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The Role of Mediain Replacing Politically Connected CEOs: Evidence from China
WU Chaopeng YE Xiaoie WU Shi-nong
( School of Management Xiamen University Xiamen Fujian 361005 China)

Abstract: One unique feature of Chinese listed companies is that many of their CEOs are politically connected.
According to Fan Wong and Zhang(2007) 27% of the CEOs in Chinese listed companies serve as current or for—
mer government bureaucrat i. e. they have political connection. Although politically connected CEOs are detri—
mental to shareholders” interests ( Leuz and Oberholzer-Gee 2006; Fan et al. 2007) the political power in—
creases their ability to be insulated from involuntary replacement by internal governance( Pi and Lowe 2010). Re-
cent studies document that media act positively in improving corporate governance ( Dyck and Zingales 2008; Li
and Shen 2010 etc. ). However none of them indicate the role of media in disciplining politically connected
CEOs. This paper fills the gap by examining whether media shaming could increase the likelihood that politically
connected CEOs will be replaced after they made “bad” acquisitions.

We propose that there are two main mechanisms through which media have an effect. First the criticisms of
“bad” acquisitions in the press could shame the CEOs to resign or exert pressure on board of directors to replace
the CEOs. Second media pressure forces regulators into action and even trigger some legal punishment of CEOs”
misbehavior.

To test our hypothesis we study the case of China over the 1998 to 2008 period. The cultural and institutional
setting of China offers us a useful laboratory setting for such a study: First shaming or put other people to shame
is part of the Confucian cultural heritage. When other people pointed out the mishehavior of a righteous person he
will feel shameful remorse and will try to remedy it. Therefore under such a cultural environment media sha—
ming is more likely to play a role in reducing corporate governance violation. Second China is characterized by a
vast diversity across provinces. China was split into small and independent countries in 65% of the time in China’s
history from 841 BC to 1911 AD. Different provinces in this most populous country have different levels of mar—
ketization legal environment and government interference. As a result the development of media supervision sys—
tem also varies greatly across the provinces( Yu 2010) . China therefore is a good candidate for studying the
effects of media supervision at the provincial level on disciplining politically connected CEOs.

In an alyzing the effect of media supervision we utilize two measures of media supervision on acquisition trans—
actions. The first measure is the number of articles in newspapers gives negative comments on the acquisition in a
period from 3 months prior to the first bid to 3 years after the deal completes. The second measure is Yu’s ( 2010)
China Media Development Index( CMDI) which measures the development of media supervision system at the pro—
vincial level. Based on a sample of 209 large acquisitions made by Chinese listed companies during 1998 to 2008
we find that a significant inverse relation exists between acquisition performance and the likelihood of CEO turn—
over. However this inverse relation is weaker for politically connected CEOs. We further show that although the
political connection could protect CEOs from being fired after conducting bad bids this effect is reduced as the in—
crease of negative media coverage and if the companies are located in the provinces with stronger media supervi-
sion.

Our paper contributes to a growing number of studies on the real effects of media coverage. Previous literatures
show that media pressure could curb private benefits ( Dyck and Zingales 2004) acts as “watchdog” for account—
ing fraud ( Miller 2006) improve the board quality( Joe etal. 2009) and reduce corporate governance violation
( Dyck and Zingales 2008). Our paper expands the existing work by illuminating the cultural foundation of the
mechanism through which media could discipline politically connected CEO. Our results also provide plenty of poli—
cy suggestions on how to make better use of governance role of media in China and other Confucianism-dominated
Asian countries.

Key Words: political connection; media supervision; CEO turnover
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