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We contribute to research on the management of social perceptions by considering the
relative effectiveness of a firm’s technical and ceremonial actions in managing media
coverage after its own or its competitors’ wrongdoing. We examine these relationships
in the context of product recalls by U.S. toy companies over the ten-year period
1998-2007. As hypothesized, firms with higher levels of wrongdoing experience less
positive media coverage; however, this decline is mitigated during periods of higher
industry wrongdoing. Additionally, we find support for a negative spillover effect: the
tenor of media coverage about a focal firm is less positive if others in its industry
recall products. Further, technical actions help firms attenuate the negative effect
of their own wrongdoing on the tenor of media coverage, whereas ceremonial
actions amplify this effect. In contrast, ceremonial actions are more effective in
attenuating the negative effect of industry wrongdoing on the tenor of media

coverage about a focal firm.

Information intermediaries—third parties such
as the media, financial analysts, regulators, and
consumer organizations—disseminate information,
frame issues, and assist stakeholders in making
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sense of firm actions. By influencing stakeholders’
perceptions about a firm, these infomediaries
(Deephouse & Heugens, 2009; Pfarrer, Pollock, &
Rindova, 2010; Pollock & Rindova, 2003) play an
active role in the formation of a firm’s social ap-
proval (Fombrun, 1996; Fombrun & Shanley, 1990;
Pollock & Rindova, 2003; Rao, 1994). In turn, the
firm can leverage these favorable perceptions to
develop intangible assets—such as reputation and
legitimacy—achieve competitive advantage, and
accrue performance benefits (e.g., Deephouse,
2000; Deephouse & Carter, 2005; Kennedy, 2008;
Martins, 2005; Pollock & Rindova, 2003; Pollock,
Rindova, & Maggitti, 2008; Rao, 1994; Zuckerman,
1999). Although recent organizational research has
enriched scholars’ understanding of the role of in-
fomediaries in shaping stakeholder perceptions, we
know less about how firms can influence the way
infomediaries portray them, particularly after
wrongdoing. Thus, increasing understanding about
this topic is theoretically and practically important
(cf. Desai, 2011; Lamertz & Baum, 1998; Pollock &
Rindova, 2003; Rindova, Pollock, & Hayward, 2006;
Westphal & Deephouse, 2011).
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The purpose of this study is to answer two re-
lated questions: What are the effects of wrongdoing
by a firm and an industry on the tenor of media
coverage about the focal firm? How do the firm’s
actions influence these effects? In this article, we
focus on one particularly influential infomediary,
the media—both the printed press and blogs—be-
cause of stakeholders’ reliance on these sources as
disseminators of information about firms (Alvesson,
1990; Einwiller, Carroll, & Korn, 2010; Jin & Liu,
2010). We define wrongdoing as firm behaviors that
place a firm’s stakeholders at risk and violate stake-
holders’ expectations of societal norms and general
standards of conduct (Coombs, 1995; Pfarrer, De-
Celles, Smith, & Taylor, 2008). By examining the
interdependencies among firms, we provide a more
detailed picture of the dynamics occurring between
the firm and the industry in which it operates, as
well as the media’s coverage of these dynamics.

We develop our arguments drawing from two
streams of research on (1) the media’s influence on
social perceptions of firms and (2) crisis and im-
pression management. The first research stream
suggests that media shape public opinion (Mc-
Combs & Shaw, 1972) and influence stakeholders’
impressions of a firm’s behavior (Deephouse, 2000;
Pollock et al., 2008; Pollock & Rindova, 2003) by
choosing which issues to cover (McCombs, 1981)
and how to frame them (Entman, 2007; Scheufele,
1999). Stakeholders use media-disseminated infor-
mation to decide if a firm’s behavior is consistent
with their expectations about social and industry
norms (Suchman, 1995) and to decide whether to
transact with the firm. However, when a firm vio-
lates stakeholder expectations by engaging in
wrongdoing, its level of social approval drops, and
stakeholders may withdraw transactions (Jonsson,
Greve, & Fujiwara-Greve, 2009), thus threatening
the firm’s reputation, legitimacy, and survival
(Suchman, 1995).

The second research stream, on crisis and im-
pression management, suggests that amid viola-
tions of stakeholder expectations, firms must learn
to manage stakeholder perceptions of firm behavior
(Benoit, 1995; Coombs, 2007; Dukerich & Carter,
2000; Elsbach, 2003). However, different respon-
sive actions may either attenuate or amplify the
negative effects of wrongdoing on stakeholder per-
ceptions. Because the media can shape social per-
ceptions about a firm, it is practically and theoret-
ically important to understand which firm actions
may better restore the positive tenor of media cov-
erage and increase the firm’s social approval fol-
lowing wrongdoing.

Thus, the first contribution of our study lies in
the extension of current organizational research on

social perceptions with the first large-scale empir-
ical study that examines how firms can actively
influence media coverage, and ultimately, social
approval. Specifically, we test the relative effec-
tiveness of firms’ information subsidies—prepack-
aged written pieces of information about firms’ ac-
tivities disseminated to the media (Rindova et al.,
2006: 62)—on influencing the tenor of media cov-
erage about the firms and how this influence may
vary depending on the source of wrongdoing. We
focus on the relative effectiveness of the announce-
ment of two types of firm actions, technical and
ceremonial. We define technical actions as ones
that have the potential to address the causes of
wrongdoing and thus attract the media and stake-
holders’ attention to the internal processes of a firm
(cf. Godfrey, Merrill, & Hansen, 2009). In contrast,
ceremonial actions are ones that have the potential
to positively alter impressions about the firm and
deflect media and stakeholders’ attention away
from the causes of wrongdoing (cf. Kirsch, Gold-
farb, & Gera, 2009). Through the theoretical devel-
opment and empirical testing of these constructs,
we respond to calls for examining how firms influ-
ence the infomediaries covering them as well as the
process of the loss and recovery of a firm’s social
approval, both of which have been identified as
understudied areas in organizational research (e.g.,
Jonsson et al., 2009; Pollock et al., 2008; Westphal
& Deephouse, 2011).

We also contribute to research on impression and
crisis management that has examined how firm
accounts generate responses among stakeholders
(Elsbach, 1994; Elsbach & Kramer, 1996) but has
not investigated the circumstances under which
the effectiveness of the accounts may vary. Specif-
ically, drawing on research from social psychology
that investigates stakeholders’ formation of judg-
ments about firms (cf. Mishina, Block, & Mannor,
2012), we provide novel theoretical arguments that
explore the sociocognitive processes that explain
how technical and ceremonial actions affect the
media coverage about a firm after its own or indus-
try wrongdoing.

We tested our hypotheses in the context of prod-
uct recalls by U.S. toy firms from 1998 to 2007. Our
empirical results indicate that although firms that
recall more toys are covered less positively in the
media, this effect is mitigated when others in the
industry also engage in recalls. Additionally, we
find support for a negative spillover effect: the
tenor of media coverage about a focal firm is less
positive if others in the industry recall products.
We also find that the effectiveness of technical and
ceremonial actions in restoring the positive tenor of
media coverage depends on the source of the recall.
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In particular, announcements of technical actions
are helpful in attenuating the negative effect of a
focal firm’s recalls on the tenor of media coverage,
but announcements of ceremonial actions amplify
this effect. Ceremonial actions, however, help re-
duce the negative effect of recalls by other firms in
the industry on the tenor of media coverage about
the focal firm.

The remainder of this article proceeds as follows:
We first provide an overview of the process of
infomediaries’ influence on social perceptions.
Next, we develop theoretical arguments that ex-
plain (1) the effect of firm and industry wrongdoing
on the tenor of media coverage about a focal firm,
(2) the moderating effect of industry wrongdoing on
the relationship between focal firm wrongdoing
and the tenor of media coverage, and (3) the relative
effectiveness of technical and ceremonial actions in
moderating the negative effect of firm and industry
wrongdoing on the tenor of media coverage. We
then empirically test our hypotheses and discuss
the results. We conclude with a discussion of the
study’s contributions to organization theory and
implications for future research.

THEORY AND HYPOTHESES

Infomediaries, Social Perceptions, and
Information Subsidies

Infomediaries, such as the business press, finan-
cial analysts, consumer groups, regulatory agen-
cies, and industry experts, influence and shape
stakeholders’ perceptions about firms and their ac-
tions (Deephouse, 2000; Desai, 2011; Kennedy,
2008; Pollock & Rindova, 2003; Zuckerman, 1999).
By selecting which issues to cover and how to
frame them, infomediaries set the agenda for stake-
holder discourse about firm behavior and can in-
fluence collective social perceptions (McCombs,
1981; Pollock & Rindova, 2003; Rogers, Dearing, &
Bregman, 1993). Whereas stakeholder impressions
are formed in many ways, either through direct or
indirect experiences (Bandura, 2001; Fiske & Tay-
lor, 2008), infomediaries play a major role as third-
party actors in firm-stakeholder relationships by
providing opportunities for stakeholders to learn
vicariously about firm actions. In this study, we
focus on the media—both the printed press and
blogs—because of stakeholders’ reliance on them as
primary sources of information about firms (Alves-
son, 1990; Einwiller et al., 2010; Jin & Liu, 2010).

The ability of the media to influence the social
approval of firm actions has important ramifica-
tions for firms. Stakeholders are more likely to
transact with, and approve of, firms that meet and

exceed their expectations (Floyd, Ramirez, & Bur-
goon, 1999; Scott, 1995). As a result, firms that
obtain stakeholder approval are more likely to
build intangible assets, such as legitimacy and rep-
utation, and they have greater chances of survival
and economic success (Pfarrer et al., 2010). In the
early stages of the U.S. auto industry, for instance,
firms obtained legitimacy and built reputation
through the media coverage of their contests (Rao,
1994). Similarly, commercial banks covered posi-
tively in the media had higher financial returns
than banks that received less favorable coverage.
The media “provided a forum of what constitutes a
good firm,” and positive coverage represents favor-
able public opinion about firms (Deephouse, 2000:
1097). Similarly, investors often form their impres-
sions about new firms and evaluate them finan-
cially by relying on information provided by the
media as well as by other types of infomediaries
(Pollock et al., 2008; Zuckerman, 1999). Thus, a
firm’s ability to influence media coverage can be
consequential for how it manages stakeholder im-
pressions and their approval of firm actions, as well
as for the development and maintenance of intan-
gible assets.

Although organizational researchers have ac-
knowledged that a firm’s information subsidies
can influence the media, which in turn can affect
stakeholder perceptions (e.g., Rao, 1994; Rhee &
Haunschild, 2006; Rindova et al., 2006; Westphal &
Deephouse, 2011), what is less clear is how firms
can influence the tenor of media coverage, espe-
cially following wrongdoing. In particular, when a
firm or its peers are engaged in wrongdoing, what
actions should the firm take to alter negative media
coverage and consequently alter stakeholders’ per-
ceptions? Additionally, does the effectiveness of
the announced firm actions depend on whether the
firm itself was involved in wrongdoing or whether
it was instead only “guilty by association”? Inves-
tigating the effectiveness of firm actions requires
first gaining better understanding of both wrongdo-
ing as a violation of stakeholders’ expectations and
direct effects of the magnitude of firm and industry
wrongdoing on the tenor of media coverage of
a firm.

Wrongdoing and Expectancy Violations

Research in social psychology suggests that indi-
viduals generally expect positive outcomes and are
optimistic about their futures (Fiske & Taylor, 2008;
Parducci, 1968; Pezzo, Pezzo, & Stone, 2006). Ac-
cording to expectancy violations theory, conform-
ing behavior remains largely unnoticed, but viola-
tions attract attention because of their salience
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and deviance from commonly held expectations
(Floyd et al., 1999). Specifically, negative viola-
tions of expectations generate negative emotional
responses and create cognitive dissonance by alter-
ing individuals’ views of the way things should be
(Burgoon, Denning, & Roberts, 2002; Festinger,
1957; Greifeneder, Bless, & Pham, 2011). Thus,
when a firm or its peers engage in wrongdoing, the
media and stakeholders actively seek new informa-
tion about the firm (Floyd et al., 1999; Planalp &
Fitness, 1999) and recalibrate their impressions of
it (Taylor, 1991).

Product recall announcements are an example of
negative violations of social expectations. Sales of
defective products breach the implied social con-
tract between a firm and its stakeholders, who
maintain “a set of values, beliefs, and norms” ac-
cording to which their exchange with the firm
should take place (Morrison & Robinson, 1997:
246). Thus, product recalls are likely to be inter-
preted as wrongdoing because they violate social
expectations about the firm’s ability to act accord-
ing to an implied promise of appropriate behavior.
In the following section, we propose two baseline
hypotheses that investigate two types of wrongdo-
ing—those committed by a firm and those commit-
ted by its peers—and their effects on the tenor of
media coverage about the firm.

Firm wrongdoing. Firms engaged in wrongdoing
are likely to generate negative media coverage. In
turn, they may lose stakeholder approval because
such conduct violates stakeholder perceptions of
acceptable firm behavior and potentially places
stakeholders at risk (Pfarrer, et al., 2008, Pfarrer,
Smith, Bartol, Khanin, & Zhang, 2008; Suchman,
1995). For example, financial wrongdoing leads to
more negative perceptions by stakeholders about a
firm’s ability to create value over time (Kang, 2008).
Layoffs and downsizing can violate stakeholders’
expectations of the firm’s credibility and commit-
ment to them and may be interpreted by the af-
fected stakeholders as wrongdoing (Love & Kraatz,
2009). Further, the amount of damage caused by
corporate wrongdoing should be expected to affect
the tenor of media coverage. Research in social
psychology and management suggests that the
greater the scale of a wrongdoing event, the more
attention the media will pay to the event (Deep-
house, 2000; Fiske & Taylor, 2008; Rindova et al.,
2006), thus lowering the social approval of the in-
volved firm. For example, severe industrial acci-
dents (Zyglidopoulos, 2001) and severe auto recalls
(Rhee & Haunschild, 2006) are associated with
lower reputation because such incidents receive
higher levels of media attention and scrutiny. Al-
though past organizational research has proposed

theoretical arguments associating firm wrongdoing
with greater media coverage, the relationship be-
tween wrongdoing and the tenor of coverage has
not been studied empirically. Thus, we hypothesize:

Hypothesis 1. The greater the magnitude of a
firm’s wrongdoing, the less positive the tenor of
media coverage about the firm.

Industry wrongdoing. Recent organizational re-
search suggests that firms belonging to industries
whose members engage in wrongdoing can suffer
from negative spillovers (Barnett & Hoffman, 2008;
Barnett & King, 2008; Kostova & Zaheer, 1999).
Because stakeholders stratify objects, including
firms, into categories (Porac & Thomas, 1990; Reger
& Palmer, 1996), firms from the same industry as a
wrongdoer could be perceived as being “guilty by
association” (Lange, Lee, & Dai, 2011: 181). Sa-
lience of negative social stimuli is usually greater
than salience of positive stimuli when social expec-
tations are violated (Skowronski & Carlston, 1989);
thus, negative events, such as product recalls, at-
tract more attention than positive ones. The media
and stakeholders are likely to focus on negative
stimuli associated with a specific firm engaged in
wrongdoing when forming judgments of other
firms in the same industry. Specifically, the media
and stakeholders may assume that if one firm in
the industry is engaged in wrongdoing, other firms
may be experiencing similar problems. Further-
more, stakeholders’ memories about the name of
the firm engaged in wrongdoing may be incorrect,
creating “category confusion” (Fiske & Taylor,
2008: 268). Such generalizations may contribute to
a mistaken attribution of guilt to an otherwise in-
nocent firm in the same industry as a wrongdoer.

In organizational research, generalizing the mis-
conduct of one firm to others has been described as
“categorical delegitimization” (Greve, Palmer, &
Pozner, 2010: 89; Jonsson et al., 2009) or “negative
spillover” (Barnett & King, 2008: 1160). A few re-
cent empirical studies show support for these ef-
fects but have not investigated the mechanisms
through which negative spillovers occur. For exam-
ple, Jonsson and colleagues (Jonsson et al., 2009)
theorized that when stakeholders generalized the
effects of organizational wrongdoing by one firm to
other firms in the mutual fund industry, the gener-
alization led stakeholders to withdraw transactions
from firms similar to the violating firm. Barnett and
King (2008) likewise found that the wrongdoing of
one firm in the U.S. chemical industry spilled over
to other firms, thus harming firms that were not
directly at fault. Finally, in a study of the effects of
financial mismanagement on the spillover of repu-
tational penalties, Kang demonstrated that firms
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unsuspected of wrongdoing but retaining a board
member from an accused firm were also likely to be
penalized by their stakeholders (2008).

This research suggests that one firm’s wrongdo-
ing can negatively impact other firms in the same
industry, even if those other firms are innocent.
However, the mechanism underlying the effect of
negative spillovers on the tenor of media coverage
has not been studied empirically. In the context of
this study, some firms in the U.S. toy industry may
have become guilty by association because of me-
dia reports that did not always name the companies
with recalls, referring instead to the recalls as an
industry-wide problem and using more general
phrases such as “toy recalls” or “children’s product
recalls.” When media coverage about an industry is
negative, it can result in a negative evaluation of a
specific firm, even if the firm itself is not “the target
of the negative tone” (Carroll, 2009: 5). Such gen-
eralizations and uncertainty about a firm’s involve-
ment in wrongdoing may cause stakeholders to per-
ceive the firm to be guilty of wrongdoing because it
is associated with a guilty industry (Fiske & Taylor,
2008). We therefore hypothesize:

Hypothesis 2. The greater the magnitude of
wrongdoing in a firm’s industry, the less posi-
tive the tenor of media coverage about the firm.

In sum, our theoretical framework suggests that
changes in the tenor of media coverage depend not
only on a focal firm’s violation of stakeholder ex-
pectations (Hypothesis 1), but also on the preva-
lence of wrongdoing by other firms in its industry
(Hypothesis 2). If, as we argue above, the wrongdo-
ing of some firms can spill over to tarnish other
firms in an industry (e.g., Kostova & Zaheer, 1999;
Yu, Sengul, & Lester, 2008), does a high prevalence
of wrongdoing in the industry attenuate or amplify
the negative effect of firm wrongdoing on the tenor
of media coverage about the focal firm?

The Safety-in-Numbers Effect

Social psychology research on attention suggests
that a particular object is more salient—or stands
out more relative to others in the environment—if it
is novel or unusual for its category (Jones & McGil-
lis, 1976). Increased salience of a particular object,
in turn, attracts a perceiver’s attention and en-
hances perceptions of prominence. For instance,
being the only unpleasant person in a room will
garner disproportionate condemnation (Fiske &
Taylor, 2008). We apply similar reasoning to the
firm level of analysis. When a single firm from an
industry engages in wrongdoing, this action is sa-
lient because it is novel and unusual in the indus-

try. In such a case, the firm is more likely to attract
a disproportionate share of negative publicity and
attention and suffer more negative media coverage.
However, if several other firms also engage in sim-
ilar negative actions, the act loses its novelty and
salience, decreasing the amount of attention paid to
any firm in particular (Ahmadjian & Robinson,
2001; Pfarrer, et al., 2008). Thus, during times of
wrongdoing in an industry, a focal firm may expe-
rience a safety-in-numbers effect: the direct nega-
tive effect wrongdoing has on the tenor of media
coverage will be weakened. This suggests that to
accurately predict the tenor of media coverage as-
sociated with different levels of a firm’s wrongdo-
ing, one has to account for the level of wrongdoing
in its entire industry. We therefore hypothesize:

Hypothesis 3. The magnitude of wrongdoing in
a firm’s industry attenuates the negative effect
of a firm’s wrongdoing on the tenor of media
coverage about the firm.

Firm Actions following Wrongdoing

Research in crisis and impression management
suggests that when a firm’s name is tarnished by its
own or competitors’ wrongdoing, managers can at-
tempt to influence media coverage of that firm by
providing a public response (Desai, 2011; Elsbach &
Kramer, 1996; Elsbach & Sutton, 1992; Pfarrer, et
al., 2008; Westphal & Bednar, 2008; Westphal &
Deephouse, 2011). Firms often issue verbal ac-
counts about their activities through the media,
thus simplifying stakeholders’ search for informa-
tion (Rindova et al., 2006) and influencing stake-
holder perceptions about the appropriateness of
firm actions. However, there is little empirical ev-
idence about the effectiveness of different informa-
tion subsidies in influencing the tenor of media
coverage about firms.

We propose that the effectiveness of information
subsidies in influencing media coverage about a
firm after wrongdoing depends on the actions the
firm announces. We categorize firm actions as ei-
ther technical or ceremonial, depending on the ac-
tions’ capacity to address the cause of wrongdoing,
to focus on changes in internal processes or exter-
nal evaluations about the firm, and to attract or
deflect the media and stakeholders’ attention to
wrongdoing." The technical category includes ac-

! These action categories are similar to other classifi-
cations found in the organizational literature, such as
“technical” and “institutional” (e.g., Godfrey et al., 2009;
Lamertz & Baum, 1998; Scott, 2003; Thompson, 1967),
“core” and “peripheral” (e.g., Hannan & Freeman, 1984),



1084 Academy of Management Journal October

tions that are perceived as having the potential to
address the cause of wrongdoing and thus attract
media and stakeholder attention to it. Examples of
technical actions in our sample include Mattel’s
monitoring of manufacturing facilities by involving
an “independent monitoring council” (Newswire,
2002) and LeapFrog’s public announcement after
recalling the musical activity center Learn-Around
Playground in 2006 that “consumers should imme-
diately take the recalled activity center away from
children and contact LeapFrog for a free repair kit”
(Newswire, 2006). In contrast to the technical cat-
egory, the ceremonial category includes a firm’s
actions taken in the days after recalls that are per-
ceived as having the potential to alter stakeholder
perceptions of the firm by emphasizing its positive,
alternative character traits (Ashforth & Gibbs, 1990)
and deflecting media and stakeholder attention
away from the wrongdoing. In the context of our
study, examples of ceremonial actions include Has-
bro’s announcement that “to . . . commemorate the
heroes that served during the Pearl Harbor attack,
[the firm is making] a donation to the USS Arizona
Memorial Fund” (Business Wire, 2001). Another
example of a ceremonial action is Mattel’s organi-
zation of the children’s contest “How Looney Can
You Be?” (Business Wire, 2003) or FAO Schwarz’s
announcement that they “are inviting kids across
the country to help make a difference by participat-
ing in the first-ever Play-A-Thon™ . . . by offering
them a chance to raise money for a charity of their
choice” (Business Wire, 2001). Using theory from
social psychology, we hypothesize how and why
the two types of actions may attenuate or amplify
the negative effect that firm or industry wrongdoing
has on the tenor of media coverage about firms.
Actions after firm wrongdoing. As we hypothe-
sized above, the magnitude of a focal firm’s wrong-
doing decreases the positive tenor of media cover-
age. More specifically, a product recall will induce
negative emotions among interested stakeholders
who view the recall as a violation of their expecta-
tions of appropriate firm behavior (Floyd et al.,
1999; Greifeneder et al., 2011; Mishina et al., 2012).
Research in social psychology suggests that indi-
viduals in emotional states are more likely to avoid
cognition that is inconsistent with an overall per-
ception they hold (e.g., Chaiken, Liberman, &
Eagly, 1989; Festinger, 1957; Forgas, 1995). That is,
information that reinforces social perceptions

“analytical” and “affective” (e.g., Epstein, 1994; Hastie &
Dawes, 2001), “substantive” and “symbolic” (Westphal &
Zajac, 1998), and “threat-addressing” and “attention-
deflecting” (Elsbach & Kramer, 1996).

about a firm’s recall is more likely to be utilized
when subsequent judgments are made (cf. Mishina
et al., 2012). Thus, the media may be more likely to
attend to a firm’s technical actions because they are
interpreted as related to the recall and are consis-
tent with the already-established impressions that
the media and stakeholders have of the wrongdo-
ing firm.

In line with these arguments, the crisis and im-
pression management literature suggests that tak-
ing actions that signal a firm is in control and
addressing the problem is effective in helping the
firm recover from wrongdoing (Coombs, 2007;
Mishina et al., 2012; Pfarrer, et al., 2008). Conse-
quently, theory suggests, and empirical studies
have shown, that the focal firm can effectively re-
store its social approval after wrongdoing by di-
rectly identifying the cause of the problem, dedi-
cating resources to minimizing the effects of the
negative event, and addressing the perceived vio-
lation as soon as possible (Elsbach, 1994; Mercer,
2005; Mishina et al., 2012; Pfarrer, et al., 2008a).
The firm can do this by providing information sub-
sidies that direct the media’s attention to the
changes made to the firm’s internal processes and
reinforce the ways the firm is perceived to be rec-
tifying the problem.

In contrast, the media may view ceremonial ac-
tions as inconsistent with their perceptions of the
focal firm subsequent to wrongdoing. Because
wrongdoing is perceived as a negative violation of
social expectations, it is a more salient and domi-
nant cue than positive actions in which the firm
may engage (Lingle, Geva, Ostrom, Leippe, &
Baumgardner, 1979). Moreover, negative behaviors
are perceived as more diagnostic than positive be-
haviors after social violations (Mishina et al., 2012).
They also tend to be “stickier” (Skowronski & Carl-
ston, 1987), making it more difficult for the firm to
restore its social approval after wrongdoing simply
by engaging in ceremonial actions that are per-
ceived as positive. As a result, attempts to deflect or
alter current stakeholder perceptions by emphasiz-
ing highly visible actions that are consistent with
social expectations (Ashforth & Gibbs, 1990) may
backfire. If these actions are viewed as superficial
or hypocritical, the media and stakeholders could
perceive them with suspicion, distrust, and skepti-
cism (Desai, 2011; Elsbach, Sutton, & Principe,
1998; Lyon & Maxwell, 2011; Mishina et al., 2012).
In sum, the negative impressions generated by a
firm engaged in wrongdoing will dominate the im-
pression formation process. In turn, the media may
suspect concealed motivation behind ceremonial
actions, which would hinder the firm’s attempts at
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restoring its positive media coverage. We therefore
hypothesize:

Hypothesis 4a. A firm’s announcements of
technical actions attenuate the negative effect
of the firm’s wrongdoing on the tenor of media
coverage about the firm.

Hypothesis 4b. A firm’s nnouncements of cer-
emonial actions amplify the negative effect of
the firm’s wrongdoing on the tenor of media
coverage about the firm.

Actions dafter industry wrongdoing. We theorize
that the relationships hypothesized above will be
reversed when others in a firm’s industry, rather
than the firm itself, have engaged in wrongdoing.
We derive our logic from the increased levels of
uncertainty the media and stakeholders face when
attributing wrongdoing to a specific firm. In this
case, an innocent firm may be able to distance itself
from wrongdoers in its industry by deflecting the
attention of the media away from the transgressions
of peers and toward the focal firm’s positive actions
and attributes (Elsbach & Kramer, 1996). If the me-
dia portray the focal firm as the perpetrator of
wrongdoing, there is likely little uncertainty among
stakeholders about its culpability. In contrast, just
as stereotypes are formed about people, when some
firms in the industry are engaged in wrongdoing,
observers may think that other industry members
are guilty of wrongdoing as well (Jonsson et al.,
2009; Yu et al., 2008). In this case, the beliefs about
a specific firm’s culpability, however, are less cer-
tain. Thus, the media may interpret actions taken
by a firm that is perceived to be guilty by associa-
tion differently than actions taken by the perpetrat-
ing firm.

After a firm’s competitors have engaged in
wrongdoing, the firm’s announcements of technical
actions may draw attention to its operations and
reinforce negative impressions about the firm stem-
ming from its membership in a guilty industry.
Additionally, stakeholders may interpret the firm’s
announcements of technical actions in the context
of industry wrongdoing as an indication that the
firm is encountering problems similar to those of
its competitors, but that its wrongdoing simply
has not been exposed yet. Thus, in this instance,
taking technical actions may signal that a firm is
also culpable.

Ceremonial actions, in contrast, are highly visi-
ble actions that “are consistent with social expec-
tations [but leave] the essential machinery of the
organization intact” (Ashforth & Gibbs, 1990: 181).
The purpose of ceremonial actions is to appear to
adhere to the norms and expectations of the larger

social context in which a firm operates and to pro-
mote the belief that the firm’s activities are congru-
ent with the values and expectations of its stake-
holders (Kirsch et al., 2009). Taking such actions
amid industry wrongdoing may “invoke alternate
categorization schemes” (Elsbach & Kramer, 1996:
466) by deflecting the media’s attention away from
industry wrongdoing and emphasizing the positive
dimensions of the firm. These actions help firms
that are not directly involved in product recalls
avoid association with the wrongdoers (Elsbach &
Kramer, 1996; Elsbach & Sutton, 1992) and help
them differentiate themselves from the guilty in-
dustry by focusing media attention on socially de-
sirable actions (Elsbach & Sutton, 1992). By doing
so, firms may be able to recategorize themselves in
the media by amplifying their positive attributes
not associated with the wrongdoing of other firms.
Although the effect of ceremonial actions on the
tenor of media coverage has not been studied em-
pirically, recent research has shown that organiza-
tions that the media and stakeholders link to a
guilty organization will avoid being “dragged
down” (Greve et al., 2010: 89) by cutting off all
ties to the wrongdoer (cf. Jensen, 2006; Sullivan,
Haunschild, & Page, 2007). Similarly, executives
who leave a firm prior to its failure are less likely to
suffer demotions in their new jobs than managers
who stayed (Semadeni, Cannella, Fraser, & Lee,
2008). Announcements of ceremonial actions may
help reduce uncertainty about the character of a
specific firm that stakeholders may otherwise have
categorized as being guilty by association. Such
announcements help a firm distance itself from the
category of wrongdoers by deflecting the media’s
attention away from the transgressions of their
competitors and toward the focal firm’s positive
attributes (Greve et al., 2010; Jonsson et al., 2009).
In turn, the media are more likely to report posi-
tively about such a firm. Thus, we hypothesize:

Hypothesis 5a. A firm’s announcements of
technical actions amplify the negative effect of
industry wrongdoing on the tenor of media
coverage about the firm.

Hypothesis 5b. A firm’s announcements of cer-
emonial actions attenuate the negative effect of
industry wrongdoing on the tenor of media
coverage about the firm.

METHODS
Sample

To test the hypotheses derived from our theoret-
ical model, we examined media coverage of public
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U.S. toy firms in each quarter from 1998 to 2007.
We focused on publicly traded firms because they
are required to report financial statements and are
also more likely than private firms to make public
announcements regarding their actions due to their
visibility in the media and the pressure of meeting
stakeholders’ expectations (e.g., Chen & Meindl,
1991; Marcus & Goodman, 1991; Salancik &
Meindl, 1984; Sutton & Galunic, 1996). Our focus
on one industry allowed us to examine media cov-
erage within a clearly bounded area where firms
affect, and are affected by, each other’s actions. Our
choice to examine the toy industry was also due to
the industry’s high level of concentration (www.
hoovers.com), which provided a good context for
examining instances in which firms were prone to
experience negative spillover effects from compet-
itors’ actions (Yu et al., 2008).

To construct the sample, we used the CRSPSift2
and CPSC toy recalls databases to identify all com-
panies whose primary business was listed within
the toy industry from 1998 to 2007. Because several
firms in the databases did not explicitly produce
children’s toys (e.g., casinos, golf courses, and golf
equipment makers), we screened the pool in four
additional steps to ensure that firms in our sample
were relevant members of the toy industry. The
first author and two trained research assistants
(1) tracked each firm’s ownership type (public or
private) for the entire period of the study by using
the SDC Platinum database; (2) evaluated each
firm’s (or in the case of subsidiaries, each parent
firm’s) SIC code; if the description of the SIC code
included the word “toy” (SIC codes 3942, 3940,
3944, 5945, and 5092), the firm was retained in the
sample; (3) used Hoover’s database (www.hoovers.
com) to conduct a company name search, retaining
in the sample firms whose industry was listed in
Hoover’s as “Toys and Games” or “Toys and
Games, Retail”; and (4) examined each firm’s web-
site to determine whether toys were its primary
product. This search yielded 45 firms, 21 of which
experienced toy recalls during the period of the
study. Because some firms were not publicly traded
throughout the entire period, the final sample con-
sists of 940 firm-quarter observations for which all
the variables of interest were observed.

? The Consumer Product Safety Commission (CPSC)
began tracking toy recalls in 1974. As of 2007, the major-
ity of recall announcements (51%) and the majority of
recalled toys (59%) had occurred during the ten-year
period of our study.

Variables

Tenor of media coverage. Our dependent vari-
able is the tenor of media coverage about a firm.
The media frame stories and influence stakehold-
ers’ perceptions about firms through their use of
positive or negative language (Deephouse, 2000;
McCombs, Llamas, Lopez-Escobar, & Rey, 1997;
Pollock & Rindova, 2003). To measure the tenor of
media coverage of a firm, we used the Lexis-Nexis
database to identify articles published in the 50
largest U.S. newspapers by circulation and blogs®
from the first quarter of 1998 through the first quar-
ter of 2008. This search resulted in approximately
37,500 articles and blog postings. We then analyzed
the content of the articles and blogs about each firm
in a given quarter using Linguistic Inquiry and
Word Count (LIWC), text analysis software de-
signed to determine the rate at which authors or
speakers use words connoting positive or negative
emotion in a given text (Pennebaker, Booth, & Fran-
cis, 2007).* Like the authors of previous studies
(e.g., Deephouse, 2000; Pew Research Center, 2008;
Pfarrer et al., 2010; Pollock & Rindova, 2003), we
calculated the percentage of positive and negative
content in each article and coded it as positive if its
total affective content was at least 66 percent pos-
itive and as negative if its total content was at least
66 percent negative.’

One issue that may arise from coding the affec-
tive content of entire articles and blogs through
LIWC is confusion resulting from mentions of mul-
tiple firms in a text (cf. Carroll, 2009; Lamertz &
Baum, 1998; Pollock et al., 2008). For example, an
article may have predominantly negative affective
content, but it may describe a specific firm in a
positive light. To ensure that LIWC’s coding pro-
gram accurately reflected the tenor of coverage
about a given firm and to follow established prac-
tices in content analysis methodology, the first and
third authors recoded 100 randomly selected arti-
cles and blogs (cf. Desai, 2011; McCarthy, McPhail,
& Smith, 1996; Pollock et al., 2008). A discrepancy
between the tenor of an entire article and the tenor
of coverage of a specific firm arose in only three
cases: in each occurrence, the overall tenor of the

3 The “Web Blogs” category of Lexis-Nexis sources
provides information published in 35 different blogs that
contain postings of news discussions and public opinion
on various issues (www.lexisnexis.com).

*For an in-depth description of the reliability and
external validity of LIWC results of text analysis, please
see http://liwc.net/liwcdescription.php.

® We also recoded each article’s “positivity” at the 60
and 75 percent levels. Our results were unchanged.
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article was negative, whereas the tenor associated
with a specific firm was positive. As we have the-
orized above, however, stakeholders are likely to
generalize the overall negative tenor of an article to
any firm mentioned in it due to the high diagnos-
ticity and likely spillover of negative information
resulting from social violations (Carroll, 2009;
Skowronski & Carlston, 1987). Thus, we concluded
that in the rare event that the overall tenor of an
article was negative, while the tenor associated
with a specific firm was positive, the negative affect
was likely to spill over to the firm mentioned
positively.®

Researchers in management (Deephouse, 2000;
Pfarrer et al., 2010; Pollock & Rindova, 2003), com-
munications (Carroll, 2009), economics (Houser &
Wooders, 2006), and finance (Tetlock, Saar-
Tsechansky, & Macskassy, 2008) have measured
the tenor of media coverage about a firm as the
relative prevalence of positive over negative arti-
cles, feedback, or words. Following this research,
we measure the tenor of media coverage about a
focal firm as the difference between the number of
positive and the number of negative articles and
blog posts published about a firm.” We measure the

© Tt is also possible that the negative tenor of coverage
of a given firm could overshadow the generally positive
tone of an article (cf. Richey, Koenigs, Richey, & Fortin,
1975). Although we did not find any occurrences in our
subsample, to the extent that they do exist, their omis-
sions should result in more conservative tests of our
hypothesized relationships.

7 An established measure of the tenor of media cover-
age is the Janis-Fadner (JF) coefficient of imbalance
(Deephouse, 2000; Janis & Fadner, 1943). However, this
and other ratio-based measures are less suitable in our
sample for two reasons. First, high variance in the
amount of coverage among firms may contribute to low
criterion validity of the JF coefficient and other ratio-
based measures. For instance, a firm with one positive
article and no negative articles and a firm with 100 pos-
itive articles and no negative articles will both receive a
score of 100 percent. Additionally, a firm with one pos-
itive article and no negative articles will receive a higher
score than a firm with 100 positive articles and one
negative article. Therefore, employing the JF coefficient
and other ratio-based measures may restrict samples to
highly publicized firms. For example, management stud-
ies that have used the JF measure focus on highly visible
and prominent firms in multiple industries (e.g., Pfarrer
et al., 2010; Pollock & Rindova, 2003). However, intrain-
dustry studies similar to ours that employed the JF coef-
ficient lost half of their sample size (e.g. Deephouse,
1996, 2000; Deephouse & Carter, 2005). Because it was
essential for our study to uncover intraindustry dynam-
ics and interdependencies between the actions of a focal
firm and its competitors, the JF and other ratio-based

tenor of media coverage in the quarter of each recall
and the following quarter to account for the effect
on media coverage of the recall as well as the firm’s
information subsidies.

Firm wrongdoing. We measure firm wrongdoing
as the sum of the number of toys recalled in a given
quarter. To gain insight about U.S. firms’ toy recalls,
we turned to the Consumer Product Safety Com-
mission  (http://cpsc.gov/cpscpub/prerel/category/
toy.html), an independent federal regulatory
agency created in 1972 by the U.S. Congress as part
of the Consumer Product Safety Act. It “is charged
with protecting the public from unreasonable risks
of serious injury or death from thousands of types
of consumer products under the agency’s jurisdic-
tion” (www.cpsc.gov/about). Because sales of de-
fective products may cause health hazards such as
suffocation, laceration, poisoning, and in extreme
cases, death (Beamish & Bapuji, 2008; www.cpsc.
gov), product recalls violate stakeholder expecta-
tions about proper firm conduct. They are also ac-
companied by a loss of consumer confidence (Luo,
2008) and an increase in negative perceptions
about the recalling firm (Beamish & Bapuji, 2008).
In addition, product recalls can be interpreted as
public admission of a specific type of wrongdo-
ing—wrongdoing that is due to mismanagement
(Bromiley & Marcus, 1989; Near, Rehg, Van Scotter,
& Miceli, 2004)—because they are consequent to
problems and errors in manufacturing and design
(Beamish & Bapuji, 2008; Rhee & Haunschild, 2006)
and occur after the sale of defective toys. We col-
lected data on all recalls from 1998 to 2007. The 21
firms that recalled toys collectively experienced
recalls of over 56 million toys associated with thou-
sands of reported injuries and incidents.

Industry wrongdoing. We measure industry
wrongdoing as the sum of all toys recalled in a
given quarter, excluding a focal firm’s toys.

Firm actions. To examine what types of actions
are described in the information subsidies that
firms issue, the first author collected and coded
data from over 5,500 firm press releases dissemi-
nated by the Business Wire and PR Newswire
databases, two leading sources for press releases
that companies use to disseminate information

measures appeared not suitable. Second, an assumption
underlying such measures is that arguments for or
against a specific issue are equally salient. However,
research in social psychology suggests that people per-
ceive negative information to be as much as five times
more salient than positive or neutral information
(Baumeister, Bratslavsky, Finkenauer, & Vohs, 2001;
Fiske & Taylor, 1998; Richey et al., 1975), an issue we
address in the robustness checks section below.
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about their actions (www.businesswire.com; www.
prnewswire.com). We chose press releases as a
source of information on firms’ actions because
they are reports that firms themselves view as im-
portant and because the media use them as infor-
mation sources about firm actions (Carroll &
McCombs, 2003; Kennedy, 2008). All public com-
panies issue press releases at least quarterly. Some
studies have used industry publications to measure
firm actions (Basdeo, Smith, Grimm, Rindova, &
Derfus, 2006; Smith, Grimm, Gannon, & Chen,
1991), but in our context smaller firms are less
likely to be mentioned in these media outlets. Us-
ing firms’ press releases thus allows us to minimize
this potential bias. By doing so, we also control for
the alternative explanation that the visibility of a
firm’s actions through media coverage is driving
our results, as information on both technical and
ceremonial actions from press releases is equally
visible to the media and external stakeholders. To
ensure the reliability of the initial coding, a trained
research assistant recoded a subsample of press
releases about firm actions in 40 randomly selected
firm-quarters. The values of Krippendorff’s alpha
coefficient for interrater reliability were 0.90 and
0.86 for technical and ceremonial actions, respec-
tively, indicating high reliability (Krippendorff,
2004; Short, Broberg, Cogliser, & Brigham, 2010).
To code firms’ actions, we employed a structured
content analysis method (cf. Duriau, Reger, & Pfar-
rer, 2007) widely used in the competitive dynamics
literature (e.g., Basdeo et al., 2006; Smith et al.,
1991). Because in a given quarter, some companies
made several announcements about the same ac-
tion, while others made only one announcement,
we used a binary measure in which each category
of actions was coded 1 for a quarter in which a firm
announced the action and 0 otherwise. To create
the categories of technical and ceremonial actions
a firm announced in a given quarter, we summed
the binary measures of action types that belong to
each of the two categories. We measure technical
actions—actions that are perceived as addressing
the problem of manufacturing and selling defective
toys—as the sum of the following: changes in
operations and distribution channels, changes in
production management, improvements in manu-
facturing processes, start of investigations, discon-
tinuance of product shipments, compensation for
defective products, and cooperation with regula-
tory agencies investigating the recalls. We measure
ceremonial actions—actions that do not directly
address the cause of a recall but instead highlight
positive characteristics of a firm—as the sum of the
following: firm name changes, celebrity endorse-
ments, charitable donations, promotions and

sweepstakes, acts of corporate citizenship (e.g.,
sponsoring children’s talent shows), and an-
nouncements of company awards.

In the context of this study, for instance, follow-
ing a recall of ten million Power Wheels® by Fish-
er-Price in October 1998, the parent company, Mat-
tel, issued a number of press releases updating the
public on the progress of the work of the toy repair
centers it opened, in which qualified electricians
received and repaired shipments of defective toys.
Similarly, after toy recalls in summer 2007, RC2
announced suspended shipments of defective toys
with the following explanation: “During the quarter
we suspended shipment of products that are sub-
ject to the wooden toy voluntary recall announced
on June 13, 2007” (Business Wire, 2007). Such ac-
tions were categorized as technical in our sample.

In contrast, after Hasbro recalled nearly nine mil-
lion toys in June 2000, no company press releases
mentioned the recall; rather, the day following the
recall Hasbro issued a press release announcing the
winners of Hasbro Teens With The Courage To
Give Awards™. As another example, in 2005 Ac-
tion Products International Inc. provided “free
learning materials to teachers at over 8,000 public
and private schools across the country” (Business
Wire, 2006). Such actions were categorized as cer-
emonial. To ensure that the coded firm actions
occurred after wrongdoing, we measure technical
and ceremonial actions in the quarter following the
measure of wrongdoing.

Control variables. An alternative explanation for
our findings is a size effect: large firms in our sample
recall more toys, take more actions, and may enjoy
more positive coverage in the press. To account for
this possibility, we include firm size as a control
variable measured by assets of a focal firm in a given
quarter. This information was obtained from the
CRSPSift2 database. To delineate the effect of current
wrongdoing on subsequent levels of media coverage,
we include social memory of firm wrongdoing and
social memory of industry wrongdoing as two control
variables. We measure social memory of firm wrong-
doing as the sum of the number of toys recalled by a
firm and a decay measure that assigns a weight of 1/n
for each quarter prior to the quarter of the recall. We
measure social memory of industry wrongdoing as
the sum of the number of toys recalled by the firm’s
competitors and the decay measure. Employing a de-
cayed measure accounts for the residual effect of so-
cial memory about the firm’s or competitors’ past
actions and thus reflects the media’s and stakehold-
ers’ cumulative perceptions about the firm (cf. Darr,
Argote, & Epple, 1995; Pfarrer et al., 2010). Both vari-
ables are measured in the quarter prior to a recall.
Additionally, we control for the number of injuries
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and also for incidents, the official CPSC term for
consumer-reported toy defects that did not result in
any physical harm to children. We also control for the
average price of toys recalled in a given quarter as
well as the amount of media coverage. We measure
the latter by the number of articles published about a
firm in a given quarter. To delineate the tenor of
media coverage of the firm as distinct from that of
coverage of the toy industry in general, we control for
the tenor of media coverage about the industry, mea-
sured as the difference between the number of posi-
tive and negative articles published about a firm’s
competitors in the quarter of a recall and the follow-
ing quarter. As the operations of the U.S. toy industry
are seasonal, in that more toys are sold during the
holiday season (Freedman, Kearney, & Lederman,
2012; Johnson, 2001), we also include a fourth quar-
ter dummy in our analysis. Finally, the largest num-
ber of toy recalls occurred in 1998 and 2007. We
therefore include dummies for both of those years.

Data Analysis

To test our hypotheses, we selected an estimation
procedure that was appropriate for our theoretical
arguments and was robust to typical issues that arise
with analyses of panel data. Because we controlled
for previous levels of firm and industry wrongdoing,
we were cognizant that autocorrelation could affect
our results. Using the Wooldridge test of autocorrela-
tion (via the Stata command “xtserial”), we rejected
the null hypothesis of absence of autocorrelation. To
address this issue, we implemented the Arellano-
Bond model and the generalized method of moments
(GMM) procedure (Arellano & Bond, 1991; Halaby,
2004; Wade, Porac, Pollock, & Graffin, 2006), which
includes a lagged dependent variable as an instru-
ment. Additionally, this estimation reports first dif-
ferences, thus accounting for the change in the tenor
of media coverage over each period and making it
functionally similar to a fixed-effects model (Halaby,
2004). The Arellano-Bond model is also robust to
heteroskedasticity and violations of normality, mak-
ing it suitable for the panel structure of our sample
(Arellano & Bond, 1991; Halaby, 2004). Because three
of our hypotheses predict a moderation effect, we
standardized all variables to account for possible
multicollinearity between the main effects and inter-
action effects (Aiken & West, 1991).

RESULTS

Table 1 shows descriptive statistics of unstan-
dardized variables and correlations for the stan-
dardized variables of interest. Using the full model,
we tested all the variables for the presence of mul-

ticollinearity. All variance inflation factors were
below 6, with an average of 2.44; thus, multicol-
linearity was not a concern (Chatterjee & Price,
1991). Table 2 presents the results of the hypothe-
ses’ tests. Model 1 includes control variables;
model 2 illustrates the results of the main effects
regression; and model 3 is the full model that tests
all main and interaction effects. The chi-square dif-
ference test indicates a marginally significant, pos-
itive difference between model 1 and model 2 (x*[4]
= 8.38, p < .10) and a significant positive differ-
ence between model 2 and model 3 (¥*[5] = 110.25,
p < .001), suggesting that model 2 fits the data
better than model 1 and that the full model, model
3, is the best fit for the data, demonstrating joint
significance of all five interaction terms (x*[5] =
82.63, p < .001). We utilize model 2 to interpret the
results of the main effects (Hypotheses 1 and 2
[Aiken & West, 1991]) and model 3, the full model,
to interpret the interaction effects (Hypotheses 3, 4a
and 4b, and 5a and 5b).

To test Hypotheses 1 and 2, we regressed the
main effects of firm and industry wrongdoing on
the tenor of media coverage and a vector of control
variables as well as technical and ceremonial ac-
tions. As model 2 shows, consistently with Hypoth-
esis 1, firm wrongdoing had a significant negative
effect on the tenor of media coverage (8 = —0.03, p
< 0.05). The coefficient indicates that if a firm
recalled 635,000 toys (one standard deviation
above the mean), the number of negative articles
published about it would increase by slightly more
than 2 (—0.03 X 72). Hypothesis 2 predicts that
higher levels of industry wrongdoing are associated
with a more negative tenor of media coverage. In-
dustry wrongdoing had a marginally significant,
negative effect on the tenor of media coverage (8 =
—0.02, p < .10). Thus, Hypothesis 2 receives mar-
ginal support and indicates that if the number of
toys recalled by a firm’s competitors increased by
3,489,000 (one standard deviation above the mean),
the media would publish approximately 1.5 more
negative articles about the focal firm (—0.02 X 72).

Although the effects of firm and industry wrong-
doing on the tenor of media coverage may seem
small, when interpreting these results one should
consider the widely observed positivity bias in the
business press (Deephouse, 2000; Fombrun & Shan-
ley, 1990; Pollock & Rindova, 2003) and the per-
ceived salience and diagnosticity of negative infor-
mation for social perceptions (Baumeister et al.,
2001; Richey et al., 1975). Thus, stakeholders may
perceive a small increase in neutral or negative
articles as a definite negative signal, much like
financial analysts’ “hold” recommendations (Abar-
banell & Lehavy, 2003; Brown, 2001; Skinner &
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TABLE 2
Results of Arellano-Bond Analyses Predicting Tenor of Media Coverage®
Variables Model 1 Model 2 Model 3
Firm wrongdoing (H1) —0.03* 0.00
Industry wrongdoing (H2) —0.02" —0.01
Firm wrongdoing X industry wrongdoing (H3) 0.02*
Firm wrongdoing X technical actions (H4a) 0.05%**
Firm wrongdoing X ceremonial actions (H4b) —0.09***
Industry wrongdoing X technical actions (H5a) —0.01
Industry wrongdoing X ceremonial actions (H5b) 0.03*
Technical actions, |, , -0.01 —0.01
Ceremonial actions, , 0.00 0.01
Tenor of media coverage of focal firm, _ 0.30*** 0.29%** 0.19***
Social memory of prior firm wrongdoing, _ , —0.01 —-0.01 0.00
Social memory of prior industry wrongdoing, _ , 0.02% 0.02 0.02
Assets 0.52%** 0.51%** 0.46%**
Articles 0.30*** 0.33%** 0.42%**
Injuries 0.00 0.00 —0.01
Incidents 0.02 0.03* 0.05**
Average price of recalled toys —0.01 0.00 —0.04***
Tenor of media coverage of industry, , (; ; 1 0.08*** 0.08*** 0.09***
Year 1998 0.22%%* 0.24%*%* 0.21%**
Year 2007 —0.09" -0.07 -0.07
Fourth quarter —0.09*** —0.09*** —0.11%**
Constant 0.08*** 0.08*** 0.10***
x* 1,114.75 1,123.13 1,233.38

# The Arellano-Bond model uses a lagged dependent variable as an instrument. Thus, the number of observations (n = 897) is smaller

than in the original sample.
Tp<.10
*p< .05
**% p < .01
£5% <001

Sloan, 2002) or a lukewarm recommendation letter
from a previous employer (Range Menyhert, Walsh,
Hardin, Ellis, & Craddick, 1991; Siskind, 1966).
Hypothesis 3 predicts that industry wrongdoing
will attenuate the negative effect of firm wrongdo-
ing on the tenor of media coverage about a focal
firm. Model 3 presents the test of this hypothesis.
The interaction coefficient of firm wrongdoing and
industry wrongdoing was positive and significant
(B = 0.02, p <.05). To interpret this result in more
detail, we graphed the moderating relationship (Ai-
ken & West, 1991; Hoetker, 2007). Figures 1—4 are
drawn using the respective coefficients from model
3, with “low” indicating levels of the standardized
variables one standard deviation below the mean
and “high,” one standard deviation above the
mean. Concerning Hypothesis 3, Figure 1 illus-
trates that the negative effect of firm wrongdoing on
the tenor of media coverage about a focal firm was
attenuated with increasing levels of industry
wrongdoing. This indicates that it is more damag-
ing for firms to recall products when very few other
firms engage in recalls. Conversely, recalling prod-
ucts during periods when others engage in recalls
seems to have a less adverse effect on the tenor of a

focal firm’s coverage. This result suggests that high
industry wrongdoing provides a safety-in-numbers
effect for firms engaged in product recalls. Thus,
Hypothesis 3 is supported.

Hypothesis 4a predicts that technical actions will
attenuate the negative effect of firm wrongdoing on
the tenor of media coverage, and Hypothesis 4b pre-
dicts that ceremonial actions will amplify this effect.
Model 3 confirms that the interaction term of firm
wrongdoing and technical actions was positive and
significant (8 = 0.05, p <.001), but the interaction
term of firm wrongdoing and ceremonial actions was
negative and significant (8 = —0.09, p < .001). Thus,
Hypotheses 4a and 4b are supported. Figures 2 and 3
illustrate these relationships. Figure 2 shows that
technical actions are more effective with increased
levels of firm wrongdoing. Figure 3, however, shows
the opposite relationship: ceremonial actions amplify
the negative effect of firm wrongdoing on the tenor of
media coverage.

Hypothesis 5a predicts that technical actions will
amplify the negative effect of industry wrongdoing
on the tenor of media coverage about a firm, and
Hypothesis 5b predicts that ceremonial actions will
attenuate this effect. As can be seen from model 3
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FIGURE 1
Moderation Effect of Industry Wrongdoing on the Relationship between
Firm Wrongdoing and Tenor of Media Coverage
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FIGURE 2
Moderation Effect of Technical Actions on the Relationship between
Firm Wrongdoing and Tenor of Media Coverage
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in Table 2, the interaction term of industry wrong-
doing and technical actions was not significant,
indicating a lack of support for Hypothesis 5a. In
contrast, the interaction coefficient of ceremonial
actions and industry wrongdoing was positive and
significant (8 = 0.03, p < .05), supporting Hypoth-
esis 5b. To better understand the significant rela-
tionship in Hypothesis 5b, we graphed it. Figure 4
illustrates that the relationship between industry
wrongdoing and the tenor of media coverage about
a focal firm becomes less negative with an increase
in the number of the firm’s ceremonial actions.

Robustness Checks

Alternative operationalizations of tenor of me-
dia coverage. In addition to the alternative speci-
fications of our dependent variable (described in
footnote 5) several other robustness checks were
conducted. First, to account for the larger perceived
salience and impact of negative information on
media coverage and stakeholders’ perceptions
(Baumeister et al., 2001; Fiske & Taylor, 2008;
Wartick, 1992), we weighted the number of nega-
tive articles in our composite measure by 2, 3, 4,
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FIGURE 3
Moderation Effect of Ceremonial Actions on the Relationship between
Firm Wrongdoing and Tenor of Media Coverage
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and 5 times. Our results remained substantively
unchanged. Second, following research in social
psychology that suggests that positive and negative
emotions lie on two separate continua rather than a
single continuum (Brief & Motowidlo, 1986; Ca-
cioppo & Gardner, 1999; Rindova et al., 2006), and
relying on prior empirical work that separates pos-
itive and negative information into two distinct
constructs (Houser & Wooders, 2006; Tetlock et al.,
2008), we reran our analyses using (1) the sum of
positive articles and (2) the sum of nonpositive (i.e.,
neutral and negative) articles as two alternative

dependent variables. Our latter measure is consis-
tent with the above-mentioned prevalence of a pos-
itivity bias in the business press, which may lead to
interpretations of statements neutral (i.e., nonposi-
tive) in tenor as negative (Abarbanell & Lehavy,
2003; Houser & Wooders, 2006; Siskind, 1966; Tet-
lock et al., 2008). For the former measure, our re-
sults remained unchanged, signaling that toy re-
calls and subsequent firm actions affect the
absolute levels of positive media coverage in the
same way that they affect our primary dependent
variable. Similarly, for the latter measure, our re-

FIGURE 4
Moderation Effect of Ceremonial Actions on the Relationship between
Industry Wrongdoing and Tenor of Media Coverage
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sults were mostly supported, but, as expected, in
the opposite direction, indicating that toy recalls
increase the number of nonpositive articles and
that firm actions can amplify or attenuate these
effects. Given the highly positive skew of coverage
in the business press that we mention above, both a
decrease in positive tenor and an increase in non-
positive tenor lend credence to our arguments.

Endogeneity of recalls and actions. Because of
the dynamic interaction between a firm, its com-
petitors, and media coverage of their actions, we
also investigated whether endogeneity due to un-
observed variables may have affected our analyses.

First, we conducted an interview with a CPSC
official to learn more about the toy recall process.
The official stated that recalls are not usually initi-
ated by toy manufacturers; rather, after the CPSC
becomes aware of a defective toy, a representative
contacts the manufacturer to request a recall. The
official also indicated that toy companies always
comply, which makes toy recalls involuntary exog-
enous shocks to the firms’ operations. We also ob-
tained evidence for the exogeneity of product re-
calls from the CPSC’s website (www.cpsc.gov) and
recent research on toy recalls (Beamish & Bapuji,
2008; Freedman et al., 2012).

Further, to empirically support our theoretical
and qualitative evidence, we ran a two-stage Heck-
man correction model. In the first stage, following
recommendations for the selection of appropriate
variables (Bascle, 2008; Hamilton & Nickerson), we
regressed prior firm wrongdoing, year dummies for
1998 and 2007, and the number of toys recalled two
quarters after a focal quarter on the likelihood of a
firm’s recalling toys. We selected the latter predic-
tor variable, the number of recalled toys in t + 2, as
our instrument in the first stage because it was
indicative of the firm’s propensity to recall toys in
the focal quarter, but it was not indicative of our
second-stage dependent variable, the tenor of me-
dia coverage (Bascle, 2008; Hamilton & Nickerson,
2003). The selected instrument as well as prior
levels of firm wrongdoing significantly predicted
the probability of recalling a toy, but the year dum-
mies did not. The inverse Mills ratio was not sig-
nificant in the second stage. Taken together, our
findings suggest that toy recalls are an exogenous
variable (Bascle, 2008; Mesquita & Brush, 2008;
Tong, Reuer, & Peng, 2008).

Second, to test for the potential endogeneity of
technical and ceremonial actions, we ran two two-
stage Heckman correction models and two David-
son-MacKinnon tests of exogeneity (using the Stata
command “dmexogxt”), the latter of which fol-
lowed two-stage least squares estimation for each
type of actions. In the first stage of each Heckman

estimation, we selected the number of technical
(ceremonial) actions taken by a firm two quarters
after a recall as our instrument, as it was theoreti-
cally associated with the firm’s propensity to take
technical (ceremonial) actions but not with our de-
pendent variable in the second stage, the tenor of
media coverage. We also included firm wrongdo-
ing, firm assets, and a dummy for the fourth quarter
in our first-stage model, as theoretically they
should influence a firm’s propensity to engage in
technical or ceremonial actions. In both iterations,
our selected instruments and firm assets signifi-
cantly predicted propensity to engage in either
technical or ceremonial actions, but firm wrongdo-
ing and the fourth-quarter dummy did not. Inverse
Mills ratios in both estimations were not signifi-
cant, indicating that both types of actions were
exogenous. With these robustness checks, we be-
lieve we have ruled out the most likely explana-
tions of endogeneity in our hypothesized relation-
ships. However, as in all social science research,
we cannot conclusively claim causality in our
relationships or definitively rule out alternative
explanations (Bascle, 2008; Hamilton & Nicker-
son, 2003).

DISCUSSION
Theoretical Contributions

With this study, we make several contributions
to organizational theory. First, we extend recent
research that has examined the influence of info-
mediaries on firm-level and industry-level out-
comes but has paid little attention to how infome-
diaries themselves can be influenced by the firms
they cover (Pollock et al., 2008; Westphal & Deep-
house, 2011). We contribute to this research stream
by explicating the strategies firms take to influence
media reporting following their own or industry
wrongdoing. Drawing from research that aims to
understand how individuals make sense of a firm’s
actions relative to its peers and industry (e.g., Greve
et al., 2010; Porac & Thomas, 1990; Reger & Palmer,
1996), we also provide insight into the process
through which firms become associated with or
disassociated from the cognitive categories that
stakeholders construct from media coverage, de-
pending on the source of wrongdoing.

Second, our focus on a specific industry allowed
us to generate novel theoretical arguments that
delve into the cognitive categorizations of technical
and ceremonial actions a firm may take after
wrongdoing. We base our categories of firm actions
on how they are likely to be perceived by the media
and stakeholders. Additionally, we drew on re-
search in social psychology to explain how the two
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types of actions affect the media and stakeholders
differently under different circumstances. By doing
so, we extend crisis and impression management
research that has investigated how firm accounts
affect stakeholder responses but has not provided
sociocognitive explanations for why specific ac-
counts are more or less effective under different
circumstances. By taking technical actions after
wrongdoing in an industry, a firm may remind
stakeholders about its membership in the industry,
and this may reinforce already-established negative
impressions of the firm. Taking ceremonial actions
may also backfire if the firm engaged in wrongdo-
ing, because such tactics could be interpreted as
self-serving and cynical. We believe that the theo-
retical categories of actions developed in this study
will be useful in guiding future research beyond the
domain of social approval. For instance, classifying
firm actions by how they are likely to reinforce or
deflect the attention of competitors may yield in-
teresting results in competitive dynamics research
(Smith et al., 1991). We also recognize that there are
opportunities to develop more nuanced categories
that may more fully encompass the range of infor-
mation subsidies available to firms when respond-
ing to wrongdoing. We encourage future studies to
examine these possibilities in more depth.
Additionally, we extend research on the forma-
tion of stakeholders’ judgments about firm’s actions
that violate social expectations (e.g., Mishina et al.,
2012; Skowronski & Carlston, 1987) by theoreti-
cally investigating and providing support for the
relative effectiveness of a firm’s actions in restoring
the positive tenor of media coverage after a viola-
tion takes place. However, although our focus on
toy recalls allowed us to test previously unexam-
ined dynamics in a specific industry, our study
does not account for potential variance in the way
different stakeholder groups interpret firm actions.
It is possible that while the media and consumers
may view product recalls in the toy industry as
negative actions that violate social norms and put
customers at risk, other stakeholder groups, such as
investors, may interpret such actions differently,
perhaps as necessary quality control practices. Fur-
thermore, given the sensitivities associated with
toy recalls and recalled toys’ potential to harm chil-
dren, product recalls in other industries may not be
viewed similarly, and they may not lead to the
same levels of decline in social approval. For ex-
ample, it would be informative to know if recalls of
other consumer products, such as appliances or
electronics, would generate the same kind of media
coverage and firm impression management strate-
gies as we have seen here. Finally, different kinds
of wrongdoing due to mismanagement, such as

earnings restatements, financial fraud, and envi-
ronmental compliance failures (e.g., Mishina,
Dykes, Block, & Pollock, 2010; Pfarrer, Smith,
2008), may affect the media and stakeholder groups
differently and thus alter the effectiveness of firm
actions in ways other than those we saw in this
study. For example, research has investigated the
effects of wrongdoing associated with competence
or capability and those associated with character or
integrity (e.g., Mishina et al., 2012; Skowronski &
Carlston, 1987, 1989). It appears that in our case,
the media and stakeholders perceive toy recalls as
more of an integrity violation than a competence
violation. That is, they consider a toy recall a vio-
lation of acceptable values and norms. Thus, we
would expect, and have theorized above, that neg-
ative information would have greater weight and
higher diagnosticity for media and stakeholder per-
ceptions in this context. Therefore, the effective-
ness of a firm’s actions depends on how the firm
refocuses attention to a recall. Of course, the effects
of technical and ceremonial actions on the tenor of
media coverage and stakeholders’ perceptions may
be different for competence- and performance-
based violations, such as a negative earnings sur-
prise or a sudden drop in sales (Pfarrer et al., 2010).
We encourage researchers interested in the links
among firm wrongdoing, firm actions, and media
coverage to examine the relationships tested here
in other industries and among multiple stakeholder
groups.

Finally, by focusing on the dynamics occurring
between a firm and its peers in a specific industry,
we extend nascent organizational research on neg-
ative spillovers that has begun to examine these
relationships (e.g., Barnett & Hoffman, 2008; Kang,
2008; Kostova & Zaheer, 1999). Specifically, by uti-
lizing sociocognitive arguments, we add explana-
tory mechanisms to recent findings of direct nega-
tive spillover effects. Additionally, our finding of a
safety-in-numbers effect for a focal firm after a re-
call provides new sociocognitive insights into in-
dustry dynamics that can influence media coverage
after a negative event.

Empirical Contributions

Our first empirical contribution is in conducting
a ten-year analysis of over 37,500 articles that re-
flect changes in media coverage of firms and a
content analysis of over 5,500 press releases about
firm actions. Previous research in crisis and im-
pression management has been largely qualitative
and case-based (e.g., Coombs, 2007; Elsbach, 2003),
and it has not explicitly tested the interdependen-
cies among an industry engaged in wrongdoing, a
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firm’s actions following its own or its competitors’
wrongdoing, and the media’s coverage of these dy-
namics. To our knowledge, this is the first large-
scale empirical investigation that tests how a focal
firm’s actions influence media coverage of wrong-
doing and how this influence may vary depending
on the source of the wrongdoing. A second empir-
ical contribution of our study is our use of firms’
press releases as sources of information about
firms’ actions as well as our use of blogs as one of
the media sources that influence and reflect social
perceptions. Our use of press releases allowed us to
investigate intraindustry dynamics by observing
announced actions of large and small firms alike.
Our use of blogs extends previous research on in-
fomediaries that focuses only on the official press
and allows us to obtain a measure more closely
related to perceptions of certain stakeholder groups
(Jin & Liu, 2010).

Finally, our use of advanced content analysis
techniques to code affective content of articles and
blog posts continues to extend recent organiza-
tional research on social perceptions management
that recognizes the importance of trying to open the
black box that is often present in strategy research
(e.g., Pfarrer et al., 2010; Pollock & Rindova, 2003;
Pollock et al., 2008; Short et al., 2010). We recog-
nize the coarseness of our firm-quarter observations
and the potential limitations of our computer-aided
coding processes, including the difficulty in recti-
fying dissonant descriptions within a text (cf.
Lamertz & Baum, 1998; Pollock et al., 2008). How-
ever, continuous advances in content analysis
should permit scholars to gather increasingly larger
amounts of text and code them with increasingly
finer-grained techniques (Duriau et al., 2007).

Practical Implications

Our study also has practical implications for
managers in industries prone to actions that violate
societal norms and that attract negative press, and
our findings may have broader implications for
contexts in which wrongdoing is rarer. The inter-
action effect between focal firm and industry
wrongdoing in our study suggests that (1) low lev-
els of industry wrongdoing provide a context for
maximum penalties in the media when a firm vio-
lates societal expectations, but high levels of indus-
try wrongdoing may provide a safety net for offend-
ers, and (2) firms that do not engage in wrongdoing
nevertheless experience declines in the positive
tenor of media coverage if their industry as a whole
has high levels of wrongdoing. Thus, firms may
want to work together to maintain lower levels of
industry wrongdoing through higher safety and

quality standards to limit negative media attention
and exposure to regulators (cf. Pfarrer et al., 2008).

The second practical implication of our findings
is that when a firm or its competitors engage in
wrongdoing, managers can use information subsi-
dies to influence how the firm is covered in the
media. If a firm itself recalls a product, managers
should be aware that announcements of technical
actions are more likely to restore the positive tenor
of media coverage than announcements of ceremo-
nial actions. However, when the level of industry
wrongdoing is high and, especially, when the focal
firm has not engaged in wrongdoing, announce-
ments of ceremonial actions are a more effective
strategy than announcements of technical actions.
Taken together, our research findings suggest that
“managing the message” is an important part of a
firm’s strategy, and firms might benefit from a com-
bination of technical and ceremonial actions, de-
pending on whether the firm itself or its competi-
tors engaged in wrongdoing.
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