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1
Table 1 Descriptive statistics of variables
A @ 2005 2008 A /( )
2005 2006 2007 2008 2005 2008
23.87 26.56 30.12 27.4 44.45 48.11 46.31 45.16 36.39 38.3
18.22 18 22.4 19.13 30.08 24 33.21 28.05 25.32 22.33
22.59 41.97 35.85 50. 68 64.21 227.3 58.14 91.71 49.41 133.99
878 395 864 465 900 568 922 602 3 564 2030
B : 2005 2008
2005 2006 2007 2008 2005 2008
6.02 8.49 6.89 7.79 7.84 9.81 7.24 8.76 7.01 8.78
4.51 6.20 4.66 6.03 5.13 6.33 4.94 6.09 4.77 6.17
6.39 8.94 8.72 8.63 9.94 24.28 8.63 10.67 8.55 15.21
874 391 855 462 893 562 920 597 3542 2012
C
2004 2005 2006 2007 2008
26 19 43 56 147 126 134 163 214 253
D
2004 2005 2006 2007 2008
1% 1% 1% /% 1%
10 0.53 18 0.32 68 0.54 81 0.50 123 0.48
E
In( Sales) 20.79 20.77 1.55 28.00 7.12
Age 46.72 46 6.49 79 27
Tenure 3.32 2.91 2.27 16.76 0.01
ROA 0.07 0.06 0. 96 70. 54 -1.98
RET 0. 54 0.14 1.29 16.12 -0.87
BM 0. 61 0.62 0.29 1. 66 0. 00
NO) (
D) ;

o

( Core Guay and Larcker 2008; Kuhnen and Niessen 2009)

Zingales

Miller

. Dyck Volchkova
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Table 3 Monitoring effect of mass media on CEO compensation
1 2 3 4 5 6
Coverage, , Coverage, ,, Coverage, ,, SOECoverage,,, | SOECoverage,,, | SOECoverage,,,
0.217 0.23%**
Ln( Comp) ,
(0.06) (0.06)
0.21 7% 0. 18**
UnexComp,
(0.08) (0.08)
0.20 0.36 7"
ExComp,
(0.13) (0.13)
0.01 0.00**
CompGap,
(0.01) (0.00)
1- 83 *kk 1.78 *kk 1.78 *kk 1.43 *kk 1.42 *xk 1- 37 *kk
Ln( Press) ,,,
(0.17) (0.18) (0.17) (0.15) (0.16) (0.15)
1.03 7% 0. 98 ™ 1. 08 % 1.39 %% 1.39%% 1. 487
Ln( GDP) ,
(0.10) (0.11) (0.10) (0.12) (0.13) (0.12)
Year
Pseudo R? 0.31 0.31 0.31 0.27 0.28 0.27
Log Likelihood -1105.78 -1012.47 -1104.91 -1 040.29 -945.27 - 1040.74
4070 3 604 4037 2 642 2423 2 622

1% 5% ~10%

Huber-White
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Table 4 Effect of media coverage on unexpected CEO compensation
1 2 3 4
-0.117%
Coverage, ,,
(0.05)
_ 0 03 Kk
Ln( Coverage) ,,, '
(0.01)
-0.09"
SOECoverage, .,
(0.05)
-0.047
Ln( SOECoverage) ,,,
(0.02)
Year
R? 0.003 0.003 0. 004 0. 004
2212 2212 1477 1477
il 1% 5% 10% Huber-White
5
Table 5 Effect of media coverage on the compensation gap between CEO and average employee
1 2 3 4
-0.54
Coverage,
(0.52)
0.02
Ln( Coverage) ,,,
(0.17)
-0.03
SOECoverage, .,
(0.03)
-0.31
Ln( SOECoverage) ,.,
(0.23)
Year
R? 0. 003 0. 003 0. 006 0. 007
2 430 2 430 1574 1 574
e e T 1% 5% <10% Huber-White
1 37
?Johnson Porter  Shackell
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Table 6 Effect of media coverage on CEO pay-performance sensitivity
1 2 3 4 5 6 7 8
0.56™% | 0.38** 15377 | 1.737%%
ROA,
(0.17) (0.16) (0.33) (0.69)
0.03™ 0.01 0.03" 0.04"
RET,
(0.01) (0.02) (0.02) (0.02)
0.39" -0.35
ROA, x Coverage,_,
(0.62) (0.70)
0.03 -0.01
RET, x Coverage,_,
(0.02) (0.02)
0. 15 K*xk O. 16 *kk 0. 25 *xk 0 25 *kk
Coverage,_;
(0.03) (0.03) (0.05) (0.03)
0.247% 1 0.23%% 10.25% 1 0.24™ | 0.247% | 0.23% | 0.26™* | 0.25**
Ln( Sales) ,
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
0.357% | 0.34™% 10.33™* ]0.327% |0.25" 0.23%* 0.27** 0.25™*
Ln( Age)
(0.08) (0.08) (0.08) (0.08) (0.10) (0.10) (0.11) (0.11)
0.15™ | 0. 157 10.20™ |0.20™ | 0.147% ]0.14™ |0.18™ | 0. 18
Ln( Tenure) ,
(0.01) (0.01) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02)
Industry
Year
R? 0.31 0.31 0.34 0.34 0.34 0.36 0.35 0.36
5519 5519 5235 5235 3511 3511 3431 3431
NN 1% 5% 10% Huber-White
N N Coverage  ROA
6

Coverage( SOEcoverage)

38

34

Coverage

RET
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2004 2008
5
87
1.86 2005
5 6
19
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Table 7 Descriptive statistics of firm-evel negative media coverage
2004 1 2 1 1 0.50
2005 13 41 9 1 0.32
2006 21 14 11 1 1.50
2007 17 13 5 1 1.31
2008 109 31 76 1 3.52
161 87 76 1 1.85

In( Coverage) = a + BIn( Compensaiion) + yyeardummy + &

4.35 0.32™
(4.06) (0.10)
In( Coverage) = a+BIn( ExpeComp) + yIn( UnexComp) + yyeardummy + &
5.16 0. 05 0.26
(4.89) (0.10) (0.15)
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AUnexComp = a + Bln( Coverage,,,) + yyeardummy + &

3.20 -4.02° (5)
(2.14) (1.94)
(3) .(4) (5) 3.
4 5
3 8,
dif _unexpected = o + B,cen_cov + B,ultimate + Bycen_cov* ultimate + yeardummy + g
-0.24 0.73 0.46" -1.10° (6)
(0.22) (0.58) (0.23) (0.59)
dif _unexpected = o + B,loc_cov + Byultimate + Byloc_cov* ultimate + yeardummy + g
0.22 -0.34 -0.00 0.01 (7)
(0.25) (0.38) (0.27) (0.39)
dif _unexpected  t + 2
t : cen_cov t+1
; ( )
loc_cov ¢t +1 (
; ultimate 30 ).
ultimate 1
0.
5.2
t+2 ( )
31 )*3( ) -
3
X P+ 2
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CEO compensation sensational coverage and media governance

LI Pei-gong SHEN Yifeng
School of Management Xiamen University Xiamen 361005 China

Abstract: This paper empirically investigates the corporate governance role of the media on CEO compensation
contracts and the motivation of media coverage within the context of the transitional China. After carefully
reading 17 621 media coverages on CEO compensation we document that negative media coverage is motiva—
ted by both the information demand and entertainment demand of news consumers. On the one hand media
exposures can target CEOs’ excessive pay rather than their total pay of public companies as a whole to provide
reliable information to their audience; on the other hand with regard to the state-owned enterprises ( SOEs)

negative media coverage however focuses on the compensation gap between CEOs and average employees

and CEOs’ total pay instead of their excessive pay to provide sensational information. When news media pro—
vides reliable information public companies as a whole tend to redress their compensation policy when media
supplies sensational information SOEs also partially remedy their CEO compensation contracts which indi-
cates that media plays a positive corporate governance role in the transitional China. Our paper extends our
knowledge about alternatives of legal mechanisms in corporate governance by investigating the corporate gov—
ernance role of the media on CEO compensation provides new perspectives about CEO compensation practices
in the transitional economies and supplements the literature by examining the motivation of media coverage.

Key words: media governance; CEO compensation; sensational coverage



