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In 2024, the U.S. Securities and Exchange Commission 
prosecuted what was characterized as the first-ever case 
involving the “shadow trading” theory of insider trading.1 After a 
jury verdict in favor of the SEC, the case is currently pending an 
appeal in the Ninth Circuit.

Unlike conventional insider trading, which involves trading in 
the securities of the insider’s own company based on material 
non-public information (MNPI), shadow trading involves trading 
in the securities of other, but economically related, companies.

From an economic perspective, the shadow trading 
theory rests on the premise that information about one 
company can affect the value of other economically related 
companies. While economic linkages among firms might be 
straightforward to establish in some cases, evidence from 
academic research suggests that they can also be nuanced 
and complex, requiring well-designed economic and statistical 
analysis to identify.

Fiscal year 2024 was the first year that U.S. companies are 
required to disclose if they have an insider trading policy and 
include a copy of their insider trading policies in their annual 
reports filed with the SEC.2

It has been reported that in the wake of the SEC shadow 
trading actions, some companies moved quickly to update 
their insider trading policies, while others refrained from making 
changes.3 Moelis & Company, for example, added to its 2025 
insider trading policy a “note on ‘shadow trading,’” stating that 
it “may constitute insider trading.”4 Another example, Signet 
Jewelers Ltd, explicitly adds references to and bans shadow 
trading in its 2025 insider trading policy.5

In this article, we first discuss the SEC’s recent shadow trading 
cases, with a focus on the economic evidence underpinning 
the Commission’s allegations. We then review key findings 
from the academic literature on cross-firm economic linkages 
and shadow trading activities.

Through these discussions, the article highlights the 
key economic issues and implications that regulators, 
policymakers, legal counsel, and corporate stakeholders must 
carefully consider in assessing and analyzing shadow trading 
allegations.

Recent developments in insider trading matters: 
SEC v. Panuwat and SEC v. Bechtolsheim

In 2024, the SEC obtained a favorable jury verdict in SEC v. 
Panuwat and reached a settlement in SEC v. Bechtolsheim. 
Both matters were brought under the shadow-trading theory.

In SEC v. Panuwat, Panuwat was the former Head of Business 
Development at Medivation, Inc., a mid-cap oncology-
focused biopharmaceutical company.6 According to the SEC’s 
complaint, on August 18, 2016, Panuwat learned that Pfizer Inc. 
intended to pursue an acquisition of Medivation.7

Shortly after, he purchased out-of-the-money, short-term call 
options in Incyte Corp., another mid-cap oncology-focused 
biopharmaceutical company.8 Out-of-the money call options 
are inexpensive to buy but can generate large profits if the 
price of the underlying stock increases above the strike price 
on or before the option expiry.

Survey data reveal inconsistencies  
in corporate policies regarding 

trading on MNPI.

The SEC alleged that Panuwat purchased call options on 
Incyte because he anticipated that the value of Incyte’s stock 
would increase once the Medivation-Pfizer deal became 
public. Indeed, when the Medivation merger was announced 
on August 22, 2016, Incyte’s share price increased by about 
8%.9 The SEC estimated that the increase in Incyte’s stock 
price generated over $100,000 of profit to Panuwat.10

According to the complaint, “Panuwat’s undisclosed, self-
serving use of Medivation’s information to purchase securities, 
in breach of his duty of trust and confidence, defrauded 
Medivation and undermined the integrity of, and investor 
confidence in, the securities markets.”11

On September 9, 2024, the court imposed a civil penalty of 
$321,197.40, which was equal to three times the trading profits 
— the maximum allowed under the Insider Trading Sanctions 
Act.12
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In SEC v. Bechtolsheim, the SEC alleged that Bechtolsheim, 
former Chairman of Arista Networks, traded on the MNPI 
concerning a potential acquisition of another company, Acacia 
Communications.13 The SEC alleged that Cisco Systems, Inc. 
was considering acquiring Acacia, and that Bechtolsheim 
came into possession of this MNPI on July 8, 2019, through 
his relationship with an unnamed company. Shortly thereafter, 
Bechtolsheim sold Acacia put options through accounts of a 
close relative and an associate.14

The following day, July 9, Acacia and Cisco announced that 
Cisco would acquire Acacia, triggering a 35% increase in 
Acacia’s stock price.15 Bechtolsheim’s put options subsequently 
expired out of the money, allowing him to profit from the 
premium he received from selling those options.

The SEC’s shadow trading claims 
rest on the premise that economic 
linkages exist between firms, and 

such linkages can often create 
“spillover effects.”

The SEC estimated that Bechtolsheim’s trades resulted 
in illicit profit of $415,726.16 Without admitting wrongdoing, 
Bechtolsheim settled with the SEC, agreeing to pay $923,740 
in civil penalties and to accept a five-year officer-and-director 
bar.17

Economic evidence on cross-firm economic 
linkages presented by the SEC

During the SEC v. Panuwat trial, the SEC, through expert 
testimony, presented economic evidence of the co-
movements of Medivation’s and Incyte’s stock prices.18

Specifically, drawing on academic literature, the SEC’s expert 
explained that news of Medivation’s acquisition was expected 
to boost Incyte’s stock price for three main reasons: it (1) raised 
expectations for additional biopharma mergers (possibly 
including Incyte), (2) provided valuable insight into company 
valuations in the biopharma sector, and (3) signaled reduced 
competition in the industry, which could enhance profitability 
for peers such as Incyte.19

To empirically establish the economic linkage between 
Medivation and Incyte, the expert first cited the fact that 
both were mid-cap biotech peers commonly discussed 
together by market analysts.20 Then, relying on the event study 
methodology, the expert showed that the increase in Incyte’s 
stock price following the announcement of Medivation’s 
acquisition was unlikely due to normal market fluctuations.21

Since there were no other confounding events that day and 
given that contemporaneous analyst reports and media 
coverage linked the Medivation news to a heightened 

likelihood of Incyte being a future acquisition target, the expert 
argued that the increase in Incyte’s stock price was caused by 
Medivation’s acquisition news.

In addition, the SEC’s expert highlighted Incyte’s stock price 
movement in response to two earlier acquisition rumors, one 
involving Medivation in March 2016 and one involving another 
biopharmaceutical company, Pharmacyclics, in February 2015.22

The expert showed that in both cases, Incyte’s stock rose by 
more than 5% following the rumor after controlling for the 
movement of the market as a whole, which was statistically 
significant at a 95% confidence level.23 The expert concluded 
that the Incyte’s stock price increase was most likely caused 
by the merger rumors, just as the Medivation acquisition has 
boosted Incyte’s stock price.

In contrast, the defendant’s experts disputed the conclusion 
that Medivation’s acquisition news would be expected to move 
Incyte’s stock prices.24 They emphasized differences between 
Medivation and Incyte’s financial profiles, investor bases, and 
products.25 The experts noted that such differences, along 
with the specific features of the biopharmaceutical industry, 
undermined the relevance of academic research on cross-
company market reactions to this case.

Further, the defendant’s experts criticized the SEC’s expert for 
relying on a limited and selective sample of events, and for 
not addressing alternative explanations for Incyte’s stock price 
movements, in concluding that Incyte’s stock price was affected 
by acquisition news in the biopharmaceutical industry.26

However, the jury ultimately found Panuwat liable for insider 
trading in violation of the federal securities law. The case is 
currently pending an appeal in the Ninth Circuit.

Empirical findings on cross-firm economic 
linkages from academic research

The SEC’s shadow trading claims rest on the premise that 
economic linkages exist between firms, and such linkages 
can often create “spillover effects,” where information about 
one firm can impact the stock prices of other economically 
linked firms.27 A vast body of academic research spanning 
more than a decade demonstrates that spillover effects occur 
across numerous types of informational events and economic 
contexts.

For instance, a study of bankruptcy filings finds that when 
a firm files for bankruptcy, its suppliers often experience 
significant stock price declines in anticipation of disruptions 
across the supply chain.28

Similarly, other studies show that announcements of firms 
being taken private tend to increase the valuations of their 
industry rivals,29 or that initial public offerings can affect the 
stock price and operating performance of competing firms 
within the same industry.30

Spillover effects have also been studied in contexts such as 
earnings announcements, where one firm’s results impact the 
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stock prices of its industry peers; customer news, which can 
affect supplier valuations; and M&A announcements, which 
may shift valuations across the competitive landscape.31

More recently, shadow trading itself has become a topic of 
interest in the academic literature. A recent study documents 
“robust evidence” of shadow trading activity ahead of 
several types of corporate news events, including earnings 
announcements, merger and acquisition announcements, and 
new product announcements.32

The authors find that individuals may circumvent internal 
trading restrictions by trading in the securities of their firm’s 
business partners and competitors. They also estimate 
that profits from a single shadow trading event range from 
$139,400 to $678,000. This evidence, taken at face value, 
should be of interest to any stakeholder in U.S. equity markets.

Potential issues and considerations

Empirical findings from academic research serve as a valuable 
foundation for understanding and assessing the economic 
channels through which the action of, or information about, 
one firm can affect the valuation of others. However, the 
empirical evidence can vary case-by-case. In many instances, 
establishing (or disproving) economic linkages is nuanced 
and context-specific, often requiring well-designed and 
constructed economic analysis.

For example, a recent academic study notes that the 
November 2020 announcement by Pfizer of a COVID vaccine 
implied an eventual end to pandemic restrictions, which in turn 
suggested a potential decline in demand for services such as 
Zoom and Netflix.33

The authors posit a hypothetical scenario in which Pfizer 
insiders, with early access to the non-public vaccine 
information, could have foreseen these broad market 
implications and engaged in shadow trading, for example, 
by short-selling stocks like Zoom and Netflix, and/or buying 
stocks in sectors that poised to benefit from reopening, such 
as movie theaters and cruise lines.34

The economic linkage between Pfizer and Zoom or Netflix in 
this hypothetical example is less obvious than that in the two 
SEC cases discussed above. This example underscores the 
complexities of establishing and assessing such linkages in 
the context of shadow trading behavior.

A rigorously designed economic framework is particularly 
important when the underlying economic relationship is 
ambiguous. Correlation in price movements does not always 
imply a causal economic linkage.

Poorly designed event studies, for example, may lead to 
false positives, suggesting a causal economic relationship 
where none exists. Establishing causation thus requires 
careful consideration of all relevant facts and potential 
alternative explanations such as sector-wide news or broader 
macroeconomic conditions.

Academic researchers have also commented that the current 
regulatory framework is ambiguous, and proving a breach of 
fiduciary duty can present both legal and evidentiary hurdles, 
especially when the trading activity does not directly harm the 
source company.35

Individuals with access to MNPI may rationalize trading in 
economically linked firms, particularly when corporate policies 
and/or the regulatory framework governing trading restrictions 
and disclosure requirements are ambiguous about whether 
such conduct constitutes a violation.36

Survey data reveal inconsistencies in corporate policies 
regarding trading on MNPI. One study of 267 companies finds 
that approximately 53% prohibit trading on MNPI in either their 
own firm or related stakeholders (e.g., partners or competitors), 
while in the remaining 47%, the restriction applies only to 
trading in their own firm’s securities.37

Another survey of 51 companies in the S&P 500 index reports 
that 76% prohibit trading in securities of any company based 
on MNPI, 22% prohibit trading in securities of business partners 
and competitors, and one company limited its policy only to its 
own stock.38

The inconsistency in corporate policies and the potential 
complexities of the economic evidence raise important 
questions and risks. These should be carefully evaluated 
by regulators, legal counsel, economic experts, compliance 
officers, and corporate leadership, as they navigate evolving 
changes around insider trading enforcement in interconnected 
markets.

Notes:
1 Paul Hastings, “SEC Wins Trial Involving First Ever Shadow Trading Case,” 
April 24, 2024, https://bit.ly/3LBYNzo; Securities and Exchange Commission v. 
Panuwat, No. 21-cv-06322-WHO (N.D. Cal.).

2 Troutman Pepper Locke, “Disclosure of Insider Trading Policies to Begin in 
2025”, January 28, 2025.

3 Venable, “Trading in the Shadows: Insider Trading Policies Post-Panuwat,” 
September 9, 2025.

4 Moelis & Company Insider Trading Policy, 2025, https://bit.ly/4qWCjcs. This 
note was not referenced in the firm’s 2024 trading policy, see https://bit.
ly/3K0CUJD.

5 Signet Jewelers Insider Trading Policy, March 5, 2024, https://bit.ly/4oZitM6. 
Signet’s 2024 Insider Trading Policy did not reference the same shadow trading 
language, see https://bit.ly/4p10XXK.

6 SEC v. Panuwat, 2024 U.S. Dist. LEXIS 200382 (N.D. Cal., Sept. 9, 2024).

7 Complaint, Securities and Exchange Commission vs. Matthew Panuwat, Case 
No. 4:21-cv-06322, (N.D. Cal., Aug. 17, 2021), ¶2.

8 SEC v. Panuwat, 2024 U.S. Dist. LEXIS 200382 (N.D. Cal., Sept. 9, 2024).

9 Complaint, Securities and Exchange Commission vs. Matthew Panuwat, Case 
No. 4:21-cv-06322, (N.D. Cal., Aug. 17, 2021), ¶5.

10 Id.

11 Complaint, Securities and Exchange Commission vs. Matthew Panuwat, Case 
No. 4:21-cv-06322, (N.D. Cal., Aug. 17, 2021), ¶34.

12 SEC v. Panuwat, 2024 U.S. Dist. LEXIS 200382 (N.D. Cal., Sept. 9, 2024).

13 Complaint, Securities and Exchange Commission v. Andreas Bechtolsheim, 
Case No. 5:24-cv-01845, (N.D. Cal., Mar. 26, 2024), ¶¶1-2.



Thomson Reuters Expert Analysis

4  |  November 17, 2025	 ©2025 Thomson Reuters

14 Id.

15 Complaint, Securities and Exchange Commission v. Andreas Bechtolsheim, 
Case No. 5:24-cv-01845, (N.D. Cal., Mar. 26, 2024), ¶3.

16 Id.

17 “SEC Charges Former Arista Networks Chairman Andy Bechtolsheim with 
Insider Trading,” U.S. Securities and Exchange Commission Press Release, March 
26, 2024, https://bit.ly/47CBgHb.

18 Chyhe K. Becker, Ph.D., Expert Report of Chyhe K. Becker, Ph.D., SEC v. 
Matthew Panuwat, No. 3:21-cv-06322-WHO (N.D. Cal. Apr. 28, 2023).

19 Id.

20 Id.

21 Id.

22 Id.

23 Id.

24 Michiel C. McCarty, Expert Report of Michiel C. McCarty, SEC v. Matthew 
Panuwat, No. 3:21-cv-06322-WHO (N.D. Cal. Apr. 28, 2023); Jennifer Chao, 
RebuttalExpert Report of Jennifer Chao, SEC v. Matthew Panuwat, No. 3:21-cv-
06322-WHO (N.D. Cal. June 2, 2023).

25 Id.

26 Michiel C. McCarty, Expert Report of Michiel C. McCarty, SEC v. Matthew 
Panuwat, No. 3:21-cv-06322-WHO (N.D. Cal. Apr. 28, 2023).

27 DeLong, Gayle, and Robert DeYoung. “Learning by observing: Information 
spillovers in the execution and valuation of commercial bank M&As.” The 
Journal of Finance 62, no. 1 (2007): 181-216.

28 Hertzel, Michael G., Zhi Li, Micah S. Officer, and Kimberly J. Rodgers. “Inter-firm 
linkages and the wealth effects of financial distress along the supply chain.” 
Journal of Financial Economics 87, no. 2 (2008): 374-387.

29 Slovin, Myron B., Marie E. Sushka, and Yvette M. Bendeck. “The intra‐industry 
effects of going‐private transactions.” The Journal of Finance 46, no. 4 (1991): 
1537-1550.

30 Hsu, Hung‐Chia, Adam V. Reed, and Jörg Rocholl. “The new game in town: 
Competitive effects of IPOs.” The Journal of Finance 65, no. 2 (2010): 495-528.

31 Eckbo, B. Espen, “Horizontal mergers, collusion, and stockholder wealth,” 
Journal of Financial Economics 11, no. 1-4 (1983): 241-273; Song, M. and Walkling, 
R. A, 2000, “Abnormal returns to rivals of acquisition targets: A test of the 
‘acquisition probability hypothesis’.” Journal of Financial Economics 55(2), 143-171; 
Derrien, F., Frésard, L., Slabik, V., & Valta, P. (2023), “Industry asset revaluations 
around public and private acquisitions,” Journal of Financial economics, 147(1), 
243-269.

32 Mehta, Mihir N., David M. Reeb, and Wanli Zhao, “Shadow Trading,” The 
Accounting Review 96, no. 4 (2021): 367-404.

33 Lee, Yoon-Ho Alex and Allessandro Romano. “Shadow Trading and 
Macroeconomic Risk,” Harvard Business Law Review, 393(13) (2023), 393-430.

34 Lee and Romano (2023).

35 Id.

36 Mehta, Reeb, and Zhao (2021).

37 Id.

38 Lee and Romano (2023).

About the authors

Angela Golemac, Ph.D. (L), is an associate in The Brattle 
Group’s Washington, D.C. office and an economist specializing 
in applied microeconomics and financial markets. She has 
experience in securities and derivatives litigation, cryptocurrency 
matters, and regulatory investigations conducted on behalf of 
agencies such as the CFTC and SEC. She can be reached at 
angela.golemac@brattle.com. Nguyet Nguyen, Ph.D. (C), is a 
principal at the firm and a financial economist with expertise 

in securities and derivatives pricing, market microstructure, financial investigations, and asset valuation. Based in 
New York, she co-leads the firm’s venture capital, private equity and hedge funds practice. She can be reached at 
nguyet.nguyen@brattle.com. Yingzhen Li, Ph.D. (R), is a principal in the Washington, D.C., office and a financial economist 
with expertise in derivatives, capital markets, corporate finance and venture capital. He has consulted on matters related to 
financial and commodity derivatives and structured products, market efficiency and price impact, corporate governance, and 
venture capital investments. He can be reached at yingzhen.li@brattle.com. The authors would like to thank principal Jan 
Jindra, Ph.D., for contributing to this article.

© 2025 Thomson Reuters. This publication was created to provide you with accurate and authoritative information concerning the subject matter covered, however it may not necessarily have been prepared by 
persons licensed to practice law in a particular jurisdiction. The publisher is not engaged in rendering legal or other professional advice, and this publication is not a substitute for the advice of an attorney. If you require 
legal or other expert advice, you should seek the services of a competent attorney or other professional. For subscription information, please visit legalsolutions.thomsonreuters.com.

This article was first published on Westlaw Today on November 17, 2025.


