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Chapter 1

Introduction



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 they use information signals.
Each essay is interdisciplinary in nature and leans on unique settings to contribute
to our knowledge about contemporary topics in capital markets research. I start by

discussing two key topics that influence the future of capital markets.

First, the democratization of equity markets has important implications for market
participants and market efficiency. Whereas historically institutional investors and
wealthy individuals were the primary players in equity markets, retail investors play
an ever more active role (e.g., Bloomberg, 2021). The surge in retail investor trading is
facilitated by financial technologies and innovation, which have lowered market entry
barriers and the cost of trading. The simultaneous growth in communication technolo-
gies and the availability of big data have further spurred an increase in online social
media and crowdsourced platforms that produce and disseminate financial research to
a broader set of market participants (e.g., Chen et al., 2014; Grennan and Michaely,
2021; Farrell et al., 2022). Recent evidence finds the introduction of alternative types
of financial investment research reduces information asymmetries among market par-
ticipants and changes the dynamics and incentives of incumbent market players (e.g.,

Farrell et al., 2022; Jame et al., 2022).

The new dynamics provide challenges to the future of capital markets and prompt
(research) questions about (i) regulatory standard setting and investor protection,
(ii) the resilience of capital markets, (iii) the effect of (mis)information disseminated
through new types of online networks on the efficiency of capital allocation, and (iv) the
implications of changing dynamics in capital markets on traditional sell-side analyst

research and managers’ corporate disclosure decisions.

Second, an emerging topic of interest concerns firms’ role in addressing climate change.
In practice and academia, ever greater interest is placed on corporate emissions report-
ing and, more broadly, the reporting of environmental factors including carbon emis-
sions, air pollution, water pollution, biodiversity, and deforestation. Regulators argue

that because climate risk can have material impacts on firms’ earnings and cash flows



(e.g., due to changes in operating costs, estimates of assets depreciation, and estimates
of the useful life of long-term assets), investors need additional data to assess firms’

climate risk and allocate capital efficiently (e.g., Economist, 2021; SEC, 2022).!

In particular, the SEC’s recent proposal on climate-risk disclosures emphasizes the
importance of accounting for firms’ environmental impacts along their supply chains,
requiring firms to report on their indirect scope 3 emissions (SEC, 2022). Yet, little
is known about firms’ supply chain operations due to the complexity, opacity, and
geographical dispersion of global supply chains (e.g., Kim and Davis, 2016; Gardner
et al., 2019). A lack of transparency persists because many firms operating in the pro-
duction and trade positions of global supply chains are privately held and have lenient
disclosure requirements. However, some private firms are no different in terms of their
size and economic influence than other public firms. For instance, private firms have
influenced the way we travel (Airbnb), eat (Cargill), commute on Earth (Uber) or in
space (SpaceX), and assess financial data and news (Bloomberg). To reflect public and
private firms’ environmental impacts and avoid the potential negative consequences
associated with lax reporting requirements for private firms, environmental disclosures

would need to expand to private firms (Leuz, 2022).

The market offers several environmental disclosure frameworks, and countries have
started to mandate such disclosures (e.g., Chen et al., 2018; Downar et al., 2021),
but no global environmental reporting framework exists such that market participants
must navigate through the proposals of several institutions (e.g., Greenhouse Gas
Protocol (GHG Protocol), Global Reporting Initiative (GRI), Sustainable Accounting
Standards Board (SASB)). At the same time, the growth of private businesses in light
of climate change has led to new questions about the transparency of these firms and
what a lack thereof means to securities regulators, standard setters, investors, and

society at large.

ISeveral reporting initiatives and institutions provide frameworks for sustainability reporting, such as
the Carbon Disclosure Project (CDP), Greenhouse Gas Protocol (GHG Protocol), Global Reporting
Initiative (GRI), United Nations Sustainable Development Goals (UN SDG), Sustainable Accounting
Standards Board (SASB), and the Task Force on Climate-Related Financial Disclosures (TCFD).
Although discussions and research about the importance of non-financial disclosures are not new
(see, e.g., Heard and Bolce, 1981; Patten, 1991; Gray, 1992; Patten, 1992; Blacconiere and Patten,
1994; Wildavsky, 1994), the topic has regained attention, with global pressures calling for climate
change mitigation strategies and demanding that firms play a role in addressing climate change.



This dissertation reflects my interest in studying contemporary topics that shape cap-
ital markets and their implications on investor, firm, and equity analyst behaviors. In
short, chapters I and III leverage a setting in which a new type of financial interme-
diary is introduced: a crowdsourced financial forecasting platform. More specifically,
chapter II, co-authored with David Veenman (University of Amsterdam), examines
whether alternative crowdsourced forecasts of earnings and revenues help investors
unravel the pessimistic bias in traditional sell-side analysts’ earnings 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. This result is important because prior research consistently finds investors
misprice the predictable pessimistic bias in sell-side analyst forecasts (e.g., Ma and
Markov, 2017; Veenman and Verwijmeren, 2018; Johnson et al., 2020). We further
find the exposure of sell-side forecast bias changes the complex dynamics between
firms and market participants. As a result, firms are more likely to shift to a public
voluntary disclosure channel (more frequent use of downward guidance) to adjust mar-
ket expectations when alternative strategies (private analyst channel) do not lead to

the desired capital market outcomes.

Chapter III's research question is based on a key conjecture from Skinner [1997, pp253-
254], who posits that firms would benefit from privately leaking bad news to analysts
to gradually adjust stock prices and avoid having a single large stock price drop that
triggers litigation. I study firms’ use of such an alternative private disclosure chan-
nel—the sell-side analyst channel-—to leak bad news when expected shareholder lit-
igation increases. A key feature of my research design is that I measure variation in
firms’ propensity to disclose earnings warnings privately using the difference between
sell-side analysts’ and a selected group of benchmark forecasters’ revisions of short-
term earnings forecasts around earnings announcements. The idea for this empirical
measure originated in chapter II using data from a crowdsourced financial forecasting
platform. 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 lawsuits,
suggesting firms carefully trade off the costs and benefits of each voluntary disclosure

channel.

In chapter IV, I focus on the opacity of global commodity supply chains and study the
effects of local environmental regulation on the economic activity and sustainability
performance of trading firms. To assess firms’ sustainability performance, I estimate
their deforestation and scope 3 emission intensities using trade flow data gathered by
Trase. I find local environmental regulation has positive effects on the sustainability
of exposed trading firms. That is, trading firms improve their deforestation and CO,
emission intensities in localities subject to a regulation that increases transparency
and enforcement in deforestation-intense Brazilian municipalities. I also find trading
firms exposed to this regulation improve their sustainability performance in other
localities where they operate. Importantly, the positive spillover effect across exposed
firms’ operations are only documented for “environmentally friendly” firms, which ex-
ante commit to zero deforestation. This result strengthens the idea that corporate
sustainability commitments play a key role in combating deforestation and ecosystem
loss, as outlined in the latest IPCC report (IPCC, 2022). In an additional analysis,
I find retail firms increase their willingness to disclose their commitments related to
deforestation reduction in response to another regulation that incentivizes such zero-
deforestation targets. I conclude that local environmental regulation has important

effects on global supply chain sustainability and transparency.
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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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Dit proefschrift bestaat uit drie essays over recente ontwikkelingen die de mondiale
kapitaalmarkten transformeren. Mijn belangrijkste doel is om te begrijpen hoe markt-
deelnemers, met name investeerders, bedrijven en aandelenanalisten, zich gedragen en

hoe informatiesignalen door hen worden gebruikt.

In het eerste essay in hoofdstuk II wordt onderzocht of alternatieve gecrowdsourcete
winst- en omzetprognoses beleggers helpen om de gewoonlijk positieve bias in het
nieuws in winstaankondigingen, die doorgaans door de pessimistische inschattingen
van aandelenanalisten ontstaat, te ontrafelen. Onze bevindingen bevestigen dit idee.
Wij vinden dat beleggers de voorspellende signalen in gecrowdsourcete prognoses cor-
rect verwerken en dat zij het vertekende beeld in winst- en omzetverassingen daar-
door op juiste manier anticiperen. Wij vinden ook dat de initi€le beschikbaarheid van
gecrowdsourcete winst- en omzetprognoses gepaard gaat met significant efficiéntere
koersreacties en een vermindering van de prijspremie rondom positief-vertekende win-
staankondigingen. Omdat de vertekening van de prognoses door analisten de complexe
dynamiek tussen ondernemingen en marktdeelnemers verandert, vinden wij ook dat
ondernemingen eerder geneigd zijn om winst- en omzetwaarschuwingen te geven wan-
neer alternatieve strategieén (zoals niet-openbare informatieverschaffing aan analisten)
niet tot de gewenste resultaten leiden. Wij concluderen dat informatie op gecrowd-
sourcete financiéle informatieplatforms beleggers kan helpen om vertekeningen in win-
staankondigingen te verdisconteren en informatie over het nieuws in winstaankondigin-

gen beter te verwerken.

Hoofdstuk III richt zich op de vraag of bedrijven aandelenanalisten als alternatief pub-
licatiemedium gebruiken om slecht nieuws te lekken wanneer er een grotere kans is op
rechtszaken met aandeelhouders. Om te meten of bedrijven zulke niet-openbare winst-
waarschuwingen geven, heb ik een nieuwe maatstaf ontwikkeld die gebaseerd is op de
herzieningen van de prognoses van analisten (ten opzichte van die van de gecrowd-
sourcete prognoses uit hoofdstuk II). Mijn algemene bevinding is dat managers eerder
geneigd zijn om slecht nieuws te lekken wanneer het risico op rechtszaken met aan-
deelhouders toeneemt. Dit effect is vindt vooral plaats bij ondernemingen waarvoor
vrijwillige openbaarmaking kostbaarder is, bij ondernemingen die geen openbare win-

stverwachtingen geven, en bij ondernemingen die vaker het doelwit zijn van rechtsza-
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ken met aandeelhouders. Ik concludeer dat ondernemingen in reactie op een verhoogde
dreiging van rechtszaken met aandeelhouders gebruik maken van het lekken van in-
formatie als alternatief publicatiemedium om indirect de winstverwachtingen en de

waarderingen te beinvloeden.

Hoofdstuk IV bestudeert de effecten van lokale milieuregelgeving op de economis-
che activiteit en duurzaamheidsprestaties van handelsondernemingen. Om de duurza-
amheidsprestaties van bedrijven te beoordelen onderzoek ik hun betrokkenheid bij
ontbossing en scope 3-emissie-intensiteit. Ik vind dat lokale milieuregelgeving positieve
effecten heeft op de duurzaamheid van de betroffen handelsfirma’s, die het niveau van
economische activiteit constant houden. Dat wil zeggen, ik vind dat handelsfirma’s hun
ontbossingsactiviteiten en scope 3-emissie-intensiteiten verminderen in plaatsen die on-
derworpen zijn aan een verordening die de transparantie en handhaving verhoogt in
ontbossing-intensieve Braziliaanse gemeenten. Deze bedrijven verbeteren ook hun du-
urzaamheidsprestaties in andere plaatsen waar ze actief zijn. Het positieve “spillover”
effect op de activiteiten van blootgestelde bedrijven is alleen gedocumenteerd voor mi-
lieuvriendelijke bedrijven, die zich vooraf committeren aan nul ontbossing. Daarente-
gen verhogen milieuonvriendelijke bedrijven hun ontbossing en blootstelling aan scope
3-emissies in andere plaatsen die niet onder de regelgeving vallen. In een aanvullende
analyse vind ik dat detailhandelsbedrijven hun bereidheid vergroten om informatie
te verstrekken over toezeggingen om de ontbossing te verminderen als reactie op een
andere milieuregelgeving die doelstellingen voor nul-ontbossing stimuleert. Algeheel
suggereren de resultaten dat lokale milieuregelgeving belangrijke effecten kan hebben

op de duurzaamheid en de transparantie van de supply chain.
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