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Key Hurdles in Civil Compensation for Insider Trading
XING Huiqiang
(Law School, Central University of Finance and Economics)
Abstract The basic rationale of civil compensation for insider trading is that, had the counterparty been aware of
the inside information, the transaction price would have been adjusted accordingly. Losses from insider trading are
calculable, and the portion by which the transaction price ought to have changed constitutes the investor’s loss. Given
the concealed nature of insider trading and the asymmetric distribution of evidence, some insider trading inevitably
escapes sanction. This enforcement gap may be addressed through punitive damages, with the punitive multiple
determined by the reciprocal of the probability of escape from penalties. Under a punitive damages regime, the
identifiable class of specific victims should be limited to one to three times the trading volume involved in the insider
transaction, and the corresponding damages multiple should be set as the reciprocal of that trading volume.
Keywords Insider Trading, Civil Liability, Civil Compensation, Punitive Damages, Fair Fund
JEL Classification K22 KI13 K42
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