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This dissertation presents three essays on contemporary forces that transform global

capital markets. My main goal is to understand how market participants—particularly,

investors, firms, and equity analysts—behave and how information signals are used by

them.

Chapter II examines whether alternative crowdsourced forecasts of earnings and rev-

enues help investors unravel the pessimistic bias in traditional sell-side analysts’ earn-

ings forecasts that commonly determine the news content in earnings announcements.

We find evidence consistent with this notion. Investors rationally price the predictive

signals reflected in crowdsourced forecasts about the bias in sell-side analyst-based

earnings and revenue surprises. We also find that crowdsourced coverage is associated

with significant reductions in the mispricing of forecast bias and declines in earnings

announcement premia. Because the exposure of sell-side forecast bias changes the com-

plex dynamics between firms and market participants, we further find firms are more

likely to shift to a public voluntary disclosure channel (more frequent use of downward

guidance) to adjust market expectations when alternative strategies (private analyst

channel) do not lead to the desired capital market outcomes. Overall, we conclude

that user-generated content on crowdsourced financial information platforms helps in-

vestors discount biases in traditional equity research and better process information

about the news in earnings announcements.

Chapter III focuses on firms’ use of an alternative private disclosure channel—the

sell-side analyst channel—to leak bad news when expected shareholder litigation in-

creases. To measure firms’ provision of private earnings warnings, I construct a novel

proxy based on sell-side analysts’ forecast revisions (relative to those of benchmark

forecasters). Overall, I find managers are more likely to leak bad news privately when

shareholder litigation risk increases. This effect is concentrated among firms for which

public voluntary disclosure is more costly, among firms that do not provide public

guidance, and among firms that are more frequently the target of shareholder law-

suits. I conclude that firms use private disclosure in response to an increased threat

of shareholder litigation as an alternative voluntary disclosure channel to indirectly

influence market earnings expectations and valuations.
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Chapter IV studies the effects of local environmental regulation on the economic ac-

tivity and sustainability performance of trading firms. To assess firms’ sustainability

performance, I estimate their deforestation and scope 3 emission intensities. I find

that local environmental regulation has positive effects on the sustainability of ex-

posed trading firms, holding the level of economic activity constant. That is, trading

firms improve their deforestation and scope 3 emission intensities in localities subject

to a regulation that increases transparency and enforcement in deforestation-intense

Brazilian municipalities. These firms also improve their sustainability performance in

other localities they operate. The positive spillover effect across exposed firms’ opera-

tions is only documented for “environmentally-friendly” firms, which ex-ante commit

to zero deforestation. In contrast, “environmentally-unfriendly” firms increase their

deforestation and scope 3 emission exposures in other localities not subject to the reg-

ulation. In an additional analysis, I find retail firms increase their willingness to disclose

about deforestation reduction commitments in response to another environmental reg-

ulation that incentivizes zero-deforestation targets. Together, the results suggest that

local environmental regulation has important effects on supply chain sustainability

and supply chain transparency.
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