0.17)  

Top quintile yearly dollar profitst–1  –0.209***  –0.205***   –0.176** 

  (0.08)  (0.08)   (0.08) 

Opportunisic   0.394*** 0.392***    

   (0.11) (0.11)    

Controls Yes Yes Yes Yes  Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes  Yes Yes 

Observations 372,747 372,747 372,747 372,747  322,989 322,989 

Adjusted R2 0.070 0.069 0.070 0.070   0.072 0.072 
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Appendix A: Variable definitions 

 

 

Variable Definition 

Insider trading characteristics and outcomes 

(Year) trade value 
Volume of insider transaction in thousands of U.S. dollars (aggregated at 

the insider-year level), inflation-adjusted using 2013 as a base year 

Trade frequency Number of transactions aggregated at the insider-year level. 

Return 
Actual stock return of the insider stock over the 20 trading days after the 

insider trade. 

Abnormal return 
Actual stock return of the insider stock over the 20 trading days after the 

insider trade minus the market return over this period. 

Dollar profit 
Actual stock return of the insider stock over the 20 trading days after the 

insider trade multiplied the trade value. 

Abnormal dollar profit 
Abnormal return of the insider stock over the 20 trading days after the 

insider trade multiplied the trade value. 

Round-trip profit 
Profits to sales (purchases) are computed by subtracting the share-

weighted purchase (sale) price from the actual price of the sale (purchase). 

Abnormal round-trip profit 
Round-trip profit minus market return multiplied with same transaction 

volume. 

Yearly dollar profit 
Dollar profit aggregated at the insider-year level, inflation-adjusted using 

2013 as a base year. 

Yearly abnormal dollar profit 
Abnormal dollar profit aggregated at the insider-year level, inflation-

adjusted using 2013 as a base year. 

Yearly round-trip profit 
Round-trip profit aggregated at the insider-year level, inflation-adjusted 

using 2013 as a base year. 

Yearly abnormal round-trip 

profit 

Abnormal round-trip profit aggregated at the insider-year level inflation-

adjusted using 2013 as a base year. 

Salary Salary in thousands of constant 2013 U.S. dollars. 

Total compensation 
Total compensation (TDC1) in thousands of U.S. dollars, inflation-

adjusted using 2013 as a base year. 

Profit to salary (total 

compensation) 
Abnormal profit scaled by salary (total compensation). 

Yearly dollar profitt-1 
Yearly abnormal dollar profit of the respective insider in the past year in 

millions of U.S. dollars, inflation-adjusted using 2013 as a base year. 

Top quintile yearly dollar 

profitst-1 

Dummy variable that is set to 1 if the insider was in the top quintile in 

terms of abnormal dollar profits in the past year, and to 0 otherwise. 
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Variable Definition 

Main independent variables 
 

Analyst coverage 
This variable is set to 1 if the company was covered by at least one analyst 

in the given year according to I/B/E/S, and to 0 otherwise. 

Blockholder 
This dummy variable is set to 1 if the insider is a director of the firm, 0 

otherwise. 

Buy only 
The dummy variable is set to 1 if the insider bought more shares on the 

given day than she sold, and to 0 otherwise. 

CEO 
This dummy variable is set to 1 if the insider is the chief executive officer 

(CEO), and to 0 otherwise. 

CFO 
This dummy variable is set to 1 if the insider is the chief financial officer 

(CFO), and to 0 otherwise. 

Closed 181-200 in the past 
This dummy variable is set to 1 if the insider has closed a trade after 181-

200 days (in the past), and to 0 otherwise.  

Dual class 
This dummy variable is set to 1 if the company has more than one class 

of shares, and to 0 otherwise. 

Executive 
This dummy variable is set to 1 if the insider is an executive of the firm, 

0 otherwise. 

Female 

This dummy variable is set to 1 if the frequency of given names in the 

population of U.S. births where the individual has a Social Security 

Number in the National Data is larger for females than for males, and to 

0 otherwise.  

Fraction of buys 
The number of purchases per insider-year scaled by the number of trades 

in the given insider-year. 

Fraction of late filings 
Number of trades flagged late in a given insider-year scaled by total 

number of trades for the given insider-year. 

High (low) $ ownership 

Dummy variable set to 1 if the insider is among the top quintile in terms 

of his dollar stake owned in the company in a given year, and to 0 

otherwise 

High (low) growth 
This dummy variable is set to 1 if the firm is in the top (bottom) quintile 

in terms of Tobin's Q in the given year, and to 0 otherwise. 

High (low) institutional 

ownership 

This variable is set to 1 for firms in the top (bottom) quintile in terms of 

number of shares held by institutional shareholders, 0 otherwise. 

High (low) tenure 
This variable is set to 1 for insiders in the top (bottom) quintile in terms 

of tenure as an executive, 0 otherwise. 

Infrequent 
This dummy variable is set to 1 if the insider has less than 20 trades over 

the entire sample period, 0 otherwise. 

Large (small) 
This dummy variable is set to 1 if the firm is in the top (bottom) quintile 

in terms of market capitalization in the given year, and to 0 otherwise. 
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Variable Definition 

Main independent variables (continued) 

Late 

This dummy is set to 1 if the trade has been reported later than mandated 

by the respective SEC reporting requirement, and to 0 otherwise. In the 

pre-SOX period, trades are flagged as late if they have been reported 

later than the first business days after the 10th of the next calendar 

month. Post SOX trades are flagged as late if they are reported later than 

2 business days after the transaction. 

Local insider 

This dummy variable is set to 1 if the state of the insider's residential 

address indicated in Form 4 is identical to the firm's headquarter state, and 

to 0 otherwise. 

Opportunistic 
This dummy variable is set to 1 if the trade is not routine, that is if the 

insider has not placed a trade in the same month in the past three years. 

Poorly-governed 
Dummy variable set to 1 if the firm’s G-Index of Gompers, Ishii, and 

Metrick (2003) is 12 or higher, 0 otherwise. 

Pre (post) SOX 

This dummy variable is set to 1 if the insider trade occurs before (after) 

the implementation of the Sarbanes-Oxley Act on August 29, 2002, and 

to 0 otherwise. 

Routine 

This dummy variable is constructed at the trade level. The dummy 

variable is set to 1 if the same insider has placed trades in the same month 

in the three years preceding the trade. 

Tenure 

 

The number of years since the insider started working for the firm 

according to the ExecuComp database, or first appears as an insider of the 

firm in the Thomson Reuters database. 

 

Top (bottom) SEC budget 

quartile 

This dummy variable is set to 1 if the enforcement budget of the Securities 

and Exchange Commission in billions of constant 2013 U.S. dollars (see 

Del Guercio, Odders-White, and Ready, 2017) is in the top (bottom) 

quartile, and to 0 otherwise. Available for the period 1986-2012. 

Top (bottom) tenure quartile 

Dummy variable set to 1 if the insider's tenure is in the top (bottom) 

quintile in the given year. Tenure is the time since the individual has been 

employed at the given firm. 

Control variables  

Book-to-market 
Book value of equity scaled by the market value of equity as in Fama and 

French (1993). 

Idiosyncratic volatility 
Standard deviation of return residuals from the Fama-French 3-factor 

model based on daily observations. 

Market capitalization (in $ 

million) 

The number of shares outstanding multiplied by the end-of-fiscal year 

stock price, inflation-adjusted using 2013 as a base year.  

Number of analysts Number of equity research analysts according to I/B/E/S. 
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Internet Appendix to  

“The Dollar Profits to Insider Trading” 
 

 

This Internet Appendix provides additional analyses and results to supplement the analyses in the 

paper. 
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Internet Appendix B: Additional summary statistics 

The Figures and Tables below present additional summary statistics about returns, trade quantities 

and dollar profits to corporate insider trades. 

 

Figure A1: Distribution of abnormal returns and dollar profits 
The top figure shows a histogram of abnormal returns. The bottom left graph shows the distribution of trade-level 

abnormal profits for all sample observations. The bottom right graph shows the distribution of trade-level abnormal 

profits excluding abnormal profits greater than –$30,000 and smaller than $30,000. Variable definitions are provided 

in Appendix A. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. dollars. 
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Table A1: Summary statistics of returns and profits over time 
This table shows summary statistics of trade values, abnormal returns, and abnormal profits over time. Variable 

definitions are provided in Appendix A. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. dollars. 

 

Variable Statistics All years 1990-1999 2000-2009 2010-2013 

 #trades 644,643 165,433 317,643 134,010 

 #companies 7,643 4,096 4,430 3,107 

  #insiders 92,758 39,803 49,369 26,793 

V
al

u
ed

 t
ra

d
ed

 (
$

0
0
0

) 5th percentile 8 6 10 13 

25th percentile 32 21 41 49 

50th percentile 129 77 161 182 

75th percentile 471 275 581 605 

90th percentile 1,445 831 1,747 1,771 

Mean 631 392 733 771 

Standard deviation 1,586 1,146 1,723 1,790 

F
re

q
u
en

cy
 

5th percentile 1 1 1 1 

25th percentile 2 1 2 2 

50th percentile 4 3 4 4 

75th percentile 9 6 11 10 

90th percentile 24 14 32 25 

Mean 11 6 13 11 

Standard deviation 22 11 26 24 

Y
ea

rl
y
 v

al
u
e 

tr
ad

ed
 

($
0
0
0
) 

5th percentile 14 9 19 27 

25th percentile 50 29 76 100 

50th percentile 232 120 343 393 

75th percentile 995 495 1,374 1,485 

90th percentile 3,483 1,770 4,593 4,721 

Mean 1,845 1,014 2,363 2,315 

Standard deviation 8,984 5,203 10,872 9,536 

A
b

n
o

rm
al

 r
et

u
rn

 (
%

) 5th percentile -10.90 -11.80 -11.36 -8.55 

25th percentile -4.60 -5.18 -4.71 -3.68 

50th percentile 0.64 0.59 0.73 0.46 

75th percentile 6.04 6.57 6.32 4.71 

90th percentile 12.85 13.82 13.47 9.88 

Mean 0.89 0.88 0.97 0.60 

Standard deviation 10.76 11.32 11.17 8.57 
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Table A1 – continued 

Y
ea

rl
y

 a
b

n
o
rm

al
 p

ro
fi

t 

($
0

0
0
) 

5th percentile -46 -26 -64 -53 

25th percentile -5 -3 -8 -7 

50th percentile 0.464 0.243 0.813 0.667 

75th percentile 13 8 20 16 

90th percentile 76 47 104 80 

Mean 12 8 16 12 

Standard deviation 182 144 212 178 

R
o
u
n
d

-t
ri

p
 p

ro
fi

ts
 

($
0
0
0
) 

5th percentile -9 -11 -8 -11 

25th percentile 0.000 -0.002 0.000 0.000 

50th percentile 8 4 9 12 

75th percentile 65 43 75 74 

90th percentile 265 189 315 286 

Mean 108 83 120 118 

Standard deviation 361 315 378 388 

A
b
n
o
rm

al
 r

o
u
n
d
-t

ri
p
 

p
ro

fi
ts

 (
$
0
0
0
) 

5th percentile -67 -54 -79 -62 

25th percentile -3 -4 -3 -2 

50th percentile 0.634 0.040 0.602 3.254 

75th percentile 39 30 42 47 

90th percentile 220 173 246 229 

Mean 58 56 57 69 

Standard deviation 466 432 483 475 

Y
ea

r 
ab

n
o

rm
al

 r
o
u
n
d

-

tr
ip

 p
ro

fi
ts

 (
$
0
0
0
) 5th percentile -129 -102 -156 -101 

25th percentile -12 -11 -15 -8 

50th percentile 5 4 5 7 

75th percentile 69 59 72 79 

90th percentile 368 300 417 372 

Mean 128 112 135 135 

Standard deviation 1,063 860 1,167 1,036 

 

 

 

 

 

 

  

Variable Statistics All years 1990-1999 2000-2009 2010-2013 

A
b

n
o

rm
al

 p
ro

fi
t 

($
0

0
0
) 

5th percentile -31 -21 -39 -33 

25th percentile -5 -3 -6 -5 

50th percentile 0.141 0.081 0.203 0.144 

75th percentile 8 5 10 8 

90th percentile 41 28 52 40 

Mean 4 3 5 4 

Standard deviation 85 71 94 82 
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Table A2: Summary statistics of longer-term profits 
This table shows summary statistics of longer-term profits over 3 months, 6 months, and 12 months. Variable 

definitions are provided in Appendix A. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. dollars. 

 
 

Variable Statistics All years 1990-1999 2000-2009 2010-2013 
3

m
-a

b
n

o
rm

al
 p

ro
fi

t 10th percentile -60 -36 -77 -65 

25th percentile -9 -5 -12 -11 

50th percentile 0.255 0.252 0.248 0.266 

75th percentile 15 11 18 16 

90th percentile 81 62 95 83 

Mean 10 12 9 9 

Standard deviation 163 141 178 161 

Y
ea

rl
y
 3

m
-a

b
n

o
rm

al
 

p
ro

fi
t 

10th percentile -89 -44 -133 -109 

25th percentile -10 -5 -16 -14 

50th percentile 0.946 0.646 1.344 1.593 

75th percentile 28 17 39 35 

90th percentile 159 107 206 175 

Mean 26 26 28 25 

Standard deviation 399 324 457 401 

6
m

-a
b
n
o
rm

al
 p

ro
fi

t 10th percentile -86 -52 -109 -98 

25th percentile -13 -7 -17 -16 

50th percentile 0.372 0.320 0.367 0.471 

75th percentile 22 17 26 25 

90th percentile 120 98 137 124 

Mean 14 20 13 13 

Standard deviation 237 211 254 240 

Y
ea

rl
y
 6

m
-a

b
n
o
rm

al
 

p
ro

fi
t 

10th percentile -134 -68 -195 -171 

25th percentile -14 -7 -23 -23 

50th percentile 1.252 0.806 1.760 2.255 

75th percentile 42 26 57 53 

90th percentile 241 170 306 270 

Mean 39 43 39 37 

Standard deviation 645 525 731 673 

 

  

Electronic copy available at: https://ssrn.com/abstract=2887628



  

A-7 

 

Table A2 – continued  

Variable Statistics All years 1990-1999 2000-2009 2010-2013 

1
2

m
-a

b
n

o
rm

al
 p

ro
fi

t 10th percentile -121 -75 -150 -146 

25th percentile -17 -10 -23 -23 

50th percentile 0.704 0.667 0.638 1.144 

75th percentile 35 29 39 40 

90th percentile 182 163 198 198 

Mean 25 35 21 24 

Standard deviation 347 318 365 365 

Y
ea

rl
y

 1
2
m

-a
b

n
o

rm
al

 

p
ro

fi
t 

10th percentile -196 -100 -280 -268 

25th percentile -21 -11 -33 -34 

50th percentile 1.442 0.985 1.818 3.360 

75th percentile 62 43 80 84 

90th percentile 369 279 445 443 

Mean 68 77 67 67 

Standard deviation 1,015 857 1,119 1,110 

 

 

Table A3: Alternative return benchmarks 
This table shows returns, profits and yearly profits to insider trading using no risk-adjustment and using market-

adjustment. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. dollars. 

 

Variable Mean St. dev. 10th 25th Median 75th 90th 

Raw return (%) 0.22 11.30 -12.49 -5.75 0.00 5.83 13.21 

Raw profit ($000) -1.83 110.44 -52.92 -9.28 0.00 7.76 47.06 

Raw yearly profit ($000) -3.52 307.02 -85.73 -12.68 0.08 12.72 79.55 

        
Market-adjusted return (%) 0.48 10.37 -11.39 -4.95 0.39 5.73 12.35 

Market-adjusted profit ($000) 1.43 100.10 -43.43 -6.73 0.09 8.79 47.74 

Market-adjusted yearly profit ($000) 4.38 268.46 -65.58 -8.30 0.37 14.46 81.77 
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Table A4: Summary statistics by role, firm-year, and insider-level aggregation and insider 

losses 
Panel A of this table shows summary statistics by insider role. Panel B aggregates summary statistics of transaction 

volume and profits at the firm-year level. Panel C shows summary statistics of transaction volume and profits at the 

insider level, i.e., we sum up volume and profits for the entire time that the insider is in the data set. Panel D shows 

summary statistics for insider losses. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. 

dollars.Variable definitions are provided in Appendix A.  

 

Panel A: Summary statistics of returns and profits by insider role 

Variable Group Obs. Mean St. dev. 10th 25th Median 75th 90th 

Yearly value traded         

 Executive 159,549 1,558 6,507 15 59 269 1,095 3,484 

 CEO 17,960 4,221 14,494 32 148 913 3,895 11,167 

 CFO 14,821 1,229 2,884 15 60 301 1,156 3,199 

 Other exec. 126,874 1,220 4,627 14 53 233 898 2,704 

 Blockholder 8,476 11,461 30,494 54 274 1,686 9,104 27,581 

 Other 95,388 1,469 7,806 11 37 158 671 2,407 

Abnormal return         

 Executive 380,215 0.9 10.5 -10.6 -4.5 0.7 6.0 12.7 

 CEO 68,930 1.1 11.3 -11.5 -4.8 0.7 6.5 14.0 

 CFO 34,215 1.2 11.0 -10.9 -4.5 0.9 6.4 13.6 

 Other exec. 277,411 0.8 10.3 -10.4 -4.4 0.7 5.8 12.2 

 Blockholder 50,895 1.0 12.5 -13.4 -5.6 0.8 7.2 15.6 

 Other 213,533 0.8 10.7 -10.8 -4.6 0.5 5.9 12.6 

Abnormal profit         

 Executive 380,215 5 84 -33 -5 0.192 8 43 

 CEO 68,930 8 116 -64 -10 0.332 16 83 

 CFO 34,215 4 73 -29 -5 0.228 8 40 

 Other exec. 277,411 4 75 -28 -4 0.168 7 36 

 Blockholder 50,895 7 128 -72 -10 0.298 16 94 

 Other 213,533 3 74 -22 -3 0.074 5 29 

Yearly abnormal profit         

 Executive 159,549 11 160 -49 -6 0.616 15 79 

 CEO 17,960 31 291 -158 -17 2.054 54 258 

 CFO 14,821 11 132 -49 -6 0.984 18 82 

 Other exec. 126,874 8 135 -41 -5 0.505 13 63 

 Blockholder 8,476 76 505 -331 -33 2.878 120 579 

  Other 95,388 9 161 -32 -4 0.243 9 53 
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Table A4 – continued 

 

Panel B: Firm-year level aggregation 

Variable Obs. Mean St. dev. 10th 25th Median 75th 90th 

Value traded ($000) 52,602 2,911 6,676 30 121 556 2,443 8,007 

Abnormal profits ($000) 52,602 61 621 -189 -15 3 71 397 

Abnormal round-trip profits 

($000) 52,602 76 1,205 -15 0 0 0 85 

3m-abnormal profits ($000) 52,602 130 1,448 -397 -28 7 157 875 

6m-abnormal profits ($000) 52,602 195 2,440 -628 -47 9 229 1,366 

12m-abnormal profits ($000) 52,602 342 3,999 -1,013 -76 11 341 2,141 

 

 

 
Panel C: Insider-level aggregation 

Variable Obs. Mean St. dev. 10th 25th Median 75th 90th 

Value traded ($000) 92,758 1,651 4,769 14 54 267 1,179 3,908 

Abnormal profits ($000) 92,758 35 413 -72 -7 1 27 157 

Annualized round-trip profits 

($000) 92,758 43 1,340 0 0 0 0 3 

3m-abnormal profits ($000) 92,758 74 836 -132 -11 3 60 336 

6m-abnormal profits ($000) 92,758 110 1,398 -196 -16 4 92 512 

12m-abnormal profits ($000) 92,758 194 2,306 -280 -21 6 145 811 

 

 

 
Panel D: Losses to insider trading 

  All Trading frequency Trade direction 

Variable   Infrequent Frequent Only sell Others 

Percentage of trades 100.0% 28.4% 71.6% 51.4% 48.6% 

Percentage of insider-years 100.0% 56.4% 43.6% 49.6% 50.4% 

Trades with losses 46.5% 44.7% 47.3% 47.0% 46.0% 

Insider years with losses 44.1% 44.1% 44.1% 44.5% 43.7% 

Insiders with no profitable trade 4.4% 12.9% 1.0% 5.2% 3.5% 

Insiders with no profitable year 11.3% 16.3% 4.8% 13.6% 9.0% 

Average year loss conditional on loss -58 -27 -99 -64 -52 

Median year loss conditional on loss -8 -4 -19 -13 -4 
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Internet Appendix C: Profits from round-trip transactions 

To account for the possibility that hypothesized profits differ from actual profits, we also calculate 

profits from round-trip transactions. For example, if we observe an insider buying 100 shares in 

January and selling those 100 shares in December, we can calculate the dollar gains or losses on 

this trade. Because the number of shares bought and sold may not be equal, for each insider with 

both buys and sells in the sample we compute profits using the value-weighted purchase and sale 

price. As insiders accumulate a position in a stock, we keep track of the value-weighted purchase 

price, and compute profits by subtracting that price from the price at which they sold the stock. 

We adopt the same approach for sale transactions followed by purchases. We track the inventory 

of both shares purchased and shares sold, and record a round-trip profit of zero if an insider sells 

(buys), but the inventory indicates that there are no previously bought (sold) shares left to sell 

(buy).1 To arrive at abnormal round-trip profits, we subtract profits to a benchmark strategy that 

earns the returns predicted by the Fama-French 3-factor model. Finally, we set round-trip profits 

to zero if the two transactions occur within six months, because the short-swing rule requires that 

insiders pay back any such profits to the company. 

While this approach measures actual instead of hypothetical profits, we are able to apply it 

only to a subset of insiders who have both buys and sells in our sample. The median insider only 

trades three times in the sample, and often in the same direction (all buys, or all sells). 

We now examine round-trip transactions, to see whether profits on these are higher. Table 

A5 Panel A shows that the median (average) round-trip profit of a trade is $1,000 ($61,000). 

Aggregating round-trip profits at the insider-year level yields median (average) profits of $5,000 

($125,000). Round-trip profits are higher than 20-day profits for two reasons. First, round-trip 

 
1 Employees may buy shares of their firm or receive stock-based compensation before becoming top executives and 

thus entering our insider sample. Hence, it is possible that in our sample, their sequence of trades begins with a sale.  
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profits for a given trade can only be calculated if the insider traded in the opposite direction 

previously. This is the case for 7.8% of observations, which may represent a non-random 

subsample of trades. Indeed, Panel B of Table A5 shows that trades for which we are able to 

construct round-trip profits generate larger abnormal returns. However, round-trip trades are also 

smaller and less frequent, which is why overall dollar profits are not larger when restricting 

attention to these trades as shown in Table A5 Panel C. Second, with a median (average) holding 

period of 579 (882) days, round-trip profits are higher because the holding period is much longer. 
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Table A5: Round-trip profits  
This table shows summary statistics for round-trip transactions. A round-trip is defined as a purchase followed by a 

sale, or a sale followed by a purchase. Panel A shows summary statistics of transaction volume, frequency and profits. 

Panel B reports summary statistics for trades for which round-trip profits can be calculated, and for trades for which 

round-trip profits cannot be calculated. The last three columns report difference between the means of the insider 

trading variables across the two subsamples, and test whether this difference is statistically significant using a two-

sample t-test. Panel C regresses returns, quantities and profits on a dummy indicating a round-trip trade, or the fraction 

of round-trip trades per insider-tear in columns 2, 4 and 6. Variable definitions are provided in Appendix A. Dollar 

quantities are inflation-adjusted and expressed in 2013 U.S. dollars. 

 

Panel A: Summary statistics of round-trip profits 

Variable Obs. Mean St. dev. 10th 25th Median 75th 90th 

Value traded ($000) 50,451 441 1,317 4 18 74 283 909 

Frequency 22,767 2 5 1 1 1 2 4 

Yearly value traded ($000) 22,767 1,190 7,267 10 37 138 510 1,765 

Implied abnormal return (%) 50,451 0.6 2.5 -0.6 -0.1 0.0 0.6 2.0 

Abnormal round-trip profit 

($000) 50,451 61 477 -74 -4 1 44 238 

Yearly abnormal round-trip 

profit ($000) 22,767 125 981 -106 -9 5 70 354 

 

 
Panel B: Summary statistics of trades with and without round-trip profits 

  With round-trip Without round-trip       

Variable Median Mean SD Median Mean SD Dif t-stat p-value 

Trade value 73 427 1,234 133 629 1,515 -202 -33.7 0.00 

Frequency 3 6 12 4 10 22 -4 -47.0 0.00 

Abnormal return 1.1 1.7 12.0 0.6 0.8 10.7 0.9 14.6 0.00 

Abnormal profit ($000) 0.1 5 75 0.1 4 86 1.2 2.7 0.01 

Observations 50,451 594,192    
# unique firms 4,617 3,026    
# unique insiders 17,580 75,178       

 

 

Panel C: Multivariate analysis of round-trip returns, trade quantities and dollar profits 

  

Abnormal 

return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal  

profit 

Yearly 

abnormal profit 

  (1) (2) (3) (4) (5) (6) 

Round-trip 0.361*** -0.284*** -32.600** -338.289*** 0.450 1.488 

 (0.09) (0.04) (12.92) (55.58) (0.59) (1.18) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Observations 644344 262929 644344 262929 644344 262929 

Adjusted R2 0.073 0.136 0.254 0.104 0.041 0.059 
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Table A6: Table 4 regressions using round-trip profits as an outcome variable. 
This table shows the results of regressions of abnormal round-trip profits and yearly abnormal round-trip profits on a 

proxy for informed trading, control variables, year fixed effects, and firm fixed effects. The dependent variable for 

each regression is reported in the column header. The table only reports the coefficient of the proxy for informed 

trading. For regressions that are based on insider-year observations, i.e., columns 2, 4, and 6, we replace the buy 

indicator with a percentage calculated as the mean over all trades for the given insider in a given year. Variable 

definitions are provided in Appendix A. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. dollars. 

Standard errors are clustered at the firm level. The table reports coefficients and standard errors in parentheses. *, **, 

and *** indicate statistical significance at the 10%, 5%, and 1% level. 

 

  

Abnormal 

round-trip profit 

Yearly abnormal 

round-trip profit 

Abnormal 

round-trip profit 

Yearly abnormal 

round-trip profit 
 (1) (2) (3) (4) 

Buy only 65.803*** 68.039* 69.001*** 87.377 

 (16.91) (40.98) (14.08) (59.13) 

Controls Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes 

Opportunistic 20.101 -136.684 2.640 -106.785 

 (16.34) (100.74) (13.34) (93.58) 

Controls Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes 

Infrequent -60.713*** -192.991* -77.381*** -291.837*** 

 (11.31) (102.46) (12.41) (37.78) 

Controls Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes 

CFO -22.110** -141.980 -19.001* -61.859*** 

 (9.22) (101.27) (10.60) (23.45) 

Controls Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes 

Executive 41.267*** -139.024 33.100*** 26.942 

 (7.96) (101.97) (8.97) (22.65) 

Controls Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes No No 

Firm × year FE No No Yes Yes 

Observations 263,414 30,809 263,414 30,809 
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Internet Appendix D: Sample selection issues affecting the profits/total compensation ratio 

and alternative estimates 

The ratio of dollar profits to total compensation calculated in the paper relies on merging our 

sample to the ExecuComp database. This merged subsample is a selective sample of both firms 

and of insiders. ExecuComp covers the largest firms in the CRSP/Compustat universe: firms that 

are, or at some point were in the S&P 500. Further, it generally focuses on the top 5 executives 

with the highest compensation. These selection issues may lead us to overestimate or 

underestimate the ratio of dollar profits to total compensation. The question is whether dollar 

profits (the numerator) decline more for smaller firms and lower-paid insiders as compensation 

(the denominator) declines. We examine this question in three separate tests.  

First, we obtain additional data on compensation using two methods. An additional 9% of 

our sample observations with missing compensation data are on insiders who have compensation 

reported in ExecuComp in at least one year.2 In such cases, we can take the minimum compensation 

that was reported for the years in which we have information in ExecuComp, as a conservative 

estimate of the insider’s compensation in other years. We also find compensation information on 

an additional 1% of our sample person-years in the BoardEx database.3 Last, we can combine these 

approaches to estimate compensation for executives with compensation information in BoardEx 

in some years but not others. Overall, this approach covers an additional 12% of sample 

observations. All compensation data are expressed in 2013 dollars.  

 Table A7 Panel A shows that dollar profits to compensation range between 1.05-1.64% on 

average and 0.08-0.09% at the median after including these additional observations with estimated 

 
2 ExecuComp’s coverage starts in 1992 and gradually expands until 1995. 
3 See Engelberg, Gao, and Parsons (2013) on matching BoardEx and other databases. 
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compensation data. These figures are similar to the original average of 1.16% and median of 0.11% 

reported in Table 1 of the main text of the paper. 

We next examine whether selection of firms in ExecuComp may affect our results. To do 

so, we take the 42,680 observations with profits to total compensation ratio reported in Table 1 of 

the paper and study how the ratio changes if we focus on the smallest firms. Table A7 Panel A 

reports that the profits to compensation ratio is between 1.54-1.93% on average (0.11-0.16% at the 

median) in the bottom tercile, quintile, decile, or vigintile of firms. The change in the ratio is not 

monotonic: it increases moving from the bottom tercile to the bottom decile, but decreases as we 

move to the bottom vigintile. We conclude that the ratio of profits to total compensation is higher 

in smaller firms, but remains the same order of magnitude. 

 The ExecuComp sample also selects the top 5 highest-paid insiders per firm. Table A7 

Panel B breaks down the dollar profits to total compensation ratio for executive role titles that 

account for at least 1% (2,634) of our sample. Strikingly, higher paid executives make higher (not 

lower) dollar profits relative to their total compensation. Chairmen (3.51%), CEOs (2.37%), and 

COOs (1.72%) all have higher profit/compensation ratios than the average insider. In contrast, vice 

presidents (0.04%) and general counsel (0.65%) have lower profit/compensation ratios, despite 

making substantially less on average than CEOs, COOs, and chairmen. A likely explanation is 

that, as we show in Table 6, higher equity stakes are associated with higher dollar profits. Insiders 

with the highest pay packages likely receive much of that compensation in shares and options and 

can make large and frequent sales. Overall, these results suggest that insiders with smaller 

compensation packages (that we can still observe) do not make higher trading profits as a 

percentage of total compensation. Hence, while our sample from ExecuComp skews towards 

insiders with the highest pay, this within-firm selection of insiders is unlikely to bias the 

profits/compensation ratio downwards. 
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 Finally, instead of relying on compensation information that is limited, we estimate insider 

wealth and use it to scale dollar profits. We then compare the results across insiders with vs. 

without compensation information from ExecuComp. To estimate insider wealth, we start with the 

total value of the shares held by the insider in the firm, which can be computed using the Thomson 

Reuters data. We make two assumptions in our calculations. First, Bricker, Moore, and Thompson 

(2019) show that “financial market instruments” account for approximately 20% of household 

wealth in the top 90-99% of U.S. households and approximately 30% of wealth in the top 1%. We 

therefore assume that 25% of each insider’s total wealth is in equities. Second, assume that the 

percentage of company stock within the insider’s total wealth in financial market instruments is 

50%. As insiders’ human capital is also tied to the firm and they have strong incentives to diversify 

their portfolio, a 50% allocation is likely conservative, leading to an underestimation of insider 

wealth and an overestimation of the profits/wealth ratio. We are able to estimate total wealth for 

72.23% of our overall sample. 

Table A7 Panel C summarizes the results. There are two key findings. First, dollar profits 

to insider trading appear modest as a percentage of total estimated wealth: 0.12% on average, or 

0.01% at the median. Second, and more importantly, the profits/wealth ratio is not higher for 

observations without compensation data from ExecuComp. If anything, the point estimates for 

both the mean and the median are lower, and the difference in medians (using a Wilcoxon rank-

sum test) is statistically significant. We recognize that the level of the profits/wealth ratio is 

sensitive to the assumptions we made in estimating insider wealth. Nevertheless, the difference in 

the ratio between observations with and without ExecuComp data suggests that profits scaled by 

total wealth are not higher in the ExecuComp sample.  

To summarize, analyzing differences between firms, we find that the profits/compensation 

ratio is higher at smaller firms that still report compensation data. Nevertheless, the ratio remains 
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modest at 1.54-1.93% on average, and much smaller at the median. Analyzing differences between 

insiders and, more generally, between observations (firms and insiders) in versus not in 

ExecuComp, we find no evidence that insiders with lower pay make higher profits relative to their 

compensation, or wealth. Overall, these tests confirm that dollar profits to insider trading are not 

an economically meaningful source of compensation or wealth for most insiders.  

 

Table A7: The ratio of dollar profits to compensation – alternative estimates 
This table reports descriptive statistics of the ratio of dollar profits to total compensation (Panels A and B) and dollar 

profits to total wealth (Panel C) measured in percentage points. Panel A reports the dollar profits to total compensation 

ratio using different estimates of insiders’ total compensation from the ExecuComp and the BoardEx databases, and 

for the smallest firms in the main sample. “Extended based on minimum” means that for insider-firm pairs with 

available compensation data in some years but not others, we fill in compensation data for the missing years using the 

minimum compensation across years with available data. “Smallest tercile” (quintile, decile, vigintile) refers to 

observations in the smallest tercile of firm size, measured as total assets. Panel B displays the ratio of dollar profits to 

total compensation by different insider types, using the classification provided by Thomson Reuters. The rows are 

sorted by the number of observations available, from highest to lowest, displaying roles for which at least 3,000 

observations are available. Panel C calculates estimated wealth based on the value of shares the insider holds in the 

firm(s) she is associated with in the database. The null hypothesis for the test statistics is that the (mean or the median 

of the) dollar profits to total wealth ratio is equal across the ExecuComp and the non-ExecuComp subsamples.  

 

Panel A: Profits to total compensation (%) – extended sample and quantiles based on firm size 

  Mean Median N % of observations 

Main sample (ExecuComp) 1.16 0.11 42,680 16.20 

ExecuComp extended based on minimum 1.05 0.08 67,413 25.59 

ExecuComp and BoardEx 1.41 0.12 45,976 17.45 

ExecuComp and BoardEx extended based on min 1.64 0.09 74,908 28.44 

Main sample (ExecuComp), smallest tercile 1.60 0.15 14,150 5.37 

Main sample (ExecuComp), smallest quintile 1.64 0.16 8,490 3.22 

Main sample (ExecuComp), smallest decile 1.93 0.16 4,247 1.61 

Main sample (ExecuComp), smallest vigintile 1.54 0.11 2,123 0.81 

 

Panel B: Profits to total compensation (%) by role 

Role Mean Median N % of observations 

Officer 1.08 0.14 34,032 12.92 

CEO 2.37 0.24 29,521 11.21 

CFO 1.43 0.20 14,259 5.41 

President 0.89 0.07 8,063 3.06 

Officer director 0.63 0.11 4,589 1.74 

Chairman of the board 3.51 0.23 4,533 1.72 

General counsel 0.65 0.15 4,426 1.68 

Vice President 0.04 0.04 3,509 1.33 

Chief Operating Officer 1.72 0.11 3,172 1.20 
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Table A7 – continued 
 

Panel C: Dollar profits to estimated wealth (%) 

 Mean Median N 

% of obs with 

wealth data 

% of the main 

sample 

ExecuComp subsample 0.125 0.013 29,163 15.33 11.07 

Non-Execucomp subsample 0.115 0.009 161,103 84.67 61.16 

      

T-statistic (difference in means) -1.58     

Wilcoxon test (difference in medians)  -3.09***    
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Internet Appendix E: Insiders’ dollar profits from not trading 

 

We now consider the possibility that insiders gain not by trading, but by choosing not to trade, and 

holding on to the stock instead. Consider an insider who purchases shares and holds them for 

several years, before leaving the firm and ceasing to be an insider. In this case, the short-term profit 

measure may underestimate the true gains to holding the position, whereas we would record no 

round-trip profit.  

To tackle the issue of non-trading systematically, we use the information on holdings that 

insiders disclose to the SEC on Form 4. We track the holdings of each insider and measure the 

profits to holding shares in years where the insider holds the same number of shares as the year 

before. As before, we compare the dollar profits to holding the shares (and benefiting from the 

price appreciation) to holding an identical dollar position in a benchmark (risk-free, market, FF3, 

or DGTW). By definition, this yields a set of observations different from our main sample. Our 

main analysis focuses on insider purchases and sales, whereas this additional analysis considers 

years in which insider ownership does not change. We find 419,324 insider-firm-year observations 

with no change in insider ownership – note that some insiders may trade in multiple firms – and 

are able to estimate Fama-French factor betas and calculate abnormal profits for 317,040 of these. 

Table A8 provides summary statistics for the profits to holding shares.  

The median (average) appreciation in portfolio value for insiders who hold the same 

number of shares from one year to the next is $660 ($46,150). However, comparing the profit from 

holding the asset to potential profit of holding the Fama-French 3-factor benchmark, insiders make 

a loss both at the median, and on average. Similar to our baseline analysis, we also find that the 

top 10% of insiders do make large profits. For example, at the 90th percentile, the abnormal dollar 

profit to holding the insider’s position constant is $116,270. 
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Lack of trading by insiders can be explained by a strategic decision to hold the shares, or 

by lack of trading acumen, willingness, or ability to exploit private information. The relative 

symmetry of the distribution of abnormal profits, coupled with the observation that the mean and 

median abnormal profits are typically negative, suggests that in the majority of cases, lack of 

trading is not a strategic decision that leads to a profit. 

We also use a second, complementary method to investigate whether insiders make large 

profits by holding stock and refraining from trading towards the end of their tenure. Here, we first 

measure the number of years the insider spends at the firm without trading, before eventually 

leaving, and then analyze long-term profits on each insider’s last transaction, matching the length 

of the event window to the length of this gap. 

First, Table A9 shows the length of the gap between the insider’s last trade and their 

departure from the firm.4 We define the departure year as the last year in which the insider is listed 

in the Thomson Reuters Insider Trading database. Note that insiders may report many transactions 

other than purchases and sales, such as receiving restricted stock or options. The median (average) 

time between an insider’s last purchase in the sample and their departure is 2 (3.24) years, while 

the median (average) time between the last sale and the insider’s departure is 1 (1.68) years. This 

is consistent with the idea that insiders buy shares early on, possibly to meet minimum ownership 

requirements, and sell for diversification purposes later on, also as they accumulate more stock 

and options as part of their compensation. Based on the gap times reported in the table, we 

conclude that calculating abnormal profits for a period of two years is sufficient to capture the 

profits from the last trade of the majority of insiders in our sample. 

Looking at insiders who both buy and sell during their spell at a firm, they typically make 

their last sale in a later year than their last purchase (69%). Only 20% of insiders finish their trading 

 
4 For this table, the unit of observation is an insider-firm pair, as some insiders in our sample report trades at multiple 

firms.  
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with a purchase transaction, with the remaining 11% placing both at least one purchase and one 

sale in their last trading year. We conclude that capturing potential profits from a purchase that is 

only offset after an insider leaves affects only 31% of our sample insiders.   

To more accurately capture the profits to insiders’ last trades that may be offset only after 

the insider leaves and has no further reporting requirements, we analyze long-term profits on each 

insider’s last transaction, matching the length of the event window to the number of years the 

insider spends at the firm without trading, before eventually leaving. Effectively, this corresponds 

to “cashing the insider out” at the time of their departure from the firm, and assigning the accrued 

profits to her last transaction.  

Table A10 shows the results. Because by definition, abnormal profits between the last 

transaction and the insider’s departure may be measured over a time horizon of several years (1.77 

on average), we divide the abnormal profit by the number of years to obtain an annualized measure. 

Doing so facilitates comparison with the rest of the numbers in our paper. There are two main 

takeaways from Table A10. First, the annualized abnormal profit from holding the insider’s 

position between their last trade and their departure is $47,640. This is less than the average yearly 

12-months abnormal profit of $68,000 (Table A2), or the yearly abnormal round-trip profit 

conditional on trading (Table A5, Panel A). The median profit is $1,160. Second, the profits clearly 

come from insiders whose last transaction is a sale. This is possible only if the share price declines, 

or underperforms its FF3 benchmark. In such cases, it is unlikely that the insider, after departing 

and no longer having to report, buys any shares, thereby creating a round-trip whose second leg 

we cannot observe. Holding shares after purchases until departure is not a profitable strategy: in 

fact, it loses $10,200 on an annual basis. Even if insiders sell shares after their departure, on 

average, these transactions do not appear profitable. We conclude that the dollar profits to holding 
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shares (as opposed to trading) are no greater than the dollar profits we measure in our main 

analysis, and therefore cannot be a source of bias.  

Table A8: The profits to holding shares (non-trading) in a given year 
This table shows summary statistics of the yearly raw and abnormal profits of insiders who hold their position 

unchanged from one year to the next. We obtain information on the number of shares held by insiders from Thomson 

Reuters and calculate the change in share price from one year to the next. Abnormal profits are calculated relative to 

the Fama-French 3-factor model. Variables are defined in Table A1 of the appendix. Dollar quantities are inflation-

adjusted and expressed in 2013 U.S. dollars. 

 

  Obs.  Mean St. dev. P10 P25 P50 P75 P90 

Yearly raw profit 317,040 64.18 4,012.61 -153.14 -14.67 0.66 28.75 224.68 

Yearly abnormal profit 317,040 -220.05 2,303.77 -298.78 -39.95 -1.89 9.39 116.27 

 

Table A9: Last transactions of insiders before leaving 
This table presents summary statistics of the gap between the last trade of an insider and their departure from the firm, 

and the sequence of the last purchase and sale transactions. We define an insider to have left the sample in the year 

when they last appear in the Thomson Reuters Insider Trading database (with any transaction, not necessarily a 

purchase or sale). Our unit of observation is an insider-firm pair, as certain people are insiders at multiple firms. Dollar 

quantities are inflation-adjusted and expressed in 2013 U.S. dollars. 

 

  Obs.  Mean St. dev. 10th 25th Median 75th 90th 

Gap in years between...                 

   last purchase and leaving 100,894 3.24 3.79 0 0 2 5 8 

   last sale and leaving 131,653 1.68 2.42 0 0 1 2 5 

   last transaction and leaving 197,461 1.77 2.48 0 0 1 2 5 

                  

Insiders who have both buys and sales 

Last buy and sale in the same year 35,086 0.11 0.31 0 0 0 0 1 

Last sale is after last buy 35,086 0.69 0.46 0 0 1 1 1 

Last buy is after last sale 35,086 0.20 0.40 0 0 0 0 1 

 

Table A10: The profits to insiders’ last transactions 
This table shows summary statistics of the yearly abnormal profits on the last trade for each insider-firm pair in the 

sample. We define an insider to have left the sample in the year when they last appear in the Thomson Reuters Insider 

Trading database (with any transaction, not necessarily a purchase or sale). Our unit of observation is an insider-firm 

pair, as certain people are insiders at multiple firms. We then calculate abnormal profits for the period between the 

insider’s last trade and their departure from the sample, and scale the total abnormal profit by the number of years to 

obtain a yearly value. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. dollars. 

 

Yearly abnormal profits Obs.  Mean St. Dev 10th 25th Median 75th 90th 

Last transaction is a purchase 20,130 -10.20 159.07 -37.97 -8.07 -0.65 2.32 16.72 

Last transaction is a sale 31,553 84.54 358.38 -61.27 -4.43 9.07 75.75 311.09 

All transactions 51,683 47.64 300.67 -50.02 -6.39 1.16 29.77 174.63 
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 Internet Appendix F: Supplementary analyses on the correlation between returns and 

profits, and returns and trade quantities 

Table A11: Correlation between returns and profits using alternative bin cutoff values 
This table shows the correlation between volume-weighted returns and profits aggregated at the insider-year level for 

raw versus risk-adjusted returns to the insider trades as indicated in column 1, various sets of control variables as 

indicated in columns 2 and 3, and various sample splits, as indicated in the different Panels. Dollar amounts of trade 

volumes are inflation-adjusted and expressed in 2013 U.S. dollars. Risk-adjustment indicates whether the returns have 

been adjusted for exposure to the Fama-French-three-factor model. “Controls” indicates whether the regression 

controls for the logarithm of market capitalization, book-to-market ratio, the number of analysts and idiosyncratic 

volatility. Panel A (Panel B) splits the sample into three bins based on raw or risk-adjusted returns below -1% (-2%), 

between -1% and 1% (-2% and 2%) and above 1% (2%). 

 
Panel A. Different bins of returns, splitting at ± 1% 

Risk-adjusted Controls Year and firm FE  ≤-1% -1% < x < 1% ≥ 1% 

(1) (2) (3) (4) (5) (6) 

No No No 4.47% 17.61% 3.35% 

No Yes No 5.02% 16.24% 2.87% 

No Yes Yes 6.43% 22.51% 3.89% 

Yes No No 3.52% 14.76% 4.34% 

Yes Yes No 4.46% 7.10% 3.69% 

Yes Yes Yes 5.95% 7.73% 4.96% 

Percentage of sample observations in bin 41.26% 10.74% 48.01% 

 
Panel B. Different bins of returns, splitting at ± 2% 

Risk-adjusted Controls Year and firm FE  ≤-2% -2% < x < 2% ≥ 2% 

(1) (2) (3) (4) (5) (6) 

No No No 2.44% 20.82% 1.64% 

No Yes No 3.02% 18.70% 1.20% 

No Yes Yes 4.55% 19.43% 2.38% 

Yes No No 2.38% 16.62% 3.64% 

Yes Yes No 3.41% 11.57% 2.93% 

Yes Yes Yes 5.09% 10.62% 4.43% 

Percentage of sample observations in bin 36.17% 21.13% 42.70% 
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Table A12: Relation between returns and trade quantities using ±1% as return threshold 
This table shows the outcome of a regression of trade volume on returns for different regions and subsamples as in 

Table 3, but with a cutoff of ±1% for the subsamples. We estimate the following regression 𝑇𝑟𝑎𝑑𝑒𝑣𝑜𝑙𝑢𝑚𝑒𝑖𝑗𝑡 =

(𝛽1𝑙𝑜𝑤𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛽2𝑚𝑒𝑑𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛽3ℎ𝑖𝑔ℎ𝑟𝑒𝑡𝑖𝑗𝑡) × 𝐴𝑅𝑖𝑗𝑡 + 𝛾1𝑙𝑜𝑤𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛾2𝑚𝑒𝑑𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛾3ℎ𝑖𝑔ℎ𝑟𝑒𝑡𝑖𝑗𝑡 + 𝜀𝑖𝑗𝑡  where 

lowret, medret, and highret are dummy variables set to one if the abnormal return is smaller than -1%, between -1% 

and 1%, or greater than 1%, respectively, and to zero otherwise, for various subsamples as indicated below. Columns 

1, 2 and 3 report the estimates of  β1, β2 and β3, and their standard errors in parentheses respectively. Column 4 reports 

the difference in coefficients for the two subsamples and the respective standard error. Variable definitions are 

provided in Appendix A. Dollar quantities of trade volumes are inflation-adjusted and expressed in 2013 U.S. dollars. 

*, **, and *** indicate statistical significance at the 10%, 5%, and 1% level. 

 
 

Sample ≤ -1% -1% < x < 1% ≥ 1% Difference 

  (1) (2) (3) (4) 

All 9.74 -1.04 -8.31  

  (0.44) (11.2) (0.35)   

Panel A: firm characteristics 

With analyst coverage 9.736 -1.037 -8.314 -9.911*** 

 (0.435) (11.19) (0.348) (0.523) 

Without analyst coverage -1.541 21.488 1.597  

  (0.464) (14.96) (0.395)   

High institutional ownership 10.131 -5.008 -9.344 -9.436*** 

 (0.528) (13.16) (0.429) (0.826) 

Low institutional ownership 2.292 3.965 0.120  

  (0.606) (18.69) (0.456)   

Poorly governed 13.238 57.998 -2.105 2.507 

 (1.363) (39.04) (1.166) (2.305) 

Well-governed 4.432 6.412 -4.612  

  (1.535) (55.84) (1.442)   

Dual class 2.872 -211.495 -1.094 3.201 

 (4.293) (98.44) (3.131) (3.479) 

No dual class 7.641 -1.542 -4.295  

  (1.334) (30.20) (1.129)   

Large 7.248 -4.196 -5.147 -5.807*** 

 (0.640) (14.21) (0.528) (0.702) 

Small -1.157 -3.046 0.660  

  (0.233) (5.756) (0.182)   

High growth 12.407 -4.432 -10.160 -3.891*** 

 (0.582) (16.03) (0.485) (0.712) 

Low growth 8.537 1.089 -6.269  

  (0.592) (13.94) (0.455)   
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Table A12 – continued  

 

Panel B: insider characteristics 

Late -1.116 -38.794 2.942 12.236*** 

 (0.770) (20.52) (0.645) (1.046) 

Timely 10.625 2.034 -9.294  

  (0.481) (12.11) (0.384)   

Female 10.392 -26.003 -8.512 -0.139 

 (1.324) (33.98) (1.113) (1.343) 

Male 9.717 1.922 -8.373  

  (0.459) (11.82) (0.365)   

Top tenure quartile 41.104 32.187 -24.186 -19.517*** 

 (3.681) (75.39) (3.010) (2.938) 

Bottom tenure quartile 6.689 20.604 -4.669  

  (1.320) (35.87) (1.156)   

Top $ ownership quartile 12.281 -6.586 -9.351 -7.431*** 

 (0.574) (14.54) (0.473)  

Bottom $ ownership quartile 2.370 31.592 -1.920  

  (0.444) (12.42) (0.330)   

Local insider 11.195 7.655 -8.910 -1.536*** 

 (0.519) (13.31) (0.416) (0.730) 

Non-local insider 7.077 -19.711 -7.374  

  (0.791) (20.59) (0.627)   

Panel C: time-variation in external monitoring 

Pre SOX -1.851 3.551 0.255 -13.426*** 

 (0.514) (14.22) (0.401) (0.698) 

Post SOX 17.114 -7.729 -13.171  

  (0.681) (15.39) (0.553)   

Top SEC budget quartile  19.091 -1.211 -12.958 -11.034*** 

 (0.929) (18.98) (0.749) (1.429) 

Low SEC budget  quartile 0.416 -17.083 -1.924  

  (0.781) (17.56) (0.612)   
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Table A13: Relation between returns and trade sizes using ±2% as return threshold  
This table shows the outcome of a regression of trade volume on returns for different regions and subsamples as in 

Table 3, but with a cutoff of ±2% for the subsamples. We estimate the following regression 𝑇𝑟𝑎𝑑𝑒𝑣𝑜𝑙𝑢𝑚𝑒𝑖𝑗𝑡 =

(𝛽1𝑙𝑜𝑤𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛽2𝑚𝑒𝑑𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛽3ℎ𝑖𝑔ℎ𝑟𝑒𝑡𝑖𝑗𝑡) × 𝐴𝑅𝑖𝑗𝑡 + 𝛾1𝑙𝑜𝑤𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛾2𝑚𝑒𝑑𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛾3ℎ𝑖𝑔ℎ𝑟𝑒𝑡𝑖𝑗𝑡 + 𝜀𝑖𝑗𝑡  where 

lowret, medret, and highret are dummy variables set to one if the abnormal return is smaller than -2%, between -2% 

and 2%, or greater than 2%, respectively, and to zero otherwise, for various subsamples as indicated below. Columns 

1, 2 and 3 report the estimates of β1, β2, and β3, and their standard errors in parentheses respectively. Column 4 reports 

the difference in coefficients for the two subsamples and the respective standard error. Variable definitions are 

provided in Appendix A. Dollar quantities of trade volumes are inflation-adjusted and expressed in 2013 U.S. dollars. 

*, **, and *** indicate statistical significance at the 10%, 5%, and 1% level. 

 

Sample ≤ -2% -2% < x < 2% ≥ 2% Difference 

  (1) (2) (3) (4) 

All 9.43 -8.66 -8.28  

  (0.46) (4) (0.36)   

Panel A: firm characteristics 

With analyst coverage 9.434 -8.659 -8.283 -9.477*** 

 (0.460) (3.997) (0.364) (0.549) 

Without analyst coverage -1.355 8.701 1.193  

  (0.495) (5.407) (0.417)   

High institutional ownership 9.622 -11.301 -9.292 -9.406*** 

 (0.543) (4.562) (0.450) (0.863) 

Low institutional ownership 2.673 -0.024 0.114  

  (0.649) (6.234) (0.481)   

Poorly governed 12.733 -13.321 -3.591 1.228 

 (1.437) (13.58) (1.235) (2.467) 

Well-governed 5.188 -1.921 -4.819  

  (1.647) (19.10) (1.522)   

Dual class 7.589 -40.431 -1.957 2.857 

 (4.716) (31.20) (3.358) (3.696) 

No dual class 7.363 -17.787 -4.815  

  (1.421) (10.72) (1.201)   

Large 6.950 -9.420 -5.015 -5.505*** 

 (0.683) (5.085) (0.558) (0.734) 

Small -0.986 -0.131 0.490  

  (0.252) (2.055) (0.194)   

High growth 12.115 -11.360 -9.998 -3.73*** 

 (0.615) (5.703) (0.508) (0.746) 

Low growth 7.968 -1.896 -6.268  

  (0.623) (5.039) (0.476)   
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Table A13 – continued  

     

Panel B: insider characteristics 

Late -0.479 -3.635 2.635 11.888*** 

 (0.833) (7.110) (0.684) (1.093) 

Timely 10.222 -10.048 -9.253  

  (0.509) (4.338) (0.402)   

Female 9.979 -24.028 -8.963 -0.664 

 (1.400) (11.80) (1.182) (1.410) 

Male 9.423 -7.085 -8.299  

  (0.485) (4.228) (0.382)   

Top tenure quartile 40.640 -32.659 -24.796 -19.641*** 

 (3.910) (27.14) (3.195) (3.106) 

Bottom tenure quartile 6.650 0.755 -5.155  

  (1.410) (12.18) (1.224)   

Top $ ownership quartile 11.871 -13.339 -9.256 -7.304*** 

 (0.608) (5.219) (0.496)  

Bottom $ ownership quartile 2.592 8.006 -1.953  

  (0.467) (4.508) (0.343)   

Local insider 11.025 -6.362 -8.840 -1.423*** 

 (0.548) (4.721) (0.436) (0.764) 

Non-local insider 6.526 -13.638 -7.417  

  (0.836) (7.458) (0.657)   

Panel C: time-variation in external monitoring 

Pre SOX -1.334 0.481 -0.171 -12.964*** 

 (0.553) (4.934) (0.423) (0.731) 

Post SOX 16.648 -15.819 -13.135  

  (0.720) (5.535) (0.581)   

Top SEC budget quartile  18.661 -10.288 -12.546 -10.03*** 

 (0.983) (6.846) (0.788) (1.496) 

Low SEC budget  quartile 0.461 -13.399 -2.516  

  (0.841) (6.035) (0.657)   
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Table A14: Relation between returns and trade sizes using ±3% as return threshold  
This table shows the outcome of a regression of trade volume on returns for different regions and subsamples as in 

Table 3, but with a cutoff of ±3% for the subsamples. We estimate the following regression 𝑇𝑟𝑎𝑑𝑒𝑣𝑜𝑙𝑢𝑚𝑒𝑖𝑗𝑡 =

(𝛽1𝑙𝑜𝑤𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛽2𝑚𝑒𝑑𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛽3ℎ𝑖𝑔ℎ𝑟𝑒𝑡𝑖𝑗𝑡) × 𝐴𝑅𝑖𝑗𝑡 + 𝛾1𝑙𝑜𝑤𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛾2𝑚𝑒𝑑𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛾3ℎ𝑖𝑔ℎ𝑟𝑒𝑡𝑖𝑗𝑡 + 𝜀𝑖𝑗𝑡  where 

lowret, medret, and highret are dummy variables set to one if the abnormal return is smaller than -3%, between -3% 

and 3%, or greater than 3%, respectively, and to zero otherwise, for various subsamples as indicated below. Columns 

1, 2 and 3 report the estimates of  β1, β2 and β3, and their standard errors in parentheses respectively. Column 4 reports 

the difference in coefficients for the two subsamples and the respective standard error. Variable definitions are 

provided in Appendix A. Dollar quantities of trade volumes are inflation-adjusted and expressed in 2013 U.S. dollars. 

*, **, and *** indicate statistical significance at the 10%, 5%, and 1% level. 

 

Sample ≤ -3% -3% < x < 3% ≥ 3% Difference 

  (1) (2) (3) (4) 

All 9.44 -1.62 -7.88  

  (0.49) (2.22) (0.38)   

Panel A: firm characteristics     

With analyst coverage 9.437 -1.623 -7.878 -9.229*** 

 
(0.488) (2.215) (0.382) (0.575) 

Without analyst coverage -1.466 11.095 1.351 
 

  (0.528) (3.107) (0.438) 
 

High institutional ownership 9.558 -1.375 -8.742 -9.113*** 

 
(0.595) (2.606) (0.472) (0.904) 

Low institutional ownership 2.619 -1.119 0.371 
 

  (0.679) (3.522) (0.505) 
 

Poorly governed 13.664 3.733 -3.609 0.970 

 
(1.523) (7.502) (1.300) (2.646) 

Well-governed 5.284 -5.681 -4.579 
 

  (1.627) (12.27) (1.609) 
 

Dual class 8.280 -40.460 -1.234 3.696 

 
(5.104) (17.37) (3.567) (3.928) 

No dual class 8.055 -6.202 -4.930 
 

  (1.531) (5.882) (1.279) 
 

Large 7.143 -1.321 -4.383 -4.696*** 

 
(0.731) (2.827) (0.590) (0.769) 

Small -1.003 -1.504 0.314 
 

  (0.268) (1.180) (0.209) 
 

High growth 11.829 -2.617 -9.095 -2.658*** 

 
(0.649) (3.176) (0.531) (0.783) 

Low growth 8.148 1.883 -6.437 
 

  (0.667) (2.744) (0.505) 
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Table A14 – continued  

 

Panel B: insider characteristics     

Late 0.229 0.415 2.481 11.338*** 

 
(0.898) (3.984) (0.727) (1.140) 

Timely 10.185 -2.788 -8.857 
 

  (0.540) (2.402) (0.422) 
 

Female 9.779 -7.900 -8.450 -0.549 

 
(1.484) (6.632) (1.232) (1.482) 

Male 9.445 -0.986 -7.901 
 

  (0.515) (2.340) (0.401) 
 

Top tenure quartile 37.379 -34.498 -24.736 -20.343*** 

 
(4.111) (15.27) (3.395) (3.279) 

Bottom tenure quartile 7.577 12.721 -4.393 
 

  (1.530) (6.719) (1.283) 
 

Top $ ownership quartile 11.821 -3.614 -8.686 -6.812*** 

 
(0.646) (2.897) (0.522) (1.152) 

Bottom $ ownership quartile 2.561 2.493 -1.873 
 

  (0.483) (2.567) (0.354) 
 

Local insider 10.955 -3.090 -8.474 -1.55*** 

 
(0.581) (2.617) (0.458) (0.800) 

Non-local insider 6.694 1.581 -6.925 
 

  (0.890) (4.129) (0.688) 
 

Panel C: time-variation in external monitoring    

Pre SOX -1.082 2.459 -0.132 -12.721*** 

 
(0.590) (2.783) (0.445) (0.767) 

Post SOX 17.026 -5.626 -12.854 
 

  (0.767) (3.061) (0.613) 
 

Top SEC budget quartile  18.998 -2.406 -11.633 -8.962*** 

 
(1.048) (3.804) (0.831) (1.568) 

Low SEC budget  quartile 1.265 -0.874 -2.671 
 

  (0.921) (3.313) (0.696) 
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Table A15: Relation between returns and trade frequency  
This table shows the outcome of a regression of yearly trade frequency on volume-weighted yearly average returns 

for different regions and subsamples. We estimate the following regression 𝑇𝑟𝑎𝑑𝑒𝑓𝑟𝑒𝑞𝑢𝑒𝑛𝑐𝑦𝑖𝑗𝑡 = (𝛽1𝑙𝑜𝑤𝑟𝑒𝑡𝑖𝑗𝑡 +

𝛽2𝑚𝑒𝑑𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛽3ℎ𝑖𝑔ℎ𝑟𝑒𝑡𝑖𝑗𝑡) × 𝐴𝑅𝑖𝑗𝑡 + 𝛾1𝑙𝑜𝑤𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛾2𝑚𝑒𝑑𝑟𝑒𝑡𝑖𝑗𝑡 + 𝛾3ℎ𝑖𝑔ℎ𝑟𝑒𝑡𝑖𝑗𝑡 + 𝜀𝑖𝑗𝑡  where lowret, 

medret,and highret are dummy variables set to one if the abnormal return is smaller than -0.5%, between -0.5% and 

0.5% or greater than 0.5%, respectively, and to zero otherwise, for various subsamples as indicated below. Columns 

1, 2 and 3 report the estimates of β1, β2, and β3, and their standard errors in parentheses respectively. Column 4 reports 

the difference in coefficients for the two subsamples and the respective standard error. Variable definitions are 

provided in Appendix A. Dollar quantities of trade volumes are inflation-adjusted and expressed in 2013 U.S. dollars. 

*, **, and *** indicate statistical significance at the 10%, 5%, and 1% level. 

 

Sample ≤ -0.5% -0.5% < x < 0.5% ≥ 0.5% Difference 

  (1) (2) (3) (4) 

All 0.080 -0.233 -0.063  

  (0.002) (0.196) (0.001)   

Panel A: firm characteristics     

With analyst coverage 0.080 -0.233 -0.063 0.005 

 (0.077) (-0.32) (-0.06) (0.003) 

Without analyst coverage 0.077 -0.325 -0.068  

  (0.140) (-1.01) (-0.10)   

High institutional ownership 0.078 -0.270 -0.065 -0.010** 

 (0.003) (0.213) (0.002) (0.004) 

Low institutional ownership 0.081 -0.362 -0.055  

  (0.006) (0.551) (0.004)   

Poorly governed 0.047 -0.153 -0.054 0.014 

 (0.006) (0.410) (0.006) (0.009) 

Well-governed 0.090 0.372 -0.069  

  (0.005) (0.395) (0.003)   

Dual class 0.112 -2.400 -0.074 -0.010 

 (0.031) (2.561) (0.015) (0.013) 

No dual class 0.082 0.338 -0.064  

  (0.007) (0.533) (0.004)   

Large 0.083 -0.255 -0.068 0.007* 

 (0.003) (0.215) (0.002) (0.003) 

Small 0.093 -0.121 -0.074  

  (0.005) (0.464) (0.003)   

High growth 0.093 -0.117 -0.075 -0.026*** 

 (0.003) (0.282) (0.002) (0.003) 

Low growth 0.062 -0.349 -0.049  

  (0.003) (0.263) (0.002)   
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Table A15 – continued 
 

Panel B: insider characteristics         

Late 0.140 -1.014 -0.103 -0.046*** 

 (0.009) (0.654) (0.006) (0.005) 

Timely 0.071 -0.101 -0.057  

  (0.002) (0.200) (0.001)   

Female 0.058 0.064 -0.048 0.017** 

 (0.063) (-0.05) (-0.05) (0.007) 

Male 0.082 -0.262 -0.065  

  (0.058) (0.063) (-0.04)   

Top tenure quartile 0.123 0.317 -0.085 -0.05*** 

 (0.082) (-0.26) (-0.06) (0.007) 

Bottom tenure quartile 0.041 -0.713 -0.035  

  (0.123) (0.317) (-0.08)   

Top $ ownership quartile 0.101 -0.374 -0.081 -0.058*** 

 (0.004) (0.276) (0.003) (0.005) 

Bottom $ ownership quartile 0.032 -0.049 -0.023  

  (0.002) (0.160) (0.001)   

Local insider 0.071 -0.163 -0.055 0.025*** 

 (0.003) (0.219) (0.002) (0.004) 

Non-local insider 0.098 -0.375 -0.080  

  (0.005) (0.391) (0.004)   

Panel C: time-variation in external monitoring         

Pre SOX 0.054 0.058 -0.042 -0.037*** 

 (0.002) (0.264) (0.002) (0.003) 

Post SOX 0.103 -0.450 -0.079  

  (0.004) (0.275) (0.003)   

Top SEC budget quartile  0.090 -0.110 -0.078 -0.039*** 

 (0.005) (0.282) (0.004) (0.007) 

Low SEC budget  quartile 0.046 -0.140 -0.039  

  (0.005) (0.308) (0.003)   
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Internet Appendix G: Supplementary analysis to Section 4 

 

Table A16: Regressions of insider trading returns, volumes and dollar profits – coefficients 

of the control variables 
Panel A of this table reports the results of regressions of abnormal returns and abnormal profits on the control variables 

used in Tables 3, 6, and 7 of the paper and year fixed effects. Panel B reports the results of the same regressions with 

firm fixed effects. Variable definitions are provided in Appendix A. Dollar quantities are inflation-adjusted and 

expressed in 2013 U.S. dollars. Standard errors are clustered at the firm level. The table reports coefficients and 

standard errors in parentheses. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% level. 

 
Panel A: Without firm fixed effects 

 

Abnormal  

return 

Trade 

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal 

profit 

Yearly 

abnormal 

profit 

  (1) (2) (3) (4) (5) (6) 

Log market capitalization 0.063 -0.086*** 326.569*** 737.322*** 2.979*** 4.052*** 

 (0.04) (0.02) (14.36) (43.80) (0.28) (0.59) 

Book-to-market 0.660*** -0.311*** -14.923 -252.975*** 2.781*** 2.938*** 

 (0.11) (0.04) (12.00) (45.16) (0.45) (0.78) 

Number of analysts -0.013* 0.001 2.583 14.038 -0.229*** -0.129 

 (0.01) (0.00) (3.03) (8.97) (0.06) (0.12) 

Idiosyncratic volatility 0.394*** 0.290*** 94.264*** 455.944*** 2.151*** 6.319*** 

 (0.06) (0.02) (7.90) (30.16) (0.31) (0.74) 

Firm FE No No No No No No 

Year FE Yes Yes Yes Yes Yes Yes 

Observations 644,643 263,413 644,643 263,413 644,643 263,413 

Adj. R-squared 0.50% 1.10% 13.40% 2.80% 0.30% 0.40% 

 

Panel B: With firm fixed effects 

 

Abnormal  

return 

Trade 

frequency 

Trade  

value 

Yearly 

trade value 

Abnormal 

profit 

Yearly 

abnormal 

profit 

  (1) (2) (3) (4) (5) (6) 

Log market capitalization 0.351*** 0.033 414.314*** 961.643*** 6.017*** 6.271*** 

 (0.06) (0.03) (26.67) (97.91) (0.49) (1.03) 

Book-to-market 0.810*** -0.096*** 30.861* 125.706* 3.724*** 4.055*** 

 (0.16) (0.03) (15.98) (64.49) (0.72) (1.19) 

Number of analysts 0.052*** -0.017*** -11.335*** -31.588** 0.057 0.682*** 

 (0.01) (0.00) (3.92) (13.34) (0.11) (0.23) 

Idiosyncratic volatility 0.352*** 0.033 38.099*** 88.647*** 2.014*** 4.250*** 

 (0.07) (0.03) (7.17) (31.03) (0.42) (1.13) 

Firm FE Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes Yes Yes 

Observations 644,643 263,413 644,643 263,413 644,643 263,413 

R-squared 7.40% 13.90% 25.40% 11.10% 4.20% 6.10% 

Adj. R-squared 6.30% 11.30% 24.50% 8.40% 3.00% 3.20% 
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Table A17: Persistence of trading profits 
Panel A of this table shows the results of a linear regression of returns and profits on their lagged values from the last 

period aggregated at the firm level. Variable definitions are provided in Appendix A. Dollar quantities are inflation-

adjusted and expressed in 2013 U.S. dollars. Standard errors are clustered at the firm level. The table reports 

coefficients and standard errors in parentheses. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% 

level. Panel B reports the F-value, p-value, degrees of freedom, and the R-squared and adjusted R-squared of a linear 

regression of returns and profits on firm fixed effects, while controlling for the standard set of control variables and 

year fixed effects. The F-test investigates the null hypothesis that the coefficients of firm fixed effects are jointly equal 

to zero. Columns 7 and 8 show the contribution to the (adjusted) R-squared, when firm fixed effects are added to the 

regression model.  
 

Panel A: Regression of returns and profits on lagged values 

  

Abnormal 

return 

Trade 

frequency 

Trade  

value 

Yearly 

trade 

value 

Abnormal 

profit 

Yearly 

abnormal 

profit 

  (1) (2) (3) (4) (5) (6) 

Lag abnormal return 1.000***      

 (0.00)      

Lag trade frequency  0.324***     

  (0.01)     

Lag trade value   0.993***    

   (0.00)    

Lag yearly trade value    0.265***   

    (0.03)   

Lag abnormal profit     0.998***  

     (0.00)  
Lag yearly abnormal 

profit      0.482*** 

      (0.01) 

Controls Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes Yes Yes 

Observations 644,643 263,414 644,643 263,414 644,643 263,414 

Adj. R-squared 27.70% 22.80% 39.80% 17.20% 19.90% 23.30% 

 

 

Panel B: F-tests of the joint significance of firm fixed effects and contribution in (adjusted) R2 

Dependent variable F-value P-value Df. Obs. R2 Adj. R2 

R2 

contrib. 

Adj. R2 

contrib. 

Abnormal returns 6.134 0.000 7,642 644,643 7.37% 6.25% 6.82% 5.71% 

Trade frequency 4.976 0.000 7,640 263,413 4.15% 3.00% 3.85% 2.70% 

Trade value 13.453 0.000 7,642 644,643 6.06% 3.25% 5.70% 2.90% 

Yearly trade value 3.138 0.000 7,640 263,413 26.38% 12.74% 25.05% 11.50% 

Profits 3.352 0.000 7,642 644,643 12.53% 6.43% 11.79% 5.75% 

Yearly profits 2.032 0.000 7,640 263,413 6.06% 3.25% 5.70% 2.90% 
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Table A18: Regressions of returns, trade frequency, trade value, and dollar profits on a 

proxy for informed trading – robustness to alternative specifications and subsamples 
This table repeats the regressions in Table 4 of the paper changing the fixed effects, measuring returns and profits. 

The table shows the results of a regression of returns, frequency, value, and dollar profits on a proxy for informed 

trading, control variables, year fixed effects and firm fixed effects. Panel A reports the results of Table 3 without 

including firm fixed effects, while Panel B adds firm × year fixed effects to the model. Panel C excludes control 

variables. Panel D uses a 6-month horizon for the calculation of abnormal returns and profits. Panel E reports the 

results based on a sample that excludes option related sales, while Panels F and G report the results for purchases only 

and sales only. Panel H excludes routine trades defined following Cohen, Malloy and Pomorski (2012), while Panel I 

shows the standard errors under various clustering choices. The table only reports the coefficient of the proxy for 

informed trading. Each panel reports a separate set of regressions. For regressions that are based on insider-year 

observations, i.e., columns 2, 4, 6, 7 and 8, we replace the buy indicator with a percentage calculated as the mean over 

all trades for the given insider in a given year. Variable definitions are provided in Appendix A. Dollar quantities are 

inflation-adjusted and expressed in 2013 U.S. dollars. Standard errors are clustered at the firm level. The table reports 

coefficients and standard errors in parentheses. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% 

level. 

 

Panel A: Without firm FE 

 

Abnormal 

 return 

Trade 

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal 

 profit 

Yearly 

abnormal 

profit 

 (1) (2) (3) (4) (5) (6) 

Buy 0.750*** -0.512*** -63.520*** -388.022*** -0.044 -3.737*** 

 (0.10) (0.05) (19.14) (60.53) (0.62) (0.90) 

Controls, Year FE Yes Yes Yes Yes Yes Yes 

Opportunistic 0.963*** -6.431*** 84.996 -3933.305*** 4.001*** 1.918 

 (0.10) (0.36) (57.52) (700.23) (0.62) (3.60) 

Controls, Year FE Yes Yes Yes Yes Yes Yes 

Infrequent 0.562*** -4.468*** -206.016*** -4062.314*** -0.063 -20.430*** 

 (0.06) (0.11) (26.64) (194.02) (0.46) (1.91) 

Controls, Year FE Yes Yes Yes Yes Yes Yes 

CFO 0.347*** -0.642*** -162.153*** -838.580*** 0.031 -3.486*** 

 (0.09) (0.04) (18.91) (51.70) (0.49) (1.12) 

Controls, Year FE Yes Yes Yes Yes Yes Yes 

Executive 0.193*** -0.842*** -112.308*** -986.259*** 0.380 -3.916*** 

 (0.06) (0.05) (21.72) (84.33) (0.48) (1.07) 

Controls, Year FE Yes Yes Yes Yes Yes Yes 

Observations 644,643 263,414 644,643 263,414 644,643 263,414 
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Table A18 – continued  
 

Panel B: With firm × year FE 

 

Abnormal 

return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal  

profit 

Yearly 

abnormal 

profit 

 (1) (2) (3) (4) (5) (6) 

Buy only 0.818*** -0.435*** -161.419*** -451.866*** 1.086 -4.626*** 

 (0.12) (0.07) (12.60) (81.80) (0.77) (1.33) 

Controls Yes Yes Yes Yes Yes Yes 

Firm × year FE Yes Yes Yes Yes Yes Yes 

Opportunistic 0.370*** -5.600*** 9.176 -4117.935*** 1.591** -1.579 

 (0.09) (0.36) (42.28) (842.43) (0.76) (4.29) 

Controls Yes Yes Yes Yes Yes Yes 

Firm × year FE Yes Yes Yes Yes Yes Yes 

Infrequent 0.168*** -4.125*** -305.638*** -4199.009*** -2.245*** -20.192*** 

 (0.05) (0.11) (23.20) (218.25) (0.47) (2.03) 

Controls Yes Yes Yes Yes Yes Yes 

Firm × year FE Yes Yes Yes Yes Yes Yes 

CFO 0.340*** -0.652*** -144.142*** -897.614*** 0.365 -3.167** 

 (0.07) (0.05) (18.24) (64.92) (0.52) (1.33) 

Controls Yes Yes Yes Yes Yes Yes 

Firm × year FE Yes Yes Yes Yes Yes Yes 

Executive 0.142*** -0.694*** 11.090 -725.768*** 0.481 -2.328** 

 (0.05) (0.05) (18.28) (109.11) (0.39) (1.13) 

Controls Yes Yes Yes Yes Yes Yes 

Firm × year FE Yes Yes Yes Yes Yes Yes 

Observations 644,643 263,414 644,643 263,414 644,643 263,414 

 

  

Electronic copy available at: https://ssrn.com/abstract=2887628



  

A-36 

Table A18 – continued 

 

Panel C: Without controls 

 

Abnormal 

return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal  

profit 

Yearly 

abnormal 

profit 

 (1) (2) (3) (4) (5) (6) 

Buy only 0.907*** -0.482*** -192.379*** -554.286*** -0.779 -4.607*** 

 (0.10) (0.05) (13.55) (59.77) (0.59) (1.03) 

Controls No No No No No No 

Firm × year FE Yes Yes Yes Yes Yes Yes 

Opportunistic 0.504*** -5.656*** 25.105 -3815.965*** 2.064*** -2.437 

 (0.10) (0.32) (49.51) (682.70) (0.74) (3.80) 

Controls No No No No No No 

Firm × year FE Yes Yes Yes Yes Yes Yes 

Infrequent 0.345*** -4.320*** -272.501*** -4193.033*** -0.932** -21.699*** 

 (0.06) (0.10) (23.55) (191.76) (0.47) (1.87) 

Controls No No No No No No 

Firm × year FE Yes Yes Yes Yes Yes Yes 

CFO 0.349*** -0.698*** -157.950*** -961.259*** 0.263 -3.882*** 

 (0.08) (0.04) (18.89) (59.57) (0.49) (1.15) 

Controls No No No No No No 

Firm × year FE Yes Yes Yes Yes Yes Yes 

Executive 0.197*** -0.767*** -33.402* -822.866*** 0.865** -2.428** 

 (0.05) (0.04) (18.67) (88.68) (0.41) (1.00) 

Controls No No No No No No 

Firm × year FE Yes Yes Yes Yes Yes Yes 

Observations 644,643 263,414 644,643 263,414 644,643 263,414 
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Table A18 – continued 

 

Panel D: Calculating returns and profits over a 6-month horizon 

 

Abnormal 

return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal  

profit 

Yearly 

abnormal 

profit 

 (1) (2) (3) (4) (5) (6) 

Buy only 0.571 -0.478*** -83.549*** -307.945*** -9.834*** -33.356*** 

 (0.37) (0.05) (15.08) (65.26) (2.02) (3.80) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Opportunistic 1.844*** -5.619*** 25.583 -3763.188*** 8.470*** 19.292 

 (0.35) (0.32) (47.42) (680.29) (2.62) (14.67) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Infrequent 1.567*** -4.308*** -287.270*** -4196.366*** 1.306 -38.259*** 

 (0.21) (0.10) (23.79) (192.88) (1.72) (6.75) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

CFO 1.201*** -0.694*** -164.031*** -951.007*** 0.937 -8.170** 

 (0.26) (0.04) (18.80) (59.10) (1.60) (3.75) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Executive 1.214*** -0.763*** -54.311*** -849.519*** 3.820*** 2.375 

 (0.17) (0.04) (18.81) (90.29) (1.43) (3.46) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Observations 642,712 262,328 642,712 262,328 642,712 262,328 
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Table A18 – continued 

 

Panel E: Excluding option-related sales 

 

Abnormal 

return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal  

profit 

Yearly 

abnormal 

profit 

  (1) (2) (3) (4) (5) (6) 

Buy only (d) 1.073*** -0.830*** -182.514*** -958.944*** 0.662 -6.804*** 

 (0.12) (0.05) (16.68) (79.14) (0.73) (1.92) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Opportunistic (d) 0.686*** -5.430*** -5.821 -3562.803*** 2.267** -4.367 

 (0.13) (0.40) (43.72) (806.60) (0.93) (7.28) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Infrequent (d) 0.470*** -5.929*** -437.257*** -6212.196*** -2.300*** -42.661*** 

 (0.09) (0.17) (37.05) (416.37) (0.73) (5.52) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

CFO (d) 0.544*** -0.904*** -247.808*** -1129.393*** -0.732 -8.987*** 

 (0.12) (0.05) (15.92) (63.65) (0.56) (1.59) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Executive (d) 0.223*** -0.845*** -169.086*** -1215.522*** -0.550 -8.191*** 

 (0.07) (0.06) (19.85) (112.58) (0.51) (1.79) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

 

Panel F: Purchases only 

 

Abnormal 

return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal  

profit 

Yearly 

abnormal 

profit 

  (1) (2) (3) (4) (5) (6) 

Opportunistic (d) 0.700*** -5.466*** -31.497 -2246.435*** 2.619** -16.620 

 (0.23) (0.48) (23.62) (392.63) (1.19) (11.76) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Infrequent (d) 0.336** -3.221*** -262.290*** -2537.454*** -3.926*** -38.647*** 

 (0.14) (0.13) (25.84) (209.44) (0.81) (5.25) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

CFO (d) 0.849*** -0.531*** -138.143*** -584.669*** -1.197** -8.052*** 

 (0.20) (0.05) (15.00) (83.79) (0.51) (2.05) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Executive (d) 0.414*** -0.613*** -100.668*** -624.717*** -0.851** -7.464*** 

 (0.11) (0.05) (11.60) (62.70) (0.42) (1.54) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 
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Table A18 – continued 

 

Panel G: Sales only 

 

Abnormal 

return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal  

profit 

Yearly 

abnormal 

profit 

  (1) (2) (3) (4) (5) (6) 

Opportunistic (d) 0.320*** -4.486*** 48.049 -3570.608*** 1.817** 0.370 

 (0.10) (0.35) (58.50) (839.99) (0.91) (5.84) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Infrequent (d) 0.255*** -3.425*** -272.887*** -3599.466*** -0.580 -13.833*** 

 (0.06) (0.10) (28.02) (213.33) (0.54) (2.55) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

CFO (d) 0.227*** -0.424*** -161.850*** -789.008*** 0.663 -1.508 

 (0.08) (0.05) (22.53) (70.15) (0.61) (1.57) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Executive (d) 0.250*** -0.337*** -62.846** -499.850*** 1.249** 0.866 

 (0.06) (0.05) (24.42) (119.96) (0.52) (1.61) 

Controls, Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

 

Panel H: excluding routine trades 

  

Abnormal 

return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal  

profit 

Yearly 

abnormal 

profit 

 (1) (2) (3) (4) (5) (6) 

Buy only 0.920*** -0.464*** -100.796*** -327.264*** 0.107 -3.518*** 

 (0.09) (0.05) (13.46) (61.70) (0.52) (0.99) 

Controls Yes Yes Yes Yes Yes Yes 

Firm × year FE Yes Yes Yes Yes Yes Yes 

Infrequent 0.252*** -4.263*** -293.680*** -4204.720*** -1.647*** -22.500*** 

 (0.06) (0.09) (20.92) (184.78) (0.50) (1.87) 

Controls Yes Yes Yes Yes Yes Yes 

Firm × year FE Yes Yes Yes Yes Yes Yes 

CFO 0.369*** -0.660*** -147.662*** -921.082*** 0.191 -3.649*** 

 (0.08) (0.04) (16.51) (54.24) (0.51) (1.15) 

Controls Yes Yes Yes Yes Yes Yes 

Firm × year FE Yes Yes Yes Yes Yes Yes 

Executive 0.178*** -0.737*** -39.330** -816.191*** 0.614 -2.597*** 

 (0.05) (0.04) (16.07) (83.26) (0.41) (0.98) 

Controls Yes Yes Yes Yes Yes Yes 

Firm × year FE Yes Yes Yes Yes Yes Yes 

Observations 583,160 258,467 583,160 258,467 583,160 258,467 
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Table A18 – continued 

 

Panel I: sensitivity to clustering choice 

  

Abnormal 

return 

Trade  

frequency 

Trade  

value 

Yearly trade 

value 

Abnormal 

profit 

Yearly 

abnormal 

profit 

  (1) (2) (3) (4) (5) (6) 

Buy only 0.920*** -0.479*** -83.712*** -308.905*** 0.405 -3.401** 

Clustered by firm (0.10) (0.05) (14.96) (63.97) (0.58) (1.00) 

Clustered by firm and by year (0.18) (0.08) (19.58) (93.96) (0.66) (1.55) 

Clustered by insider (0.07) (0.07) (11.82) (79.88) (0.48) (1.02) 

Clustered by insider and by year (0.18) (0.09) (17.77) (99.38) (0.63) (1.52) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Opportunistic 0.506*** -5.657*** 26.220 -3798.031*** 2.083*** -2.396 

Clustered by firm (0.10) (0.32) (47.09) (669.58) (0.74) (3.74) 

Clustered by firm and by year (0.10) (0.45) (50.06) (744.70) (0.73) (4.45) 

Clustered by insider (0.09) (0.29) (29.92) (595.85) (0.68) (3.91) 

Clustered by insider and by year (0.10) (0.44) (34.70) (668.39) (0.69) (4.42) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Infrequent 0.325*** -4.322*** -286.435*** -4214.896*** -1.135** -21.834*** 

Clustered by firm (0.06) (0.10) (23.59) (189.90) (0.47) (1.85) 

Clustered by firm and by year (0.06) (0.17) (32.99) (366.05) (0.53) (3.59) 

Clustered by insider (0.05) (0.11) (17.12) (215.74) (0.39) (2.02) 

Clustered by insider and by year (0.04) (0.18) (29.04) (376.27) (0.47) (3.61) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

CFO 0.343*** -0.698*** -163.598*** -957.094*** 0.220 -3.813*** 

Clustered by firm (0.08) (0.04) (18.64) (58.13) (0.49) (1.13) 

Clustered by firm and by year (0.08) (0.06) (18.41) (80.43) (0.47) (1.31) 

Clustered by insider (0.07) (0.05) (16.76) (68.48) (0.50) (1.24) 

Clustered by insider and by year (0.06) (0.07) (16.17) (86.23) (0.44) (1.30) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Executive 0.193*** -0.770*** -54.086** -858.359*** 0.644 -2.588* 

Clustered by firm (0.05) (0.04) (18.68) (88.85) (0.40) (0.98) 

Clustered by firm and by year (0.05) (0.07) (22.00) (128.76) (0.47) (1.28) 

Clustered by insider (0.04) (0.05) (13.87) (97.70) (0.36) (0.98) 

Clustered by insider and by year (0.05) (0.07) (18.44) (132.03) (0.45) (1.28) 

Controls Yes Yes Yes Yes Yes Yes 

Firm FE, Year FE Yes Yes Yes Yes Yes Yes 

Observations 644,643 263,414 644,643 263,414 644,643 263,414 
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Internet Appendix H: Trading ability or risk-taking behavior? 

What are the potential sources of insider gains? Do insiders generate higher profits because they 

have superior ability in identifying the most profitable trading opportunities? Or do they generate 

higher profits because they are willing to take more risk? To assess both of these explanations, we 

examine whether the insiders that make the largest losses are also the ones to make the largest 

profits. Panel A of Figure A2 shows the mean largest gain of an insider in a given year over deciles 

sorted by the largest loss by insider and year. Under the risk-taking hypothesis, we expect that the 

individuals with the largest gains are also the ones with the highest losses. For the graph, this 

would imply a U-shaped pattern. Under the skill hypothesis, we expect that the individuals with 

the largest losses are those with the smallest gains. We would hence expect a declining 

relationship. The graph in Panel A of Figure A2 exhibits a U-shaped relationship, which supports 

the notion that – at the trade level – differences in the ability and willingness to take risk affects 

abnormal returns. Observations in the decile with the largest losses actually generate the largest 

abnormal gain. 

Given that insiders choose different transaction sizes and trade with different frequencies, 

we analyze the relationship between largest and smallest gains at the yearly abnormal dollar profit 

level in Panel B of Figure A2. Here, we find little evidence for the risk-absorption hypothesis. The 

mean largest gains decline with largest losses by person for all but the last decile, where we observe 

a slight increase in largest gains from the ninth to the tenth decile. On balance, the empirical 

evidence provides more support for the idea that differences in trading profits are, at least in part, 

related to trading ability, and provides less support for the notion that large yearly profits accrue 

to corporate insiders who take risky gambles. 
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Figure A2: Mean abnormal returns and abnormal profits over losses 
This figure plots the mean largest gains over deciles sorted by the largest losses. Panel A shows the mean value of the 

maximum return for each insider-year for sorted by loss decile. The deciles are constructed based on the minimum 

trade-level return for each insider-year. Decile 1 (10) consists of insider-years with the smallest (largest) loss in terms 

returns. Panel B shows the mean value of the maximum profit of an insider for deciles sorted by losses. The deciles 

are constructed based on the minimum year profit of each insider over their entire trading history. Decile 1 (10) 

consists of insiders with the smallest (largest) loss in terms of year profits. Variable definitions are provided in Table 

A1 of the Appendix. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. dollars. 

 
Panel A: Mean largest abnormal return over loss deciles 

 

 
 

 

Panel B: Mean largest dollar profit over loss deciles 
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Internet Appendix I: Additional analysis of trading around the short-swing rule 

We are first interested in the continuity of the distribution of trades around the short-swing rule 

threshold of 6 months, i.e., whether there is bunching to the right of the threshold. Under the null 

hypothesis that corporate insiders do not choose to close their trades later to retain the profits, we 

expect a similar number of round-trip transactions to be closed just short of the threshold (after 

170-180 days), compared to just after it. Figure A3 shows the number of round-trip trades closed 

after 100-260 days across 10-day bins. The vertical line at 180 days indicates the threshold imposed 

by the short-swing rule. The number of round-trips closed ranges between 329 and 406 in each of 

the bins to the left of the threshold. There are 392 round-trips closed just short of the threshold, 

after 171-180 days. In contrast, there are 1,299 round-trip trades closed just after the threshold, 

after 181-190 days. The number of round-trips closed after 191-200 days is also high, at 844. Thus, 

there is obvious bunching to the right of the 6-month threshold set by the short-swing rule: we find 

a large increase in the number of round-trip trades closed immediately after 6 months.5  

In Table A19, we test whether the difference in the density to the left and to the right of the 

threshold is significant using the method suggested by McCrary (2008), and the local polynomial 

density estimator of Cattaneo, Jansson, and Ma (2017), which uses a data-driven bandwidth 

selector. Table A19 shows that the estimate of the change in density – the log difference – is 104%. 

Insiders are 104% more likely to close a round-trip transaction just after the 6-month threshold 

than just before it. Both the McCrary (2008) test and the robust t-test of Cattaneo, Jansson, and Ma 

(2017) reject the null hypothesis that the density is continuous around the threshold of 180 days 

with t-statistics of 24.79 and 10.54 respectively. 

 
5 Certain trades, such as those made in employee stock purchase plans, are exempt from the short-swing profit recovery 

rule. Because our analysis focuses only on open market purchases and sales (transaction codes P and S), trades to the 

left of the threshold are not exempt from the short-swing profit recovery rule. 
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An interval of 6 months may vary in length depending on which months it contains. Our 

results are similar in size and statistical significance for thresholds of 181 or 182 days. Trading 

around the 6-month threshold may reflect a natural time interval for the insider to evaluate their 

trading position. We show that there is no similar bunching around equally natural evaluation 

periods of 30, 60, 90, 100, 365, or 730 days. Overall, these tests suggest that insiders are 

significantly more likely to close a round-trip just after 6 months, when they can retain the proceeds 

from the round-trip trade, and that the 6-month threshold is unique in this regard. 

Finally, we show that trades closed just after the 6-month threshold earn higher profits than 

those closed just short of the threshold. Figure A4 shows a significant discontinuity in profits. 

Round-trip trades closed after 171-180 days earn an average profit of $44,000, whereas those 

closed between 181-190 days earn significantly higher average profits of $100,000.6 Therefore, 

the number of trades closed just before the threshold provides a useful benchmark for how many 

insiders are not closing a profitable position to capture the profits (instead are trading for, e.g., 

liquidity or signaling motives) or are inattentive.7 We conclude that insiders are aware of the short-

swing rule and wait to close more profitable positions. As we document in the paper, the 

distribution of abnormal profits has a long right tail. We run quantile regressions using the same 

specification as in Table 5 in the paper to examine the explanatory power of our profit-seeking 

dummy across the entire distribution. Figure A5 summarizes the regression coefficients of the 

profit-seeking dummy across these quantile regressions from the 5th to the 95th percentile and the 

corresponding 95% confidence intervals. The coefficients are positive and significant for all 

percentiles above the median. They monotonically increase when estimating higher percentiles of 

 
6 We examine whether the difference in profits around the 6-month threshold is due to returns, trade values, or both. 

We find that trades closed just after 6 months have higher implied abnormal returns (calculated as the ratio of abnormal 

dollar profits to trade value), and are also larger. These results are unreported for brevity. 
7 It is still possible that insiders closing a trade before the threshold do so to avoid future losses. 
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all outcome variables. This increase is especially pronounced for yearly trade value, profits, and 

yearly profits. We conclude that our measure is more accurate in predicting the right tail of the 

distribution of returns, frequencies, and profits.  

There may be alternative explanations for insiders closing a trade right after the expiration 

of the short-swing rule. First, it may be the case that some insiders mechanically make the 

offsetting trade 6 months after the threshold to fully comply with these regulations. Second, the 

insider may want to hedge her exposure as early as possible without incurring a loss due to the 

short-swing rule. However, neither of these alternative stories can explain why the same insiders 

also trade more frequently and more profitably in the future. Any alternative hypothesis would 

have to explain simultaneously (i) the bunching of trades after the threshold, (ii) why trades closed 

right after the threshold are more profitable, (iii) why insiders closing trades right after the 

threshold also trade more frequently and more profitably in future years, and also (iv) why this 

relation is more pronounced for higher quantiles of the distribution.  
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Table A19: Bunching around the short-swing threshold of 6-months  
This table shows the log densities of the McCrary test for round-trip transactions placed by insiders. A round-trip is 

defined as a purchase followed by a sale, or a sale followed by a purchase. The threshold of 6 months is imposed by 

the short-swing profit recovery rule in section 16(b) (15 U.S.C. § 78p) of the Securities Exchange Act of 1934. The 

local linear regression is estimated using the bandwidth suggested by McCrary (2008). The fourth column shows an 

alternative, robust t-test based on the nonparametric, data-driven bandwidth selector method proposed by Cattaneo, 

Jansson, and Ma (2017). The table contains results for placebo thresholds of 1, 2, 3 months, 100 days, and 1-2 years.  

 
 

  McCrary (2008)   Cattaneo et al. (2017) 

Threshold (days) Log density s.e. t   t 

Short-swing rule 

180 1.042 0.042 24.789   10.537 

181 1.029 0.042 24.470   12.139 

182 1.011 0.042 24.179   12.479 

Placebo thresholds 

30 -0.650 0.033 -19.442   -2.999 

60 -0.337 0.039 -8.638   -1.920 

90 0.106 0.050 2.136   1.678 

100 -0.120 0.053 -2.238   -0.641 

365 -0.004 0.042 -0.097   -0.411 

730 0.070 0.061 1.147   0.437 
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Figure A3: Frequency of round-trip transactions closed around the short-swing threshold 

of 6 months 
This histogram shows the number of round-trip transactions closed as a function of the distance between the two 

offsetting transactions. A round-trip is defined as a purchase followed by a sale, or a sale followed by a purchase. Each 

bar shows the number of round-trip transactions closed in the corresponding 10-day bin, 101-110 days, 111-120 days, 

etc. The dashed vertical line at 180 days indicates the cutoff of 6 months imposed by the short-swing profit recovery 

rule in section 16(b) (15 U.S.C. § 78p) of the Securities Exchange Act of 1934. 

 

 
 

  

Electronic copy available at: https://ssrn.com/abstract=2887628



  

 

A-48 

 

 

Figure A4: Differences between round-trip transactions closed before vs. after the short-

swing threshold of 6 months 
The outcome variable is abnormal round-trip dollar profits, measured in thousands of dollars. A round-trip is defined 

as a purchase followed by a sale, or a sale followed by a purchase. The dashed vertical line at 180 days indicates the 

cutoff of 6 months imposed by the short-swing profit recovery rule in section 16(b) (15 U.S.C. § 78p) of the Securities 

Exchange Act of 1934. The solid lines show polynomial of order 4 fit to the data, separately to the left and to the right 

of the threshold, and the corresponding 95% confidence intervals. Dollar quantities are inflation-adjusted and 

expressed in 2013 U.S. dollars. 
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Figure A5: Quantile regressions 
This figure summarizes the results of quantile regressions for the quantiles starting from the 0.05 quantile to the 0.95 quantile, using increments of 0.05. We regress 

returns, yearly trade value, per-trade and yearly dollar profits on an indicator variable for having closed a round-trip between 181-200 days in the past (excluding 

the first such trade, or year, respectively), control variables, year fixed effects, and firm fixed effects as in Table 6. Variable definitions are provided in Appendix 

A. Standard errors are clustered at the firm level. The figure shows the coefficient estimates for the given quantile (solid line) and the upper and lower limits of the 

95% confidence intervals. 
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Internet Appendix J: Who makes high dollar profits? 

This Appendix reports robustness tests for the analysis in Section 5.2 of the paper. We repeat the 

tests shown in Table 6 columns 1-3 choosing different thresholds to flag an insider-year as having high 

profits. In Table A21 columns 1-3 we flag an insider-year as high profit if the yearly abnormal profits are 

in the top decile of that year. In columns 4-6, we use the top 15% of profits as the cutoff. The results 

confirm those shown in Table 6 of the paper using the top 20% as a threshold: high profits are more likely 

observed for men, non-locals, insiders that sell, trade frequently, have high dollar ownership, or are 

blockholders. 

Table A22 repeats the analysis shown in Table 6, while excluding transactions classified as routine 

according to Cohen, Malloy and Pomorski (2012). The empirical patterns documented in Table 6 also 

persist when we exclude routine transactions.  
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Table A20: Who makes high dollar profits – alternative thresholds for high profits 
This table shows the results of a regression of a dummy variable indicating whether an insider ranks among the top 10% in 

terms of yearly dollar profits (columns 1 to 3) or the top 15% (columns 4 to 6) on insider characteristics, firm-level control 

variables, year fixed effects, firm fixed effects, or year-firm fixed effect respectively. Coefficient estimates are multiplied by 

100, so that a reported value of 1 corresponds to one percentage point. Panel A is based on a panel that aggregates insider-firm 

observations at the yearly level. Panel B performs the same analysis, while restricting the samples to trades by executives and 

directors. Variable definitions are provided in Appendix A. Dollar quantities are inflation-adjusted and expressed in 2013 U.S. 

dollars. Standard errors are clustered at the firm level. The table reports coefficients and standard errors in parentheses. *, **, 

and *** indicate statistical significance at the 10%, 5%, and 1% level. 

 

Panel A: All insiders 

  Top 10% profits Top 15% profits 

  (1) (2) (3) (4) (5) (6) 

Fraction of late filings 0.166 0.301 0.337 0.114 0.374 0.529** 

 (0.21) (0.20) (0.21) (0.24) (0.23) (0.25) 

Female -3.275*** -2.991*** -2.958*** -3.939*** -3.584*** -3.382*** 

 (0.21) (0.20) (0.21) (0.25) (0.24) (0.25) 

Local insider -0.840*** -0.335* -0.394** -1.166*** -0.461** -0.503** 

 (0.19) (0.19) (0.19) (0.22) (0.22) (0.23) 

Fraction of buys -3.822*** -3.002*** -3.046*** -6.797*** -5.585*** -5.440*** 

 (0.17) (0.17) (0.20) (0.21) (0.21) (0.24) 

Infrequent trader -7.339*** -7.771*** -7.742*** -8.274*** -8.696*** -8.664*** 

 (0.26) (0.24) (0.24) (0.29) (0.26) (0.27) 

High $ ownership 5.216*** 5.211*** 5.377*** 6.933*** 6.901*** 7.018*** 

 (0.14) (0.14) (0.15) (0.17) (0.17) (0.18) 

Blockholder 18.262*** 17.337*** 16.311*** 17.883*** 16.891*** 15.746*** 

 (0.85) (0.72) (0.71) (0.83) (0.74) (0.76) 

Controls Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes No Yes Yes No 

Firm FE No Yes No No Yes No 

Firm × year FE No No Yes No No Yes 

Observations 261,433 260,959 253,624 261,433 260,959 253,624 

Adjusted R2 0.073 0.118 0.19 0.08 0.126 0.207 
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Table A20 – continued 

 

Panel B: Executives and directors 

  Top 10% profits Top 15% profits 

  (1) (2) (3) (4) (5) (6) 

Fraction of late filings 0.352* 0.417** 0.287 0.312 0.507** 0.526** 

 (0.20) (0.19) (0.21) (0.24) (0.23) (0.26) 

Female -2.437*** -2.299*** -2.335*** -3.170*** -2.925*** -2.806*** 

 (0.21) (0.20) (0.21) (0.25) (0.24) (0.25) 

Local insider -0.449** -0.016 -0.122 -0.847*** -0.317 -0.365 

 (0.18) (0.18) (0.19) (0.22) (0.22) (0.23) 

Fraction of buys -4.583*** -3.482*** -3.348*** -7.534*** -5.996*** -5.686*** 

 (0.16) (0.16) (0.19) (0.20) (0.20) (0.24) 

Infrequent trader -5.213*** -5.509*** -5.459*** -6.259*** -6.534*** -6.457*** 

 (0.25) (0.24) (0.25) (0.29) (0.27) (0.28) 

High $ ownership 4.120*** 4.061*** 4.071*** 5.747*** 5.663*** 5.602*** 

 (0.14) (0.14) (0.15) (0.17) (0.17) (0.18) 

Tenure 0.223*** 0.281*** 0.272*** 0.243*** 0.309*** 0.297*** 

 (0.03) (0.03) (0.03) (0.04) (0.03) (0.03) 

Executive -0.781*** -0.223 -0.089 -0.212 0.446** 0.557** 

 (0.17) (0.17) (0.18) (0.20) (0.20) (0.22) 

CEO 8.925*** 8.746*** 9.188*** 10.456*** 10.107*** 10.401*** 

 (0.34) (0.34) (0.36) (0.37) (0.37) (0.39) 

CFO 1.454*** 1.199*** 1.189*** 2.868*** 2.448*** 2.465*** 

 (0.27) (0.28) (0.29) (0.33) (0.33) (0.35) 

Controls Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes No Yes Yes No 

Firm FE No Yes No No Yes No 

Firm × year FE No No Yes No No Yes 

Observations 236,240 235,710 227,742 236,240 235,710 227,742 

Adjusted R2 0.067 0.111 0.18 0.078 0.123 0.202 
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Table A21: Who makes high dollar profits – excluding routine trades 
This table shows the results of a regression of a dummy variable indicating whether an insider ranks among the top quintile in 

terms of yearly dollar profits (columns 1 to 3) or whether she has closed a round-trip trade between 181 and 200 days in a given 

year (columns 4 to 6) on insider characteristics, firm-level control variables, year fixed effects, firm fixed effects, or year-firm 

fixed effect respectively. The regressions exclude insider-years classified as routine using the algorithm of Cohen, Malloy, and 

Pomorski (2012). Coefficient estimates are multiplied by 100, so that a reported value of 1 corresponds to one percentage point. 

Panel A is based on a panel that aggregates insider-firm observations at the yearly level. Panel B performs the same analysis, 

while restricting the samples to trades by executives and directors. Variable definitions are provided in Appendix A. Dollar 

quantities are inflation-adjusted and expressed in 2013 U.S. dollars. Standard errors are clustered at the firm level. The table 

reports coefficients and standard errors in parentheses. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% 

level. 

 

Panel A: All insiders 

  Top 20% profits Closed between 181-200 

  (1) (2) (3) (4) (5) (6) 

Fraction of late filings -0.476* -0.088 0.194 0.307*** 0.310*** 0.363*** 

 (0.27) (0.26) (0.27) (0.05) (0.05) (0.06) 

Female -4.132*** -3.704*** -3.033*** -0.114*** -0.072 -0.079 

 (0.28) (0.27) (0.27) (0.04) (0.04) (0.05) 

Local insider -1.333*** -0.446* -0.902*** -0.035 -0.039 -0.009 

 (0.25) (0.24) (0.25) (0.04) (0.04) (0.05) 

Fraction of buys -9.783*** -8.183*** -7.606*** -0.768*** -0.949*** -1.204*** 

 (0.24) (0.24) (0.27) (0.03) (0.04) (0.06) 

Infrequent trader -8.537*** -8.900*** -8.053*** -0.356*** -0.427*** -0.419*** 

 (0.30) (0.28) (0.28) (0.05) (0.05) (0.05) 

High $ ownership 8.232*** 8.240*** 7.867*** -0.154*** -0.168*** -0.175*** 

 (0.20) (0.19) (0.21) (0.03) (0.03) (0.04) 

Blockholder 16.931*** 15.725*** 15.339*** 0.556*** 0.560*** 0.512*** 

 (0.83) (0.76) (0.79) (0.15) (0.15) (0.16) 

Controls Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes No Yes Yes No 

Firm FE No Yes No No Yes No 

Firm × year FE No No Yes No No Yes 

Observations 257,024 256,537 249,125 257,024 256,537 249,125 

Adjusted R2 0.083 0.129 0.224 0.004 0.011 0.028 
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Table A21 – continued 

 

Panel B: Executives and directors 

  Top 20% profits Closed between 181-200 

  (1) (2) (3) (4) (5) (6) 

Fraction of late filings -0.253 0.059 0.056 0.292*** 0.287*** 0.367*** 

 (0.27) (0.26) (0.29) (0.05) (0.05) (0.06) 

Female -3.444*** -3.126*** -2.973*** -0.091** -0.066 -0.081 

 (0.29) (0.28) (0.28) (0.04) (0.05) (0.05) 

Local insider -1.170*** -0.495** -0.456* 0.043 0.026 0.039 

 (0.25) (0.24) (0.25) (0.04) (0.04) (0.05) 

Fraction of buys -10.483*** -8.522*** -7.986*** -0.804*** -0.982*** -1.234*** 

 (0.23) (0.23) (0.27) (0.04) (0.04) (0.06) 

Infrequent trader -6.673*** -6.917*** -6.799*** -0.177*** -0.249*** -0.259*** 

 (0.32) (0.29) (0.30) (0.05) (0.05) (0.05) 

High $ ownership 7.091*** 7.061*** 7.012*** -0.167*** -0.186*** -0.191*** 

 (0.20) (0.20) (0.21) (0.04) (0.04) (0.04) 

Tenure 0.244*** 0.310*** 0.305*** -0.004 -0.004 -0.002 

 (0.04) (0.03) (0.03) (0.00) (0.00) (0.01) 

Executive 0.233 0.852*** 1.009*** -0.211*** -0.202*** -0.197*** 

 (0.23) (0.22) (0.24) (0.04) (0.04) (0.04) 

CEO 10.666*** 10.170*** 10.415*** 0.195*** 0.180** 0.186** 

 (0.39) (0.39) (0.41) (0.07) (0.07) (0.08) 

CFO 3.722*** 3.121*** 3.095*** -0.024 0.012 0.038 

 (0.38) (0.38) (0.40) (0.07) (0.07) (0.08) 

Controls Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes No Yes Yes No 

Firm FE No Yes No No Yes No 

Firm × year FE No No Yes No No Yes 

Observations 232,389 231,848 223,786 232,389 231,848 223,786 

Adjusted R2 0.083 0.128 0.218 0.003 0.008 0.018 
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