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Abstract

We examine how insider trading restrictions on government officials affect corporate transparency.
The 2012 STOCK Act prohibited executive branch officials from profiting from non-public informa-
tion, potentially limiting firms’ access to policy insights used in forecasting. Using a difference-in-
differences design, we find that firms with significant government contracts reduced the frequency and
precision of management forecasts following the Act. These firms also experienced declines in price
informativeness and increases in implied cost of capital, suggesting weakened capital market informa-
tion environments. Effects are strongest among politically engaged firms and those heavily reliant on
government business, suggesting that the response reflects a loss of privileged information rather than
heightened uncertainty. Text-based evidence from earnings calls reveals fewer procurement-related
discussions and a rise in policy risk language. Our results suggest that insider trading reforms, while
enhancing accountability, may inadvertently reduce firms’ access to discretionary information, weak-

ening disclosure quality and impairing market transparency.
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