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‭returns. In the shorter event windows acquisitions generate greater significant abnormal‬
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‭suggesting a stronger signalling effect to the market. This is especially prominent when‬
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‭capitalisation of a company produces unambiguous results regarding the informativeness of‬

‭trades, with indices that small firms are more informative in purchase transactions and less in‬

‭sales. This study contributes to the existing literature by providing a focused analysis of‬

‭insider trading within the less regulated and more volatile Nasdaq Firth North Growth‬

‭Market. Future research could extend this study by further investigating sales transactions, or‬

‭by conducting a comparative analysis examining how insider trading effects vary between‬

‭more and less regulated markets.‬
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‭1.‬‭Introduction‬

‭1.1 Background‬

‭Insider trading is a frequently discussed topic among investors, stakeholders, and within‬

‭business media, often portrayed as a "signal to buy". A recent article in Dagens Industri‬

‭underscores the potential value of insider trades as an information source for investors.‬

‭Nonetheless, the article emphasises the importance of thorough analysis and consideration of‬

‭other pertinent factors (Olsson, 2023). The article also discussed the signalling value that‬

‭insider trades can have and claims that it is more common for insiders in smaller companies‬

‭to try and give the market a confidence boost by buying shares in its own company.‬

‭There are two types of insider trading, legal and illegal. In this study, our analysis is restricted‬

‭to the legal dimensions. Regulations have for long dictated how insiders can trade within‬

‭their own company, aiming to prevent them from leveraging their informational advantage.‬

‭These regulations regulate the timing of the purchases, the obligation to report on them, and‬

‭more. The reporting obligation applies to all transactions once a total amount of 5,000 euro‬

‭has been reached during a calendar year (Finansinspektionen, 2023). All transactions must be‬

‭reported into the Swedish Financial Supervisory Authority’s (Finansinspektionen, “FI”)‬

‭PDMR transactions register which is publicly available for all through Finansinspektionen’s‬

‭website. In June 2016, new rules regarding insider trading were issued. The changes included‬

‭for example a shortened time frame in which insiders must report trades to three days after a‬

‭transaction, extension of the types of instrument to be reported and a broadening of the notion‬

‭“insider person” to “person discharging managerial responsibilities” (Finansinspektionen,‬

‭2016).‬

‭Insider’s naturally have more access to information regarding the current state and the future‬

‭outlook of its company which creates information asymmetry with the rest of the market.‬

‭This imbalance can lead to adverse selection, where transactions benefit one party over‬

‭another, potentially discouraging further market participation (Akerlof, 1970). To mitigate‬

‭this, signalling theory, introduced by Michael Spence (1973), becomes crucial. It suggests‬

‭that parties can communicate their private knowledge through signals and thereby restore‬

‭trust in transactions. In financial markets, and specifically within the context of CEO insider‬

‭trading, signalling is particularly relevant. Insider trading can act as a signal to the market,‬
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‭indicating the insider's perspectives on the company’s future, based on information not yet‬

‭publicly available (Connelly et al., 2011). This form of signalling is influential, as it‬

‭potentially guide investors' decisions.‬

‭Research on insider trading has received significant attention, examining its impact on share‬

‭prices and whether insiders outperform the market. Early studies by Jaffe (1974) and Finnerty‬

‭(1976) demonstrate that insiders can identify mispricing and generate abnormal returns.‬

‭Several researchers (e.g. Seyhun, 1986; Lin and Howe, 1990) conclude that there is an‬

‭information hierarchy within firms, making executives closer to the operations of the firm’s‬

‭trades more informative than other insiders. Beyond the difference of insider’s positions,‬

‭many observe a difference in the informational content between acquisitions and disposals,‬

‭arguing for a higher informational values in insider’s purchases (see Lakonishok and Lee,‬

‭2001; Fidrmuc et al., 2013; Kallunki et al., 2009). Reasons for this are for example the‬

‭homogene reason to acquire a share, to generate return, and the diverse reasons to divest one,‬

‭such as portfolio diversification and tax implications (Fidrmuc et al., 2013; Kallunki et al.,‬

‭2009). Jeng et al. (2003) argue that larger transactions have higher informational content than‬

‭smaller ones. This aligns with Akerlof's (1970) signalling theory in the sense that a large‬

‭transaction carries more signalling value to the market. Moreover, trades in smaller firms tend‬

‭to generate higher abnormal returns compared to their larger counterparts (e.g. Seyhun, 1986;‬

‭Lakonishok and Lee, 2001).‬

‭The Swedish stock exchange comprises various lists, each housing different types of listed‬

‭companies. On the Nordic Large Cap list, you find the largest and most well known‬

‭companies in Sweden such as Volvo, AstraZeneca and Atlas Copco. Many smaller companies‬

‭are listed on the Nasdaq First North Growth Market (First North) which contains‬

‭approximately 550 traded companies (Nasdaq, n.d.). First North offers a unique landscape for‬

‭the study of insider trades due to its distinctive characteristics as a Multilateral Trading‬

‭Facility (MTF). Unlike traditional trading exchanges, the First North MTF operates as an‬

‭alternative trading venue where companies are subject to specialised segment rules of the‬

‭First North MTF but are not bound by the requirements for admission and ongoing‬

‭compliance of regulated markets.‬‭This framework provides‬‭a more accessible platform for‬

‭growing companies, which may influence the nature and implications of insider trading‬

‭activities (Nasdaq, n.d.). As an MTF, First North is governed by the rules set forth in the‬

‭Markets in Financial Instruments Directive (MiFID) of the European Union. This ensures a‬
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‭regulated trading environment, despite the more relaxed admission criteria compared to‬

‭traditional exchanges (Corporate Finance Institute, n.d.).‬

‭1.2 Research Question and Purpose‬

‭Our study aims to contribute to existing literature by investigating abnormal returns‬

‭associated with CEO insider transactions in publicly listed Swedish companies on the less‬

‭regulated and more volatile Nasdaq First North Growth Market. We build upon previous‬

‭research on insider trading, including studies by Jeng et al. (2003) and Dardas and Güttler‬

‭(2011), by examining various factors such as transaction type, size and size of market‬

‭capitalisation. Earlier studies have mainly concentrated on larger and more regulated markets‬

‭and there are limited studies exploring less regulated markets in Sweden, such as First North.‬

‭Unlike traditional stock exchanges, First North typically accommodates smaller and growing‬

‭companies, often characterised by increased volatility. Building upon the previous literature‬

‭that highlights the company size effect on insider trading, this market presents a unique‬

‭opportunity to explore the significance of abnormal returns. Moreover, given the indication‬

‭from prior studies that executive trades carry greater informational value, narrowing our‬

‭focus to CEO trades is a logical step. This focused approach helps us investigate the impact‬

‭of CEO insider trading on short-term stock performance within the Nasdaq First North‬

‭Growth Market, giving us the following research question:‬

‭-‬ ‭Are there any short-term abnormal returns associated with CEO insider trades on the‬

‭Nasdaq First North Growth Market?‬

‭To address this question, we will explore three sub-questions, each testing a hypothesis that‬

‭contributes to our overall understanding of the main research question:‬

‭-‬ ‭Does the type of transaction, i.e. acquisition or disposal, have an impact on short-term‬

‭abnormal returns associated with CEO insider trades on the Nasdaq First North‬

‭Growth Market?‬

‭-‬ ‭Does the size of transactions have an impact on short-term abnormal returns‬

‭associated with CEO insider trades on the Nasdaq First North Growth Market?‬
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‭-‬ ‭Does the size of market capitalisation of a firm have an impact on short-term‬

‭abnormal returns associated with CEO insider trades on the Nasdaq First North‬

‭Growth Market?‬

‭Each of these sub-questions aims to examine different dimensions of the main question,‬

‭enabling a nuanced synthesis of how various factors influence abnormal returns following‬

‭CEO insider trading activities.‬

‭The method used for this study is an event study, as described by MacKinlay (1997). The data‬

‭sample consists of 704 CEO insider transactions on First North between the years 2019-2023.‬

‭The results suggest that insider transactions on First North generate abnormal returns.‬

‭Acquisitions generate larger abnormal returns during the shorter event windows, however,‬

‭disposals generate larger abnormal returns during the longest event window. Larger‬

‭transactions result in greater abnormal returns, both when analysed in absolute values and‬

‭more significantly when related to the market capitalisation of the company. The analysis‬

‭based on the size of market capitalisation of a company shows that acquisitions in small and‬

‭mid size firms generate larger abnormal returns compared to larger ones. In contrast,‬

‭disposals show the largest effect among the larger companies.‬

‭1.3 Outline‬

‭The rest of the paper is structured in the following way: Section 2 includes a literature review‬

‭over the efficient market hypothesis, the signalling theory, and abnormal returns in‬

‭correlation with insider trades, as well as the hypothesis development. Section 3 includes a‬

‭description of the methodology used and section 4 contains a presentation of the empirical‬

‭data collection. Section 5 outlines the results derived from the analysis. Section 6 presents a‬

‭discussion of the results and section 7 provides conclusions, contributions, limitations and‬

‭suggestions for future research. Section 8 provides references.‬
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‭2.‬‭Literature Review and Hypothesis‬

‭This section provides a theoretical background for our study. The efficient market hypothesis‬

‭is first described, followed by description of information asymmetry and signalling theory.‬

‭Previous research on insider trading and abnormal returns is subsequently presented,‬

‭concluding with the hypothesis development based on previous empirical findings and‬

‭literature.‬

‭2.1 Efficient Market Hypothesis‬

‭The Efficient Market Hypothesis (EMH) is a theory in financial economics that suggests that‬

‭asset prices reflect all available information. According to this hypothesis, it is impossible to‬

‭consistently outperform the market because stock prices already incorporate and adjust to all‬

‭relevant information, making it difficult for investors to gain an edge through analysis or‬

‭trading strategies. According to Fama (1970), there are three forms of market efficiency:‬

‭weak, semi-strong and strong form. The weak form stipulates that the stock price at any given‬

‭point in time reflects the historical price and return of the share. The semi-strong form states‬

‭that share prices fully reflect all publicly available information, while the strong form‬

‭maintains that a stock’s price reflects all information, both public and private. In a weak form‬

‭there is a possibility to outperform the market by using information and conducting‬

‭fundamental analysis. In a semi-strong form, one should not be able to outperform the market‬

‭by analysis, however, as insiders possess information not publicly available they are in theory‬

‭able to generate abnormal returns by using that information. Consequently, utilising insider‬

‭information to generate abnormal returns should not be possible in the strong form, as all‬

‭information is already reflected in the share price.‬

‭2.2 Information Asymmetry and Signalling Theory‬

‭Information asymmetry arises when one party has access to more information than another‬

‭(Akerlof, 1970). In financial markets, information asymmetry occurs when one party‬

‭possesses more or superior information than another, potentially influencing investment‬

‭decisions and outcomes. Stiglitz (2000) emphasises the significance of information‬

‭asymmetry in two key areas: quality and intent. Regarding quality, asymmetry arises when‬

‭one party lacks awareness of the other's characteristics, while in matters of intent, it becomes‬

‭crucial when one party is concerned about the behavioural intentions or actions of the other.‬
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‭A common problem occurring from information asymmetry is adverse selection. The‬

‭fundamental idea of adverse selection is when a buyer and seller have different information.‬

‭One of the parties may participate in trades that are most beneficial for them at the other‬

‭party's expense (Akerlof, 1970). This may cause the other party to worry and withdraw from‬

‭the trade, thus, diminishing the market trade volume. A primary solution, suggested by‬

‭Akerlof (1970), to the adverse selection, and thus the information asymmetry problem is‬

‭signalling.‬

‭The theory of signalling was first introduced by Michael Spence in 1973, where he studied‬

‭the concept within job markets with the aim of reducing the knowledge gap between‬

‭organisations and potential employees. He discusses situations involving information‬

‭asymmetry, exploring how different parties can signal their intentions to effectively reduce‬

‭the asymmetry. For example, Spence's theory suggests that education and credentials serve as‬

‭signals in the labour market. By investing time and resources in obtaining degrees or‬

‭certifications, individuals demonstrate their commitment and capability to potential‬

‭employers. The effectiveness of a signal lies in its costliness. Signals that are easy to fake or‬

‭acquire without genuine ability hold little value. However, signals that require significant‬

‭investment or effort can credibly convey information about the sender's abilities.‬

‭According to Connelly et al. (2011) the concept of signalling involves three key participants:‬

‭the signaller, the signal, and the receiver. The signaller is an insider with access to exclusive,‬

‭potentially impactful information about a person, product, or organisation. This information,‬

‭which can be either positive or negative, equips the insider with unique insights into the‬

‭subject's quality or behaviour. The signal itself is the information transmitted by the signaller‬

‭to outsiders, typically emphasising positive attributes to highlight favourable organisational‬

‭traits. The receiver, on the other hand, is an outsider seeking information they do not possess,‬

‭which affects their decisions and actions regarding the organisation. Effective signalling‬

‭requires that both the signaller and the receiver benefit from the exchange, where the former‬

‭gains from the actions prompted by the signal, and the latter benefits from making informed‬

‭decisions based on the signal. In the context of insider trading, signalling could be seen as a‬

‭way for an insider to signal to outside investors about future company performance.‬
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‭In line with information asymmetry and signalling theories, information asymmetry could‬

‭affect the decision of an investor whether to invest in a firm or not, and the firm can try to‬

‭influence the decision through signalling. The study by Seyhun (1986) examines whether‬

‭insiders can make abnormal profits from trading their company's stocks and whether‬

‭outsiders can also profit by imitating insiders. It analyses around 60,000 insider transactions‬

‭from 1975 to 1981. The findings suggest that insider trades could indeed lead to abnormal‬

‭profits and that the insiders' ability to predict stock price movements does impact the cost of‬

‭trading for other investors. This relates to signalling theory in suggesting that insider trading‬

‭reflects information not yet available to the market, thus impacting market efficiency.‬

‭2.3 Insider Trading and Abnormal Returns‬

‭During the past few decades, academics have dedicated significant attention to studying‬

‭insider transactions, how they influence share prices and if insiders outperform the market.‬

‭Beyond purely investigating the abnormal returns produced by insiders, researchers‬

‭incorporate other factors such as market capitalisation and transaction type into the analysis‬

‭(e.g. Jeng et al., 2003). One such aspect is the insider’s position within the firm (e.g. Seyhun,‬

‭1986; Lin and Howe, 1990; Dardas and Güttler, 2011). Seyhun (1986) concludes that an‬

‭insider's position in the firm influences the abnormal returns. Insiders presumed to have‬

‭deeper insights into the overall operations of the firm, such as chairpersons of boards of‬

‭directors or officer-directors, prove to be more adept at forecasting future abnormal stock‬

‭price fluctuations compared to officers or individual shareholders. This is in line with the‬

‭Information Hierarchy Hypothesis (IHH) that states that insiders who are closer to the‬

‭operations of the firm have access to better information which makes their trades more‬

‭informative. This hypothesis has been both supported and contested. Lin and Howe (1990)‬

‭found support for the hypothesis, arguing that top executives, officers, and directors engage‬

‭in trading based on more valuable information in contrast to large shareholders. Dardas and‬

‭Güttler (2011) find no evidence for the IHH when examining several European countries,‬

‭with Sweden and France being an exception where the market reaction was stronger for‬

‭insiders in high positions. Conversely, Jeng et al. (2003) identify that neither the insider’s‬

‭position within the firm or the size of the firm significantly affected the abnormal returns.‬

‭Similarly, Fidrmuc et al. (2006), find no support for the IHH. They offer the explanation that‬
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‭CEOs, since they possess more information, face heightened scrutiny leading them to hesitate‬

‭in utilising their informational advantage, consequently lowering informational value.‬

‭2.3.1 Influence of Transaction Type on Short-term Abnormal Returns‬

‭Previous studies indicate a distinction in informational content between insider sales and‬

‭purchases (see Lakonishok and Lee, 2001; Fidrmuc et al., 2013; Kallunki et al., 2009).‬

‭Lakonishok and Lee (2001) argue that only insider purchases contain useful information for‬

‭future stock performance, since the primary objective for buying a stock is to generate‬

‭returns. Fidrmuc et al. (2013) investigate abnormal returns using more than 240,000 insider‬

‭trades in 15 European countries and the USA. In line with Lakonishok and Lee (2001), they‬

‭argue that the informational value of insider sales is generally lower compared to purchases.‬

‭This is because the motivation for divesting a stock often encompasses insiders'‬

‭diversification and liquidity requirements, which are not primarily tied to informational‬

‭factors. Kallunki et al. (2009) further supports this view. They examine why corporate‬

‭insiders trade in the context of the Swedish market and conclude that the primary factors‬

‭influencing insiders' decisions to sell are portfolio rebalancing objectives, tax implications,‬

‭and behavioural biases, making disposals less informative than acquisitions.‬

‭2.3.2 Influence of Transaction Size on Short-term Abnormal Returns‬

‭Jeng et al. (2003) incorporate the factor of transaction size to analyse abnormal returns.‬

‭Intuitively, larger transactions should have a stronger impact on any reaction, aligning with‬

‭Akerlof's (1970) signalling theory. Using this theory, larger transactions carry more signalling‬

‭value, indicating a stronger corporate belief (purchases) or disbelief (sales). However, Jeng et‬

‭al. (2003) contend that larger sales transactions may have motives beyond mere returns, such‬

‭as risk reduction or personal consumption. Similarly, they argue that large-volume purchases‬

‭may be driven by motives like corporate control or non-monetary benefits rather than pure‬

‭returns. Nonetheless, Jeng et al. (2003) find that large-and medium volume trades yield‬

‭economically large and statistically significant returns, whereas low-volume purchase trades‬

‭exhibit considerably lower returns. Conversely, the analysis of the sales portfolio yields‬

‭insignificant results. Similarly to this, Dardas and Güttler (2011) find that large transactions‬

‭trigger larger announcement effects than smaller transactions. They find that transactions‬

‭amounting to more than 0.1% of the market value of equity of a firm yields the highest‬

‭abnormal returns, which is consistent with research by Fidrmuc et al. (2006).‬
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‭2.3.3 Influence of Company Size on Short-term Abnormal Returns‬

‭Seyhun (1986) utilise the market model to compute normal returns and integrate a size factor‬

‭to categorise firms according to their market capitalisation. His results indicate a negative‬

‭correlation between firm size and abnormal returns, suggesting that insider trades yield larger‬

‭abnormal returns in smaller firms compared to larger ones. This is supported by Lakonishok‬

‭and Lee (2001), who claim that the small-cap segment often is regarded as less efficient. With‬

‭a smaller firm, it becomes increasingly feasible for a single manager to possess a substantial‬

‭amount of relevant information. Jeng el al. (2003) find that small-firm purchase portfolios‬

‭consistently yield significant abnormal returns, while sale portfolios do not. However, the‬

‭difference in abnormal returns between small and large firms diminishes when size is‬

‭controlled for. Moreover, given that smaller firms obtain less scrutiny from equity analysts‬

‭compared to larger companies, insiders within smaller firms are more likely to maintain an‬

‭informational edge over other market participants. This is in line with Frankel and Li (2004),‬

‭which argue that increased analyst following is associated with reduced information‬

‭asymmetry between managers and investors, thus lowering the predictive power of insider‬

‭trades.‬

‭2.3.4 Regulatory Impact and Market Efficiency‬

‭Over the past few decades, Europe has significantly tightened its regulatory framework‬

‭around insider trading. Starting with a directive from the European Union in 1989, adopted‬

‭into national legislation by member states during the 1990s, these regulations have‬

‭continually evolved (European Union. Council, 1989). The initial directive was replaced by‬

‭the Market Abuse Directive (MAD) in 2003, which sought to harmonise market regulations‬

‭throughout the European Union (European Parliament and Council, 2003). More recently, the‬

‭introduction of the Market Abuse Regulation (MAR) in July 2016 added even stricter‬

‭controls (European Commission, 2016). This raises questions about the current efficacy of‬

‭insider trading as a market signal and the ability of insiders to secure abnormal profits under‬

‭these stringent conditions.‬

‭In Sweden, Finansinspektionen is tasked with overseeing financial markets, including the‬

‭supervision of insider trading (Finansinspektionen, 2023). Being a member of the European‬

‭Union, Sweden is directly subject to the EU's MAR. This regulation mandates that insiders in‬

‭listed companies, particularly those holding significant managerial roles such as CEOs with‬
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‭access to sensitive information, must personally report their trading activities‬

‭(Finansinspektionen, 2016).‬

‭According to research by Kim et al. (2016), the progression towards stricter regulations is‬

‭expected to improve the information quality of insider trades. Their study, which analysed‬

‭insider trading regulations across 44 countries and 24,000 companies, indicates that tighter‬

‭regulation not only increases the informativeness of insider trades but also enhances overall‬

‭market efficiency.‬

‭2.4 Hypothesis Development‬

‭The research question relates to whether there are abnormal returns in the short term when‬

‭insiders trade stocks. Specifically, we want to investigate if abnormal returns are generated by‬

‭CEOs on the Nasdaq First North Growth Market. The analysis is made on the immediate‬

‭market reaction on the publication day as well as the share price development for 1, 3 and 7‬

‭days before and after the publication of the transaction.‬

‭Because of the more relaxed regulated environment, First North is typically tailored for‬

‭smaller and growing companies, often characterised by higher volatility. This creates an‬

‭environment where CEO insider trades may have a more pronounced impact on stock prices,‬

‭potentially leading to significant short-term abnormal returns. Investigating insider trading‬

‭patterns specifically within this context can offer new insights and contribute to a deeper‬

‭understanding of the dynamics of insider trading. Previous research, such as Jaffe (1974),‬

‭Finnerty (1976) and Fidrmuc et al. (2013), conclude that insiders do earn abnormal returns.‬

‭Consistent with these findings, this paper expects to find evidence of short-term abnormal‬

‭returns following insider transactions in the Nasdaq First North Growth Market.‬

‭The different types of transaction communicate different signals to the market, generally‬

‭generating different market reactions. Intuitively, an insider's purchase should signal‬

‭confidence and thus generate a positive market reaction, while the opposite should hold for a‬

‭disposal. Given this, separating buy and sales transactions in our study is natural, since their‬

‭market reaction can be assumed to offset each other. Prior studies have highlighted the‬

‭difference in informational content between acquisitions and disposals with acquisitions‬

‭being more informative (see Lakonishok and Lee, 2001; Fidrmuc et al., 2013; Kallunki et al.,‬
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‭2009). Hence, we expect that acquisitions will generate larger abnormal returns compared to‬

‭disposals. Therefore, our first hypothesis is as follow:‬

‭H1: Abnormal returns do not vary significantly between transaction types.‬

‭H1a: Abnormal returns vary significantly between transaction types.‬

‭Jeng et al. (2003) incorporated the factor of transaction size to analyse the returns generated.‬

‭Intuitively, larger transactions should have a larger impact on any reaction, aligning with‬

‭Akerlof's (1970) signalling theory. Dardas and Güttler (2011) conclude that transactions‬

‭exceeding 0.1% of a firm's market capitalisation generate the largest abnormal returns,‬

‭aligning with the same idea formulated by Fidrmuc et al. (2006). Using this theory, larger‬

‭transactions carry more signalling value and should generate the largest market reaction.‬

‭Therefore, our second hypothesis is as follow:‬

‭H2: Abnormal returns do not vary significantly between different transaction sizes.‬

‭H2a: Abnormal returns vary significantly between different transaction sizes.‬

‭Seyhun (1986) argues that insider trading is most informative in small companies compared‬

‭with larger counterparts. This also aligns with Lakonishok and Lee (2001), who claim that the‬

‭small-cap segment often is regarded as less efficient. They use market capitalisation to‬

‭determine the size of firms, dividing them into categories based on their market value of‬

‭equity. Based on these findings, we expect that the impact of insider trading will be more‬

‭prominent in smaller companies, where inefficiencies in market information potentially‬

‭increase the effects of such trades. Based on this, our third hypothesis examines the relation‬

‭of firm size and abnormal return:‬

‭H3: Abnormal returns do not vary significantly between different market values of equity of‬

‭the firms.‬

‭H3a: Abnormal returns vary significantly between different market values of equity of the‬

‭firms.‬
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‭3.‬‭Methodology‬

‭This paper examines the research question and hypotheses about insider trades on the Nasdaq‬

‭First North Growth Market and their short-term effects on share prices. The methodology‬

‭involves a market model event study as described by MacKinlay (1997) and is an appropriate‬

‭method to use to assess a specific event’s impact on the valuation of a security. The method is‬

‭based on the efficient market hypothesis and indicates that the effects of an event will be‬

‭reflected directly in the stock's price.‬

‭An event study compares stock returns from two time periods: the event window and the‬

‭estimation window. The event window represents the period surrounding the event day, while‬

‭the estimation window refers to a timeframe before the event day that serves as a basis for‬

‭comparison with the event window. The estimation window is used to predict the stock's‬

‭normal return, enabling the calculation of the expected normal return for the event window as‬

‭if the event had not occurred. The difference between the expected normal return and the‬

‭actual return constitutes the abnormal return. Thus, a positive abnormal return indicates that‬

‭the actual return exceeds the expected normal return.‬

‭The event of interest is a CEO's acquisition or disposal of his or her company's own stock.‬

‭We define the event's date based on the publication date of a CEO transaction, as opposed to‬

‭the transaction's actual date. This rationale stems from our focus on the market's response to‬

‭the transactions, therefore making it interesting when the information becomes publicly‬

‭accessible. In cases where the publication occurs on a non-trading day, we consider the‬

‭subsequent trading day as the event date.‬

‭3.1 Event Window‬

‭The event windows are set to [-7; 7], [-3; 3], [-1; 1] and [0; 1]. The purpose of using extended‬

‭event windows is to account for pre- and post-event returns that may arise due to for example‬

‭leakages between the transaction and publication date. We decided to keep the maximum‬

‭event window at seven days since longer event periods make it harder to draw statistical‬

‭inferences from the results due to the fact that there might be other reasons for movements in‬

‭share prices that are difficult to control for.‬
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‭3.2 Estimation Window‬

‭An estimation window of 120 days is set, starting 128 days before the event and ending 8‬

‭days before the event. This aligns with the recommendation of MacKinlay (1997) that the‬

‭estimation window and the event window should not overlap. MacKinlay's use of a 120-day‬

‭estimation window has been adopted in our study as well.‬

‭3.3 Market Model‬

‭MacKinlay (1997) presents two models for normal returns: the constant mean return model‬

‭and the market model. The constant mean model simply adopts the mean return of a specified‬

‭period as the normal return. In contrast, the market model involves regressing a security's‬

‭historical return to a market index to account for variations in the market portfolio. By‬

‭utilising the market model, it is anticipated that the fluctuations in abnormal returns will‬

‭decrease. Therefore, we decided to use this framework in our study.‬

‭The market model is specified as:‬

‭R‬‭it‬ ‭= ɑ‬‭i‬‭+ β‬‭i‬ ‭R‬‭mt‬‭+ ε‬‭it‬

‭Where:‬

‭-‬ ‭R‬‭it‬‭: Return of security i in time period‬‭t‬‭.‬

‭-‬ ‭ɑ‬‭i‬‭: Alpha coefficient for stock‬‭i‬‭.‬

‭-‬ ‭β‬‭i‬‭: Beta coefficient for stock‬‭i.‬

‭-‬ ‭R‬‭mt‬‭: Return of a market portfolio in time period‬‭t‬‭,‬

‭-‬ ‭ε‬‭it‬‭: A residual defined as the mean disturbance term‬‭for firm i in time period t, with‬

‭variance σ‬‭2‬
‭ε‬‭i‬‭. The expected mean disturbance is zero.‬

‭The alpha (ɑ) and beta (β) of the market model are estimated using an ordinary least squares‬

‭(OLS) regression by relating the return of each stock subject to an insider transaction with the‬

‭return of the market index over the estimation window.‬
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‭3.4 AR, AAR and CAR‬

‭The market model of normal returns allows us to compute our estimated abnormal returns by‬

‭simply comparing the actual return with the expected normal return:‬

‭AR‬‭it‬‭= R‬‭it‬ ‭− (ɑ‬‭i‬ ‭+ β‬‭i‬ ‭R‬‭mt‬‭)‬

‭Where:‬

‭-‬ ‭AR‬‭it‬‭: The abnormal return for firm‬‭i‬‭in time period‬‭t.‬

‭-‬ ‭R‬‭it‬‭: The realised return for firm‬‭i‬‭in time period‬‭t.‬

‭-‬ ‭ɑ‬‭i‬‭: Alpha coefficient for stock‬‭i‬‭.‬

‭-‬ ‭β‬‭i‬‭: Beta coefficient for stock‬‭i.‬

‭-‬ ‭R‬‭mt‬‭: Market return at time‬‭t.‬

‭The individual securities abnormal returns can be aggregated into Average Abnormal Return‬

‭(AAR),  using AR‬‭it‬‭for each event period. Given‬‭N‬‭events, the sample aggregated abnormal‬

‭returns for period‬‭t‬‭is:‬

‭To test the significance of the abnormal returns, we aggregated into cumulative abnormal‬

‭returns (CARs) across each event window. The CAR is defined as the sum of the abnormal‬

‭returns for each security‬‭i‬‭across our event windows‬‭and is calculated as follows:‬

‭The cumulative average abnormal return (CAAR) is calculated by taking the average CAR‬

‭for each respective observation over the defined event window.‬

‭We formulate our hypothesis as:‬

‭H‬‭0‬‭: CAAR = 0; H‬‭1‬‭: CAAR ≠ 0;‬

‭15‬



‭The hypothesis is that CEO trades impact returns, i.e., a cumulative average abnormal return‬

‭not zero. In line with the consensus in financial literature, the test is statistically significant if‬

‭we are able to reject the null hypothesis at a 5% significance level.‬

‭3.5 Limitations of Study‬

‭MacKinlay (1997) identifies three significant challenges in short-term event studies: the‬

‭selection of sampling intervals, determining the certainty of event dates, and ensuring the‬

‭quality of the results. However, he notes that the last point is rarely problematic. He first‬

‭points out that the effectiveness of statistical tests diminishes as the length of the event‬

‭window increases. In this study, the event window extends to +-7 days, which might‬

‭compromise the reliability of our test results and the validity of any conclusions drawn from‬

‭these extended periods. The rationale for expanding the event window to include days prior‬

‭to the actual event is to address the second point, the potential for premature information‬

‭leaks, which cannot be entirely dismissed. MacKinlay highlights the difficulty of accurately‬

‭determining event days, which can skew results. However, this study is supported by legal‬

‭requirements that guarantee precise date reporting. Despite these challenges, the paper‬

‭suggests that the methodological limitations are likely to have a minimal effect, given the‬

‭shortness of the event windows and the accurate definition of event dates. Thus, following‬

‭MacKinlay's analysis, the study is expected to yield reliable test statistics.‬

‭4.‬‭Data Collection and Compilation‬

‭4.1 Share Prices, Market Indices and Market Capitalisation‬

‭Share price data is collected from the database Capital IQ and includes all Swedish firms that‬

‭traded on Nasdaq First North Growth Market during the time interval January 1‬‭st‬ ‭2019 -‬

‭December 31‬‭st‬ ‭2023. Regarding limitations, the dataset‬‭is limited to only include Swedish‬

‭firms traded on First North. with the rationale that they all report their insider trades in the‬

‭same database. As for indices, the First North All-Share Index is used as reference to‬

‭calculate the abnormal returns. This index includes all the listed companies traded on Nasdaq‬

‭First North Growth Market. Data for the index is downloaded from Capital IQ for the time‬
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‭period corresponding to the share price data. Additionally, the market capitalisation of each‬

‭firm at the time of the event is obtained from Capital IQ.‬

‭4.2 Insider Transactions‬

‭The insider transaction data is obtained from Finansinspektionen’s PDMR transactions‬

‭register. The database is used to obtain all insider transactions in the Stockholm Stock‬

‭Exchange between January 1‬‭st‬ ‭2019 and December 31‬‭st‬ ‭2023. Our initial dataset comprised‬

‭approximately 2,100 CEO transactions spanning over five years on the Nasdaq First North‬

‭Growth Market. Details provided in transaction data include transaction nature, value, ISIN‬

‭code for the security, transaction and publication dates, among others. Given the nature of the‬

‭data obtained from Finansinspektionen, several stages of filtration are applied. Naturally we‬

‭only include transactions made by CEOs on behalf of their own account or legal entity.‬

‭Secondly, we only include acquisitions and disposal with shares as an instrument. Thirdly, we‬

‭only include current transactions and exclude any observations published more than seven‬

‭days after the transaction date. As outlined by MacKinlay (1997), when multiple transactions‬

‭occur for the same entity on a single day, we cluster all sell transactions together and all buy‬

‭transactions together, respectively. Lastly, we exclude all events without available stock data‬

‭during the entire estimation window. From the total sample of transactions our final dataset‬

‭comprises 704 transactions, as described in the Data filtration funnel below.‬

‭Table 1‬‭: Data Filtration Funnel‬
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‭4.3 Limitations to Data Set‬

‭One limitation of our dataset is the insufficient historical data on stock prices for recently‬

‭listed companies, which, given our 120-day estimation window, naturally led to their‬

‭exclusion from the analysis. Another limitation is the composition of our sample, where‬

‭acquisitions make up about 92 percent of all transactions, leaving a small number of insider‬

‭disposals for analysis. Such a limited dataset can skew results, as the performance of a few‬

‭disposals or the unique conditions of certain companies might disproportionately impact the‬

‭overall findings. However, in light of prior research on various transaction types and their‬

‭association with abnormal returns, we recognise the importance of incorporating disposals in‬

‭the analysis to detect potential differences between transaction types. Consequently, while our‬

‭results offer initial insights into the dynamics of insider disposals, they should be interpreted‬

‭with caution.‬

‭4.4 Variable Construction‬

‭As highlighted in the literature review and hypothesis development, the impact of CEO‬

‭insider trading on abnormal returns can vary significantly depending on different factors, e.g.‬

‭the size and type of transactions. To effectively address our sub-research questions, and by‬

‭extension our main research questions, we split the sample data into different variables. Table‬

‭2 shows the distribution of variables in our study. Transaction sizes are categorised into three‬

‭tiers: large, mid, and small. Large transactions include those exceeding SEK 200,000,‬

‭mid-sized transactions are above SEK 50,000, and small transactions encompass all below‬

‭SEK 50,000. Noteworthy, disposals typically involve larger transactions, which lead to a‬

‭somewhat skewed split with the majority of events categorised as large transactions. To‬

‭account for the proportionality of transactions, we also assess transaction size relative to the‬

‭market capitalization of the company. Transactions are divided into three tiers: large‬

‭transactions represent those accounting for more than 0.1% of the total market value of equity‬

‭at the time of the transaction, mid-sized transactions exceed 0.02%, and small transactions‬

‭fall below 0.02%. This classification aligns with the findings of Dardas and Güttler (2011),‬

‭who observed the highest cumulative abnormal returns (CAAR) for transactions exceeding‬

‭0.1% of the firm’s market capitalisation. Lastly, we classify the market value of equity into‬

‭tiers: small, for companies with a market capitalization below SEK 200 million; medium, for‬

‭those between SEK 200 million and SEK 800 million; and large, for companies exceeding‬

‭SEK 800 million. Market capitalisation is measured at the time of the event.‬
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‭Table 2:‬‭Variable Construction‬

‭4.5 Final Data Sample‬

‭After conducting the filtration steps as outlined in table 1, we end up with a total of 704‬

‭transactions in our data sample. In table 3 the transactions are presented divided into years‬

‭and the transaction types acquisitions and disposals. As shown, there is a clear preponderance‬

‭of acquisitions versus disposals with approximately 92 percent of the final data sample‬

‭consisting of acquisitions. Furthermore, the split between years is relatively even, with 2019‬

‭having the lowest number of transactions and 2022 containing the largest amount of‬

‭transactions.‬

‭Table 3:‬‭Number of transactions by year‬
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‭5.‬‭Results‬

‭In this section, we present the results of our analyses. The section contains descriptive‬

‭statistics of our findings, as well as the result of our statistical analysis.‬

‭5.1 Descriptive Statistics‬

‭Table 4 shows a descriptive analysis over all transactions used in the statistical analysis,‬

‭divided into our event windows. We observe the largest outliers in the [-7; 7] event window,‬

‭with acquisitions naturally having the largest positive outliers and disposals the largest‬

‭negative outliers. Furthermore, we observe that the standard deviation decreases with the‬

‭shorter event windows. As expected the results are volatile, which is natural given the nature‬

‭of companies listed on the Nasdaq First North Growth Market.‬

‭Table 4:‬‭Descriptive analysis of abnormal returns‬‭for all transactions‬
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‭5.2 Statistical Analysis‬

‭In this section, we present the results of the statistical analysis conducted on our data sample,‬

‭following the methodology outlined in section 3.‬

‭5.2.1 Abnormal returns by transaction type‬

‭Table 5 summarises the Average Abnormal Returns (AAR) for the 7-day event window. For‬

‭the acquisitions we observed negative abnormal returns prior to the event day, with the -7 day‬

‭being an exception. The event day itself shows significant positive abnormal returns of‬

‭1.04%. Contrary to expectations, we observe that the days leading up to the event yield more‬

‭significant outcomes in comparison to those that follow. As anticipated, the positive trend in‬

‭AARs persists following the event day, however, these results are not significant. For‬

‭disposals, we observe significant results on the event day, as well as on days 4, 5 and 6. The‬

‭event day AAR is -0.88%, and the significant days following the event day are as expected‬

‭negative.‬

‭Table 5:‬‭Summary of AAR, t-value and p-value for all‬‭transactions‬

‭Table 6 shows the CAAR for all transactions divided into acquisitions and disposals. The‬

‭result of our t-tests conducted on the overall dataset indicate evidence that insider‬

‭transactions within the Nasdaq First North Growth Market yield significant abnormal returns‬

‭during certain event windows.‬‭For the acquisitions,‬‭we observe a CAAR of 1.42% on the [0;‬
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‭1] event window with a p-value indicating strong significance. For the [-1; 1] event window,‬

‭we observed a CAAR of 0.85% and successfully rejected the null hypothesis at a 5%‬

‭significance level. In contrast, the [-3; 3] event window showed a CAAR of 0.96%, however,‬

‭despite a low p-value, we could not reject the null hypothesis at the same significance level.‬

‭Regarding the disposals, we only observe significant results for the event window [-7; 7 ] of‬

‭-6.91%. Given these results, we can in line with expectations reject the null hypothesis on a‬

‭5% significance level for acquisitions on the [0;1] and [-1;1] event windows.‬

‭Table 6:‬‭Cumulative abnormal returns for all transactions‬

‭* p < 0.1, ** p < 0.05, *** p < 0.01‬

‭5.2.2 Abnormal returns by transaction size‬

‭Our second hypothesis examines the differences in abnormal returns generated by different‬

‭transaction sizes. Firstly, we examine this by looking at transactions in absolute value.‬

‭Table 7 shows AAR for the [-7; 7] event window. For acquisitions, shown in panel A, the‬

‭most substantial effects on AAR across all transaction sizes typically occur on the event day,‬

‭except for small transactions, which show the largest significant effect on day 2. Notably,‬

‭large and mid-sized transactions exhibit higher abnormal returns, with the largest transactions‬

‭showing the greatest effect.‬

‭Analysing the data across different transaction sizes reveals varied market reactions to‬

‭disposals, shown in panel B. For large transactions, the most significant impact is seen on the‬

‭event day, where the Average Abnormal Return (AAR) is notably negative at -1.19% with a‬

‭p-value of 0.014, indicating a strong market reaction to large disposals. Additionally, day 4‬
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‭also registers a significant negative AAR of -0.95%, with a p-value of 0.049. In contrast,‬

‭mid-sized transactions exhibit a significant negative reaction only on day -5, with an AAR of‬

‭-1.30% and a p-value of 0.031. Small transactions, while showing volatility, only mark a‬

‭significant positive outcome on day 7, with an AAR of -2.65% and a p-value of 0.003.‬

‭Table 7‬‭: Summary of AAR, t-value and p-value for all‬‭transactions by transaction size‬
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‭Panel A in table 8 shows the CAAR for the buy transactions divided into small, mid and large‬

‭transactions. We observe the largest CAARs amongst the largest transactions, with the CAAR‬

‭becoming smaller with the mid and small transactions. The results are only significant during‬

‭the [0; 1] event window and for large and mid size transactions with the CAAR being 2.00%‬

‭and 1.60% respectively. This indicates that large acquisitions yield larger short-term‬

‭abnormal returns compared to mid size transactions. Panel B shows the CAAR for disposals‬

‭divided into transaction size. We observe that the large transactions are significant on event‬

‭windows [0; 1],  [-1; 1] and [-7; 7], with the CAAR for the event windows being -2.15%,‬

‭-2.13% and -8.02% respectively. For the mid and small transactions, the CAARs are‬

‭insignificant across all event windows and we cannot reject the null hypothesis at a 5% level.‬

‭The result indicates that large sales transactions yield significant negative abnormal returns.‬

‭One notable difference between large acquisitions and disposals is the difference in the‬

‭magnitude and significance of effects across event windows. For acquisitions, the [0; 1]‬

‭event window is significant and the magnitude of abnormal return diminishes as the event‬

‭window extends. The opposite holds for disposals with an increased effect over longer event‬

‭windows and significant results for most event windows.‬

‭Table 8‬‭: Cumulative abnormal returns for all transactions‬‭by transaction size‬
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‭* p < 0.1, ** p < 0.05, *** p < 0.01‬

‭Apart from looking at transactions in absolute value, we examine the size of transactions in‬

‭relation to the market capitalisation. Table 9 shows the AAR for the [-7; 7] event window‬

‭with transaction sizes adjusted for market capitalisation. Panel A shows the effect for‬

‭acquisitions. Similarly as in table 7, we observe the largest significant effect for large and mid‬

‭size transactions on the event day. For large transactions, the effect is greater of 2.27%‬

‭compared to 1.74% in table 7, however, for mid size the effect is smaller of 1.03% compared‬

‭to 1.21%. For small transactions we surprisingly note the largest significant effect on day -1‬

‭of -1.26%, while the event day does not yield significant results.‬

‭For disposals, in panel B, we for large transactions note the greatest significant effect on day‬

‭1 of -1.68%. Mid size transactions surprisingly yield the largest, and only, significant result of‬

‭-1.60% on day 6 while small transactions yield no significant results.‬
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‭Table 9‬‭: AAR for acquisitions by market capitalisation adjusted transaction size over a 7-day‬

‭event window‬

‭Table 10 shows the CAAR for all transactions in proportion to market capitalisation. The‬

‭CAAR for large acquisitions are significant on the [0; 1] and [-1; 1] event windows, as‬

‭compared to only being significant on the [0; 1] event window for large transactions in‬
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‭absolute value. The CAAR is also higher across all event windows when adjusting for the‬

‭market capitalisation. The mid size transactions yield a lower CAAR of 1.50% on event‬

‭window [0; 1] , compared to 1.60% when looking in absolute numbers. However, the [-1; 1]‬

‭event window yields significant CAAR of 1.27%. The small size transactions stay‬

‭insignificant for all event windows. The large disposals remain significant across all event‬

‭windows. We observe larger abnormal returns when adjusting for market capitalisation for all‬

‭event windows for the large transactions. Surprisingly, the small size disposals yield a‬

‭positive CAAR of 8.54% with the [-3; 3] event window remaining the only significant result.‬

‭Similarly as when examining size in absolute terms, the pattern of greater results over longer‬

‭time periods holds in with this division. The largest CAAR of -13.32% is observed on the [-7;‬

‭7] event window. Given these results, we can in line with expectations reject the null‬

‭hypothesis on a 5% significance level for both acquisitions and disposals.‬

‭Table 10‬‭: Cumulative abnormal returns for all transactions‬‭by market capitalisation adjusted‬

‭transaction size‬
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‭* p < 0.1, ** p < 0.05, *** p < 0.01‬

‭5.2.3 Abnormal returns by market value of equity‬

‭Our third hypothesis examines if the market capitalisation of a firm has an impact on the‬

‭abnormal returns generated from an insider transaction. Table 11 shows the AAR for‬

‭acquisitions by the size of market capitalisation. For acquisitions, in panel A, we observe no‬

‭significant effects for the large transactions, with day -4 being an exception. For the mid and‬

‭small transactions we observe the largest effect on the event day of 1.23% and 1.20%‬

‭respectively. For disposals, in panel B, we observe no significant results on a 5% significance‬

‭level.‬
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‭Table 11‬‭: AAR for acquisitions by size of market capitalisation over a 7-day event window‬

‭Table 12 shows the CAAR for the transactions divided by size of market capitalisation. As‬

‭shown in panel A, the effect is larger for acquisitions in mid and small size companies‬

‭compared to larger counterparts. The effect is only significant on the [0; 1] event window for‬

‭mid and small transactions, with the mid transactions yielding the largest CAAR of 1.74%.‬
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‭The effect on larger companies is small and not significant. Panel B shows disposals divided‬

‭into the size of market capitalisation. In contrast to the acquisitions, we observe the largest‬

‭and only significant effect on large transactions during the [0; 1] event window. Given these‬

‭results, we can partly reject the null hypothesis. The result for acquisitions is in line with‬

‭expectations of smaller companies generating more significant results, while disposals‬

‭contests our expectations and shows more significant results for large companies.‬

‭Table 12‬‭: Cumulative abnormal returns for all transactions‬‭by market capitalisation‬

‭* p < 0.1, ** p < 0.05, *** p < 0.01‬
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‭6.‬‭Discussion‬

‭Our analysis of three hypotheses addresses our primary research question and demonstrates‬

‭that CEO insider transactions generate abnormal returns in a short-term perspective. These‬

‭findings are consistent with previous research such as those by Jaffe (1974), Finnerty (1976)‬

‭and Fidrmuc et al. (2013). This validation is achieved through a structured investigation of‬

‭various sub-questions, improving our understanding of the underlying factors. Overall, our‬

‭results meet our initial expectations and provide new insights into the impact of insider‬

‭trading activities within the Nasdaq First North Growth Market.‬

‭The findings from our first hypothesis show that acquisitions reveal significant results during‬

‭the [0; 1] and [-1; 1] event windows, while disposals only generate significant results during‬

‭the [-7; 7] event window. Previous research (see Lakonishok and Lee, 2001; Fidrmuc et al.,‬

‭2013; Kallunki et al., 2009) concludes that acquisitions tend to be more informative than‬

‭disposals. Although this holds true for our shorter event windows, the observed results from‬

‭disposals show the largest significant abnormal return of -6.91% during the [-7; 7] event‬

‭window. Throughout our study, we consistently observe that the longest event windows for‬

‭disposals generate the most significant abnormal returns. This effect could indicate a delayed‬

‭market reaction to disposals, potentially due to the time required for investors to fully assess‬

‭the implications of these transactions. Alternatively, the model may have failed to account for‬

‭certain factors, such as other market events in the longer event window causing noise in the‬

‭share price performance. Nevertheless, during the shorter event windows, we observe a‬

‭significant effect for acquisitions and not for disposals. This could be attributed to the diverse‬

‭reasons for divesting stock, as discussed by, for example, Lakonishok and Lee (2001) and‬

‭Kallunki et al. (2009). Given that the primary motivation behind acquiring shares is profit‬

‭generation, the market perceives these transactions as a stronger signal, thus generating the‬

‭largest effect on share price movements.‬

‭The findings from our second hypothesis indicate that there are differences in the observed‬

‭abnormal returns across various transaction sizes for both acquisitions and disposals.‬

‭The results demonstrate that larger transaction sizes are associated with statistically‬

‭significant abnormal returns. For example, on the [0; 1] event window, large acquisitions‬

‭yield a notable CAAR of 2.00% and large disposals a CAAR of -2.15%, confirming our‬

‭expectations that larger transactions communicate stronger market signals. This finding‬
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‭emphasises the market's perception of large transactions as more informative. These results‬

‭support previous literature, including Jeng et al. (2003), which demonstrate that trades of‬

‭large and medium volumes yield economically significant returns, in contrast to the‬

‭considerably lower returns observed in low-volume purchase trades. The impact is more‬

‭evident when adjusting for transaction size relative to market capitalisation. The magnitude‬

‭of abnormal returns is greater for large and mid-sized transactions during both the [0; 1] and‬

‭[-1; 1] event windows for acquisitions. Similarly, for disposals, the effect for large adjusted‬

‭transactions becomes larger and more significant. This analysis emphasises the role of‬

‭proportional transaction size in signalling value, thus highlighting the importance of scale and‬

‭proportionality in evaluating insider trading activities. This observation is in line with‬

‭findings from Dardas and Güttler (2011), who noted that larger transactions lead to more‬

‭distinct announcement effects than their smaller counterparts. They argue that transactions‬

‭exceeding 0.1% of a firm's market capitalisation generate larger abnormal returns, a‬

‭perspective that aligns with our findings and is supported by Fidrmuc et al. (2006). The‬

‭relation between transaction size and market impact aligns with the principles of signalling‬

‭theory, as articulated by Akerlof (1970). The theory suggests that larger transactions convey‬

‭greater signalling value, indicating a stronger conviction about the firm’s prospects, thereby‬

‭attracting greater attention and reaction from the market. Our study reinforces this theory,‬

‭providing empirical evidence that larger transaction sizes are perceived as more substantive‬

‭signals, thus influencing market behaviour more significantly than smaller transactions.‬

‭Our third hypothesis examines insider transactions in relation to company size based on the‬

‭market value of equity. Our results show that acquisitions in small and mid size companies‬

‭generate larger abnormal returns during the [0; 1] event window, however, the longer event‬

‭windows do not yield significant results. The observed effect for the large companies is‬

‭notably smaller and not significant. This is consistent with Seyhun (1986) that observed a‬

‭negative correlation between firm size and abnormal return. Prior research states several‬

‭reasons for smaller companies generating larger abnormal returns. According to Lakonishok‬

‭and Lee (2001), one such factor is the increased feasibility for a single manager in smaller‬

‭companies to possess a substantial amount of relevant information. Additionally, Frankel and‬

‭Li (2004) contend that increased analyst following is linked to reduced information‬

‭asymmetry, thereby diminishing the predictive power of insider trades. Given the typically‬

‭lower analyst coverage of smaller companies, this implies that trades within these firms‬

‭convey more informative signals. In contrast to previous research, disposals only generate‬
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‭significant results amongst the larger companies during the [0; 1] event window. One possible‬

‭reason for this could be the notable effect we have observed for large transaction sizes, as‬

‭mentioned earlier. If larger transactions are more prevalent in larger companies, the influence‬

‭of these sizable transactions on abnormal returns might outweigh the effect of firm size alone.‬

‭Thus, this factor could help explain the differences in results compared to previous research.‬

‭7.‬‭Conclusion‬

‭This paper investigates whether CEO transactions on the Nasdaq First North Growth Market‬

‭generate abnormal returns. This was done by analysing the stocks of firms with CEO‬

‭transactions on First North from 2019 to 2023, addressing several sub-questions to synthesise‬

‭the findings and answer our primary research question. Our study contributes to the literature‬

‭on insider trades by focusing on CEO transactions on First North, a market characterised by‬

‭less regulations and increased volatility. Additionally, our examination of various factors,‬

‭including transaction type and size, and market capitalisation, offers a more nuanced analysis.‬

‭The results from our three hypotheses show that insider transactions do generate abnormal‬

‭returns in the short-term. Thus, there is evidence supporting our main research question that‬

‭CEO transactions lead to short-term abnormal returns. Firstly we investigate if the type of‬

‭transaction has an impact on abnormal returns. We find that acquisitions generate larger and‬

‭more statistically significant results on the abnormal returns during the shorter event‬

‭windows, however, the largest effect is found amongst disposals. Secondly, we investigate if‬

‭there is a difference between abnormal returns in different transaction sizes, both in absolute‬

‭value and in relation to the market capitalisation of the company. Our results indicate that‬

‭there is a larger effect amongst larger transactions, especially prominent for transactions‬

‭amounting for more than 0.1% of the market capitalisation. This emphasises the significance‬

‭of transaction size as a signal of firm value and highlights the role of scale and‬

‭proportionality in assessing the impact of insider trading activities. Lastly, we examine if the‬

‭size of market value of equity impacts abnormal returns. We see indications that the effect is‬

‭larger for acquisitions in smaller companies compared to larger ones. The analysis of‬

‭disposals yields opposite results with larger companies generating more significant and larger‬

‭results compared to smaller ones.‬

‭We acknowledge that our study has limitations, particularly concerning insider disposals due‬

‭to the small sample size. Such a limited dataset can skew results, as the performance of a few‬
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‭disposals or the unique conditions of certain companies might disproportionately impact the‬

‭overall findings. Consequently, while our results offer initial insights into the dynamics of‬

‭insider disposals, they should be interpreted with caution.‬

‭Based on the limited sample size of disposals, one interesting angle for future research is to‬

‭further investigate the effect of disposals on short-term stock movements. Given that our‬

‭findings diverged somewhat from prior literature, it would be valuable to explore whether‬

‭this discrepancy persists in a larger dataset or if it stems partially from outliers within our‬

‭dataset. Additionally, given our observation that the effect increases with larger intervals,‬

‭examining longer event windows when analysing disposals could provide deeper insights into‬

‭their impact on stock performance. This could help clarify the timing and duration of the‬

‭market's response to disposals. Furthermore, our study has established that abnormal returns‬

‭arise from CEO insider trading on the Nasdaq First North Growth Market. Building on this‬

‭foundation, future research could conduct a comparative analysis across different market lists‬

‭within Sweden. By examining how insider trading effects vary between more and less‬

‭regulated markets, valuable insights into the influence of regulatory environments on insider‬

‭behaviour and market outcomes could be provided. For instance, a comparative study could‬

‭focus on contrasting the less regulated Nasdaq First North Growth Market with the more‬

‭regulated Nasdaq Nordic Large Cap.‬
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