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Aggessing Insider Treding .

1. Introduction

The role of "insider trading” in securdities markets has
sttracted much attenticn in recent months as & result of major
investigations in the United Stetes, serious guestionding in ths
United Kingdow shout circumstances surrounding the acguisition by
Guinness of The Digtillers Compeny snd the publication of g
congultative paper by the National Companies snd Securitiss
Commission (NCSC) in Australia. But the mesning and significance of
ingider trading iz nuch less certsin than expressions of concern and
claimg for ite freguency would suggest. For example, the connsctions
between the diggemination of information and the efficiency of
securdties markets bear heavily upon judgements about the
gignificance of insider trading. No less important is the precise

neaning of insider trading.

The purpose of this paper is sn examination of the meaning of,
and the evidence about, insider trading and to relate that to
material in the consultative paper offered by the NCSC (18). This
treatment should permit s comparison of the vawi&gg approaches to the
interpreting those actions taken by participants in securities

markets which could be viewsd ssg insider trading.

The next section of the paper is devoted to an analysis of
meanings attached to the concept of ingider trading. This definding
of terms is linked to assessments of markets performence, essentislly

the efficient market hy@ath@ﬁige The third section offers an

ten
paper preparved for the NOSC., It is supporitsd by the subsequent
gsection which treats issuss about insider trading mentioned in the
Camphell Committee’'s Final Report. It wes a suggestion from that
Commities which inspired the work initisted by the NUCSC. These three
sectiong provide the basis for exemining the role of informstion in

relation to its accessibility, the relationship between information

"

Monencial sdvantsge and then market efficiency.
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of those holding ?0$iticﬁs of trust in the company, then such sctions

agre pleinly thaf“ﬁ

The second approach emphasising equality of access to
information about & company by a2ll perticipants in & securities
market sets agide the property concept. Information is not perceived
ag the property of the company being a legal entity. or as .
contributing to the wealth of the owners, being the shareholderz. In
gffect the provision of equael access smounts to declaring all
information a "free good” to market participants regardless of costs
for its genersiion. The costs of that free information mnay be
exaggerated where the company reguires informstion on 1tz activities
for menagement and audit purposes as well ag for meeting reporting
standards. Such provisions sre clesrly different from the costg of
information developed by & company sbout other companies in which it

has competitive concerns or sses opportunities for ascguisition,

With this spproach the definition of insider trading is the use
of informetion, not publicly available, by & participant in =8
securities transaction to the financisl asdvantage of that participant
and ass@ciat@s over other participants. The brsadth of this
definition implies restraining use of any confidential information

from whatever the source.

The thecretical asssumptions of thisg position would sppear to
lead to eguitable and efficient market cutcomes. Availability of
information would be absorbed by perticipants and understood for all
price implications so that buyers snd sellers would not gein or lose
beyond generval market movements. Thers dis no sxplanstion for the
adjustment process incorporated in this approsch: recognition and

correct use of the new information is to take place ingtantly.

Comparison between the two deflinitions shows the huge
difference between them. The sconomic or property approsch ls about
uging information, developed within fiduciary relstionshipsz of s
company, o financisl sdvantage. The "free good" spporoasch vequires
egual access to all information about all securities for all
garticipaﬂtsg actusl and potentisl, in the market. The former

acknowledges the connection between information and the weslth of
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margers and substantial increases in earnings:

() insider treding may be relsted fo other considerations such as
portfolic diversification and taxes: and,
fod the nature of the use of information is complicated requiring

careful interpretation.

This rasult confirms points mede sarlier; detection of the influence
of inside information on trading behaviour is not an easy task.

The first of these three points bears divectly on the ssymmetry
in use of ingide informstion for frading purposes to which attention

a8 drawn earlier. But this conclusion does not suggest thet

¢ » & v s 2 S

securities likely to rdige in valus, guite the opposite. Insidsrs
rest,. by and large, with theilr existing securities in the company
anticipating the gains in wealth to be verified when the market
reacts to public announcens . The gecond matter is one referred fo
alrsady; those comments on the varisty of reasons why participants

Bk W

with access to confidentisl information trade in securities are

how iz informstion intevpreted and the difficulty of what is meant by

g apparently relevant information.

The main purpose of this reference to the many analyses of
trading informetion held by the BEC in the United States ig to show

that, despite the gvallsbility of that inforsation on insiderg’
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sctivities, 1t ig difficult to reach strong conclusions on the extent
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