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First, there is no systematic evidence investigating the efficacy of the local
press as a monitor of firms' misconduct.

Second, a few studies examine the efficacy of the press in general (as
opposed to the local press) but find mixed evidence.

research gap [

Third, over the last two decades, the circulation of local newspapers in the
United States has decreased by nearly 50% (Pew Research Center, 2019).

First, we provide the first systematic evidence showing that the local press is
an effective monitor of corporate misconduct. E/EESHINES

Second, while a few studies suggest that the press is useful for exposing securities law violations
corporate fraud (e.g., Miller, 2006), empirical evidence on the monitoring role
. of the press is limited and mixed.--3&FH 2 L EHESHAR RS TEE®BNS environmental violations
Introduction 1845 £ S
consumer-protection violations
contribution .
workplace safety violations

Finally, our findings improve our understanding of the consequences of
reduced local newspaper coveragean important topic in light of the decline in
local newspapers in the United States (Pew Research Center, 2019).--FHIIL5|

H

258 MRE—KEE—ML




Miller (2006), for example, finds that the press helps expose accounting fraud
by rebroadcasting information from other information intermediaries
(analyzts, auditors, and lawsuits) and by undertaking original investigations.

Building on that study, a set of papers examine whether the press can identify
and report on governance problems and whether firms, in turn, alter their
behavior in response

Extant research examines this question using specific settings such as insider
trading (e.g., Dai et al. 2015), corporate governance violations in Russia (e.g.,
Dyck et al. 2008), environmental violations (Dyck and Zingales, 2002), and
excessive executive compensation (e.g., Core et al., 2008 and Kuhnen and

Niessen, 2012)
MIX
Dyck et al. (2008) examine governance changes in Russian firms as a response
to press coverage
Core et al. (2008), who study whether the press monitors executive > ( E—AdHA
compensation, find that firms do not alter compensation in response to press
. coverage, which suggests that the media is not playing an effective
literature hypotheses monitoring role. )
the local press could investigate firms to detect fraud.
effective / their proximity to local sources such as employees and local suppliers
\K widely disseminating information about misbehavior
Hypotheses local press is susceptible to conflicts of interest from advertising ~ =27

)
cater to their consumers as a factor undermining local newspapers’
ineffective monitoring ability. WEHEE, ST

©)

local newspapers are typically limited in their reach, potentially reducing their
reporting impact and rendering its monitoring ineffective BENBR




Facilities include regional offices, manufacturing plants, stores (e.g.,
convenience, department, and retail), distribution centers, refineries, mines,
and shipyards, among others. HRPRE

Violations in our sample relate to workplace safety and health, environmental
violations,/labor violations, government fraud, worker discrimination, and
securities fraud, among many others ERAE

)
N\
2000-2017

1 Number of Violations (1) Number of Firms’_@ Number of Facilities (3)

' Panel A: Sample composition

' Al violations 310,000

I Less: Not linked by Violation Tracker® (243,000)

' Violation Tracker sample 67,000 2875

! Less: Private companies (23,637) (1362)

I Less: Financial industry (5231) (130)

! Less: Treated firms, untreated periods (2134) (0)

" Less: Missing control variables and incomplete data (9548) (0)

! Final sample 1383 10,647

26430
A EEE

sample (N = 164,128)

Mean Std. Min.  5th  10th  25th  Median  75th 90th 95th Max.
Number of Violations ~ ~Q.161 1.989 0 0 0 0 0 0 [ 1 243
Penalties (in $) 197851 11882840 0 o 0 0 0 0 o 10,000 2610,000,000

\irm-Years (N — 19,341)

Mean Std. Min. Sth 10th 25th Median 75th 90th 95th Max.
Number of Violations ~ “4230 _ 10414 0 0 0 0 0 3
Penalties (in $) 1541,848 34,181,340 o [ o o o 10,001 91,612 468,373 2612,400,000

County-Years (N — 28,326)

Mean std. Min. 5th 10th  25th  Median  75th  90th 95th Max.
Number of Violations ‘836 5367 0 0 0 0 0 0 1 3 273
Penalties (in $) 1016743 28081260 0 0 0 0 0 0 31,094 125334 2610,000,000
IR
Tl 4
Panel C: sample composition by year
N Year Number of Violations % of Total Penalties ($m) % of Total Median Penalty (5)
Z'S 7~ 2000 706 27% 1278 39% 10963
*i E/ \ 2001 750 28% 171 0.5% 12,155
2002 703 27% 152 0.5% 12,600
2003 721 27% 2655 8.2% 15,000
2004 892 34% 1200 3.7% 15875
2005 512 34% 1208 37% 16,500
2006 970 37% 1951 6.0% 13,200
2007 1638 62% 621 1.9% 18,000
2008 1651 62% 440 14% 16,895
2009 1974 75% 5093 15.7% 15,000
2010 2403 9.1% 1789 5.5% 16,450
2011 2587 98% 1761 5.4% 16,834
2012 2373 9.0% 3476 10.7% 17,942
— 2013 1511 57% 4648 143% 14,850
2014 1670 63% 1224 38% 17,050
2015 1585 6.0% 1331 4% 14,700
2016 1855 7.0% 1937 6.0% 16,550
2017 1549 59% 1538 47% 15,229
Total 26,450 100% 32473 100% 15375

Panel D: sample composition by offense type

Offense Type Number of Violations % of Total Penalties ($m) % of Total
Workplace safety or health violation 15,006 56.7% 2385 0.7%
Environmental violation 2924 111% 64329 19.8%
Railroad safety violation 2244 8.5% 231 0.1%
Labor relations violation 1467 55% 291.0 0.9%
Aviation safety violation 1084 41% 1330 0.4%
Employment discrimination 537 2.0% 6622 2.0%
Wage and hour violation 483 18% 2029.0 62%
Motor vehicle safety violation 327 12% a5 0.0%
False Claims Act 135 05% 7924.6 24.4%
Benefit plan administrator violation 87 03% 7841 24%

(continued on next page)

‘ 2000-2017 ’

We define years when a U.S. daily local newspaper closed as treatment years. \ “
We do not consider mergers, changes in frequency from daily to weekly, or

. Fig. 1. Map of newspaper closures.
changes to online only as treatment events because these events do not This map shows the geographic isribution nffrmw

the 33 local newspaper closures used in our analyzes-gerdss the United

necessarily reduce local-news availability. states.

)
N\
Year Number of Newspaper Closures % of Total

2000 - =

2001 - -

2002 _ _

2003 1 3.0%

2004 0 0.0%

2005 2 6.1%

006 0 0.0%

Local newspaper closures 2007 3 alx
—_ 2008 5 15.2%
2009 6 18.2%

2010 0 0.0%

2011 1 3.0%

2012 1 3.0%

2013 2 6.1%
. epege . . 2014 7 21.2%
As we only include treated and control facilities if they are present in both the 2015 s 1502

= 2016 - =

pre- and post-treatment periods, newspaper closures before 2003 and after 2017 7 7
2015 are excluded from our analyzes. ot = 1

0]

Yij = oo + a1 Treatment), + Controls + o + ot + €y,

(1)

where the dependent variable Yy, is either the total dollar
amount in penalties or the total number of violations that
firm i incurred related to violations in its facility j, located
in county I, during year t. The main explanatory variable
Treatment;, takes the value of 1 for the three years follow-

ing a newspaper closure in county [/, and a_value in
the three years prior to a newspaper closure.2? X(FRI=EFER0, XFFE=5FE81
e e — - . - M\ - ! -

N

E])AESE where the dependent variable Y, is either the total dollar

amount in penalties_gr the total number of vjplations that
firm i incurred related to violations in its facility j, located
in county I, during year t. The main explanatory variable

Facili; 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
Facility located in

Denngmm( 0 o 0 L l L
Facility of the same firm
not located in Denver 0 0 o 0 0 0 0 0 0 0 L 0 0 0 0 [} 0 0
County

Facility of other firm nor
located in San Diego's 0 0 0 0 0 o 0 ) 0 0 0 0 0 0 0 o 0 0
North County

A Variables of interest

Penalties ‘The natural logarithm of one plus total penalties for misconduct per facility and year winsorized at the
99th percentile. [VT]

Number_Violations ‘The natural logarithm of one plus the number of violations per facility and year winsorized at the 99th

_— percentile. [VT]

Treatment Indicator variable that is set to 1 in the three years following the closure of a local newspaper, and 0 in

hree years prior 1o the closure. [PANEL + UNC + DIR]
High_Local_Media_Coverage Indicator variable that is set to 1 if the number of artices published in local newspapers abou the firm
larger than the median, and 0 otherwise. We obtain data on articles from Ravenpack, and exclude
articles published by the following national newspapers: Barrons, the Los Angeles Times, newswire
services, the New York Times, USA Today, the Wall Street Journal, the Washington Post, and the
Washington Times. [RP]

Large_Fim Indicator vaiabl tha i set 0 1 i the facilty is pat of a frm lrger than the median asst size, and 0
otherwise. (€]

Low_ Number_ Newspapers Indicator vaiabl tha s set 0 1 i the number o local newspapers per county s three orsmaler than
three, 0 otherwise. [PANEL + UNC + DIR]

Cralgsie_Enty Indicator variabl that i s 10 1 i the three years following Crigslists entry o a speciic county.
‘We obtan the s of Cragslist sites and their entry years from www.craigslisorg, CRAIGSLIST]

‘Toxic_Releases “The natural logarithm of one plus the toxic releases in tons per facility and year. [TRI]

5. Contols

s_Facility “The natural logarithm of one plus the number of employees per facility. [D&B]

Sals_Facity “The natural logarithm of one plus sales per facilty (i thousands of doLrs). (D85

sze “The natural logarithm of one plus the fir's market value (in millons of dollars. (€]

Leverage ‘The ratio of total liabilities to total equity. [C]

ko Net income scaled by toal asses. [C]

Labor Force The natural ogarithm of one plus the labor force per county. [8LS]

Unemployment kate The unemployment ate per county adjused fr the average sate unemployment at. 51S]

conge Sartes_, The natural Iogarithm of one plus the number of googl scarches per irm and year [COOGLE].

e
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Facility-Years Sample

(N = 164,128)
Variable Mean Std. Min. Median Max.
Treatment 0026 0.158 0 0 il
Employees_Facility 564 2498 1 150 100,505
Sales_Facility (in thousands) 3169 14,993 0.11 60.8 274,485
Size (in millions) 26,738 57,842 128 7041 402,672
Leverage 0348 0.449 0 0.261 3.269
ROA 0.045 0.067 -0.246 0.048 0214
Labor_Force 411,066 701,327 3131 168,789 5,054,938
Unemployment_Rate (in%) 6.22 2.50 110 5.60 28.90
kRt ©
Dependent Variable Penalties Number_Violations
Variables pred. (1) () 3) (4) (5) (6)
Treatment + 01537 01519% 00110 00107
T T X X 0657, .0046) (00046 X
%Lﬂﬁ%ﬁgﬁ@ Ll 0.0550"*"  0.0550"*" 00043 0.0044°**
(00115)  (0.0126) (00009)  (0.0009)
sales_Facility 00027 0.0027 00003 00003
(0.0048)  (0.0052) (00004)  (0.0004)
Size 0.2535%** 0.2516** 0.0210*** 0.0209***
(00421)  (0.0765) (00039)  (0.0051)
Leverage 0.0627 0.0590 0.0030 X
(0.0593) (0.0695) (0.0043) (0.0043)
ROA 03193 0.3080* 00023 0.0022*
(0.1165)  (0.1217) (0.0092)  (0.0090)
Labor_Force DAL 0.0283***
(0.0363) (0.0035)
Unemployment_Rate 00505+ 00046
(0.0230) (0.0017)
Facility FE Yes Yes Yes Yes Yes Yes
Year FE X State FE Yes Yes Yes Yes Yes Yes
Adj. R-square 0.073 0.076 0.076 0.104 0.107 0.107
Observations 164128 164128 164128 164128 164128 164128

E@F ©

As the facilities of more visible and less visible firms typically operate in the
same county, these tests exploit the differential treatment effect of newspaper
closures on facilities located within the same county. IBBEARB ATDEER
=]} >+

f declining economic conditions or changes in the local fraud environment
drove both newspaper closures and changes in misconduct, we should not
observe differential increases in misconduct across facilities of more or less
visible firms.-- ZFINRISRIKFA RN ZERRE LT BELH

We set High_Local Media Coverage to 1 if the facility belongs to a firm above
the median level of localnewspaper coverage (measured by the number of
articles written by local newspapers), and 0 otherwise. #RiEEE

we set Large Firm to 1 if the facility belongs to a firm above the median firm

Cross-sectional tests asset size, and 0 otherwise. NEI&EE

Google_Searches as an additional control variable #T3ZfR{&

Panel A: Local media coverage

. B . Dependent Variables Penalties Number_Violations
Reportlng incentives of newspapers. Variables ) @
— Treatment x High_Local_Media_Coverage a 0.1658° 00125
(0.0855) (0.0058)
Treatment oy UUT75 U0005
(0.0979) (0.0069)
High_Local_Media_Coverage ~0.1093++ ~0.0089**
(0.0377) (0.0026)
F-Test: oy + a3 = 0 0.1833+++ 0.0130**
[0.008] [0.012]
Google_Searches -0.0063 -0.0005
(0.0053) (0.0004)
Controls Yes Yes
Facility FE Yes Yes
Year x State FE Yes Yes
Adj. R-square 0076 0107
Observations 164,128 164,128

newspapers’ reporting incentives and (ii) the availability of other local
newspaper

RERERERIIABIXRASS EATHEN

We interact Treatment with Low Number Newspapers, which equals 1 if the
number of local newspapers is one, and 0 otherwise.

Panel A: Local media coverage
Dependent Variables Penalties Number_Violations
Variables ) )
Treatment X High_Local_Media_Coverage a 0.1658" 0.0125**
0.0855) (0.0058]
Treatment ay 0.0175 0.0005
(0.0979) (0.0069)
A I bl fI I H f H High_Local_Media_Coverage ~0.1093*** -0.0089***
vallability of local information 0577 s
ol o030
— [0.008] [0.012]
‘Google_Searches ~0.0063 ~-0.0005
(0.0053) (0.0004)
Controls Yes Yes
Facility FE Yes Yes
‘Year x State FE Yes Yes
Adj. R-square 0.076 0.107
Observations 164,128 164,128

NHRREE RS DINERTRNE A BN ER

Craigslist is an online database of classified advertisements, and prior research
has shown that advertising revenues for local newspapers were negatively
affected by its expansion ¥ K SEURM SR HEEXMYE BXESLREIENR
FToARAKKER

Dependent Variable ~ Newspaper Closure (1st Stage)  Penalties Diff (2nd Stage) ~ Number Violations_Diff (2nd Stage)

Variables (1) 2. (3).
Predicted_Closure 27.6758+* 203324
(11.7687) (0.8331)
Craigslist_Entry 0.0046
(0.0025)
Controls Yes Yes Yes
Facility FE Yes Yes Yes
I FE Yes Yes Yes
Adj. R-square 0.125 0.068 0.068
Observations 67,027 67,027 67,027

we use a uniform distribution to generate 10 00 random placebo

both the closure of local newspapers and the increases in facilitylevel
violations are driven by changes in the underlying local economic conditions

B B Ho: B> Br [p-value]

E'I'E s o or local fraud environment J Falsification test - Dependent variable Actual data Random data
= L] j (1) Penalties 0.1519 (0.0657) -0.1083 (0.0850) [<0.001]
(2) Violations 0.0106 (0.0048)  -0.0098 (0.0072) [<0.001]

without a local newspaper closure from the same state and two-digit-SIC-
code industry and of similar characteristics along our facility and firm control
variables.

score radius (or “caliper” ) of 0.05 without replacement

Panel A First stage regression and covariate balance

Variables Newspaper Closure (1) Mean Treated Firm (2) ~ Mean Mached Firm (3) ~ Mean Difference (2) - (3) (4)
Employees_Facility 0.0084 16775 15826 0.0949
(0.0119) [0.254]
sales_Facility 0.0552°¢ 09314 0.8664 0.0650
(0.0100) [0.509
size -0.0144 9.1500 9.1464 -0,0036
(0.0161) [0.947]
ROA -0.1676 0.0444 0.0449 ~0.0005
(0.4340) [0.794]
Leverage 037144+ 02725 0.2805 =hooso
(0.1364) [0.156]
Pseudo R-squared 0.007
Area under ROC curve 0.541
Observations 6498 2002 2002

Dependent Variables  Penalties ~ Number_Violations

Large sample of facilities with and without violations

Panel A: Dynamic effects

Dependent Variable Penalties Number_Violations
Variables (1) (2)
Treatment; 00217 0.0041
(0.0145) (0.0073)
Treatment,, 00523 0.0052
(0.1045) (0.0087)
Treatment, 01118 0.0086**
(0.0559) (0.0033)
Treatment;, 01278 0.0109*
(0.0729) (0.0053)
Treatment;, 02133 0.0174*
(0.1017) (0.0074)
Controls Yes Yes
Facility FE Yes Yes
Year FE x State FE Yes Yes
Adj. R-square 0076 0107
Observations 164,128 164,128

Variables

(1)

(2)

Mean Treated Firm
Mean Matched Firm

0.7050
0.6055

Propensity score matching J

Mean Difference

Observations

0.0995***
0.005
2002

0.0513
0.0450
0.0063**

[0.014]

2002

YRIBSEER

Estimate and 95% confidence interval

Effect of newspaper closures on penalties

03

02

01

01

0 1 2 3

Event time relative to newspaper closure

Fig. 3. Treatment effects for penalties.
‘This graph plots the coefficient on Treatment (and the 95% confidence
intervals) using the matural logarithm of one plus the dollar amount of
penalties as the dependent variable around the newspaper closure for the
propensity-score-matched sample.

Effect of newspaper closures on penalties

Estimate and 95% confidence interval
0005 0000 0005 0010 0015 0020 0025

|
&

0 1 2 3
Eventtiime relative to newspaper closure

Fig. 4. Treatment effects for violations.

This graph plots the coefficient on Treatment (and the 95% confidence
intervals) using the matural logarithm of one plus the number of viola-
tions as the dependent variable around the newspaper closure for the
propensity-score-matched sample.

Different fixed effects structures

Additional tests

Dynamic effects
( LRt KART— S E o E R RIS 2 E) BB —Eaet

Alternative dependent variables

Alternative treatments

Alternative clustering

Alternative dependent variable

Toxic releases




REMERIS

both the closure of local newspapers and the
increases in facilitylevel violations are driven by
changes in the underlying local economic conditions
or local fraud environment

As the facilities of more visible and less visible firms typically operate in the
same county, these tests exploit the differential treatment effect of newspaper
closures on facilities located within the same county. 1B HEARNBATEE S
aBER

f declining economic conditions or changes in the local fraud environment
drove both newspaper closures and changes in misconduct, we should not
observe differential increases in misconduct across facilities of more or less
visible firms.-- EFINMRIEMRIKATNSER2E AT RBELH

g

Cross-sectional tests

newspapers’ reporting incentives and (ii) the availability of other local
newspaper

Craigslist is an online database of classified advertisements, and prior research
has shown that advertising revenues for local newspapers were negatively
affected by its expansion ¥ sk SEIRAL HW R FHEEXMY EXSAEIENR
FoRARKER

Dependent Variable ~ Newspaper Closure (1st Stage)  Penalties_Diff (2nd Stage) ~ Number Violations_Diff (2nd Stage)

Variables (1) £2). (3)
IV Predicted_Closure 27.6758* 2.0332*
(11.7687) (0.8331)
Craigslist_Entry 0.0046*
(0.0025)
Controls Yes Yes Yes
Facility FE Yes Yes Yes
I FE Yes Yes Yes
Adj. R-square 0.125 0.068 0.068
Observations 67,027 67,027 67,027

we use a uniform distribution to generate 10 00 random placebo

Hp: B> ﬁ; [p-value]

I B B
Falsification test ~ Dependent variable Actual data Random data
(1) Penalties 0.1519 (0.0657)  -0.1083 (0.0850) [<0.001]
(2) Violations 0.0106 (0.0048)  -0.0098 (0.0072) [<0.001]

Propensity score matching

6
Different fixed effects structures

VIR 00

Reporting incentives of newspapers.

Availability of local information

We set High_Local Media Coverage to 1 if the facility belongs to a firm above

the median level of localnewspaper coverage (measured by the number of
articles written by local newspapers), and 0 otherwise. RIE8E

we set Large_Firm to 1 if the facility belongs to a firm above the median firm
asset size, and 0 otherwise. NE)&=

Google_Searches as an additional control variable #T3ZiR{A

Panel A: Local media coverage

Dependent Variables Penalties Number_Violations
Variables (1) )
Treatment x High_Local_Media_Coverage s 0.1658° 00125
(0.0855) (0.0058)
Treatment @ TOT7S 0005
(0.0979) (0.0069)
High_Local Media_Coverage ~0.1093+** ~0.0089*+*
(0.0377) (0.0026)
FTest: a; + a3 > 0 01833+ 00130+
[0.008] [0.012]
Google_Searches -0.0063 -0.0005
(0.0053) (0.0004)
Controls Yes Yes
Facility FE Yes Yes
Year x State FE Yes Yes
Adj. R-square 0076 0.107
Observations 164,128 164,128
Panel B: Firm size
Dependent Variables Penalties Number_Violations
Variables (1) (2)
Treatment x Large_Firm a 02242 00160
(0.1043) (0.0091)
Treatment o 00136 00008
(0.1018) (0.0077)
Large_Firm -0.0005 -0.0003
(0.0488) (0.0037)
Flest: ay + a3 > 0 02378+ 00168
0.006] [0.012]
Google_Searches 00022
(0.0090) (0.0008)
Controls
Facility FE Yes Yes
Year x State FE Yes Yes
Adj. Rsquare 0076 0.107
Observations 164,128 164,128

REREREANATXASS ATHENR

We interact Treatment with Low_Number_Newspapers, which equals 1 if the
number of local newspapers is one, and 0 otherwise.

Panel C: Number of local newspapers

Dependent Variables Penalties Number_Violations

Variables (1) (2)
Treatment x Low_Number_Newspapers o 03597+ 0.0260*
(0.1565) (0.0110)
Treatment o 0.0961 0.0067
(0.0691) (0.0046)
Low_Number_Newspapers 01021+ -0.0083***
(0.0226) (0.0016)
ETest: a; + a3 > 0 04558+ 00327+
[0.002] 10.004]
Controls Yes Yes
Facility FE Yes Yes
Year x State FE Yes Yes
Adj. Rsquare 0076 0.107
Observations 164,128 164,128

FRAHESF B/ PRNERDRNEL ETHENH E R




Large sample of facilities with and without violations

Panel A: Dynamic effects

Dependent Variable Penalties Number Violations
Variables (1) (2)
“Treatment, 5 00217 0.0041
(0.0145) (0.0073)
Treatment,., 00523 0.0052
(0.1045) (0.0087)
Treatment, 01118* 0.0086+*
(0.0559) (0.0033)
Treatment, 0.1278" 0.0109*
(0.0729) (0.0053)
Treatment;,, 02133 00174+
(0.1017) (0.0074)
Controls Yes Yes
Facility FE Yes Yes
Year FE X State FE Yes Yes
Adj. R-square 0076 0.107
Observations 164,128 164,128

Dynamic effects G)( LR K ARI— S FAEER XA SE EEB—EFaet

Alternative dependent variables

Additional tests

Alternative treatments

Alternative clustering

Alternative dependent variable

Toxic releases




This paper examines the effect of local newspaper
closures on facility-level misconduct.

local newspaper closures increase penalties by 15.2%
and violations by 1.1% at the facility level.

These results, robust to identification concerns,
provide evidence that local newspapers are an
important monitor of firms’ misconduct.




