T AAA IMPACT HUB

EMPOWERING ACCOUNTING PROFESSIONALS WORLDWIDE

Summary of Paper: The Role of Social Media in Corporate
Governance

What is this Study About?

Researchers assess social media's role in corporate governance, focusing on whether criticisms
from small investors on internet stock message boards can forecast firm acquisition decisions.
Using textual analysis of posts related to 303 value-reducing acquisition attempts, the
researchers find that negative social media posts by small investors predict the withdrawal of
proposed acquisitions, demonstrating that these criticisms offer valuable insights beyond
traditional financial metrics and media coverage.

What are the major findings of the study?

Social media criticisms from small investors can significantly predict a firm's decision to
abandon an acquisition attempt. This predictive ability strengthens with the quality of
information in the postings. Additionally, the insights gleaned from social media are
incremental to the information captured by traditional news media, analyst reports, and the
reactions of institutional investors, emphasizing the importance of social media as a tool for
corporate governance.

Why is the study important?

Highlighting the power of social media in corporate governance, the researchers explore how
small investors' collective wisdom can impact firm decisions, offering an alternative mechanism
for investor influence and oversight. The findings advocate for greater attention to social media
as a source of valuable information in corporate decision-making processes, potentially guiding
policy changes to incorporate these platforms into formal governance structures.
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