
Summary of Paper: Shadow Trading 

What is this Study About? 

The study explores the practice of "shadow trading," where corporate insiders conduct stock 
transactions in firms that have economic ties to their own by leveraging their confidential 
information. 

What are the major findings of the study? 

The researchers provide insights into how insiders at “source firms” exploit private information 
to trade in the stocks of companies that are either business partners or competitors (“linked 
firms”) and circumvent insider trading laws. It documents that informed trading in these linked 
firms increases ahead of significant information releases by the source firm. This phenomenon 
occurs around source firm earning announcements, merger and acquisition (M&A) 
announcements, and new product announcements. The documented effects vary around 
regulatory enforcement actions against conventional insider trading and changes in employment 
opportunities. Furthermore, company-imposed prohibitions on shadow trading can effectively 
reduce such activities, an important insight for corporations.   

Why is the study important? 

It uncovers shadow trading as an undocumented mechanism used by corporate insiders to 
exploit non-public information, thus posing a significant challenge to market fairness and 
integrity. This practice can potentially erode trust in the markets and disrupt their efficient 
operation. The findings are crucial for regulators, suggesting a need for stricter and new 
regulations to address this form of trading. Additionally, the study contributes to the broader 
understanding of information transfers within industries, highlighting the role of insiders in 
influencing stock prices not just within their own firms but across related companies. 
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