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Underexposed: The effect of declining 
local newsroom sizes on corporate governance 

 
 

Abstract 
 
The number of news reporters and correspondents in the United States has fallen by more than a 
third in the past 20 years. Considering the critical role media plays in the functioning of capital 
markets, the sharp declines may have implications for firms’ monitoring and reputational risk. 
Using Bureau of Labor Statistics data, I find that a change in the number of reporters and 
correspondents working in a metropolitan area is associated with increased signs of earnings 
management and CEO entrenchment at firms headquartered in those areas. Meet-or-just-beat 
EPS is more likely and discretionary accruals are higher after a reduction in the number of 
journalists available to cover companies. Meanwhile, CEO turnover is less likely and both CEO 
pay levels and percentage increases are higher. Although the influence of national and 
international financial press on firms’ information environment is well-documented, this research 
suggests an important role for local and regional journalists in corporate governance as well.  
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1.0 INTRODUCTION 

Media play an important role in capital markets (Tetlock, 2014), but the number of 

newspaper and broadcast journalists in the United States has fallen by a third in the past 20 years, 

according to U.S. Bureau of Labor Statistics estimates. Many of those losses have come from cuts 

to local and regional news organizations. 

The reductions in the number of newsgatherers in the United States raise important 

questions about the effectiveness of democratic institutions (Schulhofer-Wohl and Garrido, 2013; 

Drago, Nannicini and Sobbrio, 2019) and monitoring of public officials and governments (Nyhan 

and Reifler, 2015; Gao, Lee, and Murphy, 2019). I find that media reductions also affect firm 

governance. Media may play a monitoring role to constrain corporate activity1, and journalists 

believe that one of their most important functions is uncovering mismanagement and financial 

malfeasance (Call et al., 2018). However, few researchers have examined the role of local media 

specifically. What research does exist suggests that local media may be more important for raising 

attention than conveying price relevant information about firms (Barber and Odean, 2008; 

Engelberg and Parsons, 2011) or that local media may serve as marketers more than monitors 

because of advertising relationships (Gurun and Butler, 2012). 

I examine metropolitan areas in the United States that have experienced a reduction in local 

media employment to explore the effects on corporate governance. Firms headquartered in those 

geographic areas show an increased propensity to report earnings per share that demonstrate 

discontinuity, which is consistent with earnings management to meet or beat such benchmarks as 

consensus analyst estimates, year-ago EPS, and reporting zero or just-positive earnings. I also find 

 
1 Examples include Dyck and Zingales (2002); Miller (2006); Core, Guay and Larcker (2008); Dyck, Volchkova 
and Zingales (2008); Joe, Louis and Robinson (2009); Dyck, Morse and Zingales (2010); Kuhnen and Niessen 
(2012); and Liu and McConnell (2013). 

Kyle Jones
A reduction in media employment in the metropolitan statistical area of a company’s headquarters is related to an increase in the standard deviation of a firm’s stock returns and that increase appears to be driven by increased idiosyncratic risk of the firm. Employing a dynamic difference-in-differences design, I find that reduced potential news coverage of a firm affects its idiosyncratic risk for several years after the media employment reduction is recorded. 
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increased abnormal discretionary accruals, which are commonly employed as a measurement for 

managed earnings (Jones, 1991; Dechow, Sloan and Sweeney, 1995; Ball, 2013), among firms 

headquartered in areas that experience a reduction in media employment as compared with a 

matching set of firms without such reductions. 

In addition to behavior consistent with earnings management, I find that in the years after 

a reduction in local media employment, CEOs are less likely to experience turnover and more 

likely to have higher levels of pay and higher percentage year-over-year increases. The change in 

pay appears to be driven by profits from stock and options, consistent with managers being better 

able to use their inside information to profit in an environment of reduced monitoring and 

reputational risk. 

 

2.0 MOTIVATION 

Healy and Palepu (2001) count media among the information intermediaries — which also 

include financial analysts, rating agencies and auditors — that engage in private information 

production to uncover managerial misuse of firm resources. This information can mitigate agency 

problems that arise from the separation of ownership and management (Jensen and Meckling, 

1976). Dyck, Morse and Zingales (2010) examine where corporate fraud allegations originate and 

find that the media is one of the most important actors in detecting fraud, accounting for more 

eventual investigations than the SEC, auditors, private litigation, or debt and equity holders. 

Miller (2006) finds that the press fills a dual role in revealing accounting fraud, both 

rebroadcasting information from analysts, auditors, and lawsuits and by providing new information 

and analysis that uncover accounting irregularities. Dai, Parwada, and Zhang (2015) also find 

media play a role in corporate governance by disseminating news about insider trading profits, 
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which effectively reduces both overall trading and future profits by corporate insiders. Rogers, 

Skinner, and Zechman (2016) study insider trading information and find media play an important 

role in market reactions to information, even when that information is publicly available before 

being reported by the media. More broadly, Li, Ramesh, and Shen (2011) find that newswires help 

investors identify news and that investors trade on that information even though SEC reports 

containing the same information were previously available to the public. 

Nyhan and Reifler (2015) find the threat of fact-checking can constrain lawmakers’ 

willingness to engage in potential falsehoods, and several researchers have found a similar 

willingness among firms to change their behavior to manage their reputational capital in the face 

of media scrutiny (Dyck, Volchkova and Zingales, 2008; Liu and McConnell, 2013; Baloria and 

Heese, 2018). Dyck, Volchkova and Zingales (2008) find that media coverage can encourage firms 

to reverse corporate governance violations. Baloria and Heese (2018) find that firms are willing to 

delay the release of negative information if they fear the loss of reputational capital from slanted 

news sources. And Liu and McConnell (2013) find that differences in media tone and attention 

can affect managers’ decision to abandon value-reducing acquisition attempts. Liu and McConnell 

(2013) conclude that the risk to managers’ reputational capital levied by media exposure can help 

align agent and shareholder interests. Niessner and So (2018) demonstrate that the media 

prioritizes publicizing negative news about firms, consistent with journalists’ priorities as detailed 

in the Call et al. (2018) survey of members of the press. 

Collectively, the above research demonstrates that media, considered broadly, can play an 

important role in constraining financial mismanagement through the threat of exposure. However, 

most prior research focuses on national or international news sources, such as the Wall Street 

Journal (Farrell and Whidbee, 2002); Dow Jones news releases (Li, Ramesh and Shen, 2011; Dai, 
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Parwada and Zhang, 2015); or major broadcast networks such as Fox News (Baloria and Heese, 

2018). It is unclear whether local media exert similar reputational risks to managers and firms. 

Local and regional newspapers appear to drive retail investor trading activity (Barber and Odean, 

2008; Engelberg and Parsons, 2011); however, little evidence exists that local media serve as 

effective corporate monitors, even if their geographic proximity to managers and employees 

provides added opportunities to detect and reveal financial mismanagement (Gurun and Butler, 

2012). 

Anecdotally, local news sources have sometimes been in a unique position to provide 

investors information relevant to firm valuation. In January 2005, shortly after being named CEO 

of RadioShack, David Edmondson was arrested for driving under the influence in Fort Worth, 

Texas, where the company is headquartered. It was his third drunken driving arrest, and the local 

newspaper, the Fort Worth Star-Telegram, began looking into Edmondson’s past. About a year 

later, Star-Telegram retail reporter Heather Landy revealed that Edmondson had lied about two of 

the degrees listed on his resume. The story was picked up by national news outlets across the 

country, including Bloomberg News Service, the Wall Street Journal, and the New York Times. A 

week after Landy’s story was published, RadioShack’s board announced his resignation, in 

February 2006. The day Landy’s story first appeared, RadioShack’s board issued a statement 

saying, it was “aware of the matters raised in the Fort Worth Star-Telegram article and has 

previously given due consideration to them.” However, in announcing Edmondson’s resignation a 

week later, RadioShack’s executive chairman, Leonard H. Roberts, admitted, the board knew 

“some, but definitely not all” of the issues raised in Landy’s reporting.2 In the week between 

 
2 New York Times, Floyd Norris, “RadioShack Chief Resigns After Lying,” Feb. 21, 2006. 
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Landy’s story being published and Edmondson’s resignation, RadioShack shares fell more than 

10 percent.  

While some research exists on the aggregate effects of local media reporting on trading, it 

is unclear that local journalists generally provide information that is valuable to price discovery. 

Barber and Odean (2008) and Engelberg and Parsons (2011) find that coverage by local media 

outlets encourages trading activity within their coverage areas and that this increased volume of 

trading is associated with increased prices. Gurun and Butler (2012) find that local media are 

subject to “hype” when covering firms headquartered nearby. They determine that local news 

outlets are more likely to cover local firms with a positive slant and suggest that media outlets are, 

in a sense, captured because of their advertising relationships. Gurun and Butler (2012) find that 

security prices increase temporarily as a result of this hype, but that the prices reverse shortly after 

the positive coverage. In a survey of journalists, which includes several local news outlets, Call et 

al. (2020) find that journalists acknowledge pressure from management to avoid unfavorable 

stories, but that they consider monitoring companies one of journalism’s most important functions. 

Call et al. (2020) also find that journalists have incentives to produce high-quality articles with 

exclusive content and that negative articles have the most impact. 

Overall, prior research has not determined conclusively whether journalists provide value-

relevant information or simply encourage noise trading. Furthermore, the explosion of Internet-

only outlets and social media sites (Antweiler and Frank, 2004) may have made the possible 

mechanisms by which local news media produce and disseminate value-relevant information, well, 

irrelevant. However, the FCC notes that “an abundance of media outlets does not translate into an 

abundance of reporting” (Waldman, 2011). In fact, studies by the Pew Center for Excellence in 

Journalism and others suggest that the vast majority, sometimes as much as 95%, of stories 
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collected and shared by all media originates with what are called “legacy” media, i.e., a newspaper 

or local broadcast station. Just as investors face attention constraints, national and international 

news outlets and agencies may also lack resources to uncover many stories at the local and state 

level and rely on local media outlets to find stories they can aggregate or report more thoroughly. 

Therefore, despite the increasing number of outlets online, “TV stations and newspapers have 

emerged as the largest providers of local news online” (Waldman, 2011). 

Cage, Herve and Viaud (2019) examine the sources of online news, initially using a 

“transmedia” approach agnostic to which type of media company originally published new 

information and then tracking back the original source. They find that almost two-thirds of articles 

contain at least some copied material, and that original stories are disseminated by other media 

outlets in under 3 hours on average, and sometimes in as little as 4 minutes. Almost three-quarters 

of the original content that did not originate with news agencies, such as AFP and Reuters, came 

from newspapers, while 11.5% was from television news stations. Radio and online-only news 

sources account for about 10% and 7% of original content, respectively.  

Traditional media appear to continue to be relevant to information production, in capital 

markets as well as elsewhere. Gao, Lee, and Murphy (2019) show that a reduced threat of local 

media exposure can mean increased borrowing costs for municipal governments. Consistent with 

Gao, Lee, and Murphy (2019), I find a similar effect among corporate borrowers (Appendix A). I 

also demonstrate that firms experience increased idiosyncratic risk after reductions in local media 

employment and increased levels of information asymmetry appear to drive the change rather than 

reductions in attention or changes to the competitive environment (Appendix B). 
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3.0 HYPOTHESIS DEVELOPMENT 

Despite changes to the media landscape, in which a variety of online and other digital 

sources may serve as substitutes for traditional journalists, Waldman (2011) and Cage, Herve and 

Viaud (2019) find the most information still originates with local and regional newspapers and 

broadcast networks. If even the threat of exposure of evidence of agency conflicts constrains 

managers’ ability or willingness to engage in such activity, then a reduction in local media 

employment may be associated with increased levels of behavior consistent with financial 

mismanagement. In the auditor fraud triangle (Creesey, 1973), the risk of fraud is associated with 

three conditions: perceived financial pressure, rationalizations for engaging in potentially 

fraudulent activity; and the perceived opportunity to avoid detection. A reduction in the number 

of local media members available to monitor a firm likely impairs reporters’ ability to effectively 

discover information about a firm and could potentially increase the “perceived opportunity” by 

managers to engage in behavior that is misaligned with shareholder interests. 

 

3.1 Earnings management 

Degeorge, Patel, and Zeckhauser (1999) and Healy (1985) detail many reasons managers 

may have incentives to manage earnings, including an array of employment opportunities and 

compensation benefits. Graham, Harvey and Rajgopal (2005) survey executives and find that 

managers set smooth earnings reports as a high priority. Further, they find that a majority of 

managers are willing to destroy firm value to achieve favorable earnings reports. Leuz, Nanda, and 

Wysocki (2003) suggest that managers engage in earnings management to protect their benefits of 

private control. 
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If a significant number of managers manipulate earnings to just avoid reporting a loss, then 

the earnings distribution will be discontinuous at zero, with unusually many few small losses and 

unusually many small profits. If some managers just avoid year-over-year earnings decreases, then 

a similar discontinuity arises for earnings changes (Burgstahler and Dichev, 1997). Managers may 

also avoid just missing a consensus analyst forecast (Degeorge, Patel, and Zeckhauser, 1999). 

In the context of the fraud triangle, managers may interpret a reduction in local media 

employment as an increased opportunity to avoid detection of earnings management. 

 

Hypothesis 1: Discontinuity around standard earnings benchmarks will increase for firms 

headquartered in areas that experience a reduction in nearby media employment. 

 

3.2 Discretionary accruals 

I next explore one of the common mechanisms for managing earnings: the use of accruals 

to temporarily boost or reduce reported income. Accruals are components of earnings that are not 

reflected in current cash flows, and a great deal of managerial discretion goes into their 

construction. Beneish and Vargus (2002) demonstrate that abnormal accruals can predict insider 

trading activity by managers, and this evidence of earnings management at least partially explains 

the accrual anomaly documented in Sloan (1996) and Collins and Hribar (2000). Bergstresser and 

Philippon (2006) provide evidence that abnormal discretionary accruals are more pronounced for 

firms with CEOs who have greater compensation incentives to meet earnings benchmarks. If a 

reduction in local media provides executives an increased opportunity to adjust accruals with 

reduced perceived risk of detection, then increased measurements of abnormal accruals would be 
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positively correlated with being headquartered in an area that experienced a media employment 

reduction. 

 

Hypothesis 2: Firms headquartered in areas that experience a reduction in media 

employment will demonstrate higher relative levels of discretionary accruals. 

 

3.3 Executive turnover 

Lowenstein (1996) argues that the presence of potential media coverage can encourage 

corporate boards to be more effective because of the threat that shareholders might respond to 

negative press coverage by selling their shares, thereby reducing market value. Negative media 

coverage of firm performance could also affect director reputations and create incentives for 

directors to remove the CEO in an effort to salvage their reputations (Farrell and Whidbee, 2002). 

Miller (2006); Dyck, Volchkova and Zingales (2008); and Dyck, Morse and Zingales (2010) find 

that media coverage can expose managerial and governance problems at firms. Farrell and 

Whidbee (2002) find that the volume of negative coverage in the Wall Street Journal is correlated 

with an increased probability of CEO turnover. 

If the threat of media exposure of financial mismanagement and the reputational risks to 

managers and directors is lower after a reduction in local media employment, then CEOs may face 

less likelihood of being fired or forced to resign. 

 

Hypothesis 3: The probability of CEO turnover is reduced after a reduction in local media 

employment in the area where the firm is headquartered. 

 



11 

3.4 Compensation 

Kuhnen and Niessen (2012) find that media coverage of executive compensation can affect 

both compensation levels and structure. They find that negative press coverage focuses especially 

on stock options, and that reductions in option compensation are more severe when managers and 

directors face higher levels of reputational risks. Core, Guay and Larcker (2008) find that the press 

monitors excess compensation, and that it is more likely to focus on large stock and option 

elements of executive compensation. However, they find that firms do not change compensation 

in response to press coverage. Dai, Parwada, and Zhang (2015) find that disseminating news about 

insiders’ trading activity can effectively constrain both the volume and the profitability of future 

trading. If a reduction in local media employment causes a decreased potential channel for 

disseminating information about levels of compensation and trading activity, then managers of 

firms headquartered in areas that have experienced a reduction in the number of journalists able to 

disseminate that information may be able to more effectively increase their compensation levels 

and profitability of trading. This leads to hypotheses 4 and 5: 

 

Hypothesis 4: CEOs of firms headquartered in areas that have experienced a reduction in 

media employment will see relatively higher levels of compensation than chief executives of a 

matching control sample. 

 

Bhojraj et al. (2009) find that CEOs of firms that exhibit meet-or-just-beat behavior 

consistent with earnings management and those with poor-quality accruals are more likely to 

engage in insider selling of their company’s stock and options because they understand the 

potentially firm-value-destroying nature of their actions. If managers face reduced monitoring and 
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reputational risk after a reduction in nearby media employment, levels and changes in pay should 

be driven by sales of stock and options. 

 

Hypothesis 5: Increased executive pay for firms that have experienced a reduction in 

media employment in their area will be reflected more in calculations of compensation that include 

actual profits from stock and option sales rather than estimates of value reported by the firms to 

the SEC. 

 

4.0 DATA AND DESCRIPTIVE STATISTICS 

4.1 Bureau of Labor Statistics data 

Information on the number of reporters and correspondents in an area is taken from the 

Bureau of Labor Statistics’ Occupational Employment Statistics program. The survey produces 

annual estimates of employment for 810 specific occupations in more than 580 areas, including 

metropolitan statistical areas (MSAs) and nonmetropolitan areas throughout the U.S. states, the 

District of Columbia, and U.S. territories. The statistics are compiled annually after each year’s 

May survey and are released in March of the following year. I use the total numbers of employees 

in the Reporter and Correspondent categories, which include both the Publishing Industries, such 

as newspapers and periodicals, and the Radio and Television Broadcasting Industries. I calculate 

the percentage change to employees in the sum of these two categories across two-year windows 

to account for the rolling nature of the survey. Years in which the number of employees in the 

Reporters and Correspondents and Broadcast News Analyst categories falls 25 percent or more 

from the OES survey released two years prior are identified as negative shocks to coverage.3 

 
3 The 25% cutoff closely approximates the employment reductions explored in Gao, Lee, and Murphy (2019) when 
newspaper closes in a county. Two of the examples mentioned in Gao, Lee, and Murphy (2019) are the closure of the 
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Observations of shocks to employment are limited to 2003, as measured by the difference from 

2001, and beyond.4 

The Metropolitan Statistical Areas used by the BLS are designated by the U.S. Census 

Bureau. I link ZIP codes to MSAs using Census Bureau designations for 2010, and identify the 

ZIP code of a firm’s headquarters using Compustat listings for its mailing address, because many 

companies incorporate outside of the state where their operational headquarters may be located for 

tax and governance reasons. To ensure that total changes in overall employment are not affecting 

the results, I drop observations in which a 25% reduction in the sum of Reporters and 

Correspondents and Broadcast News Analysts is accompanied by a reduction in overall 

employment as recorded by the OES. Bhojraj, Lee and Oler (2003) find that GICS classifications 

explain stock return comovements better than SIC and NAICS industry classification systems, and 

Levi and Welch (2017) find that a firm market value strongly correlates with a firm’s beta and 

other market model factor similarities when compared with other firms. I find exact matches for 

each sample firm by year and by 6-digit G industry code, and then match, without replacement, by 

market value within 15% and within 15% of the beta of the treated firm’s calculated beta in the 

Fama-French Three Factor model regressions. The Fama-French Three Factor model is: 

 
𝑅𝑅𝑖𝑖,𝑡𝑡 − 𝑅𝑅𝑓𝑓,𝑡𝑡 = 𝛼𝛼𝑖𝑖 + 𝛽𝛽𝑖𝑖𝑀𝑀�𝑅𝑅𝑡𝑡𝑀𝑀 − 𝑅𝑅𝑓𝑓,𝑡𝑡� + 𝛽𝛽𝑡𝑡𝑆𝑆𝑆𝑆𝑆𝑆𝑅𝑅𝑡𝑡𝑆𝑆𝑆𝑆𝑆𝑆 + 𝛽𝛽𝑖𝑖𝐻𝐻𝐻𝐻𝐻𝐻𝑅𝑅𝑡𝑡𝐻𝐻𝐻𝐻𝐻𝐻 +  𝜀𝜀𝑖𝑖,𝑡𝑡 

 
 

 
Denver Rocky Mountain News in Colorado and the Cincinnati Post in Ohio. Those closures were reflected as 28% 
and 27%, respectively, losses in media category employment in the BLS data. Testing other cutoff levels of 20% and 
30% yield similar results to those reported here. 
4 In 2003 and 2004, the OES was released twice, in May and November. I use the data released for the May survey 
results in those years for consistency. In 2004, the number of Reporters and Correspondents and Broadcast News 
Analysts were the same in both surveys. 
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Where 𝑅𝑅𝑖𝑖,𝑡𝑡 is the return to the firm i at time t, 𝑅𝑅𝑓𝑓,𝑡𝑡 is the risk-free rate, 𝑅𝑅𝑡𝑡𝑀𝑀 is the return to 

a value-weighted market portfolio, 𝑅𝑅𝑡𝑡𝑆𝑆𝑆𝑆𝑆𝑆 is the difference of the return to small market value stocks 

minus larger firms, and 𝑅𝑅𝑡𝑡𝐻𝐻𝐻𝐻𝐻𝐻 is the difference between the return to high book-to-market stocks 

and low book-to-market firms. Regressions use daily returns for firms and the value-weighted 

market portfolio from the CRSP database, and daily returns to the small-minus-big and the high-

minus-low portfolios, 𝑅𝑅𝑡𝑡𝑆𝑆𝑆𝑆𝑆𝑆 and 𝑅𝑅𝑡𝑡𝐻𝐻𝐻𝐻𝐻𝐻, are from the factor file on Kenneth French’s website. 

I eliminate firms with relevant missing control variable data from Compustat or CRSP and 

firms with common stock share prices that closed the year trading under $2 to mitigate the effects 

of the smallest value firms affecting results. 

The first, and largest number, of firms with negative shocks are recorded in 2003, as shown 

in Figure 1, with more than 250 firms headquartered in geographic areas that were affected. 

Reductions in media employment affected more than 100 firms in 2004, 2005, 2007, 2008, and 

2009. As Gao, Lee, and Murphy (2019) show, shocks to employment are not uniform across time. 

In their sample, newspapers closed within counties at different periods, and they use the 

introduction of Craigslist to a market as an instrument for a newspaper closure, because of the 

ensuing loss of classified advertising revenue. Craigslist was founded in 1995 in San Francisco 

and entered the largest metropolitan areas first, which suggests that cities with the headquarters of 

a relatively larger number of publicly traded firms may have been affected earlier than other areas. 

The last affected year considered in this analysis is 2015 to allow at least three years of post-shock 

returns and accounting information. Figure 2 shows where affected firms are located, by state. As 

is to be expected because of the number of firms headquartered in these states, the heaviest 

concentrations are in California, New York, and Texas, but the firms included in my analysis span 

41 states and Washington, D.C. 
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My final sample consists of 1,373 firms headquartered in locations that experienced media 

employment reductions and their 1,373 matching control firms. Summary statistics for the treated 

firms and the control sample at the year in which the shocks to media employment are recorded 

are presented in Table 1, Panel A and Panel B, respectively. By design, mean market values and 

firm beta are nearly identical. Other statistics, including total assets and standard deviation of 

returns, are also similar at year 0. The firms also appear well matched in respect to the mean and 

median number of analysts following treated and control firms, and the R2 values from the Fama-

French Three Factor regressions is similar between both groups of firms. 

 

4.2 Earnings 

I use three earnings benchmarks to evaluate meet-or-just-beat behavior. The first examines 

only those firms in the sample that are covered by at least one financial analyst and calculates 

analyst forecast error as: 

 
𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑖𝑖,𝑡𝑡 = 𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖,𝑡𝑡 − 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑖𝑖,𝑡𝑡−1 

 
Where 𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖,𝑡𝑡 is the reported annual earnings per share (EPS) for firm i for the year t, and 

𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑖𝑖,𝑡𝑡−1 is the mean of all analyst forecasts during the three-month period before the end of 

the fiscal year. When 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑖𝑖,𝑡𝑡 = $0, a firm’s reported EPS matched the consensus forecast exactly. 

The statistical test uses bins set at a width of $0.0025 (a quarter of a cent) to determine the 

distribution discontinuity of reported earnings around the benchmark 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝑖𝑖,𝑡𝑡 = $0. A large 

discontinuity around the benchmark is the probability that earnings were managed to meet or just 

beat the benchmark (Byzalov and Basu, 2019). The statistical test considers a subsample of bins 

on either side of the benchmark to determine the parameters of the “normal” distribution of 
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earnings around the benchmark. Observations, as reported in Tables 1 and 2, are not firm-years 

but the number of firms that reported earnings within the subsample considered. 

The second measure is employed for firms that are not covered by financial analysts. It 

considers the difference in EPS reported in year t from year t-1. 

 
𝛥𝛥𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖,𝑡𝑡 = 𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖,𝑡𝑡 − 𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖,𝑡𝑡−1 

 
The final measurement, used for all treated and control firms, examines the discontinuity 

distribution around a reported net income of zero and is scaled by market value of the firm, 

following Burgstahler and Chuk’s (2015) recommendations for discontinuity tests. 

 

𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖,𝑡𝑡 =
𝑁𝑁𝑁𝑁𝑖𝑖,𝑡𝑡
𝑀𝑀𝑀𝑀𝑖𝑖,𝑡𝑡 

 

 

Where 𝑁𝑁𝑁𝑁𝑖𝑖,𝑡𝑡 is net income for firm i at year t and 𝑀𝑀𝑀𝑀𝑖𝑖,𝑡𝑡 is market value (number of common 

shares outstanding multiplied by share price) of firm i at year t. 

Mean analyst EPS forecasts are taken from the Summary file in the IBES database; actual 

EPS, net income, and market value are taken from the Compustat database. 

 

4.3 Discretionary accruals 

I employ two well-established measures of discretionary accruals, the Jones model (Jones, 

1991) and the modified Jones model proposed in Dechow, Sloan and Sweeney (1995). TA is 

defined as the change in non-cash current assets minus the change in current liabilities minus 

depreciation and amortization, scaled by lagged total assets. The Jones model measures 
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discretionary accruals using the following regression estimated cross-sectionally each year for all 

firm-year observations in the same two-digit GICS code: 

 

𝑇𝑇𝑇𝑇𝑖𝑖,𝑡𝑡 = 𝛽𝛽0 +  𝛽𝛽1 �
1

𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝑖𝑖,𝑡𝑡−1 
� + 𝛽𝛽2𝛥𝛥𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖,𝑡𝑡 + 𝛽𝛽3𝑃𝑃𝑃𝑃𝑃𝑃𝑖𝑖,𝑡𝑡 + 𝛽𝛽4𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡 + 𝜀𝜀𝑖𝑖,𝑡𝑡  

 
Where 𝛥𝛥𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖,𝑡𝑡 is change in sales and 𝑃𝑃𝑃𝑃𝑃𝑃𝑖𝑖,𝑡𝑡 is net property, plant, and equipment. Both 

values are scaled by lagged total assets (𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝑖𝑖,𝑡𝑡−1) to mitigate heteroscedasticity in the residuals. 

I follow Kothari, Leone, and Wasley (2015) and estimate the regression with the intercept, 𝛽𝛽0,  to 

provide an additional control for heteroscedasticity and to mitigate problems stemming from an 

omitted size variable. Kothari, Leone, and Wasley (2015) also recommend the addition of the 

performance control 𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡 because firms experiencing extreme performance may exhibit higher 

levels of “normal” discretionary accruals. Abnormal discretionary accruals are measured as the 

absolute value of the residual, 𝜀𝜀𝑖𝑖,𝑡𝑡, from the equation. 

The modified Jones model employs the same equation except a firm’s change in accounts 

receivable (𝛥𝛥𝐴𝐴𝐴𝐴𝑖𝑖,𝑡𝑡) is subtracted from 𝛥𝛥𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖,𝑡𝑡 before estimation. 

All values are taken from the Compustat database, as are the additional control variables 

employed in the dynamic difference-in-differences regression, market-to-book and the log-

transformed market value of the firm. 

 
4.4 Executive turnover 

The dependent variable in the probit model of executive turnover takes a value of 1 if the 

Execucomp database indicates a CEO left the firm for a reason other than retirement in the three 

years after the reduction in local media employment is recorded (year t = 0) for firms in the treated 

sample or a matched control firm. Data from Execucomp and Compustat is available for a total of 

751 firms, with 362 of them having experienced a reduction in local media employment in the area 
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where they are headquartered. In addition to firm and return characteristics, I use CEO age and 

tenure as controls, both of which are taken from the Execucomp database. 

 

4.5 Executive compensation 

I use two measures of executive compensation from the Execucomp database, Total SEC 

and Total compensation — Alternate Method 2. Total SEC is taken from firm filings with the SEC 

on the overall level of payment to executives and includes salary, bonus, stock awards, option 

awards, nonequity incentives, pension changes, and other compensation. Alternate Method 2 uses 

most of the elements of the Total SEC compensation except that stock and option awards are 

valued using the value realized from option exercise or stock vesting instead of the amount charged 

to the income statement in filings to the SEC. 

 

5.0 METHODOLOGY 

5.1 Earnings 

Early research on earnings discontinuity focused on the empirical histogram of the bins 

around a theorized target (Burgstahler and Dichev, 1997; Degeorge, Patel and Zeckhauser, 1999; 

Burgstahler and Eames, 2003), which employs standardized difference tests and cannot easily 

incorporate multiple explanatory variables. To study the determinants of meet-or-just-beat 

behavior, researchers have generally employed a logit model that assigns a dummy variable of 1 

or 0 based on whether an observation occurs at a particular bin (i.e., around zero or at round number 

such as 1 or 10 cents) of interest (Frankel, Johnson and Nelson, 2002; Matsumoto, 2002; 

Ashbaugh, LaFond and Mayhew, 2003; Cheng and Warfield, 2005; Jiang, Petroni and Wang, 

2010). However, Byzalov and Basu (2019) argue that the logit model can yield erroneous 
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inferences about the determinants of meet-or-just-beat behavior. They suggest that if a determinant 

affects the mean or variance of pre-managed earnings, then the probability of unmanaged small 

profits also varies with that determinant. The small- or zero-profit dummy variable employed in 

the logit model will include both managed and unmanaged earnings. Therefore, the probability 

that a reported earnings number will be assigned to the bin of interest varies with the determinant, 

even if the determinant does not affect meet-or-just-beat behavior. Byzalov and Basu (2019) 

develop a statistical test that allows the distribution shape to vary with multiple explanatory 

variables, by assuming a smooth distribution of pre-managed earnings and a discontinuous 

incremental effect at the benchmark of interest. They use local polynomial approximations to 

model the smooth pre-managed distribution and interact the polynomial terms with explanatory 

variables to implement the conditioning on determinants. The data outside the small-loss and 

small-profit intervals identify the pre-managed distribution conditional on the determinants, and 

the missing small losses or increased small profits identify meet-or-just beat behavior. Employing 

this method allows distribution discontinuity and its determinants to be identified with OLS 

regressions in each stage of the estimation. The first stage estimates parameters outside the bins of 

interest, and the second stage tests observations inside the bins of interest for distribution 

discontinuity. 

Byzalov and Basu (2019) suggest using a third-order (cubic) polynomial5 and their 

empirical tests demonstrate the bins from -1 cent to +1 cent are most suitable for examining 

discontinuity distributions The parameters estimated are an estimated intercept, α0; a linear trend, 

α1; a quadratic trend, α2; and the cubic trend, α3. The earnings management probability is calculated 

as π0. I employ the Byzalov and Basu (2019) tests for distribution discontinuity using three settings. 

 
5 According to Byzalov and Basu (2019), cubic terms are often significant and improve approximation quality, 
while higher order terms are consistently insignificant in their explanatory power for the distribution continuity. 
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In the first test, I use the portion of the sample that is covered by analysts to assess meet-or-just-

beat behavior of mean analyst EPS forecasts. I conduct separate tests on the treated sample of firms 

before (at year t < -1) and after (at year t ≥ -1) a recorded reduction in local media employment. I 

also examine the behavior of firms in the control sample. For firms that are not covered by analysts, 

I create the same subsamples and test the difference between current year reported EPS and prior-

year EPS. These tests are unrestricted and do not control for possible determinants of meet-or-just-

beat behavior. Following Byzalov and Basu (2019), I set the bin widths at 0.0025 and examine the 

16 bins on either side of 0, [-0.04 to 0.04), to establish the first stage parameter estimates, and the 

8 bins around 0 [-0.01 to 0.01) for the probability of discontinuity. 

In my final test, I examine discontinuities around zero reported earnings6. This test uses 

the full sample of treated and matched control firms and includes a number of controls that prior 

research finds are associated with meet-or-just-beat behavior. Following Burgstahler and Dichev 

(1997) I control for current asset (CA) intensity and current liability (CL) intensity as proxies for 

a firm’s ability to manage earnings by manipulating working capital. Burgstahler and Chuk (2017) 

also suggest intensity of costs of goods sold (COGS) and research and development (RD) are 

implicit claims that could create contracting incentives for earnings management. CA intensity is 

the ratio of non-cash current assets to the market value of equity and CL intensity is the ratio of 

current liabilities to the market value of equity. COGS intensity is the ratio of cost of goods sold 

to total assets, and RD intensity is the ratio of R&D expense to total assets. I replace missing R&D 

expenses information in Compustat with a value of zero. 

 

 
6 Earnings is net income scaled by market value to control for size differences in the bins, as recommended by 
Burgstahler and Chuk (2015) 



21 

5.2 Discretionary accruals 

The change in abnormal discretionary accruals is evaluated using a dynamic difference-in-

differences model with abnormal discretionary accruals calculated from the Jones (1991) and the 

modified Jones model (Dechow, Sloan, and Sweeney, 1995) as the dependent variable: 

(1) 
𝐷𝐷𝐷𝐷 𝑖𝑖,𝑡𝑡 =  �𝛽𝛽𝑘𝑘 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑖𝑖𝑖𝑖 𝑐𝑐𝑐𝑐𝑣𝑣𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 ℎ𝑎𝑎𝑎𝑎 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑖𝑖𝑖𝑖 𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 𝑓𝑓𝑓𝑓𝑓𝑓 𝑘𝑘 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑠𝑠,𝑡𝑡 

𝑘𝑘≥1

+ �𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆 𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓 𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑠𝑠
𝑠𝑠

+ �𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓 𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑡𝑡
𝑡𝑡

+ 𝛽𝛽𝑖𝑖,𝑡𝑡𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 +  𝜀𝜀𝑖𝑖,𝑠𝑠,𝑡𝑡 

 
All standard errors, in model (1) and all other regression models employed in this paper, 

are robust to heteroscedasticity and clustered by OES area number (the level of assignment of 

treatment) to address possible serial correlation in the error terms (Bertrand, Duflo and 

Mullainathan, 2004). The model includes state- and year-fixed effects. Additional controls include 

the market-to-book value of the firm as an additional control for growth opportunities and size as 

measured by the log-transformed market value of the firm. In separate tests (Table 3, Columns 3 

and 4), I include other indicators of the firms information environment, a dummy variable equaling 

1 if a firm has at least one analyst covering the firm (Analyst Coverage) and a dummy variable 

equaling 1 if the firm is listed on the S&P 1500 index (S&P 1500). 

The dynamic difference-in-differences controls also include the original independent 

variables used to estimate the residuals in the Jones and modified Jones models. Chen, Hribar and 

Melessa (2018) find that the typical implementation of the Jones and modified Jones models that 

use residuals as a dependent variable generates biased coefficients and standard errors that can 

lead to incorrect inferences. Because the magnitude of the bias in coefficients and standard errors 

is a function of the correlations between model regressors, they find that including the independent 

variables from the original discretionary accrual estimation can correct the bias. Therefore, I 
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include 𝛥𝛥𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖,𝑡𝑡 (or 𝛥𝛥𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖,𝑡𝑡 less 𝛥𝛥𝐴𝐴𝐴𝐴𝑖𝑖,𝑡𝑡, in the modified Jones tests) and 𝑃𝑃𝑃𝑃𝑃𝑃𝑖𝑖,𝑡𝑡, scaled by 

lagged total assets, as well as the reciprocal of total assets as additional controls. I also include the 

Kothari, Leone, and Wasley (2015) performance control, 𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡 used in the original abnormal 

discretionary accruals estimation. 

 

5.3 Executive Turnover 

I estimate a probit model for treated and control firms at year t = 0, where the dependent 

variable, Turn, takes a value of 1 if the CEO is replaced for any reason other than retirement in the 

following three years, according to the Execucomp database. 

 
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑖𝑖,𝑡𝑡=1−3 = 𝛽𝛽0 +  𝛽𝛽1𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑖𝑖 + 𝛽𝛽2𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖 + 𝛽𝛽3𝑆𝑆&𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑖𝑖 + 𝛽𝛽4𝐵𝐵𝐵𝐵𝐵𝐵𝑖𝑖

+ 𝛽𝛽5𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖 + 𝛽𝛽6𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖 + 𝛽𝛽7𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖 + 𝛽𝛽8𝑇𝑇𝑇𝑇𝑖𝑖 + 𝛽𝛽9𝐶𝐶𝐶𝐶𝐶𝐶 𝑎𝑎𝑎𝑎𝑎𝑎𝑖𝑖
+ 𝛽𝛽10𝐶𝐶𝐶𝐶𝐶𝐶 𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑖𝑖 +  𝜀𝜀𝑖𝑖,𝑡𝑡  

 
Where the independent variable of interest Treat is a dummy variable equal to 1 if a firm 

recorded a reduction in local media employment at year t = 0. Analyst Coverage is a dummy 

variable equal to 1 if a firm has at least one analyst following it, and S&P Index is a dummy 

variable equal to 1 if the firm is listed in the S&P 1500 index. Both variables are intended to capture 

some of the other information environment around the firm and are likely related to board and 

managerial reputational risk. Annual Returns are the realized returns for the firm at year t = 0 

minus the value-weighted return to the market portfolio recorded in CRSP (Weisbach, 2001). ROA 

is net income divided by total assets. Both variables are intended to control for past performance. 

Book-to-market (BTM) also controls for performance, as well as size, and total assets (TA) controls 

for size as measured by book value of the firm. Leverage is total debt over total assets and can be 

indicative of the bankruptcy risk of the firm; Strebulaev and Yang (2013) also find that firm debt 
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levels are correlated with CEO characteristics. CEO age and CEO tenure control for CEO 

characteristics that may be associated with turnover and are calculated as described previously. 

 

5.4 Executive compensation 

My final test examines CEO compensation between treated and control firms in the period 

after a reduction in local media employment is recorded for the treated sample.  

𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖,𝑡𝑡 = 𝛽𝛽0 +  𝛽𝛽1𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑖𝑖,𝑡𝑡 + 𝛽𝛽2𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑖𝑖,𝑡𝑡 + 𝛽𝛽3𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝑙𝑙 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡−1

+ 𝛽𝛽4𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡−2 + 𝛽𝛽5𝑆𝑆.𝐷𝐷. 𝑜𝑜𝑜𝑜 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡−1 + 𝛽𝛽6𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖 + 𝛽𝛽7𝑅𝑅𝑂𝑂𝐴𝐴𝑖𝑖

+ 𝛽𝛽10𝐶𝐶𝐶𝐶𝐶𝐶 𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑖𝑖 + 𝜀𝜀𝑖𝑖,𝑡𝑡  

 

Where Treat is a dummy variable equal to 1 if the firm has experienced a reduction in local 

media employment. Control variables follow Hwang and Kim (2009) and include market value of 

the firm, as a control for size; lagged annual returns for two years prior (𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡−1 and 

𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡−2) and the lagged standard deviation of returns (𝑆𝑆.𝐷𝐷. 𝑜𝑜𝑜𝑜 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖,𝑡𝑡−1), which 

may affect evaluation of the CEO’s performance. Leverage, ROA, and CEO tenure are as described 

previously. 

 

6.0 RESULTS 

6.1 Earnings 

Table 2 shows the results for the unrestricted tests of discontinuity for actual EPS and 

consensus analyst forecast (Columns 1, 2, and 3) and actual EPS to year-ago EPS (Columns 4, 5, 

and 6). The firms that experienced a reduction in media employment show significant probability 
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(p < 0.01) of having managed earnings to meet analyst mean forecasts (Column 1)7. Significantly, 

the same firms do not show a significant probability of having managed earnings before the 

reduction in local media employment (Column 2). Control firms with analyst coverage (Column 

3) also show significant probability of having managed earnings but with a lower probability (p < 

0.05) than post-treatment firms. The tests of meet-or-just-beat behavior against year-ago EPS of 

firms without analyst coverage indicate significant probability of post-treatment firms’ managing 

their earnings, while the discontinuity distribution is not significant for the same firms before the 

recorded reduction in media employment, nor for the sample of control firms. However, the 

relatively low number of observations in the meet-or-beat year-ago EPS test may indicate that 

year-ago EPS is not a particularly relevant benchmark for firms as fewer than 200 firms in each 

category reported differences within the -4 cent to +4 cent range. Still, all six columns considered 

collectively are consistent with firms changing their behavior around reported earnings after a 

reduction in local media employment.  

I use the zero net income benchmark in a full sample analysis with control variables, 

allowed by the Byzalov and Basu (2019) method. The dummy variable Treat is a dummy variable 

equaling 1 if a firm has experienced a reduction in local media and is in the period year t = -1 to 

+6 from the time the reduction was recorded at year t = 0. The results, in Table 3, show that a 

reduction in nearby local media employment (Treat) is significant (p < 0.1) and positively 

associated with earnings management. Control variables that prior theory and research have 

suggested may be significant influences on evidence of earnings management are insignificant, 

except for R&D Intensity (p < 0.01). Notably in the context of the information environment of 

 
7 Results in Columns 1, 2, and 3 are nearly identical when using median analyst forecast as the benchmark rather 
than mean analyst forecast. 
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firms, Analyst Coverage is also insignificant, despite analysts’ theorized role in corporate 

governance and monitoring. 

 

6.2 Discretionary accruals 

The measures of abnormal discretionary accruals (Table 4) are highly significant (p < 0.01) 

in all specifications of the dynamic difference-in-differences model for years t = -1 to +18. In the 

Jones model without the information environment controls (Column 1), year t = +6 is significantly 

positively correlated with a reduction in media employment (p < 0.05), and for the modified Jones 

model without information environment controls, the year t = +3 is significant (p < 0.1). With the 

information environment controls, Analyst Coverage and S&P 1500, the effect on discretionary 

accruals appear even more persistent, with years t = +3, +5, and +6 showing statistically significant 

variations in abnormal accruals in the years after a reduction in local media employment. Being 

included in the S&P 1500 index appears to have a negative correlation with abnormal discretionary 

accruals, consistent with increased attention to a firm dissuading managers from employing accrual 

management. However, Analyst Coverage is not significant for either measure of discretionary 

accruals. 

 

6.3 CEO turnover 

Being headquartered in an area where local media employment has fallen is significantly 

correlated (p < 0.1) with a decrease in the probability that a CEO will be replaced within the next 

three years (Table 5). The marginal effect of being headquartered in an area with fewer journalists 

 
8 Although the media employment reduction is recorded in year t = 0, the actual reduction may have occurred as 
much as two years earlier, so the difference occurring in year t = -1 is consistent with the effect being driven by 
employment shock. In unreported tests of parallel trends, I allow variables for each year t = -6 to +6 and no 
significant effects are detected before year t = -1. 
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is 3.3% reduced chance of turnover. The other information environment controls do not appear to 

play a significant role in the probability of turnover. Only the control for firm size, log of total 

assets, demonstrates a significant relationship to the probability of CEO turnover. The limited 

sample size may restrict the power of the test, but the test provides some evidence consistent with 

managers and members of the board of directors suffering less reputational risk when firms are 

headquartered in an area with fewer journalists.  

 

6.4 CEO compensation 

I test both overall levels of compensation (Table 6, Columns 1 and 2) and year-over-year 

change in compensation (Table 6, Columns 3 and 4) for treated and control firms in the years after 

a reduction in media employment (i.e., years t = -1 to +6). The dummy variable is significantly 

positively correlated with overall levels of both measures of compensation (p < 0.01); however, in 

considering the changes in compensation, only the measure of overall compensation that includes 

actual value of stock and option sales is significantly correlated with a reduction in local media 

employment. Collectively, the findings are consistent both with firms being less constrained in 

their compensation levels and with managers being less constrained in their exercise and trading 

of shares and options after a reduction in media employment. This does not necessarily 

demonstrate agency problems, and in fact Jensen and Murphy (1990) argue that executive 

compensation is suboptimal because of sensational media coverage. However, these findings are 

consistent with media attention, even local media attention, putting constraints on executive 

compensation. 
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7.0 CONCLUSION 

An extensive literature has examined the role of the financial press at the national and 

international level as an information intermediary in capital markets and in asset pricing. The 

number of headlines about a firm contribute to momentum effects on asset prices (Chan, 2003). A 

lack of news stories in major national outlets can mean investors require a higher return from a 

company (Fang and Peress, 2009). Financial journalism and sell-side financial analysts play 

complementary roles as information intermediaries (Ahn et al., 2019; Guest and Kim, 2019). 

Media coverage can help investors interpret information (Huberman and Regev, 2001; Demers 

and Lewellen, 2003; Bushee et al., 2010; Twedt, 2016; Guest, 2017), but investors can also 

overreact to “stale” news simply because it is repeated prominently (Carvalho, Klagge and 

Moench, 2011; Fedyk and Hodson, 2014; Marshall, Visaltanachoti and Cooper, 2014; Tetlock, 

2014). 

While some research exists on the aggregate effects of local media reporting on trading, it 

has been unclear whether local journalists generally provide information that is valuable to price 

discovery or corporate governance. Barber and Odean (2008) and Engelberg and Parsons (2011) 

find that coverage by local media outlets encourages trading activity within their coverage areas 

and that this increased volume of trading is associated with increased prices. Gurun and Butler 

(2012) find that local media are subject to “hype” when covering firms headquartered nearby. They 

determine that local news outlets are more likely to cover local firms with a positive slant and 

suggest that media outlets are, in a sense, captured because of their advertising relationships. Gurun 

and Butler (2012) find that security prices increase temporarily as a result of this hype, but that the 

prices reverse shortly after the positive coverage. In a survey of journalists, which includes several 

local news outlets, Call et al. (2018) find that journalists acknowledge pressure from management 
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to avoid unfavorable stories, but that they consider monitoring companies one of journalism’s most 

important functions. Call et al. (2018) also find that journalists have incentives to produce high-

quality articles with exclusive content and that negative articles have the most impact. 

Overall, prior research has not determined conclusively whether journalists provide value-

relevant information or simply encourage noise trading. Furthermore, the explosion of Internet-

only outlets and social media sites (Antweiler and Frank, 2004) may have made the possible 

mechanisms by which local news media produce and disseminate value-relevant information, well, 

irrelevant. However, the FCC notes that “an abundance of media outlets does not translate into an 

abundance of reporting” (Waldman, 2011). In fact, studies by the Pew Center for Excellence in 

Journalism and others suggest that the vast majority, sometimes as much as 95%, of stories 

collected and shared by all media originates with what are called “legacy” media, i.e., a newspaper 

or local broadcast station. Just as investors face attention constraints, national and international 

news outlets and agencies may also lack resources to uncover many stories at the local and state 

level and rely on local media outlets to find stories they can aggregate or report more thoroughly. 

Therefore, despite the increasing number of outlets online, “TV stations and newspapers have 

emerged as the largest providers of local news online” (Waldman, 2011). 

Cage, Herve and Viaud (2019) also examine the sources of online news, initially using a 

“transmedia” approach agnostic to which type of media company originally published new 

information and then tracking back the original source. They find that almost two-thirds of articles 

contain at least some copied material, and that original stories are disseminated by other media 

outlets in under 3 hours on average, and sometimes in as little as 4 minutes. Almost three-quarters 

of the original content that did not originate with news agencies, such as AFP and Reuters, came 
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from newspapers, while 11.5% was from television news stations. Radio and online-only news 

sources account for about 10% and 7% of original content, respectively.  

My findings provide further evidence that local media members provide value-relevant 

information for investors and a monitoring role important to effective corporate governance, 

consistent with that documented among members of the national and financial press in a variety 

of settings in prior research. 

Managers appear to exhibit behavior consistent with a perceived increased opportunity to 

engage in potentially value-destroying behavior. The probability of behavior consistent with meet-

or-just-beat earnings management is significant after a reduction in media employment, and is 

higher for firms that have less coverage than for firms that their matching control sample that do 

not. Managers also appear to engage in increased levels of discretionary accruals after a reduction 

in local media employment. Despite this evidence for increased levels of earnings management, 

chief executives appear less likely to face the threat of turnover. And their compensation levels, 

specifically changes in profitable exercises of stock and options, are consistent with boards and 

managers facing less reputational risk for increases in executive compensation. Taken together, 

these findings suggest an important role not just for the national and international press but the 

local members of the news media who are closest to the firms they cover. 
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9.0 TABLES 

TABLES 

Table 1, Panel A: Descriptive statistics of firms that experience shock to media employment 
Summary statistics of firms identified with headquarters in Census Bureau statistical areas that recorded a 

25% or more reduction in employment of Reporters and Correspondents or Broadcast News Analysts over a two-year 
period. Values are those from the time when the shock is recorded (at time t = 0). Beta is calculated using the Fama-
French Three Factor model. 

 

N = 1,373 Mean 25th percentile Median 75th percentile St. Dev. 
  

Market value* $1,421.77  $136.50  $438.52  $1,242.82  $3,673.63 
Total assets* $3,247.46  $188.21  $644.5  $1,837.40  $16,737.21  
3-Factor Beta 0.8377 0.5054 0.8987 1.1547 0.4674 
St. dev. returns 2.6394% 1.8206% 2.4382% 3.2303% 0.0109 
Mean spread $0.3507  $0.1606  $0.2751 $0.4406  $0.3116  
3-Factor R2 24.39%  6.65%  22.15% 37.28%  18.83%  
No. of analysts 6.30 0 4 10 7.05 
Area employees 1,480,867 798,120 1,127,100 1,839,170 1,197,639 
* in millions      
      
      

Table 1, Panel B: Descriptive statistics of control firms 
Summary statistics of firms matched with those identified with headquarters in areas that recorded a reduction 

in media employment over a two-year period. Firms are matched by year, market value, and beta from the Fama-
French 3 factor. Values are from the time when the shock is recorded for the matched, treated firm (at time t = 0). 

 

N = 1,373 Mean 25th percentile Median 75th percentile St. Dev. 
  

Market value* $1,434.40  $139.23  $423.50  $1,214.81  $4,599.65 
Total assets* $3,557.43  $198.42 $624.36  $1,705.63  $19,296.63  
3-Factor Beta 0.8377 0.5027 0.8924 1.1625 0.4689 
St. dev. returns 2.6182% 1.8301% 2.4337% 3.2507% 0.0108 
Mean spread $0.3370  $0.1567  $0.2608  $0.4135  $0.4274  
3-Factor R2 24.68%  6.59%  21.94% 38.00%  19.43%  
No. of analysts 6.44 1 5 10 6.78 
Area employees 975,782 143,925 450,890 1,433,880 1,186,725 
* in millions      
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Table 2: Unrestricted test for meet-beat analyst forecasts and year-ago EPS 
 
Estimates for Byzalov and Basu (2019) distribution discontinuity test at the just-meet and just-beat mean analyst 
estimates and year-ago EPS bins for firms that have experienced a reduction in media employment in the areas where 
the firm is headquartered and matching sample of control firms. Bin widths are set at 0.0025, and discontinuity is tested 
for the 8 bins around a 0 difference between actual EPS and mean analyst forecast. The estimation interval is [-0.04, 
0.04) difference between actual EPS and mean forecasts and actual EPS and year-ago EPS, following recommendations 
in Byzalov and Basu (2019). α is the polynomial coefficient in the probability function of pre-managed earnings at the 
intercept (α0), a linear function (α1), a quadratic function (α2) and a cubic function (α3). π0 is the earnings management 
probability for just-meet, just-beat observations. Columns 1 and 4 are the results of the discontinuity test on firms after 
they have experienced a reduction in local media employment; Columns 2 and 5 are results of the test on the same firms 
before the reduction is recorded; Columns 3 and 6 show the results for a matched sample of control firms. 
 
 Meet-beat analyst estimates Meet-beat year-ago EPS 

 (1) 
Post-
treatment 
firms 

(2) 
Pre-
treatment 
firms  

(3) 
 
Control 
firms 

(4) 
Post-
treatment 
firms 

(5) 
Pre-
treatment 
firms  

(6) 
 
Control 
firms 

α0 -0.007*** 
(0.002) 

-0.003 
(0.002) 

-0.004** 
(0.002) 

0.043*** 
(0.011) 

0.012 
(0.013) 

0.042*** 
(0.010) 

α1 -0.125 
(0.079) 

0.290*** 
(0.094) 

-0.064 
(0.072) 

-0.999* 
(0.417) 

-0.541 
(0.469) 

0.615 
(0.473) 

α2 3.018*** 
(0.239) 

1.650*** 
(0.286) 

2.522*** 
(0.220) 

-1.141 
(1.140) 

2.176 
(1.417) 

-1.385 
(0.966) 

α3 2.593*** 
(0.829) 

-1.102 
(0.905) 

2.135** 
(0.677) 

9.272* 
(3.965) 

7.841 
(4.474) 

-4.500 
(3.967) 

π0  -3.119*** 
(1.001) 

7.957 
(8.258) 

-4.974** 
(2.092) 

0.163** 
(0.074) 

0.232 
(0.341) 

-0.104 
(0.126) 

 
Obs. 2,736 1,629 2,661 143 107 160 

Standard errors are in parenthesis 
*** p<0.01, ** p<0.05, * p<0.1 
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Table 3: Positive earnings with controls 
 
Estimates for Byzalov and Basu (2019) discontinuity test for 
for zero or just-positive earnings. Earnings is net income 
scaled by market value to control for size differences in bins 
from [-0.06, 0.06). Treat is a dummy variable equal to 1 if a 
firm has experienced a reduction in media employment in 
the areas where the firm is headquartered. Analyst Coverage is 
a dummy variable equal to 1 if at least one analyst has issued 
an earnings forecast for the firm in the year before earnings 
is reported. Other control variables are intensity of Costs of 
Goods Sold, R&D, Current Assets, and Current Liabilities. 
Bin widths are set at 0.0025, and discontinuity is tested for 
the 16 bins around 0 earnings reported with parameters 
estimated from the 24 bins on either side of 0 earnings.. α is 
the polynomial coefficient in the probability function of 
pre-managed earnings at the intercept (α0), a linear function 
(α1), a quadratic function (α2) and a cubic function (α3). π0 is 
the earnings management probability for the 16 bins on 
either side of 0 earnings. The coefficients for the interaction 
terms between the control variables and the parameters α0, 
α1, α2, and α3 are not shown. 
 

 
  

Earnings 
around 0 

α0 0.022*** 
(0.003) 

α1 0.595*** 
(0.092) 

α2 0.054 
(0.141) 

α3 -0.835** 
(0.344) 
 

π0  -0.039 
(0.060) 

π Treat 0.048* 
(0.028) 

π Analyst Coverage -0.066 
(0.053) 

π COGS Intensity -0.039 
(0.028) 

π R&D Intensity 0.427*** 
(0.120) 

π CA Intensity 0.045 
(0.091) 

π CL Intensity -0.027 
(0.125) 

  
Obs 10,086 
  
Standard errors are in parenthesis   
*** p<0.01, ** p<0.05, * p<0.1   
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Table 4: Local media reductions and discretionary accruals 
 

Table 4 shows the results of the correlation between the absolute value of discretionary accruals and years t 
= -1 to +6 when a reduction in local media employment is recorded at year t = 0. Columns 1 and 2 show 
results of discretionary accruals measured by the Jones (1991) model and the modified Jones (1995) model 
of Dechow, Sloan and Sweeney. Columns 3 and 4 include controls associated with the information 
environment of the firm. 
 

      (1)   (2)   (3)   (4) 
     

Jones model 
discretionary 

accruals 

Modified 
Jones model 
discretionary 

accruals 

 
Jones model 
discretionary 

accruals 

Modified 
Jones model 
discretionary 

accruals 
Market-to-book 0.010*** 0.010*** 0.008*** 0.008*** 
   (0.002) (0.002) (0.002) (0.002) 
Market value -0.002 -0.002 0.005 0.005 
   (0.003) (0.003) (0.003) (0.003) 
ROA -0.009 -0.007 -0.009* -0.008 
   (0.006) (0.006) (0.005) (0.006) 
1/Total assets 0.795*** 0.732** 0.832*** 0.768*** 
   (0.291) (0.283) (0.283) (0.275) 
Δ Sales 0.006*** 0.006*** 0.006*** 0.006*** 
   (0.002) (0.002) (0.002) (0.002) 
Δ PPE -0.013 -0.011 -0.018 -0.016 
   (0.026) (0.026) (0.025) (0.025) 

Year t = -1 0.020*** 0.020*** 0.020*** 0.020*** 
   (0.006) (0.007) (0.006) (0.006) 
Year t =  0 0.024*** 0.022*** 0.023*** 0.021*** 
   (0.009) (0.008) (0.008) (0.008) 
Year t =  1 0.018*** 0.017** 0.018*** 0.017*** 
   (0.007) (0.007) (0.006) (0.006) 
Year t =  2 0.007 0.006 0.008 0.007 
   (0.007) (0.007) (0.006) (0.006) 
Year t =  3 0.012 0.014* 0.014* 0.016** 
   (0.008) (0.008) (0.007) (0.007) 
Year t =  4 0.002 0.002 0.005 0.005 
   (0.006) (0.006) (0.006) (0.006) 
Year t =  5 0.011 0.007 0.015** 0.011* 
   (0.007) (0.006) (0.007) (0.006) 
Year t =  6 0.019** 0.011 0.025*** 0.016** 
   (0.008) (0.007) (0.007) (0.007) 

Analyst Coverage   -0.001 -0.001 
     (0.005) (0.005) 
S&P 1500   -0.040*** -0.039*** 
     (0.007) (0.007) 

Obs. 17,357 17,351 17,357 17,351 
R-squared  0.213 0.208 0.217 0.213 
Adjusted R-squared 0.209 0.205 0.214 0.210 

Year fixed effects Yes Yes Yes Yes 
State fixed effects Yes  Yes  Yes  Yes 
 
Standard errors are in parenthesis  
*** p<0.01, ** p<0.05, * p<0.1  
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Table 5: Probability of executive turnover 
 
Table 5 shows the results of a probit model estimation in which the outcome variable is 1 if a CEO leaves the 
firm for any reason other than retirement in the three years after year t = 0 and 0 otherwise. 
 

  Probability of 
executive turnover 
in next 3 years 

 
 

Coef. 

  
 

St.Err. 

  
 

t-value 

  
 

p-value 

 [95% Conf  Interval] 

 Treat -0.263* 0.149 -1.77 0.077 -0.556 0.029 
 Analyst Coverage -0.096 0.248 -0.39 0.698 -0.582 0.390 
 S&P Index -0.146 0.182 -0.81 0.421 -0.503 0.210 
 Book-to-market 0.061 0.129 0.47 0.634 -0.191 0.314 
 Annual returns -0.152 0.178 -0.85 0.394 -0.501 0.197 
 Leverage ratio -0.208 0.365 -0.57 0.568 -0.923 0.507 
 ROA -0.727 0.479 -1.52 0.129 -1.666 0.212 
 Log of total assets 0.129*** 0.049 2.65 0.008 0.034 0.225 
 CEO age 0.003 0.005 0.67 0.505 -0.006 0.013 
 CEO tenure 0.019** 0.010 2.02 0.043 0.001 0.038 
 Intercept -2.277*** 0.413 -5.51 0.000 -3.087 -1.467 
 
Mean dependent variable 0.068 SD dependent var  0.252 
Pseudo r-squared 0.056 Number of obs   751 
Chi-square   20.724 Prob > chi2  0.023 
 
*** p<0.01, ** p<0.05, * p<0.1 
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Table 6: Executive compensation of firms with nearby media reduction vs. controls  
 
Table 6 shows results from the OLS regression of CEO compensation and changes in CEO compensation for firms that 
have experienced a reduction in media employment in the area where the firm is headquartered and a matching set of 
control firms. Columns 1 and 3 use compensation and changes in compensation reported by the firm to the SEC, and 
Columns 2 and 4 use a calculation that includes the CEO’s actual profits from stock and option sales and exercises. 
 

      (1) (2) (3)   (4) 
     

Total 
compensation 

reported to SEC 

Total 
compensation 

adjusted for stock, 
option sales 

 
Δ Total 

compensation 
reported to SEC 

Δ Total 
compensation 

adjusted for stock, 
option sales 

 Treatment 2683.903*** 9590.898*** -568.722 142.122*** 
   (724.653) (2448.840) (728.485) (20.572) 
 One-year lag returns 70.612 79.659 16.353 19.507 
   (63.997) (76.146) (79.765) (26.799) 
 Two-year lag returns 78.417 180.968** -23.121 -2.228 
   (52.082) (83.677) (20.243) (2.877) 
 Market value 240.299 -243.317 -68.344 57.810*** 
   (364.393) (861.846) (111.662) (21.869) 
 Book-to-market 322.432 -159.024 -33.107 -9.719 
   (377.626) (499.411) (47.630) (12.946) 
 Leverage 1849.304* 1131.811 -1197.312 58.143 
   (1023.778) (2352.879) (1624.598) (97.806) 
 Lag st. dev. of returns 440.575 -920.422 -597.316 46.185 
   (1141.403) (2709.048) (488.897) (105.814) 
 ROA 1054.867 -197.409 -502.400 -20.985 
   (659.895) (2490.713) (561.667) (55.610) 
 Tenure 58.827** 496.051*** 16.758 -6.882*** 
   (29.293) (36.928) (22.159) (0.980) 
 Intercept -3412.141 2943.716 856.578 -364.897** 
   (2628.762) (8675.958) (1159.070) (161.568) 

 
Obs. 3,423 3,416 2,804 2,752 
R-squared  0.772 0.562 0.173 0.456 
Adjusted R-squared 0.714 0.450 -0.057 0.304 
 
Standard errors are in parenthesis  
*** p<0.01, ** p<0.05, * p<0.1  
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10.0 FIGURES 

Figure 1: Number of firms with negative shocks to media employment by year 

 

Figure 1. The frequency of the years in which the negative shock to employment of 

Reporters and Correspondents and Broadcast News Analysts occurred. From 2003 to 2015, 1,373 

firms were identified as containing a shock to media employment in the geographic region in which 

they are headquartered. 
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Figure 2: Number of firms with negative shocks to media employment by state 

 

 

Figure 2. The frequency by state/territory in which the negative shock to employment of 

Reporters and Correspondents and Broadcast News Analysts occurred. From 2003 to 2015, 1,373 

firms were identified as containing a shock to media employment in the Occupational Employment 

Statistical area in which they are headquartered. The OES areas spanned 41 states and the District 

of Columbia. 
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