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Abstract

Institutions often have access to corporate inside information through their connections but little is
known about the extent to which they exploit their informational advantage through short-term
trading. First an examination is made of daily trading by eight different types of individuals and
institutional investors ahead of news events. The study finds that most institutional and individual
investor groups are uninformed prior to takeovers and earnings announcements. A group of large
hedge fund traders consistently sells prior to negative earnings announcements and wealthy
individuals at full-service brokerage houses trade in the right direction ahead of takeover
announcements. To examine cross-sectional variation among institutional traders, a unique broker-
level trading data was used. Despite examining the issue from many angles, the study is unable to
find evidence that investment banks’ proprietary trading desks take advantage of connections
through takeover advising, IPO and SEO underwriting, or lending relationships. Their clients do not
profit from this information either. In contrast to recent literature and financial press, results
suggest that institutional investors are reluctant to use their inside information, at least in brazen
ways.
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