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Background

Source: CNBC (July 28th, 2021)



SMU Classification: Restricted

Motivation

• Disclosure on climate-related issues increases 
transparency, allowing investors to better allocate capital 
and monitor firms’ greenhouse gas emissions.

• Recent research also finds that mandatory greenhouse 
gas disclosure results in reduced emissions, consistent 
with the real effects of disclosure.

• Are there externalities to existing disclosures that can 
help inform regulators about the scope of the pending 
disclosure requirements?
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Research Question

• Does a firm’s climate-related disclosure have 
governance externalities on its geographic peers?

• Do the governance externalities vary with county-
and firm-level characteristics?
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Hypothesis 1
• For CSR disclosures to have real effects, informed stakeholders must exert 

meaningful pressure on firms to alter their sustainability behavior (Christensen 
et al. 2021)

• Several studies take advantage of the recent U.K reporting mandate and show 
that GHG disclosures lead to lower emissions (e.g., Jouvenot and Krueger 2020; 
Tomar 2021; Downar et al. 2021)

• Extant research in finance and economics shows firms within close proximity are 
likely to experience similar outcomes due to endogenous interactions of local 
residents (e.g., Pirinsky and Wang 2006; Barker and Loughran 2007; Kedia and 
Rajgopal 2009; Moretti 2010; Greenstone et al. 2010; Dougal et al. 2015)

• Residents in the same geographic areas are likely to consume the same 
information and a firm’s climate-related disclosure is likely to raise residents’ 
awareness of environmental issues, leading to monitoring externalities.

H1: A firm will reduce its greenhouse gas emissions from its local plants after its 
geographic peer initiates climate-related voluntary disclosures. 



SMU Classification: Restricted



SMU Classification: Restricted



SMU Classification: Restricted

Identification Strategy
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Figure 1 Time Trend of Greenhouse Gas Emissions 
(plant-level) 
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Figure 2 Geographical Distribution of Climate-Related 
Disclosures
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10.1% 
reduction in 
greenhouse 

gas emissions

11.9% 
reduction in 
greenhouse 

gas emissions
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Placebo Test

• If decrease in emissions is driven by firm-wide 
effect, we would find a negative coefficient on Peer 
Disclosure Placebo.
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Dynamic Analysis
• We also conduct a dynamic analysis to address the 

concern that our results are driven by location-
specific shocks.

• If decrease in emissions is driven by climate-related 
disclosure, we should only observe the effect 
“after” a geographic peer initiates disclosure.
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Hypothesis 2
• Differences in environmental knowledge and actions across 

different regions are explained by residents’ education and 
income levels (Arcury and Christianson 1993)

• Wealthier and more educated individuals can potentially 
better process and interpret climate-related information, 
raising their awareness about environmental issues in the 
region.

H2a: The reduction in greenhouse gas emissions as stated in 
H1 will be greater when county residents have higher income 

levels.
H2b: The reduction in greenhouse gas emissions as stated in 

H1 will be greater when county residents have higher 
education levels. 
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Cross-Sectional Analyses
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Hypothesis 3
• Shareholders are likely to exert more pressure on firms 

if they perceive a higher risk from climate issues.

• On the other hand, managers are likely to be more 
myopic if investors are more focused on short-term 
earnings at the expense of long-term sustainability.

H3a: The reduction in greenhouse gas emissions as stated 
in H1 will be greater for firms with higher exposure to 

climate risks. 
H3b: The reduction in greenhouse gas emissions as stated 

in H1 will be smaller for firms with higher transient 
institutional ownership. 
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Cross-Sectional Analyses
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Analysis using Private Firms to Rule Out Capital 
Market Incentives
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Additional analyses that didn’t make 
it into this version of the paper 

1. Are plants reducing emissions because they learn 
from their disclosing peers?
• Split sample based on disclosing firms’ emissions reduction 

but find no significant difference between the two groups

2. Are the results driven by variation in EPA 
enforcement levels?
• Additional control for whether there was an EPA enforcement 

action for the facility

3. Additional cross-sectional tests suggest results are 
stronger for counties with more local news coverage 
and when there is greater damage from climatic 
disasters
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Source: SEC Website (March 22nd, 2022)
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Summary of Results
• Local plants decrease their emissions after another firm 

with plants in the same county (i.e., geographic peer) 
initiates climate-related disclosures.

• The effect is stronger among counties with higher 
income and education levels.

• The effect is stronger among firms with higher 
exposure to climate risk and weaker among firms with 
higher transient institutional ownership.

• Results robust to various tests that address potential 
alternative explanations. 
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Conclusion

• Climate-related disclosures have governance 
externalities on geographic peers.  

• Our results thus inform regulators of the potential 
scope of the proposed disclosure requirements.

THANK YOU!
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