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		Abstract

		The common view is that insider trading is always unethical and illegal. But such is not the case. Some forms of insider trading are legal. Furthermore, applying ethical principles to insider trading causes one to conclude that it is also sometimes ethical. This chapter attempts to get past the hype, the press reports and the political grandstanding to get to the truth of the matter.     

The author applies two sets of ethical principles - utilitarianism and rights theory - in an attempt to determine when, and under what circumstances, insider trading is ethical. The views of Henry Manne, an early proponent of insider trading, are critically examined, as are the major arguments against insider trading.     

Is insider trading good for the company if it is used as a form of executive compensation, which makes it possible to pay lower salaries than would otherwise be the case? Does insider trading cause the stock market to work more efficiently? If insider trading does increase efficiency, is that sufficient to call for its total legalization, or are there other things to be considered?    

Several arguments against insider trading have been put forth over the last few decades but there are problems with all of them. One of the main arguments is the fairness argument. The problem with this argument is that different people have different definitions of unfairness. A closely related argument is the level playing field argument, which advocates wider dissemination of information so that it is less asymmetric. One problem with the level playing field argument is that it is better applied to sporting competitions than to trading in information. Some economists argue that forcing the disclosure of nonpublic information can actually result in more harm than good and must necessarily involve the violation of property rights.     

Other arguments examined in this chapter include the fiduciary duty argument, the problem of outside traders, the misappropriation doctrine and the restrictions that insider trading laws place on freedom of speech and press. The chapter concludes by setting forth some principles or guidelines to determine when insider trading should be punished and when it should not. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: ethics, insider trading, utilitarianism, property rights, contract rights

	
	

	
    

    
	

	
	
		JEL Classification: D23, D61, D63, D82, G14, G3, K22, M14

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			McGee,  Robert W., Two Approaches to Examining the Ethics of Insider Trading (September 2007).  Available at SSRN: https://ssrn.com/abstract=1016572 or http://dx.doi.org/10.2139/ssrn.1016572 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Robert W. McGee (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Fayetteville State University - Department of Accounting  ( email )

			

			
			
				
				
				
					Fayetteville, NC  28301
United States

				

				
			

			
				
				
					HOME PAGE: http://robertwmcgee.com
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,276

			

		
		
		
			Abstract Views

			    7,379

		

		
		 
		
			Rank

			   29,784

		

		
	


	
		
            
            	        4 Citations
		

	

	
		
			
				      114 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Corporate Finance: Governance, Corporate Control & Organization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Governance, Corporate Control & Organization eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,252

                                    

                                    
                                        PAPERS

                                           34,098

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Capital Markets: Market Efficiency eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Market Efficiency eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,918

                                    

                                    
                                        PAPERS

                                           23,377

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Finance Education eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Finance Education eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,852

                                    

                                    
                                        PAPERS

                                            4,417

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Michael J. Schill at University of Virginia (UVA) - Darden School of Business, Stuart C. Gilson at Harvard Business School - Finance Unit

                                    

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,503

                                    

                                    
                                        PAPERS

                                            2,691

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Corporate Law: Securities Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Law: Securities Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,275

                                    

                                    
                                        PAPERS

                                            7,579

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Bernard S. Black at Northwestern University - Pritzker School of Law

                                    

                                
                            

                        

                    

                
	
                    Legal Ethics & Professional Responsibility eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Legal Ethics & Professional Responsibility eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,036

                                    

                                    
                                        PAPERS

                                            6,166

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        W. Bradley Wendel at Cornell University - School of Law 

                                    

                                
                            

                        

                    

                
	
                    Ethics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Ethics eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              647

                                    

                                    
                                        PAPERS

                                            9,281

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Profits to Insider Trading:  a Performance-Evaluation Perspective

                        
                            By
                                
                                
                                    
                                    Leslie A. Jeng, 
                                    
                                
                                    
                                    Richard J. Zeckhauser, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Estimating the Returns to Insider Trading: A Performance-Evaluation Perspective

                        
                            By
                                
                                
                                    
                                    Leslie A. Jeng, 
                                    
                                
                                    
                                    Richard J. Zeckhauser, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Overreaction and Insider Trading: Evidence from Growth and Value Portfolios

                        
                            By
                                
                                
                                    
                                    Michael S. Rozeff
                                     and 
                                
                                    
                                    Mir A. Zaman
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            What Insiders Know About Future Earnings and How They Use it: Evidence from Insider Trades

                            
                                By
                                    
                                    
                                        
                                        Bin Ke, 
                                        
                                    
                                        
                                        Steven J. Huddart, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Market Efficiency and Insider Trading: New Evidence

                            
                                By
                                    
                                    
                                        
                                        Michael S. Rozeff
                                         and 
                                    
                                        
                                        Mir A. Zaman
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Conditional Performance of Insider Trades

                            
                                By
                                    
                                    
                                        
                                        B. Espen Eckbo
                                         and 
                                    
                                        
                                        David C. Smith
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Are Insiders' Trades Informative?

                            
                                By
                                    
                                    
                                        
                                        Josef Lakonishok
                                         and 
                                    
                                        
                                        Inmoo Lee
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Performance Evaluation with Transactions Data:  the Stock Selection of  Investment Newsletters

                            
                                By
                                    
                                    
                                        
                                        Andrew Metrick
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Insider Trading, News Releases and Ownership Concentration

                            
                                By
                                    
                                    
                                        
                                        Jana P. Fidrmuc, 
                                        
                                    
                                        
                                        Marc Goergen, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Public Disclosure and Dissimulation of Insider Trades

                            
                                By
                                    
                                    
                                        
                                        Steven J. Huddart, 
                                        
                                    
                                        
                                        John S. Hughes, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.107 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
