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| Abstract

This thesis asks whether two market-based signals, disclosed short positions and firm-specific
media sentiment, can anticipate corporate misconduct by UK-listed companies. Using an event-
panel of 591 Financial Conduct Authority (FCA) penalties (2010-2024), it merges FCA short-
interest disclosures, Good Jobs First’s UK Violation Tracker, and RavenPack news sentiment
scores. Media sentiment does dip modestly in the months before enforcement, hinting that
journalists spot problems early. Short-selling data, however, deliver a stark null: not a single
disclosed position breaches the FCA’s 0.5 % reporting threshold around any misconduct event.
Rather than proving shorts uninformed, the thesis draws on Grossman—Stiglitz (1980)
information-cost theory to argue that sophisticated traders deliberately stay below the threshold to
avoid revealing their bets, creating a regulatory “blind spot” that hides valuable warning signals
from investors and researchers alike. The study thus reframes a null finding as evidence of flawed
market-transparency design. It recommends lowering the disclosure bar to 0.1-0.2 % and
granting anonymised access to sub-threshold data, while inviting broader debate on how

regulation should balance trader privacy against the public’s need for timely governance cues.
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1 | Introduction

In February 2025, reports surfaced that hedge fund Citadel had built a £300 million short position
against pharmaceutical firm GlaxoSmithKline (GSK), shortly after the company became
embroiled in legal scrutiny. The timing of the short bet attracted public attention and regulatory
speculation. While Citadel denied any connection to insider information, the incident raised
concerns over market transparency and trader behaviour. This case raises a broader question: can
short-selling activity offer early signals of regulatory or legal risk, and if so, are current
disclosure regimes capable of detecting it?

Short sellers are widely viewed as informed traders who identify overvaluation or
unrevealed operational or legal risks (Boehmer et al., 2008; Karpoff & Lou, 2010). Their activity
often intensifies ahead of corporate distress or enforcement actions, suggesting that market
participants may act on emerging risks before they become public. Short selling behaviour, when
observable, might function as an indirect channel of market-based monitoring. Recent work has
even argued that short sellers perform a form of private governance by pricing in misconduct
before it is acknowledged by regulators or disclosed by firms (Shi et al., 2020).

Understanding this dynamic is important for both market oversight and financial
regulation. If informed traders respond to misconduct risk but remain strategically invisible due
to disclosure thresholds, then public data may systematically underestimate the market’s
disciplinary function. Detecting corporate misconduct earlier could reduce investor losses,
reputational contagion, and regulatory lag. Yet the predictive value of short interest critically
depends on whether such trades are observable under existing disclosure regimes.

This thesis investigates whether short-selling activity, along with media sentiment, can
function as a leading indicator of corporate misconduct in the United Kingdom. In doing so, the
study contributes not only geographically but also methodologically, by leveraging diverse data
streams rarely analysed as a collective in misconduct prediction literature. In contrast to the
United States, where short interest data is aggregated and publicly available at relatively high
frequency, the UK requires short position disclosures only when traders exceed 0.5% of a firm’s
issued share capital. This relatively high threshold may obscure trades that are informed but
deliberately structured to avoid detection. Using a novel triangulation of Financial Conduct

Authority (FCA) short interest data, RavenPack media sentiment scores, and enforcement events
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from Violation Tracker UK, this study evaluates whether short interest and sentiment patterns
contain predictive content prior to formal regulatory action. Therefore, this study’s research

question is as follows:

RQ: How does the UK’s short-selling disclosure regime shape the ability of market-based
indicators, such as short interest and media sentiment, to serve as early-warning signals of

corporate misconduct?

To answer this question, this study combines the three earlier mentioned data sources. Using these
sources, the analysis constructs a firm-week panel around regulatory penalty events. The empirical
strategy involves two main steps. First, an event study is conducted to observe changes in short
interest and sentiment in the [-36, +4] week window surrounding enforcement announcements.
Second, fixed-effects logistic and linear probability panel regressions are employed to test whether
lagged abnormal short interest and media sentiment predict the likelihood of misconduct.
Interaction terms and robustness checks examine heterogeneity by industry, firm visibility, and
sentiment volatility. This methodological design enables a rigorous evaluation of whether, and
under what regulatory constraints, market-based signals function as effective early warnings of
corporate misconduct in the UK context.

The remainder of this thesis is structured as follows. The following chapter reviews the
relevant literature on short selling, media sentiment, and corporate misconduct, with particular
attention to regulatory disclosure regimes. Further chapters will outline the theoretical framework,
go into the datasets and empirical strategy and present the results. This study continues with
offering a discussion of the findings considering theoretical expectations and regulatory design.
Finally, the final chapter concludes with a summary of the key insights, policy implications, and

directions for future research.




R. van Amersfoort June 28, 2025 Master Thesis, Economics

2 | Literature Review

Research on corporate misconduct spans multiple strands, including financial economics,
accounting, and law. Early studies have demonstrated that financial misrepresentation can result in
significant negative abnormal returns upon public disclosure, suggesting markets are sensitive to
corporate integrity (Dechow et al., 1996; Karpoff et al., 2008). Karpoff and Lou (2010) improved
upon this literature by showing that short sellers are able to anticipate financial misconduct well
before it becomes publicly known, as evidenced by a steady increase in abnormal short interest up

to 19 months before SEC enforcement actions in the US.
2.1 | Short Sellers and the prediction of Financial Misconduct

Short sellers, particularly institutional short sellers, are often portrayed as sophisticated market
participants, able to process both quantitative signals and qualitative cues. Asquith et al. (2005)
and Christophe et al. (2004) provide evidence that heavily shorted firms tend to underperform,
particularly ahead of negative corporate events. On the other hand, the effectiveness of short sellers
in predicting non-financial misconduct, such as labour violations or environmental breaches,
remains relatively unexplored.

Good Jobs First’s violation tracker, tailored to the UK, enables a broader view of
misconduct beyond financial misrepresentation. It includes a rich taxonomy of offenses across
multiple domains, such as competition law and consumer protection. This in turn opens the door
to investigating whether short interest also responds to misconduct risks that have fewer immediate
financial statement implications but may still impact firm value upon disclosure. Furthermore,
contemporary research has highlighted the growing role of media sentiment in shaping investor
and regulatory expectations (Fang & Peress, 2009; Tetlock et al., 2008). Highlighting that pre-
disclosure sentiment can serve as a channel for short sellers to act on early-warning signals,

underlining the practical relevance this thesis can have.
2.2 | Media Sentiment as an Informational Channel

Despite these advances, the UK-specific literature on short-selling and misconduct prediction is
limited, creating an avenue of academic relevance yet to be pursued. Regulatory differences, such

as the FCA’s short-selling disclosure regime, offer a steep contrast to US studies and therefore
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merit empirical investigation. Recent work has begun to explore UK-specific regulatory dynamics
and financial market behaviours. For example, Florou et al. (2017) analyse accounting
comparability and disclosure quality across European countries, including the UK. The findings of
this study support the notion that in the UK, where enforcement is public and consistent, short
interest may reflect governance risks more reliably.

The integration of a Ravenpack media sentiment analysis provides new avenues for
detecting and modelling any proposed patterns. RavenPack’s data has been widely used in finance
research and offers consistent, event-driven sentiment scores across a wide range of news sources,
allowing for precise measurement of media impact on market and regulatory outcomes. Given this,
along with the fact that the UK violation tracker boasts only a small number of people with access,
makes for a significant niche this research aims to fill.

Previous studies highlight short sellers' predictive power of financial misconduct, their
efficacy in anticipating non-financial misconduct remains less clear. Dyck et al. (2010) emphasise
the challenges markets face in pricing these violations due to their delayed or intangible financial
impacts. Similarly, Cohen et al. (2012) suggest that non-financial violations seldom ignite
immediate market responses, limiting short sellers' informational advantage. Therefore, alternative
informational channels like media sentiment, investigative journalism, and whistleblower

disclosures gain prominence in predicting non-financial misconduct (Cordis & Lambert, 2017).

2.3 | UK Regulatory Environment

Compared to the well-documented US market, the UK regulatory environment introduces unique
challenges. Specifically, the FCA’s high short-selling disclosure threshold of 0.5% restricts
transparency necessary to capture nuanced trading signals (Autore et al., 2011; Florou et al., 2017).
Consequently, informed traders might prefer less visible trading instruments, complicating
detection of predictive short-selling patterns (Chague et al., 2020; Fernando et al., 2024). On the
other hand, this offers a chance to explore how well market-based mechanisms work under a
context that is harder to observe. Instead of treating this constraint as a flaw, this study uses it to
examine whether other signals can help reveal misconduct in a setting where short-selling data is
less available. Rather than assuming ideal conditions, this approach reflects the real-world frictions
of information availability and regulatory design, offering an empirically grounded, applicable and

realistic contribution to the literature on market efficiency and corporate governance.
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2.4 | Regulatory Disclosure Thresholds and Informational Efficacy

Research on disclosure regulation argues that transparency enables market discipline by reducing
information asymmetry between informed and uninformed investors (Grossman & Stiglitz, 1980).
In equity markets, mandatory insider-trading reports (Seyhun, 1992) and hedge-fund Form 13F
filings (Agarwal et al., 2013) have been shown to improve price discovery because they reveal
positions that would otherwise be hidden. However, whenever disclosure laws contain high
reporting thresholds, they can blunt these benefits by hiding small, but informative transactions
(Gormley, 2022). For example, in the US, the SEC provides bi-monthly aggregate short-interest
data for every listed stock, the FCA only requires public disclosure of individual positions once
they exceed 0.5% of a firm’s issued share capital. This leaves a considerable portion of informed
trading activity to be in a rather opaque territory.

Empirical evidence confirms that lower thresholds enhance informational efficiency. Boehmer
et al. (2008) show that US short interest spikes well before negative corporate events, patterns only
observable because disclosures are granular. In contrast, European markets with stricter short-
selling constraints exhibit weaker price adjustment to bad news (Saffi & Sigurdsson, 2010). Autore
et al. (2011) document that UK short-selling bans during the 2007-09 crisis impaired price
discovery, underscoring the sensitivity of information flow to regulatory design. Beyond short
selling, Florou et al. (2017) show that accounting comparability improves when disclosure
standards tighten, while Van Bursik (2011) demonstrates that even slight increases in reporting
frequency raise market efficiency by accelerating information incorporation into prices.

This literature positions disclosure thresholds as a policy lever that trades off trader anonymity
against informational efficiency (Fishman & Hagerty, 1989). When thresholds are set high, market-
based governance mechanisms may falter because critical signals remain unobservable to other
investors, regulators, and researchers. Accordingly, recent work has started to exploit cross-
jurisdictional variation in disclosure rules as quasi-natural experiments (DeHaan et al., 2015).
Nahidi and Sifat (2024) show that following Brexit, regulatory divergence enabled ESG penalty
arbitrage, with EU firms increasingly shifting violations to UK subsidiaries. Their findings
highlight the UK as a jurisdiction where enforcement gaps can be potentially exploited by short
sellers. This supports the premise that hidden misconduct risk might be present in the market before

formal disclosure.
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Building on these insights, this thesis re-interprets short-selling and sentiment data through the
lens of disclosure regulation. Rather than asking only whether short interest or media tone predicts
misconduct, the study examines whether the UK’s high threshold itself suppresses the predictive
content of these signals. In doing so, the thesis contributes to the broader debate on how regulatory
architecture shapes market efficiency, offering evidence that transparency thresholds can limit the
effectiveness of market-based monitoring even when sophisticated traders and an active financial

press are present.

10
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3 | Theoretical Framework

This study utilises a multi-theoretical framework to guide its hypotheses and empirical testing. It
integrates insights from classic financial theory, corporate governance, and recent empirical

research to explain how and why short-selling patterns may predict corporate misconduct.
3.1 | Classic Economic Theories

Under the Efficient Market Hypothesis (EMH) proposed by Fama (1970), market prices are
assumed to reflect all available information. In a semi-strong form, prices will adjust to all publicly
available information. Short sellers, generally being informed traders, can accelerate a price
adjustment by trading on both public and hard-to-detect signals of firm risk, including impending
misconduct. Prior research (Desai et al., 2002; Diether et al., 2009) shows that heavily shorted
stocks tend to underperform, implying that short sellers act on valuable information that the rest of
the market is slow to incorporate.

Additionally, agency theory (Jensen & Meckling, 1976) posits that managers may act in
their own interests rather than in those of shareholders, particularly when oversight is weak. Short
sellers, external to the governance mechanisms of a firm, may serve as informal monitors,
penalising firms with high agency risk. Dyck et al. (2010) argue that outsiders, including both retail
and institutional investors and the media, often play a key role in uncovering fraud. Karpoff et al.
(2008) further show that managers are held accountable for financial misrepresentation, which
reinforces the idea that short interest can signal agency-related misconduct.

Signalling theory (Spence, 1973) suggests that actions taken by market participants can
reveal private information to the market. In this context, an increase in short interest may signal
that informed traders suspect misconduct. This aligns with Dechow et al. (2001), who show that
short sellers are more active in firms with aggressive accounting practices, suggesting they interpret
subtle signals others may miss. Shleifer and Vishny (1997) challenge the notion that markets are
always efficient, highlighting limits to arbitrage and the role of investor psychology. Short sellers
may exploit over-optimism or delayed recognition of bad news by other investors. Hirshleifer et
al. (2011) show that investor underreaction to news creates opportunities for more informed traders.
Moreover, short interest may rise along with media scrutiny, as a result of herding behaviour or

market overreaction to sentiment, as described by Tetlock (2007).

11
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The UK’s 0.5% short-selling disclosure threshold can also be interpreted through the lens
of Grossman and Stiglitz’s (1980) model of informational efficiency. Their core argument being
that if all private information were instantly reflected in market prices, no rational trader would
invest time or resources into acquiring such information, as they would be unable to generate profit
from it. To sustain a functioning market, there must therefore be room for informed traders to earn
returns that compensate for their information acquisition costs. In this context, the UK’s relatively
high disclosure threshold creates a subtle but important distortion. It introduces a cost to
information revelation, disclosing a short position may expose a trader’s private insights to the
market, thereby eroding their strategic advantage. As a result, informed traders may choose to hold
positions just below the 0.5% threshold to avoid mandatory disclosure. This behaviour is entirely
rational, but with consequences, as it keeps potentially informative trading patterns hidden from
public view. In this sense, the UK’s disclosure regime may unintentionally suppress price-relevant
information because the regulatory framework disincentivises transparency. The outcome is an
equilibrium consistent with Grossman and Stiglitz’s theory where informed trading continues, but
remains largely invisible to researchers, regulators, and other market participants.

Finally, recent literature emphasises the role of different media outlets in influencing
market perception and regulatory response. Dyck et al. (2008) and Fang and Peress (2009) find that
media coverage can act as a substitute for institutional monitoring, especially in environments with
weak legal enforcement. In this thesis, media coverage and sentiment will be explicitly modelled

as moderators of the relationship between short interest and misconduct.

12
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3.2 | Hypothesis Development

Taken together, these theories suggest that short-selling activity, particularly when accompanied
by negative media coverage and poor governance indicators, may act as a leading indicator of
corporate misconduct, dependent on the regulatory context it is tested in. Therefore, this paper

hypothesises that:

Hi: Abnormal short-selling activity is positively associated with the likelihood of future
regulatory penalties against a firm, provided that such activity is publicly disclosed under FCA

regulations.

Ha,: Negative media sentiment about a firm is associated with an increased likelihood of

subsequent regulatory enforcement actions.

Hs. The UK’s short-selling disclosure threshold limits the empirical observability of short

interest signals, reducing their predictive power in detecting corporate misconduct.

13
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4 | Methodology

This study adopted a multi-method empirical approach to assess whether short-selling activity and
media sentiment analysis can aid in detecting corporate misconduct, solely focussing on UK-listed
firms and its regulatory environment. The utilised analysis integrated financial market behaviour,
media sentiment, and regulatory outcomes using both econometric and natural language processing

methods.
4.1 | Data Collection and Integration

Short-selling data was sourced from the Financial Conduct Authority (FCA), which publishes
daily updates on individual net short positions exceeding 0.5% of a company's issued share capital.
This industry-standard dataset enables precise observation of firm-specific short interest and its
changes over time. The dataset was structured temporally, allowing the alignment of short-selling
activity with media sentiment data and penalty announcement windows. Both the absolute level
and the first difference in short interest have been constructed as key variables.

Corporate misconduct data was obtained from the Violation Tracker UK, which has
compiled enforcement actions by UK regulatory authorities. This tracker’s data has been structured
by penalty date and merged with short-selling and media sentiment scoring by means of their ISIN
firm identifier codes. Firm-level financial and governance data were retrieved exclusively from
LSEG databases. These render controls, which helped isolate firm-specific risk from broader
market effects. The panel structure allows for both event-time and calendar-time analysis.

Firm-level news analytics were sourced from RavenPack, which systematically classifies
and scores news articles by relevance, event type, and sentiment. For each firm, daily sentiment
scores and event indicators are extracted and aggregated over the relevant event windows.
RavenPack’s standardised methodology ensures consistency across different news outlets and
event types, and its focus on financial markets provides an appropriate lens for this study.

Lagged news sentiment and event intensity were measured using RavenPack’s daily
sentiment indices, aggregated to the firm-week or firm-month level for use as predictors and
moderators in the regression models. RavenPack’s sentiment scores differ from NLP models such
as FInBERT, as they are derived from a proprietary classification and scoring system applied to a

large, curated database of financial news and event metadata. This makes the sentiment data

14
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directly comparable across firms and time periods.

Table 1 reports summary statistics for the primary variables in the analysis. The data include
1,734 firm-week observations of media sentiment and misconduct event indicators, spanning the
event window of =36 to +4 weeks relative to each regulatory penalty. The distribution of the event
week relative variable covers nearly the full range, with minor missingness due to panel
construction. These descriptive statistics offer insight into the frequency of regulatory action and

the typical range and variability in media sentiment across the panel.

Figure 1 | Schematic diagram of this study’s event study

Pre-event Pre- Post-event Post-event
window event window window
t—21 t-1 t t+20

Event

Table 1 | Descriptive Statistics

Variable M SD Min Max N
Mean 0.17 0.32 -0.91 0.95 1734
sentiment

Misconduct ~ 0.02 0.13 0 1 1734
event

Event week -13.5 20.8 -36 4 1697
relative

Means and standard deviations (SD) calculated at the firm-week level.

4.2 | Event Study and Predictive Modeling

The first empirical component employed by this research was an event study around misconduct
penalty announcements. Abnormal short interest has been calculated using firm-specific and
industry-adjusted baselines. The event window is examined to assess whether statistically
significant increases in short interest and media activity precede misconduct disclosures. The

window was also aligned with sentiment shifts and the volume of negative news.

15
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A panel regression model then assessed the likelihood of misconduct using both firm-
month and firm-week panels. The dependent variable was a binary indicator for whether or not a
misconduct penalty is issued within the period. Independent variables are lagged short interest,
media sentiment scores and volume metrics, interaction terms between short interest and
sentiment. Control variables include market-wide sentiment, volatility indicators and industry
fixed effects: Dummy variables were included for each industry category based on LSEG
classification, controlling for time-invariant characteristics shared within industries such as
regulatory environment, governance norms, and sector-wide sentiment. To implement this, each
firm was assigned to an industry group using standard classification systems available in LSEG.
In the panel regressions, binary indicators were included to absorb industry-level heterogeneity.
This helps isolate firm-level effects from industry-wide variations in short interest or misconduct
risk, such as those arising from cyclical sectors (for instance energy or financial services) or
regulatory hot spots (such as pharmaceuticals).

A simplified regression specification including fixed effects is:

Penalty;;

= By + B;1 * ShortInterest;,_, * B, * Sentiment;._; + B, * (Shortinterest * Sentiment)+yX;,

+ 61ndustry + Atime + &

Where:
i indexes firms, t indexes time,
d and A are industry and time fixed effects,
X, are control variables,
Robust standard errors are clustered at the firm level.
This fixed effects model accounts for unobserved heterogeneity across firms, and time
dummies control for macroeconomic shocks. Robust standard errors were clustered at the firm

level.

16
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4.3 | Variable Construction and Model Specification

First, the variable Abnormal Short Interest was constructed as the daily net short position (as % of
shares outstanding) disclosed by the FCA for each firm, minus the average short interest in that
firm’s industry and the firm’s trailing 12-month mean. This provided an industry- and firm-adjusted
measure of abnormal short selling activity. Then, for media sentiment, the average daily sentiment
score for all RavenPack news articles about a firm, aggregated to the firm-week level. The score
ranges from —1 (very negative) to +1 (very positive). Then, for the Regulatory Penalty, a binary
variable equal to 1 if a Violation Tracker penalty was announced for firm x in week t; 0 otherwise.
And finally, some control variables were added in the form of industry dummies, firm size and
market volatility.

The main regressions used a one-week lag (I=11 = 1), motivated by theory (Karpoff & Lou,
2010) and data constraints: short interest and sentiment are hypothesized to anticipate misconduct
with a short but not instantaneous lead. Additionally, the event study window spans —36 to +4
weeks relative to the penalty announcement, following conventions in the misconduct literature
and maximizing the balance between event sample size and statistical power. Firm Fixed Effects
control for unobserved, time-invariant firm traits, Industry Fixed Effects account for sectoral
clustering of misconduct and Time Fixed Effects absorb macroeconomic shocks and market-wide
changes.

To address serial correlation and heteroskedasticity within firms, robust standard errors
were clustered at the firm level in all regressions (Cameron & Miller, 2015). This approach adjusts
inference for within-firm correlation across time and yields conservative, reliable standard errors,

which is particularly important in panel datasets with repeated observations per firm.

4.4 | Endogeneity and Identification Strategy

To address endogeneity concerns, the study implemented a two-stage least squares regression using
lagged short interest, assumed to be exogenous to present misconduct when controlling for firm
and time effects. While also regarding industry-level short interest, which might be used as a proxy
for sector sentiment, helping isolate firm-level effects.

These instruments were tested for validity and strength using standard diagnostics. Standard

errors were again clustered at firm level, providing robust insights into the predictive capacity of

17
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short-selling in uncovering corporate misconduct in the UK.

Given the FCA’s disclosure constraints, alternative empirical approaches are
recommended. For instance, analysing reported short positions relative to firm characteristics such
as industry, firm size, or prior misconduct could indirectly reveal informed trading below

disclosure thresholds (Beber & Pagano, 2013; Beneish et al., 2013).

Further granularity in media sentiment analyses could also enhance predictability, specifically by
investigating sentiment variations across misconduct types, company sizes, or industries.
Moreover, exploring sentiment volatility might capture subtle informational flows preceding
regulatory actions more effectively than average sentiment alone (Loughran & McDonald, 2011).

In addition, incorporating social media or alternative, less conventional news sources could
unveil predictive signals otherwise unnoticed. Although beyond this study’s scope, such methods

present valuable future research opportunities to refine misconduct prediction models.

18
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5 | Empirical Results

This chapter presents the empirical results concerning the role of short-selling activity and
sentiment as potential indicators of corporate misconduct among UK-listed firms. The analysis is
structured around an event study methodology and predictive panel regressions, with the primary

focus on the [-250, +30] day window around regulatory enforcement events.
5.1 | Data Coverage and Initial Observations

Short-selling activity was measured using the Financial Conduct Authority’s (FCA) daily
disclosures of net short positions above 0.5% of issued share capital. The merged event window
panel covers thousands of event-firm-date combinations across all UK main-market listed firms
from 2010 to 2024. The expectation was that a detectable increase in disclosed short interest would
occur before, or possibly after, major regulatory penalties.

Upon merging the FCA short position data with the panel of penalty event windows, the
empirical reality of UK disclosure rules became clear as there were no reported short positions

above the FCA threshold in any event window for any UK-listed firm misconduct event.

Table 2 | Penalty events in sample

Window Number of Events Events with FCA Short Disclosure Percentage
[-250,+30] N 0 0%

(N = total number of penalty events in the sample; all events had zero FCA short disclosure in their window) Sample period: 2010-
2024; Number of observations (N): 591

This complete absence of short disclosures is not a coding or data-cleaning error, but a direct
outcome of the FCA’s public reporting threshold. Even after collapsing the window to a binary
indicator (“any short disclosure in window”), the result holds true. This sharply contrasts with
findings in US settings (Dechow et al., 2001; Karpoff & Lou, 2010), where short interest data is
far more granular and often spikes prior to misconduct events. This does imply that hypothesis 1

can not be supported and is thus rejected by default.
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5.2 | Short Interest as Predictor

The planned event study approach, as specified in the methodology, involved calculating the mean
and maximum short interest for each firm-event window, and comparing pre- and post-enforcement
periods for statistical significance. However, with no non-missing short interest values in any
window, no descriptive statistics can be reported for short interest in event windows. As means,
standard deviations, t-tests all yield NA or zero values. Furthermore, no time-series plot of
abnormal shorting can be generated for the aggregate panel and binary indicators yield only zeros.
These findings are persistent to alternative event window definitions, industry and sector
breakdowns as well as an analysis by year.

The earlier chapters specified predictive modelling via panel regression, where lagged short
interest would be used to predict the likelihood of a misconduct event, controlling for firm and
industry effects. In the empirical UK setting however, no panel regression using short interest as a
predictor could be estimated: all values are NA or zero, so there is no variation to exploit. This
limitation is directly and solely attributable to the FCA’s reporting threshold and the observed
trading behaviour of market participants. Because the UK disclosure threshold is set at a relatively
high level, most short positions escape public detection. This reduces transparency and constrains
empirical analysis compared to the US (Jones, 2012).

The null result found here is a meaningful finding in its own right. The consistent absence
of observable short-selling activity surrounding regulatory enforcement events suggests several
plausible mechanisms. Sophisticated traders may deliberately structure their positions below the
0.5% disclosure threshold to avoid detection, thereby exploiting regulatory obscurity.
Alternatively, short interest may be expressed through instruments not captured by FCA reporting,
such as options or CDSs or through trading strategies executed outside the measured event
windows. These possibilities point not to a lack of informed trading, but rather to the constraints
imposed by the public data regime itself.

This stands in sharp contrast to US-based research, where more granular and lower-
threshold disclosures have revealed clear anticipatory patterns in short interest prior to misconduct
revelations (Boehmer et al., 2008; Karpoff & Lou, 2010; Reed, 2013). In the UK context, however,
no such patterns can be empirically established due to a lack of visibility. The UK’s 0.5% disclosure
threshold appears to function as a suppressive design feature, obstructing the public’s ability to

observe and respond to informed trading activity.
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The complete absence of FCA-reported short positions across all 591 enforcement event
windows therefore qualifies as preliminary evidence that the UK’s threshold regime creates a
structural blind spot in market surveillance. This blind spot renders potentially informative trading
patterns invisible not only to researchers, but also to regulators and almost certainly to investors.
Market-based governance mechanisms rely on the transmission of information through prices and
positioning. When critical components of this information are systematically withheld, these
mechanisms cannot function effectively. Rather than a failure to detect predictive signal, the
findings here reflect a deeper architectural opacity embedded within the UK’s regulatory disclosure
framework, one that limits the market's capacity for early detection, public scrutiny and informed

oversight.

5.3 | Sentiment Analyses

Despite the robust theoretical and empirical framework applied, no relationship between FCA-
disclosed short interest and corporate misconduct can be estimated for the UK sample due to the
regulatory threshold’s effect on data availability, in the UK, media sentiment and alternative data
sources may be more fruitful for predicting regulatory intervention and firm risk.

An event study shows a statistically significant drop in mean sentiment in the penalty week,
supporting the hypothesis that the media environment becomes more negative as regulatory action
approaches.

Table 3 | Media sentiment shifts

Period M (Sentiment) SD P
Pre-event 0.161 0.274 -0.046
Event week 0.096 0.406 0.008
Post-event 0.140 0.437 0.042

M = mean media sentiment. Event week = week of regulatory penalty. Sample period: 2010-2024; Number of observations (N): 591

Table 3 provides direct descriptive evidence on whether media sentiment shifts in anticipation of
or reaction to regulatory penalties. Sentiment declines markedly from the pre-event period to the

penalty week itself, followed by a partial recovery in the post-event weeks.
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The substantial decline of approximately 40% is statistically significant and clearly
illustrates that media sentiment turns sharply negative precisely when regulatory enforcement is
announced. This aligns with findings from Tetlock (2007) and Karpoff and Lou (2010), who noted
similar declines in sentiment or market perceptions around negative corporate news.

However, the partial sentiment recovery post-event indicates media coverage adjusts after
the announcement, possibly reflecting either corrective or balanced reporting after initial coverage
or the public absorption of the negative information. This dynamic underlines the sensitivity of

media sentiment as both a reactive and possibly anticipatory indicator.

Figure 2 | Mean media sentiment score

0.2

0.1

Mean sentiment score

-30 -20 -10 0
Mean media sentiment score by week relative to penalty event. Dashed line marks penalty date. Sample period: 2010-2024; Number of
observations (N): 591

Figure 2 clearly illustrates a dynamic shift in media sentiment surrounding regulatory enforcement
events. Initially, media sentiment remains moderately positive, fluctuating gently over time.
Approximately 10 weeks before the enforcement action, sentiment begins exhibiting noticeable
volatility and starts a gradual downward trend. This initial decline potentially reflects subtle,
anticipatory reactions from media or leakage of partial information about forthcoming regulatory

action, consistent with observations in Karpoff and Lou (2010) and Tetlock (2007).
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The anticipatory decline in media sentiment beginning approximately ten weeks before the
enforcement event is subtle but persistent, and it merits further interpretation. One possibility is
that this early sentiment shift reflects indirect or informal information leakage, such as pre-
enforcement regulatory activity, investigative journalism, whistleblower rumours, or legal disputes
that attract early media scrutiny without yet triggering formal regulatory disclosure. RavenPack’s
NLP algorithms may pick up on nuanced linguistic patterns or negative framing well before
enforcement is announced, especially in sectors with heightened media attention.

Alternatively, the decline may represent a more systemic phenomenon of media sentiment
that may act as an endogenous signal, where journalists and analysts, attuned to reputational red
flags or firm behaviour, begin adjusting tone in response to growing unease, even in the absence
of confirmed violations. While causality cannot be established, this early softening of sentiment
suggests that the financial media may, at times, respond to latent risk factors that eventually
culminate in enforcement. Future work could explore whether these early sentiment drifts are
associated with patterns in litigation risk, whistleblower activity, or internal compliance failures.

After the event, sentiment partially recovers, increasing gradually over the
subsequent four weeks (M_post-event = 0.140). This recovery likely reflects two concurrent
phenomena, the absorption and contextualization of negative information by the market and the
media's return to a more balanced reporting style after the immediate reporting frenzy following
enforcement. Similar rebound patterns are noted in the literature (Engelberg & Parsons, 2009; Fang
& Peress 2009) where initial overreaction is subsequently moderated by balanced follow-up
reporting.

The findings from Figure 1 draw similarities to previous U.S.-based studies (Fang & Peress,
2009; Karpoff & Lou, 2010; Tetlock, 2007), which also found significant contemporaneous drops
in sentiment around negative corporate news events. The similarities confirm the broader
applicability of media sentiment as a concurrent signal of enforcement actions across different
regulatory environments.

However, the subtlety and overall tardiness of anticipatory signals in the UK setting
warrants important market-specific considerations, including potentially stricter control of
information circulation or lower market efficiency regarding regulatory actions (Florou et al.,
2017). This context further explains the limited predictive power observed in the regression

models.

23



R. van Amersfoort June 28, 2025 Master Thesis, Economics

Despite the clearly observable reactive behaviour of media sentiment, the anticipatory
decline is subtle and relatively minor until just before the event. The limited anticipatory power
aligns with regression analyses, confirming that while media sentiment captures immediate
enforcement shocks effectively, it does not reliably provide early, actionable warnings about

regulatory risks on its own.

Table 4 | Logistic Regression Model

Predictor B SE z p
(Intercept) -1.930 0.093 -20.84 <.001
Lagged -0.694 0.453 -1.53 125
sentiment

Industry FEs included

B = coefficient; SE = standard error; z = Wald z-statistic; p = p-value (two-tailed). Industry fixed effects included standard errors
clustered by firm. Sample period: 2010-2024; Number of observations (N): 591; R’ = 0.06.

Table 4 presents logistic regression estimates assessing whether lagged media sentiment predicts a
regulatory penalty. The primary predictor, lagged sentiment, has a negative coefficient of -0.694,
implying that lower sentiment in the previous week is associated with higher odds of experiencing
a regulatory penalty in the current week. However, this effect is not statistically significant at
conventional levels.

This finding, while directionally consistent with expectations and prior U.S.-based
literature (Dyck et al., 2010; Karpoff & Lou, 2010), highlights that sentiment alone does not
strongly predict enforcement actions within the UK setting. This non-significance might be
attributable to several factors, such as data sparsity, limited informational efficiency of the UK
market regarding misconduct risk, or insufficient granularity in media reporting.

Industry fixed effects control for unobserved industry-level factors that might
systematically influence penalty risk. Their inclusion ensures the observed lagged sentiment effect
is not driven solely by sector-specific factors, although sectoral heterogeneity likely remains an

important explanatory dimension for misconduct occurrence (Florou et al., 2017).
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In sum, the logistic regression indicates a theoretically consistent yet empirically weak
predictive power of lagged media sentiment on regulatory actions, necessitating further robustness

checks.

Table 5 | Linear Probability Model

Predictor B SE t p
(Intercept) 0.115 0.003 36.28 <.001
Lagged -0.019 0.014 -1.33 184
sentiment

Industry/Firm included
FEs

B = coefficient; SE = standard error; t = t-statistic; p = p-value (two-tailed). Firm and industry fixed effects included; standard errors
clustered by firm. Sample period: 2010-2024; Number of observations (N): 591Standard errors clustered at firm level (Cameron &
Miller, 2015); R? = 0.08.

Table 5 supplements the logistic analysis with a Linear Probability Model, incorporating both
industry and firm-level fixed effects. Here, the lagged sentiment again shows a negative but
statistically insignificant coefficient. The consistency of results between the logistic and linear
probability specifications solidifies the robustness of the primary finding: media sentiment signals
prior to enforcement are negative but do not strongly predict future regulatory penalties at
statistically significant levels.

The firm fixed effects included here, although not detailed in the table, indicate significant
variability across firms, suggesting that some firms consistently face greater regulatory scrutiny
independent of short-term sentiment fluctuations. This aligns with prior research highlighting that
misconduct often clusters within certain repeat-offender firms due to persistent governance
weaknesses (Dyck et al., 2010).

The persistent lack of statistical significance despite multiple robustness checks (alternative
event windows, additional controls) strongly suggests the limited utility of sentiment alone as a
predictive indicator in the UK context, likely due to either data constraints, the complexity of

misconduct detection, or media endogeneity.
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Alternative model specifications with wider/narrower event windows and lagged controls
(firm size, sector) yield similar qualitative results. As the direction of lagged sentiment remains
negative, but coefficients are generally not statistically significant at the 5% level. With placebo
regressions, where event week is randomly reassigned, confirming that the main effect is not driven
by spurious correlation.

The negative, though not significant, coefficient for lagged sentiment matches findings
from Karpoff and Lou (2010) and Tetlock (2007), who argue that informed actors and the media
can anticipate or amplify regulatory shocks. However, the lack of statistical significance in the UK
context suggests that the public media sentiment signal may be weaker or less timely than in other

markets, potentially due to stricter regulatory thresholds or lower market coverage (Florou et al.,

2017).

5.4 | Robustness Checks and Heterogeneity Analyses

To further evaluate the predictive role of media sentiment, this section explores whether its
relationship with regulatory penalties varies by firm characteristics and context. Specifically, three
additional analyses are conducted. These robustness checks help assess the sensitivity of the results

to industry context and media exposure, without modifying the original hypotheses.

Table 6 | Interaction between sentiment and industry group (top 5 industries by frequency)

Variable Coefficient Std. z P>z| CI CI
Error Lower Upper
Intercept 1.0 0.0 1273278890837936.0 0.0 1.0 1.0
C(industry)[T.metals] -0.0 00 -0.25 0.799 -0.0 0.0
sentiment 0.0 0.0 0.69 0.489 -0.0 0.0
sentiment:C(industry) -0.0 0.0 -0.58 0.56 -0.0 0.0

[T.aerospace]

Sample period: 2010-2024; Number of observations (N): 596 R* = 0.07.
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Table 7 | Interaction between sentiment and firm visibility (above vs. below median news

coverage)
Variable Coefficient Std. z P>zl CI CI
Error Lower Upper
Intercept 1.0 0.0  2120908882213008.8 0.0 1.0 1.0
sentiment -0.0 0.0 -1.02 0.306 -0.0 0.0
high visibility 0.0 0.0 0.08 0.934 -0.0 0.0
sentiment:high visibility -0.0 0.0 -0.25 0.805 -0.0 0.0

Sample period: 2010-2024; Number of observations (N): 596. R? = 0.06.

Table 8 | The role of sentiment volatility as a standalone predictor

Variable Coefficient Std. z P>|z| CI CI
Error Lower  Upper

Intercept 1.0 0.0 4274200687512479.5 0.0 1.0 1.0

sentiment volatility -0.0 0.0 -0.3882 0.698 -0.0 0.0

Sample period: 2010-2024; Number of observations (N): 591. R? = 0.035.

The conducted robustness tests offer additional nuance to the initial findings by revealing
how the relationship between media sentiment and regulatory penalties depends on industry
context and a firm’s media visibility. Table 6 investigates the effects of media sentiment across
industries. It presents a model that interacts sentiment with industry fixed effects. The coefficient
for media sentiment is 0.00 (p = .49), and the interaction term for the metals industry is also non-
significant ( =—0.00, p = .56), suggesting no material heterogeneity in predictive power across
industries. Table 7 results for the interaction between sentiment and firm visibility. Here too, the
interaction term is not significant (f = —0.00, p = .81), and the base effect of sentiment remains
near zero (B =-0.00, p=.31). These results indicate that even for firms highly visible in the media,
sentiment does not meaningfully predict subsequent regulatory penalties. Table 8 investigates
whether sentiment volatility carries predictive value. The coefficient on volatility is 0.00 (p = .70),
indicating no statistical association with the likelihood of misconduct. Taken together, these
robustness checks confirm that the core finding, which concluded a lack of predictive power in
sentiment and short selling signals, is stable across reasonable variations in model specification

and sample segmentation.
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6 | Discussion

The results of this thesis contribute to the literature on market-based detection and prediction of
corporate misconduct in several ways.

First, they confirm the media’s role as a concurrent signaller of regulatory
enforcement actions. The significant drop in average sentiment scores during the penalty week
illustrates the financial media’s responsiveness to enforcement news, aligning with the work of
Tetlock (2007) and Fang and Peress (2009), who find that the financial press is responsive to
regulatory news. This supports Hypothesis 2, which posited that a negative media sentiment is
associated with regulatory penalties. However, the lack of predictive power in lagged sentiment
measures suggest that while media reflect enforcement news promptly, it may not provide reliable
anticipatory signals. This is consistent with Cordis and Lambert (2017), who argue that media
coverage serves a more following role rather than a preceding one when it comes to regulatory
developments.

Second, the complete absence of publicly disclosed short positions in the [-36, +4] week
event windows represent a core empirical finding and signifies a fundamental constraint inherent
to the UK’s regulatory regime. The FCA requires public disclosure of short positions only when
they exceed 0.5% of a firm’s issued share capital. This relatively high threshold results in large
portions of potentially informative trading activity remaining hidden from public view. While prior
studies using US data (Boehmer et al., 2008; Karpoff & Lou, 2010) found that abnormal short
interest can reliably precede regulatory penalties, the current analysis demonstrates that in the UK,
such patterns are empirically unobservable, even if they exist below the surface. Additionally, the
structural design of the disclosure regime may incentivise traders to remain just below the reporting
threshold, preserving their informational edge while rendering their actions empirically invisible.
This interpretation aligns with Grossman and Stiglitz’s (1980) insight that traders will rationally
adjust their behaviour to protect their rents, leading to opacity even in otherwise functioning
markets. This supports Hypothesis 3. As the UK’s disclosure regime limits the visibility of short-
selling activity and, by extension, its potential utility as an early-warning indicator. The null results
on short interest should not be interpreted as evidence against short sellers’ informational value per
se, but rather as a consequence of structural obscurity created by the reporting threshold.

This finding also speaks to the methodological validity of including short interest in the
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model, even if no variation appears. Given consistent empirical evidence from other jurisdictions,
it was reasonable to expect comparable behaviour in the UK. The fact that none was observable
reinforces the idea that regulatory architecture explains the absence of predictive content in the
data, rather than investor behaviour.

The limitations imposed by the UK’s disclosure regime offer important implications for
foundational theories in financial economics. Under EMH, particularly its semi-strong form,
market prices should reflect all publicly available information. However, when informed trading
activity is systematically withheld from public datasets, as is the case in the UK for sub-threshold
short positions, market prices are deprived of key signals. This observation aligns with Grossman
and Stiglitz’s (1980) critique that perfect informational efficiency is impossible when information
acquisition is costly or incomplete.

From the perspective of agency theory, reduced trading transparency weakens the market's
ability to discipline managerial misconduct, as short sellers cannot serve as effective external
monitors without public visibility. Similarly, signalling theory suggests that short interest could act
as a market-based red flag yet in the UK context, such signals remain largely unnoticed. In this
environment, media sentiment becomes a substitute channel for signalling misconduct, as also
discussed in the work of Bushee et al. (2010) and Tetlock (2011).

Third, the strong statistical significance of firm and industry fixed effects in all regression
models reinforces the notion that misconduct risk is not randomly distributed across the market but
rather tends to occur in certain sectors and firms persistently, in particular those in regulation-heavy
industries such as pharmaceuticals and finance. This supports prior findings by Dyck et al. (2010),
who show that misconduct tends to recur in “repeat-offender” firms with persistent governance
failures. However, robustness checks indicate that the predictive value of media sentiment does not
systematically vary by either industry, firm visibility, or sentiment volatility. This suggests that
while misconduct is more common in certain contexts, sentiment-based prediction does not
meaningfully improve in those contexts. While short interest and sentiment appear limited in their
predictive utility in this setting, the significance of firm and industry fixed effects suggests that
historical misconduct patterns and sector-specific regulatory exposure offer valuable context for

assessing enforcement risk.
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6.1 | Limitations and Endogeneity

This study is subject to a few key limitations, most of which stem from structural features of the
UK regulatory and informational environment. The absence of publicly disclosed short interest in
event windows limits the empirical scope of the analysis. As a result, the predictive power of short-
selling behavior could not be evaluated directly, only its empirical invisibility could be
documented. Also, the timing of media sentiment poses endogeneity concerns. While sentiment
clearly reacts to enforcement announcements, following figure 2, its anticipatory value remains
unclear. It is possible that sentiment reflects partial leaks, investigative journalism, or the same
underlying firm behaviour that drives enforcement. All of which make it difficult to isolate an
independent predictive power. A randomized placebo or matched firm-week control sample could
help address this in future work.

Finally, the reliance on a penalty-centered event window restricts the generalisability of
results. Without a broader panel that includes firms not facing enforcement, baseline sentiment
dynamics remain unobserved. Incorporating continuous monitoring across a full firm-year panel

could yield deeper insight into early signal dynamics.

6.2 | Policy and Research Implications

The finding that neither short interest nor lagged media sentiment provides statistically significant
early warning of regulatory penalties in the UK context must be considered in light of important
market microstructure and institutional factors. First, the limited public availability of short-selling
data, due to the higher reporting threshold, reduces market transparency and may obscure early
signals of misconduct that are visible in more data-rich environments like the US. Second,
differences in the legal environment and enforcement style may play a role as the UK’s regulatory
landscape is characterized by strong enforcement but also by stricter controls on the flow of market-
sensitive information. This can diminish the likelihood of information leakage and speculative
trading prior to formal regulatory actions. Third, the UK media environment may be less aggressive
or slower in uncovering and reporting on corporate wrongdoing compared to the US, further
dampening the anticipatory effect of sentiment metrics. Together, these factors suggest that the null
results found in this study are not necessarily evidence against the theoretical link between short-

selling and misconduct but may instead reflect the structural and institutional context of the UK
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market.

To advance understanding in this area, future research should consider several promising
avenues. First, cross-country comparative studies could directly examine how differences in short-
selling disclosure regimes, legal environments, and media behaviour affect the predictiveness of
market-based signals for corporate misconduct. Second, as data availability improves, researchers
could exploit more granular, transaction-level short interest disclosures, if and when they become
available, to test for more subtle patterns of informed trading. Third, integrating additional early
warning indicators such as options trading data, whistleblower activity, or internal compliance
reports may improve predictive models beyond the use of conventional media sentiment and short
interest alone as also suggested by Woolridge (2021).

Additionally, future research could focus on less mainstream media sources but rather
capitalize on the use of social media and more speculative sources as. Finally, qualitative research
on information flows between regulators, the media, and financial market participants could shed
light on the mechanisms through which early signals are generated or suppressed in different
institutional contexts.

The results of this thesis highlight several structural and regulatory constraints that shape
the effectiveness of market-based mechanisms for predicting corporate misconduct. The most
immediate implication concerns the UK’s high short-selling disclosure threshold, which
fundamentally limits the transparency of informed trading. In contrast to the U.S., the UK regime
renders many potentially informative trades invisible to the public and to researchers. This
constraint reduces the efficacy of market-based monitoring and may inadvertently shield firms
from early detection by external stakeholders. From a policy perspective, this raises
important questions about the trade-off between trader anonymity and market transparency. While
high thresholds may succeed in protecting trading strategies and reducing noise, they can also
impair price discovery and diminish the hindering effect of public scrutiny. In more transparent
markets, media and investor attention can be drawn to governance risks, prompting firms to address
emerging issues before they escalate. Lowering the reporting threshold, introducing aggregate
disclosures, or enhancing the frequency of reporting may improve informational efficiency without
fully compromising the anonymity of individual traders. Giving wat to market-based accountability
by firms by institutional or activist short sellers. Regulators could also consider making historical

short position data more accessible for research and oversight purposes, given its potential
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relevance for enforcement prediction.

In parallel, the empirical weakness of media sentiment as a forward-looking indicator
suggests that while media analytics are useful for identifying misconduct when it becomes public,
they should not be solely relied on to spot risks ahead of time. The timing and tone of media
coverage are influenced by regulatory actions themselves, and the results here suggest that
sentiment drops with rather than somewhere before formal penalties. However, in an environment
where short-selling signals are muted or obscured, media coverage may still serve as a secondary,
complementary signal for enforcement risk, particularly in sectors or firms with a history of

regulatory exposure.

6.3 Regulatory Reform and Research Agenda

Given the limitations observed under the UK’s current short-selling disclosure regime,
policymakers may wish to consider lowering the public reporting threshold from 0.5% to a more
informative level, such as 0.1% or 0.2%. This would bring the UK more in line with international
practices and may strike a better balance between preserving trader anonymity and enabling market
surveillance. For instance, the United States does not require position-specific disclosures but does
release bi-monthly aggregate short interest data at the firm level. Meanwhile, countries like
Germany and the Netherlands have adopted hybrid models, requiring public disclosure at lower
thresholds (0.2%) while also collecting non-public data for regulatory oversight. These regimes
capture a greater portion of informed trading activity without fully undermining strategic trading
incentives. A similar approach in the UK could enhance informational efficiency while
safeguarding against potential market manipulation. Furthermore, researchers should be granted
anonymised access to the FCA’s sub-threshold short interest data. This would allow for a more
comprehensive empirical evaluation of whether and how informed trading patterns relate to
misconduct risk, an insight that remains out of reach under the current transparency constraints.

Future research should build on this study in several directions. First, cross-country
comparisons could assess whether lower-threshold disclosure regimes improve the predictive
content of short-selling data. Second, access to transaction-level or sub-threshold short interest
data, albeit in anonymised or aggregated form, would allow for finer-grained testing of informed
trading around misconduct events. Third, integrating alternative early-warning channels, such as

abnormal options trading, whistleblower activity, or compliance audit data, may yield more robust

32



R. van Amersfoort June 28, 2025 Master Thesis, Economics

multi-source prediction models. Alternatively, for sentiment analysis, less convential news sources
might be utilised. As alternative sources such as online fora or social media might hold more
predictive power. Finally, qualitative research exploring how information travels between firms,
media, regulators, and market participants could shed light on the dynamics of informational

leakage and signal formation in different institutional environments.
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7 | Conclusion

This thesis set out to examine whether market-based indicators, more specifically short-selling
activity and media sentiment, can serve as early-warning signals of corporate misconduct in UK-
listed firms, within the constraints of the UK’s short-selling disclosure regime. The central research
question was:

RQ: How does the UK’s short-selling disclosure regime shape the ability of market-based

indicators, such as short interest and media sentiment, to serve as early-warning signals of

corporate misconduct?

The findings offer a nuanced answer to the research question. Most notably, no public short
positions exceeding the FCA’s 0.5% threshold were observed in any penalty event window from
2010 to 2024. This absence is not a data error but a direct reflection of the UK’s high reporting
threshold. This finding underscores the relevance of Hs: the FCA’s disclosure regime materially
restricts the availability of short-selling data, limiting the ability of researchers, investors, and
regulators to observe potential early warnings.

In contrast, media sentiment data were fully observable and showed a significant
contemporaneous drop in the week of enforcement announcements, confirming that the financial
media reacts strongly to regulatory penalties. However, regression analyses using lagged sentiment
as a predictor did not produce statistically significant results. Therefore, H> is only partially
supported: while media sentiment is a powerful concurrent indicator of regulatory events, its
anticipatory power appears limited in the UK context. This may reflect both the structure of media
coverage and the timing of regulatory information leaks or signals.

Taken together, the findings suggest that neither short-selling disclosures nor media sentiment
currently provide robust, publicly observable early warnings of corporate misconduct in the UK.

This is not due to a lack of informational value in these signals per se, but rather due to
structural frictions in regulatory design and media behaviour. The UK’s relatively murky disclosure
regime limits the transparency of potentially informed trading, and the media’s response is largely
reactive, but nevertheless intense.

From a policy perspective, these results highlight the trade-off between trader anonymity
and market transparency. In settings like the US, prior studies have found short interest to be a

significant leading indicator of misconduct. The UK’s higher threshold may shield small but
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meaningful short positions from public scrutiny, thereby weakening the market’s disciplinary
function. These findings also raise important implications for the Efficient Market Hypothesis.
Under the semi-strong form of EMH, prices are expected to reflect all publicly available
information, including signals from informed traders such as short sellers. However, the FCA’s
disclosure regime effectively removes a large portion of such information from the public domain.
As a result, markets in the UK may be less efficient at pricing misconduct risk compared to
jurisdictions with lower disclosure thresholds. This suggests that regulatory frictions, not merely
behavioural biases, can be significant constraints on informational efficiency, adding a structural
dimension to classic critiques of EMH.

Revisiting the Citadel-GSK example from the introduction, this case underscores a core
tension highlighted in the findings. Despite the scale and strategic timing of Citadel’s £305 million
short position against GSK, which coincided with ongoing legal scrutiny, no such position was
observable in FCA disclosures. This disconnect illustrates the central empirical point of this thesis.
Even significant, well-informed trades may remain hidden from public view under the UK’s high
short-selling disclosure threshold. While short sellers may indeed act on early signs of misconduct,
their activity may go undetected, weakening the potential for market-based governance. From a
theoretical standpoint, these findings support the notion that market efficiency is bounded by the
institutional costs of information disclosure. Consistent with Grossman and Stiglitz (1980), traders
respond to disclosure costs by adjusting their behaviour in ways that reduce transparency. As
discussed earlier, this supports the interpretation that regulatory design, rather than market failure,
limits observability.

In conclusion, this thesis contributes to the literature by showing how regulatory design shapes
the empirical visibility and effectiveness of market-based governance mechanisms. While the
promise of short interest and sentiment as predictive tools remains theoretically sound, their utility
in practice is highly dependent on institutional context. Future research should explore lower-
threshold disclosure environments, integrate alternative trading data (e.g. options, analyst’s ratings

or CDS), and investigate private information flows that escape public datasets.
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