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Abstract 
This thesis analyzes if there has been any indication of insider trading for ten selected-
companies on the Stockholm Stock Exchange during the second half of 2004 when 
these companies have reported loss announcements. It outlines the Swedish insider leg-
islation, and put forward arguments for an effective insider legislation from an eco-
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The ten companies have been analyzed during a thirty days period. The conclusion is 
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Sammanfattning 

Föreliggande uppsats undersöker om det har funnits någon indikation av insiderhandel 
för tio utvalda företag på Stockholmsbörsen under andra halvan av 2004 när dessa 
företag presenterar vinstvarningar. Uppsatsen beskriver huvuddragen av den Svenska 
insider-lagstiftning, och framlägger argument för en effektiv lagstiftning både från ett 
ekonomiskt och också från ett juridiskt perspektiv. 

De tio företagen har analyserats under en trettio dagars period. Slutsatsen är att det har 
förekommit indikationer på insiderhandel i två företag under perioden fram till 
vinstvarningen.  

Denna uppsats presenterades och försvarades våren 2005 vid Internationella 
Handelshögskolan i Jönköping. 
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1 INTRODUCTION  
Section one will present a short introduction to this paper; it also includes the purpose, 
method and disposition of this thesis.  

Insider trading has been a widely debated topic in the past two decades with numerous 
reports and articles that analyzes insider trading from various angles. Agents with clas-
sified information operate in almost every organization in the economy. Insiders can 
have different positions within the company; they can also be in the periphery of the 
company. Nevertheless they all have vital information about the company and its opera-
tion. Insiders that misuse this information can enjoy great benefits from their invest-
ments. Whether insiders should be permitted to trade based on their private information 
or not is subject to a heated debate, critics to insider trading argue that trading is always 
unfair whenever one investor posse’s insider information as opposed to an outsider. 
Leland, (1992, p.860) sums up some of the economical arguments for and against in-
sider trading. Insider trading will bring new and useful information into asset prices. 
When prices reflect information, decision makers can reduce the risk and improve mar-
ket performance. Reduced risk will bring about higher asset prices, and more real in-
vestment will occur. Opponents of insider trading argue that, outside investors will in-
vest less due to an unfair market environment. Asset prices will be lower which brings 
about diminishing real investment. Market liquidity will be reduced, forcing investors to 
trade for life cycle or other reasons not related to information. With insider trading cur-
rent stock prices will be more volatile disadvantaging traders with need for liquidity. 
Many countries have today put preventive measures into place to restrict insider trading. 
For countries within the EU this is a relatively new legislation in contrast to the U.S. Al-
ready in 1934, the U.S. congress imposed the Securities and Exchange Act, restricting 
company insiders to trade on the basis of material, and non-public corporate information 
(Chakravarty and McConnell 1999). Sweden imposed their first regulative measures in 
the 1970s1, however it was not until 1985 that insider trading became outlawed (Eklund 
2003).  

The purpose of this thesis is to analyze if there has been any indication of insider trad-
ing for ten selected companies on the Stockholm Stock Exchange when these compa-
nies have reported loss announcements. The study has been limited to only ten compa-
nies due to the difficulty in finding exact loss announcements dates, furthermore the 
study will not put focus on any particular company classification. Thus, the selection 
criteria are solely based on reported loss announcements from press releases, and that 
the companies should be listed on the stock exchange. All the reported loss announce-
ments are from the second half of 2004. Possible insider trading events will be analyzed 
by using an event study model from (Campbell, Lo and MacKinlay, 1997). A Regres-
sion is used to estimate the market model parameters, to show statistically relevant fig-
ures and to draw empirically valid conclusions.  

 

 

                                                 
1 The Swedish legislation will be explained more thoroughly in chapter three.  
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1.1 Disposition  
The remainder of this thesis is organized as follows. Chapter two will go through the 
Swedish insider legislation, definition of an insider crime will be outlined, and also who 
is characterized as an insider. The supervising authority over insider events (Finansin-
spektionen) and its work will be explained. Arguments for and against insider trading 
will also be outlined in chapter two. Chapter three will present previous studies, and 
outline the market efficiency hypothesis. Stock curve movements with and without in-
sider trading will be depicted in figures to give the reader a picture of how insider trad-
ing may alter the stock curve of a company. Chapter four outlines the selected data, and 
methodology for this thesis. The necessary equations used to analyze insider activity 
will be presented. Chapter six presents and interprets the results obtained from the 
study, while the seventh and final chapter will go through some concluding remarks and 
suggestions for further research. 
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2 THE SWEDISH LEGISLATION  
This section will go through the Swedish insider legislation and the supervising author-
ity that investigates insider-trading events. The chapter will enhance the reader’s 
knowledge about the purpose of the legislation. 

As mentioned earlier insider trading became outlawed in 1985. In 1990 the policy on in-
sider trading altered because of the directive of European Community Insider Trading 
that was implemented in1989. In 2001 the legislation changed again to what is today 
recognized as the law dealing with insider crimes (2000:1086), and the law related to 
the reporting of insider trading (2000:1087), (Eklund 2003). 

The insider crime law (2000:1086) incorporate according to the 1 §, insider information, 
trade on the securities market, financial derivatives and stocks and shares. The insider 
crime law includes the following crimes (Finansinspektionen 2005), 

• Insider crimes 

• Unauthorized conceal of insider information  

• Unfairly influence on the stock exchange rate 

An insider crime is defined according to 2 § (2000:1086), as one who is an employee or 
has another position, which implies that he or she has knowledge about circumstances 
that may affect the price of a financial instrument. 

The law of reporting duty (2000:1087) incorporates according to the 1 §, financial de-
rivatives, stock and shares, securities market, stock exchange, stockbroker company and 
parent subsidiary relationship. The 4 § states that agents with an insider position shall 
report their holdings of shares, and any alteration of their holdings to Finansinspek-
tionen. A stockbroker company shall also by the 7-8 §§ report to Finansinspektionen 
which of its employee that posses an insider position in the company.  

Agents that are defined to have insider insights are according to the 3 §,  

• Member or deputy member of the company board. 

• General Manager or deputy general manager in the company or its parent com-
pany. 

• Accountant or deputy accountant in the company or its parent company. 

• Partner in a trading company that is the company’s parent firm. 

• Holder of position related to the company, which can be assumed to lead to ac-
cess to confidential information. 

• Owners with at a minimum of ten percent share of the company. 

The Swedish insider legislation’s central purpose is to protect the market and the pub-
lic’s confidence to the market. This makes the legislation unique since focus is drawn 
away from the relationship between the insider and the stockholder (Eklund 2003). The 
markets central role and the confidence to the market are defined in the proposition for 
insider legislation (1999/2000: 109, s 39-40) presented by Eklund (2003). “The rules set 
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to maintain the publics confidence for financial markets should be adjusted to the de-
mand the public could have on a well functioning market with financial instruments and 
also consistent with the development of this trade. Illegal insider trading affects the pub-
lic’s confidence for financial markets very negatively. Therefore one could assume that 
there should be a common interest for legislators and authorities as well as the agents of 
the financial markets to overcome this type of trade”.  

To uphold the public’s confidence to the market has been the central issue not only for 
Sweden, but also for most of the countries with insider legislation (Hetzler 2001). 
Manne (1992) argues that there is no indication that insider trading should affect the 
public’s confidence negatively nor the propensity to invest.  

Despite a legislation that prohibit insider trading it is unclear who will gain from a regu-
lation based on the argument that insider legislation will protect the public. The general 
public, which also can be referred to as outsider’s are a broad category of individuals; it 
includes all those how do not hold valuable private information. This implies that no 
distinction is made between professional analysts and the public in general. This can be 
seen quite eccentric since professional analyst’s are in a much better position in terms of 
knowledge about financial markets to analyze the market and react on the information 
given to them. The general public does normally lack the proper knowledge, tools and 
time to analyze information and react accordingly. From this it is unclear whether the 
public gains from the insider legislation, instead gains from an inefficient market will 
shift from insiders to professional market agents (Eklund 2003).  

2.1 THE SWEDISH SUPERVISING AUTHORITY 
Finansinspektionen is the supervising authority; their mission is to maintain a well func-
tioning financial system with stability2. Finansinspektionen supervise some 2500 com-
panies, primarily banks, credit institutions, and insurance companies. They have the 
right to put sanctions upon companies that do not follow the regulations set on the fi-
nancial market. It could be a warning combined with a fine up to 50 million SEK or 
even a withdrawal of a company’s business license. Finansinspektionen publish insider 
transactions available to the public every banking day. The information reveal who has 
carried out transactions i.e. the insider’s position, and if the insider purchased or sold 
their securities. Finansinspektionens statistic of insider crimes, and unfairly influence on 
the stock exchange rate can be seen below.  

 

 

 

 

 

                                                 
2 Definition of stability from Finansinspektionen: Financial companies shall maintain a healthy balance 

between capital and risks; also keep their promises to their customers.  
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Table 2.1: Insider crimes 

 1998 1999 2000 2001 2002 2003 2004 

From previous year  28 27 75 59 39 40 50 

New cases 38 80 45 59 47 62 46 

Closed cases 39 32 61 79 46 52 53 

Reported to prosecutor 3 7 8 3 8 15 15 

Source: Finansinspektionen 2005 

Table 2.2: Unfairly influence on the stock exchange rate 

 1998 1999 2000 2001 2002 2003 2004 

From previous year 1 4 6 17 11 14 8 

New cases 6 11 18 12 16 10 3 

Closed cases 3 9 7 18 13 16 5 

Reported to prosecutor 0 4 6 2 5 6 1 

Source: Finansinspektionen 2005 

As can be seen from table 2.1 and 2.2, the number of new cases reported varies from 
year to year, with the highest number being 80 in 1998 for insider crimes, respectively 
18 in 2000 for unfairly influence. For cases of insider crime the numbers of new cases 
reported are overall fairly high, however only a small number of cases are reported to 
the prosecutor. In 1998 only 3 cases or 7.9 percent of the 38 new cases were reported to 
the prosecutor. In 2004 the number of reported cases was 32.6 percent. Overall, it is 
only a few number of cases that are reported to the prosecutor and most likely even 
fewer cases that lead to a verdict of conviction. This statistic shows the difficulty to 
handle insider trading from a legal point of view. Insider trading is obviously common 
but the legislation seems to be too weak to overcome this type of trade.  
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3 BACKGROUND 
Chapter three will include earlier studies in the field; its purpose is to enhance the 
reader’s knowledge in the area of insider trading. It will also present the market effi-
ciency hypothesis and how this can be used in the context of insider trading. 

Manne (1966) investigated insider trading where agents had access to different informa-
tion. He argues that the market will be more effective when insider trading is permitted 
since new information will more quickly reach all agents on the market. He concludes 
that outsiders are not hurt based on the lack of information in relation to insiders.  

Jaffe (1974) analyzed if it was possible to earn abnormal returns by imitating insiders. 
His study focus on three holding periods 1 month, 2 months, and 8 months in order to 
measure differences in the short run and in the long run. Jaffe concludes that insider’s 
posse’s special information. However, after taking transaction cost into consideration 
abnormal returns were only found with 8 months holding period.  

Seyhun (1986) also investigated the possibility for outsiders to make abnormal returns 
by imitating insiders. The study investigated approximately 60,000 insider sale and pur-
chase transactions from 1975 to 1981.  The study show that outsiders can make abnor-
mal returns by imitating insiders after the supervising authority is informed about the 
insider trading. Seyhun also analyzed the opportunity for beneficial returns from imitat-
ing insiders when commission fees and bid and ask spreads were included. The study 
also divided trades into different groups depending on sales volume, firms size and dif-
ferent categorize of insiders. Both these cases showed no indication of outsiders making 
abnormal returns when imitating insiders. In the case of insiders making beneficial re-
turns, indications were found that insiders could profit due to their private knowledge 
(Eliasson 2001). 

Leland (1992) has analyzed stock prices, expected returns and risk to outsiders. He also 
studied liquidity and total welfare when insider trading is permitted. The model used in-
cludes differentially informed investors. Real investment and the number of shares is-
sued are endogenously determined. The study validates the arguments for and against 
insider trading outlined above. Leland found that stock prices would better reflect in-
formation when insider trading is permitted. Average stock prices and firm’s average 
profits from financing new real investment will increase. The intensity of real invest-
ment will also rise. Expected returns, and risk to outsider’s decreases when insider trad-
ing is permitted. Leland also showed indications of lower market liquidity and that li-
quidity traders will endure welfare losses. Total welfare could either increase or de-
crease depending on investments responsiveness to current stock prices. When invest-
ments are highly responsive, welfare have a tendency to increase. 

For more recent work Slim (2003) studied how common insider trading was when com-
panies were involved in acquisitions on the Stockholm Stock Exchange. The study 
comprised ten companies between 2001 and 2003. The result showed insider trading 
had been going on in all of the analyzed companies. The above study have similarities 
with this paper since both are analyzing insider activity, however loss reports, which are 
the main focus for this paper are released frequently and there is less economic value 
involved, therefore I believe that this study will not show insider trading to be as com-
mon as when it comes to acquisitions.  
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To analyze insider activity one can test the market efficiency. An efficient market is a 
market where prices fully reflect all the available information. This would be a market 
where there is no asymmetric information. Fama (1970) suggested three forms of mar-
ket efficiency3. Weak form of the efficient market hypothesis, semi-strong form of the ef-
ficient market hypothesis and the strong form of the efficient market hypothesis. Each of 
these market hypotheses encompasses different types of information that are reflected in 
securities’ prices.  

1. Weak form of the efficient market hypothesis  

The weak form hypothesis assumes that stock prices mirror any information that may be 
included in the past history of the stock price. Any regular pattern in stock prices will be 
identified and utilized by the market agents. If for example there exist a pattern in stock 
prices such that the price of the stock will fall on the last trading day and then rise dur-
ing the first trading day of the following year. Traders will recognize this pattern and 
come in early on the first trading day, which will result in an increase of the stock price. 
Traders will also act on the last trading day of the previous year when prices are low 
causing prices to surge. This development will cause prices to smoothen out over the 
year (Haugen 2001). 

2. Semi-strong form of the efficient market hypothesis 

Under the semi-strong hypothesis all public information is assumed to reflect security 
prices. Public information includes information about firm’s accounting reports, macro 
economical information, information about stock price cycles, information about com-
peting firms and all other relevant information announced to the public. If the market is 
characterized as semi-strong, prices of securities will change immediately when the in-
formation is made public (Haugen 2001). 

3. Strong form of the efficient market hypothesis  

The strong form hypothesis considers all information including inside or private infor-
mation. Traders that posses inside information will act based on the information. Their 
actions will affect the price of the stock, and the price will adjust rapidly to reflect the 
inside information. Moving from the weak form of market efficiency towards the strong 
form of efficiency different types of investment analysis becomes less and less effec-
tive. The reason for this is that in the strong form there will be less asymmetric informa-
tion, which implies that all agents share similar information (Haugen 2001). Akerlof 
(1970) argues that since inside information is nothing more than asymmetric informa-
tion, and asymmetry is common on every financial market one needs to question 
whether this type of information could lead to a market failure or not.  

 

 

According to Fama (1970) there are factors that that can deter the efficient market hy-
pothesis. If prices of securities should fully reflect all available information there needs 
                                                 
3 Fama’s work is built on the work by Samuelson (1965) and Robert (1967). Robert created a classifica-

tion of markets based on their effectiveness. The markets were referred to as weak, semi-strong and 
strong form of market efficiency.  
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to be (i) no transactions costs, (ii) all available information should be costless available 
to all agents, and (iii) all agents agree what the implication of information will be for the 
current price and distributions of future prices of each security. These conditions may 
never mirror a real world market but Fama argues that the market could still be efficient 
since the conditions are only sufficient and not necessary for market efficiency.  

From Manne (1966) the stock path when insider trading is present and the stock path 
where no insider trading is present are shown from figure 3.1 and 3.2.  In order to make 
a more accurate analyze the following two assumptions have to be made. Stock price is 
assumed to be in equilibrium and no exogenous variables have any effect on the stock 
price besides inside information. Also, market agents are able to interpret information 
and value the information effectively. The figures show an idealized example, since we 
assume that only one piece of information is received that is related to the valuation of 
the stock.   

 

Figure 3.1; Stock price with no insider trading    Figure 3.2; Stock price with insider trading 

 

 
P
P 
 

 

  

 

 

        

 

 

Source: Manne (1966)           Source: Manne (1966) 
* T * T

Figure 3.1 and 3.2 illustrates an eve
situation with negative information wo
ure 3.1 show the stock path where no
tion works efficiently. When no insid
then the stock path will be smooth unt
publicly known at t*. At t* the stock p
ure 3.2 show how a stock price could
mation. When comparing the two figu
sent the stock price will adjust gradua
to P2* is depends on outsiders ability
many insider’s that utilize the informat

From the semi-strong market efficien
should adjust immediately when infor
that if insider trading has been present
and that the market is inefficient in the

 

nt wh
uld b

 insid
er’s tr
il info
rice w
 adjus
res o

lly. H
 to a
ion.  

cy h
matio
 the s
 semi

8

ere the information received is positive; a 
e the contrary to the depicted scenario. Fig-
er activity is present and the insider legisla-
ade based on their confidential information 
rmation that alters the stock price becomes 
ill adjust quickly to the new price P2*. Fig-
t when insider’s trade based on their infor-
ne can see that when insider trading is pre-
ow speedy the adjustment process from P1* 
scertain the insider activity, and also how 

ypothesis stated above prices of securities 
n is made public, therefore one could argue 
tock path should resemble figure 3.2 above, 
-strong form. If the market is efficient in the 
t

P1*

P1*
P2*
 P2*
t



 

semi-strong form then no insider trading should be seen and the stock price curve 
should mirror figure 3.1 above. 

Differences in market efficiency can be tested for empirically. Fama (1970) uses ex-
pected returns as the only assumption for market equilibrium,  

1, +tjX = - │1, +tjp (E 1, +tjp Φ t ),   (3.1) 

where is the actual price on stock j at t+1, E represents the expected return on 
stock j. The given information is represented by

1, +tjp

tΦ . is the difference between 
actual and expected return on stock j. 

1, +tjX

Market efficiency can be tested with different informationΦ t , and the market is con-
sidered effective when the difference between actual and expected return is zero. This is 
illustrated by equation 3.2, 

E( │Φ ) = 0      (3.2) 1, +tjX t
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4 DATA AND EMPIRICAL METHODOLOGY  
This chapter will outline the event study procedure and present the selected companies. 
It includes important definitions such as normal return, abnormal return and signifi-
cance testing. 

The test for insider activity will be accomplished with an ordinary event study, which is 
useful when measuring the effect of an economic event. The model used will be bor-
rowed from Campbell, Lo and Mackinlay (1997). Event studies have been used since 
the 1930’s with increased sophistication and modification of the methodology over the 
years, see for example, Dolley (1933), Myers and Bakay (1948). For more recent work 
see, Ball and Brown (1968), Fama, Fisher, Jensen, and Roll (1969), and Brown and 
Warner (1980, 1985). 

Campbell et. al. (1997) gives their structure to an event study; the structure is organized 
in seven steps. This paper will follow the steps suggested by Campbell et. al. (1997). 

1 Event definition. In an early stage one needs to define the event of interest and the 
period of time when the event will be examined. This is referred to as the event win-
dow. The event window can be shown in figure 4.1 below, which represents the time 
line for an event study. 

Figure 4.1; Time line for an event study  

Estimation window Event window  

0T  1T τ

 -130 -30 0

Source: Campbell, Lo and Mackinlay, (1997) 

 

τ = 0 represents the event date, and  to 1T τ  correspond to the event window, and  to 

 represents the estimation window. The event window for examination will be 30 
days.  

0T

1T

2 Selection criteria. The selection criteria need to be established. Ten companies will 
be analyzed, which all have reported loss announcements during the second half of 
2004. Even though loss reports are common in the financial market limitations for the 
number of analyzed companies has been needed for this thesis. Difficulties in finding 
accurate loss announcements dates have limited the study to ten companies. There is no 
focus on any particular company category. Another criterion is that the examined com-
panies should be listed at the Stockholm Stock Exchange. The selected companies are 
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listed on either the A-list or the O-list4. Loss announcements for the second half of 2004 
have been found from historical press releases provided by Affärsdata. Examined com-
panies, where they are listed, and loss announcement dates can be seen from table 4.1 
below. 

Table 4.1, Selection criteria 

Company List category  Classification (GICS)5   Loss announcement 
date 

Biacore AB Attract 40 Healthcare 2004-07-19 

Electrolux AB A-List Consumer discretionary 2004-09-23 

Feelgood AB O-List Healthcare 2004-10-25 

Getinge AB A-List Healthcare 2004-10-11 

Lindex AB A-List Consumer discretionary 2004-06-14 

Nokia AB A-List Information technology 2004-07-15 

Rottneros AB Attract 40 Materials 2004-09-16 

SAS AB A-List Industrials 2004-06-24 

Sardus AB O-List Consumer staples 2004-12-09 

Wedins AB O-List Consumer discretionary 2004-09-14 

 

3 Normal and abnormal returns. To analyze the event’s impact one needs a measure 
of the abnormal return. The actual return of the security over the event window minus 
the normal return over the same period gives a possible abnormal return. The normal re-
turns are the expected return for the security if the event does not occur. Abnormal re-
turn can be expressed as; 

*
it∈ = - E ,     (4.1) itR [ t  | ΦitR ]

                                                

where  is the abnormal return,  is the actual return, E( ) is the normal returns 
and  is the information reflected in the security for time period t.  

*
it∈ itR itR

tΦ

 

 

 
4 From the O-list there will be companies that are listed at the new attract 40 list, the attract 40 list com-

prises the shares from the O-list that have the highest turnover.  

5 Global Industry Classification Standard 
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Two models can be used when estimating the normal return for a given security, i.e. 
when no event occurs. The constant-mean-return model where  is a constant is de-
fined as;  

tX

itR  = iµ + itε ,       (4.2) 

Where  is the period t return on security i,itR iµ  is the mean return for asset i, and itε  
represents the zero mean disturbance term (Campbell et al. 1997).  

The other model is referred to as the capital asset pricing model (CAPM). From Brealey 
et al. (2004) the CAPM explains the relationship between risk and return, where the ex-
pected risk premium on a security should equal its beta value times the market risk pre-
mium. The CAPM model can be expressed as;  

)( fmf rrrr −+= β ,      (4.3) 

Where r  is the expected return and  is the risk free rate. Market risk premium is ex-
pressed through .  

fr
)( fm rr −

This thesis will use the capital asset pricing model when estimating normal returns. 

4 Estimation procedures. During the estimation procedure one needs to estimate the 
alpha and beta parameters of the model. This have to be done for the period prior to the 
event window referred to as the estimation window in figure 4.1 above. In order to es-
timate alpha and beta the percentage change for both the market index (SAX index) and 
the stock price has to be calculated. Stock price change is calculated as, 

100*
0

10
P

PPpriceit
−=∆      (4.4)  

SAX index change is calculated in the following way; 

100*
0

01
sax

saxsaxsaxt
−=∆     (4.5) 

When estimating the parameters one should be careful to not include the event window 
since this can influence the parameters of the market model.  

5 Testing procedure. When the parameters for the normal return model are estimated, 
abnormal returns can be calculated from equation 4.1 above. Given the abnormal returns 
for the event window one needs to cumulate these observations to see any indication of 
insider activity. Cumulative abnormal returns is calculated in the following way, 

∑
−

∈=
30

0
iiCAR        (4.6) 
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Cumulative abnormal returns will be tested for with a t-test. The formula for the t-test 
will be borrowed and slightly modified from Campbell et. al. (1997). The standard de-
viation for the event window is calculated with the following formula, 

2
30

0 1∑
−

⎟
⎟
⎠

⎞
⎜
⎜
⎝

⎛

−
∈−∈

=
n

ii
iσ       (4.7) 

where, 

iσ =  Standard deviation for the event window 1−n . 

i∈ =   Is the abnormal return for stock i. 

i∈ =  Is the average abnormal returns for stock i. 

Once the standard deviation is calculated the t-test is achieved by dividing the standard 
deviation by the cumulative abnormal returns for the event window. This is expressed 
through the following formula,  

i

i
i

CAR
t

σ
=        (4.8) 
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5 RESULTS AND ANALYSIS 
This section presents the results from the statistical analysis. It also interprets and ana-
lyzes the results. 

Results from the 10 tested companies regarding their respective expected loss an-
nouncements will show whether the market is considered effective in the semi-strong 
form or not. If the market is considered inefficient in the semi-strong form, then one can 
suspect insider activity. Figure 5.1 below show all investigated companies. The percent-
age change in aggregated abnormal return is at the y-axis, where the event window 30 
days is shown at the x-axis. Loss announcement date is day 30, which is indicated with 
the symbolτ . It should be noted that the figures 3.1 and 3.2 depicting two possible se-
curity curves over time. One where insider trading is present, and one where there is no 
insider trading, are both a stylized example, however they will give proper guideline 
when analyzing figure 5.1 below.  

Figure 5.1; Aggregated abnormal returns  

Aggregated abnormal return (SARDUS AB) 
Loss announcement date 2004-12-09 
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Aggregated abnorm al return (BIACORE AB)
Loss announcem ent date 2004-07-19
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Aggregated abnormal return (NOKIA AB)
Loss announcem ent date 2004-07-15
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Aggregated abnormal return (FEELGOOD AB)
Loss announcement date 2004-10-25
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In the cases of Sardus AB and Biacore AB shown in figure 5.1 above there is no indica-
tion that inside information has been utilized to earn abnormal returns. When informa-
tion regarding lower expected profit becomes public at τ  prices adjust quickly to the 
new lower market price. Nokia AB and Feelgood AB above show similar reaction to the 
loss announcement as in the cases of Sardus AB and Biacore AB. No price adjustments 
before τ  can be seen that indicates insider activity.  
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Aggregated abnormal return (SAS AB)
Loss announcement date 2004-06-24
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Aggregated abnormal return (ELECTROLUX AB)
Loss announcement date 2004-09-23
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In both cases of SAS AB, and Electrolux AB the security curve indicates that the mar-
ket is efficient in the semi-strong form and that the stock price fluctuates accordingly. 

Aggregated abnormal return (ROTTNEROS AB)
Loss announcement date 2004-09-16
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Aggregated abnormal return (LINDEX AB)
Loss announcement date 2004-06-14

0
1
2
3
4
5
6
7
8

0 2 4 6 8 10 12 14 16 18 20 22 24 26 28 30

D ays

%

 

Aggregated abnormal return (WEDINS AB)
Loss announcement date 2004-09-14
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Aggregated abnormal return (GETINGE AB)
Loss announcement date 2004-10-11
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From the four cases depicted above notice especially Rottneros AB, which clearly vio-
lates the semi-strong form of market efficiency. Stock price steadily drops seventeen 
days prior to the loss announcement. This indicates that insider’s most likely have 
traded based on their information. From Wedins AB there are also signs of insider activ-
ity. Whereas from the two remaining cases, Lindex AB and Getinge AB there are no 
significant results of insider trading. It is also noticeable that in three of the companies, 
Nokia AB, Electrolux AB and Lindex AB the stock price increases steadily until the 
loss announcement date or some days prior to the loss announcement date. A possible 
explanation to this is that traders interpret the information before τ  as positive and 
trade accordingly. When the quarterly report is released and the information is negative 
market agents act instantaneously by selling of shares in the company.  

Rottneros AB and Wedins AB are the only companies where there are signs of insider 
trading during the estimated time period; this result can be put in comparison with in-
sider studies on acquisitions (outlined in the chapter 3) where insider trading is rather 
common. One explanation to this can be that acquisitions involve larger economic val-
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ues giving traders with inside information greater incentive to utilize the information. 
Another explanation to the low outcome of insider activity can be due to the size of the 
analyzed companies. Several of the companies fall into the definition of a large com-
pany. This implies that insider trading could be in progress but due the large volume of 
shares traded any possible insider trading can go on unnoticeable.  

A t-test for cumulative abnormal returns has been calculated to verify the results de-
picted in figure 5.1 above. 

Table 5.1, t-test  

                           Company                    t-value 

                     Electrolux AB 98.9 

                      Rottneros AB                            -84.9 

                         Biacore AB                            -39.3 

                       Feelgood AB                            -84.3 

                         Getinge AB                               3.1 

                          Lindex AB                           144.6 

                           Nokia AB                           111.3 

                          Sardus AB                             11.9 

                         Wedins AB                          -110.8 

                              SAS AB                            -49.3 

Significance level 95 % 

All t-values show significant results at a 95 % significant level. This implies that the ar-
guments for insider trading put forward above are accurate. As mentioned Rottneros AB 
and Wedins AB are the only two companies where there are signs of insider activity 
during the event window. However, neither one of them has been convicted for insider 
trading. It would maybe be to strong to argue that the insider legislation is not a well 
functioning legislation solely based on these two companies. However they do show to-
gether with the presented statistic over insider crimes from Finansinspektionen the diffi-
culty to surmount this type of trade.  
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6 CONCLUSION AND FURTHER RESEARCH  
The final chapter presents a short summary of the paper, and gives the reader some 
suggestions of further research. 

This paper has investigated if there has been any indication of insider trading when ten 
companies on the Stockholm Stock Exchange have reported loss announcements. The 
Swedish insider legislation that restricts insider trading has also been discussed. It can 
be concluded that insider trading has been going on during the 30 days examination pe-
riod in the cases of Rottneros AB and Wedins AB. Results from all the other companies 
indicates an efficient market from the semi-strong perspective. The conducted t-test 
showed significant results in all of the studied companies. Three companies had increas-
ing stock returns prior to the loss announcement indicating that agents interpret the in-
formation before the announcement as positive and trade accordingly. The low outcome 
of insider trading in comparison with studies on acquisitions where explained due the 
minor economic value loss reports have in contrast to acquisitions. Another explanation 
was that loss reports are released frequently, which could contribute to the low outcome 
of insider trading in contrast to acquisitions. It was also noted that since several of the 
studied companies where large insider trading could be difficult to detect.  

I am unconvinced over the insider legislation effectiveness. The hesitancy is based on 
the legislations weakness to surmount insider trading not only from the outlined results 
above but also from Finansinspektionens statistics, which clearly shows how few cases 
that are being reported to the prosecutor. I also question the necessity of the legislation 
since I believe that the economical aspects have been put aside, and too much empha-
size is set on the legal arguments. Previous research in the area has showed that insider 
trading both validates the pros and cons arguments for a deregulation. Allowing in-
sider’s to trade will lead to prices that more quickly mirrors the information, which in-
creases the efficiency of the market and outsider’s risk when trading will be reduced. 
For further research in the area one could examine how insider trading affects the value 
of the company, it can also be interesting to analyze how the propensity to invest is af-
fected by the inside information. A different approach would be to test insider trading 
on the option market and compare this to the stock market. 
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