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ABSTRACT 

Corporate wrongdoing has been the subject of organizational research for decades. Even 

a single instance of corporate wrongdoing can cause a substantial drop in stock price, increase 

capital costs, decrease shareholder distributions, and significantly damage a firm’s reputation 

(Chava, Agnes Cheng, Huang, & Lobo, 2010; Coombs, 2007; Elsbach, 1994; Francis, Philbrick, 

& Schipper, 1994: Pfarrer et al. 2008); these negative outcomes may persist for a long time. 

Corporate wrongdoing can be viewed as a stigmatizing phenomenon for a firm. Stigmatization 

theory suggests that corporate wrongdoing discredits the firm, resulting in a reputational stain 

that makes stakeholders want to disassociate from the firm (Crocker, Major, & Steele, 1998; 

Devers, Dewett, Mishina, & Belsito, 2009; Marcel & Cowen, 2014).  

Firms may attempt destigmatizing actions through making changes to the CEO, or 

destigmatizing language through using specific language to reframe the corporate wrongdoing 

event. These destigmatizing actions and language shape how investors perceive the firm and thus 

affect how long the firm takes to recover. The recovery time of firms after corporate wrongdoing 

as measured by how long the stock price of the firm takes to recoup has not previously been 

examined in the literature. This is vital to consider since firms can take years to recover (Penuel 

et al. 2013) and the longer the duration of recovery, the more taxing the wrongdoing is on the 

firm (Morgeson & DeRue, 2006). Using these two types of mitigating activities, my dissertation 

presents a two-study analysis of corporate wrongdoing exposure (CWE) and its effect on 

recovery time. Study I uses generalized equation estimation (GEE) to show that as CWE 

increases, recovery time increase. It also shows that this relationship can be weakened through 

the destigmatizing action of CEO turnover. Study II further analysis the relationship between 

CWE and recovery to show that CEO language can further destigmatize the firm after 
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wrongdoing. However, this varies based on the CEO replacement decision (i.e., no turnover, 

inside succession, outside succession). Together, these studies show that firms can work to 

destigmatize after corporate wrongdoing, mitigating the long-term negative effects of stigma 

(Hampel et al. 2016). 
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CHAPTER I 

INTRODUCTION 

 

 The Deepwater Horizon oil spill of 2010 was the largest marine oil spill in U.S. history. 

President Obama stated, “this oil spill is the worst environmental disaster America has ever 

faced... Make no mistake: we will fight this spill with everything we've got for as long as it takes. 

We will make BP pay for the damage their company has caused. And we will do whatever's 

necessary to help the Gulf Coast and its people recover from this tragedy” (Obama, 2010). In 

2011, a White House commission likewise blamed BP and its partners for a series of cost-cutting 

decisions and an inadequate safety system, but also concluded that the spill resulted from 

"systemic" root causes and "absent significant reform in both industry practices and government 

policies, might well recur" (“Obama oil spill commission’s final report,” 2011). For BP, this 

instance of corporate wrongdoing substantially harmed the company’s financial performance, 

reputation, and completely redefined its relationship with stakeholders (Bundy, Pfarrer, Short, & 

Coombs, 2017). BP’s CEO was fired, $60 billion of assets were sold to cover disaster liabilities, 

and the company implemented a rebuilding process that would not restore a sense of normalcy to 

the organization for at least five years (Ward, 2018). Despite these changes, the financial and 

reputational implications of BP’s wrongdoing continue to cause issues for the firm and have 

made it difficult for BP to return to its former performance levels (Ward, 2018). BP’s share price 

finally returned to its pre-wrongdoing level in 2018, signifying a “recovery” from the event.  

 Could BP have done something more to quicken their recovery from the oil spill? What 

determines how fast a firm recovers from an ethical wrongdoing? How do firms improve their 

recovery time? Following recent and ongoing occurrences of corporate wrongdoing, such as the 
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BP oil spill, issues of wrongdoing continue to elicit interest from scholars and practitioners. 

Researchers strive to understand these questions and others regarding corporate wrongdoing 

phenomenon when it occurs. This is evidenced by growing research and popular press in this 

area (Nieri & Giuliani, 2018; Palmer, Greenwood, & Smith-Crowe, 2016). I define corporate 

wrongdoing as behaviors accomplished on behalf of the firm or company that place 

organizational stakeholders at risk and violate expectations of societal norms and general 

standards of conduct (Zavyalova, Pfarrer, Reger, & Shapiro, 2012). My focus on corporate 

wrongdoing is situated in the wrongdoing and misconduct literature (Greve, Palmer, & Pozner, 

2010; Palmer et al. 2016; Zavyalova et al. 2012). Corporate wrongdoing is distinguishable from 

the corporate social irresponsibility (CSIR) literature in that CSIR is grounded on deception and 

manipulation (Alcadipani & Oliveira Medeiros, 2019) and is intentional in its nature (Riera & 

Iborra, 2017). Alternatively, corporate wrongdoing encompasses both unintentional and 

intentional wrongdoing events.  

 Corporate wrongdoing can have many negative consequences for the firm including 

adverse effects on short-term performance (Birhanu et al. 2016), customer switching costs, 

negative market reactions (Gillespie et al. 2016; Janney & Gove, 2011), or negative investor 

reactions (Gangloff et al. 2016). Investor reactions are particularly important to consider given 

they make buy or sell decisions based on their perceptions of how corporate wrongdoing will 

affect the firm and their decisions can have substantial long-term effects for the firm (Penuel et 

al. 2013). Indeed, firms will often try to influence investor reactions (as measured by stock price) 

following corporate wrongdoing (Devers et al. 2009; Marcel & Cowen, 2014). Therefore, this 

dissertation focuses specifically on how firms can improve on investor reactions after corporate 

wrongdoing. 
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Stigmatization theory helps to explain why these negative consequences occur for firms 

that commit corporate wrongdoing (Crocker, Major, & Steele, 1998). Stigmatization theory 

purports that discrediting firm actions are reputational stains that cause stakeholders to 

disassociate from the firm (Devers, Dewett, Mishina, & Belsito, 2009, p. 157; Marcel & Cowen, 

2014). Essentially, corporate wrongdoing is a stigmatizing event that violates norms and values 

in society (Gomulya & Boeker, 2016). Organizational stigmatization theory is mainly concerned 

with how stakeholders perceive the firm and focuses on how stakeholders socially evaluate firms 

(Devers et al. 2009). This can be viewed as a labeling process whereby investors label the firm as 

stigmatized, subsequently affecting how they view and interact with the firm, thus affecting the 

firm’s stock price. However, for perceptions of stigma to manifest amongst investors, there must 

be some exposure to the event.  

The media coverage of corporate wrongdoing is important for firms to consider (Kolbel, 

Busch, & Jancso, 2017). Stigmatizing events are based upon perceptions that are largely 

generated by the media (Kolbel et al. 2017). The “primary information channel” from which 

stakeholders evaluate firms after corporate wrongdoing is the coverage of such events in the 

media. Indeed, the amount of exposure events receive has been shown to influence perceptions 

of a firm and its wrongdoing (Pollock & Rindova, 2003; Wright, 2016). The more media 

exposure an event receives, the more the firm is scrutinized by its stakeholders (Kolbel et al. 

2017), and particularly by its investors that have much to lose from stigmatizing events such as 

corporate wrongdoing (Pollock & Rindova, 2003).  

 Firms will often try to temper negative perceptions of their corporate wrongdoing through 

destigmatizing actions (Hampel & Tracey, 2017) that allow firms to eradicate or reduce the 

stigma associated with the firm (Coslor, Crawford, & Brents, 2018). However, there remains 
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little research regarding destigmatizing mechanisms (Grougiou, Dedoulis, & Leventis, 2016; 

Hampel et al. 2016; Vergne, 2012). After a wrongdoing event, firms can destigmatize with their 

words and their actions (Ashforth & Gibbs, 1990; Gao, Yu, Cannella Jr., 2016; Gioia & 

Chittipeddi, 1991). Hampel et al.’s (2017) destigmatization process model refers to these actions 

as stigma elimination and stigma reduction.  

Because top leadership changes significantly alter the status quo of the organization in 

addition to being one of the most common and visible responses to wrongdoing (Gouldner, 1954; 

Virany, Tushman, & Romanelli, 1992), I focus on CEO changes as actions that destigmatize 

firms after corporate wrongdoing. These actions indicate that changes are being made to 

eliminate the problem (Agrawal, Jaffe, & Karpoff, 1999; Arthaud-Day et al. 2006). CEO change 

after wrongdoing signals that an individual is at fault for the wrongdoing, instead of the firm, 

tempering negative stakeholder reactions (Gangloff et al. 2016). Focusing on the leadership of 

the organization as a primary way to destigmatize firms after corporate wrongdoing is consistent 

with institutional theorists’ conclusions that firms can use their top leadership to repair investors’ 

perceptions of organizations after discrediting events (Ashforth & Gibbs, 1990; Suchman, 1995). 

Indeed, there has been considerable research regarding the leadership changes following largely 

financial wrongdoing (Arthaud-Day, Certo, Dalton, & Dalton, 2006; Chiu & Sharfman, 2018; 

Collins, Reitenga, & Sanchez, 2008; Karpoff, Lee, & Martin, 2008), but much less regarding the 

subsequent benefits of this replacement in regards to destigmatizing the firm (Gangloff et al., 

2016). 

Similarly, there is a need to signal changes after corporate wrongdoing using language as 

a strategic tool (Gao et al., 2016). Specifically, communication from the CEO is particularly 

important to consider since it is seen as central to effective leadership and strategic management 
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of firms (Barnard, 1938; Porter, 1980; Mintzberg, 1973). CEO language is an important signal 

for investors following stigmatizing events (Elsbach, 2001) since it shapes public perceptions of 

firms (Coombs, 1995). Consistent with Muethel’s (2013) conceptualization of a high-impact 

strategy, previous research shows that top management utilizes discourse to communicate to 

investors that a change is occurring within the firm (Beelitz & Merkl-Davies, 2012). Utilizing 

discourse has been proposed to aid in destigmatizing firms and tempering negative social 

evaluations (Brown, 1998; Coslor et al. 2018).  

 Therefore, using these two types of destigmatizing activities, my dissertation provides a 

two-study analysis of CWE and its effect on how fast the firm recovers from the event as 

measured by stock price. I propose that exposure affects how fast the firm recovers from 

corporate wrongdoing based on investor reactions. I then suggest firms use action and language 

signaling to destigmatize after corporate wrongdoing, mitigating the negative effects on the 

firm’s recovery time. Although there is substantial research regarding the consequences of 

corporate wrongdoing, there is virtually no research regarding more distal outcomes. This is vital 

to consider since the longer the duration of recovery from wrongdoing, the more taxing it is on 

the firm (Morgeson & DeRue, 2006). Indeed, while previous research has suggested that investor 

reactions depend on successor choice, research has yet to examine how successor choice 

variables influence longer-term recovery following wrongdoing. Therefore, my research 

questions are: 

Research Question 1: How does corporate wrongdoing exposure (CWE) influence the 

recovery time of an organization following corporate wrongdoing? 
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Research Question 2: To what extent does CEO change and CEO language moderate the 

relationship between corporate wrongdoing exposure (CWE) and recovery time 

following corporate wrongdoing? 

 My dissertation makes several contributions to the literature. First, by incorporating 

speed and time into the wrongdoing literature, I contribute to a theory of firm recovery through 

improved understanding of how firms can mitigate the negative consequences of corporate 

wrongdoing through their language and actions. Time is the defining feature of change and firm 

recovery after corporate wrongdoing, and it is therefore crucial to determine when strategic 

change happens, how fast it occurs, and in what order events occur during the strategic change 

(Ancona & Chong, 1996; Kunisch, Bartunek, Mueller, & Huy, 2017). Consideration of time to 

recover from corporate wrongdoing allows us to uncover the dynamics of strategic change that 

may occur following stigmatization and to gain insights into how long this recovery process 

takes given different firm responses to wrongdoing. Second, I contribute to stigmatization 

theory, suggesting two ways in which firms can mitigate negative consequences of stigma and 

destigmatize the firm, particularly in regard to investors. Corporate wrongdoing is a phenomenon 

that results in stigma for firms. This dissertation contributes by focusing on how to shift and 

remove that stigma through destigmatizing mechanisms. Through enacting CEO changes and the 

utilizing CEO language, firms signal changes following corporate wrongdoing that act as 

destigmatizing mechanisms for the firm. Finally, I contribute to signaling theory by showing that 

CEO language is an important signal that can decrease stigma. This builds on previous research 

regarding signaling theory as it shows that leaders may be able to signal enhanced reputation and 

firm changes based on the language they use. 
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CHAPTER II 

LITERATURE REVIEW 

 

 Research has acknowledged conflicting findings regarding how to create successful 

turnaround and organizational recovery after corporate wrongdoing (Hersel, Helmuth, Zorn, 

Shropshire, & Ridge, 2019; Trahms et al. 2013). For example, some research calls for the 

replacement of top management, while other research has found this to have little effect on 

recovery and performance (Hersel et al. 2019; Trahms, et al. 2013). Following this line of 

reasoning, Connelly et al. (2016) call for future research to examine what actions may restore 

investor confidence following corporate wrongdoing. Exploring firm recovery after corporate 

wrongdoing is particularly important given the difficulty in understanding the literature’s core 

conclusions, recognizing unresolved problems, and identifying paths forward. Furthermore, the 

fragmented nature of the corporate wrongdoing literature offers little integration across fields of 

study and debates continue regarding the consequences of corporate wrongdoing and how firms 

may recover after wrongdoing has occurred. Because of the lack of integration across the 

business ethics, management, finance, and accounting literatures, a comprehensive review and 

integration of these literatures is warranted. The purpose of this chapter is two-fold: First, I 

review and integrate the literature on corporate wrongdoing and recovery from the ethics, 

management, finance, and accounting literatures. Second, I develop an integrated framework of 

the various consequences and recovery mechanisms of firms after corporate wrongdoing. 

Previous reviews have analyzed the literature regarding fraud (Zahra, Priem, & Rasheed, 

2005), CEO wrongdoing (Schnatterly et al. 2018), and organizational decline and turnaround 

(Trahms et al. 2013). However, even the most recent review of organizational wrongdoing (i.e., 
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Greve, Palmer, & Pozner, 2010), does not provide a focused discussion of recovery after 

wrongdoing. Therefore, this review will take a more focused approach by analyzing the 

corporate wrongdoing literature with a focus on recovery from wrongdoing. This literature 

review contributes to the call for more research on wrongdoing by answering the following 

research questions: What is the status of the current research on the consequences of corporate 

wrongdoing? How do firms recover from corporate wrongdoing? What are key directions for 

further research? To answer these questions, I systematically review the literature. Though the 

sample was not restricted by date, the literature review resulted in a sample of 59 articles 

stemming from top peer-reviewed journals published from 1992 through 2018. The topic of firm 

recovery and the consequences of corporate wrongdoing still seems to be an understudied topic, 

with many of the articles lacking a guiding theoretical framework.  

The findings of the review are structured into four sections according to the process of 

corporate wrongdoing and recovery identified in the sampled literature: (1) first, the wrongdoing 

event occurs; (2) there are then stakeholder implications and (3) responses; (4) finally, there are 

outcomes of the wrongdoing. Within these findings, I make three primary contributions to the 

business ethics and management literatures. First, I focus on the consequences of corporate 

wrongdoing that derive from both internal and external factors. This adds to earlier reviews that 

identify individual, organizational, and societal antecedents of wrongdoing by assessing studies 

and their conclusions regarding the aftereffects of wrongdoing. By analyzing the consequences 

of corporate wrongdoing, one can see a more complete picture of the corporate wrongdoing 

process. Second, this literature review also provides a clear organizing framework within which I 

assess the current literature and its contribution to the understanding of how corporate 

wrongdoing affects the recovery of firms. In doing so, I make clear the various implications of 
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corporate wrongdoing and the responses to corporate wrongdoing. These implications and 

responses can affect the subsequent success or failure of firms and are vital to consider. Finally, I 

highlight the relevance of corporate wrongdoing consequences for the fields of business ethics, 

finance and accounting, and general management, suggesting various avenues for future 

research. Through continuing research in this area, scholars can help practitioners learn how to 

improve their firms after ethical wrongdoing and increase their firm’s chances of survival.  

The remainder of this review begins with a description of the methodology employed in the 

literature selection, including the sample characteristics. The following sections deliver the key 

findings of the reviewed literature, discussing the general framework identified, including type of 

corporate wrongdoing and definitional issues, stakeholder implications of corporate wrongdoing, 

responses to corporate wrongdoing, and outcomes of corporate wrongdoing. The last section 

includes a discussion of the contributions and implications of the findings and includes future 

research directions. 

 

Methodology 

This systematic literature review follows the process as indicated by Short (2009) and 

resembles Vazquez (2018). The literature selected was limited to articles published in the top 

ethics, management, finance, and accounting journals. Business ethics’ most relevant top 

journals were included (Albrecht, Thompson, Hoopes, & Rodrigo, 2010; Vazquez, 2018) and 

consisted of Business Ethics Quarterly, Journal of Business Ethics, Business and Society, 

Business Ethics: A European Review, and Business and Society Review. The top management 

journals (Schnatterly et al. 2018; Short, 2009) were also searched and included Academy of 

Management Journal, Academy of Management Review, Administrative Science Quarterly, 
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Organization Science, Strategic Management Journal, Journal of Management Studies, and 

Journal of Management. Finally, due to the prevalence of financial wrongdoing research in the 

finance and accounting fields, the top journals with the highest impact factors in these fields 

according to SCJ (2017) were also searched for relevant articles and included Journal of 

Finance, Journal of Financial Economics, Journal of Accounting Research, Review of Financial 

Studies, Journal of Accounting & Economics, and Accounting Review. 

Due to the lack of research regarding the recovery of firms after wrongdoing, the search 

was not limited to a particular time period. However, after searching for articles, the resulting 

time period ranged from 1992 to 2018, with the first article regarding the consequences of 

wrongdoing published in 1992. The search was performed using Business Source Complete 

(EBSCO), ABI/Inform Pro Quest, JSTOR, Science Direct, and Google Scholar databases. The 

search was designed to focus on firm recovery from corporate wrongdoing. Therefore, the 

following combination of keywords were used to search for articles: (“turnaround” OR 

“recovery”) AND (“ethic*”, “unethic*”, “violation”, “dilemma”, “wrongdoing”, “misconduct”, 

corruption”, “negative event”, “scandal”, “fraud”, “crime”, “illegal”, “malfeasance”, 

“irresponsibility”).  

The initial search generated hundreds of articles that fit the above criteria. However, 

given the popularity of corporate wrongdoing yet the limited focus on the aftermath of corporate 

wrongdoing, the search was limited to articles that focused on predicting or explaining the 

consequences of corporate wrongdoing. Furthermore, articles regarding individual wrongdoing, 

such as employee stealing and shirking behavior were eliminated. Instead, this review focused on 

corporate-level wrongdoing and firm-wide events. Articles were selected for inclusion by 

examining their abstracts and ensuring a focus on organizational-level corporate wrongdoing and 
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its consequences rather. Finally, articles were read thoroughly to check for relevance. This 

careful and systematic process resulted in a final sample of 59 articles. Table 2.1, shown below, 

displays a list and description of each of the articles included in this review organized by year of 

publication.  

Table 2.1 Review of the Corporate Wrongdoing Literature 

 Article Journal Dominant 

Theory/Perspective 

Key Findings or Propositions 

1 Bittlingmayer 

(1992) 

Journal of 

Finance 

None** Antitrust attacks are negatively 

related to firm performance and 

result in lower stock prices. 

2 Ginzel et al. 

(1992) 

Organizational 

Identity 

Impression 

Management 

Communication is important after 

stigmatizing events. 

3 Mohamed et al. 

(1999) 

Advances in 

Competitiveness 

Research 

Impression 

Management 

The taxonomy refines the 

terminology used to describe OIM 

by making both general (assertive 

versus defensive, direct versus 

indirect) and specific distinctions 

(e.g., ingratiation versus 

intimidation, accounts versus 

apologies) between alternative OIM 

tactics. 

4 Sims (2000) Journal of 

Business Ethics 

Schein's 

Mechanisms 

New leadership, policies, structure, 

behavior, and beliefs are needed to 

change to an organizational culture 

that supports ethical behavior. 

5 Alexander 

(2002) 

Journal of 

Business Ethics 

Equity Theory Consumers will tolerate unethical 

behavior if they believe their 

investments and outcomes remain 

proportionately equal.  

6 Lindgreen 

(2004) 

Journal of 

Business Ethics 

Inductive* There are 5 actions for dealing with 

corruption: no action, withdrawal 

from market, decentralized decision 

making, anti-corruption code, 

integrity pacts. 

7 Near et al. 

(2004) 

Business Ethics 

Quarterly 

Inductive* Type of wrongdoing is related to 

likelihood of whistleblowing, cost 

of wrongdoing, quality of evidence, 

and the comprehensiveness of 

retaliation against whistleblower.  

8 Lyon & Maher 

(2005) 

Journal of 

Accounting 

Research 

Audit Fee Model Auditors view alleged corporate 

misconduct as risky business, even 

if the alleged misconduct is not 

illegal and not directly related to 

financial statement disclosures. 
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Table 2.1 Continued 

9 Nielsen & 

Dufresne 

(2005) 

Journal of 

Business Ethics 

Kierkegaardian 

"Upbuilding" 

Process 

Organizations can use the 

Kierkegaardian “upbuilding” 

method to build internal ethical 

traditions when responding to a 

crisis.  

10 Siegel (2005) Journal of 

Financial 

Economics 

Functional 

Convergence 

Hypothesis 

Foreign firms can leapfrog their 

countries’ weak legal institutions by 

listing equities in New York and 

agreeing to follow U.S. securities 

law. 

11 Zahra et al. 

(2005) 

Journal of 

Management 

None 

(Review Article) 

Various societal, industry, company, 

and individual-related factors lead 

to, facilitate, or accentuate fraud. 

12 James & 

Wooten (2006) 

Academy of 

Management 

Journal 

Institutional Theory Type of discrimination, firms' verbal 

and behavioral responses, and 

stakeholder mobilization are vital 

for discrimination lawsuit 

resolution. 

13 Harris (2007) Business & 

Society 

Agency Theory and 

Organizational 

Legitimacy Theory 

CEO incentive pay and poor 

performance increase the likelihood 

of misrepresentation. 

Misrepresentation impairs 

subsequent performance. CEO 

replacement and board 

independence moderate this 

relationship. 

14 Warren (2007) Business Ethics 

Quarterly 

Stigmatization 

Theory 

Organizations can shift stigma from 

the organization to an employee or 

subset of employees in order to 

increase chances of organizational 

survival. 

15 Pfarrer et al. 

(2008) 

Organization 

Science 

Institutional Theory Firms are more likely to voluntarily 

restate their earnings in response to 

informal social pressures from other 

firms and less likely to do so in 

response to formal regulatory 

sanctions. 

16 Weber et al.  

(2008) 

Journal of 

Accounting 

Research 

Reputation 

Literature 

Reputation of audit firms after a 

scandal matter. Other firms using 

the same auditor suffer negative 

abnormal returns after a scandal 

with another firm and subsequently 

dismiss the auditor. 

17 Godfrey et al. 

(2009) 

Strategic 

Management 

Journal 

Stakeholder Theory Corporate social responsibility leads 

to positive attributions from 

stakeholders, who then temper their 

negative judgments and sanctions 

toward firms because of this 

goodwill. 
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Table 2.1 Continued 

18 Rogers & Van 

Buskirk (2009) 

Journal of 

Accounting & 

Economics 

None** The litigation process encourages 

firms to decrease the provision of 

disclosures for which they may later 

be held accountable. 

19 Sims (2009) Journal of 

Business Ethics 

Social Drama 

Theory 

Organizations can take redressive 

action following an ethical scandal, 

including fixing unjust outcomes, 

changing leadership, rewarding 

ethical behavior and punishing 

unethical behavior, providing ethical 

training, and changing the existing 

systems, processes and policies. 

20 Cheng et al. 

(2010) 

Journal of 

Financial 

Economics 

None** Securities litigation is an effective 

disciplining tool for institutional 

owners. 

21 Earle et al. 

(2010) 

Academy of 

Management 

Journal 

Normalization 

Theory 

The frequent adoption of a deviant 

practice within a community 

increases the likelihood that firms in 

that community will engage in 

deviance and less likely that injured 

stakeholders will oppose it. 

22 Goodstein & 

Butterfield 

(2010) 

Business Ethics 

Quarterly 

Restorative Justice After unethical behavior, the 

restorative justice process can lead 

to increases in interpersonal trust, 

perceptions of workplace justice, 

and personal integrity. 

23 MacLean & 

Behnam (2010) 

Academy of 

Management 

Journal 

Legitimacy Theory Decoupling organizational 

compliance programs from core 

business activities creates a 

“legitimacy facade” that increases 

the institutionalization of 

misconduct and decreases external 

legitimacy. 

24 Reuber & 

Fischer (2010) 

Journal of 

Business Ethics 

Stigmatization 

Theory and Social 

Cognition Theory 

Organizations that engage in 

discreditable actions, which are 

revealed to external stakeholders, 

cannot be assumed to suffer 

reputational consequences. 

25 Bell & Main 

(2011) 

Journal of 

Business Ethics 

Deontic Reasoning 

and Moral 

Reasoning 

Third parties are motivated to seek 

information about agents with 

unethical behavior, even if the agent 

and available information are 

irrelevant to the third parties’ goals 

and interests. 

26 Cowen & 

Marcel (2011) 

Academy of 

Management 

Journal 

Resource 

Dependency Theory 

and Legitimacy 

Theory 

Boards’ human and social capital 

affects how outsiders judge the 

presence of a compromised 

direction, which affects decision to 

dismiss.  
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Table 2.1 Continued 

27 Janney & Gove 

(2011) 

Journal of 

Management 

Studies 

Reputation Theory CSR partially buffers firms from 

scandal revelations. However, if 

violations are viewed as 

hypocritical, firms are more harshly 

sanctioned. Self-disclosing also 

buffers from the scandal. 

28 Boone & 

Ivanov (2012) 

Journal of 

Financial 

Economics 

Strategic Alliance 

Literature 

Non-bankrupt strategic alliance 

partners experience a negative stock 

price reaction around their partner 

firm’s bankruptcy filing 

announcement. 

29 Lange & 

Washburn 

(2012) 

Academy of 

Management 

Review 

Attribution Theory Attributions of irresponsibility stem 

from the observer’s subjective 

assessments of effect undesirability, 

corporate culpability, and affected 

party non-complicity. 

30 Zavyalova et 

al. (2012) 

Academy of 

Management 

Journal 

Stakeholder Theory 

& Expectancy 

Violations Theory 

Higher levels of wrongdoing lead to 

less positive media coverage, but 

this is mitigated by higher industry 

wrongdoing. Media coverage is less 

positive about a focal firm if others 

in the industry recall products.  

31 Graffin et al. 

(2013) 

Administrative 

Science 

Quarterly 

Status Theory High-status MPs were not more 

likely to abuse the expense system 

than were lower-status MPs, but 

they were more likely to be targeted 

by the press, and more likely to exit 

Parliament. 

32 Zhu & Chang 

(2013) 

Journal of 

Business Ethics 

Stimulus Response 

Theory and Balance 

Theory 

Perceived severity of founder 

unethical behavior, publicity 

intensity and recovery performance 

are predictors of corporate image. 

33 Bertels et al. 

(2014) 

Business Ethics 

Quarterly 

4 Stage Model of 

Reintegration 

Companies that wish to avoid 

escalation of misconduct must 

demonstrate that they are acting in 

good faith. Perceived inadequacy 

regarding the organization’s actions 

may result in escalation to 

increasingly punitive consequences. 

34 Fennis & 

Stroebe (2014) 

Journal of 

Business Ethics 

Mayer’s (Mayer et 

al., 1995) 

Organizational 

Trust Model 

Company self-disclosure of negative 

information lessens damaging 

effects on consumer judgement and 

decision making. This is moderated 

by initial reputation. 

35 Gillespie et al. 

(2014) 

Business Ethics 

Quarterly 

Reintegration and 

Organizational-

Level Trust Repair* 

Reveals several themes of proposed 

approaches for reintegration after an 

integrity violation. 
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Table 2.1 Continued 

36 Gomulya & 

Boeker (2014) 

Academy of 

Management 

Journal 

Signaling Theory Firms with more severe restatement 

tend to name successors who have 

prior CEO or turnaround experience 

and a more elite education. 

37 Marcel & 

Cowen (2014) 

Strategic 

Management 

Journal 

Legitimacy Theory 

and Stigmatization 

Theory 

Low human and social capital 

directors are significantly more 

likely to leave boards than are high 

human and social capital directors. 

38 Yiu et al. 

(2014) 

Organization 

Science 

Social Learning 

Theory 

A firm is deterred from committing 

fraud if peers in its industry are 

caught and punished. This is 

moderated by how the firm 

evaluates the possibility of being 

caught and if they will be punished 

the same way. 

39 Bundy & 

Pfarrer (2015) 

Academy of 

Management 

Review 

Social Evaluations 

Theory, 

Sensemaking 

Theory, and 

Attribution Theory 

Firms with higher and lower levels 

of social approval may be motivated 

to take less responsibility at the 

onset of a crisis than has been 

previously theorized. 

40 Carvalho et al. 

(2015) 

Journal of 

Business Ethics 

Attribution Theory In product recalls, consumers will 

favor the brand company over the 

manufacturing company. This effect 

is more pronounced when the 

country of manufacture has an 

unfavorable image. 

41 Jia & Zhang 

(2015) 

Journal of 

Business Ethics 

Agenda-Setting 

Theory, Stakeholder 

Theory, and 

Impression-

Management 

Theory 

Firms with reputations for 

irresponsibility are likely to engage 

in corporate philanthropic responses 

and donate more money. 

42 Antonetti & 

Maklan (2016) 

Journal of 

Business Ethics 

Appraisal Theory Stakeholders react to corporate 

social irresponsibility with moral 

outrage due to their attributions of 

blame and fairness, which affects 

their intentions to retaliate. 

43 Birhanu et al. 

(2016) 

Strategic 

Management 

Journal 

Non-Market 

Strategies* 

Bribe payments do not reduce the 

short-term performance of firms, but 

frustrate investments in fixed assets, 

which is the foundation of firms’ 

long-term growth. 

44 Call et al. 

(2016) 

Journal of 

Accounting & 

Economics 

None** We find that firms grant more stock 

options when involved in financial 

reporting violations, consistent with 

managements’ incentives to 

discourage employee whistle-

blowing. 
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Table 2.1 Continued 

45 Connelly et al. 

(2016) 

Strategic 

Management 

Journal 

Signaling Theory 

and Sensemaking 

Theory 

After an integrity failure, investors 

perceive outside and interim 

successors positively but inside 

successors negatively. Following a 

competence failure, investors 

perceive outside successors 

positively but are ambivalent toward 

inside and interim successors. 

46 Gangloff et al. 

(2016) 

Journal of 

Management 

Signaling Theory Firms can be successful at managing 

investor reactions to organizational 

misconduct by either scapegoating 

or signaling change. 

47 Gillespie et al. 

(2016) 

Business Ethics: 

A European 

Review 

Cognitive 

Dissonance Theory 

and Attribution 

Theory 

When consumers perceive deceit, 

external attributions relieve the 

company of wrongdoing to some 

extent, whereas internal attributions 

lead consumers to examine several 

elements of deception including 

intent.  

48 Gomulya & 

Boeker (2016) 

Strategic 

Management 

Journal 

Stigmatization 

Theory 

Directors more closely affiliated 

with the CEO are more likely to 

reduce their support for the CEO 

following financial misconduct, 

increasing the likelihood of CEO 

replacement. 

49 Mena et al. 

(2016) 

Academy of 

Management 

Review 

Social Memory 

Theory 

A major instance of corporate 

irresponsibility leads to the 

emergence of a stakeholder 

mnemonic community that shares a 

common recollection of the past 

incident, sustaining a collective 

memory.  

50 Zavyalova et 

al. (2016) 

Academy of 

Management 

Journal 

Organizational 

Identification 

Theory, Social 

Capital Theory, 

Expectancy 

Violation Theory 

High reputation is a burden for an 

organization when considering low-

identification stakeholder support, 

and is a benefit when considering 

high-identification stakeholder 

support. 

51 Bundy et al. 

(2017) 

Journal of 

Management 

None 

(Review Article) 

Develop a framework of the crisis 

process showing two primary 

perspectives in the literature, one 

focused on internal dynamics and 

one focused on managing external 

stakeholders. 

52 Chernykh & 

Mityakov 

(2017) 

Journal of 

Financial 

Economics 

None** We show a positive relation 

between banks’ offshore activities 

and tax evasion of companies doing 

business through these banks. 
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Table 2.1 Continued 

53 Noack et al. 

(2017) 

Journal of 

Business Ethics 

Legitimacy Theory The speed of the CSR response, the 

frequency of CSR activities, and the 

intensity of CSR activities have a 

significant effect on firm recovery 

following crisis. 

54 Yenkey (2017) Administrative 

Science 

Quarterly 

Group-Based Trust Social relations between fraud 

victims and perpetrators protect 

against the formation and diffusion 

of distrust. Variation in market 

participation after a fraud occurs 

because victims attribute blame to 

the organization or to the social 

group. 

55 Zhang et al. 

(2017) 

Journal of 

Business Ethics 

Motivated 

Reasoning Theory 

and Confirmation 

Bias Theory 

Disclosing an older brand’s age 

improves consumers’ brand 

evaluations and provides a buffering 

effect when the firm is involved in 

unethical behavior. This relationship 

is mediated by brand credibility. 

56 Bruyaka et al. 

(2018) 

Academy of 

Management 

Review 

Stigmatization 

Theory 

High stigmatization risk will 

increase the probability of partner 

defection through two disruptive 

mechanisms: relational uncertainty 

and stigma anxiety. 

57 Burdon & 

Sorour (2018) 

Journal of 

Business Ethics 

Institutional Theory There is a cyclical evolutional 

compliance rather than a compliance 

culture. Violating firms respond to 

sanctions to maintain their 

reputation and legitimacy. 

58 Chiu & 

Sharfman 

(2018) 

Journal of 

Business Ethics 

Legitimacy Theory Corporate social irresponsibility 

affects what is conventionally seen 

as primarily a market-driven 

decision on executive turnover, 

especially when firms operate in a 

more dynamic industry. 

59 Piazza & 

Jourdan (2018) 

Academy of 

Management 

Journal 

Stigma by 

Association and 

Cognitive 

Dissonance Theory 

Firms whose offerings are most 

similar to those of the implicated 

firm, yet perceived as enforcing 

stricter standards of conduct, are 

likely to benefit the most from a 

scandal. 

 

Description of Sample 

Rather than focusing broadly on the “consequences” of corporate wrongdoing, I searched 

for all corporate wrongdoing “aftereffects,” including stakeholder implications, firm and 
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stakeholder responses to wrongdoing, and outcomes of corporate wrongdoing, which I elaborate 

on in the next section. As seen in Figure 2.1, research on the aftereffects of ethical wrongdoing 

did not start proliferating until the early 2000s. This may be due to researchers first wanting to 

explore why corporate wrongdoing occurs. For example, wrongdoing research in the 1980’s and 

1990’s primarily examined antecedents of wrongdoing (i.e., Arthur, 1984; Baucus & Near, 1991; 

Sridhar & Camburn, 1993; Morris, Rehbein, Hosselni, & Armacost, 1995). In contrast, by the 

late 2000’s, more researchers were examining the consequences of wrongdoing and the various 

implications for all stakeholders involved. Indeed, starting in 2006, there have been 48 articles 

published in the top journals identified. Regarding the journals publishing research on the 

aftereffects of corporate wrongdoing, management journals published 27 of the 59 articles 

identified, representing 45% of the sample. Business ethics journals followed with 39% (23 

articles), while finance and accounting journals only published 9 articles (16%) relating to the 

topic. The Journal of Business Ethics published the most articles relating to the topic with 16 

articles (27%) between 2000 and 2018. However, while research has been growing, there has 

only been an average of 3.4 articles published yearly in the top journals since 2006, evidencing 

scant research on the topic. 
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Figure 2.1 Number of corporate wrongdoing aftereffects publications since 1990 in top-tier 

journals 

 

As shown in Table 2.2, most of the articles were empirically based (78.5%), 5.5% were 

review papers, and just 16% were theoretical. Of the empirical articles, most were quantitative, 

while only six articles were qualitative. As can be seen in Table 2.3, there are a wide variety of 

theories used to explain corporate wrongdoing. Within our sample, there were 29 different 

theoretical perspectives used, in addition to 11 articles that did not use any easily identifiable 

theoretical perspective. Even the most used theory, stigmatization theory, is only used in 7 of the 

59 articles. The next most used theories are legitimacy theory, followed by social theories, 

justice theories, attribution theory, institutional theory, signaling theory, and stakeholder theory. 

The rest of the theories utilized are only used in two or fewer papers each. This indicates that the 

corporate wrongdoing literature is underdeveloped.  
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Table 2.2 Methodologies Employed 

 Number of Times Used  

Theoretical 9   15 % 

Review 3   5 % 

Empirical 47   79.7 % 

     Quantitative  41   

          Survey   5  

          Experiment   8  

          Archival   25  

     Qualitative  6   

Total 59    

 

Table 2.3 Theoretical Frameworks Used 

Theoretical Framework Times Used 

None or not specified 11 

Stigmatization Theory 7 

Legitimacy Theory 7 

Social Theories 5 

Justice Theories 4 

Attribution Theory 4 

Institutional Theory 3 

Signaling Theory 3 

Stakeholder Theory 3 

Impression Management Theory 3 

Trust Theories 2 

Reputation Literature 2 

Expectancy Violation Theory 2 

Sensemaking Theory 2 

Functional Convergence  1 

Agency Theory 1 

Audit Fee Model 1 

Kierkegaardian "Upbuilding" Dialog 1 

Motivated Reasoning Theory 1 

Confirmation Bias Theory 1 

Normalization of Deviance Model 1 

Reintegration Model 1 

Agenda-Setting Theory 1 

Resource Dependence Theory  1 

Appraisal Theory 1 

Schein's 5 Primary Mechanisms 1 

Stimulus Response Theory 1  

Balance Theory 1 

Status Theory 1 

Cognitive Dissonance 1 
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An Integrated Conceptual Framework of the Aftereffects of Ethical Wrongdoing 

 The research regarding the aftereffects of corporate wrongdoing can be broken down into 

four categories of variables that affect each other as identified in the literature. I have developed 

an integrated conceptual framework of the current literature, as can be seen in Figure 2.2. After 

corporate wrongdoing occurs, there are internal and external stakeholder implications, internal 

and external responses to the wrongdoing, and outcomes of the wrongdoing event. I will first 

focus on the wrongdoing event, examining the types of corporate wrongdoing and the ways it has 

been defined in the literature. Secondly, I will discuss stakeholder implications of corporate 

wrongdoing, including internal stakeholders, such as employees, and external stakeholders, such 

as the media and consumers. Next, I will analyze the internal and external responses to 

wrongdoing, including firm, investor, and industry reactions. Finally, I will discuss the outcomes 

that have be studied in regard to corporate wrongdoing.  

 

 

Figure 2.2 Integrated conceptual framework of prior research 

 

Corporate Wrongdoing  
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 Management scholars have looked at a variety of different types of wrongdoing, 

including product safety issues (Connelly et al. 2016), earnings restatements and fraud 

(Paruchuri, & Misangyi, 2015), employee mistreatment (Li, McAllister, Ilies, & Gloor, 2017), 

and environmental degradation (Du, 2015). Because of the wide variety of issues that can be 

considered as corporate wrongdoing and the many disciplinary perspectives that the organization 

is studied from, there are many terms that have been used to describe wrongdoing, such as 

misconduct (Greve et al. 2010), negative events (Zavyalova, Pfarrer, Reger, & Hubbard, 2016), 

and unethical behavior (McManus, 2016), just to name a few. In consideration of these issues, I 

must consider the various terms used to describe corporate wrongdoing and the definitions of 

such terms as this is fundamental to the progress of scientific inquiry (Blumer, 1931). Due to the 

wide variety of terminology and definitional issues, Table 2.4, shown below, displays the 

corporate wrongdoing term used in the articles reviewed, as well as the definition, if such a 

definition is given. Within the 59 articles in my review of the literature, I identified 21 different 

terms for wrongdoing, many of which have alternative definitions. For example, 11 articles 

utilized the term “misconduct,” but no two definitions are identical. In addition, 22 of the articles 

did not offer a definition of the wrongdoing term used.  

 

Table 2.4 Corporate Wrongdoing Terms and Definitions 

Corporate 

Wrongdoing 

Term 

Source Definition 

Adverse events Bruyaka et al. 

2018 

“non-routine negative events that strike (at least initially) one alliance 

partner outside of the scope of the alliance” (p. 4) 

Compliance 

Violation 

Burdon & Sorour, 

2018 

“failure to comply with applicable laws, regulations, rules, related self-

regulatory organisation standards, and codes of conducts” (p. 1) 

Corporate 

Social 

Irresponsibility 

Mena et al. 2016 “temporally defined organizational actions that cause harm to 

stakeholders” (p. 720) 

 Lange & 

Washburn, 2012 

“the failure to act responsibly” (p. 300) 
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Table 2.4 Continued 

Corporate 

Social 

Irresponsibility 

Antonetti & 

Maklan, 2016 

“the failure to act responsibly” (Lange & Washburn, 2012, p. 300) 

 Jia & Zhang, 2015 “the image of doing bad deeds” (p. 96) 

 Carvalho et al. 

2015 

No definition; specifically refers to product recalls 

Corruption Lindgreen, 2004 “private individuals or enterprises who misuse public resources for private 

power and/or political gains” (p, 31)  

 Birhanu et al. 

2016 

No definition; specifically refer to bribery 

Crisis Sims, 2009 “any situation that threatens the integrity or reputation of a company, 

usually brought on by adverse or negative media attention” (p. 458) 

 James & Wooten, 

2006 

No definition; specifically refer to discrimination 

Deontic 

Reasoning 

Bell & Main, 

2011 

“involves a determination of whether some given behavior conforms or 

does not conform to standards grounded in values and beliefs about 

appropriate behavior and interpersonal treatment” (p.79) 

Deviant 

Organizational 

Behavior 

Earle et al. 2010 “an event, activity or circumstance, occurring in and/or produced by a 

formal organization, that deviates from both formal design goals and 

normative standards or expectations, either in the fact of its occurrence or 

in its consequences” (p. 218) 

Discreditable 

Action 

Reuber & Fischer, 

2010 

“actions that could reflect negatively on the company in the eyes of 

outsider stakeholders, but that might or might not violate internal codes” 

(p. 41) 

Ethical Crisis Nielsen & 

Dufresne, 2005 

“lack of individual or organizational character” (p. 311) 

Financial 

Misconduct 

Gomulya & 

Boeker, 2014 

“misrepresenting their financial position” (p. 1760) 

Illegal 

Activities 

Chernykh & 

Mityakov, 2017 

No definition; specifically refer to tax evasion 

Integrity 

Failure 

Connelly et al. 

2016 

“a specific situation wherein the firm’s motives, honesty, and/or character 

fall short” (p. 2136) 

Integrity 

Violation 

Gillespie et al. 

2014 

No definition; specifically refer to fraud and deception 

Misconduct Cowen & Marcel, 

2011 

“violates normative expectations of ethical behavior” (p. 510) 

 Lyon & Maher, 

2005 

No definition; specifically refer to bribery 

 Graffin et al. 2013 "behavior in or by an organization that a social-control agent judges to 

transgress a line separating right from wrong" (Greve et al. 2010: 56) 

 Gomulya & 

Boeker, 2016 

“illegitimate action that violates institutionalized 

norms and values in society” (p. 1900) 

 Bertels et al. 2014 “behaviour in or by an organization that a social control agent judges to 

transgress a line separating right from wrong where such a line can 

separate legal, ethical, and socially responsible behavior from their 

antitheses” (Greve et al., 2010: 56) 

 Bundy et al. 2017 "actors resort to misconduct when they are unable to achieve their goals 

through legitimate means" (p. 1669). 

 Connelly et al. 

2016 

“a grievously illegal, unethical, or incompetent act” (p. 2135)  

 Yenkey, 2017 “a violation of trust” (p.2) 
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Table 2.4 Continued 

 Piazza & Jourdan, 

2018 

“an antecedent of scandal” (p. 3) 

 Rogers & Van 

Buskirk, 2009 

No definition; specifically refer to misrepresentation 

 MacLean & 

Behnam, 2010 

“occurs when pressure to attain scarce resources coincides with 

opportunity to violate rules undetected” (p. 1512) 

Negative 

Behaviors 

Bundy & Pfarrer, 

2015 

Uses crisis: “an unexpected, publicly known, and harmful event that has 

high levels of initial uncertainty, interferes with the normal operations of 

an organization, and generates widespread, intuitive, and negative 

perceptions among evaluators” (p. 345) 

Negative Events Noack et al. 2017 “firm behaviors that place a firm’s stakeholders at risk and violate 

stakeholder expectations of societal norms and general standards of 

conduct” (Zavyalova et al. 2012; p. 1080). 

 Fennis & Stroebe, 

2014 

 No definition; provides examples such as “product malfunctions, negative 

rumors, transgressions, or acts of dishonesty” (p. 109) 

 Zavyalova et al. 

2016 

“have adverse financial, physical, or emotional consequences for an 

organization and its stakeholders” (p. 255) 

 Godfrey et al. 

2009 

No definition; “decreases shareholder value” (p. 426) 

Scandal Weber et al. 2008 No definition; specifically refer to providing false revenues 

 Siegel, 2005 No definition; specifically refer to asset taking 

 Warren, 2007 “disgraceful or discreditable occurrences that compromise perpetrators' 

reputations” (p. 477) 

 Piazza & Jourdan, 

2018 

“publicized transgressions that run counter to established norms” (p. 2).  

 Sims, 2009 “a type of ‘social drama,’ an event that revolves around a breach of group 

or societal norms or rules in some important public manner. Such a breach 

interrupts the otherwise smooth surface of routine life in a social setting 

and reveals underlying tensions there, and it represents a potential turning 

point in which a particular social order may become transformed” (p. 455) 

Unethical 

Behavior 

Zhang et al. 2017 No definition; states it “can take a variety of different forms, from food 

safety issues… to environmental pollution problems” (p. 1) 

 Zhu & Chang, 

2013 

No definition; provides examples such as lying about philanthropy, stock 

manipulation, and sex scandals 

Unethical 

Business 

Practices 

Alexander, 2002 “the customer compares his inputs and outputs in the context of ethical 

standards to arrive at a final equitable, or inequitable ratio comparison” (p. 

226). 

Violation Bittlingmayer, 

1992 

No definition; refers specifically to violation of antitrust laws 

Wrongdoing Janney & Gove, 

2011 

"aberration from a firm’s observed behavior” (p. 1569). 

 Near et al. 2004 Seven categories of wrongdoing - stealing, waste, mismanagement, safety 

problems, sexual harassment, unfair discrimination, legal violations 

 Zahra et al. 2005 No definition; specifically refer to white collar crime 

 Pfarrer et al. 2008 corporate misconduct leading to earnings restatements 

 Zavyalova et al. 

2012 

“firm behaviors that place a firm’s stakeholders at risk and violate 

stakeholders’ expectations of societal norms and general standards of 

conduct” (p. 1080) 
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 Gangloff et al. 

2016 

No definition; specifically refer to material financial restatements 

 Goodstein & 

Butterfield, 2010 

“emphasis is placed on how unethical behavior can undermine important 

moral dimensions of relationships in organizations such as interpersonal 

trust, a sense of shared values, and the integrity of both offenders and 

victims” (p. 453) 

 Cheng et al. 2010 No definition; specifically refer to misreporting 

 Call et al. 2016 No definition; specifically refer to misreporting 

 Gillespie et al. 

2016 

No definition; specifically refer to deception 

 Harris, 2007 No definition; specifically refer to financial misrepresentation 

 Marcel & Cowen, 

2014 

No definition; specifically refer to fraud 

 Sims, 2000 “twisting a situation to their advantage, regardless of the ethical 

consequences” (p. 71).  

 Yiu et al. 2014 No definition; specifically refer to corporate financial fraud  

 

 

 The definitional ambiguity in the literature causes issues with developing a cohesive and 

consolidated research stream regarding corporate wrongdoing. After analyzing the definitions 

involved in the research, I provide a consolidated definition of wrongdoing that is broad enough 

to encompass all the research in this literature review, yet narrow enough to exclude articles that 

are about other forms of wrongdoing, such as individual employee wrongdoing. Some 

researchers suggest turning to sociology and labeling theories when defining wrongdoing. For 

example, Greve et al. (2010) define misconduct as “behavior in or by an organization that a 

social-control agent judges to transgress a line separating right from wrong; where such a line 

can separate legal, ethical, and socially responsible behavior from their antitheses” wherein a 

social-control agent “represents a collectivity … that can impose sanctions on that collectivity’s 

behalf” (p. 56). The social control agent is an important aspect of corporate wrongdoing as this 

considers societal expectations. Organizations can be judged by many different agents. 
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Therefore, including social control agents in the definition of corporate wrongdoing allows 

consideration of the judgements that are made regarding corporate wrongdoing. This inclusion 

also allows me to identify wrongdoing empirically by identifying the behaviors that are wrong 

according to social control agents, regardless of legality. Defining corporate wrongdoing in terms 

of societal and stakeholder expectations avoids treating wrongdoing as a legality issue, and 

instead focuses on the expectation of social control agents.  

 Because of its inclusive nature, I adapt Zavyalova et al.’s (2012) definition of 

wrongdoing and define corporate wrongdoing as behaviors accomplished on behalf of the firm or 

company that place organizational stakeholders at risk and violate expectations of societal norms 

and general standards of conduct. This allows me to be encompassing of many types of legal 

violations, such as bribes and fraud, but also allows the inclusion of many other unethical actions 

that could reflect negatively on the organization, but that may not be illegal, such as 

environmental concerns. Many of the articles in this literature review refer to specific types of 

legal wrongdoing, such as bribes (e.g. Birhanu et al. 2016) or fraud (e.g., Gillespie, Dietz, & 

Lockey, 2014), however many others used a broader definition of wrongdoing or misconduct 

(e.g., Cowen & Marcel, 2011). My definition takes broad view of corporate wrongdoing in order 

to accurately capture what Harris and Bromiley (2007) refer to as “organizational pursuit of any 

action considered illegitimate from an ethical, regulatory, or legal standpoint” (p. 351). 

 Stakeholders Affected by Corporate Wrongdoing. In this literature review, I classify 

corporate wrongdoing according to the stakeholder most affected by the wrongdoing. In previous 

research, individual wrongdoing has been classified according to this method. Waters, Bird, and 

Chant (1986) classified moral issues experienced by managers with respect to (1) employees, (2) 

peers and superiors, (3) customers, (4) suppliers, and (5) other stakeholders such as stockholders 
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and legal issues. I classified the articles similarly by employees, consumers, and financial 

stakeholders. I initially intended to include competitors and peers in this classification system, 

however, none of the articles in our review included corporate wrongdoing of this type.  

 Specifically, employee corporate wrongdoing includes discrimination against employees, 

workplace safety issues, harassment, and employee fairness. Consumer corporate wrongdoing 

includes discrimination and harassment against consumers, privacy issues, and consumer safety. 

Financial stakeholder corporate wrongdoing includes legal issues, financial misconduct, tax 

avoidance, and fraud. In this review, there were 9 articles examining consumer corporate 

wrongdoing. These were mainly examining product safety and recalls. The 2 articles covering 

employee corporate wrongdoing were regarding discrimination and withholding wages. 

Financial corporate wrongdoing was the topic of 46% (27 of 59) of the articles examined and 

included events such as bribes, fraud, embezzlement, and misrepresentation. Finally, 27% (16 of 

59) articles broadly discussed corporate wrongdoing in general and could have affected any or all 

stakeholders. I have created an organizing framework from which to view the various types of 

wrongdoing and stakeholders affected by such wrongdoing. In Figure 2.3, I organize all the 

corporate wrongdoing, implications, responses, and outcomes identified in this review. In Box 1 

of Figure 2.3, I show the specific types of corporate wrongdoing analyzed in this review.  
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Figure 2.3 Integrated conceptual framework of prior research specific terms and variables 

 

Stakeholder Implications of Corporate Wrongdoing 

 As can be seen in Figure 2.3, Box 2, there are both internal and external stakeholder 

implications of corporate wrongdoing. Almost half of the articles (28 of 59) included in this 

review discussed some form of stakeholder implication of corporate wrongdoing. Internal 

stakeholder implications include implications dealing with employees, top management, or board 

members, while external stakeholder implications include implications dealing with all other 

stakeholders such as consumers, the media, and the community. As seen in Figure 2.3, these 

implications in turn affect the responses to wrongdoing, as well as the outcomes of wrongdoing. 

I will first discuss internal implications, then I will move on to external implications of corporate 

wrongdoing. 

 Internal Stakeholder Implications. Six of the 59 articles in this review discussed internal 

stakeholder implications. Several articles utilized organizational stigma theory and legitimacy 

theory. Organizational stigma theory refers to discrediting attributions (Goffman, 1963). An 
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organization can be said to be stigmatized if it is “devalued, spoiled, or flawed in the eyes of 

others” (Crocker, Major, & Steele, 1998, p. 504). Legitimacy theory refers to “a generalized 

perception or assumption that the actions of an entity are desirable, proper, or appropriate within 

some socially constructed system of norms, values, beliefs, and definitions” (Suchman, 1995, p. 

574). When a firm does not act in accordance with expectations of society, the firm’s legitimacy 

is questioned (Dowling & Pfeffer, 1975). Because both stigma and legitimacy theory are based 

on perceptions of actions, many researchers use these theories in conjunction with one another.  

 In this review, stakeholder perceptions of stigma and legitimacy following corporate 

wrongdoing affect how employees and board members behave. Some research finds that 

corporate wrongdoing stigmatizes the organization, which then has implications for internal 

stakeholders of the firm. For example, after corporate wrongdoing, directors will often distance 

themselves from their CEO because they do not want to the associated with the stigma (Gomulya 

& Boeker, 2016). Directors more closely affiliated with the CEO are more likely to reduce their 

support for the CEO following financial misconduct, increasing the likelihood of CEO 

replacement (Gomulya & Boeker, 2016). Boards initiate director departures to repair 

organizational legitimacy by signaling a willingness to remedy governance weaknesses, while 

the directors that remain serve as endorsement that the firm will not engage in future corporate 

wrongdoing (Marcel & Cowen, 2014).  

 Corporate wrongdoing can similarly affect the employees of the firm and their 

perceptions of organizational legitimacy (MacLean & Behnam, 2010). This can lead to employee 

whistleblowing as employees attempt to disassociate from the firm (Call, Kedia, & Rajgopal, 

2016; Gillespie, Dietz, & Lockey, 2014; Near, Rehg, Van Scotter, & Miceli, 2004). In fact, 

research has found that, particularly if they perceive that something can be done to rectify the 
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situation, employees are likely to report wrongdoing (Near et al. 2004). Specifically, in Near et 

al.’s (2004) study, the type and cost of wrongdoing, the quality of evidence regarding the 

wrongdoing, and the likelihood of retaliation against the employee all affected the likelihood of 

whistleblowing. Alternatively, Call et al. (2016) found that firms can mitigate employee 

whistleblowing by granting more stock options. However, some types of wrongdoing, such as 

withholding employee wages can cause intense employee reactions such as strikes and/or 

turnover as this wrongdoing directly affects the employees (Earle, Spicer, & Peter, 2010). I 

would expect these negative employee reactions to then cause negative external stakeholder 

perceptions (Earle et al. 2010). However, this relationship between internal and external 

stakeholders has not been fully explored. 

 External Stakeholder Implications. External stakeholder implications include any 

implications regarding the media, consumers, or other stakeholders in general. Of the 59 articles 

in our study, 19 examined external stakeholder implications. External stakeholder implications 

are usually based on the perceptions that stakeholders have of the offending firm after the 

wrongdoing event. Most of the articles in this review utilized socially based theories such as 

organizational stigma theory, attribution theory, or expectancy violations theory to explain 

external perceptions of firms after wrongdoing. As previously discussed, organizational stigma 

theory helps to explain why stakeholders, both internal and external, may no longer want to 

associate with a firm due to a stigmatizing event (Piazza & Jourdan, 2018; Reuber & Fischer, 

2010). Similarly, attribution theory focuses on the processes through which people explain the 

causes of behaviors or events (Heider, 1958; Kelley, 1967, 1973; Weiner, 1985). Stakeholders 

can assign, or attribute, blame to an organization for their wrongdoing, should they perceive the 

organization as being at fault (Gillespie et al. 2016; Lange & Washburn, 2012). When firms 
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break societal expectations, stakeholders may be more likely to attribute blame to the 

organization due to the firm violating expectations (Festinger, 1957; Zavyalova et al. 2012). 

According to expectancy violation theory, conformity to the expected is normally unnoticed, but 

nonconformity draws attention due to its deviation from the expected (Floyd & Voloudakis, 

1999). When organizations commit corporate wrongdoing, this creates cognitive dissonance 

amongst external stakeholders, changing their perspectives of the violating firm (Zavyalova et al. 

2012). 

Many of the articles in this review focus on negative media coverage following corporate 

wrongdoing, generating negative stakeholder perceptions. As shown in eight of the articles 

included, when corporate wrongdoing generates negative media attention, this results in 

decreased support from stakeholders (Lange & Washburn, 2012; Reuber & Fischer; 2010; 

Zavyalova et al. 2012, 2016; Zhu & Chang, 2013), specifically investors (Gomulya & Boeker, 

2014; Lyon & Maher, 2005; Noack, Miller, & Smith, 2017). Negative attention after ethical 

wrongdoing can result in a “collective memory” of the event in which the entire community of 

the firm’s stakeholders share a common recollection of the past wrongdoing event, facilitating a 

lasting memory of the wrongdoing (Mena, Rintamaki, Fleming, & Spicer, 2016). In addition, not 

only do stakeholders lose their faith in the firm, but also in its leaders. Corporate wrongdoing 

results in a negative view of the CEO’s credibility from investors and other external stakeholders 

(Gomulya & Boeker, 2014).  

Consumers in particular react negatively to corporate wrongdoing. Trust and fairness 

have both been shown to be of vital importance to consumers (Bell & Main, 2011). Once 

consumers lose trust in a firm, they are likely to seek more information about the firm, leading to 

a decrease of their purchase intentions (Bell & Main, 2011). Consumers make attributions about 
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firm behaviors and want to disassociate from the firm should those attributions prove negative 

(Gillespie et al. 2016; Piazza & Jourdan, 2018). Once consumer perceptions and brand credibility 

are damaged (Zhang, Kashmiri, & Cinelli 2017), this leads to consumer switching (Alexander, 

2002; Fennis & Stroebe, 2014). However, stakeholder perceptions of the firm after wrongdoing 

can be tempered when firms behave in socially responsible ways after the wrongdoing event 

(Godfrey et al. 2009; Noack et al. 2017). The next section will discuss the various responses to 

corporate wrongdoing from the violating firm, its investors, and the industry.  

Responses to Corporate Wrongdoing 

 As shown in Figure 2.3, Box 3, the responses to corporate wrongdoing include both 

internal firm responses to the wrongdoing event and the external responses of investors or other 

firms in the industry. Most of the articles in this review discussed internal responses to 

wrongdoing (34 articles) or external responses to wrongdoing (22 articles) in some way. 

Internally, how the firm responds to corporate wrongdoing can hold many implications for firm 

performance. Externally, investors, other firms, and even the industry can respond to corporate 

wrongdoing. As shown in Figure 2.3, while these responses influence performance, they also 

influence each other. For example, the way a firm responds to a wrongdoing event can affect 

how investors or partner firms view the offending firm and how they subsequently interact with 

the firm. This is because the response of the firm can affect the perceived legitimacy or 

perceived stigma of the offending firm (i.e., Gomulya & Boeker, 2016; Marcel & Cowen, 2014).  

 Many of the articles in this review show that to counteract the effects of corporate 

wrongdoing, firms may take certain actions to increase their legitimacy and decrease the stigma 

associated with the firm (i.e., Marcel & Cowen, 2014). Indeed, legitimacy theory and 

organizational stigma theory continue to explain the wrongdoing process. When corporate 
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wrongdoing occurs, the perceived stigma and loss of legitimacy has stakeholder implications, as 

discussed in the previous section. However, firms attempt to counteract that perception by their 

responses to wrongdoing. Signaling theory and stakeholder theory help to explain why and how 

firms may do so. Signaling theory is concerned with how insiders communicate information 

regarding quality to outsiders (Connelly et al. 2011), be they individuals, groups, or a firm. For 

example, after a loss of legitimacy, firms can hire different types of successors to convey, or 

signal, positive, legitimacy restoring messages to investors that may restore their confidence and 

trust (Connelly et al. 2016). Stakeholder theory purports that organizations must manage their 

relationships with stakeholders in an action-oriented way (Freeman, 1984) to get the support that 

they need to survive (Blanc, Cho, Sopt, & Branco, 2017). Therefore, it is vital that organizations 

signal to their various stakeholders that they are responding to wrongdoing events. I will first 

review how firms respond to corporate wrongdoing and will then continue to discuss external 

responses.  

Internal Responses to Corporate Wrongdoing. Several articles in this review purport 

there are many ways firms can respond to their own corporate wrongdoing in attempt to mitigate 

the negative consequences. These responses could be verbal, such as denial or 

acknowledgement, behavioral, such as retaliation, settlements, change efforts, or stakeholder 

mobilization, such as advocating for the firm (James & Wooten, 2006). Similarly, Lindgreen 

(2004) suggests there are five ways for firms to deal with corruption: 1) no action, 2) withdrawal 

from the market, 3) changing decision-making processes by decentralization, 4) establishing an 

anti-corruption code, or 5) committing to a mutual integrity pact. Alternatively, Sims (2009) 

proposes organizational efforts to rebuild reputation following ethical scandals proceed in four 

stages: protracted denial, avoiding detection, reluctant acceptance, and then acceptance and 
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punishment of concerned parties. Because firms respond to corporate wrongdoing in a variety of 

ways, the reviewed articles were separated by type of response to gain a clearer understanding of 

how the literature has progressed. 

In their review of individual-level wrongdoing, Goodstein and Butterfield (2010) purport 

there are three types responses to wrongdoing, including retribution, rehabilitation, and 

restorative justice. Retribution focuses on punishing the unethical individuals who committed 

wrongdoing, showing organizations will not stand for unethical actions (Butterfield, Trevino, & 

Ball, 1996; Goodstein & Butterfield, 2010). Restorative actions result when all parties “come 

together to resolve collectively how to deal with the aftermath of the offense and its implications 

for the future” (Braithwaite, 1999, p .5). Similarly, rehabilitation involves changing so that 

wrongdoing is less likely to happen in the future (Goodstein & Butterfield, 2010). I focus on 

these three types of responses firms can implement following corporate wrongdoing.  

When firms partake in retribution following wrongdoing, they are generally focused on 

restoring the confidence and trust in the firm that was damaged by the wrongdoing event 

(Connelly et al. 2016). In many of the articles in this review, firms responded with retribution by 

leadership turnover. In this case, firms attempt to repair organizational legitimacy by signaling a 

willingness to remedy weaknesses in the firm governance (Marcel & Cowen, 2014), enhancing 

their reputation after unethical events (Gomulya & Boeker, 2014). This can come in the form of 

scapegoating individuals and blaming one or a few individuals for the event (Gangloff et al. 

2016; Warren, 2007). Firms will often signal change using CEO turnover (Gangloff et al. 2016; 

Gomulya & Boeker, 2014, 2016; Harris, 2008; Sims, 2000), director or board turnover (Cowen 

& Marcel, 2011; Gillespie et al. 2014; Marcel & Cowen, 2014), or increasing board 

independence (Cheng, Huang, Li, & Lobo, 2010; Harris, 2008). By changing their governance, 
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firms are shifting the stigma to individuals, then enhancing firm reputation by showing they are 

not associating with the now stigmatized individual (Gomulya & Boeker, 2016). In doing so, 

firms can influence investors’ and other stakeholders’ reactions (Connelly et al. 2016; Gangloff 

et al. 2016; Gomulya & Boeker, 2014, 2016). Specifically, the CEO and the board of directors 

receive much of the blame for corporate wrongdoing within the firm. Gomulya and Boeker 

(2016) show that CEOs are less likely to receive support from their directors following 

wrongdoing, which increases the likelihood of the CEO being replaced. Studies show that 

wrongdoing impairs subsequent performance (Harris, 2008), and can affect how the CEO is 

viewed. However, replacing the CEO and maintaining board independence after wrongdoing 

signals legitimacy to stakeholders so that the impact wrongdoing has on performance is 

mitigated (Harris, 2008). 

Restorative actions involve taking responsibility for corporate wrongdoing and making 

amends to all stakeholders involved (Van Ness & Strong, 2014). Muethel’s (2013) argument for 

a high-impact strategy after corporate wrongdoing focuses on restorative actions, creating 

alignment with stakeholders to initiate perceptions of change in the firm. These actions included 

apology or regret statements (i.e., Burdon & Sorour, 2018; Lange & Washburn, 2012), self-

disclosure statements (i.e., Fennis & Stroebe, 2014; Janney & Gove, 2011), or voluntary 

restatements (i.e., Pfarrer, Smith, Bartol, Khanin, & Zhang, 2008). According to Muethel (2013), 

there are three high impact strategies for managing crises. The first is to quietly change corporate 

practices without informing external stakeholders. The second is to accept the organization’s 

failures, both internally and externally, so that new practices can help other organizations learn 

how to successfully address problems. Finally, the third high impact strategy is to not only 

change the company’s business practices, but to also try to change the industry so that more 
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ethical decisions are made. The strategy chosen likely depends on the leader of the firm to a 

degree. However, stakeholder influence seems to be a leading determinant of what the 

organization’s response strategy will be (Muethel, 2013).  

According to Lange and Washburn (2012), stakeholders are likely to be biased against 

organizations when corporate wrongdoing occurs, resulting in selective attention, skewed 

interpretations, and gap filling in response to missing or ambiguous evidence. Therefore, it is in 

the firm’s best interest to take restorative actions after wrongdoing, being upfront and honest 

with their stakeholders, instead of waiting for stakeholders to “fill in the gaps”. Indeed, in this 

review’s articles, firms who took responsibility for their wrongdoing were more likely to lessen 

the damage of the wrongdoing event, repairing and restoring relationships with their stakeholders 

(Fennis & Stroebe, 2014). Taking responsibility allows firms to restore their legitimacy, 

increasing their social approval (Bundy & Pfarrer, 2015), trustworthiness (Fennis & Stroebe, 

2014), and financial performance (Pfarrer et al. 2008; Janney & Gove, 2011).  

The final way firms can respond to corporate wrongdoing is by rehabilitative actions. 

These are organizational changes that firms can implement to ensure wrongdoing events do not 

happen in the future (Goodstein & Butterfield, 2010). Organizational changes are implemented 

to attune to stakeholders and increase their legitimacy perceptions of the firm (MacLean & 

Behnam, 2010); Noack et al. 2017). Some organizational changes are enacted to enable ethical 

development of the firm and are deep-level changes regarding how the firm behaves (Nielsen & 

Dufresne, 2005), Other changes seem to merely be a response to the wrongdoing in attempt to 

placate stakeholders and generate positive returns (i.e., Noack et al. 2017). For example, Godfrey 

et al. (2009) and Noack et al. (2017) show that when firms commit resources to social causes 

following wrongdoing, they can generate moral capital that aids in restoring the perception that 
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the firm is a legitimate social actor. This can provide an “insurance effect,” making up for 

damaging corporate wrongdoing that has occurred. Other researchers examine more deep-level 

changes in response to corporate wrongdoing, such as changing through organizational learning 

(Bundy et al. 2017) or upbuilding dialog (Nielsen & Dufresne, 2005).  

In the crisis literature, the “upbuilding” method has been used to explain how 

organizations can successfully respond to a crisis without undermining ethical standards (Nielsen 

& Defresne, 2005). The upbuilding method reframes the crisis as a problem that could be 

harmful to the organization’s ethical values. By framing the crisis in this way, the organization is 

then able to contain the crisis by “proposing and adopting solutions that are informed by the 

organization’s ethical tradition, but that also question that tradition” (Nielsen & Defresne, 2005, 

p. 312). Using this method, the organization can learn, change, and develop after corporate 

wrongdoing.  Alternatively, corporate wrongdoing could become self-reinforcing for firms (Earle 

et al. 2010).  

According to our review, organizational deviance is potentially self-reinforcing (i.e., 

Earle et al. 2010). The frequent adoption of a deviant practice within a community makes it more 

likely that firms in that community will engage in deviance and less likely that injured 

stakeholders will oppose it (Earle et al. 2010). Furthermore, when a deviant firm decouples its 

compliance program from its business activities, this creates a “legitimacy facade” that can 

enable the perpetuation of misconduct (MacLean & Behnam, 2010). Taking a more active 

approach, Mena et al. (2016) purport that firms can engage in “forgetting work.” Mena et al. 

(2016) acknowledges that stakeholders, including employees, consumers, civil society agents, 

and the media hold a collective memory of corporate wrongdoing events. Firms take actions to 

manipulate the collective memory by influencing the media, silencing stakeholders and 
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undermining mnemonic traces of past events by fabricating or destroying evidence (Mena et al. 

2016). This results in a reconfigured collective memory of the event and collective forgetting 

(Mena et al. 2016). These internal responses to corporate wrongdoing can have a reciprocally 

influencing relationship with external responses to wrongdoing. 

 External Responses to Corporate Wrongdoing. In our review, 22 of the 59 articles 

examined external responses. External responses to corporate wrongdoing can include responses 

from regulators, investors, other firms, or industry level changes. For many firms, the external 

response to their wrongdoing is external investigation and litigation (i.e., Rogers & Van Buskirk 

2009). Eight of the articles discussed investigation as a response to wrongdoing. This can be 

costly for firms (Cheng et al. 2010; Rogers & Van Buskirk, 2009), and can result in license 

revocation or even criminal charges (Chernykh & Mityakov, 2017). Furthermore, because firm 

reputation and legitimacy is affected by corporate wrongdoing, investors are likely to lose 

confidence in the firm, resulting in investors selling their stock and investing elsewhere (i.e., 

Bittlingmayer,1992; Gangloff et al. 2016; Yenkey, 2018; Zahra et al. 2005).  

 Corporate wrongdoing can also generate responses from other firms. Firms vicariously 

learn about punishments from their peers by picking up modeling cues, environmental cues, and 

social cues in the learning process (Yiu, Xu, & Wan, 2014). When other firms see corporate 

wrongdoing and its punishment, this may either deter them from committing corporate 

wrongdoing (Yiu et al. 2014) or encourage them to commit the corporate wrongdoing to generate 

the same outcome (i.e. short-term performance) (Birhanu et al. 2016). Corporate wrongdoing can 

also influence other firms to completely disassociate with the offending firm so that their 

reputation is not tarnished by the stigma associated with the wrongdoing event (Bruyaka, 

Philippe, & Castaner, 2018; Weber, Willenborg, & Zhang, 2008).  
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 Finally, industry-level changes can occur because of corporate wrongdoing. Institutional 

theory describes how organizations and organizational change are a result of processes that make 

organizations more similar, or isomorphic (DiMaggio & Powell, 1983). After corporate 

wrongdoing, regulator and financial institutions interact in the evolution of a compliance culture 

whereby firms that commit wrongdoing must respond in a way that maintains their reputation 

and legitimacy (Burdon & Sorour, 2018). Accordingly, institutional theory considers the 

processes through which ideology, rules, regulations, norms, and routines become a type of 

guideline for organizational behavior. However, corporate wrongdoing can also be 

institutionalized. Decoupling compliance programs from organizational actions can create an 

industry-wide “legitimacy facade”, leading to the institutionalization of wrongdoing (MacLean 

& Behnam, 2010). 

Outcomes of Corporate Wrongdoing 

 Outcomes of corporate wrongdoing include outcomes at the individual, firm, and industry 

levels, as shown in Figure 2.3, Box 4. Most of the articles in this review discussed firm-level 

outcomes of wrongdoing (40 articles). There were 17 articles that discussed individual-level 

outcomes and only two that discussed industry-level outcomes. Individual level outcomes were 

focused on top management outcomes such as turnover (i.e., Cowen & Marcel, 2011; Zahra et al. 

2005) or on social approval regarding the firm (i.e., Bundy & Pfarrer, 2015; Zhang et al. 2017), 

which have both been discussed in previous sections of this review. Firm level outcomes 

included performance (i.e., Harris, 2008; Noack et al. 2017), survival (Chernykh & Mityakov, 

2017; Warren, 2007), changes in firm structure (i.e., James & Wooten, 2006, Lindgreen, 2004), 

and subsequent wrongdoing (i.e., Earle et al. 2010). However, the most common outcome of 

corporate wrongdoing was related to social approval and firm reputation.    
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 A good reputation is important for firms because it instills confidence into stakeholders in 

the firm’s decisions (Sim, 2009). As billionaire investor, Warren Buffett says, “It takes 20 years 

to build a reputation and five minutes to ruin it” (Tuttle, 2010). Committing corporate 

wrongdoing can have a profound and lasting effect on the reputation of the firm (Janney & Gove, 

2011). Organizations that commit corporate wrongdoing decrease stakeholder trust, resulting in 

stakeholder-imposed consequences (Jurkiewicz & Giacalone, 2016). Alternatively, Godfrey, 

Merrill, and Hansen (2009) show how corporate social responsibility (a type of ethical decision 

making) leads to more positive views of the firm from stakeholders. Because of positive ethical 

decisions, stakeholders are likely to decrease their negative judgments and sanctions towards the 

firm since these decisions alleviate concerns of harm to stakeholder and firm reputation.  

 Organizations that engage in corporate wrongdoing cannot be automatically assumed to 

suffer reputational consequences. For example, if consumers and shareholders believe their 

investments and outcomes will not be significantly affected, they will most likely tolerate some 

unethical behavior (Alexander, 2002). Reputational loss also depends on the perceptions of 

organizational actions, such as perceived control, how threatening the action is to stakeholders, 

and how deviant the action is when compared to industry norms (Reuber & Fischer, 2010). 

Furthermore, if firms have an initially good reputation and self-disclose the wrongdoing, some 

evidence suggests that the firm may be less negatively affected (Fennis & Stroebe, 2014).  

 Finally, industry outcomes have not been a salient focus in corporate wrongdoing 

research. There has been some evidence that corporate wrongdoing prompts industry level 

discussion (Bertels, Cody, & Pek, 2014). Some research has suggested that by making one firm’s 

corporate wrongdoing known publicly, the behavior of the entire industry could be changed 

(Bertels et al. 2014). Alternatively, if corporate wrongdoing is pervasive, it can become 
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institutionalized in the industry and become self-reinforcing (MacLean & Behnam, 2010). This 

reinforcing loop is indicated by a dotted arrow in Figure 2.3.  

 

Discussion and Future Research 

 As this review has shown, corporate wrongdoing has substantial implications for 

organizations and stakeholders. The purpose of this review is to contribute to the call for more 

research on corporate wrongdoing and its consequences. Through my systematic approach, I 

present a framework from which corporate wrongdoing research can be further integrated and 

built upon. In doing so, I make three primary contributions to the literature. First, by separating 

the internal and external consequences and implications of corporate wrongdoing, I add to earlier 

reviews of the antecedents of wrongdoing. This offers a wider perspective of the corporate 

wrongdoing process, showing the antecedents, implications, and consequences of corporate 

wrongdoing. Second, I build a framework of the aftereffects of corporate wrongdoing. By 

separating the research according to stakeholder implications, responses to wrongdoing, 

outcomes of wrongdoing, and further delineating between internal and external actions, I offer a 

more nuanced perspective of the aftereffects of wrongdoing. Finally, by highlighting the 

consequences of corporate wrongdoing across the fields of ethics, finance, accounting, and 

general management, I can suggest future research areas. This offers a more holistic perspective 

and a deeper understanding of corporate wrongdoing. 

 Generally, the literature on corporate wrongdoing is unbalanced, providing much 

research regarding the antecedents of wrongdoing without focusing on as much on the recovery 

of the organizations over time. The literature has relied on a variety of theories to explain the 

causes of corporate wrongdoing. Theoretically, the groundwork has been accomplished toward 
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understanding the antecedents of corporate wrongdoing, with institutional theory being the most 

often used theory to explain wrongdoing. Meanwhile, researchers have primarily relied on 

theories of social perception to explain various consequences. While institutional theory may 

provide the foundations that help to explain corporate wrongdoing, in part, there are still 

shortcomings when the process through which firms recover from corporate wrongdoing is 

considered. 

Corporate Wrongdoing Types 

 Corporate wrongdoing type in this review was determined by the stakeholder affected by 

the corporate wrongdoing event. In some cases, the corporate wrongdoing event affected all 

stakeholders, or the article discussed corporate wrongdoing generally (i.e., “negative event” or 

“irresponsibility”) and included any stakeholders (i.e., Godfrey et al. 2009; Mena et al. 2016). 

Over half of the articles included discussed corporate wrongdoing affecting financial 

stakeholders (i.e., misrepresentation or fraud). Alternatively, two of the articles discussed 

corporate wrongdoing affecting employees, such as discrimination, eight of the articles discussed 

corporate wrongdoing affecting consumers, such as product deception and advertising fraud, and 

there were no articles that discussed corporate wrongdoing affecting a firm’s competitors or 

peers. More research is needed in this area to distinguish between financial corporate 

wrongdoing and other types of corporate wrongdoing affecting other stakeholders. Furthermore, 

there is no research distinguishing between different types of corporate wrongdoing and the 

responses to the event. For example, do firms respond differently according to the stakeholder 

affected by the event? Do external stakeholders respond more harshly to some types of events 

than others? How do firm responses to various corporate wrongdoing types affect external 

responses to the event? Do firms recover more quickly from some corporate wrongdoing types? 
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The need for research answering these questions is symbolized by a dotted arrow from Figure 

2.3, Box 1 to Box 3.    

Stakeholder Implications of Corporate Wrongdoing 

 Stakeholder implications of corporate wrongdoing was a widely researched area in this 

review, with over half of the articles discussing various internal and/or external implications. 

While there were many articles discussing stakeholder implications, research has yet to 

understand how these implications may interact with each other. For example, how do 

stakeholder implications interact with each other? How do the internal stakeholder implications 

affect the external stakeholder implications? How does employee implications affect the TMT 

and board level implications? This additional need for research regarding stakeholder 

interactions is indicated by the dotted arrow between internal and external stakeholder 

implications in Figure 2.3, Box 2. 

Responses to Corporate Wrongdoing and Their Effects on Outcomes 

In this review, internal or external responses to corporate wrongdoing were discussed in 

most of the articles. However, because these responses directly affect how the firm recovers from 

corporate wrongdoing, they are arguably the most important aspects of corporate wrongdoing to 

understand. Most of the articles suggested subsequent performance as an outcome of interest but 

did not longitudinally discuss ways in which performance was affected. Specifically, scholars 

still do not fully understand corporate wrongdoing’s overall impact relative to shifts in 

leadership, leader actions and characteristics, or performance standards such as the time it takes 

for the firm to recover from corporate wrongdoing. Findings of this review and others (i.e., 

Trahms et al. 2013) are conflicting regarding how to create successful recovery after corporate 

wrongdoing. Indeed, two of the articles in our study suggest that corporate wrongdoing can result 
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in subsequent wrongdoing, implying a feedback loop (i.e., MacLean & Behnam, 2010), but do 

not test this assertion. The need for more research in this area is shown in Figure 2.3 by a dotted 

arrow from Box 4 to Box 1.  

To understand how organizations can improve after wrongdoing and not result in a 

negative feedback loop, there is a need to better understand how the leadership of the 

organization, especially the CEO, can affect stakeholder perceptions after wrongdoing. Some 

researchers have found that replacing the leadership in the organization after wrongdoing helps 

with organizational performance, while others have found little support for the effect of 

leadership change on successful turnaround (Trahms et al. 2013). Although this review shows 

that making governance changes can positively influence firm performance, it does not show 

when this occurs or how long it may take. Taking time into consideration is a vital aspect of 

CEO turnover. Furthermore, the articles in this review are regarding performance effects of CEO 

turnover after primarily financial misrepresentation (Gangloff et al. 2016), but none regarding 

corporate wrongdoing in general. Rather than simply analyzing illegal misrepresentation, future 

research should focus on all types of corporate wrongdoing. Furthermore, researchers should ask 

research questions taking time into consideration after CEO turnover.  

 Based on these deficiencies in the literature, it is surprising that researchers have mostly 

ignored the turnaround time for recovery after corporate wrongdoing, especially since some 

firms take years to recover or never fully recover at all (Penuel, Statler, & Hagen, 2013). There 

have been calls for future research to examine actions that may restore stakeholder confidence 

following corporate wrongdoing and misconduct (Connelly et al. 2016; Pfarrer et al. 2008). The 

virtual absence of research on this topic is the largest gap in the literature identified in this 

review. The lack of attention by researchers to understanding the consequences of corporate 
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wrongdoing and how to mitigate those consequences hinders the overall development of a theory 

of corporate wrongdoing. Few articles in this review examined recovery from corporate 

wrongdoing, instead focusing on various performance metrics. In addition, no articles took time 

into consideration regarding the outcomes of corporate wrongdoing. Much research remains to 

be completed, and this dissertation represents the early stages of the development of a model of 

corporate wrongdoing. In the next chapter, additional literature on corporate wrongdoing is 

offered toward the construction and argument of eleven hypotheses that attempt to address some 

of the identified gaps in the literature. 
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CHAPTER III 

THEORETICAL DEVELOPMENT AND HYPOTHESES 

 

 Wrongdoing in organizations has been the subject of organizational research for decades. 

Since suggesting that organizations, and not just individuals, are capable of committing “deviant 

acts”, (Ermann & Lundman, 1978), researchers have been attempting to understand corporate 

wrongdoing. Indeed, recent corporate scandals have increasingly drawn the attention of investors 

to issues related to business ethics (Bundy & Pfarrer, 2015). Even a single instance of corporate 

wrongdoing can cause a substantial drop in stock price (Francis, Philbrick, & Schipper, 1994), 

increase capital costs, decrease shareholder distributions, and significantly damage a firm’s 

reputation (Chava, Agnes Cheng, Huang, & Lobo, 2010; Coombs, 2007; Elsbach, 1994; Pfarrer 

et al. 2008). The Volkswagen scandal of 2015 exemplifies the stigmatizing effects that corporate 

wrongdoing can have on a firm. 

 In September of 2015, the Environmental Protection Agency (EPA) found that many 

Volkswagen cars contained a device allowing the cars to essentially cheat emission tests (Hotten, 

2015). This device could determine that emissions were being tested and would change 

performance results in order to lower the amount of emissions detected. In actuality, the cars 

were emitting 10 to 40 percent times the legal limit in the United States. Volkswagen has since 

admitted cheating emissions tests. This Dieselgate quickly caused Volkswagen shares to 

plummet and resulted in billions of dollars in legal fines. Dieselgate ruined decades of 

advertising success for Volkswagen claiming that the company is trustworthy, environmentally 

friendly, and has the interests of consumers at heart. As of September 25th, 2015, stock prices 

had dropped almost 30 percent since the scandal had been made public. Subsequently, 



Texas Tech University, Lori L. Tribble, August 2020 

 

 

47 

Volkswagen dismissed its CEO and hired one of the top CEOs in the world, an outsider, to 

replace him (Rauwald, 2018; Papadopoulos, 2018). As detailed in Chapter I, BP has undergone 

similar significant changes to attempt to recover both reputationally and financially from 

corporate wrongdoing. 

 Based on the phenomena and the literature review presented in Chapters I and II, Chapter 

III proposes 11 hypotheses organized into two studies to accommodate the separation and 

differentiation of the various theoretical arguments. The first study presents five hypotheses 

regarding CWE and its effect on firm recovery time, as measured by stock price. I also consider 

how recovery time may be affected by CEO changes. I suggest as firms attempt to shift 

organizational stigma and destigmatize after wrongdoing through their actions by hiring new 

CEOs, they can mitigate the effects of CWE on recovery, speeding up their recovery. Study II 

presents 10 additional hypotheses examining how CEO language after wrongdoing can influence 

the recovery of firms facing corporate wrongdoing. It is argued that the CEO language serves as 

a destigmatizing strategic tool to signal that the firm will change and improve following CWE, 

mitigating CWE’s effect on firm recovery, speeding up recovery, however this varies depending 

on CEO replacement decisions. Through the theoretical arguments in the following studies, I 

hope to address the phenomena of corporate wrongdoing and destigmatization and show how 

firms can influence investors and decrease their recovery time after corporate wrongdoing.  
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STUDY I 

Corporate Wrongdoing Exposure and Recovery Time:  

An Examination of the Effects of CEO Changes 

 Understanding how fast firms financially recover from unethical events is vital to 

consider when analyzing corporate wrongdoing. As discussed in chapter II, the wrongdoing 

literature has examined relatively few financial outcomes. In addition, these outcomes mainly 

focus on short term investor reactions such as cumulative abnormal returns within a few days 

after the wrongdoing event (Piazza & Jourdan, 2018; Sims, 2009). Because corporate 

wrongdoing can have long term effects on the firm, taking years to recover (Penuel et al. 2013), 

it is necessary to analyze long-term consequences. Indeed, taking a temporal approach to 

understanding recovery from corporate wrongdoing may be particularly important since long-

term change can only occur when the organization permanently addresses the wrongdoing event 

(Sims, 2009).  

Although organizations may address corporate wrongdoing in the short-term (i.e., 

releasing a statement or apology), if they do not change more permanently over time, the 

consequences of wrongdoing may persist in the form of continued negative media attention, 

subsequent negative investor perceptions, and thus prolonged decreased stock performance 

(Devers et al. 2009; Marcel & Cowen, 2014). Long-term viability has long been recognized as a 

basic goal for a business organization (Barnard, 1938; Dertouzos, Lester, and Solow, 1989). In 

addition, temporality and time have been suggested as an important research lens to consider in 

management research since time is a defining feature of all change (Aeon & Aguinis, 2017; 

Ancona, Goodman, Lawrence, & Tushman, 2001; Kunisch et al. 2017). Specifically, scholars 

have argued that speed matters substantially to organizational phenomena because it determines 
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when changes happen, how frequently they occur, how long they last, and how fast they happen 

(Kunisch et al. 2017; Perez-Nordtvedt, Payne, Short, & Kedia, 2008). Specifically, the duration 

(length from beginning to end) of events has been suggested to be an important and understudied 

research area (Kunisch et al. 2017). Duration is particularly important to consider because when 

an event occurs over a longer period of time, the problems associated with the event can be 

exacerbated. For example, the conflict management literature has explored the duration of 

conflict and finds that the longer a conflict event lasts, the more taxing it is on the individuals 

involved (Morgeson & DeRue, 2006). In the case of corporate wrongdoing, the longer the firm’s 

stock price remains low, the worse the consequences for the firm, as low stock prices can drive 

overreactions in the marketplace (Loughran & Ritter, 1996). Previous research has shown that 

corporate wrongdoing results in negative investor reactions as measured by cumulative abnormal 

returns (e.g., Paruchuri & Misangyi, 2015), however the important issue of time and how long 

these reactions persist has not been analyzed. Therefore, I focus on recovery time as measured by 

stock price in attempt to capture the length of investor reactions and the speed with which firms 

recover.  

 Not all stigmatizing corporate wrongdoing events are the same. Corporate wrongdoing 

varies in the amount of exposure the event receives. The generation of CWE by the media draws 

stakeholder attention and can generate emotional responses (Zavyalova et al. 2017). Some 

wrongdoing events, like severe industrial accidents generate much exposure (Zyglidopoulos, 

2001), causing a much lower reputation for the firm and a higher financial cost. Other corporate 

wrongdoing events, such as false advertising, may not have as much exposure and therefore not 

as much reputational damage. Through introducing CWE as a new independent variable of 
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interest in the corporate wrongdoing literature, I offer a new way to analyze corporate 

wrongdoing.  

I suggest in the following sections, that CWE provides scholars a way to analyze the 

effects of corporate wrongdoing without limiting wrongdoing events to any particular type of 

event. I propose due to the reputational damage of higher exposure events, the greater the 

exposure, the longer the recovery time. Stigmatizing events damage the firm’s reputation with 

stakeholders. A firm loses its reputation when its stakeholders no longer deem organizational 

actions as appropriate. After corporate wrongdoing, investors in particular are less likely to be 

confident in organizational decisions because the firm failed to act in accordance with their 

expectations. The greater the exposure of the stigmatizing event, the more the firm’s reputation is 

questioned. In Study I, I suggest firm recovery will take longer when CWE increases due to the 

stigmatizing effect on the firm’s reputation.  

 Due to the damage that can be caused by corporate wrongdoing, researchers are 

increasingly turning their attention to the actions used to mitigate the effect of wrongdoing on the 

organization. Organizations can take destigmatizing actions to prevent the firm from being 

stereotyped as an unethical organization (Devers et al. 2009). However, there is scant research on 

destigmatizing mechanisms (Grougiou et al. 2016). Within this line of reasoning, research has 

found that some organizations deal with wrongdoing by indicating, or signaling (Spence, 1973), 

that the problem has been eliminated (Agrawal, Jaffe, & Karpoff, 1999; Arthaud-Day et al. 2006; 

Boeker, 1992; Gangloff et al. 2016) through their words or actions (Gao, 2016). Replacing the 

organization’s leaders is one way to do so (Collins et al. 2008; Gangloff et al. 2016). In fact, 

Arthaud-Day et al. (2006) found in the case of financial wrongdoing, the organization’s leaders 

are significantly more likely to lose their jobs. Strategic leaders matter in organizations 
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(Hambrick & Mason, 1984) and research regarding the leadership of firms is one of the most 

enduring areas of strategic management (Arthaud-Day et al. 2006).  

After corporate wrongdoing, a strategic change such as leadership change is needed to 

show that the firm can and will improve. Firms must defend themselves against reputational loss 

and frequently do so through leadership turnover (Arthaud-Day et al. 2006; Gilson & 

Vetsuypens, 1993). Because of the formal and symbolic power of the CEO, they are more likely 

to be seen as the individual responsible for the company’s strategy and actions (Hutzschenreuter, 

Kleindienst, & Greger, 2012). Furthermore, Gangloff et al. (2016) found that replacing CEOs 

can signal that a change is coming in the organization starting from the top. Because of the 

previous research regarding the benefit of replacing firm leaders when strategic change is 

necessary, in Study I, I focus on CEO turnover as an action signal influencing CWE’s effect on 

firm recovery time. Although CEO changes have been shown to occur following financial 

wrongdoing, a type of corporate wrongdoing, there is limited research regarding how these 

changes affect more distal outcomes of corporate wrongdoing. For example, financial 

misrepresentation impairs subsequent operating performance, and this negative effect can be 

partially offset by CEO replacement (Harris, 2008). However, we do not know how long 

performance is impaired or how long the firm takes to improve after CEO replacement such as 

what would be shown in the analysis of recovery time. Further, consideration of CWE allows a 

more complete picture of the benefits of CEO replacement following corporate wrongdoing. 

 Other research has examined the differences between inside and outside succession after 

financial wrongdoing (Connelly et al. 2016; Gangloff et al. 2016). When there is CEO turnover, 

there are two separate events to consider: the turnover event and the succession event (Worrell, 

Davidson III, & Glascock, 1993). It is important to distinguish between CEO turnover, which is 
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concerned with the separation of the CEO from the firm, and the succession event, which is 

regarding the replacement of the CEO (Worrell et al. 1993). Many researchers combine these 

events into “succession” and discuss them interchangeably. However, I distinguish between the 

two to further delineate the consequences of CWE. Building on Connelly et al. (2016), I examine 

the differences between inside successors and outside successors after corporate wrongdoing. 

Previous research has shown that the insider-outsider distinction can capture differences in the 

success of CEOs (Hutzschenreuter et al., 2012). By choosing an outside successor rather than an 

inside successor following corporate wrongdoing, I suggest that organizations can shift stigma 

further from the firm and enhance their reputation resulting in a shorter recovery time. 

 Study I examines the effects of CEO changes on the recovery time of firms following 

corporate wrongdoing. Study I makes three primary contributions. First, I introduce a new 

independent variable to the literature. By analyzing CWE, I provide an alternative way to 

examine corporate wrongdoing that is not dependent on a single wrongdoing type and offers a 

more nuanced view of wrongdoing. I also contribute to the ethics literature by analyzing the 

consequences of corporate wrongdoing through the consideration of recovery time, answering 

calls in the literature for more focus on temporality. Finally, I contribute to stigmatization theory 

by combining stigma and signaling theory to explain how firms can use their actions as 

mechanisms to destigmatize the firm and restore investor confidence, speeding their time to 

recovery. Through these contributions, I provide researchers a way to evaluate firm, CEO, and 

successor performance through recovery time, which has been called for in previous literature 

(Berns & Klarner, 2017). As shown in Figure 3.1, I develop five hypotheses in this study. I 

hypothesize first that firms with greater CWE will suffer worse consequences, resulting in a 

longer recovery time. I will then shift attention to the leadership of the firm and propose that 
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CEO changes are used as destigmatizing mechanisms that mitigate the effect that CWE has on 

recovery time. 

 

 
 

Figure 3.1 Study I – Corporate wrongdoing, CEO changes, and firm recovery 

 

Corporate Wrongdoing Exposure as a Stigmatizing Event 

 When firms commit a stigmatizing act, investors may not view the organization as 

adhering to society’s values, particularly in the case of corporate wrongdoing. According to 

Goffman (1963), stigmatizing events refer to events with deeply discrediting attributes. 

Organizational stigma is a reputational stain exhibited by organizational characteristics, conduct 

or associations that derive from what stakeholders believe about the firm and their attitudes 

towards the firm (Marcel & Cowen, 2014; Reuber & Fischer, 2010). An organization that is 

stigmatized in the eyes of its stakeholders has been defined as being “devalued”, “spoiled”, 

and/or “flawed” (Crocker, Major, & Steele, 1998, p. 504). In other words, organizations become 

stigmatized when stakeholders’ perceptions change in negative way (Jones et al. 1984).  

Organizational stigma occurs through stakeholder labeling whereby the organization is 

linked to a negative category (i.e., unethical firms) (Devers et al. 2009). Because the organization 

is now linked to this category, it is viewed as fundamentally flawed as it is stereotyped as an 
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embodiment of those values to which stakeholders have labeled it (Devers et al. 2009). This 

leads stakeholders to impose both social and economic sanctions on the firm (Devers et al. 2009; 

Sutton & Callahan, 1987). Indeed, stakeholders cognitively disidentify with offending 

organization resulting in counter-organizational actions and public condemnation (Elsbach & 

Bhattacharya, 2001; Sutton & Callahan, 1987). These imposed sanctions can ultimately threaten 

organizational recovery (Devers et al. 2009). Because stigmatization affects the firm’s reputation 

with regards to ethical behavior, investors will not be confident in organizational decisions 

moving forward. When a stigmatizing event threatens the firm’s reputation, external stakeholders 

decide whether they should continue to maintain their relationship with the offending firm or 

abandon the firm (Marcel & Cowen, 2014; Wiesenfeld, Wurthmann, & Hambrick, 2008). In 

effect, events such as corporate wrongdoing cause stakeholders to question the firm’s moral 

character (Folkes & Kamins, 1999; Noack et al. 2017).  

As the exposure of the stigmatizing event increases, the firm receives more media 

attention (Deephouse, 2000; Zavyalova et al. 2012). Publicly available information from the 

media has been shown to influence investor behavior (Pollock & Rindova, 2003). The media can 

influence the way shareholders view the organization due to its ability to increase its coverage of 

certain events and then framing this coverage in a positive or negative way (Pollack & Rindova, 

2003). The increase in media coverage characterizes the event as a greater reputational threat 

(McDonnell & King, 2013). The more media coverage a wrongdoing event receives, the more 

negative attention it will receive from investors because investors assume that higher media 

coverage equates to more damage. McDonnell and King (2013) state that “media attention 

simultaneously draws attention to the disparate image claims made by activists and implicitly 

legitimates those claims by recognizing them as worthy of the public’s interest” (p. 391). 
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Because investors are likely to view an event with higher CWE as more stigmatized, it poses a 

greater reputational threat and greater likelihood that investors will disassociate from the firm 

(Devers et al. 2009; Marcel & Cowen, 2014). Therefore, because of the higher CWE, investors 

are less likely to continue their relationship with the offending firm and are in fact, likely to 

abandon the firm, decreasing the firms stock price. The greater CWE and higher the stigma, the 

longer this is expected to last due to the reputational threat that continues to be associated with 

the firm. In other words, higher CWE is likely to result in a longer recovery time for the 

offending firm. 

 H1: CWE is positively associated with recovery time. 

  

CEO Changes Following Corporate Wrongdoing 

 An important distinction between individual stigma and organizational level stigma is in 

the potential recovery from stigma. Organizations are made up of individuals, departments, and 

branches, each of which can act independently to some degree. Organizational boundaries are 

also somewhat arbitrary (Scott, 2003). Because of this, when a potentially stigmatizing event 

occurs, firms can claim that individuals or groups within the organization acted without the 

consent of the rest of the organizational members, then distance itself from the responsible party 

(Devers et al. 2009). Therefore, through decoupling itself with offending party (such as 

divestitures and firings), the organization can recover from the stigmatizing event (Boeker 1992; 

Elsbach & Sutton, 1992). For example, when one partner in an alliance is tainted with stigma, 

other partners are likely to defect from the alliance to decouple themselves from the offending 

firm (Bruyaka, Philippe, & Castañer, 2018). Similarly, an organization can decouple itself from 
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stigma by choosing to remove offending members of the firm, such as its directors, or other top 

management (Marcel & Cowen, 2014). 

Because corporate wrongdoing is a reputational stain for the firm, the organization must 

separate itself from the wrongdoing through destigmatizing actions (Hampel & Tracey, 2017), 

working to reduce or eliminate the stigma. As discussed in Chapter I, destigmatizing actions 

involve real material change in the organization. One of the most common ways for firms to use 

their actions as destigmatizing mechanisms are through blaming the leadership of the 

organization (Arthaud-Day et al. 2006; Harris, 2008), such as was the case with Volkswagen and 

BP. Gangloff et al. (2016) coins this as “scapegoating” the leaders of the organization in order to 

“pin the problem” on individuals (Gangloff et al. 2016), instead of the organization. Indeed, 

through signaling theory, we can understand how firms communicate information regarding 

quality to outsiders (Connelly et al. 2011), be they individuals, groups, or a firm. In hiring new 

leadership, the firm is signaling that the leader is the responsible party instead of the firm and the 

firm should therefore not be punished for the corporate wrongdoing. 

In the case of a firm level stigmatizing event, the organization can decouple itself from 

offending members, essentially shifting the stigma from the organization to an individual 

(Devers et al. 2009; Elsbach & Sutton, 1992). For example, replacing top management in the 

case of financial fraud signals to investors that leaders of the firm are to blame for the 

wrongdoing, thus restoring faith in the organization (Gangloff et al. 2016). The organization is 

often seen a reflection of its top managers (Hambrick & Mason, 1984) and many stakeholders 

view executive leaders as symbols of the organization and its failures (Pfeffer & Salancik, 1978). 

Therefore, investors are already likely to blame the leadership of the firm after wrongdoing. In 

fact, research shows that stock markets react favorably to executive changes in distressed firms 
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(Davidson, Worrell, & Dutia, 1993). By removing the CEO and giving shareholders a specific 

person to blame, a stigmatizing event may have less of an effect on the firm (Mishina, Block, and 

Mannor, 2012; Pfarrer et al. 2008; Shapiro, 1991). Therefore, firms are likely to do so to prevent 

further negative investor sanctions on the firm. Through firing its leadership, the organization 

can credibly claim that the CEO acted without the knowledge or consent of the rest of the 

organization, redrawing organizational boundaries to exclude the CEO (Devers et al. 2009). 

Furthermore, the greater the exposure of the wrongdoing event, the more serious the reputational 

threat to the firm. Therefore, the greater the CWE, the more likely decisive action will be taken, 

and the CEO will be dismissed.  

H2: Firms with greater CWE are more likely to initiate CEO turnover. 

 Following CEO turnover, boards can choose between different CEO successor types: 

inside successors from within the firm, or outside successors from outside the firm. It is a 

prevailing view that CEO succession helps facilitate organizational change (Wiersema & Bantel, 

1993), however research has yet to determine whether inside successors or outside successors 

can more effectively achieve organizational change (Chiu, Johnson, Hoskisson, & Pathak, 2016). 

There is conflicting literature regarding the antecedents and effects of the different successor 

types (Chiu et al. 2016). Past research has suggested that inside successors have an advantage 

over outside successors due to their human and social capital, and industry-specific knowledge 

(Berns & Klarner, 2017). Meanwhile, outside successors have been shown to have an advantage 

due to their ability to make strategic changes in the organization (Finkelstein, Hambrick, & 

Cannella, 2009). Because of this conflicting past research, recent studies attempt to fully 

understand the dynamics involved in inside succession versus outside succession (i.e., Chiu et al. 

2016; Connelly et al. 2016; Georgakakis & Ruigrok, 2017). 
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 When considering higher CWE, firms may be substantially more likely to hire outside 

successors. The likelihood of hiring an inside CEO is much higher when the firm is performing 

well, while the likelihood of hiring an outside CEO is more likely when the firm is performing 

poorly (Cannella & Lubatkin, 1993; Datta & Guthrie, 1994). Particularly when the poor 

performance is attributed to the previous CEO, outside successors are more likely to be chosen 

(Guthrie & Datta, 1997) due to their ability to initiate change and improve performance. 

Specifically, outside successors have been shown to lead to personnel turnover, changes in 

culture, and improved performance (Chiu et al. 2016). They tend to be open to new strategic 

goals and practices (Hambrick & Mason, 1984) and are less likely to be constrained by the status 

quo (Hambrick & Fukutomi, 1991). When highly damaging corporate wrongdoing occurs, the 

organization is likely to require more strategic changes from the CEO. Because outside 

successors are likely to make these changes, the firm is more likely to hire from outside the 

organization. The greater the CWE and harm to organizational reputation, the more likely the 

firm wants to signal strategic change by hiring an outside successor. 

H3: Firms with greater CWE are more likely to initiate outside succession.  

 

Moderating Effects of CEO Turnover and Successor Type 

 CEO turnover after corporate wrongdoing signals to investors that the organization is 

willing change and refocus to a more ethical organization (Friedman & Saul, 1991). When the 

organization disassociates itself from its leadership by CEO turnover, it shifts the stigma of the 

corporate wrongdoing to the CEO and away from the firm. Because the firm has shifted stigma 

from the organization to the CEO, stakeholders’ understanding of the wrongdoing also shift to 

associate the stigma with the CEO, instead of with the firm (Lee, Peterson, & Tiedens, 2004). 
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This signals to investors that the organization is not responsible and that it was an individual, the 

CEO, that committed the stigmatizing wrongdoing. Through decoupling, the organization signals 

that it is not necessarily an unethical organization, but that it instead had bad leadership at the 

time (Agrawal et al. 1999; Gangloff et al. 2016).   

Previous research suggests that top management turnover may reduce or eliminate stigma 

and reassure shareholders that it is “safe to maintain their relationships with an offending firm” 

(Marcel & Cowen, 2014, p. 928). CEO turnover signals to investors that the ineffective leader 

has left the firm and the firm is now ready to begin recovery (Worrell et al. 1993). CEO turnover 

is not only an important destigmatizing signal for investors, but it also increases investors’ 

confidence in the firm (Worrell et al. 1993) since it is acknowledging its shortcomings and 

governance weaknesses (Arthaud-Day et al. 2006; Cowen & Marcel, 2011). Therefore, I suggest 

that removing the CEO of the firm will allow stakeholders to view the firm as separate from the 

wrongdoing and will mitigate some of the negative effects from the corporate wrongdoing. Since 

the firm is no longer seen as the violating party due to this destigmatizing mechanism causing a 

shift in stigma, the firm is likely to recover much more quickly from the corporate wrongdoing 

event. 

H4: CEO turnover moderates the relationship between CWE and recovery time, such 

that, in the presence of CEO turnover, the relationship between CWE and recovery time 

weakens. 

 After corporate wrongdoing and subsequent CEO turnover, hiring an insider may not 

signal to investors any new information about the firm, and may be expected (Gangloff et al. 

2016). Hiring an inside successor is essentially using the previous CEO as a scapegoat for the 

wrongdoing and signals to investors that the organization should return to normal once the 
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previous CEO is dismissed (Gangloff et al. 2016). However, after corporate wrongdoing, 

organizations may need to signal to stakeholders that they are intending to make strategic 

changes to prevent ethical wrongdoing from occurring again (Cannella & Shen, 2001). To 

credibly signal change to outside observers, signals should be costly, observable, and irreversible 

(Connelly et al. 2011). The signal cost is the transaction cost of producing the signal, or the 

expense associated with the signal. Higher signaling costs are typically associated with higher 

quality signals due to cost representing importance, commitment, and genuineness (Payne, 

Moore, Bell, & Zachary, 2013). Hiring an outside successor is costly as this is likely to cause 

changes that subsequently affect the entire firm (Gangloff et al. 2016; Lafley, 2011). It is also 

very observable due to the media coverage it receives (Pollock, Rindova, & Maggitti, 2008). 

Finally, because of the amount of resources the firm must devote to CEO succession, it is also an 

irreversible signal (Gangloff et al. 2016).  

 Outside successors typically have a willingness to change and can serve as a new 

“watchdog” that is not committed to the old ways of the organization (Connelly et al. 2016). 

They bring with them their own cognitive perspectives that are different from the previous CEO 

(Chiu et al. 2016). Investors view outside successors as capable of making changes and able to 

instill a new, more ethical culture within the firm (Connelly et al. 2016). After integrity failures, 

outside successors are perceived positively by investors, while inside investors are generally 

perceived negatively (Connelly et al. 2016). Hiring a successor from outside the firm conveys a 

strong signal to investors that the organization is ready to change. Hiring an inside successor may 

not have the same effect. 

 By shifting the stigma of the corporate wrongdoing event to the CEO, the organization is 

sending the signal that its leadership is responsible for this event. However, the top management 
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team (TMT) is also a part of the organization’s leadership. In fact, Arthaud-Day and colleagues 

(2006) state that in the case of financial restatements, it is the responsibility of the board and top-

management team to ensure that wrongdoing does not occur. When firms hire an inside 

successor, that successor is often chosen from the top executives in the company or the top 

management team. The CEO and TMT work so closely together that the TMT is likely also 

stigmatized by association (Arthaud-Day et al. 2006). Inside successors may still be associated 

with the stigma from the corporate wrongdoing event, particularly since they worked closely 

with the previous CEO. Because of this stigma, investors are likely to view outside successors 

more positively than insider successors. Therefore, hiring an outside successor is expected to 

mitigate the effect of CWE on firm recovery time. 

H5: Successor type moderates the relationship between CWE and recovery time such 

that, in the presence of outside succession, the relationship between CWE and recovery 

time weakens. 
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STUDY II 

CEO Language Following Corporate Wrongdoing: An Examination of the Effects on Firm 

Recovery Time 

 In Study I, the focus was primarily on the effect that CWE has on firm recovery and how 

the firm can take destigmatizing actions through CEO changes to decrease the recovery time 

after corporate wrongdoing events. Study II takes a more focused view of CEOs following 

corporate wrongdoing. Specifically, Study II analyzes how firms can use language as a 

destigmatizing signal to affect recovery time. Relying primarily on signaling theory, I consider 

how CEOs can use their language to influence firm recovery time after corporate wrongdoing. 

As demonstrated in Figures 3.2 and 3.3 and further elaborated upon in the next section, I suggest 

that through their language, CEOs can signal that the firm is an ethical organization, the CEO is 

capable of improving the firm, and that the corporate wrongdoing event was a mistake. 

 Study II makes two main contributions to the literature. I contribute to signaling theory 

by analyzing two types of CEO language that can serve as signals to aid in destigmatizing the 

firm. I also advance understanding of responses to corporate wrongdoing by analyzing how 

CEOs may be able to use their language to speed firm recovery after corporate wrongdoing, 

offering a practical consideration for organizations. This builds on previous research regarding 

CEO replacement decisions after wrongdoing as it suggests that a current CEO or inside 

successor may still be able to speed recovery after wrongdoing based on the language they use. 

In the following sections, I offer an argument for the moderating effects of CEO language using 

signaling theory as a basis. Study II employs a moderation argument to assert that the moderating 

effects of CEO language will vary based on CEO replacement decisions.  
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Figure 3.2 Study II – CEO ethical language following corporate wrongdoing 

 

 

 

 
 

Figure 3.3 Study II – CEO charismatic language following corporate wrongdoing 
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CEO Ethical and Charismatic Language as Signals 

  Organizations and their leaders use communication and language to show that the firm’s 

actions are consistent with society’s values and beliefs (Beelitz & Merkl-Davies, 2012; Dowling 

& Pfeffer, 1975). Communication is particularly important after stigmatizing events because it 

shapes stakeholder perceptions of the firm (Coombs, 1995; Elsbach, 2001; Ginzel et al. 1993). 

Language is essentially “the art of persuasion by words” (Marais, 2012, p. 226) and has been 

considered vital for effective leadership and strategic management for decades (Barnard, 1938; 

Mintzberg, 1973). Specifically, in times of controversy, organizations can convince audiences 

that the organization is behaving appropriately through their discourse (Elsbach, 2001). Through 

public platforms such as the media, firms can utilize language to gains stakeholder support 

(Elsbach, 1994; Gao et al. 2016; Marcus & Goodman, 1991). CEOs can use their language to 

communicate change after stigmatizing events (Beelitz & Merkl-Davies, 2012) and their words 

are frequently used to manage the firm’s reputation (Heracleous & Barrett 2001; Weick et al. 

2005). The use of CEO language to signal change after corporate wrongdoing is consistent with 

Muethel’s (2013) argument for a high-impact strategy after wrongdoing, as this creates 

alignment with stakeholders to initiate perceptions of change in the firm. Indeed, CEOs are given 

a high level of discretion and therefore play a fundamental role in leading organizational change 

(Chanel & Tannery, 2007; Hambrick & Fukutomi, 1991). In fact, language can be utilized as a 

strategic tool (Gao et al. 2016), and according to Porter’s (1980) competitive signaling 

perspective, can influence the signal receiver’s perception and response behavior. CEO language 

and dialogue are important elements for managing stakeholders, especially with the importance 

of communication increasing (Marais, 2012; Windell, 2006).  
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  To engender favorability after corporate wrongdoing and enhance firm reputation after a 

stigmatizing event, it is important to generate good and attractive language (Lange, Lee, & Dai, 

2011). Particularly important after a stigmatizing event is language that is trustworthy, reliable, 

and conforms to what is culturally appropriate (Love & Kraatz, 2009). Because of this, previous 

research has proposed language based around values and morals, or ethical language, can signal 

firm morality to stakeholders (Marais, 2012). Signaling morality could be a strong 

destigmatizing mechanism for firms following corporate wrongdoing, and therefore, CEO ethical 

language is particularly important to consider. Therefore, for the purposes of this dissertation, I 

focus on CEO ethical language as a destigmatizing signal for firms.  

 Charismatic language has received some attention in organizational behavior and political 

literatures (e.g., Bligh et al. 2004a, b; Davis & Gardner, 2012). Previous research shows that 

charismatic language is particularly important during times of crisis, such as a corporate 

wrongdoing event. During difficult times, stakeholders want to have more faith in their leaders 

and view them as more powerful and able to enact change (Bligh et al. 2004a, b). Charismatic 

language can facilitate these feelings for stakeholders. Charisma can be defined as values-based, 

symbolic, and emotional-laden signaling (Antonakis, Bastardoz, Jacquart, & Shamir, 2016). 

Charismatic language facilitates communication of the CEO’s new vision and fosters acceptance 

of that vision (Den Hartog & Verburg, 1997; Shamir et al., 1994), which is an important step in 

destigmatizing the firm after corporate wrongdoing. Therefore, I will also focus on CEO 

charismatic language as a destigmatizing signal for the firm.  
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CEO Ethical Language as a Destigmatizing Signal  

 The CEO of firm sets the tone for the organization by the vision they adhere to, the 

decisions they make, their policies, and what they pay attention to (Finkelstein, Hambrick, & 

Cannella, 2009). As a result of the many scandals in corporate management, businesses are 

turning towards leaders that emphasize ethical values and a general concern for society (van 

Dierendonck, 2011). The study of ethical issues has grown in popularity in the past 15 years, 

particularly in the organizational behavior micro literature. The concept of ethical leadership has 

surfaced, which can be defined as the demonstration of normatively appropriate conduct that is 

reflected in personal actions, two-way communication, reinforcement, and decision-making 

(Brown, Trevino, & Harrison, 2005; Den Hartog, 2015). Ethical leaders are honest, caring, and 

principled individuals who make fair and balanced decisions (Brown & Trevino, 2006). They 

frequently communicate with their followers about ethics, set clear ethical standards, and use 

rewards and punishments to see that those standards are followed, while also serving as proactive 

role models for ethical conduct (Brown & Trevino, 2006; Den Hartog, 2015). For leaders to be 

seen as ethical leaders, they must be attractive and credible role models. Ethical leaders are 

concerned with “right behavior,” “fairness, justice, and due process” and “not only conform to 

accepted and high levels of professional conduct, [but] they also commonly exemplify leadership 

on ethical issues” (Carroll, 1991, p. 45). 

 Through their language, CEO’s can exhibit their ethicality to investors. These perceptions 

are key to signal ethicality (Trevino, Hartman, & Brown, 2000).  According to Trevino et al. 

(2000), it is not enough to be an ethical leader, but outside stakeholders must perceive the leader 

as an ethical leader. To develop this perception, leaders must make ethicality central to their 

leadership agenda through the language they use. If the CEO is perceived as ethical, this can help 
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to signal stakeholders of the ethicality of the organizations and its activities (Den Hartog, 2015). 

The organization is viewed as a reflection of its leadership (Hambrick & Mason, 1984), and 

therefore when a CEO is perceived as being ethical due to their ethical language, investors are 

likely to perceive the firm as ethical and view the corporate wrongdoing event as a mistake. 

When investors view the CEO in this way, they are more likely to be convinced that the firm can 

turn around and improve. Hence, the CEO’s ethical language is likely to mitigate the relationship 

between CWE and recovery time. Regardless of CEO turnover and successor type, recovery time 

should decrease due to the increased confidence that investors would have of the firm’s and the 

CEO’s ethicality. 

H1: CEO ethical language moderates the relationship between CWE and recovery time 

such that as the amount of CEO ethical language increases, the relationship between 

CWE and recovery time is weakened. 

 In the case of CEO turnover, it is hypothesized in Study I that CWE’s relationship with 

recovery time will be mitigated in the presence of CEO turnover. However, when we consider 

ethical language, these turnover decisions may have varying effects on the firm’s recovery time. 

Indeed, the effect that CEO ethical language has on the relationship between CWE and recovery 

time may vary dependent on type of CEO replacement decision made. Therefore, while ethical 

language is expected to have a mitigating effect on the relationship between CWE and recovery 

time, that mitigation varies in strength dependent on the three CEO replacement decisions: no 

turnover, inside turnover, or outside turnover.  

H2: The moderating relationship of CEO ethical language on the relationship between 

CWE and recovery time varies following CEO replacement decisions. 
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First, in the case of no CEO turnover, the current CEO is utilizing ethical language, but is 

still associated with the corporate wrongdoing event. In this case, expectancy violations theory 

(Burgoon, 1993) provides a counter perspective to the previous destigmatizing actions argument. 

Expectancy violations theory (EVT) purports that individuals view behavior that conforms to 

norms and expectations as more acceptable than behavior that breaks expectations (Floyd, 

Ramirez, & Burgoon, 1999). According to EVT, violations of expectations generate negative 

attention and negative emotional responses (Greifeneder, Bless, and Pham, 2011). Therefore, 

from this perspective, if an CEO utilizes ethical language, but that CEO is not perceived to be 

ethical, then there may be negative effects for the firm. For example, in this case, if the current 

CEO that was present during the wrongdoing event used ethical language, investors may 

perceive them to be untruthful and therefore impose more harsh sanctions on the firm since the 

ethical language is a violation of expectations. Therefore, although CEO ethical language is 

expected to speed recovery time to an extent, in the case of no CEO replacement, the mitigating 

effect of CEO ethical language on the relationship between CWE and recovery time is expected 

to be weaker than in the case of inside or outside CEO succession. 

H2a: The moderating relationship of CEO ethical language on the relationship between 

CWE and recovery time is weakened the least following no CEO replacement. 

 In the case of inside succession, there is still some violation of expectations since the new 

CEO is likely from the board or the top management team that was in place during the corporate 

wrongdoing event. Although an inside successor may be less stigmatized by the event, as 

discussed in Study I, they are still stigmatized somewhat. Alternatively, if an outside successor is 

hired, they are neither violating expectations, nor are they associated with the stigmatizing event. 

Therefore, while inside successors using ethical language are expected to speed recovery time 
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more than if there was no CEO replacement, the most destigmatizing action that firms can take is 

in the hiring of outside successors that use ethical language. This indicates that the mitigating 

effect of CEO ethical language on the relationship between CWE and recovery time is weaker in 

the case of inside succession than in the case of outside succession. 

H2b: The moderating relationship of CEO ethical language on the relationship between 

CWE and recovery time is weakened more following CEO replacement where there is 

inside succession. 

H2c: The moderating relationship of CEO ethical language on the relationship between 

CWE and recovery time is weakened the most following CEO replacement where there is 

outside succession. 

 

CEO Charismatic Language as a Destigmatizing Signal 

 Charisma can be viewed as an ideal type of authority. It can be defined as “values-based, 

symbolic, and emotion-laden leader signaling” (Antonakis et al., 2016, p. 304). In the leadership 

and micro organizational behavior literatures, charismatic leadership theory (CLT) has been 

widely studied (Conger & Kanungo, 1987, 1998; House, 1977; House & Aditya, 1997; Shamir, 

1995). CLT is focused on the relationship between leaders and their followers wherein the leader 

has charismatic effects on followers to an unusually high degree, allowing followers to socially 

identify with the leader (House & Shamir, 1993; Waldman, Ramirez, House, & Puranam, 2001). 

To be effective, charismatic leaders mobilize a mass of followers in interest of leader’s vision 

through advocating a vision of a better future for the collective based on powerful imagery, 

values, and beliefs (House, 1977; House & Shamir, 1993). Charismatic leaders tend to show 

determination when achieving goals and having high expectations for their followers. Followers, 
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in turn, are able to generate more confidence in the leader, feel good in his or her presence, and 

have high admiration and respect for the leader (House & Shamir, 1993). Charismatic leadership 

enhances follower self-efficacy, confidence, and group performance (DeGroot, Kiker, & Cross, 

2000; Shamir, House, & Arthur, 1993).  

 In essence, much of the research regarding charismatic leadership has been focused on 

internal organizational stakeholders, such as followers. However, some research has found that 

CEO charisma can influence other organizational level phenomenon. For example, Waldman, 

Javidan, and Varella (2004) have found that CEO charisma is related to both subjective and 

objective measures of strategic change. Similarly, Waldman et al. (2001) found that CEO 

charisma can be used to predict organizational performance, particularly in time of 

environmental uncertainty. Although some research has found no relationship between CEO 

charisma and performance, Tosi, Misangyi, Fanelli, Waldman, & Yammarino (2004) 

demonstrated that CEO charisma is however related to stock prices, but not other common 

indicators of performance (return on assets) under conditions of environmental uncertainty. 

Meanwhile, Flynn and Staw (2004) show that CEO charisma is related to shareholder returns and 

also affect investor decision making. 

 These contradicting results regarding CEO charisma’s relationship with firm performance 

could be due to the conceptualization of charisma. Indeed, Antonakis et al. (2016) show in their 

review that previous definitions of charisma were lacking. Charisma had previously been defined 

in terms of its outcomes, antecedents, or exemplars (Antonakis et al., 2016). In addition, the way 

charisma was studied and measured was through questionnaires wherein charisma is an 

endogenous variable (Antonakis et al. 2016; Antonakis & House, 2014). Therefore, the most 

promising way to study charisma moving forward is through unobtrusive and objective 
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measures, such as through language and communication (Barnes, Dang, Leavitt, Guarana, & 

Uhlmann, 2018; Davis & Gardner, 2012). Meindl and Thompson’s (2005) theory of CEO 

charisma could be viewed as taking this route. This theory considers CEO charisma as socially 

constructed by the media. According to Fanelli and Misangyi (2006), “these researchers suggest 

that CEO charisma is a publicly created persona symbolizing control over organizational 

performance – a simplified archetypical image that results from the celebration and romance of 

leadership” (p. 1051). Meindl and Thompson (2005) consider CEO charisma as a reputation that 

has been generated and perpetuated by the media as more accounts of charismatic behavior 

appear. This causes convergence, cross-referencing, and confirmation (Pfeffer, 1981) that leads 

to a reputation of charisma for the CEO. This conceptualization of CEO charisma views the 

individual as being able to determine the fate of the organization and therefore leads to an 

attribution created by stakeholder’s explanations of why the organization is (or is not) 

performing well (Chen & Meindl, 1991).  

 Charisma may be particularly important after corporate wrongdoing. Previous research 

shows that charisma is more likely to surface after crisis events (Beyer & Browning, 1999; 

Bligh, Kohles, & Pillai, 2005; Hunt, Boal, & Dodge, 1999). Leaders are more likely to use more 

charismatic language after crisis events and this language has a profound effect on their 

followers (Davis & Gardner, 2012). Not only are leaders more likely to exhibit charisma after 

crisis situations, but followers and the media are also more likely to be receptive to charisma 

after crises and respond particularly well (Bligh, Kohles, & Meindl, 2004). Previous research 

also shows that stakeholders are likely to take decisive action based on a leader’s charisma 

Williams, Pillai, Deptula, & Lowe, 2012). The signal received by stakeholders regarding 
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charisma after wrongdoing influences stakeholder decisions to the extent which they agree or 

disagree with leader actions (Williams et al., 2012).  

 Suchman (1995) states that “whether valid or not, the perception that charismatic 

individuals can transcend and reorder established routines” can help organizations to move past 

stigmatizing events (p. 582). CEOs may do so through their communication and language 

(Conger, 1991; Davis & Gardner, 2012; Shamir et al. 1994). Indeed Bligh, Kohles, & Meindl 

(2004a, b) show that perceptions of organizational leadership are commonly formed though the 

leader’s language. Without charismatic language, leaders are unable to convincingly convey their 

vision and influence stakeholders to believe in them (Baur et al. 2016). In this sense, CEO 

charisma is a publicly created perception that the CEO has control over organizational 

performance (Fanelli & Misangyi, 2006). CEO charismatic language signals that the CEO is 

capable of turning the organization around and destigmatizing the firm. Previous research shows 

that followers respond positively to charisma after crises events (Bligh et al., 2004a). Therefore, 

stakeholders are similarly likely to respond well. Indeed, CEO charisma is related to investor 

reactions (Tosi et al. 2004) and investor decision making (Flynn & Staw, 2004). Charismatic 

language allows CEOs to convincingly convey their vision and influence investors to believe in 

them (Baur et al. 2016). This new belief increases the likelihood that investors will not be 

deterred by a stigmatizing event. Instead, they believe that the charismatic leader will move the 

organization past this event. Because of this, the organization is likely to recover from the event 

in a faster amount of time. 

H3: CEO charismatic language moderates the relationship between CWE and recovery 

time such that as the amount of CEO ethical language increases, the relationship 

between CWE and recovery time is weakened. 
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 Similar to prior hypothesized ethical language relationship, I expect the moderating effect 

of CEO charismatic language on the relationship between CWE and recovery time to vary based 

on CEO replacement decisions. Impression management (Goffman, 1971), for example, could 

play a role in the perceptions of the CEO based on their charismatic language. CEOs can often 

use impression management tactics to alter their image and influence the perceptions that people 

have about them (Gardner & Martinko, 1988). However, impression management can also create 

the undesirable impression that the CEO is attempting to manipulation the audience (Crant, 

1996; Gurevitch, 1984). When impression management is incongruent with how an actor is 

already viewed, this can result in negative perceptions (Gardner & Martinko, 1988). If 

charismatic language is viewed as an impression management tactic, it could yield different 

results based on the CEO. Therefore, although CEO charismatic language is expected to mitigate 

the relationship between CWE and recovery time, the degree to which this occurs likely varies 

based on the CEO replacement decision (i.e., no turnover, inside succession, outside succession).  

H4: The moderating relationship of CEO charismatic language on the relationship 

between CWE and recovery time varies following CEO replacement decisions. 

 In the case of no CEO turnover, the current CEO is highly associated with the 

stigmatizing event that occurred. Although charismatic language may help the CEO, it may not 

help perceptions as much as anticipated. For example, in the case of no CEO turnover, if a CEO 

is engaging in charismatic language, but this language is viewed as disingenuous, there may not 

be positive effects. The stigma associated with the CEO in this case would dominate the 

impression formation process of investors (Zavyalova et al. 2012). Because that stigma is in the 

forefront of investors’ perceptions, they may suspect that the CEO is concealing something, or 

being untruthful (Zavyalova et al. 2012). This hinders the recovery time for firms, as it generates 
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a negative perception. Therefore, although CEO charismatic language is expected to speed 

recovery time to an extent, the mitigating of CEO charismatic language on the relationship 

between CWE and recovery time is expected to be weaker in the case of no CEO replacement 

than in the case of inside or outside CEO succession. 

H4a: The moderating relationship of CEO charismatic language on the relationship 

between CWE and recovery time is weakened the least following no CEO replacement. 

 In the case of CEO inside succession, and as stated in Study I, there is still some 

association with the stigmatized event since the new CEO was still involved with the firm during 

the time of the corporate wrongdoing. Therefore, there could still be some negative investor 

perceptions of the CEO based on that stigma. Investors may still believe the CEO to be 

disingenuous due to his or her association with the firm. Alternatively, when an outside 

successor is hired, they are not associated with the stigmatizing event, and would thus be less 

likely to be viewed as concealing anything from investors. Because of this, outside successors 

are more likely to generate positive impressions from their charismatic language. While inside 

successors using charismatic language are expected to speed recovery time more than if there 

were no CEO replacement, the most destigmatizing action that the firm could take would be in 

the hiring of an outside successor with no previous involvement with the firm that uses 

charismatic language. This indicates that the mitigating effect of CEO charismatic language on 

the relationship between CWE and recovery time is weaker in the case of inside succession than 

in the case of outside succession. 

H4b: The moderating relationship of CEO charismatic language on the relationship 

between CWE and recovery time is weakened more following CEO replacement where 

there is inside succession. 
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H4c: The moderating relationship of CEO charismatic language on the relationship 

between CWE and recovery time is weakened the most following CEO replacement where 

there is outside succession. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Texas Tech University, Lori L. Tribble, August 2020 

 

 

76 

CHAPTER IV 

METHODS 

 

 The hypotheses in Study I investigate timing of recovery after corporate wrongdoing. I 

further investigate the destigmatizing actions through which recovery time can be affected, 

namely through CEO turnover. However, this dissertation also takes a more nuanced approach 

by analyzing how the successor chosen after CEO turnover can affect the relationship between 

corporate wrongdoing and recovery time. Study II further examines how CEO language may 

enable the firm to decrease its recovery time following corporate wrongdoing. As detailed in the 

following sections, data are drawn from a longitudinal, archival data set of firms who have 

committed corporate wrongdoing and containing information related to CEO turnover, CEO 

language, and financial metrics of the offending organizations. This chapter provides details on 

the generation of this dissertation’s sample, selection of variables, and employment of statistical 

models that will be used to test hypotheses put forth in the previous chapters.  

 As described below, the sample was collected in two phases to identify the firms that 

commit corporate wrongdoing, and then identify the firms that chose to change their CEO 

immediately following the wrongdoing event. Based on conceptual and methodological 

concerns, I separated my arguments in Chapter III into two studies. However, because Study I 

and II maintain the same independent and dependent variables, I will only discuss these variables 

once. I will first discuss the samples from Study I and Study II.  

 

Sample 

Study I 
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 Given the need to test my hypotheses across many industries, I gathered firm-level data 

for firms in Standard & Poor’s 500 Composite Index. Overall, this dissertation’s hypotheses will 

be tested using a sample of 2,808 corporate wrongdoing events from 249 U.S.-based businesses 

that appeared between 2001 to 2012 (inclusive) in Standard and Poor’s 500 index. The S&P 500 

includes large-cap, publicly-traded firms that collectively represent approximately 80% of the 

publicly-traded shares in the US spanning a variety of industries (Standard & Poor’s, 2017). I 

gathered this sample using S&P’s Compustat North American database. Compustat is a database 

with a range of financial performance and accounting information for over 20,000 publicly-held 

businesses. This database has been used to study strategic management phenomena and decisions 

and has been widely employed to investigate a variety of outcomes related to CEO and TMT 

decisions (e.g., Hambrick, Humphrey, & Gupta, 2015; Ndofor, Sirmon, & He, 2015; Steinbach, 

Holcomb, Holmes Jr., Devers, & Cannella Jr., 2017).  

 The goal of this dissertation is to understand, explain, and predict the recovery time of 

organizations following corporate wrongdoing. This necessitates a comprehensive longitudinal 

design, which allows me to investigate patterns and trends over a period of time (Goodman & 

Blum, 1996). Power analysis can be used to determine the necessary sample size to detect an 

effect at α = 0.05 and power = 0.95. I conducted a power analysis using G*Power, which is a 

power analysis program for statistical tests commonly used in the social, behavioral, and 

biomedical sciences (Faul, Erdfelder, Buchner, and Lang, 2009). Following Cohen (1992) and 

Kim, Hoskisson, and Wan (2004), I relied on general approximations of small, medium, and 

large effects sizes. Using a linear multiple regression power analysis, 17 independent and control 

variables (including industry dummy variables), α = 0.05 and power = 0.95, a linear multiple 

regression power analysis reported that 1,012 events are needed for this study (Cohen, 1992; 
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Faul et al., 2009), which is below the final sample size of 2,808. According to Cohen (1992) and 

Kim et al. (2004), if the medium-size effect exists in the population, the probability of rejecting 

the null hypothesis is greater than 0.95. Therefore, I am confident that the sample size is 

adequate to make valid conclusions.  

I collected firm-level data using the S&P 500 over a 12-year period from 2001 to 2012. 

This time-period was selected for several reasons. First, this length allows time for corporate 

wrongdoing to appear. Second, this time-period was long enough to provide a window that 

includes periods of growth and decline, such as the recession of 2008 (Martin, Levey, & Cawley, 

2012), while also allowing time for regulations regarding fraud reform to appear and take effect, 

such as the Sarbanes-Oxley Act of 2002 (Li, Pincus, & Rego, 2008). Furthermore, because some 

corporate wrongdoing may take years to recover from, I collected corporate wrongdoing event 

data up to 2012 so that I could collect up to date recovery information to 2019. Therefore, my 

resulting dataset includes corporate wrongdoing and recovery data from 2001 to 2019. 

The first phase of data collection began by listing all S&P 500 firms from 2001 to 2012. I 

then used an event-study methodology to attempt to isolate investor reaction to a specific event 

(McWilliams & Siegel, 1997). In this study, the focal events are announcements of firm 

wrongdoing, which were identified by searching media articles for instances of wrongdoing in 

my sample of firms using Factiva (Berger & Heath, 2005; Janney & Gove, 2011). Factiva is a 

popular tool in management research for identifying events and collecting media articles as it 

allows users to track a topic, word, or phrase in the media over a set time period (e.g., Flammer, 

2013; Zavyalova et al. 2012). I utilized the “negative mentions” option in Factiva’s Expert 

Search function to populate a list of negative media articles, then manually read through the 

articles to identify instances of corporate wrongdoing in the sample of firms. Once I identified a 
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firm wrongdoing event, I then traced the date upon which news of the event was first released, 

either by the firm or other media sources.  

 After collecting the sample of firms, I used various databases to gather my archival data, 

including Lexis-Nexis, Compustat, Risk Metrics and the SEC EDGAR website. Data regarding 

governance, performance, and control variables were generated from these databases. To account 

for missing data, I employed listwise deletion, using only the observations with complete data. 

This is the commonly used procedure within the strategic management literature (e.g., Barney, 

Foss, & Lyngsie, 2018; Eshima & Anderson, 2017; Kavusan & Frankort, 2019). Though listwise 

deletion results in lower power and a smaller sample size, these procedures yielded 2,808 

corporate wrongdoing events from 249 firms, and therefore results in a sufficient sample size and 

power. 

Study II 

For Study II, I am specifically focused on the language of CEOs within the 249 firms 

after the corporate wrongdoing event. Content analysis is a commonly used method for 

categorizing language and discourse (Krippendorff, 2004). Content analysis has been shown to 

accurately determine the traits of individuals, including those of CEOs (Malhorta, Reus, Zhu, & 

Roelofsen, 2018). Therefore, I gathered interviews and shareholder meetings of the CEOs of the 

firms in my sample, retrieved from Lexis-Nexis, to determine their level of CEO charismatic 

language and CEO ethical language. A linear regression power analysis reported that 170 events 

are needed for this study (e.g., Faul, Erdfelder, Buchner, and Lang, 2009). Because the most 

recent wrongdoing events are more likely to have publicly-available interviews, I used the most 

recent two years of events from my sample (2011 – 2012) to gather interviews for Study II. 

Following An and Gower (2009), I used Lexis-Nexis and searched for interviews and 
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shareholder meetings of each company’s CEO at the time of the event. The key words used were 

the CEO’s name and “interview”.  

In content analysis, transient error must be addressed (McKenny et al. 2018). One way to 

address this is to collect more standardized texts. However, because of my interest in corporate 

wrongdoing events, the construct is likely to be more salient in my sample of interviews 

immediately following the event than more standardized texts, such as shareholder letters. This 

addresses transient error to a degree. To further address this, for each interview, I also confirmed 

the identity of the author and the interviewee and whether the speaker changed throughout the 

interview. I limited the time period of interviews to within 2 months after each event occurred 

because I am interested in how CEO language may help the firm to recover after a particular 

event (An & Gower, 2009). After these sampling procedures, the resulting sample was 

interviews from 176 corporate wrongdoing events from 91 S&P 500 firms. 

 

Dependent Variable 

 The dependent variable of interest in this dissertation for both studies is regarding 

recovery time from corporate wrongdoing. Recovery time is defined as the days that it takes for a 

firm to recover from a CWE as measured by finding stock price the day before the wrongdoing 

event and then noting when the stock price returns to the pre-event price. I then count the days it 

takes for this to occur.  

 

Independent Variable 

The independent variable for both Study I and Study II is Corporate Wrongdoing Exposure 

(CWE). CWE is defined as the amount of media coverage a firm receives after a corporate 
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wrongdoing event (Deephouse, 2000; Zavyalova et al. 2012). I measure this using Factiva to 

determine the number of media articles that were published regarding the firm the day of and the 

day after the wrongdoing event is announced (Kolbel et al. 2017).  

 

Moderating Variables 

 CEO turnover is defined as change in the CEO position (Arthaud-Day et al. 2006). 

Because ExecuComp often has incorrect or missing data, I utilized company filings on the 

Security and Exchange Commission’s (SEC) Electronic Data Gathering and Retrieval (EDGAR) 

website (Loughran & McDonald, 2017) to manually gather information regarding CEO turnover. 

The EDGAR site has a complete set of annual reports (i.e., Form 10-Ks), 10-Qs, 8-Ks, and even 

IPO prospectuses (Form S-1 and Form 424). Specifically, I used the Def 14As to identify the 

CEO each year. Consistent with previous research, I used a turnover window of 1 year before 

and 1 year after the initial announcement of the event (Hennes, Leone, & Miller, 2008). This is 

to control for the firms that make turnover decisions before the news of the wrongdoing event is 

made public. For firms that had a CEO change within 1 year before or 1 year after the event, a 1 

will be assigned. For firms with no CEO change, a 0 will be assigned.  

 Successor type is defined as inside versus outside successor. I used Lexis-Nexis and each 

firm’s DEF 14A form to gather this information (Barron et al. 2011; Gangloff et al. 2016). 

Successor type was coded as “insider” if the incoming CEO was promoted internally (e.g., 

Graffin, Carpenter, & Boivie, 2011). This includes a previous employee or board member. If an 

executive took a hiatus from the firm, but then was brought back as CEO, this was also coded as 

insider succession. Successor type was coded as “outsider” if the new CEO was hired from 
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outside the firm (e.g., Friedman and Singh, 1989, Graffin et al., 2011). I used a binary variable 

for successor type with 1 equating to insider successor and 0 equating to outsider successors. 

 CEO Charismatic Language can be defined as the amount of language that facilitates 

communication of the CEO’s vision and fosters acceptance of that vision (Den Hartog & 

Verburg, 1997; Shamir et al., 1994). Previous literature has measured charismatic language using 

computer-aided text analysis (CATA) (Bligh et al. 2004a, b; Davis & Gardner, 2012) and has 

focused on three dimensions 1) people-based language, 2) spiritual-based words, and 3) patriotic-

based words (Bligh et al. 2004a). I follow procedures outlined by Bligh et al. (2004a, b) and 

utilize CAT scanner (McKenny, Short, & Newman, 2012) to content analyze the interviews for 

charismatic language. For a sample list of included words, see Table 4.1.  

 

Table 4.1 Charismatic leadership construct (Bligh et al. 2004; Davis & Gardner, 2012) 

Dimensions Words 

People-Based Words population, multitude, company, throng, society 

Spiritual-Based Words spirituality, faith, hope, charity, love 

Patriotic-Based Words justice, liberty, equality, freedom, loyalty  

 

 

 CEO Ethical Language can be distinguished from rhetoric in that language is a countable 

form of communication using words spoken, while rhetoric can be defined as the art of using 

language as a means to persuade. Because I am concerned with the amount of ethical language, 

rather language as a means of persuasion, I define ethical language as language that is “dealing 

with what is good and bad and with moral duty and obligation” (Ethic, 2018). Ethical language is 

language discussing moral principles, values or principles of conduct (Ethic, 2018).  Previous 

management research has used content analysis to analyze ethics related terms in 10-K reports 

(Loughran, McDonald, & Yun, 2009) and in financial documents (Camiciottoli, 2011), but there 
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does not seem to be an equivalent measure for spoken, rather than written, ethical terms. 

Loughran et al. (2009) analyzed 10-K reports for ethics related terms and ethical codes of 

conduct. Their terms are shown in Table 4.2 below. As shown below, most of these terms are not 

relevant when analyzing speeches and interviews, as they were intended to measure written text 

in official 10-K documents rather than speech. For example, many of these words are regarding 

ethical codes that could be implemented in the firm and would not typically be used in everyday 

CEO speech. Therefore, I created a new word list, specifically including ethical language terms.  

 

Table 4.2 Ethics related terms (Loughran et al. 2009) 

 

 Following the methodology described by Short et al. (2010), and shown in Table 4.3, I 

used a deductive process to create the initial word list. First, I used my definition of ethical 

language as stated in Chapter III of this dissertation. Ethical language is language that is 

Panel A: Ethics-related terms 

Ethic Corporate Responsibility  

Ethics Social Responsibility 

Ethical Socially Responsible 

Ethically  

  

Panel B: Ethics-related terms used in a “code” context 

Code of Business Conduct and Ethics  

Code of Business Conduct Ethics  

Code of Business Ethics  

Code of Conduct and Ethics  

Code of Ethical Business Conduct  

Code of Ethics  

Code of Ethics and Business Conduct  

Code of Personal and Business Conduct and Ethics  

Code of Professional Ethics  

Codes of Conduct and Ethics  

Ethics Code  

Principles of Professional Ethics  
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discussing good moral principles, values, principles of conduct, or dealing with moral duty or 

obligation. I used previous literature on ethical language to develop my word list independent of 

my sample of interviews (Potter & Levine-Donnertein, 1999). I started with Camiciottoli’s 

(2011) use of ethics and ethos in financial reporting. I based my word list on Camiciottoli’s 

(2011) empirically-validated scheme of ethical words used in financial documents since these are 

used to measure firm-level concepts. These words were based around previous work that had 

“identified several words used to express ethos and ethics (Griffin, 2009; Hyland, 2005; 

Loughran et al., 2009; Newton, 2005)” (Camiciottoli, 2011, p. 303). Their wordlist included 

using the following root words: ethic*, trust*, responsib*, relia*, confiden*, commit*, believ*, 

disciplin*, strong*, strength*, stead*, solid*, valu*, hop*, dut*. Based on this starting point and 

my a priori definition, I compiled an exhaustive list of words to capture ethical language. To aid 

in the compilation process, I used The Synonym Finder (Rodale, 1978), which has been used in 

previous content analysis studies (Markel, 1998; Payne et al. 2010; Short et al. 2009).  

 

Table 4.3 Recommended procedures to enhance construct validity (Short et al. 2010) 

Construct Validity 

Deductive content validity 

1. Create working definition of construct of interest (use a priori theory when possible) 

2. Initial assessment of construct dimensionality based on existing literature 

3. Develop an exhaustive list of key words from the formal definition to capture the 

construct of interest. (If the construct is hypothesized to be multidimensional, multiple 

discrete word lists should be created for each subdimension) 

4. Validate word lists using content experts and assess rater reliability 

Inductive content analysis  

1. Identify commonly used words from narrative text of interest using DICTION or other 

CATA software 

2. Identify or create a working definition of the construct of interest to guide word 

selection 

3. Identify words that match the construct of interest 
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Table 4.3 Continued 

 

4. Establish initial interrater reliability 

5. Refine and finalize word lists 

Assess external validity 

1. Select appropriate samples and relevant narrative texts to examine construct of interest 

2. Compare two relevant samples when possible 

Ensure reliability 

Assure reliability by analyzing texts using a computer-aided technique such as DICTION, 

TEXTPACK, WordStat, NVivo, or another that computes word counts (see Neuendorf, 

2002, for a review of computer-aided text analysis and associated programs) 

Assess dimensionality (for multidimensional constructs) 

Assess construct dimensionality using visual inspection of the correlation matrix. If 

dimensions are uncorrelated, they might be assessing different constructs and dimensions 

might exhibit problems of convergent validity. If dimensions are correlated over .5, the 

construct may not be multidimensional. If dimensions exhibit too high a correlation, 

consider collapsing subdimensions to form a single measure (or less subdimensions) 

Assess predictive (nomological) validity 

Examine ability to predict theoretically related variables not captured via content analysis 

using regression, structural equation modeling, or other relevant statistical technique 

 

 

My initial compilation consisted of 112 words. The word list was examined to determine 

whether each word was consistent with the conceptualization of ethical language. For example, 

synonyms for responsible included amenable, liable, and creditworthy, which were deleted as 

they did not relate to ethical language. Next, I validated the word list and assessed rater 

reliability (Deephouse, 1996, 2000). The word list was assessed by a panel of three experts. 

Based on this assessment, 17 words were deleted, and five words were added. For example, 

high-minded, lofty, and manners were deleted, while virtuousness, uncorrupt, gracious, 

principled, and impeccable were added.  

Following suggestions by McKenny, Aguinis, Short, and Anglin (2018), I assessed 

specific factor error. According to McKenny et al. (2018), word lists can either be too inclusive 

or too exclusive. This results in words being used out of context or being missed completely. 
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Therefore, I iteratively compared the words identified by CATA and manual content analyses 

and refined my word list to improve alignment. I eliminated words that are commonly used out 

of context such as principle, decent, unfallen, and unstained. With the help of the panel experts, I 

identified omitted conjugations of words on the word list that were relevant to the construct. For 

example, one word in the word list was impeccability, but impeccable was not included in the 

initial word list. My panel experts identified this and both words were included. This resulted in 

97 words. 

To determine interrater reliability of my coding scheme, I used Holsti’s method (1969):  

PAO = 3A/(nA + nB + nC), 

where PAO is the proportion of agreement observed, A is the number of agreements between the 

raters, and nA, nB, and nC are the number of words coding by the respective raters. Interrater 

reliability of the coding scheme was 87 percent, which compares favorably with heuristics for 

high reliability of 70 to 80 percent (Payne et al. 2010; Short et al. 2009). Riffe, Lacy, and Fico 

(2005) and Krippendorff (2004) suggested interpreting values greater than 0.80, and Ellis (1994) 

indicated coefficients between 0.75 and 0.80 as indicative of high reliability. 

Next, I inductively generated a list of words used in the sampled texts using CAT scanner 

(McKenny, Short, & Newman, 2012) and evaluated whether these words should be added to the 

measure (Doucet & Jehn, 1997; Kabanoff, Waldersee, & Cohen, 1995; Short et al. 2009). 

According to Short et al. (2009), this helps to bridge the “divide between theory and practice” (p. 

328). To do so, I used CAT scanner to generate an inductive word list from my sample of 

interviews (McKenny et al. 2012). This resulted in a list of 2931 commonly used words. Next, I 

examined the list of frequently used words to assess whether they matched the construct of 

ethical language. This resulted in 21 additional words. Independent raters assessed these words 
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to ensure reliability. After deleting 11 words, I added an additional 10 words to the deductively 

generated word list. Interrater reliability of this coding was 92 percent. This process resulted in a 

complete dictionary of 107 words, which can be seen in Table 4.4. 

 

Table 4.4 Expert Validated Ethical Language Wordlist 

 

 

Control Variables 

 I include a range of individual, firm, and industry-level characteristics as control 

variables for potential confounding factors. Since individual level factors such as age (Murphy, 

1999) and gender (Cooper, 2017) can affect turnover, I control for CEO age and CEO gender. 

While age is measured as a count variable, gender is measured as binary. Furthermore, other 

CEO characteristics may be able to influence decisions, therefore, as is typical within the 

management literature, I also control for CEO tenure, CEO ownership, and CEO duality 

(Finkelstein, 1992). CEO tenure is measured by how many years the CEO has been in his or her 

adherence 

angelic 

authentic 

belief 

believable 

big-hearted 

big heartedness 

charity 

commendable 

committed 

compliance 

conscience 

core 

credibility 

credible 

decency 

decorous 

dedicated 

dependability 

dependable 

diligence 

discipline 

disciplined 

dutiful 

ethic 

ethical 

ethicality 

ethics 

fair 

fairly 

fairness 

generous 

genuine 

genuineness 

godliness 

godly 

golden rule 

good 

goodness 

grace 

gracious 

guiltless 

holy 

honest 

honesty 

honor 

honorable 

impeccability 

impeccable 

incorrupt 

incorruptible 

incorruption 

innocent 

integrity 

just 

justice 

laudable 

loyal 

magnanimous 

moral 

morality 

morals 

noble 

piety 

pious 

praiseworthy 

principled 

pure 

purity 

rectitude 

reliability 

reliable 

rely 

responsibility 

responsible 

responsibly 

righteous 

righteousness 

right-minded 

saintly 

scruples 

scrupulous 

sententious 

seraphic 

sinless 

soft hearted 

soft heartedness 

steadfast 

trust 

trustworthy 

truth 

truthful 

uncorrupt 

uncorrupted 

undefiled 

unsullied 

upstanding 

value 

values 

veracious 

vestal 

virtue 

virtuous 

virtuousness 

wholesome 

worthiness 

worthy 
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position. CEO ownership is measured by the percentage of ownership the CEO has. CEO duality 

is measured as a binary variable with 1 indicating that the CEO also serves as board chair (Boyd, 

1995). These variables were gathered by analyzing proxy statements and annual reports from the 

EDGAR website.  

Because I am specifically interested in CEO language and how that language may be 

perceived by investors, I did not control for personality characteristics. This is typical of CEO 

succession research as most succession research does not control for CEO personality 

characteristics (e.g., Chiu & Walls, 2019; Georgakakis & Ruigrok, 2017; Nadkarni, & 

Herrmann, 2010; Schepker, Nyberg, Ulrich, & Wright, 2018). In addition, psychological 

variables such as personality characteristics are difficult to obtain practically from executives due 

to the self-reporting nature of the data (Resick, Whitman, Weingarden, & Hiller, 2009). While 

other proxy measures are available (i.e., prominence of CEO’s photo in the annual report), these 

measures offer much less conceptual clarity and scientific understanding and are therefore not as 

recommended (Resick et al., 2009). However, various forms of positive leadership style can be 

helpful to control for as these styles can be used as mechanisms for explaining personality-to-

organizational linkages (Resick et al., 2009). Indeed, CEOs may display forms of positive 

leadership language in times of uncertainty (Henry, 2008). To attempt to account for this, I will 

control for CEO positive language.  

In addition to individual level factors, to account for potential confounding firm 

conditions, I control for firm size, which is measured by the total number of employees. I also 

control for past performance by using the firm’s return on assets (ROA) for the year prior to the 

ethical violation. Since the firm’s ability to meet financial obligations can affect the recovery of 

the firm from corporate wrongdoing and can affect CEO turnover, I control for long-term debt. 
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These control variables were all obtained from COMPUSTAT database. If the firm enters into a 

merger or acquisition within a year after the event, this can confound results regarding firm 

recovery. I therefore do not include these firms within the sample. In addition, some firms may 

be more likely to commit wrongdoing in general, therefore I control for prior violations. 

Recency effect can also occur if a firm has committed wrongdoing in the recent future. I 

therefore control for their most recent last wrongdoing event. Finally, I will control for industry 

differences and industry wrongdoing within my sample by using two-digit SIC codes. 

 

Model and Estimation 

Study I 

 The dependent variable within this dissertation is a non-normal count variable with high 

levels of dispersion. This is a problem with OLS regression due to the independent and 

identically distributed assumptions (Ballinger, 2004). In addition, using a transformation on the 

dependent variable is not an optimal approach since it complicates the interpretations of 

parameter estimates (Ballinger, 2004).  Therefore, I used the generalized estimating equation 

(GEE) approach to estimate more efficient and less biased regression parameters for my 

longitudinal, nested data (Ballinger, 2004) and allow the use of the recovery time variable 

without transformations using a negative binomial distribution.  

The GEE approach is gaining increasing attention in the entrepreneurship and 

management literature and allows estimation that is more efficient and unbiased with its 

regression parameters when compared with OLS regression (Paeleman & Vanacker, 2012; 

Vanacker, Manigart, Meuleman, & Sels, 2011). Specifically, GEE regression allows regression 

parameters that account for within-firm correlation of responses and therefore adheres to the 
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nested nature of the data (Ballinger, 2004). GEE regression models also display advantages over 

fixed or random effect models in that they make no distributional assumptions and provide 

correlation structures to best match the data (Ndofor, Sirmon, & He, 2011; Paeleman & 

Vanacker, 2012). I utilize the population average model, which gives an average response for 

observations (Ballinger, 2004). For every one-unit increase in a covariate across the population, 

GEE regression notes how much the average response would change. Due to the nature of the 

data and the hypotheses being tested, I tested Hypotheses 1, 4, and 5 using GEE regression. I 

tested Hypotheses 2 and 3 using logistic regression due to the binary nature of the dependent 

variables for these hypotheses. 

 

Study II 

 Study II consists of moderated moderation hypotheses. This is a unique model that is 

without many exemplars to follow due to the model parameters. Specifically, in my model, 

recovery time is nested in firms that treated CEOs different after corporate wrongdoing. Firms 

either chose to keep their current CEO (no turnover), hire an insider successor (insider turnover), 

or hire an outsider successor (outsider turnover). According to Chapter 3, the effect of CEO 

language on the relationship between CWE and recovery time is expected to vary based on 

which turnover decision the firm makes. When there is nonindependence due to group effects, 

this indicates that the residuals (r) for observations within groups are more similar to each other 

than would be expected by chance (Bliese, 2002). That is, residuals are correlated. Failing to 

consider these group differences ignores two key sources of variation. First, this ignores the 

between-group differences in average Y values. Second, this ignores that the X-Y relationship 

for one group may be difference from the X-Y relationship in the other groups. In other words, 
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the intercept and the slope may differ across groups. Therefore, this model likely violates the 

independent and identically distributed residuals assumptions of OLS.  

To test these assumptions the assumptions of OLS, I estimated the intraclass correlation 

coefficient (ICC) (Bliese, 2000; Bryk & Raudenbush, 1992; Kreft & de Leeuw, 1998). An ICC 

will show how strongly observations in the same group resemble each other. The ICC shows that 

23 percent of the variance in recovery time is explained by within group differences, or the 

turnover decision that firms make after corporate wrongdoing. This indicates that the residuals 

for observations within each category of turnover are more similar to each other than would be 

expected by chance. That is, residuals are correlated, violating the independent and identically 

distributed assumptions of OLS.  

Because of these violations of OLS assumptions, I rely on random coefficient modeling 

(RCM) to analyze both fixed effects (those that describe the sample as a whole) and random 

effects (intercepts and slopes that may vary across subgroups of the sample) using a maximum 

likelihood estimation (Bliese, 2000; Bliese, 2002). To model the effects of CEO language on the 

relationship between CWE and recovery time, I constructed a two-level RCM model. At level 

one, the fixed effects are included. At level two, I allowed the intercept to randomly vary across 

the three categories of turnover decisions (no turnover, inside succession, outside succession).  
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CHAPTER V 

RESULTS 

 

  Study I of this dissertation seeks to test how CWE influences recovery time and how 

CEO turnover can mitigate that effect. Study II utilizes a subsample of corporate wrongdoing 

events from Study I to further delineate how CEO language affected those relationships. I will 

first discuss results from Study I, then will discuss results from Study II. Finally, I completed a 

Post Hoc analysis to study firms that did not survive their wrongdoing events to fully examine 

the phenomenon of interest.  

Study I Results 

 The means, standard deviations, and correlations for the variables in Study I are shown in 

Table 5.1. As shown in the table, CWE is skewed. Transformations can be used in the case of 

non-normal data to make the data as “normal” as possible, increasing the validity of the 

statistical analysis (Feng et al., 2014). In the case of CWE, the log-transformation reduces the 

skewness of the data. Firm size, as measured by number of employees, and long-term debt also 

needed to be log-transformed. The logged transformation of firm size and long-term debt is used 

to reduce the variance in the distribution of values across observations. (Kimberly & Evanisko, 

1981). 

  

Table 5.1 Study I descriptive statistics and correlations 

Variable Mean SD 1 2 3 4 5 6 7 8 

1 Recovery 

Time 

9.44 28.41         

2 Wrongdoing 

Exposure 

(CWE) 

54.07 64.84 0.026        

3 CEO 

Turnover 

  

0.37 0.48 -0.008 0.054**       
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Table 5.1 Continued 

 
4 Successor 

Type (n = 

1,175) 

0.08 0.27 0.017 -0.020 0.349**      

5 Last Event 161.36 373.46 0.040* -0.097** -0.040* 0.030     
6 Prior 

Violations 

18.06 23.51 -0.013 0.478* -0.061** -0.095** -0.124**    

7 Firm Size 
(logged 

employees) 

9.09 2.20 -0.021 0.017 0.087** 0.074** 0.033 -0.035   

8 Industry 5.47 2.02 0.022 0.154** 0.023 -0.049** -0.063** 0.187** -0.071**  
9 Year – 2001  0.31 2.01 0.009 0.009 0.098** 0.003 -0.055** -0.089** 0.037* -0.030 

10 Year – 2002 9.25 25.04 -0.021 -0.054** 0.116** 0.011 -0.115** -0.150** -0.034 -0.053** 

11 Year – 2003 4.59 14.74 -0.025 0.020 -0.016 0.011 -0.065** -0.005 -0.048** 0.025 
12 Year – 2004 6.33 18.24 0.084** 0.030 -0.055** 0.062** -0.051** 0.046* 0.011 0.028 

13 Year – 2005 3.49 11.49 -0.016 -0.039* -0.044* 0.048** -0.023 0.040* 0.015 -0.024 

14 Year – 2006 1.16 5.41 0.006 -0.020 -0.028 0.010 -0.015 0.035 0.008 -0.054** 
15 Year – 2007 0.42 2.41 0.003 0.000 0.008 -0.010 0.002 -0.022 0.043* -0.049** 

16 Year – 2008 0.34 2.09 -0.001 0.049** -0.028 -0.021 -0.013 0.004 -0.015 0.054** 

17 Year – 2009 0.48 3.01 -0.009 0.090** 0.009 -0.043* -0.023 0.062** -0.013 0.054** 
18 Year – 2010 0.78 4.98 0.026 0.136** -0.069** -0.042* -0.030 0.113** -0.099** 0.094** 

19 Year – 2011 2.81 13.72 0.010 0.163* -0.036 -0.036 0.028 0.248** -0.096** 0.137** 

20 Year – 2012 2.40 10.75 0.003 0.116** 0.015 -0.029 0.043* 0.312** 0.034 0.050** 
21 Performance 

(ROA) 

0.06 0.07 0.049* 0.124** -0.025 -0.076** -0.031 0.164** 0.135** -0.162** 

22 Long-Term 

Debt (logged) 

22.646 1.72 0.005 0.455** -0.052** -0.116** -0.104** 0.433** -0.184** 0.277** 

23 CEO Age 59.14 5.79 -0.002 -0.027 -0.083** 0.031 -0.002 0.087** 0.061** -0.091** 
24 CEO 

Ownership  

0.23 1.29 -0.007 -0.016 -0.026 -0.034 0.014 -0.053** 0.025 -0.013 

            

Variable 9 10 11 12 13 14 15 16 17 18 

10 Year – 2002 -0.057**          
11 Year – 2003 -0.048** -0.115**         

12 Year – 2004 -0.053** -0.128** -0.108**        

13 Year – 2005 -0.047* -0.112** -0.095** -0.105**       
14 Year – 2006 -0.033 -0.080** -0.067** -0.075** -0.065**      

15 Year – 2007 -0.027 -0.064** -0.054** -0.060** -0.053** -0.037*     

16 Year – 2008 -0.025 -0.060** -0.050** -0.056** -0.049** -0.035 -0.028    
17 Year – 2009 -0.024 -0.058** -0.049** -0.055** -0.048** -0.034 -0.027 -0.025   

18 Year – 2010 -0.024 -0.058** -0.049** -0.055** -0.048** -0.034 -0.027 -0.025 -0.025  

19 Year – 2011 -0.032 -0.076** -0.064** -0.071** -0.062** -0.044* -0.036 -0.033 -0.032 -0.032 
20 Year – 2012 -0.034 -0.083** -0.070** -0.078** -0.068** -0.048** -0.039* -0.036 -0.035 -0.035 

21 Performance 

(ROA) 

0.000 0.000 0.040 0.118** -0.037 0.033 0.073** -0.001 0.018 -0.052* 

22 Long-Term 

Debt (logged) 

-0.045* -0.042* -0.068** -0.030 -0.014 -0.042* -0.018 0.092** 0.136** 0.197** 

23 CEO Age -0.045* -0.019 -0.004 0.026 0.013 -0.032 -0.001 -0.000 0.006 0.007 
24 CEO 

Ownership  

-0.008 0.044* -0.039* -0.038* -0.028 -0.027 0.034 0.003 0.020 0.004 

            

Variable 19 20 21 22 23      

20 Year – 2012 -0.046*          

21 Performance 

(ROA) 

-0.098** -0.016         

22 Long-Term 

Debt (logged) 

0.218** 0.154** -0.206**        

23 CEO Age 0.015 0.070** 0.091** 0.069**       
24 CEO 

Ownership  

-0.029 -0.017 0.069** -0.098** 0.025      

            

* p < 0.05; ** p < 0.01 

   n = 2,808 
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 The variables were mostly void of critical collinearity issues (r < 0.80) (Kennedy, 2003). 

Although all variables showed relatively low correlation (r < 0.50), there were three correlations 

in particular that are worth mentioning. Prior violations were moderately correlated with CWE (r 

= 0.478; p < 0.05). This aligns with expectations, since firms with previous wrongdoing may 

receive more exposure from wrongdoing events, but still may warrant future research. 

Furthermore, long-term debt seems to be correlated with prior violations (r = 0.433; p < 0.01) 

and CWE (r = 0.455; p < 0.01). Though I do not hypothesize these relationships, the correlations 

indicate there could be a relationship to analyze in future research. However, in general, the 

correlations indicate that multicollinearity does not pose a threat to the analyses and results.   

Table 5.2 shows the results from the GEE analysis of the recovery time dependent 

variable. The first model indicates the controls for the analysis. The second model presents the 

controls with the independent variable only. The third and fourth models present the controls and 

independent variable with the CEO turnover moderating variable and the CEO successor type 

moderating variable. respectively. Finally, the fifth model presents the tests of all the interactions 

of the independent and CEO turnover moderating variable and the sixth model presents the tests 

of all the interactions of the independent and CEO successor type moderating variable. Important 

to note is that to analyze successor type, a subsample was used including only those events that 

resulted in CEO turnover. Therefore, the sample size for models four and six was smaller than 

the sample size for the other models.  

Hypotheses 1 proposes that CWE is positively associated with recovery time. As shown 

in Table 5.2, I found support for this hypothesis in Model 5 (b = 0.193, p < 0.000) and in Model 

6 (b = 0.160, p < 0.001). This result suggests that wrongdoing exposure is positively associated 

with recovery time, such that as exposure increases, the firm takes longer to recover from the 
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wrongdoing event. When CWE increases by one standard deviation, recovery time increases by 

28.5%. 

 

Table 5.2 GEE regression of CWE’s effect on recovery time 

 Model 1 Model 2 Model 3 Model 4 

Fixed Effects Coef p Coef p Coef p Coef p 

Days Since Last 

Event 
0.000 0.000 0.000 0.000 

0.000 0.000 
0.001 0.000 

Prior Violations -0.002 0.096 -0.004 0.002 -0.004 0.001 0.001 0.500 

Firm Size 

(employees) 
0.033 0.002 0.024 0.031 

0.025 0.023 
-0.000 0.900 

Performance 

(ROA) 
2.982 0.000 2.581 0.000 

2.511 0.000 
0.189 0.762 

Long-Term Debt 0.059 0.004 -0.001 0.964 -0.005 0.843 0.011 0.763 

CEO Age 0.008 0.096 0.010 0.043 0.010 0.043 0.037 0.000 

CEO Ownership -0.012 0.495 -0.020 0.262 -0.019 0.271 0.097 0.000 

Industry 1 0.057 0.899 0.095 0.833 0.083 0.853 0.623 0.624 

Industry 2 0.217 0.085 0.205 0.108 0.237 0.064 0.693 0.021 

Industry 3 -0.005 0.973 0.021 0.877 0.064 0.645 1.019 0.001 

Industry 4 -0.383 0.205 -0.243 0.423 -0.186 0.541 0.425 0.348 

Industry 5 0.048 0.737 0.083 0.563 0.125 0.386 0.678 0.029 

Industry 6 0.457 0.001 0.493 0.000 0.525 0.000 1.344 0.000 

Industry 7 0.597 0.000 0.606 0.000 0.683 0.000 2.203 0.000 

Industry 8 1.351 0.000 1.302 0.000 1.305 0.000 0.584 0.642 

Year – 2004 -0.354 0.000 -0.361 0.000 -0.353 0.000 -0.268 0.075 

Year – 2005 -0.186 0.049 -0.130 0.168 -0.108 0.252 0.350 0.033 

Year – 2006 -0.381 0.001 -0.422 0.000 -0.393 0.001 0.562 0.001 

Year – 2007 -0.568 0.000 -0.581 0.000 -0.563 0.000 0.216 0.305 

Year – 2008 -0.437 0.000 -0.352 0.005 -0.328 0.009 0.205 0.375 

Year – 2009 -0.376 0.002 -0.381 0.002 -0.387 0.002 -0.330 0.112 

Year – 2010 -0.243 0.020 -0.258 0.014 -0.244 0.020 0.392 0.048 

Year – 2011 -0.634 0.000 -0.610 0.000 -0.572 0.000 0.046 0.773 

Year – 2012 -0.622 0.000 -0.572 0.000 -0.572 0.000 -0.424 0.096 

         

CWE   0.155 0.000 0.160 0.000 0.051 0.317 

CEO Turnover     -0.115 0.038   

CWE x CEO 

Turnover  
        

CEO Succession        0.215 0.031 

CWE x CEO 

Succession  
    

  
  

         

Constant -0.034 0.954 0.815 0.175 0.863 0.151 -1.769 0.062 

N 2,808  2,808  2,808  1,175  

Wald Chi-Square 205.52  227.78  231.57  217.57  

         

 Model 5 Model 6     

Fixed Effects Coef p Coef p     

Days Since Last 

Event 

0.000 0.000 
0.001 0.000 
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Table 5.2 Continued 

 
Prior Violations -0.004 0.000 -0.000 0.989     

Firm Size 

(employees) 

0.028 0.011 
-0.015 0.495 

  
  

Performance 

(ROA) 

2.484 0.000 
0.041 0.947 

  
  

Long-Term Debt 0.001 0.967 -0.009 0.806     

CEO Age 0.011 0.026 0.042 0.000     

CEO Ownership -0.017 0.319 0.091 0.000     

Industry 1 0.092 0.838 0.913 0.474     

Industry 2 0.227 0.076 0.751 0.013     

Industry 3 0.043 0.759 1.019 0.001     

Industry 4 -0.239 0.433 0.605 0.184     

Industry 5 0.099 0.492 0.739 0.018     

Industry 6 0.503 0.000 1.402 0.000     

Industry 7 0.365 0.000 2.174 0.000     

Industry 8 1.229 0.000 0.051 0.000     

Year – 2004 -0.373 0.000 -0.291 0.054     

Year – 2005 -0.126 0.184 0.386 0.020     

Year – 2006 -0.400 0.001 0.524 0.003     

Year – 2007 -0.580 0.000 0.215 0.309     

Year – 2008 -0.313 0.013 0.141 0.545     

Year – 2009 -0.393 0.001 -0.372 0.074     

Year – 2010 -0.242 0.021 0.279 0.162     

Year – 2011 -0.568 0.000 0.049 0.761     

Year – 2012 -0.563 0.000 -0.420 0.098     

         

CWE 0.193 0.000 0.160 0.009     

CEO Turnover 0.282 0.129       

CWE x CEO 

Turnover  
-0.111 0.026   

  
  

CEO Succession    1.184 0.001     

CWE x CEO 

Succession  

  
-0.279 0.004 

  
  

         

Constant 0.564 0.357 -1.873 0.051     

N 2,808  1,175      

Wald Chi-Square 234.71  229.22      

         

 

 

In Hypothesis 2, I propose CWE is positively related to CEO turnover, such that firms 

with greater exposure are more likely to initiate CEO turnover. To test Hypothesis 2, I first ran 

the logistic regression analysis with the control variables. Then, I added the independent 

variable. As shown in Table 5.3, model fit as measured by Wald Chi-Square increased with 

Model 2 and results were supported (b = 0.234, p < 0.000). These results suggest CWE is 
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positively associated with CEO turnover such that as CWE increases, the probability of CEO 

turnover increases.  

 

Table 5.3: LOGIT regression of CWE’s effect on CEO turnover 

 Model 1 Model 2 

Fixed Effects Coef p Coef p 

Days Since Last Event -0.059 0.194 -0.000 0.773 

Prior Violations 0.001 0.727 0.001 0.652 

Firm Size (Employees) 0.076 0.002 0.073 0.000 

Performance (ROA) -1.839 0.029 -2.038 0.002 

Long-Term Debt -0.040 0.305 -0.092 0.005 

CEO Age -0.009 0.326 -0.013 0.095 

CEO Ownership 0.004 0.914 -0.026 0.430 

Industry 1 0.000 0.840 0.052 0.952 

Industry 2 0.853 0.004 0.489 0.026 

Industry 3 0.546 0.081 0.452 0.056 

Industry 4 0.905 0.167 0.969 0.055 

Industry 5 1.170 0.000 0.926 0.000 

Industry 6 0.836 0.008 0.464 0.050 

Industry 7 1.160 0.001 0.893 0.001 

Industry 8 0.979 0.185 0.287 0.618 

Year – 2002  -0.599 0.003 -0.835 0.000 

Year – 2003 -0.706 0.000 -0.902 0.000 

Year – 2004 -0.617 0.002 -0.785 0.000 

Year – 2005 -0.711 0.002 -0.876 0.000 

Year – 2006 -0.382 0.162 -0.518 0.017 

Year – 2007 -0.882 0.003 -1.196 0.000 

Year – 2008 -0.709 0.023 -0.844 0.001 

Year – 2009 -0.860 0.005 -1.183 0.000 

Year – 2010 -0.964 0.000 -1.381 0.000 

Year – 2011 -0.391 0.117 -0.673 0.001 

Year – 2012 -0.464 0.000 -0.854 0.000 

     

Wrongdoing Exposure   0.234 0.000 

     

Constant 0.391 0.739 1.175 0.192 

N 2,808  2,808  

Wald Chi-Square 82.03  193.26  

Log Likelihood -1082.33  -1751.06  

McFadden’s Pseudo-R-square 0.037  0.052  

     

 

 

In Hypothesis 3, I propose CWE is positively related to successor type, such that firms 

with greater exposure are more likely to hire an outside successor. Table 5.3 presents the test of 
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Hypothesis 3. To test Hypothesis 3, I first ran the logistic regression analysis with the control 

variables (shown in Model 1), then added the independent variable (shown in Model 2). Model 

fit as measured by Wald Chi-Square increased with Model 2 and results were supported (b = 

0.297, p < 0.000). These results suggest CWE is positively associated with successor type such 

that as CWE increases, the likelihood of hiring an outside successor increases.  

 

Table 5.4 LOGIT regression of CWE’s effect on successor type 

 Model 1 Model 2 

Fixed Effects Coef p Coef p 

Days Since Last Event -0.000 0.482 -0.000 0.482 

Prior Violations -0.038 0.000 -0.038 0.000 

Firm Size (Employees) 0.149 0.000 0.149 0.000 

Performance (ROA) -4.986 0.000 -4.986 0.000 

Long-Term Debt -0.060 0.274 -0.060 0.274 

CEO Age 0.013 0.301 0.013 0.301 

CEO Ownership -1.104 0.098 -1.104 0.098 

Industry 1 (empty)  (empty)  

Industry 2 -0.261 0.429 -0.475 0.677 

Industry 3 -1.307 0.002 -0.046 0.865 

Industry 4 -1.193 0.278 -0.894 0.008 

Industry 5 -0.600 0.153 -1.314 0.218 

Industry 6 -2.015 0.000 -0.187 0.586 

Industry 7 (empty)  (empty)  

Industry 8 (empty)  (empty)  

Year – 2002  -0.099 0.824 -0.022 0.945 

Year – 2003 0.988 0.008 1.062 0.000 

Year – 2004 1.664 0.000 1.700 0.000 

Year – 2005 1.322 0.002 1.290 0.000 

Year – 2006 0.926 0.065 0.994 0.010 

Year – 2007 0.687 0.243 0.709 0.133 

Year – 2008 0.053 0.949 -0.086 0.912 

Year – 2009 0.519 0.453 0.129 0.841 

Year – 2010 1.041 0.042 0.594 0.168 

Year – 2011 1.418 0.002 1.247 0.001 

Year – 2012 0.483 0.436 0.507 0.341 

     

Wrongdoing Exposure   0.297 0.000 

     

Constant -3.151 0.105 -3.728 0.011 

N 1,175  1,175  

Wald Chi-Square 124.99  212.74  

Log Likelihood -435.173  -676.334  

McFadden’s Pseudo-R-square 0.126  0.136  
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After finding support that CWE influences firm recovery time and that CWE also leads to 

CEO turnover and outside succession, I then predict that CEO turnover and successor type also 

influence the relationship between CWE and recovery time. In Hypothesis 4, I predict that CEO 

turnover moderates the relationship between CWE and recovery time, such that in the presence 

of CEO turnover, the relationship between CWE and recovery time weakens. The test of this 

hypothesis can be seen in Table 5.2, Model 5. Support was found for Hypothesis 4 (b = -0.111, p 

= 0.026), indicating that CEO turnover negatively moderates the relationship between CWE and 

recovery time. As shown in Figure 5.1 below, in the presence of CEO turnover, the relationship 

between CWE and recovery time is weakened when compared with no CEO turnover, decreasing 

the recovery time.  

 

 
 

Figure 5.1 Study I – Hypothesis 4 
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and recovery time, such that in the presence of outside turnover, the relationship between CWE 

0

0.5

1

1.5

2

2.5

3

3.5

4

4.5

Low CWE High CWE

R
ec

o
v
er

y
 T

im
e

No CEO

Turnover

CEO

Turnover



Texas Tech University, Lori L. Tribble, August 2020 

 

 

100 

and recovery time weakens. The test of this hypothesis can be seen in Table 5.2, Model 6. 

Support was found for Hypothesis 5 (b = -0.279, p = 0.004), indicating that successor type 

negatively moderates the relationship between CWE and recovery time. In other words, in the 

presence of outside CEO succession relative to inside CEO succession, the relationship between 

CWE and recovery time is weakened, decreasing the recovery time. However, as shown in 

Figure 5.2, this relationship is more complicated that the one depicted in Hypothesis 4. Although 

outsider succession does decrease recovery time as exposure increases, when there is low 

exposure of the event, insider succession appears to result in less recovery time than does 

outsider succession.  

 

 
 

Figure 5.2 Study I – Hypothesis 5 

 

Study II Results 

 Study II tested the effects that CEO language has on the relationship between CWE and 
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shown in Table 5.5. I transformed the same variables in Study II that were transformed in Study I 

(CWE, firm size, and long-term debt). Like Study I, the correlations indicate that 

multicollinearity does not pose a threat to the analyses and results (r < 0.80) (Kennedy, 2003). I 

would expect CEO turnover and successor type to be somewhat correlated, which was reflected 

in the correlations (r = 0.466). Also like Study I, prior violations were somewhat correlated with 

CWE (r = 0.408; p < 0.05). Also showing some correlation was CEO tenure and CEO ownership 

(r = 0.495, p < 0.01). This is also an expected correlation as CEOs are likely to increase their 

ownership the longer they stay with the company. All other correlations appear reasonable and as 

expected.  

 

Table 5.5 Study II descriptive statistics and correlations 

Variable Mean SD 1 2 3 4 5 6 7 8 

1 Recovery 

Time 

10.862 33.320         

2 Wrongdoing 
Exposure 

71.572 102.831 -0.031        

3 CEO Ethical 

Language 

0.008 0.007 0.105 0.043       

4 CEO 

Charismatic 

Language 

0.004 0.006 0.110* 0.088 -0.038      

5 CEO Turnover 0.254 0.436 0.110* -0.019 -0.022 0.153**     

6 Successor 

Type 

0.069 0.254 0.239** -0.053 0.068 0.042 0.466**    

7 CEO Positive 

Language 

0.006 0.003 -0.035 -0.136* 0.233*

* 

0.029 -0.039 -0.052   

8 Last Event 6.070 1.124 0.161* -0.182* -0.035 0.090 0.023   0.024  0.088  
9 Prior 

Violations 

20.482 20.675 -0.095 0.408* -0.055 0.090 -0.053 -0.138* -0.102 -0.396** 

10 Firm Size 
(logged 

employees) 

9.658 1.766 -0.048 -0.069 -0.036 0.021 0.091 -0.079 -0.032 0.035 

11 Industry 5.362 2.025 0.079 0.237* 0.200*
* 

-0.039 -0.122* -0.137* 0.058 -0.108 

12 Performance 

(ROA) 

0.058 0.050 -0.063 0.026 -0.136* 0.062 0.026 0.120* -0.007 -0.031 

13 Long-Term 

Debt (logged) 

22.865 1.495 0.018 0.457* 0.156*

* 

0.150** 0.017 -0.022 -0.047 -0.259** 

14 CEO Age 59.811 5.371 0.049 0.056 -0.012 0.039 0.012 0.038 -0.021 -0.188** 
15 CEO 

Ownership  

0.552 2.330 -0.002 -0.080 -0.045 -0.103 -0.125* -0.058 0.012 0.018 

16 CEO Gender 1.961 0.194 -0.009 0.053 -0.055 -0.071 -0.060 0.055 -0.033 0.121 
17 CEO Tenure 6.422 5.691 0.047 0.025 -0.103 -0.029 -0.322** -0.249** -0.042 0.030 

18 CEO Duality 0.952 0.214 0.059 -0.005 0.049 -0.072 -0.094 0.061 0.022 -0.128 

19 Year – 2011  4.617 15.574 0.038 0.011 -0.062 -0.037 0.163** 0.021 -0.039 -0.070 
20 Year – 2012  14.796 21.178 0.100 0.223** 0.002 0.085 0.090 -0.027 -0.072 -0.061 
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Table 5.5 Continued 

 
Variable 9 10 11 12 13 14 15 16 17 18 

10 Firm Size 

(logged 

employees) 

-0.074          

11 Industry 0.099 0.263**         

12 Performance 

(logged ROA) 

0.300** -0.099 -0.129*        

13 Long-Term 

Debt 

0.391** 0.052 0.259** -0.230**       

14 CEO Age 0.044 -0.064 0.122* 0.070 0.119*      
15 CEO 

Ownership  

-0.108* 0.111* 0.164** 0.044 -0.134* 0.405**     

16 CEO Gender -0.042 0.019 0.059 -0.131* -0.061 -0.039 0.041    
17 CEO Tenure -0.050 0.044 0.162** 0.082 -0.104 0.395** 0.495** 0.015   

18 CEO Duality -0.027 -0.029 0.082 -0.074 0.075 -0.016 0.050 0.172** 0.002  

19 Year – 2011  -0.020 0.101 0.125* -0.077 0.127* -0.004 -0.061 -0.024 -0.016 -0.009 
20 Year – 2012  0.038 0.153* 0.236** -0.104 0.185*

* 

0.070 -0.077 0.002 -0.082 -0.100 

            

Variable 19          

20 Year - 2012 -0.208**          

            

* p < 0.05; ** p < 0.01 

 

 

 The hypotheses in Study II are regarding CEO ethical and charismatic language and how 

the effect of CEO language on the relationship between CWE and recovery time changes 

depending on various turnover decisions. I tested all hypotheses in Study II using RCM. As 

shown in Table 5.6, I ran five models to test the hypotheses.  

 

Table 5.6 RCM of the effect of CWE and CEO language on recovery time 

 Model 1 Model 2 Model 3 Model 4 

Fixed Effects Coef p Coef p Coef p Coef p 

Intercept 17.293 0.850 73.589 0.417 55.293 0.545 102.594 0.242 

CEO Positive 

Language 
-530.938 0.478 -1279.308 0.085 -1198.898 0.105 -903.672 0.198 

Days Since Last 

Event 
5.512 0.051 5.634 0.036 5.943 0.026 6.429 0.011 

Prior Violations -0.015 0.931 -0.025 0.885 -0.025 0.885 0.134 0.418 

Firm Size 

(employees) 
-2.715 0.118 -2.302 0.161 -2.624 0.112 -2.045 0.205 

Performance 

(ROA) 
27.259 0.703 25.647 0.713 35.994 0.606 -14.165 0.834 

Long-term debt  -1.988 0.543 -5.315 0.123 -5.108 0.137 -5.509 0.098 

CEO Age 0.482 0.477 0.357 0.579 0.327 0.611 0.043 0.945 

CEO Ownership -1.332 0.493 -1.731 0.348 -1.984 0.281 -1.840 0.290 

CEO Gender -6.984 0.689 -4.656 0.780 -2.745 0.869 -10.876 0.491 
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Table 5.6 Continued 

 
CEO Tenure 0.202 0.783 0.105 0.880 0.133 0.846 0.872 0.241 

CEO Duality 15.537 0.211 18.403 0.120 16.957 0.152 12.465 0.266 

Industry 1 5.064 0.837 1.079 0.963 3.674 0.874 -3.667 0.868 

Industry 2 -1.514 0.890 -2.701 0.795 0.912 0.931 -6.130 0.550 

Industry 3 -3.585 0.790 -2.970 0.815 -1.283 0.920 -4.431 0.726 

Industry 4 -2.287 0.912 -9.582 0.631 -9.458 0.661 -3.939 0.855 

Industry 5 -5.614 0.671 -11.262 0.369 -7.877 0.538 -7.073 0.562 

Industry 6 21.072 0.123 19.114 0.138 21.322 0.102 17.620 0.155 

Industry 7 -9.915 0.604 -13.780 0.452 -12.503 0.494 -14.470 0.406 

Industry 8 2.376 0.927 4.218 0.863 0.082 0.997 -0.814 0.972 

Year – 2012 2.352 0.676 -0.726 0.894 -0.791 0.884 0.984 0.848 

Independent 

variables 
        

CWE   3.579 0.169 6.523 0.055 5.581 0.092 

CEO Charismatic 

Language 
  101.461 0.841 633.644 0.695 281.997 0.854 

CEO Ethical 

Language 
  1274.818 0.000 2552.059 0.022 2514.932 0.017 

CWE x CEO 

Charismatic 

Language 

    -118.018 0.796 20.805 0.962 

CWE x CEO 

Ethical Language 
    -342.433 0.245 -386.224 0.164 

         

N 176  176  176  176  

         

Log likelihood -572.514  -565.466  -564.574  -561.314  

Wald Chi-square 15.94 0.720 32.88 0.083 35.17 0.085 35.92 0.073 
         

Random effects 

(SD) 
        

Turnover (CWE x 

CEO Charismatic 

Language) 

        

Turnover (CWE x 

CEO Ethical 

Language) 

        

Intercept       17.387  

Residual       25.174  

LR Test (χ2)       6.52 0.005  
 

 Model 5    

Fixed Effects Coef p       

Intercept 119.510 0.108       

CEO Positive 

Language 
-729.813 0.232     

  

Days Since Last 

Event 
4.893 0.023     

  

Prior Violations 0.195 0.166       

Firm Size 

(employees) 
-1.455 0.279     

  

Performance 

(ROA) 
-32.943 0.559     
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Table 5.6 Continued 

 
Long-term debt  -4.494 0.112       

CEO Age -0.441 0.402       

CEO Ownership -1.372 0.355       

CEO Gender -13.285 0.323       

CEO Tenure 0.982 0.093       

CEO Duality 7.382 0.442       

Industry 1 -12.295 0.511       

Industry 2 -7.987 0.358       

Industry 3 -5.585 0.594       

Industry 4 -1.305 0.941       

Industry 5 -5.276 0.615       

Industry 6 11.777 0.278       

Industry 7 -14.168 0.335       

Industry 8 0.224 0.991       

Year – 2012 -1.239 0.777       

Independent 

variables 
      

  

CWE 3.187 0.254       

CEO Charismatic 

Language 
-307.171 0.815     

  

CEO Ethical 

Language 
2428.059 0.008     

  

CWE x CEO 

Charismatic 

Language 

716.207 0.234     

  

CWE x CEO 

Ethical Language 
-156.856 0.649     

  

         

N 176        

         

Log likelihood -546.585        

Wald Chi-square 35.57 0.078       

         

Random effects 

(SD) 
      

  

Turnover (CWE x 

CEO Charismatic 

Language) 

799.488      

  

Turnover (CWE x 

CEO Ethical 

Language) 

420.117      

  

Intercept 0.000        

Residual 21.358        

LR Test (χ2) 35.98 0.000       

         

 

 

 The effects of CEO language on the relationship between CWE and recovery time based 

on CEO turnover decisions is not captured by the fixed-effects model in Table 5.6, Model 4, 
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which assumes that the same intercept and slopes characterize all observations in the sample. 

This results from the following fixed-effects regression equation: 

𝑅𝑒𝑐𝑜𝑣𝑒𝑟𝑦 𝑇𝑖𝑚𝑒𝑖 =  𝛽0 +  𝐶𝑊𝐸1𝑥1𝑖(𝑛𝑜 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟) +  𝐶𝑊𝐸2𝑥2𝑖(𝑖𝑛𝑠𝑖𝑑𝑒 𝑠𝑢𝑐𝑐𝑒𝑠𝑠𝑖𝑜𝑛)

+  𝐶𝑊𝐸3𝑥3𝑖(𝑜𝑢𝑡𝑠𝑖𝑑𝑒 𝑠𝑢𝑐𝑒𝑠𝑠𝑖𝑜𝑛) + ∈𝑖 

As previously discussed, I can show how recovery time varies based on the three 

turnover decisions (i.e., no turnover, inside succession, outside succession) by allowing each 

group to have its own random intercept as well as random slope effects. This includes not only a 

set of β coefficients that describe all three turnover decisions, but also the random slope effects 

(𝑢1𝑗) on the predictor (𝑥1), and the random intercepts (𝑢0𝑗) for each turnover category (j):  

𝑅𝑒𝑐𝑜𝑣𝑒𝑟𝑦 𝑇𝑖𝑚𝑒𝑖 =  𝛽0 + 𝐶𝑊𝐸1𝑥1𝑖𝑗(𝑛𝑜 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟) +  𝐶𝑊𝐸2𝑥2𝑖𝑗(𝑖𝑛𝑠𝑖𝑑𝑒 𝑠𝑢𝑐𝑐𝑒𝑠𝑠𝑖𝑜𝑛)

+  𝐶𝑊𝐸3𝑥3𝑖𝑗(𝑜𝑢𝑡𝑠𝑖𝑑𝑒 𝑠𝑢𝑐𝑐𝑒𝑠𝑠𝑖𝑜𝑛) +  𝑢0𝑗(𝐶𝐸𝑂 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 𝑑𝑒𝑐𝑖𝑠𝑖𝑜𝑛𝑠)

+  𝑢1𝑗𝑥1𝑖𝑗(𝐶𝑊𝐸 𝑥 𝐶𝐸𝑂 𝑒𝑡ℎ𝑖𝑐𝑎𝑙 𝑙𝑎𝑛𝑔𝑢𝑎𝑔𝑒) + 𝑢1𝑗𝑥1𝑖𝑗(𝐶𝑊𝐸 𝑥 𝐶𝐸𝑂 𝑐ℎ𝑎𝑟𝑖𝑠𝑚𝑎𝑡𝑖𝑐 𝑙𝑎𝑛𝑔𝑢𝑎𝑔𝑒)

+ ∈𝑖𝑗
1 

The random intercept u0 allows for the possibility that the mean recovery time is systematically 

higher or lower among the three turnover decisions. The random slope terms (𝑢1𝑗) on the 

predictor (𝑥1𝑖𝑗) allows for the possibility that the effect of the interaction between CWE and 

CEO language varies based on the three turnover decisions. Using this equation, I estimated a 

model with random intercepts and slopes for each turnover decision in Table 5.6, Model 5. The 

results show that adding a random element significantly improves the overall model fit (σintercept = 

17.387, χ2 = 6.52, p = 0.005). A likelihood-ratio test reports that the random-intercept model 

offers significant improvement over a linear regression model with fixed effects only (p = 0.005).  

 
1 This is not the full regression equation. This equation includes only the hypothesized terms and no other controls 

and error terms. 
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 Using this model, I can test Hypothesis 1. Hypothesis 1 in Study II proposes that CEO 

ethical language moderates the relationship between CWE and recovery time such that as the 

amount of CEO ethical language increases, the relationship between CWE and recovery speed is 

weakened. Results from Table 5.6, Model 5 do not support this hypothesis (b = -156.856, p = 

0.649). Results show that CEO ethical language does not affect the relationship between 

wrongdoing exposure and recovery time. In Hypothesis 2, I propose that the moderating 

relationship of CEO ethical language on the relationship between CWE and recovery time varies 

following CEO turnover decision. Since random effects are not direct calculated by RCM, I 

estimated the best linear unbiased predictions (BLUPS) of random effects. This predicts the 

random intercepts, which are reported in Table 5.7 below.  

 

Table 5.7 Best linear unbiased predictions (BLUPs) 

 Intercept CWE x Ethical 

Language 

CWE x Charismatic 

Language 

Turnover Category: No Turnover  0.00000 -283.106 -548.979 

Turnover Category: Inside Succession  0.00000 -288.115 -526.920 

Turnover Category: Outside Succession -0.00000  571.221 1075.899 

 

 

The standard deviation for coefficients on CWE and CEO ethical language is 420.12, almost two 

standard errors (233.15) from zero, suggesting that there are significant variations in the 

coefficients. The results of the likelihood-ratio test further support this inference and found 

support at above the critical value (χ2 = 35.98) and significant (p = 0.000). This indicates I can 

reject the null hypothesis that there are no differences for turnover, showing support for 

Hypothesis 2 that the relationships vary based on CEO turnover decisions.  
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Hypothesis 2a states that the moderating relationship of CEO ethical language on the 

relationship between CWE and recovery time will be weakened the least following no CEO 

turnover. Hypothesis 2b and 2c state that the relationship will be weakened more following 

insider succession and most following outsider succession, respectively. According to Tables 5.6 

and 5.7, support is found for Hypothesis 2a as there is a weakening effect. However, because 

there is no statistical difference between no turnover and insider turnover categories, Hypothesis 

2b is not supported. Additionally, although there are significant differences between outsider 

succession and insider succession, the effects are positive instead of negative. Therefore, because 

results show that the relationship is strengthened instead of weakened, Hypothesis 2c is also not 

supported. To make the results in Tables 5.6 and 5.7 easier to interpret, I include a graph of the 

ethical language relationships in Figure 5.3 below. 

 

 

Figure 5.3 Ethical language effects 
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After performing simple slope tests on all the categories, I found no significant 

differences within any of the turnover categories. This indicates that as CWE increases, there are 

no significant changes in recovery time, when CEO ethical language is considered. However, 

although there are no statistically significant slope effects, there do appear to be differences in 

the recovery time based on CEO ethical language and turnover decisions. I predicted the days to 

recovery (recovery time) considering CEO ethical language within each turnover category. Since 

CWE has no statistically significant influence (slope effect), I averaged the effects of CEO 

ethical language and turnover to predict recovery time in Table 5.8.  

 

Table 5.8 Predicted days to recovery considering CEO ethical language 

 Low Ethical 

Language 

High Ethical 

Language 

Percent 

Difference 

No Turnover  13.09 32.83 60.13% 

Inside Succession 13.07 32.56 59.86% 

Outside Succession 16.16 78.90 79.52% 

 

 

As shown in Table 5.8, in all turnover categories, when the level of exposure (CWE) is 

not considered, higher CEO ethical language seems to substantially increase the days to recovery 

from corporate wrongdoing. Although, these are only predicted values with a few pieces of the 

larger linear equation, I can still interpret relative changes along the interaction lines. For 

example, in all cases of turnover (i.e., none, inside, outside), recovery time decreased for firms 

using less ethical language. For no turnover, there was a 60.13 percent decrease. For inside 

succession, there was a 59.86 percent decrease. In the case of an outside succession, there was a 

79.52 percent decrease in recovery time by moving from high to low CEO ethical language. This 
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goes against expectations as I would expect firms to take longer to recover when there is less 

ethical language used. 

Hypothesis 3 states that CEO charismatic language moderates the relationship between 

CWE and recovery time such that as the amount of CEO charismatic language increases, the 

relationship between CWE and recovery speed is weakened. Results from Table 5.6, Model 5 

does not support this hypothesis (b = 716.607, p = 0.234), indicating that CEO charismatic 

language does not affect the relationship between wrongdoing exposure and recovery time. In 

Hypothesis 4, I propose that the moderating relationship of CEO charismatic language on the 

relationship between CWE and recovery time varies following CEO turnover decision. The 

standard deviation for coefficients on CWE and CEO charismatic language is 799.49, almost two 

standard errors (418.78) from zero, suggesting that there are significant variations in the 

coefficients. Because the likelihood ratio test was significant, this indicates that there is also 

support for Hypothesis 4 and that there are differences when considering turnover categories. 

Hypothesis 4a states that the moderating relationship of CEO charismatic language on the 

relationship between CWE and recovery time will be weakened the least following no CEO 

turnover. Hypothesis 4b and 4c state that the relationship will be weakened more following 

insider succession and most following outsider succession, respectively. According to Tables 5.6 

and the BLUPs in Table 5.7, support is found for Hypothesis 4a as there is a weakening effect. 

However, because there is no statistical difference between no turnover and insider turnover 

categories, Hypothesis 4b is not supported. Additionally, although there are significant 

differences between outsider succession and insider succession, the effects are positive instead of 

negative. Therefore, because results show that the relationship is strengthened instead of 
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weakened, Hypothesis 4c is also not supported. To make the results in Tables 5.6 and 5.7 easier 

to interpret, I include a graph of the charismatic language relationships in Figure 5.4 below. 

 

 

Figure 5.4 Charismatic language effects 
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charismatic language within each turnover category. Since CWE has no statistically significant 

influence (slope effect), I averaged the effects of CEO ethical language and turnover to predict 

recovery time in Table 5.9.  

 

Table 5.9 Predicted days to recovery considering CEO charismatic language 

 Low Charismatic 

Language 

High Charismatic 

Language 

Percent 

Difference 

No Turnover  3.93 -19.65 80% 

Inside Succession 121.97 99.34 18.55% 

Outside Succession -7.70 38.52 80.01% 

 

 

The cases where there is either no turnover or inside succession, moving from low to high 

charismatic language seemed to decrease recovery time by 80 percent and 18.55 percent, 

respectively, and as expected. However, in the case of outside succession, moving from high to 

low charismatic language decreased recovery time by 80.01 percent.  

 To consolidate my findings from all hypotheses across both studies, I have included 

Table 5.10 indicating each hypothesis and whether each was supported. 

 

Table 5.10 Consolidated Findings 

Hypotheses 

Supported 

vs. Not 

Supported 

Study I  

H1: CWE is positively associated with recovery time. Supported 

H2: Firms with greater CWE are more likely to initiate CEO turnover. Supported 

H3: Firms with greater CWE are more likely to initiate outside successor. Supported 

H4: CEO turnover moderates the relationship between CWE and recovery 

time, such that, in the presence of CEO turnover, the relationship between 

CWE and recovery time weakens. 

 

 

Supported 
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Table 5.10 Continued 

 

 

H5: Successor type moderates the relationship between CWE and 

recovery time such that, in the presence of outside succession, the 

relationship between CWE and recovery time weakens. 

Supported 

Study II  

H1: CEO ethical language moderates the relationship between CWE and 

recovery time such that as the amount of CEO ethical language increases, 

the relationship between CWE and recovery time is weakened. 

Not 

Supported 

H2: The moderating relationship of CEO ethical language on the 

relationship between CWE and recovery time varies following CEO 

replacement decisions. 

Supported 

H2a: The moderating relationship of CEO ethical language on the 

relationship between CWE and recovery time is weakened the least 

following no CEO replacement. 

Supported 

H2b: The moderating relationship of CEO ethical language on the 

relationship between CWE and recovery time is weakened more 

following CEO replacement where there is insider succession. 

Not 

Supported 

H2c: The moderating relationship of CEO ethical language on the 

relationship between CWE and recovery time is weakened the most 

following CEO replacement where there is outsider succession. 

Not 

Supported 

H3: CEO charismatic language moderates the relationship between CWE 

and recovery time such that as the amount of CEO ethical language 

increases, the relationship between CWE and recovery time is weakened. 

Not 

Supported 

H4: The moderating relationship of CEO charismatic language on the 

relationship between CWE and recovery time varies following CEO 

replacement decisions. 

Supported 

H4a: The moderating relationship of CEO charismatic language on the 

relationship between CWE and recovery time is weakened the least 

following no CEO replacement. 

Supported 

H4b: The moderating relationship of CEO charismatic language on the 

relationship between CWE and recovery time is weakened more 

following CEO replacement where there is insider succession. 

Not 

Supported 

H4c: The moderating relationship of CEO charismatic language on the 

relationship between CWE and recovery time is weakened the most 

following CEO replacement where there is outsider succession. 

Not 

Supported 

 

Post Hoc Analysis 

 Not all firms in my sample survived long after their wrongdoing event. In fact, 3 percent 

of the events in the original sample were committed by 20 firms that did not survive more than 5 

years after their corporate wrongdoing. Therefore, I completed a post hoc analysis using survival 
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as the dependent variable of interest. I classified survival as a binary variable with 1 indicating 

survival and 0 indicated failure. I utilized a logistic regression analysis due to the binary nature 

of the dependent variable of interest. Because of the limited sample of firms that failed, I only 

tested the hypotheses from Study I. The means, standard deviations, and correlations for the 

variables in the post hoc analysis are shown in Table 5.11. 

 

Table 5.11 Post Hoc descriptive statistics and correlations 

Variable Mean SD 1 2 3 4 5 6 7 8 

1 Survival  0.09 0.21         
2 Wrongdoing 

Exposure 

52.53 63.8

0 

0.10**        

3 Turnover 1.45 0.64 -0.09** -0.01       

4 Last Event 5.10 1.23 0.01 -0.13** -0.03      

5 Prior 
Violations 

17.50 23.1
0 

0.10** 0.44** -0.08** -0.15**     

6 Firm Size 

(logged 
employees) 

9.14 2.18 -0.10** -0.05** 0.10** 0.00 -0.04*    

7 Industry 43.80 17.4

1 

-0.10** 0.19** 0.08 -0.03 0.11** -0.08**   

8 Performance 

(logged 

ROA) 

0.04 0.07 0.12** 0.08** -0.09** 0.01 0.11** 0.04* -0.15**  

9 Long-Term 

Debt 

22.59 1.75 0.12** 0.44** -0.10** -0.12** 0.43** -0.17** 0.24** -0.14** 

1

0 

CEO Age 59.00 5.77 0.10** -0.05** -0.07** -0.04 0.09** 0.05** -0.10** 0.05** 

1

1 

CEO 

Ownership  

0.22 1.25 0.02 0.03 -0.03* 0.04 -0.05** 0.02 0.02 0.04* 

            

Variable 9 10         

1

0 

CEO Age 0.08**          

1

1 

CEO 
Ownership 

-0.08** 0.02         

            

* p < 0.05; ** p < 0.01 

n = 3,337 

 

 Table 5.12 shows the results from the logistic regression of CWE and CEO turnover’s 

effect on firm survival. The first model indicants the controls for the analysis, which are the same 

controls utilized in Study I. The second and third model present the controls with the 

independent variable and the moderating variable. Finally, the fourth model presents the controls 

with independent and moderating variable interactions. The Wald chi-square increases with each 
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model, with Model 4 exhibiting the highest. Therefore, I will use Model 4. As shown in Model 4, 

the results suggest that CWE does not influence firm survival or failure (b = -0.065, p = 0.775). 

There also seems to be no significant difference to the chances of firm survival when there is an 

outsider turnover when compared to no turnover after a wrongdoing event (b = -1.372, p = 

0.205). However, insider turnover after a wrongdoing event does seem to have negative 

relationship with recovery time (b = -3.554, p = 0.003). This result indicates that insider turnover 

after a wrongdoing event decreases the probability that the firm will survive. Finally, there is 

evidence for a moderation of the relationship between CWE and survival. While there was no 

evidence for outsider turnover when compared with no turnover (b = 0.100, p = 0.774), there was 

evidence for insider turnover (b = 1.326, p = 0.001). The results indicate as CWE increases, CEO 

insider turnover increases the probability of firm survival. 

 

Table 5.12 LOGIT regression of CWE’s and CEO turnover’s effect on firm survival 

 Model 1 Model 2 Model 3 Model 4 

Fixed Effects Coef p Coef p Coef p Coef p 

Days Since Last 

Event 
0.140 0.245 0.135 0.265 0.096 0.441 

0.060 0.645 

Prior Violations 0.926 0.000 0.087 0.000 0.091 0.000 0.082 0.000 

Firm Size 

(employees) 
-0.442 0.000 -0.425 0.000 -0.393 0.000 

-0.440 0.000 

Performance 

(ROA) 
2.728 0.080 2.653 0.093 1.913 0.226 

2.240 0.162 

Long-Term Debt  0.533 0.000 0.499 0.000 0.457 0.000 0.407 0.000 

CEO Age 0.117 0.000 0.120 0.000 0.112 0.000 0.114 0.000 

CEO Ownership 1.998 0.323 2.129 0.313 2.350 0.334 2.708 0.352 

Industry (dummy 

variables) 
Included  Included  Included  Included 

 

         

CWE   0.177 0.247 0.221 0.151 -0.065 0.775 

CEO Insider 

Turnover  
    0.048 0.912 -3.554 0.003 

CEO Outsider 

Turnover  
    -1.109 0.004 -1.372 0.205 

CWE x CEO 

Insider Turnover 

 

 

      1.326 0.001 
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Table 5.12 Continued 

 
CWE x CEO 

Outsider Turnover  
      0.100 0.774 

         

Constant -13.222  -13.289  -11.938  -9.534  

 (2.724)  (2.739)  (2.761)  (2.881)  

Wald Chi-Square 253.50  254.84  264.14  277.27  

Log Likelihood -163.761  -163.092  -158.441  -151.875  

McFadden’s 

Pseudo-R-square 
0.436  0.439  0.455  

0.477  

N 3,337  3,337  3,337  3,337  
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CHAPTER VI 

DISCUSSION 

 

Focusing on CWE and how long firms take to recover, I seek to add to the literature on 

the consequences of wrongdoing. Decades of previous research have found that corporate 

wrongdoing can have many consequences (e.g., Birhanu et al. 2016; Gangloff et al. 2016; 

Gillespie et al. 2016; Janney & Gove, 2011). The longer a firm takes to recover, the more taxing 

it is on a firm (Morgeson & Derue, 2006). However, more distal outcomes, such as recovery 

time, have yet to be considered in the literature, regardless of their importance. Additionally, 

previous research suggests that firms attempt to temper negative perceptions of their wrongdoing 

and decrease stigma through destigmatizing mechanisms (Coslor et al., 2018; Hampel & Tracey, 

2017). However, there is scant research regarding destigmatizing mechanisms (Grougiou, 

Dedoulis, & Leventis, 2016; Hampel et al. 2016; Vergne, 2012). Drawing from stigmatization 

theory (Devers et al., 2009) and signaling theory (Connelly et al. 2011), I argue that previous 

research has missed important factors regarding the consequences of corporate wrongdoing: 

destigmatizing mechanisms and recovery time. I seek to answer two primary research questions: 

Research Question 1: How does corporate wrongdoing exposure influence the recovery 

time of an organization following corporate wrongdoing? 

Research Question 2: To what extent does CEO change and CEO language moderate the 

relationship between corporate wrongdoing exposure and recovery time following 

corporate wrongdoing? 

This dissertation contributes both theoretically and practically. In the following sections, 

I discuss how this dissertation answers call in the wrongdoing literature, extends research on 
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stigmatization theory, and adds to the literature on signaling theory. Then, I discuss how my 

dissertation contributes practically. Both studies within this dissertation hold practical 

implications for firms and their top management. Finally, I discuss the limitations of my 

dissertation and its implications for future research. 

Theoretical Contributions 

 The results of this dissertation have three primary implications for research. First, I 

contribute by incorporating time into the wrongdoing literature. Previous research has shown that 

time matters substantially since it shows when changes happen, how long they last, and how fast 

they occur (Kunisch et al. 2017; Perez-Nordtvedt, et al. 2008). The longer a stigmatizing event 

lasts, the more taxing it is on the firm (Morgeson & DeRue, 2006). I add to the literature by 

considering a previously unstudied outcome within stigmatization theory: recovery time. Study I 

first offers support to my argument of corporate wrongdoing as a stigmatizing phenomenon that 

causes a reputational stain on the firm (Devers et al. 2009; Sutton & Callahan, 1987). The results 

then offer support for increased CWE leading to a longer recovery time for firms (McDonnell & 

King, 2013).  

 Second, this dissertation also contributes to stigmatization theory by focusing on how to 

shift and remove stigma through destigmatizing mechanisms, adding to a highly under 

researched area within the literature (Grougiou, et al. 2016; Hampel et al. 2016; Vergne, 2012). 

As discussed in Chapter III, Study I, firms will take destigmatizing actions following a 

stigmatizing event, such as corporate wrongdoing. Results shown in Chapter V indicate that 

increased CWE is positively associated with CEO turnover and successor type. This result is 

unsurprising and serves to reinforce the research regarding CEO turnover in the case of financial 

fraud (e.g., Gangloff et al. 2016). Like previous research (e.g., Arthaud-Day et al. 2006; 
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Gangloff et al. 2016; Harris, 2008), the findings from Hypotheses 1 and 2 serve as evidence that 

CEO turnover is one of the most common destigmatizing mechanisms after corporate 

wrongdoing. The results in Study I also show that CEO turnover is in fact a destigmatizing 

mechanism that decreases the time to recovery. When CEO turnover was tested as a mitigating 

factor on the relationship between CWE and recovery time, results show that there is a 

weakening effect, decreasing recovery time. Further, outside succession as compared to inside 

succession weakened the relationship between CWE and recovery time, decreasing recovery 

time.  

 These results suggest that as exposure increases, outside turnover may be the best option 

for firms seeking to decrease their recovery time. As exposure increases, inside turnover rather 

than outside turnover may indicate to investors that although the firm is experiencing a 

significant stigmatizing event, the firm is willing to do little more than use the previous CEO as a 

scapegoat for the wrongdoing (Gangloff et al. 2016). According to Gangloff et al. (2016), this 

signals to investors that the firm is likely to return to its previous actions after the turnover. In the 

case of increased CWE, this normality of wrongdoing behavior is not favorable to investors, 

therefore contributing to less effect on recovery time when compared to hiring an outside 

successor. These assertations should be further tested in future research. 

 Finally, I contribute to signaling theory (Connelly et al. 2011) by showing that CEO 

language is an important signal that can decrease stigma. Though previous research has shown 

CEOs can use their language as a strategic tool (Gao et al. 2016) to communicate change after 

stigmatizing events (Beelitz & Merkl-Davies, 2012), the literature has yet to determine how CEO 

language can influence the signal receiver’s perception and response behavior (Porter, 1980). I 

advance the research by contending that CEO ethical and charismatic language are signals for the 
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firm during stigmatizing events. In Study II, hypotheses were partially supported. CEO 

charismatic language did affect recovery time. This relationship varied based on CEO 

replacement decisions. As shown in Table 5.9, increased charismatic language sped the recovery 

time in the cases of no turnover and inside succession, but slowed the recovery by 80 percent in 

the case of outside succession. This result shows that investors may view outside CEO 

charismatic language negatively after a stigmatizing corporate wrongdoing event, but inside or 

current CEO charismatic language positively. A possible explanation is that this could be due to 

investors viewing charismatic language after wrongdoing as devious and deceitful when coming 

from outsiders, but positively when coming from CEOs that they are already familiar with.  

On the other hand, CEO ethical language seems to exhibit negative effects on recovery 

time. I found the opposite of what was expected regarding CEO ethical language. In Table 5.8, as 

firms move from higher to lower ethical language, recovery time decreases by 60 to 80 percent 

according to the CEO replacement decision. This may indicate that regardless of who the CEO 

is, investors are going to view any attempt to display ethical language as a negative. This could 

be due to the expectancy violation that is experienced when a CEO attempts to display ethicality 

when the firm has committed a stigmatizing act. In addition, increased ethical language 

following CWE could be perceived as hypocritical by investors. My results showed that ethical 

language may be particularly harmful following wrongdoing events. This could be due to the fact 

that after corporate wrongdoing, ethical language may draw investor attention rather than 

alleviate concerns. Because the CEO is trying too hard to convince investors that the firm is 

ethical, he or she loses credibility. The language therefore is interpreted as being too insistent to 

be true.  
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Therefore, though I show that CEO ethical and charismatic language can be used as a 

signal to investors, what exactly these languages are signaling to investors may require more 

research. Though beyond the scope of this dissertation, future research should attempt to discern 

the reasonings behind these findings by comparing CEO ethical language and CEO charismatic 

language prior to the wrongdoing event and CEO ethical language after the wrongdoing event.  

Practical Contributions 

 The results from this dissertation also provide insights for practitioners. I show how firms 

can use destigmatizing actions and language to shift stigma and influence their recovery time. 

My dissertation specifically provides direction for boards and CEOs in how they may be able to 

decrease recovery time. Study I could help boards in making turnover decisions by exhibiting 

how different turnover decisions affect recovery time. Study II provides direction for CEOs by 

suggesting that it is important to be conscious of the types of language used after a stigmatizing 

event. Furthermore, in the post hoc analysis, my dissertation also provides initial evidence of 

how boards can make turnover decisions after corporate wrongdoing that will help their firms 

survive after such stigmatizing events. 

 Throughout this dissertation, I show that recovery time can be shortened by taking certain 

actions. However, what actions did those firms that did not survive their wrongdoing event take? 

The answer to this question is important practically, as it give direction to firms, boards, and 

CEOs regarding how to keep firms afloat during stigmatizing situations. The post hoc analysis 

attempts to answer this question. In the post hoc analysis, I test the hypotheses from Study I 

using survival as the outcome of interest. Suarez and Utterback (1995, p. 415) note “the question 

of why some firms die while others survive is one of the basic concerns of business scholars. 

Survival or long-term viability has long been recognized as a basic goal for a business 
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organization (Barnard, 1938; Dertouzos, Lester, and Solow, 1989). Survival is, at least in the 

long term, a prerequisite for success in other terms, such as market share and profitability.” 

 Surprising results were exhibited from the post hoc analysis. CWE does not seem to 

influence firm survival. There also seems to be no significance difference to the chances of 

survival when there is outside succession versus no turnover. Further, CEO inside succession 

after a wrongdoing event seems to decrease the probability of firm survival in this sample (b = -

3.554; p = 0.003). However, as CWE increases, CEO inside succession seems to increase the 

probability of firm survival (1.326; p = 0.001). This could be due to turnover being indicative of 

how bad the situation is. When exposure is not considered, and the firm initiates turnover, this 

could indicate to investors that the situation is worse than investors previously thought. It draws 

investor attention. However, when exposure is increased, insider turnover may indicate that the 

firm is actively working towards fixing the problem without causing too many disruptions that 

would be present with outsider turnover. This gives an indication of how different turnover 

decisions may be interpreted. 

Limitations and Future Research 

 Though my dissertation exhibited supportive results, the limitations must also be 

considered. First, my dissertation is limited in its samples for Study I and Study II. The sample 

for Study I was gathered using an event-study methodology. Archival event studies are limited in 

that they can be influenced by “nuisance variables” and alternate explanations (Connelly et al. 

2016). For example, certain firms in certain industries may be more likely to experience 

corporate wrongdoing. To help counter this limitation, I controlled for prior wrongdoing in each 

company, when their last wrongdoing event occurred, and industry. However, future research 

should attempt to discern alternate explanations for corporate wrongdoing’s effect on recovery 
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time. The sample from Study II suffered from a low sample size. Although the power analysis 

showed the sample size as adequate, future research should analysis CEO ethical and charismatic 

language with a larger sample of interviews to see if the results are consistent. 

 Second, CEOs may change their language after wrongdoing events based on the 

circumstances. Specifically, ethical language and charismatic language may change after a 

wrongdoing event. To attempt to address this limitation, I compared ethical and charismatic 

language before the corporate wrongdoing events and after the events and found no significant 

differences in the hypothesized results. However, because of the limited sample size in Study II, 

future research should further analyze these differences. Another limitation regarding Study II 

lies in my focus on ethical and charismatic language. This focus was theoretically driven since 

ethical and charismatic language may be particularly important after stigmatizing events (Bligh 

et al. 2004a, b; Davis & Gardner, 2012; Marais, 2012), however, it should be expected that other 

types of CEO language would affect recovery time after wrongdoing. Other language should be 

further explored. For example, inspirational and concrete language could offer positive avenues 

for future research (Craig & Brennan, 2012). CEOs that focus on inspiring their stakeholders and 

offering concrete ways of improving after wrongdoing could generate positive reactions resulting 

in decreased recovery time.  

 Third, my study is also limited in its theoretical arguments. Specifically, I argue for four 

destigmatizing mechanisms: CEO turnover, successor type, CEO ethical language, and CEO 

charismatic language. In this dissertation, destigmatizing mechanisms are theoretically argued, 

but still remain somewhat untested. Though my studies are in alignment with other research 

regarding CEO turnover after wrongdoing events (Connelly et al. 2011; Gangloff et al. 2016), 

they suffer from a common problem in management research that attempts to discern 
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mechanisms (Langley, Smallman, Tsoukas, & Van de Ven, 2013). Though my studies utilize a 

temporal component, thorough analysis of how destigmatizing mechanisms occur over time and 

if they indeed affect firm recovery time may only be truly possible through a process study. By 

identifying those mechanisms recurring over time (Langley et al. 2013), future research could 

discern a process of destigmatization that would surely contribute to the literature. Studies that 

utilize a more process perspective may also be better suited to studying other temporal questions 

as well. Such future research could address how long it takes after a wrongdoing event before a 

CEO is replaced, as well as studying different time horizons. For example, how much do firms 

recover after one, two, or three years? How long does it take for a firm to reach 100 percent 

recovery versus 50 percent recovery? Shorter and longer time horizons may offer, not only 

theoretical contributions to the literature, but also practical implications for current boards and 

CEOs.   

 Fourth, there are endogeneity concerns that could be considered in future research. A 

limitation in both Study I and Study II is the possibility that certain firms may be more likely to 

(1) initiate CEO turnover, and (2) be more likely to hire CEOs that tend to espouse certain types 

of language. Certain firms may be drawn to CEOs espousing certain language or exhibiting 

certain characteristics (Chatterjee & Hambrick, 2011). One method of controlling for this 

problem is by regressing CEO turnover and CEO language against a set of antecedent and 

contemporaneous variables. Some of these variables could include firm revenues, ROA, CEO 

age, and CEO duality. One could then create a predicted score based on this model and then 

include the new endogeneity control in all other models. Robustness checks could be performed 

to analyze whether the exclusion of this variable affects the results. Future research should 

perform these endogeneity controls as well as any others necessary.  



Texas Tech University, Lori L. Tribble, August 2020 

 

 

124 

 Finally, there are several areas of future research that, though beyond the scope of this 

dissertation, are nevertheless important to consider. Neither studies within my dissertation 

analyzed firms’ board of directors. The relationship between the CEO and the board of directors 

is a highly researched area and should be analyzed in conjunction with the findings of the studies 

within this dissertation (Berns & Klarner, 2017). For example, previous research has studied how 

various board characteristics affect CEO turnover decisions (Beasley, 1996; Karpoff et al. 2008; 

Gangloff et al. 2016). It would behoove scholars to continue to examine these issues within the 

phenomenon of corporate wrongdoing to see how this relationship may impact recovery time. 
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CHAPTER VII 

CONCLUSION 

 

 Despite growing literature regarding corporate wrongdoing (Nieri & Giuliani, 2018; 

Palmer et al. 2016), more research is needed about the long-term effects and recovery after a 

wrongdoing event. Though we know firms attempt to mitigate negative perceptions of their 

wrongdoing through their destigmatizing actions (Coslor et al. 2018; Hampel & Tracey, 2017), I 

show what these destigmatizing actions are and how they affect recovery time. Specifically, I 

find support for the argument that increased exposure of an event effects how fast the firm can 

recover from that event. I also find support for destigmatizing actions and language in CEO 

turnover and CEO ethical and charismatic language. This study contributes to the wrongdoing 

and stigmatization literature through the consideration of an overlooked outcome in the 

literature: the recovery time after a wrongdoing event. It also contributes to the stigmatization 

literature by directly analyzing destigmatizing mechanisms. Through research questions such as 

those answered in this dissertation, my hope is that firms can understand how to indicate 

improvement after corporate wrongdoing, restoring investor confidence and improving 

subsequent performance. 
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