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Two types of newspapers in China

* Official newspapers
» Newspaper under the direct control of the central and local
Communist Party Committees (party newspapers) or

government institutions (political organ papers) and serve as
their mouthpiece.

* Non-official Newspaper
» Newspapers not controlled by any of the preceding
organizations

»With an orientation towards reporting business, economic
and financial news
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Official and non-official papers (Stockman, 2012)
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You, Zhang and Zhang (2018)

 Comparing a large sample of news articles written by
state-controlled and market-oriented Chinese media,
we find that articles by the market-oriented media are
more critical, more accurate, more comprehensive,
and timelier than those by the state-controlled media.
Moreover, only articles by the market-oriented media
have a significant corporate governance impact
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What information can we extract from
People’s Daily? (Flagship newspaper of CCP)

requency of articles including
“Ideology” and “Leadership by the Party” in
People’s Daily (1978-2017)

The relative frequencyiof articles including
“Market Economy” in People’s Daily (1978-2017)
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Motivation

* Tight state control ( over official newspaper)
»Increase incentive to serve as the government’s

mouthpiece

* News outlets for conveying information about economic and
industry policies
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Motivation

* The reduction in political dependency may reduce the
value of non-official newspaper
»Weaker connection to the government

» Limited ability to obtain information about the
government’s economic agendas and policies
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Research Question

* Whether the degree of state (/Party) control over the
media affect the type of information supplied to the
market.

» Control over newspaper:
 Official Newspaper v.s. Non-official Newspaper

» Types of Information
* Market- or industry-wide info v.s. Firm-specific Info
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Hypothesis Development

* Prior to 1978:

»The newspapers have a well-defined and installed readership
base, and serve the primary goal of political propaganda.

e After 1978: Commercialization of media

»Non-official newspapers have greater freedom and financial
incentives to respond to market demands for news.

» Corporate news articles published in non-official business
newspapers are less biased and less politically tainted than
corporate news articles published in by official newspapers
(Z%icl)g;oski, Wong, and Zhang, 2017; You, Zhang, and Zhang,



Hypothesis Development

* The government continues to have direct and indirect
control of all media outlets.

»Serving the propaganda may reduce the expected
information content and credibility of official newspaper
articles.

»News articles published by non-official newspapers may
subject to the similar political control.
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Hypothesis development

* Individual market participants have different relative
informational advantages with respect to firm-,
industry-, or market-level information.

> Insiders

* Firm-specific information (Seyhun 1992, 1998; Meulbroek
1992; Damodoran and Liu 1993).

» Financial analysts

* Industry and market level information and trends (Piotroski and
Roulstone, 2004; Crawford, Roulstone, and So, 2012)
R e
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Hypothesis development

 Official and non-official newspapers convey different information to the
financial markets in respect of firm-level versus industry- and market-
wide information.

» Non-official newspapers may be more likely to engage in firm-specific
reporting than offj?cial newspapers
* increase readership through investigative reports
 cater to the covered firms

* non-official newspapers may be more inclined to report on factors behind the
recent stock price or earnings performance of individual firms

» Official newspapers enjoy a close relationship with their sponsoring
governmental agencies and party units.

* Conduits for conveying political opinions and policy-related information to the

market.
* Official newspapers are also likely to have greater access to economic data, more
likely to cover political events, and more likely to frame corporate news in the %?ﬁ

broader political context

CUHK Business School E%@



Hypothesis

* H1: The relative amount of industry and market-wide
information contained in official newspaper articles is
significantly more than the relative amount of industry and
market-level information contained in non-official
newspapers’ articles.

* H2: Official newspaper’s coverage of the listed firm is more
positively associated with stock return synchronicity over
the year than that of non-official newspapers.
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Data and Sample

* Wisenews, a commercial database of domestic Chinese language newspaper
and magazine articles

e Search through trading name of each listed company

* Rely on machine learning processes to clean the crawled news articles which
are not related to the company due to ambiguity in the firm’s name

* Keep articles published in official newspapers and non-official business
newspapers

All the technical service was provided by DataGo Ltd.

Final sample:
» 2,777,103 unique corporate news articles
» 3,103 unique domestic listed companies
» 100 unigue newspapers
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Data and Sample

Hewspapers Hewspaper Articles Fum Day Observations

Year All Officaal Hon- All Official Hon-Official All With Media Mo Media

Official Coverage Coverage
2000 al 39 21 35404 18,171 17,233 342345 28514 306,914
2001 65 40 25 55,900 27209 28,781 392216 41205 336,226
2002 58 36 22 65,633 36,365 30,268 425,955 46919 359322
2003 B3 45 3B 95428 40,602 54,826 466,264 57,294 370,836
2004 B7 47 40 103 384 40,183 63,201 490 379 39169 386,995
2005 B6 46 40 168,633 40,909 127,724 563,755 79,730 395,122
2006 68 34 34 151,815 35212 116,603 542,734 83218 390,919
2007 68 35 i3 197,699 49 803 147,896 598 320 93,655 400,821
2008 B3 48 35 267 506 71,179 196,327 695 545 114984 428,039
2009 al 37 23 208 410 63,100 145310 669 694 94245 461,284
2010 40 23 17 184,776 62,873 121,903 678,907 89.720 494 131
2011 47 26 21 199 052 68,746 130,306 772,253 08,703 573,201
2012 47 25 22 233 405 70,154 163,251 961,009 113,747 727,684
2013 50 26 4 236,039 63493 172,546 1.023431 113 959 787,392
2014 49 25 24 184336 35,656 128,080 993 367 93,157 809,031
2015 43 20 23 149 211 42523 106,688 1,009,052 82639 859 841
2016 39 18 21 133,659 41915 91,784 1,079573 78436 045 874
2017 37 17 20 105,683 35,012 70,671 1,080,153 28514 274,470
Total 2,7077.103 863,105 1,913 998 12,785,042 1,369 296 10.007.939
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Test for H1: Information at industry,
market or firm level

* Decomposition

» Following Liu (2011), we decompose the move in stock
price to three components driven by industry, market and
firm information.
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Test for H1: information at industry,
market or firm level

e Comovement with industry

»Propensity of moving in the same direction as that of
industry return
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Test of H2: Impact on synchronicity

RET, = a+ By*MARETA Bs*INDRET, it £

Synchronicity=log(R?/1-R?)
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=a+ Year FE + Firm FE + B + B
+B +B +B +B
+B +B +B +B +g
Estimation: (1) (2) (3)
MNumber of Articles; -0.193%%*
(-20.620)
Number of Official Articles; 0.035%*=
(4.506)
Number of Non-Official Articles; 0. 232%**
(-24 466)
Relative Official Coverage; 0.200%**
(7.724)
Year Fixed Effects Yes Yes Yes
Firm Fixed Effects Yes Yes Yes
Adjusted B-squared 0.332 0.336 0.316
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Role of Hierarchy of Official Newspapers
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Test of Difference (B — 3
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During National Congress of CCP
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Dependent Variable: Industry Information; Industry & Market Comovement;
Information;
Estimation: 0 @ [5) @ G} ©
No Congress Neo Congress Neo Congress
Congress Period Congress Period Congress Period
News Coverage; -0.025™ -0.023™ -0.054™ -0.047™ -0.032+++ -0.026++*
(-25.19) (-16.95) (-5347) (-36.52) (-29.69) (-1491)
Test of Difference (C- 0.002"" 0.007™" 0.006++*
NC)
(Chi-Squared Statistic) (14.88) (213.09) (35.46)
News Coverage; X 0.005™ 0.009™ 0.013™" 0.014™
Official, 0.003*+++* 0.004*+*
4.79) (5:28) (12.49) (891) (3.03) (248)
Test of Difference (C- 0.004™" 0.001 0.001
NC)
(Chi-Squared Statistic) (2225) (239) (187
Control Variables Yes Yes Yes Yes Yes Yes
Year-Month Fixed Yes Yes Yes Yes Yes Yes
Effects
Firm Fixed Effects Yes Yes Yes Yes Yes Yes
Ad). R? 0.060 0.042 0.041 0.040 0.018 0016
N 9,886,967 2,893,809 9,886,967 2,893,809 9,889,388 2,895,654
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Xi took a visit to CCTV (China Central TV) on
Feb 19, 2016.

CCTV carries the
last name of the
Party, being
absolutely loyal
(to the Party).
Please take an
Inspection.
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Dependent Variable: Industry Information;, Industry & Market Comovement;
Information;

Estimation: a1 @ 3) @ e (6)
Before Afier Before Afier Before Afiler
Visit Visit Visit Visit Visit Visit

News Coverage; 00257 0026 00527 00637 -0.030*** -0.040***
(-26.53) (-21.56) (-54.30) (-41.46) (-2925) (-19.19)

Test of Difference (A- -0.001*** -0.011™ -0.010***

B)

(Chi-Squared Statistic) (8.66) (134.02) (60.8)

News Coverage;; X 0.006™ 0012 00127 00227

Official; 0.003*** 0.011***
{(4.90) (8.53) (11.77) (1296) (2.85) {(4.29)

Test of Difference (A- 0.006™ 0.010™" 0.008***

B)

(Chi-Squared Statistic) {(45.62) {201 66) {(20.49)

Control Vanables Yes Yes Yes Yes Yes Yes

Year-Month Fixed Yes Yes Yes Yes Yes Yes

Effects

Fimm Fixed Effects Yes Yes Yes Yes Yes Yes

Adj. R? 0.059 0008 0.038 0024 0.018 0.012

N 10,765 844 2014932 10,765 844 2014932 10,769 023 2016019
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Policy Shock

* All economic policies (52,000 between 2000-2017)
issued by Chinese governmental units from the China
Industrial Policy website

»Introduced by central government agencies
» Matched into specific industry or treated as macro policy.
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Dependent Variable: Industry Information; Industry & Market Comovement;,
Information;,

Estimation: ()] @) 3 @ o) (6)
Policy No Policy Policy No Policy Policy No Policy
Introduction Introduction Introduction Introduction Introduction Introduction

News Coverage:; -0.027*** £.024*** -0.052%** -0.052%** -0.027%** -0.031***
(-26.42) (-2335) (-5161) (-46.98) (-20.08) (-26.11)

Test of Difference (P-NFP) 0.003** -0.000 0.004***

{Chi-Squared Statistic) (593) (000 (27.58)

News Coverage; X

Official; 0.008*** 0.006*** 0.015*** 0.(13*** 0.004** 0003+
(4.98) (5.18) (1007 (11.60) 2.39) (BO7

Test of Difference (P-NFP) 0.002* 0.002*** 0.001

{Chi-Squared Statistic) (362) (6.99) 035

Control Vanables Yes Yes Yes Yes Yes Yes

Year-Month Fixed Effects Yes Yes Yes Yes Yes Yes

Firm Fixed Effects Yes Yes Yes Yes Yes Yes

Adj. R? 0101 0.049 0.049 0.040 0027 0.017

N 2766308 10,014 468 2.766.308 10,014 468 2,767,024 10018018
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Content of News Articles
-—-Industry and Market Content

 Latent Dirichlet Allocation (LDA)==> 400 Topics

»Industry topics (64): the topic contained in more than
20% all articles covering firms in a two-digit industry

» Market topics (68): top 20% topics regarding the number
of firms covered by the topic

Industry and market content:
The weight on the industry and market topics in the news article
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Content of News Articles
--Industry Count

* Count the frequency that an article mentions industry
names.

* Our dictionary of industry names are defined based
on the Guidelines for Industry Classification of Listed
Companies (2013 revision) as published by the China
Securities Regulatory Commission (CSRC).
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Table 8
Measure of news articles’ topical content and industry content

&

CUHK

This table documents the relative amount of industry and market topics versus firm -specific content contained in busine ss news e CHooL

articles published by Chinese newspapers over 2000-2017. Specifically, the table presents select coefficients from an estimation
of the following empirica l models:

Industry Counti: (Industry & Market Contenti) = a + Year-Month FE + Firm FE + B1Officiali + B2Firm Sizex + fsMarket-to-
bookit + paROAx + PsLeverager + feSOEi + frEarnings Announcementit + sit.

Panel B: Multivariate estimation of news article’s content

Dependent variable: Industiry Count, Industry & Market C onient,
Official: 0.006*** 0.016***
(2.73) (7.85)
Firm Sizex 0.000 0.010***
(0.23) (527
Market-to-bookz -0.001*** -0.000
(-5.09) (-0.48)
ROAx 0010 0.001
(0.64) (0.08)
Leveragen -0.010 0.002
(-131) (0.23)
SOE; 0.001 0.009**+
0.37) (2.84)
Earnings Announcements -0.024%++ -0.068***
(-16.01) (-28.80)
Intercept 0.075** 0.201***
(2.29) (6.24)
Y ear-Month Fized Effect Yes Yes
Fimn Fixed Effect Yes Yes
Adjusted R2 0.007 0.015
N 2,777,103 2,777,103
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Additional test

* Articles published around corporate earnings
announcements
* Restricted samples:

»articles published in newspapers that appear throughout
our entire sample period and

»articles published only newspapers domiciled in China’s
three tier 1 cities (Beijing, Guangzhou, and Shanghai)

* Focus on novel articles
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Conclusion

* Prior research argues and finds that corporate news
articles published by official newspapers in China are
biased, provide less information to the capital
markets, and fail to serve an important corporate
governance role.

* Our paper provides the first evidence to suggest that
China’s official newspapers may serve a different and
complimentary informational role than that played by
non-official newspapers in China’s market economy.
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