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ABSTRACT 

 

Nowadays, about one fourth of all prime time commercials in the United States feature 

celebrity endorsers. Previous research has identified numerous benefits of this powerful 

marketing strategy. Unfortunately, celebrities have been increasingly involved in negative 

publicity in the recent past. Using event study methodology, I examine the influence of negative 

celebrity endorser publicity on immediate and subsequent stock returns, covering 59 events 

during a 25 year period from 1988 to 2012. My research shows that firms do not have to take 

losses for granted. By choosing proactive versus reactive/passive strategies, firms can 

successfully counteract the subsequent negative stock returns. Thus, it is not the negative event 

itself that drives the subsequent financial performance, but rather the immediate response of 

firms. Although immediate firm reactions increase the salience of the event and cause stock 

prices to drop initially, they also build up investors’ trust and confidence again, ultimately 

leading to increased stock returns in the subsequent weeks. On the flipside, a reactive/passive 

strategy shows a lack of control and leadership, which can lead to substantial financial losses in 

the subsequent weeks. I show that this main effect is attenuated for subsidiary (vs. corporate) 

brands. Further, the appropriateness of the reaction (match between expected and actual firm 

reaction) is also crucial. Overall, this dissertation helps to advance the knowledge regarding the 

financial risk of negative celebrity endorser publicity and provides firms with advice to best 

manage the situation.   
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CHAPTER 1 - OVERVIEW 

 

1.1 Introduction 

Companies can hire different spokespeople for their products, such as typical consumers, 

experts or even the company president. A very popular strategy is the use of a celebrity to 

endorse a firm’s product or service. A celebrity endorser is “any individual who enjoys public 

recognition and who uses this recognition on behalf of a consumer good by appearing with it in 

an advertisement” (McCracken 1989, 310).  

The use of famous spokespeople to promote brands and products has an extensive 

history. Josiah Wedgwood, the founder of the Wedgwood brand of pottery and chinaware, 

already capitalized on the use of his products by Queen Charlotte in the late 1760s. She was 

followed by another royal endorser, namely Queen Victoria, who associated herself with 

Cadbury Cocoa in the late nineteenth century. Modern testimonial advertising began with the rise 

of mass production and consumption immediately prior to World War I (Segrave 2005). At that 

time, spokespeople mainly endorsed medicinal products and consumers quickly became 

suspicious of the healing power of these endorsed products. This placed all other endorsers in a 

bad light as well. Until the early 1930s, the majority of endorsers were athletes (e.g., Babe Ruth), 

but by the end of World War II, movie stars (e.g., Charlie Chaplin) increased in popularity. With 

the rise of color TV in 1965, the demand for TV personalities and entertainers increased 

significantly. By the mid-1970s, one in eight TV commercials featured a celebrity. By 1980, 

companies began to create products around celebrities. For instance, Nike signed a talented 

young NBA rookie named Michael Jordan and started designing sneakers for him. The success 

of his “Air Jordan” shoes led Nike to spin off the Jordan line and create its own division named 



 

2 
 

the “Jordan Brand.” In the late 1990s, firms took endorsements to a whole new level by holding 

press conferences to announce the signings of new celebrities. Celebrities were no longer just 

endorsers and quickly became spokespersons for the brand. According to Millward Brown 

(2006), one out of four commercials in the United States draws on celebrity power. 

With the increase of celebrity endorsers, researchers began examining their effectiveness. 

Most early research examined the positive effects of this strategy on consumers’ perceptions and 

behavior as well as stock returns. However, celebrities have also been increasingly involved in 

undesirable and harmful behavior in the recent past, most recently Paula Deen (racial slurs) and 

Oscar Pistorius (murder accusations). The efforts of affected firms to manage this negative 

publicity and to limit negative spillover effects found less consideration. This limited research 

stream is concerning, because firms are currently left with little evidence-based guidance 

regarding the following questions:  

 

1) Can firms protect their brands and stock returns from negative spillover effects following 

a negative event?  

2) Should firms respond immediately when negative news about their brands' endorsers 

surface or is it better to remain quiet until the initial media frenzy fades?  

3) Are all firms equally affected by their response strategy or are there firm-specific 

differences that have to be taken into account when reacting? 

4) If firms decide to respond, what should the response look like?  

 

This dissertation combines various firm, endorser and publicity characteristics into a 

unifying framework. Using event study methodology, I analyze 59 distinct events in a 25 year 
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period from 1988 to 2012 and offer four main contributions.  

First and foremost, no previous research has looked at the influence of firm reactions on 

stock returns following negative celebrity endorser publicity. I distinguish between proactive and 

passive/reactive firms, and evince that firms do not have to take losses for granted. If companies 

react immediately to the negative publicity (proactive), they can counter the losses and even gain 

value in the subsequent weeks. Contrarily, if firms react late or not at all (passive/reactive) they 

will experience losses in the subsequent weeks. 

Second, I assert that this main effect differs by portfolio strategy (i.e., corporate brand vs. 

subsidiary brand). For corporate brands (e.g., Nike), the discrepancy between proactive and 

reactive/passive firms is larger than for subsidiary brands (e.g., Gillette is owned by Procter & 

Gamble), because for corporate brands one can easily make the association between the affected 

brand and the firm that owns the brand. 

Third, I not only examine the impact of proactive vs. passive/reactive firms, but I also 

analyze the appropriateness of these responses. In other words, I compare the match between the 

expected and actual firm reaction and its impact on stock returns. I examine the entire spectrum 

of potential firm reactions, such as punishing the endorser, showing support, 

denying/downplaying the situation or remaining quiet. 

Fourth, I apply a longitudinal approach to all analyses, which distinguishes between 

immediate (event window, day 0 and 1; this window covers the typical event window of prior 

studies) and subsequent effects (post event window, day 2 to 15; this window has not been 

analyzed by previous research). Previous work has predominantly used a cross-sectional 

approach to examine negative publicity. Strictly speaking, these papers only examined a very 

short event window, which is customarily the event day itself and on occasion the following day, 
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but a considerable amount of these events take longer than that to unfold. I augment this work 

which has only been focused on the immediate effects and thus, neglected any longer term 

effects.  

Based on my findings, I develop and discuss several guidelines on how to not only 

counter the financial losses associated with negative celebrity endorser publicity, but rather to 

use this situation as an opportunity to send positive signals to the market.   

1.2 Dissertation Outline 

The remainder of the dissertation is organized as follows. Chapter 2 provides an overview 

of previous research on celebrity endorsement (positive and negative effects on both consumers 

and firm metrics). Chapter 3 introduces the theoretical background and three hypotheses. Chapter 

4 discusses the event study, including background, sample, model variables and methodology. 

Chapter 5 outlines the results and discusses the hypotheses. The discussion in Chapter 6 

highlights findings and contributions, managerial implications, but additionally outlines some 

limitations of the event study methodology. The dissertation concludes with directions for future 

research. 
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CHAPTER 2 - PREVIOUS RESEARCH ON CELEBRITY ENDORSEMENT 

 

 In this chapter, I will discuss the most important findings of previous research regarding 

celebrity endorsement. First, I will illustrate the positive and negative effects on consumers’ 

attitudes and behavior. Second, I will discuss the positive and negative effects on firm metrics, 

such as stock returns and sales. I chose this distinction for chronological reasons. The majority of 

earlier research on celebrity endorsements examined the psychological and behavioral effects on 

consumers. With the increased frequency of celebrity endorsers’ misbehavior, researchers began 

to analyze the economic impact of their negative publicity. 

2.1 Positive Effects on Consumers 

Famous people conduce to a higher degree of attention, recall and recognition rates 

(Ohanian 1991, Premeaux 2005), even with low involvement products (Petty, Cacioppo and 

Schumann 1983). Celebrities can make an advertisement more believable (Kamins 1989), 

transfer meanings of products to consumers and create distinct brand personalities (McCracken 

1989, Kamins 1990, Ohanian 1990). Further, consumers memorize advertising messages better 

(Misra and Beatty 1990) and evaluate the advertisements and products more favorably (Atkin 

and Block 1983; Tripp, Jensen and Carlson 1994; Dean and Biswas 2001; Silvera and Austad 

2004). Celebrities can also help to launch a brand or reposition it. For instance, Nike built its golf 

business around Tiger Woods and is currently very successful with it, because it provided the 

business with instant credibility, personality and appeal. Moreover, a famous spokesperson can 

help to break through cultural barriers. For instance, Adidas used David Beckham in its world-

wide campaigns. Adidas did not have to change its endorser for all the different countries around 

the globe, because David Beckham is well-known and respected for his athletic abilities in 

almost every part of the world. All of these effects are particularly important today because, 
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according to Nielsen Media, the average U.S. household receives 119 TV channels and 

especially during times of the ubiquitous Internet it becomes more and more essential to 

distinguish a service or product from the surrounding clutter. The benefits of celebrity 

endorsement may be explained using different models, with the four most common discussed 

next.  

The Meaning Transfer Model (McCracken 1989) consists of three steps. First, meanings 

form the image of the celebrity. In other words, the effectiveness of the endorser depends on the 

specific characteristics he/she has to offer. Such characteristics could be (among others) status, 

personality or lifestyle. It makes the endorser unique and very different from an anonymous 

spokesperson. Second, these meanings are transferred to the brand, product or service as soon as 

the celebrity is featured in an advertisement with it. Some of the meanings (hopefully the desired 

ones) are now part of the product as well. Advertisements should be designed to highlight the 

similarities between the features of the celebrity and the product, so that consumers can make the 

necessary transition to the third and final step. Third, these meanings are transferred to the 

consumer through usage/consumption. This last step is very crucial, because there is no 

automatic transfer of meaning or automatic transformation of the self. Rather, it is a dynamic 

relationship. In sum, brands should choose celebrity endorsers who convey meanings that they 

want to be associated with and highlight only these desirable features.  

Source Attractiveness Models (McGuire 1968) conceptualize the effectiveness of an 

endorser through similarity with consumers, familiarity among consumers and likeability. 

Similarity is defined as “a supposed resemblance between the source and the receiver of the 

message,” familiarity as “knowledge of the source through exposure,” and likability as “affection 

for the source as a result of the source's physical appearance and behavior” (Erdogan 1999, p. 
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299). It is important to note that attractiveness does not only refer to physical features, but also to 

other characteristics such as intelligence, personality, lifestyle or athletic abilities. 

Source Credibility Models (Ohanian 1990, 1991) conceptualize the effectiveness of an 

endorser through both expertise regarding the product domain and trustworthiness as a person. 

Trustworthy spokespeople are honest and believable. Endorsers from the same ethnic 

background are also perceived to be trustworthy, because human beings trust people who are 

similar to them (Desphande and Douglas 1994). Spokespeople with expertise have the 

knowledge, experience and skills necessary to endorse a certain product or service.   

According to Matchup Hypothesis Models, the effectiveness of celebrity endorsement is a 

function of the congruence (also known as fit) between the endorser image and the brand (Baker 

and Churchill 1977, Friedman and Friedman 1979, Joseph 1982, Kahle and Homer 1985, 

Kamins 1990, Peterson and Kerin 1977).  

2.2 Negative Effects on Consumers 

Despite these benefits, there are several hazards associated with selecting the appropriate 

celebrity. Endorsers can lose popularity before the contract ends (Ziegel 1983), especially in 

today’s society with instant hype that is created through various social media outlets. Current 

endorsers can lose their popularity as soon as the next “Internet phenomenon” is discovered. 

Problems can also arise if consumers focus on the celebrity rather than on the brand being 

advertised (Rossiter and Percy 1987, Costanzo and Goodnight 2005). As Cooper (1984) stated, 

“the product, not the celebrity must be the star.” Celebrity endorsers can also lose credibility by 

representing too many different products or brands (Mowen and Brown 1981; Tripp, Jensen and 

Carlson 1994). If a celebrity endorses too many products at a time, consumers are more likely to 
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recognize that the main purpose of the endorsement is the monetary compensation rather than 

his/her intrinsic motivation. 

In the recent past, celebrities have been increasingly involved in undesirable and harmful 

behavior, most recently Paula Deen and Oscar Pistorius. These incidents ranged from minor 

severity, such as buying competing products in public (e.g., Alan Alda, Britney Spears) or 

making inappropriate comments on stage, nationwide television or the Internet (e.g., Dixie 

Chicks, Whoopi Goldberg, Rashard Mendenhall), to serious and illegal actions, such as 

substance abuse (e.g., Lance Armstrong, Justin Gatlin), or even accusation of sexual assault (e.g., 

Kobe Bryant, Michael Jackson) or murder (e.g., OJ Simpson, Oscar Pistorius). One stream of 

research looks at the consequences of these unexpected public controversies in terms of 

psychological measures, such as brand image or purchase intention. Below, these papers are 

discussed chronologically below.  

In three studies, Till and Shimp (1998) showed that negative information about a 

celebrity resulted in a decrease in attitude toward the endorsed brand only for fictitious 

celebrities. They also identified four moderators, namely association set size, timing of the 

negative information and the strength of the link between the brand and the celebrity. According 

to the associative network model of memory (Anderson 1976, Collins and Loftus 1975), 

celebrities and brands both represent nodes, which are not connected in the beginning, but 

become linked over time through the endorsement process. Feelings and attitudes toward a 

celebrity transfer to the endorsed brand through repeated exposure. After an associative link has 

been created between the endorsed brand and the celebrity, subsequent negative information 

about the endorser (i.e., scandal) leads to a lower evaluation of the celebrity, which ultimately 

affects the endorsing brand in a negative way, too. 
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 Money, Shimp and Sakano (2006) demonstrated that consumers of both the United States 

and Japan evaluated products more favorably in case of self-oriented (vs. other-oriented) 

negative information. This finding is surprising, because the authors hypothesized that for 

Japanese consumers other-oriented negative information (e.g., drug abuse caused pain for the 

celebrity’s family and friends), which has implications for the social collective, will be more 

damaging to brand evaluations than self-oriented negative information that damages only the 

celebrity (e.g., celebrity was able to keep the problem away from his family and friends). 

Based on transference theory, White, Goddard and Wilbur (2009) argued that when 

consumers are exposed to negative information about a celebrity endorser, they will 

subsequently give lower evaluations of the endorsed product. Contrary to what the authors 

hypothesized, when the situation is reversed and the consumers are exposed to negative 

information about the brand, the endorsers are not affected by the negative information. 

Fong and Wyer (2012) applied a structural equation model and showed that a celebrity’s 

blameworthiness is largely determined by the negative impact on the society as a whole. 

Attitudes towards the endorsers were influenced by attributions of responsibility through their 

mediating impact on both positive reactions to the celebrities (e.g. sympathy) and negative ones 

(e.g. disappointment). Moreover, the scandal decreased consumers’ attitude toward the endorsers 

independently of the celebrities’ responsibility for the negative publicity. 

 Thwaites, Lowe, Monkhouse and Barnes (2012) used three hypothetical but common 

scandals (extramarital affair, drunk driving, criticism of professional integrity), three sources 

(rumor, media, celebrity publicly admits), three product categories (champagne, potato chips, 

credit cards), and three celebrities (Ms. X, Mr. Y, Mr. Z) each. The authors demonstrated, across 

categories and celebrities, that negative publicity decreased credibility and attractiveness of the 
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celebrities. Surprisingly, the source of negative publicity did not influence a celebrity’s 

attractiveness and credibility. In other words, even rumors can cause negative effects and 

companies have to be aware of the potential predicaments that such minute negativity can bring. 

 Um (2013) argued that people who make dispositional (internal) attributions judge the 

endorsed brand more negatively than do those who make situational (external) attributions. 

Further, consumers with a higher level of identification with the celebrity are less likely to react 

negatively to bad publicity. Also, consumers with low (vs. high) brand commitment process 

negative brand information differently. Consumers with a high (low) commitment will process 

negative publicity in a biased (objective) manner. 

 Doyle, Pentecost and Funk (2014) indicated that negative celebrity endorser publicity 

does not only affect consumer attitudes towards the endorsed brand, but also towards associated 

events (e.g., motorsport event). They further state, that this influence is the strongest when 

attitudes have not been previously formed, such as in the case of new or unfamiliar brands. 

 In sum, these studies reveal that negative celebrity endorser publicity not only has a 

negative impact on consumers’ evaluation of the products/brands, but also on associated events.  

2.3 Positive Effects on Firm Metrics 

A more recent research stream deals with the impact of celebrity endorsement on 

financial measures, such as stock prices and sales. Agrawal and Kamakura (1995) were the first 

to use event study methodology to measure the economic worth of celebrity endorsers. I will 

extensively discuss event study methodology in Chapter 4. In short, it works the following way. 

Based on an estimation window before the actual event, one estimates a stock price for the day of 

the event. Next, one subtracts the actual and estimated stock return from another to get the 

abnormal return (AR), which can be tested for significance. If the AR is significantly positive 
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(negative), the stock market evaluates an event as positive (negative). However, ARs have 

limited explanatory power in terms of measuring the total impact of an event. Due to delay of 

information or unawareness of the extent of a certain event, it is more reasonable to calculate 

cumulative abnormal returns (CARs), which sum up all ARs of a firm over the observed period 

of time. Consequently, if no event occurred or if the event was considered insignificant, CARs 

would equal 0.  

Based on a sample of 110 celebrity endorsement announcements (35 firms, 87 

celebrities), Agrawal and Kamakura (1995) showed that stock prices increased on the day of the 

announcement (event day) by .44%. This suggests that the market, on average, views the 

investment in a celebrity endorser favorably.  

 Mathur, Mathur and Rangan (1997) examined the impact of Michael Jordan’s NBA 

comeback on his sponsors’ stock prices. They discovered that his five sponsors (General Mills, 

McDonald’s, Nike, Quaker Oats, Sara Lee) gained about 2% or about $1 billion in market value, 

outperforming the “Non-Jordan firms,” such as Kellogg (competing with General Mills), 

Shoney's and Wendy's (vs. McDonald's), LA Gear, Reebok and Wolverine World Wide (vs. 

Nike), Coca-Cola and Pepsi (vs. Quaker Oats), and Russell Corp. (vs. Sara Lee). 

 Farrell, Karels, Monfort and McClatchey (2000) investigated the influence of Tiger 

Woods’ athletic performance on the stock returns of his endorsing firms (Nike, Fortune Brands, 

American Express). They used the end-of-day finish of 48 PGA tournaments in which Tiger 

Woods participated between August 29, 1996 and November 1, 1998. His performance only had 

a positive and significant impact on Nike. The non-significant returns for American Express 

suggest that the market did not view his endorsement of a financial service provider as a good 
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match. The lack of significant impact on Fortune Brands (parent of Titleist) is likely due to the 

small share of revenue that Titleist is contributing to the overall revenue of Fortune Brands. 

 Russell, Mahar and Drewniak (2005) examined the impact of both positive (e.g., MVP 

award, world record, championship) and negative (e.g., drugs, assault, poor performance) 

publicity surrounding athletic endorsers. Intuitively, they found that positive (negative) events 

increased (decreased) stock returns. Unfortunately, their results have to be interpreted with 

caution, because their data and analysis suffer from significant issues. The authors claim that 

“confounding events did not exist (p. 70).” Among others, such confounding events could be the 

announcement of quarterly earnings, merger and acquisitions activities or major HR decisions. 

For instance, Chris Webber’s drug charges became public on January 20, 1998. Fila’s AR for 

that day was 10.04%, indicating that another important firm event might have occurred on that 

same day. Pritamani and Singal (2001) suggested that if the AR for a specific day is higher than 

+3% or lower than -3%, one should conduct a concurring event analysis. A brief Factiva search 

revealed that Fila announced their quarterly earnings on that day, which were significantly below 

expectations. Most likely, this was the main driver of the drop in stock price, not Webber’s 

misbehavior. Consequently, this data point has to be excluded from the analysis. Further, the 

authors use “television footage (…) to determine the manufacturer of the apparel the athlete wore 

close to the event” (p. 72) whenever no official sponsorship was found on the Internet. This 

approach differs from other event studies about celebrity endorsers and causes several problems. 

Most importantly, the athlete might not even be an official endorser of the firm. Merely wearing 

a product of a certain company does not make one an official spokesperson.  

 Whereas most event studies regarding the economic worth of celebrity endorsements 

focused on megastars, such as Michael Jordan or Tiger Woods, Fizel, McNeil and Smaby (2008) 
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used 167 conventional athletic stars (88 firms) between 1994 and 2000 and found no significant 

impact on the market value of the sponsoring firms following the announcement. Furthermore, 

there was no support of the match-up hypotheses, but endorsements by golfers yielded marginal 

significant ARs. 

Leeds (2010) examined the impact of Floyd Landis’ 2006 Tour de France win and his 

positive drug test immediately following. Surprisingly, neither event had a direct impact on his 

endorsing firm Phonak. However, there was a significant positive CAR following these events, 

which seems to support the common belief that “any publicity is good publicity.” 

 Ding, Molchanov and Stork (2011) analyzed a sample of 101 celebrity endorsement 

announcements (40 firms) between 1996 and 2008 and did not find a significant impact. Further, 

they showed marginal support for the match-up hypothesis and stated that the endorsement of 

technology products seemed to be most beneficial. 

 Nicolau (2011) used a slightly different approach. Based on a weekly basis, he illustrated 

that being the president (Florentina Perez) of both a firm (ACS) and the sponsored club (Real 

Madrid) can have a positive impact on the firm’s market value. Over a period of 1,409 days and 

215 matches, Real Madrid’s performance had a significant impact on the stock returns of his 

construction company ACS. Nicolau also found support for loss aversion (Kahneman and 

Tversky 1979), that is, lost matches had a greater effect on firm value than games won. 

Nicolau and Santa-Maria (2013) revealed the significant positive impact of Rafael 

Nadal’s success on the tennis court on his two sponsors Mapfre and Banesto. Based on 85 Grand 

Slam matches between 2009 and 2012, they illustrated a diminishing sensitivity of this effect 

(similar to Elberse and Verleun 2012), but this time found no support for loss aversion (contrary 

to Nicolau 2011). 
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 The majority of research above has shown the positive impact of both celebrity 

endorsement announcements and athletic performance on stock returns. But why does the mere 

announcement of a famous endorser or athletic success increase a firm’s market value? 

According to the Efficient Market Hypothesis (EMH, Fama 1970), investors anticipate higher 

sales in the future due to the endorsement or athletic success, which translates to increased stock 

returns. But do sales really increase? Elberse and Verleun (2012) answered that open empirical 

question and did not only examine the impact of celebrity endorsements on stock returns, but 

also on sales (Nielsen HomeScan Panel). Based on a sample of 341 endorsements (95 firms, 178 

athletes) between 2004 and 2009, they identified the following three effects. First, celebrity 

endorsers generally led to increased sales for the focal brands, both in absolute terms and relative 

to their competitors compared to what was to be expected based on historical sales. Second, 

athletic success (e.g., winning a championship) led to higher weekly sales. Thus, the increase in 

stock price after the announcement of a new celebrity endorser or superior performance is 

justified by increased future sales. Third, both the announcement of the endorsement and athletic 

success had a significant positive impact on stock returns. However, stock returns and sales 

exhibited different patterns over time: while there were diminishing returns to sales (e.g., each 

subsequent championship that an athlete wins, sales for the brands he/she endorses increased 

slightly less), effects on stock returns were relatively constant over time. 

 Chung, Derdenger and Srinivasan (2013) examined the impact of Tiger Woods’ 

endorsement on Nike’s golf ball sales between 2000 and 2010. According to the authors, two 

effects are responsible for the increased sales. First, Woods’ endorsement led consumers to 

switch from other golf ball brands (e.g., Titleist or Callaway) to Nike. Second, it also had a 

primary demand effect: new customers who had never played golf before were acquired. Woods’ 
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endorsement also led to a price premium of roughly 2.5%. More than half of Woods’ 

endorsement contract ($181 million) was recovered from U.S. golf ball sales alone.  

In sum, previous research recognizes that hiring a celebrity endorser will increase a 

firm’s stock returns and sales, but only if the endorser is very famous. Further, good news about 

the endorser and/or performance also have a positive impact on both metrics. Table 1 gives a 

chronological overview of the most influential papers in that literature stream. 

 

Table 1 - Positive Effects on Firm Metrics 
 

Authors (Year) Main Contributions, Findings and Remarks 

Agrawal, Kamakura (1995) Announcements led to positive ARs.  

Mathur, Mathur, Rangan (1997) Jordan's NBA return led to positive ARs for his sponsors. 

Farrell et al. (2000) 
Only Nike experienced positive ARs due to Woods' 

success. 

Russell, Mahar, Drewniak (2005) 
Positive (negative) events led to increasing (decreasing) 

ARs. However, the study suffered from significant issues. 

Fizel, McNeil, Smaby (2008) 

Announcements of non-mega stars did not lead to positive 

ARs. Golfers yielded marginal significant ARs. No support 

for match-up hypothesis. 

Leeds (2010) 
Tour de France win and positive drug test led to positive 

CARs: “There is no such thing as bad publicity.” 

Ding, Molchanov, Stork (2011) 

Announcements did not lead to ARs. Endorsements of 

technology products yielded ARs. Weak support for match-

up hypothesis. 

Nicolau (2011) 
Lost games had a greater impact on the market value of the 

president's firm than games won (loss aversion).  

Elberse, Verleun (2012) 
Athlete endorsements had positive impact on sales and 

stock returns. Both increased with major championships. 

Nicolau, Santa-Maria (2013) 
Wins in Grand Slams led to gains with diminishing 

sensitivity. No loss aversion. 

Chung, Derdenger, Srinivasan 

(2013) 

Woods' endorsement: primary demand effect on Nike's golf 

ball sales and led consumers to switching brands.  
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2.4 Negative Effects on Firm Metrics 

The following papers all apply event study methodology to investigate the impact of 

celebrity scandals on stock returns. Louie, Kulik and Jacobson (2001) analyzed 52 events (24 

athletes, 5 musicians, 2 actors; total of 128 observations) between 1980 and 1994. They 

concluded that only firms that employed high culpability endorsers (e.g., domestic violence) 

experienced losses in stock market value, while firms that employed low culpability endorsers 

(e.g., heart attack due to bad nutrition) experienced gains. 

 As mentioned in the previous section, Russell et al. (2005) examined the impact of both 

positive (e.g., MVP, world record, championship) and negative (e.g., drugs, assault, poor 

performance) publicity surrounding athletic endorsers. Intuitively, they found that positive 

(negative) events increased (decreased) stock returns. However, as pointed out earlier, the results 

must be interpreted with caution. 

Also mentioned in the previous section, Leeds (2010) examined the impact of Floyd 

Landis’ 2006 Tour de France win and his positive drug test immediately following. Surprisingly, 

neither event had a direct impact on his endorsing firm, Phonak. However, there was a 

significant positive CAR following these events, which seems to support the common belief that 

“any publicity is good publicity.” 

 Hood (2012) used Tiger Woods’ scandal to highlight an important limitation of event 

studies. Contrary to Knittel and Stango (2014) he did not find a significant negative impact of the 

event on Woods’ sponsoring firms. Hood argued that this was due to the fact that both event and 

estimation windows greatly affect test statistics. Furthermore, on the event day itself, the average 

impact on Woods’ endorsing firms was -1.10%, whereas the Standard and Poor’s Index fell 

1.60%. Thus, it was not a particularly bad day for his sponsors. The only conclusion with 
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statistically significant results was that stocks of congruent firms (i.e., match between the brand 

and the endorser, such as Electronic Arts, Nike, Pepsi) performed worse than stocks of unrelated 

firms (AT&T, Accenture, Procter & Gamble). He further stated that “Early news reports 

circulated stories that the investors in these stocks lost up to $12 billion because of the scandal” 

and concluded that “the insignificance of these results should cause future research to be more 

skeptical of large claims and more cautious in valuing the endorsement of celebrity athletes” (p. 

557). 

 Bartz, Molchanov and Stork (2013) examined 93 announcements of celebrity 

misbehavior in a 25 year period from 1986 to 2011. They reported negative ARs and identified 

three moderators: the amount of media attention regarding the endorser and the event, and 

whether or not the celebrity was the only endorser of the firm. In addition, they examined 44 

announcements of contract terminations due to scandals. They did not find ARs, but stated that 

larger firms tend to terminate contracts easier and that “edgy” prudcts (e.g., sports apparel) are 

less likely to be terminated. It is important to understand that the authors did not measure the 

effect of the contract termination (= firm reaction) on a firm’s stock returns. Rather, they used a 

logistic regression with a binary variable (=1 if contract got terminated) to examine the impact of 

various company, event and celebrity characteristics on a firm’s decision to terminate the 

contract or not. 

 In a case study on Tiger Woods, Knittel and Stango (2014) showed that his sponsors lost 

more than 2% in market value. His three major sponsors Electronic Arts, Nike and PepsiCo 

(Gatorade) suffered the most. They also identified two moderators: Google search intensity 

(“Tiger Woods endorsement”) and qualitative indicators of endorsement-related news. The 

search term “Tiger Woods endorsement” explained almost 40% of the variation across firms and 
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days in ARs following the scandal and outperformed the qualitative indicator. Further, the 

authors concluded that some competitors gained value, suggesting that endorsement deals are 

partially a business-stealing strategy. However, competing firms who employed celebrity 

endorsers themselves lost more value than those that did not, highlighting the omnipresent risk 

associated with employing celebrity endorsers.  

In summary, previous research appears to conclude that negative celebrity endorser 

publicity leads to decreasing stock returns for the firms. Table 2 gives a chronological overview 

of the most important papers in that literature stream. However, I argue that firms do not have to 

take these losses for granted. Negative publicity does not necessarily have to turn into a brand 

crisis that decreases stock returns. The next chapters will shed more light on this topic. 

 

Table 2 - Negative Effects on Firm Metrics 
 

Author(s) Main Contributions, Findings and Remarks 

Louie, Kulik, Jacobson (2001) 
Firms who employed highly (lowly) culpable endorsers 

suffered losses (gained value). 

Russell, Mahar, Drewniak 

(2005) 

Positive (negative) events led to increasing (decreasing) ARs. 

However, the study suffered from significant issues. 

Leeds (2010) 
Tour de France win and positive drug test led to positive 

CARs: “There is no such thing as bad publicity.” 

Hood (2012) 
Woods' sponsors did not suffer from negative ARs. Event and 

estimation windows significantly affected test statistics.  

Bartz, Molchanov, Stork 

(2013) 

Higher losses when event created a lot of media attention and 

the celebrity was the sole endorser of the firm. Larger firms 

terminated contracts easier and contracts for edgy products 

were less likely to be cancelled. 

Knittel, Stango (2014) 

Losses were strongly correlated with Google search intensity 

and endorsement related news. Event sent negative market-

wide shock, but some competitors were able to benefit from it.  
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CHAPTER 3 - THEORETICAL BACKGROUND 

 

For the purpose of this dissertation, I define negative celebrity endorser publicity as an 

event that constitutes a personal action of an endorser that harms his/her reputation or credibility 

and can damage the endorsing company in any way. I will focus my analyses on three parties: (i) 

the endorsing firm which is affected by the celebrity endorser’s negative publicity, (ii) the media 

who report about the event, and (iii) the investors who evaluate the impact of the event on the 

future financial performance of the firm. 

 

3.1 Need for a Longitudinal Analysis of Negative Publicity 

To the best of my knowledge, all previous research uses a cross-sectional approach to 

examine negative celebrity endorser publicity. The authors only examine the actual event day or 

the following day to measure the impact of the publicity on the sponsors’ market value. The 

event day is defined as the day the negative event is first made public by a major news outlet, 

such as New York Times or Washington Post. This assumes that all relevant information about 

the scandal is publically available on these two initial days. However, there are numerous cases 

for which important pieces of information became available after these days. For instance, Tiger 

Woods’ case took several weeks to fully unfold. Similarly, in the case of Kobe Bryant’s sexual 

assault or OJ Simpson’s and Oscar Pistorious’ murder accusations, it took the media several days 

or even weeks to provide the general public with all necessary information to form an educated 

opinion. A cross-sectional analysis would mask any subsequent impact on firms. 

Therefore, I distinguish between the immediate and subsequent impact of negative 

celebrity endorser publicity. I will refer to the immediate impact as event window and to the 

subsequent impact as post event window. Due to a delay in information (e.g., first reports about 
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the event are published in the evening when stock exchanges are closed) or unawareness of the 

extent of a certain event it might take investors and firms an additional day to react and thus, for 

the market to adjust to the event as well. If the story breaks after the stock markets are already 

closed, the effect on the endorser’s sponsors is not observable until the next trading day. 

Therefore, in order to examine the immediate impact of the negative publicity, I choose the event 

day (0) and the following day (1) as the event window.  

Selecting the appropriate post event window for the subsequent impact is a more difficult 

task. On one hand, it is important to capture the whole event (e.g., Tiger Woods’ case took about 

three weeks to fully unfold), but on the other hand, the window must be as narrow as possible in 

order to avoid unrelated “noise” from concurring events, such as announcements of quarterly 

earnings or merger and acquisition plans. Further, standard errors increase with time from the 

event, so the estimated effects tend to be insignificant. In order to get a better understanding of 

the subsequent effects during the post event window, I extended the period to 30 days, which is 

about one and a half trading months. I looked at post event windows (2, 10), (2, 15), (2, 20) and 

(2, 30) and observe stable results (see Figure 1 and Table 3 below). I selected the (2, 15) - 

window for all subsequent analyses in my dissertation for the following three reasons. First, it 

took the longest event in my sample about three weeks to unfold. Second, I did not want to 

further decrease sample size. A longer time period would naturally increase the chance of 

unrelated firm events to bias the results. Third, the significant decrease of R
2
 from CAR (2, 15) 

to CAR (2, 20) and CAR (2, 30) signals increasing heterogeneity (caused by concurring events) 

and supports my choice. Using three trading weeks extends prior work in the marketing literature 

that has only been focused on the event window (0, 1), and helps to draw a more complete 

picture of negative celebrity spokesperson publicity and its impact on stock returns.  
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Figure 1 - CARs for Proactive vs. Reactive/Passive Firms (0, 30) 

 

 

Table 3 - CARs for Proactive vs. Reactive/Passive Firms 

 
CAR(2, 10) CAR(2, 15) CAR(2, 20) CAR(2, 30) 

Intercept -1.258*** -1.355* -1.000$ -1.522$ 

Immediate firm reaction  

(proactive = 1, passive = 0) 
3.089** 4.107*** 3.548** 4.445** 

Model Fit (R²) .130 .122 .085 .080 
 

*** p < .001 ** p < .01 * p < .05 $ p < .10 (two-tailed tests with robust standard errors) 
 

3.2 Power of Stealing Thunder (H1) 

 

“Inaction breeds doubt and fear. Action breeds confidence and courage.” - Dale Carnegie 

 

For the purpose of my study, I consider a firm’s response strategy proactive if it (1) 

supports or (2) punishes the endorser, or (3) denies/downplays the event immediately after the 

event becomes public (i.e., during the event window (0, 1)) and before the event might spillover 

to the rest of the brands or even the entire firm. If a firm remains (4) silent (i.e., no response at 

all) or supports/punishes/denies during the post event window (2, 15) (i.e., delayed response), it 

is considered reactive/passive because in this case negative spillover effects are more likely. 
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We currently know very little about how firms should react to negative celebrity endorser 

publicity in order to minimize its impact on stock returns. However, a firm’s response strategy 

may have considerable effects on how investors interpret the impact of the negative publicity on 

the firm, because more details become public not only on the event day itself, but also on the 

following days, which could create follow-up media frenzy. I argue that companies can 

successfully counteract negative spillover effects and avoid decreased subsequent stock returns 

by choosing proactive versus reactive/passive strategies during the event window (0, 1). In other 

words, the negative publicity itself is just the trigger. Firms have to identify the negative 

publicity and implement appropriate actions as soon as possible, ideally before media reports 

link the negative publicity to the brand. Doing so, firms can limit the damage to their reputation 

caused by negative spillover effects and thereby avoid turning the negative publicity into a brand 

crisis.  

Stealing thunder is the most widely studied proactive approach (Dansereau and Markham 

1987; Canary and Stafford 1994; Easley, Bearden and Teel 1995; Arpan and Pompper 2003; 

Arpan and Roskos-Ewaldsen 2005; Wigley 2011). It refers to a proactive self-disclosure strategy 

and involves admitting to a weakness, mistake or failure before it is publically addressed by the 

media or another third party. The weakness in case of negative endorser publicity is not the 

scandal itself but rather the fact that the firm cannot handle the crisis situation appropriately, 

which decreases investors’ trust and confidence in the firm. 

Inoculation theory (McGuire 1961a, 1961b, McGuire and Papageorgis 1961) provides the 

mechanism behind stealing thunder and states that attitudinal resistance can be built up similar to 

medical inoculation. McGuire uses this medical metaphor to show that attitudinal resistance can 

be created by warning an individual of an upcoming attack on an attitude he or she holds. This, 
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in turn, will motivate the individual to develop counterarguments consistent with his or her initial 

attitude which ultimately leads to a stronger attitude against future attacks.  

I argue that a firm’s proactive strategy works very similar. If firms release immediate 

public statements regarding a scandal (“weakened form of the virus”) they can inoculate 

investors by building up resistance against future attacks by the media regarding the same event. 

Investors know what to expect and cannot be negatively surprised if a firm openly provides all 

necessary information and reacts immediately. For example, firms might downplay the event’s 

impact on future business or announce that they will “limit” the scandalous endorser’s marketing 

role in the future, which ultimately restores trust and confidence in the firm. Thus, companies 

can lessen the scandal's severity and limit negative spillover effects. 

Translated to the stock market, one should expect a significant difference between 

proactive and passive/reactive firms with regards to their CARs (0, 1). The stock price of 

proactive firms should drop initially during the event window (0, 1), because the initial 

information is surprising, raises awareness for the scandal, confirms its existence, poses a threat 

to future earnings, and therefore implies potential negative spillover effects. After the initial 

reaction, I expect stock prices not to lose additional value in the subsequent weeks during the 

post event window (2, 15), because the proactive firm approach has provided its stakeholders 

with arguments to defend their positive attitudes towards the firm against subsequent negative 

media coverage involving the firm. Similar to medical inoculation, the firm created an attitudinal 

resistance in stakeholders against future attacks. Moreover, the subsequent crisis magnitude 

might actually appear to be weaker than initially expected (e.g., less negative press articles than 

expected), because the firm stole thunder. Learning that the firm has the situation under control 

and manages its consequences in a favorable and expected manner (e.g., Converse fired former 



 

24 
 

NBA player Latrell Sprewell a day after he physically attacked his coach during practice), 

investors recognize superior (crisis) management quality. Consumers appreciate the firm's 

immediate efforts to hold the celebrity accountable instead of running the advertising campaign 

featuring the celebrity as if nothing happened. Investors appreciate such positive actions and 

might correct and even compensate for their initial overreaction. As a result, stock returns should 

not only maintain but even regain value during the post event window (2, 15).  

On the contrary, reactive/passive firms that did not inoculate their stakeholders during the 

event window (0, 1) might avoid the initial stock price drop, but might suffer losses during the 

post event window (2, 15). The continuous media coverage will create a downward spiral: more 

and more negative details about the scandal become public, spilling over to the endorsed brand, 

because firms have not stolen thunder by providing positive signals about the firm’s superior 

management capabilities to the investors. Any stakeholder group, investors as well as consumers, 

is less likely to build up attitudinal resistance against attacks on their initial positive attitude of 

the firm. If a company seems not to care about an incident or, potentially even worse, seems not 

to be able to manage the situation appropriately, stakeholders lose trust. Consumers might 

develop negative attitudes and purchase behaviors towards the firm's products and therefore, 

investors assume a lasting negative effect for the firm, reflected by a decreasing stock price. In 

sum, I hypothesize: 

 

H1:  Firms that do [not] react immediately to celebrity endorsement scandals during the event 

window (0, 1) will subsequently receive less [more] negative abnormal stock returns 

during the post event window (2, 15). 
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3.3 Moderating Role of Branding Strategy (H2) 

One question that arises naturally is, “Are all firms affected equally or are there firm-

specific differences?” I expect that the impact of immediate firm reactions on subsequent stock 

performance is moderated by a firm’s brand portfolio strategy. Aaker and Joachimsthaler (2000) 

identify four portfolio strategies, namely (1) branded house, such as Nike, (2) endorsed brands, 

such as Polo Jeans by Ralph Lauren, (3) sub-brands, such as Apple’s iPhone, and (4) house of 

brands, such as Procter & Gamble’s Gillette. I divide these strategies into two categories, 

depending on whether or not one can easily make the association between the brand and the firm 

that owns the brand. Corporate brands (1, 2, 3) can be recognized easily, because they include 

the name of the owning firm. For subsidiary brands (4), on the other hand, it is not always easy 

to draw inferences as to which firm actually owns the brand. Figure 2 illustrates this important 

distinction. 

 

Figure 2 - Portfolio Strategies 
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Corporate brands offer advantages in clarity, leverage and synergy, and yield higher 

returns resulting from significant supply-side economies of scale and scope in marketing (Rao, 

Agarwal and Dahlhoff 2004). On the contrary, these corporate brands are exposed to financial 

risks, because they do not diversify their product portfolio (Aaker 2004), and because the name 

of the affected brand is directly associated with the owning firm. Therefore, negative publicity 

for one product or service can spill over to some or even all of the remaining products and brands 

(Erdem and Sun 2002; Keller and Sood 2003; Roedder-John, Loken and Joiner 1998). In this 

situation, the response of the firm becomes increasingly critical. In other words, the gap of the 

subsequent stock returns (2, 15) between proactive and reactive/passive corporate brands is 

enhanced, because the whole product and brand portfolio is affected.  

On the other hand, each subsidiary brand (4) within the brand portfolio is more tailored to 

the customers’ needs. This protects companies from the risk of negative spillovers effects, 

because each brand is customer-specific, separate and contained (Hsu, Fournier and Srinivasan 

2010). In this regard, high brand portfolio diversity may offer risk-mitigation benefits, similar to 

the benefits of high customer portfolio diversity or high brand dispersion (Grewal, Citrin and 

Chandrashekaran 2010; Luo, Raithel and Wiles 2013). This strategy can limit spillover effects 

and protect stock returns, because investors are less negative and/or more uncertain about the 

impact of the endorser’s negative publicity on the firm’s other products and brands. In this 

situation, the firm’s response to the endorser scandal is less (but still) critical for the firm’s 

overall value, because only a part of the firm’s products and brands is affected.  

In conclusion, I expect that for corporate brands, the discrepancy between proactive and 

reactive/passive is larger than for subsidiary brands, because for corporate brands one can easily 

make the association between the affected brand and the firm that owns the brand. Accordingly, I 
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specify the following moderating effect:  

 

H2:  Corporate brands, compared to reactive/passive firms, receive less negative abnormal 

returns during the post event window (2, 15) if they reacted immediately during the event 

window (0, 1), while for subsidiary brands there is a smaller difference in abnormal stock 

returns. 

 

3.4 Appropriateness of Response (H3) 

Firms primarily have four different response options: support or punish the endorser, 

deny/downplay the situation or remain silent. Previous research on firm reactions to negative 

celebrity endorsement is quite limited and only based on experiments. The impact on stock 

returns is completely neglected. Louie and Obermiller (2002) found that firms’ brand image 

benefitted most when firing (keeping) their spokespeople with high (low) culpability. 

Interestingly, when hiring endorsers, firms benefitted most when hiring low blame candidates 

and did the worst when rejecting moderate blame candidates. 

Dutta and Pullig (2011) examined the effectiveness of corporate response strategies to 

brand crises in terms of psychological measures, such as brand attitude or consideration. They 

distinguished between performance-related (e.g., defective material) and value-related crises 

(e.g., child labor). Based on this distinction, they find that for a performance-related crisis, 

corrective action (e.g., firm accepts responsibility, plans remedial actions, promises to prevent 

similar instances in the future) is the most effective strategy, whereas for value-related crises 

(negative celebrity endorser publicity would be classified into this category), reduction 
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offensiveness (e.g., extent of problem is low, harm is minimal) and corrective action are equally 

beneficial. Denial, on the other hand, is the worst strategy regardless of crisis type. 

Carrilat, D’Astous and Lazure (2013) showed that firms can take certain actions 

following a celebrity scandal that will positively affect consumers’ brand attitudes and purchase 

intentions. Based on the match-up hypothesis (match vs. no match) and the endorsers’ reactions 

(denying vs. admitting), they identified optimal decision strategies (cancel vs. continue 

endorsement) for firms whose celebrity endorser got into trouble. When brand/endorser 

congruence is high (e.g., athlete endorses sportswear manufacturer), firms should continue the 

sponsorship, no matter how the endorser reacts, which should have positive effects on 

consumers’ attitude toward the brand and their purchase intention. In contrast, when brand 

congruence is low (e.g., athlete endorses financial service provider), there is no significant 

difference between canceling and continuing the endorsement. Regarding the endorser behavior, 

he or she should always admit the scandal. A denial decreases his or her perceived honesty and, 

in turn, lowers the evaluation and purchase intentions with respect to the sponsoring firm’s 

products.  

In conclusion, these papers suggest that firm reactions can affect consumers’ mindsets. 

Choosing the right (appropriate) reaction has a positive impact on consumers’ evaluations of the 

product/brand, whereas the wrong (inappropriate) reaction has a negative impact on consumers. 

However, none of these papers examines the impact of firm reactions on stock returns. More 

importantly, they do not compare the match between what the general public expects and how 

the firm actually reacts. I will fill that gap.   

Expectations-confirmation theory (Oliver 1977, 1980) states that expectations, coupled 

with perceived performance, lead to satisfaction, which ultimately influence attitude change and 
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purchase intention. In the case of negative publicity, the “corporation will lose social legitimacy 

if it is seen as being irresponsible, dishonest, […] or acting in a manner that exhibits little 

concern for the community. To counter any loss of legitimacy, the organization must reestablish 

congruency  between  the  values  implied  by  its  actions  and  accepted  societal  norms” (Dean 

2004, 193). Menon, Jewell and Unnava (1999) show that a firm’s response to endorser 

misbehavior can help the firm to maintain or even gain in positive brand and product perception 

compared to a firm’s weak reaction or passive behavior. Simply stated, firms can benefit from a 

negative event in general (e.g., Berger, Sorensen and Rasmussen 2010), and especially by taking 

responsible action that is in line with the expectations of stakeholders (e.g., Louie and Obermiller 

2002, Dutta and Pullig 2011, Carrilat et al. 2013). Although this hypothesis is rather intuitive, 

actual firm behavior is frequently in opposition of this basic principle. Thus, an empirical 

investigation of the economic impact of this hypothesis is highly relevant. Accordingly, I specify 

the following moderating effect: 

 

H3:  Firm reactions during the event window (0, 1) that are [not] in line with the expectations 

of the stakeholders will subsequently receive less [more] negative abnormal stock returns 

during the post event window (2, 15). 

 

Figure 3 depicts the conceptual framework including the three hypotheses as well as 

relevant control variables which I will introduce in detail in the following section. The celebrity 

endorser scandal triggers media attention. If the media did not pick up the story, the general 

public would not know about it. Media attention, stock returns and firm reaction are interrelated, 

as indicated by the arrows pointing in both directions. For instance, it is expected that the more 
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the media reports about an event, the more the stock prices will be affected. However, the more 

volatile the stock prices are, the more the media will report about it. Similarly, higher media 

attention can “force” firms to react. But firm reactions can also trigger more media attention. 

Also, if stock returns are increasing/decreasing significantly, firms will most likely react. On the 

other hand, firm reactions can affect stock returns. I will address this endogeneity concern in 

Chapter 4. 

The focus of the framework is located on the right hand side (block boxes) and starts with 

immediate firm reactions. No previous work has analyzed firm reactions and their impact on 

subsequent stock returns. I argue that proactive firms will outperform reactive/passive ones in the 

subsequent weeks (H1). Further, I expect two moderating effects. First, I anticipate that for 

corporate brands the discrepancy between proactive and reactive/passive is larger than for 

subsidiary brands, because for corporate brands one can easily make the association between the 

affected brand and the firm that owns the brand (H2). Second, I expect that firm reactions that are 

in line with the expectations of the general public will outperform those that are not (H3).  
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Figure 3 - Theoretical Framework 
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CHAPTER 4 - EVENT STUDY 

 

4.1 Background 

Testing the hypotheses requires a sophisticated technique that can measure the effect of a 

certain event on firm value. Finance research has developed the ideal tool to measure the 

financial impact of events on the stock returns. Brown and Warner (1985) consolidated previous 

work on event studies, using daily stock returns (see also MacKinlay 1997). Starting out in 

finance, they were quickly adopted in marketing (e.g., Chaney, Devinney and Winer 1991 for 

new product introductions; Pruitt and Peterson 1986 for product recalls; Horsky and 

Swyngedouw for corporate name changes; Aaker and Jacobson 1994 for advertising and 

promotion) and celebrity endorsement contexts in particular (e.g., Agrawal and Kamakura 1995). 

Event studies work the following (Figure 4). The estimation window, also called calibration 

window, prior to the event is used to predict the stock price for the day of the event. I use a 245-

day estimation window, which is in line with previous research (e.g., Louie et al. 2001 used 238 

days, Bartz et al. 2013 used 209 days) and stops eleven days before the actual event to make sure 

that the event itself does not have any impact on the predicted stock price. Next, one subtracts 

the estimated return from the actual stock price on that day, which yields the ARs. However, as 

indicated earlier, ARs have limited explanatory power in terms of measuring the total impact of 

an event. Due to delay of information or unawareness of the extent of a certain event, it is more 

reasonable to calculate CARs, which sum up all ARs of a firm over the observed period of time. 

Consequently, if no event occurred or if the event was considered insignificant, CARs would 

equal 0. Section 4.4 will provide more details about the estimation procedure and parameters. 
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Figure 4 - Time Line of Event Studies 

 

 

 

 

 

 

 

Why did I choose this methodology for the analysis of the hypotheses? Event studies are 

based on the EMH, which assumes rationality of investors. In theory, this efficiency causes stock 

prices to incorporate and reflect all relevant information that is publically available at that point 

in time. In other words, the effects of the negative celebrity endorser publicity on the firm’s 

future performance should be reflected immediately by the firm’s stock prices. Investors 

anticipate that consumers buy less products/services of the firm that the troubled celebrity is 

endorsing, which decreases future sales for the firm. Similarly, the effects of firm reactions 

following the negative publicity should also be reflected immediately by the firm’s stock prices.  

Investors evaluate the firm response to the negative publicity instantly. An appropriate 

response (e.g., firing a celebrity accused of murder) should have a positive impact on stock 

returns, because future sales are not affected as negatively, whereas an inappropriate response 

(e.g., not reacting at all to the murder accusations) should have a negative impact on stock 

returns, because investors expect future cash flows to be lower. 

Time 

Negative  

Publicity 

 

0 

Post Event  

Window 

Event  

Window 
Estimation 

Window 

1 2 15 -11 -255 
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4.2 Sample 

The sample of the event study consists of publically traded companies (NYSE, 

NASDAQ) that employed celebrity endorsers who generated negative publicity while being 

under contract. For instance, Ben Johnson's doping scandal following the 1988 Olympics would 

have been part of the sample, but his sponsors (e.g., Diadora, Kyodo Oil, Mazda) were not listed 

on U.S. markets. Therefore, he and his sponsors are not part of the sample. There is currently no 

database publically available. Creating the data set basically consists of two steps.  

First, I scanned the archives of major world newspapers using the database LexisNexis 

and conducted an Internet key word search. Relevant keywords (among others) were top 

celebrity scandals, endorser scandals, celebrity scandals of the 80s (90s, 2000s) or athlete (music, 

TV, entertainment) scandals. Often times, a report of one scandal referenced another one or led 

to another list of scandals that could be investigated further. The research yielded 99 events for a 

total 149 observations (firms). Some individuals endorsed more than one firm (e.g., Tiger Woods 

endorsed nine firms) and some firms were affected by several events (e.g., Nike was affected 

thirteen times). 

Second, as it is common practice with event studies, I checked the event and post event 

window for concurring events (e.g., major HR decisions, announcements of quarterly earnings or 

merger and acquisition plans) that could bias the results and ultimately the applicability of the 

findings. Appendix A displays the ARs of the 40 events that were affected by concurring events. 

If the AR for a specific day was higher than +3% (green) or lower than -3% (red), as suggested 

by Pritamani and Singal (2001), a Factiva search for a concurring event was conducted. 

However, the search has to be conducted very carefully.  

For instance, on February 7, 2009 (Saturday), Sports Illustrated reported that baseball 
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player Alex Rodriguez had been tested positive for steroids. Thus, February 9 (Monday, day 0) 

would be the event day, because it was the first day that the stock market was open after the 

event became public. At that point, Rodriguez was endorsing (among others) Rawlings (owned 

by Jarden Corporation). On February 11 (Wednesday, day 2), Jarden Corporation reported a 

fourth quarter loss (see Appendix B), which affected the stock prices significantly (see Appendix 

A). Consequently, this data point was excluded from the sample. 

One also has to be careful if, for instance, a certain event took place on July 1, 2008 

(Tuesday) and the AR for day 3 was below -3%. One might be tempted to look at July 4 

(Friday). But as Appendix C shows, this day was a non-trading holiday. Consequently, July 7 

(Monday) would be the correct date. In addition to that day, one would also have to include July 

5 (Saturday) und 6 (Sunday) in the analysis of firm related news, because Monday would be the 

first day where news for these two days could be incorporated in the stock price. This tedious 

analysis was conducted for each day where the AR was above (below) the +3% (-3%) threshold. 

The search for an event was stopped and the event was excluded as soon as one concurring event 

for any of these days was found, because the event would have biased the analysis. This process 

led to a final data set of 59 events (see Appendix D) for a total of 101 data points, which is 

comparable to other event studies in this area. Louie et al. (2001), for instance, used 52 events 

accounting for 128 data points. However, they did not mention that they screened for competing 

events, which most likely would have decreased their sample size. Due to the goal of the 

analysis, I had to screen the data for up to 15 days following the event day, which naturally 

increases the chance of competing events that needed to be excluded. Bartz et al. (2013) had to 

drop 36 of their initial 93 announcements of celebrity misbehavior due to competing events, 

which is comparable to my sample. 



 

36 
 

4.3 Model Variables 

The framework includes five publicity, six endorser and five firm characteristics. Appendix 

E gives an overview of all variables used in the models. Additional variables, such as 

scandal/endorser type or gender were also recorded, but were only used as instrumental variables 

in the subsequent analysis to correct model estimates for potential endogeneity biases. Some of 

these variables are new, while others have been used in the endorsement literature before (e.g., 

Bartz et al. 2013, Ding et al. 2011, Louie et al. 2001). The five publicity characteristics are: (1) 

Surprise: perceived surprise factor of the negative publicity (metric); (2) Profession: relationship 

between the negative publicity and the profession of the endorser (dummy); (3) Year: occurrence 

of the negative publicity (metric); (4) Immediate Media Attention: Associated Press (AP) 

releases regarding the event on the event day and the following day (metric); (5) Subsequent 

Media Attention: AP releases regarding the event from day two to fifteen following the event 

(metric).   

The six endorser characteristics are: (6) Negative Publicity History: whether or not an 

endorser had been involved in negative publicity before (dummy); (7) Match Firm-Endorser: 

extent to which an endorser is a good fit for the firm (metric); (8) Number of Firms Endorsing: at 

the time of the negative publicity (dummy); (9) Immediate Reaction: whether or not the endorser 

reacted on the event day or the following day (dummy); (10) Subsequent Reaction: whether or 

not the endorser reacted from day two to fifteen following the event (dummy); (11) Culpability: 

perceived culpability of the endorser regarding the event (metric). 

The five firm characteristics are: (12) Firm Size: market cap (metric); (13) Subsidiary 

Brand: whether or not a firm is a subsidiary brand of a larger corporation (dummy); (14) 

Immediate Reaction: whether or not the firm reacted on the event day or the following day 
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(dummy); (15) Subsequent Reaction: whether or not the firm reacted from day two to fifteen 

following the event (dummy); (16) Appropriateness Firm Reaction: whether or not the expected 

firm reaction matched the actual one (dummy).  

Below these variables are listed individually and explained in more detail. The six 

dependent variables are: 

Stock Returns. I apply the Fama and French Four-Factor model (Fama and French 1993; 

Carhart 1997) and regress each firm’s stock returns on the relevant market index as well as the 

size, value and momentum factor over the estimation period t = -255 to t = -11, relative to the 

event day t = 0. The traditional Capital Asset Pricing Model (CAPM) uses only one variable to 

describe the returns of a portfolio or stock. Fama and French realized that two classes of stocks 

outperform the market on a regular basis: (i) small size stocks and (ii) stocks with a low Price-to-

Book ratio. Low Price-to-Book stocks are called value stocks (unlike growth stocks). There are 

basically two ways to calculate the Price-to-Book ratio. One can divide the market cap by the 

total book value or divide the total book value by the number of shares outstanding. Carhart 

introduced the fourth factor, namely momentum factor. It describes a system of buying (selling) 

stocks that have had high (low) returns over the past three to twelve months. The equation for the 

Fama-French Four Factor Model is: 

(1)  ittitititiiRFtit UMDuHMLhSMBsRMRFRR   , 

where Rit is the stock return i on day t. RRFt is the risk-free rate of return on day t. RMRFt 

is the risk-free adjusted market return on day t. The difference between the actual return (Rit) and 

expected return (RRFt) constitutes the abnormal return (AR) of stock i on day t. I used the value-

weighted market index. SMBt is the difference between small and large stock returns on day t. 

HMLt is the difference between high and low book-to-market stock returns on day t. UMDt is the 
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difference between stock returns with an upward and downward momentum factor. εit refers to 

the error term of stock i on day t. Intercept αi  is the AR of stock i on day t. The four slope 

estimates βi, si, hi, and ui measure the sensitivity of stock i’s risk-free adjusted return for the four 

risk factors. Daily stock prices are available through the Center for Research in Security Prices 

(CRSP), provided by Wharton Research Data Service (WRDS), and were used to estimate the 

ARs and test their significance. 

However, as indicated earlier, ARs have limited explanatory power in terms of measuring 

the total impact of an event. Due to delay of information or unawareness of the extent of a 

certain event, it is more reasonable to calculate the cumulative abnormal returns (CARit), which 

sum up all ARs of a firm i over the observed period of time t. Consequently, if no event occurred 

or if the event was considered insignificant, CARs would equal 0. 

(2) CARit = ∑ ARit
t
t=0 . 

Stock market theory proposes that all publically available information is immediately 

reflected by the stock price. However, as just mentioned, that is not always the case. Therefore, 

in order to measure the immediate impact on stock returns, I calculate the CARs for t = 0 and t = 

1 (event window). To measure the subsequent changes in stock returns, I calculate the CARs for 

days t = 2 to 15 (post event window). Section 3.1 provides more details on the selection of the 

post event window.   

Immediate Stock Returns. This metric variable shows the cumulative abnormal returns in 

the case of negative publicity for the event day (0) and the day after (1).  

Subsequent Stock Returns. This metric variable shows the cumulative abnormal returns in 

the case of negative publicity for two (2) to fifteen (15) days following the event day. 

Immediate Firm Reaction. This dummy variable describes whether or not a firm reacted on 
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the event day (0) or the day after the event (1). In order to find these reactions, I scanned the 

archives of major world newspapers using LexisNexis, conducted an Internet search and coded 

the reactions. A firm could issue a statement supporting the endorser, punishing him/her, 

denying/downplaying the situation (all proactive) or remain silent (i.e., issue no public statement; 

passive).  

Subsequent Firm Reaction. This dummy variable describes whether or not a firm reacted 

between two (2) and fifteen days (15) following the event day. I scanned the archives of major 

world newspapers using LexisNexis and conducted an Internet search.  

Immediate Media Attention. This metric variable indicates the number of AP articles from 

the event day (0) to the day after (1). I scanned the online database LexisNexis and used the 

endorser’s full name as the keyword. 

Subsequent Media Attention. This metric variable indicates the number of AP articles from 

two (2) to fifteen (15) days following the event day. I scanned the online database LexisNexis 

and used the endorser’s full name as the keyword. 

The two additional variables required to assess H2 and H3 are: 

Subsidiary Brand. I used this dummy variable to distinguish between firms that are easily 

recognizable for investors (corporate brands) and those who are not (subsidiary brands). For 

instance, Gatorade (owned by Pepsi) was coded as a subsidiary brand, while Nike was not. 

Appropriateness Immediate Firm Reaction. This dummy variable indicates whether or not 

the immediate actual response during the event window (0, 1) matched the expected response. I 

created an online questionnaire and distributed it among 59 students of a major US public 

university for partial course credit. Despite some limitations, this sample also has its merits 

because younger consumers are one of the major target groups of most of the endorsed products 
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and brands in the sample, such as athletic shoes (Nike, Russell, Reebok, Converse), 

entertainment (Walt Disney, Nickelodeon), cereals (Kellogg), soft drinks (Coca Cola, Pepsi, 

Gatorade) or fast food (McDonald’s, KFC). This variable is a proxy for investors' anticipations 

of potential consumer effects and attitudes. In order to avoid fatigue, each respondent randomly 

evaluated a subset of scenarios (Nmin = 15). Appendix F shows a sample scenario. I withheld the 

identity of the endorsers to get an unbiased evaluation of each event, eliminating personal 

feelings or connections with a celebrity based on attractiveness, reputation, credibility or 

trustworthiness. This approach has been used in previous research (Louie et al. 2001). For 

instance, I described Mike Tyson’s scandal as “A famous athlete is accused of domestic 

violence.” Participants were then asked “What should the endorsing firm do?” The four answer 

choices were “Punish the celebrity”, “Support the celebrity”, “Remain quiet”, 

“Denial/Downplay” and “Unsure”. If more than half the subjects chose one of the answers, I 

coded it as the expected reaction. Otherwise, it was coded as unclear. Next, I compared the 

expected and actual firm reactions and coded them as either within (match, unclear) or against 

(opposite) expectations. A firm reaction within expectations would be considered appropriate, 

whereas one against expectations would be inappropriate. Thus, being quiet could also be 

appropriate if the general public expects it.  

Table 4 gives an overview of all possible appropriateness combinations with the number of 

firms that acted in a particular way on day 0, 1 (event window, proactive) and between day 2 - 15 

(post-event window, reactive/passive). One could argue that not all levels of appropriateness are 

the same. For instance, if the expected reaction is “punish,” both “punish” and “unclear” are 

considered appropriate reactions according to my classification. Similar, if the expected reaction 

is “support,” both “support” and “unclear” would be appropriate. This issue could be examined 
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by either (1) splitting proactive firm reactions into “support,” “punish” and ‘unclear,” or (2) 

including an interaction term between actual firm reaction and the severity of an event in the 

model. However, as outlined in the table below, the cell sizes for the event window are too small 

for splitting up firm reactions or including an interaction between a continuous (severity) and a 

categorical variable (actual firm reaction). Thus, I pooled the combinations and distinguish 

between appropriate () and inappropriate (x) reactions. This enables me to draw more reliable 

conclusions that are not based on spurious results.  

Table 4 - Appropriateness of Firm Reaction 

 

 

One could argue that negative celebrity endorser publicity with a specific set of 

characteristics is more likely to generate higher/lower ARs than others. In order to investigate 

whether or not the ARs depend on a number of event, firm or endorser characteristics, I include 

the following ten control variables, most of which have been used frequently in the endorsement 

literature: 

Firm Size (ln). I used the market capitalization of each firm one week prior to the event 

(stock price multiplied by number of shares outstanding) and calculated the natural logarithm to 

limit the influence of outliers. Previous research has used both assets (Clark, Cornwell, Pruitt 

2009 and 2002) and market cap (Bartz et al. 2013, Ding et al. 2011). 

Negative Publicity History. This dummy variable indicates whether or not an endorser had 

Match Event Post Match Event Post Match Event Post Match Event Post Event Post

Punish  5 7  0 0 x 0 0 x 0 1 5 8

Unclear  2 5  1 1  1 1  0 0 4 7

Support x 3 10  2 2  7 2 x 4 2 16 16

∑ - 10 22 - 3 3 - 8 3 - 4 3 25 31

Expected FR

∑

Actual 

FR

Punish Unclear Support Quiet



 

42 
 

been involved in negative publicity before. I conducted an Internet search using the name of the 

endorser and keywords such as “scandal” or “negative publicity.” 

Match Firm-Endorser. It has been established that a good match between a product and the 

endorser has a positive impact (see Section 2.1). I created another online questionnaire to assess 

the perceived match between each celebrity and the firm he/she was endorsing (N = 183). 

Appendix G shows a sample scenario. Again, I withheld the identity of the endorsers and each 

student randomly evaluated a subset of scenarios (Nmin = 36). Participants were then asked to 

indicate how well they thought the endorser and the firm matched. A sliding bar with the end 

points 0 (“Not a good match”) and 100 (“Very good match”) helped subjects to visualize the 

question. The degree of match ranged from as low as 20.46 for an athlete endorsing a financial 

service provider to as high as 96.48 for an athlete endorsing a producer of athletic equipment. 

Endorsing Firms. Instead of examining the impact of multiple endorsers of one firm (Hsu 

and McDonald 2002, Seno and Lukas 2007, Ding et al. 2011), I created a dummy variable that 

distinguishes between celebrity spokespeople who were only endorsing one firm at the time of 

the event and those who were endorsing more than one firm. I scanned the online database 

Factiva, but also conducted an Internet search and analyzed firm websites. 

Immediate Endorser Reaction. This dummy variable describes whether or not an endorser 

reacted on the event day (0) or the day after the event (1). In order to find these reactions, I 

scanned the archives of major world newspapers using LexisNexis and conducted an Internet 

search. An endorser could apologize, explain the situation, deny/downplay all accusations (all 

proactive) or remain silent (passive).  

Subsequent Endorser Reaction. This dummy variable indicates whether or not an endorser 

reacted between two (2) and fifteen (15) days following the event day. I scanned the archives of 



 

43 
 

major world newspapers using LexisNexis and conducted an Internet search. 

Culpability. Louie et al. (2001) introduced this variable. I used the same online 

questionnaire as for the celebrity-firm fit (Appendix F) and asked respondents to evaluate the 

Severity of an event (1 = Not at all severe, 7 = Very severe) and the Blameworthiness of the 

spokesperson (1 = Not at all, 7 = A lot), both similar to Louie et al. (2001). Again, I withheld the 

identities of the endorsers. I combined both measures (r = .77, p < .01) and formed a composite. 

The degree of culpability ranged from 2.99 for an athlete’s unexpected retirement from a major 

league sport to 6.80 for a musician accused of sexual assault of minors.  

 Relation Negative Publicity-Profession. This dummy variable indicates whether the 

negative publicity was related to the profession of an endorser or not. For instance, doping of an 

athlete is related to the profession, but domestic violence of the same athlete is not. 

Surprise Factor. I used the same online questionnaire as for the celebrity-firm fit and 

culpability (Appendix F) and asked the participants to assess the perceived surprise factor of 

each event. After seeing the neutral scenario, participants were asked how likely it was that such 

an event occurred and how surprised they were by such an event (reverse coded), each measured 

on a scale from 1 (Very unlikely/Not surprising at all) to 7 (Very likely/Very surprising). Next, I 

averaged both values. The degree of surprise ranged from as low as 1.78 for an underage 

musician smoking a hallucinogenic herb, to as high as 5.77 for an athlete being accused of 

murder.  

Year. This metric variable indicates the year in which the negative publicity occurred and 

is used to control for the potential increased frequency and importance of celebrity endorsement 

during the examined period. Bartz et al. (2013) used a categorical variable (decade of scandal 

occurrence) to account for time-effects. 
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4.4 Methodology 

I apply a Three-Stage Least Squares (3SLS) setup and consider a Seemingly Unrelated 

Regressions (SUR) model (Wooldridge 2010), because I assume firm reaction, media attention, 

and stock returns to be interrelated and therefore jointly determined by a system of equations. 

Each of the three equations can be estimated separately, which is why the approach is called 

seemingly unrelated. Some authors suggest that the term “seemingly related” would be more 

appropriate, because the error terms are assumed to be correlated across the equations. If the 

three equations were unrelated, then I could estimate them separately. However, since the three 

error terms are expected to be correlated, I can gain a more efficient estimator by estimating the 

three equations jointly. Specifically, for both the event (0, 1) and the post event window (2, 15) I 

estimate three interrelated equations simultaneously with immediate/subsequent firm reaction, 

media attention and stock return as dependent variables. Accordingly, I apply a simultaneous 

equation model (SEM) estimation technique to control for potential cross-equation error 

correlations. However, the standard linear 3SLS estimation technique is insufficient in the 

present situation, because one dependent variable (firm reaction, yes/no) is of binary and not of 

metric scale. Hence, I extend the linear 3SLS estimator to a multi-equation mixed-process 

estimator combining linear and probit regressions. “Mixed process” means that different 

equations can have different types of dependent variables. A dependent variable in one equation 

can appear as independent variable in another equation (Roodman 2011). I apply the 

instrumental variables technique whenever simultaneously occurring variables may have an 

influence on each other and cannot be treated as truly exogenous. For example, in the model 

examining immediate ARs during the event window (0, 1), I instrumented the variables 

immediate firm reaction and media attention, whereas variables such as negative publicity 
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history or number of firms a celebrity is endorsing are treated as exogenous (predetermined). 

Given the limited sample size, I combine this estimation technique with a more conservative 

approach and also control for the influence of multivariate outliers by limiting the weight of such 

outliers (Kennedy 2003, Tatikonda and Montoya-Weiss 2001). Specifically, I identify influential 

observations and correct for their influence by limiting the weight that these observations have 

on the estimates. This method yields robust standard errors and more conservative test estimates 

while correcting for the inefficiency of the estimates (Kennedy 2003). Next, I use these weights 

to weigh observations during subsequent SEM estimations. For an application in marketing 

research see, for example, Morgan and Rego (2006), who examined which customer satisfaction 

and loyalty metrics are best in predicting future business performance. Furthermore, I apply 

cluster-robust standard error estimators to adjust for potentially biased standard errors (caused by 

heteroscedasticity as well as within-firm error correlation due to multiple scandals involving the 

same firm). Appendix H (event window 0, 1) and Appendix I (post event window 2, 15) 

represent the models that are tested empirically. I augment this model with the variable 

Appropriateness of reaction (match between immediate and expected firm reaction) for both 

immediate and subsequent effects to test H3. Due to multicollinearity issues (VIFmax > 5), I will 

discuss both models separately in the results section. The three subscripts of the coefficients 

denote (i) the window (event = 1, post event = 2), (ii) the equation number (1, 2 or 3), and (iii) 

the variable number. 

Appendix I is particularly important because it models the temporal sequence of events. 

Firm response during the event window (0, 1) precedes stock market response during the post 

event window (2, 15). Using this model, I can infer whether immediate firm reactions are (at 

least) an important early signal for subsequent stock market performance, because immediate 
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firm reactions (on days 0 and 1) occur before subsequent stock returns (on days 2 to 15). Hence, 

the model in Appendix I aims to predict future stock returns by using information about past firm 

actions.  

As indicated earlier, endogeneity of immediate firm reactions is a serious concern in the 

context of this dissertation. The fact that firm responses could precede stock returns is a very 

strong (and necessary) but not sufficient condition for causality, because managements' decisions 

to respond or not to respond during the event window (0, 1) might be endogenous to their 

expected performance during the post event window (2, 15). In other words, firms might choose 

different strategies during the event window (0, 1) based on their firm characteristics and 

expected performance during the post event window (2, 15). However, if firm characteristics are 

unobservable to the researcher but affect both performance and firm reaction, a self-selection 

bias might arise when estimating the impact of firm reactions on stock returns (Hamilton and 

Nickerson 2003, Greene 2000, Shaver 1998). I apply a variant of Heckman's Two Step 

Estimation technique to show that my analyses are not affected by a self-selection bias and that 

the findings about the negative impact of reactive/passive firm reactions on stock returns are 

robust when controlling for potential endogeneity. For an application in marketing research see, 

for example, Chen, Ganesan and Liu (2009), who examined the impact a firms’ recall strategy 

(proactive vs. passive) on their stock returns.  

In the first step, I estimate a probit model on the firm's choice to react during the event 

window, i.e., on days (0, 1). Based on the probit estimates, I calculate the so-called self-selection 

parameter, i.e., the inverse Mills ratio. In the second step, I estimate a linear regression model of 

CAR (2, 15) on the explanatory variables including the inverse Mills ratio for each sub-sample 

(i.e., one model for proactive and one model for passive/reactive firms). If in both models the 
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coefficient of the inverse Mills ratio is not significantly different from zero, a selection bias is 

not a concern. The coefficients of the inverse Mills ratio as well as the interaction term inverse 

Mills ratio * Subsidiary brand in Model 1 and Model 2 (Appendix J) are not significantly 

different from zero. Therefore, my analyses yield an unbiased estimate of the effect of firm 

response strategies on stock returns. In sum, immediate firm responses are not endogenous to 

subsequent stock returns. 
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CHAPTER 5 - RESULTS 

 

Previous studies have shown that methods based on standardized ARs have been 

outperforming those based on non-standardized returns. The most widely used standardized 

methods are the Patell (1976) t-statistic and its extension, the Boehmer, Musumeci, Poulsen t-

statistic (BMP, 1991), also known as Standardized Cross-Sectional Test (StdCsect). I report both 

tests. 

 

5.1 Overall Effect 

Table 5 shows the ARs surrounding the event day. As predicted, the event day shows 

significant negative ARs (-.38%, p < .05). The day after the event, the ARs are in the right 

direction, but are not significant. Together, both days yield significant negative CARs of -.63% 

(p < .05) and indicate that investors viewed the negative publicity as harmful to firms’ future 

cash flows. A .63% drop in stock price might not sound substantial, but the market cap of the 

largest firm in the sample, Microsoft, is about $246 billion. Within two days, this would yield 

about $1.55 billion in equity loss due to the negative publicity. In sum, the sample shows 

significant negative ARs and thus, is appropriate for further analyses. 
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Table 5 - ARs around Event Date (N = 101) 

Day Mean AR Patell Z StdCsect Z  Day Mean AR Patell Z StdCsect Z 

-5 -0.07% -.864 -.929 
 

(0,+1) -0.63% -1.942** -2.215** 

-4 0.09% .559 .642 
 

(0,+5) -0.77% -1.450* -1.905** 

-3 -0.03% -.127 -.141 
 

(0,+10) -0.99% -1.598* -1.895** 

-2 -0.07% -.791 -.625 
 

(0,+15) -0.87% -1.382* -1.496* 

-1 0.05% .592 .669 
 

(2,+15) -0.24% -.767 -.812 

0 -0.38% -1.796** -1.867**      
1 -0.25% -.947 -1.166 

     

2 -0.05% -.857 -1.149 
     

3 -0.06% .040 .052 
     

4 0.00% -.167 -.168 
     

5 -0.03% .146 .195 
     

6 -0.03% -.119 -.110 
     

7 -0.13% -.539 -.521 
     

8 -0.01% .051 .044 
     

9 0.02% -.321 -.358 
     

10 -0.06% -.885 -.996 
     

11 0.33% 1.866** 1.642* 
     

12 -0.13% -1.120 -.795 
     

13 0.06% .109 .101 
     

14 0.00% -.297 -.345 
     

15 -0.14% -.828 -.866 
     

         
*** p < .01, ** p < .05, * p < .10 

     

 

5.2 Impact of Negative Publicity Factors on Immediate Stock Returns  

Appendix K gives an overview of the correlations and descriptive statistics of all 

variables used in the different models to get a better understanding of their relationship. I also 

ran multicollinearity tests for all the models. The highest variance inflation factor was 3.41. 

Further, I grand mean-centered all metric covariates to enable a meaningful interpretation of the 

intercept. The intercept is generally interpreted as the expected average of the dependent variable 

given that all predictors in a model are equal to zero. In my models, such an interpretation of the 
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intercept would be unreasonable (e.g., firm size of 0). Model 2 in Table 6 provides an overview 

of the parameter estimates for the event window (0, 1). 

The coefficient of -1.585 (p < .001) shows the negative baseline effect. Negative 

publicity of celebrity endorsers leads to decreasing immediate stock returns during the event 

window (0, 1). Seven out of thirteen variables have a significant impact on the immediate stock 

returns. First, subsidiary brand (e.g., Gatorade is owned by Pepsi), on average, are better 

protected from negative spokesperson publicity than corporate brands (e.g., Nike), indicated by 

the positive coefficient .509 (p < .10). Second, larger firms have significantly less negative CARs 

(0, 1) (.290, p < .01). Third, negative publicity that is related to the profession of the endorser 

yields less negative CARs (0, 1) (.592, p < .05). Fourth, the coefficient for having a history of 

negative publicity is .533 (p < .05), indicating that firms are getting hit harder if their endorser 

was never involved in negative publicity, presumably because investors are more surprised. 

Fifth, the better the match between the endorser and the firm, the less negative the CARs (0, 1) 

are in case of negative publicity (.012, p < .01). Sixth, whenever a spokesperson endorses more 

than one firm at the same time, firms receive less negative CARs (0, 1) (.578, p < .05). Lastly, 

the negative and significant coefficient for immediate firm reaction (-1.221, p < .001) indicates 

that during the event window (0, 1) it would be better for firms to be reactive/passive after 

negative publicity reaches the public. Although passive firm behavior might mitigate negative 

stock return effects in the short run (0, 1), according to H1, subsequent stock returns (2, 15) may 

look very different, which I will examine in the following sections.  

One could argue that both endorser and firm reactions should be split up to get a more 

fine-grained analysis. For instance, immediate (subsequent) firm reaction should be split into 

three dummy variables punish, support, unclear, whereas immediate (subsequent) endorser 
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reactions should be divided into the three dummy variables apologize, denial, unclear. Additional 

analyses showed that none of the coefficients reached significance at an alpha level of 5%, most 

likely because of the small sample size of the individual cells (see Table 4 - Appropriateness of 

Firm Reactions). The lack of significant coefficients supports my choice to pool the firm 

reactions.  

Table 6 - Results for Event Window (0, 1) 

   

                             

Model

Estimate SE Estimate SE Estimate SE

Intercept -2.611*** 0.526 -1.585*** 0.366 1.067*** 0.270

Exogenous

Firm Subsidiary brand (Yes=1) 1.574*** 0.337 0.509$ 0.276 0.460$ 0.235

Firm Size
a

0.182 0.121 0.290** 0.085 0.045 0.074

Scandal Surprise factor
a

0.084 0.172 -0.229 0.142 -0.076 0.143

Scandal related to profession (Yes=1) 1.085** 0.339 0.592* 0.247 0.614*** 0.171

Year of scandal occurrence
a 

-0.125*** 0.027 -0.021 0.024 -0.069*** 0.014

Endorser History of scandals (Yes=1) -0.428 0.273 0.533* 0.239 -0.122 0.180

Match firm-endorser
a

-0.004 0.005 0.012** 0.004 -0.003 0.003

Endorses more than one firm (Yes=1) 0.142 0.304 0.578* 0.261 0.500* 0.199

Culpability factor
a

-0.350* 0.143 0.178 0.114 -0.054 0.097

Endogenous

Immediate Firm reaction (Proactive=1, passive=0) -- -- -1.221** 0.386 -1.38*** 0.353

Firm reaction (Proactive=1, passive=0)*Subsidiary brand -- -- 0.716 0.475 1.1* 0.461

Cumulative abnormal stock return
a 

-0.092 0.159 -- -- -0.164 0.140

Media attention
a

-1.333*** 0.224 -0.126 0.204 -- --

Endorser reaction (Yes=1) 1.048** 0.397 0.272 0.265 0.699** 0.232

Subsequent Firm reaction (Active=1, passive=0) -- -- -- -- -- --

Cumulative abnormal stock return
a 

-- -- -- -- -- --

Media attention
a

-- -- -- -- -- --

Endorser reaction (Yes=1) -- -- -- -- -- --

Model Fit VIFmax

R²

Adjusted R²

Pseudo R²

Chi²/F-statistic

Simultaneous equations: Wald Chi²-statistic

N

451.93***

101

*** p < 0.001   ** p < 0.01   * p < 0.05   $ p < 0.10

Notes:

Mixed process simultaneous equations with three stages: Instrumental variables regressions (first stage), estimation of single equations (second stage) and simultaneous 

equations (third stage) with outlier-robust weighted observations and heteroscedasticity robust standard errors.

a
 Grand mean centered.

41.16*** 2.94*** 4.54***

0.428 -- --

-- 0.237 0.358

-- 0.347 0.451

2.17 3.41 3.39

Immediate Effects: event window (0, +1)

M1 M2 M3

Independent variables

Dependent variables
Firm Reaction 

(proactive = 1)
CAR Media Attention
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5.3 Impact of Negative Publicity Factors on Subsequent Stock Returns  

As indicated previously, due to multicollinearity issues (VIFmax > 5), I will discuss the 

appropriateness of the firm reactions separately in Section 5.6 (see also Table 8). Model 5 in 

Table 7 gives an overview of the parameter estimates. Again, there is a negative baseline effect (-

3.713, p < .05). Nine out of seventeen moderating variables have a significant impact on 

subsequent stock returns. The results for subsidiary brands (3.786, p < .001), firm size (.967, p < 

.01), publicity relationship to profession (2.351, p < .05) and firm-endorser match (.027, p < .10) 

do not change from the immediate effects. The negative coefficient for year (-.286, p < .001) 

indicates that the more recent the negative publicity occurred, the more negative the CARs (2, 

15) are. The coefficient for a celebrity’s negative publicity history (-1.853, p < .05) becomes 

negative, indicating that firms are getting hit harder in the long-run if their endorser had been 

involved in a previous scandal. Intuitively, the more culpable a celebrity is, the more negative the 

CARs (2, 15) are for the endorsing firm (-.916, p < .05). The positive coefficient of 4.725 (p < 

.01) of firm reaction indicates that proactive firms outperform reactive/passive firms in the 

subsequent weeks during the post event window (2, 15). The significant coefficient for the Firm 

Reaction * Subsidiary Brand interaction (-5.176, p < .05) will be discussed in more detail below 

(H2). 
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Table 7 - Results for Post Event Window (2, 15) 

 

 

5.4 Impact of Immediate Firm Reactions on Subsequent Stock Returns (H1) 

The first hypothesis states that proactive firms (reaction during event window 0, 1) will 

outperform reactive/passive firms during the post event window (2, 15). In line with H1, the 

positive coefficient of 4.725 (p < .01) for firm reaction (see Model 5 in Table 7) indicates that 

proactive firms outperform reactive/passive firms in the subsequent weeks. Figure 5 offers visual 

Model

Estimate SE Estimate SE Estimate SE

Intercept 1.090$ 0.598 -3.713* 1.527 3.239*** 0.301

Exogenous

Firm Subsidiary brand (Yes=1) -0.076 0.378 3.786*** 0.821 -0.287 0.264

Firm Size
a

0.039 0.121 0.967** 0.283 -0.039 0.063

Scandal Surprise factor
a

0.216 0.196 -0.111 0.432 0.011 0.095

Scandal related to profession (Yes=1) -1.465** 0.454 2.351* 0.912 0.331 0.243

Year of scandal occurrence
a 

0.074$ 0.040 -0.286*** 0.076 -0.024 0.016

Endorser History of scandals (Yes=1) -0.326 0.355 -1.853* 0.764 0.206 0.176

Match firm-endorser
a

-0.003 0.006 0.027$ 0.015 0.001 0.003

Endorses more than one firm (Yes=1) -0.203 0.443 1.045 0.954 0.362$ 0.217

Culpability factor
a

-0.233 0.194 -0.916* 0.414 0.247** 0.080

Endogenous

Immediate Firm reaction (Proactive=1, passive=0) --
b

-- 4.725** 1.511 -0.983*** 0.248

Firm reaction (Proactive=1, passive=0)*Subsidiary brand --
b

-- -5.176** 1.589 0.544 0.341

Cumulative abnormal stock return
a 

-0.101 0.081 0.019 0.252 -0.044 0.045

Media attention
a

0.018 0.193 -0.636 0.443 0.834*** 0.089

Endorser reaction (Yes=1) -0.816* 0.372 -0.186 0.921 -0.707*** 0.196

Subsequent Firm reaction (Active=1, passive=0) -- -- -0.430 0.971 0.147 0.222

Cumulative abnormal stock return
a 

0.013 0.084 -- -- 0.012 0.041

Media attention
a

0.565* 0.261 0.597 0.601 -- --

Endorser reaction (Yes=1) -1.132* 0.493 0.695 1.072 0.160 0.236

Model Fit VIFmax

R²

Adjusted R²

Pseudo R²

Chi²/F-statistic

Simultaneous equations: Wald Chi²-statistic

N

Subsequent Effects: post event window (+2, +15)

M4 M5 M6

Media Attention

Independent variables

Dependent variables
Firm Reaction 

(proactive = 1)
CAR

-- 0.5 0.725

3.18 3.29 3.16

0.208 -- --

-- 0.388 0.663

967.67***

101

*** p < 0.001   ** p < 0.01   * p < 0.05   $ p < 0.10

Notes:

Mixed process simultaneous equations with three stages: Instrumental variables regressions (first stage), estimation of single equations (second stage) and 

simultaneous equations (third stage) with outlier-robust weighted observations and heteroscedasticity robust standard errors.

a
 Grand mean centered.

b
 Excluded because firms with immediate reactions did not show any subsequent reactions during period (+2, +15).

22.81$ 4.33*** 11.40***
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support. It shows the development of stock returns depending on whether firms select a proactive 

or reactive/passive strategy during the event window (0, 1). The CAR of proactive firms drop to -

1.31% on day 1. This drop is in line with the anticipated effect of stealing thunder and 

inoculation theory, which states that proactive firms will suffer from an initial stock price drop, 

because being proactive increases the salience of the event, confirms its existence, poses a threat 

to future earnings and therefore implies potential negative spillover effects. Reactive/passive 

firms, on the other hand, do not experience such an initial drop. A follow-up analysis confirms 

that there is a significant difference between both groups in terms of CARs (0, 1), F(1, 99) = 

4.53, p < .05. This result is supported by the coefficient -.983 (p < .001) for immediate firm 

reaction in Model 6 (Table 7): proactive firms receive less subsequent media attention, which is a 

clear indicator for stealing thunder (see Section 3.2). Similarly, the endorser can steal thunder by 

immediately reacting, indicated by the related coefficient of -.707 (p < .001) in Model 6 (Table 

7). 

If firms are reactive/passive, their stock price decreases almost monotonically during the 

post event window (2, 15). On average, firms lose about -1.63% of their market value in the 

following three trading weeks. However, consistent with H1, firms that showed a proactive 

strategy during the event window (0, 1) show a very strong opposite effect. Firms’ stock prices 

reach pre-event levels after about one trading week and even become positive in the second 

trading week after the event. After three trading weeks, proactive firms gain 1.44%. This 

difference is statistically significant (F(1, 99) = 6.02, p < .05). These results show that only an 

immediate reaction helps (0, 1). If a firm reacts between day 2 and 15 following the scandal, it 

does not help the firm at all. That is a very important finding. 
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Figure 5 - CARs for Proactive vs. Reactive/Passive Firms (0, 15) 

 

 

One could argue that firms only reacted on days 0 and 1 because the initial drop in stock 

price on days 0 and 1 (-1.31%) forced them to. Therefore, I conducted a median split on CAR (0, 

1) for all firms that reacted immediately (0, 1), see Figure 6. For proactive firms below the 

median (red line), one could potentially make that argument. However, for proactive firms above 

the median (green line), this argument falls apart. It becomes clear that on the event day and the 

following day, firms above the median do not drop significantly below zero and thus were 

comparable to the level of passive/reactive firms (Figure 5), which eliminates the “forced 

reaction” argument. Whatever “forces” firms to react works for both groups (reactive/passive 

and proactive). There is nothing systematic external that drives the reactions. In line with H1, 

both groups of proactive firms (below and above the median) gain in value in the subsequent 

three trading weeks.  

 

 

 

 

 

1.44% 

-1.63% 
-2.00%

-1.00%

.00%

1.00%

2.00%

0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Proactive (25)

Reactive/Passive (76)



 

56 
 

Figure 6 - CARs for Proactive Firms (0, 15) 

 

 

One could also argue that firms only reacted because the events were more severe, the 

celebrity was more to blame or the events were less surprising. In order to address these 

concerns, I compared the mean values of both groups (Figure 7). However, the opposite is the 

case. It turns out that the events for reactive/passive firms were, on average, more severe 

(Mproactive = 5.19, Mreactive/passive = 4.67, F(1, 99) = 3.97, p < .05) and the celebrity was more to 

blame (Mproactive = 4.89, Mreactive/passive = 5.74, F(1, 99) = 10.82, p < .01). Events for proactive 

firms were marginally more surprising (Mproactive = 3.55, Mreactive/passive = 3.17, F(1, 99) = 2.74, p 

= .10). In sum, H1 is supported. 
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Figure 7 - Severity, Blame, Surprise 

 

 

5.5 Moderating Role of Portfolio Strategy (H2) 

The second hypothesis suggests that for corporate brands, the discrepancy between 

proactive and passive/reactive firms is larger than for subsidiary brands, because one can easily 

make the association between the affected brand and the firm that owns the brand. The 

significant Firm Reaction * Subsidiary Brand interaction in Model 5 (Table 7) is in line with H2. 

Figure 8 shows that pattern for subsidiary brands: there is no statistical difference between 

proactive (1.30%) and reactive/passive firms (.41%) (F(1, 39) = .35, p > .10). For corporate 

brands, however, there is a significant difference (Figure 9, F(1, 58) = 5.16, p < .05). Proactive 

firms (1.63%) outperform reactive/passive firms (-2.75%) in the following three trading weeks, 

which points out the importance of immediate reactions by corporate brands during the event 

window (0, 1). H2 is supported. 
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Figure 8 - CARs for Subsidiary Brands 

 

 

Figure 9 - CARs for Corporate Brands  

 

 

5.6 Appropriateness of Firm Reaction (H3) 

The third hypothesis proposes that appropriate firm reactions (in line with expectations of 

the public) during the event window (0, 1) will receive more positive CARs during the post event 

window (2, 15) compared to inappropriate reactions (not in line with expectations of the public). 
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Due to some multicollinearity issues (VIFmax > 5), which inflate the standard errors of affected 

variables, I analyze the immediate and subsequent models separately. Although multicollinearity 

affects the appropriateness of reaction variable, the coefficient of 3.629 in Model 8 (Table 8) is 

significant (p < .05). The immediate effect of appropriateness is not significant, see Model 7 

(Table 8). In sum, appropriate firm reactions following negative publicity are important for the 

subsequent stock returns. H3 is supported. 

 

Table 8 - ARs for Appropriateness of Firm Reaction 

 

Model

Dependent variable

Estimate SE Estimate SE

Intercept -1.800*** 0.462 -2.782$ 1.570

Exogenous

Firm Subsidiary brand (yes=1) 1.001** 0.374 3.916*** 0.827

Firm Size
a

0.227* 0.098 1.001*** 0.268

Scandal Surprise factor
a

-0.187 0.196 -0.042 0.429

Scandal related to profession (yes=1) 0.982** 0.334 1.876* 0.930

Year of scandal occurrence
a 

-0.027 0.028 -0.313*** 0.078

Endorser History of scandals (yes=1) 0.423 0.302 -2.249** 0.797

Match firm-endorser
a

0.015* 0.006 0.022 0.016

Endorses more than one firm (yes=1) 0.408 0.373 0.923 0.952

Culpability factor
a

0.202 0.190 -0.851* 0.407

Endogenous

Immediate Firm reaction (proactive=1, passive=0) -0.900 0.942 2.497 1.875

Firm reaction*Subsidiary brand 0.258 0.764 -5.341*** 1.476

Firm reaction*Appropriateness of reaction -1.031 0.863 3.629* 1.441

Cumulative abnormal stock return
a 

- - 0.081 0.258

Media attention
a

-0.233 0.167 -0.578 0.439

Endorser reaction (yes=1) 0.256 0.387 -0.709 0.925

Subsequent Firm reaction (proactive=1, passive=0) - - -0.757 0.991

Media attention
a

- - 0.603 0.591

Endorser reaction (yes=1) - - 0.031 1.125

Model Fit VIFmax

R²

Adjusted R²

F-statistic

N

Immediate Effects: 

event window (0, +1)

M7

CAR

*** p < 0.001   ** p < 0.01   * p < 0.05   $ p < 0.10

Notes:

Mixed process simultaneous equations with three stages: Instrumental variables regressions (first stage), estimation of single equations (second stage) 

and simultaneous equations (third stage) with outlier-robust weighted observations and heteroscedasticity robust standard errors (only the CAR (0, +1) 

and (+2,+15) equations are shown).

a Grand mean centered.

0.512

0.395

2.70** 4.33***

101 101

0.334

0.208

Subsequent Effects: 

post event window (+2, +15)

M8

CAR

Independent variables

5.045.04
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CHAPTER 6 - DISCUSSION 

6.1 Findings and Contributions 

This paper contributes to three different research streams: (1) celebrity endorsement, (2) 

marketing literature about negative events, and (3) the marketing-finance interface.  

Celebrity endorsement. First and foremost, I add to existing marketing literature 

regarding negative celebrity endorser publicity by examining the longer-term effects of a firm’s 

response strategy on its stock returns. Based on my findings, I derive recommendations for 

managers in order to limit the negative spillover effects of the negative publicity and potentially 

even gain from the situation. By choosing proactive versus reactive/passive strategies during the 

event window (0, 1), firms can successfully minimize subsequent financial losses associated with 

negative spokesperson publicity in the subsequent weeks (H1). Investors use the response 

strategies to evaluate the financial impact of the negative publicity. They interpret fast and 

proactive strategies as a positive sign of the firm, whereas a passive strategy leads to substantial 

financial losses for the company in the subsequent weeks. Moreover, I highlight that not every 

proactive approach is equally beneficial. My research extends previous studies (e.g., Bartz et al. 

2013) by examining the whole spectrum of potential firm reactions, demonstrating that those in 

line with expectations of the general public (vs. against expectations) lead to more favorable 

evaluations of the stock market (H3).  

Marketing literature on negative events. This dissertation emphasizes the need to adopt a 

longitudinal approach for the analysis of negative publicity, because some strategies pay off in 

the short run (event window), while others become more effective in the long run (post event 

window). For instance, Chen et al. (2009) found that a proactive approach in case of product 

recalls, regardless of firm or product characteristics, has a more negative effect on firm value 
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than a passive strategy. This conclusion is somewhat surprising and contrary to the finding of 

this dissertation. However, Chen and colleagues only examine the impact of the response 

strategy on the event day itself, which could be significantly affected by the power of stealing 

thunder (being proactive increases salience, confirms existence and poses threat to future 

earning; similar to my findings in Model 2, Table 6). Unfortunately, there are no longer-term 

analyses. The authors themselves point out at the end, that “It would be worthwhile to examine 

whether the benefits of proactive strategies from the consumer perspective (through increased 

consumer confidence and brand loyalty) could benefit firm value in the long run” (p. 225). Thus, 

I extend marketing literature on negative events (e.g., Chen et al. 2009; Wiles, Shailendra, 

Saurabh and Lindsey 2010) by investigating these subsequent effects and find that, in the context 

of negative publicity of brand ambassadors, proactive strategies during the event window (0, 1) 

actually outperform reactive/passive strategies in the subsequent weeks. Hence, my conclusion 

augments Chen et al. (2009) who report that an early response of firms is initially less beneficial.  

Marketing-finance interface. This study has methodological implications for 

marketing/finance researchers who frequently apply event studies (Srinivasan and Hanssens 

2009). Research in other disciplines such as strategic management report that short-window 

event studies can lead to erroneous conclusions about the wealth created or destructed by a single 

event (e.g., Hendricks and Singhal 2001; Oler, Harrison and Allen 2008). This means 

marketing/finance researchers should be careful when interpreting short-window event studies 

concerning long-term stock return implications. The results of this dissertation support that 

claim. In the short-run, reactive/passive response strategies seem to be better, whereas in the 

longer-run, proactive strategies appear more beneficial for a firm’s market value. Therefore, I 

encourage researchers to examine longer event windows instead of relying on short-windows.  
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6.2 Managerial Implications 

Managers currently have little empirically supported advice on how to deal with negative 

celebrity endorser publicity regarding the following questions. First, “Can firms protect their 

brands and stock returns from negative spillover effects following a negative event?” My results 

suggest that firms can indeed protect themselves from negative spillover effects. Firms do not 

have to take losses for granted. 

Second, “Should firms respond immediately when negative news about their brands' 

endorsers surface or is it better to remain quiet until the initial media frenzy fades?” I show that, 

on average, a proactive strategy (reacting on day 0 or 1) will outperform reactive/passive 

strategies in the subsequent weeks. My results also highlight the importance of always being 

prepared for negative publicity in order to be able to react quickly, because recent history has 

shown that a substantial amount of endorsers is causing problems over the course of their 

careers. In order to respond quickly, firms need to permanently screen the news and social media 

about evolving issues concerning not only the company or brand, but also any of their brand 

endorsers, because rumors about brand ambassadors are enough to affect the endorsed brand 

(Thwaites et al. 2012). This permanent screening provides managers with some time to enact 

their response. However, this response time is very limited. My research shows that reacting late 

(after day 1) is as harmful as not reacting at all. Crisis management literature advocates that firms 

should prepare response plans for any type of risk in order to be able to respond quickly (e.g., 

Mitroff and Anagnos 2001). This literature offers recommendations for how to prepare such 

plans (e.g., Coombs 2012). Firms have to implement their plan as soon as possible during the 

event window (0, 1) in order to minimize their loss and potentially even gain from the negative 

publicity in the subsequent weeks.  
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Third, “Are all firms equally affected by their response strategy or are there firm-specific 

differences that have to be taken into account when reacting?” There are firm-specific 

differences. Firms should consider for what kind of brand they want to hire a celebrity endorser. 

Previous research suggests superior financial performance of branded house firms (such as Nike) 

compared to house of brands firms (such as P&G’s Gillette). However, my results indicate that 

in times of negative publicity, branded house firms are more affected if firms do not respond 

immediately (H2), because the negative publicity of one product or service can spill over to some 

or even all of the remaining products (Erdem and Sun 2002, Keller and Sood 2003, Roedder-

John et al. 1998). Managers have to consider this trade-off. 

Fourth, “If firms decide to respond, what should the response look like?” I show that 

there are differences between the various types of responses. Mitroff and Anagnos (2001, 120f) 

suggest responding first and primarily to the emotional needs of external stakeholders as this 

group perceives these needs. Accordingly, my results clearly point out that it is important for 

firms to get a feeling for the general expectations of their stakeholders. A recent industry report 

supports my conclusions (McKinsey 2012, 10): “Despite the grueling news stories about 

reputational damage spinning out of control - often dramatized as ‘social media shit storms‘ - 

none of the companies we looked at in our research actually suffered any significant or sustained 

impact on sales or stock price - provided they reacted swiftly and constructively to arising 

criticism. In fact, some companies managed to turn even negative attention into positive buzz.”  

6.3 Limitations 

 The use of event studies does not come without any caveats. First, event study 

methodology only allows for examining the impact of the negative celebrity endorser publicity 

on publically traded firms. The sample of this dissertation consists of public companies that were 
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either traded on New York Stock Exchange or NASDAQ at the time of the event. However, the 

use of celebrity endorsers is not a strategy that is only used by publically traded companies. 

Thus, one can only speculate about the impact of the negative publicity on private firms. 

Second, the overall sample size is quite small (59 events). Forty events had to be 

excluded due to concurring events that would have biased the analysis. These data points would 

have increased the generalizability of the findings. Unfortunately, one cannot artificially create 

these events. However, the sample size is still comparable to related event studies and it is just a 

matter of time until more data points will be available. 

 Third, one might be tempted to interpret the ARs as percentage change in future profits. 

This one-to-one translation is not possible for several reasons. Most celebrities only endorse a 

single brand, product or service. Britney Spears, for instance, was a spokesperson for Lipton Ice 

Tea (owned by Unilever) in 2007. Unilever’s stock price reflects investors’ expectations about 

all of Unilever’s profits, not just Lipton’s. Lipton’s revenue constitutes only a fraction of 

Unilever’s total revenue. Unfortunately, it is also not possible to look at the percentage that 

Lipton contributes to Unilever’s profits and multiply it by the ARs to see the overall impact on 

future profits. One would need scanner panel data to examine the impact on future sales and thus, 

profitability. 

 Besides the aforementioned event study limitations, there are a few more constraints that 

have to be stated. First, I treat endorser reactions as exogenous variables in all my models, even 

though they are endogenous. This was primarily done because of the focus of this dissertation on 

firm reactions.  

Second, I was not able to include some variables in the model that might have had a 

significant effect. For instance, some endorsers are strongly associated with the firm, such as 
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Tiger Woods and Nike’s golf division. Nike built their golf business around Tiger Woods. 

Obviously, firing him would have had a devastating impact on their golf business. Accenture, on 

the other hand, did not have such a close relationship with Woods. Thus, it was easier for them to 

cut ties with him after more and more details about his extramarital affairs surfaced. There are 

several ways to capture the dependency of the firm on the endorser. Contract value (in US$) and 

length (in years) are two variables that instantly come to mind. Unfortunately, it is impossible to 

get contract details for all the celebrities. One could also let participants rate the relationship of 

the endorser and the firm. However, this approach also has several flaws. It is impossible to get 

accurate assessments of these relationships for the late 80s and 90s. Also, the relationship 

between the celebrity and the firm often changes after the scandal and the consumers’ perception 

of this relationship is impossible to revert.  

 Last, the managerial recommendations derived from my findings are based on averages. 

Thus, being proactive might not always be the best strategy. There might be instances where 

being reactive/passive might be more a successful strategy. However, on average, proactive 

strategies clearly outperform reactive/passive ones in the longer-run. 

6.4 Directions for Future Research 

There are further interesting empirical questions that I did not yet explore. First, future 

research should take a closer look at the relationship between immediate stock returns, media 

attention and firm reaction. More precisely, since the event and the following media storm 

happen so quickly, it would be very interesting to examine the relationship on an hourly or even 

minute basis, rather than a daily basis. Also, behavioral experiments could manipulate one of the 

three factors and show the effect on the other two.  

Second, I did not examine the impact of negative publicity on consumers’ purchase 
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behavior. Daily sales data could be used to see whether or not consumers actually buy less 

products following a (mismanaged) endorser scandal, which is exactly what the stock market 

assumes and why the stock prices drop. Elberse and Verleun (2012) conducted such an analysis 

for the announcement of a famous endorsers and their athletic success. Based on Nielsen’s 

HomeScan Panel data, they found that sales actually increased in both cases. It would be highly 

interesting to see if the opposite holds true for negative celebrity endorser publicity. 

Furthermore, one could examine the magnitude of these opposite effects to see if losses (negative 

publicity) really loom larger than gains (positive publicity). 

Third, future research could examine the impact of both negative publicity and subsequent 

firm reaction on consumers’ mindsets. Why exactly do consumers buy less products/services of 

the troubled firm? How are attitudes changed when firms (do not) react? What role does 

confidence and trust in the firm’s management capabilities play? The answers to these questions 

could help firms to better react to these incidents.  

Fourth, I argue that consumers expect firms to respond to the negative publicity. If this is 

the expectation, why do not all firms respond? Potentially, firms underestimate the impact of the 

scandal on their business or hope that after a while the media frenzy declines and business goes 

back to normal. Also, some firms' organizational structure and processes might not allow for 

immediate responses (e.g., lack of daily media clipping and social media monitoring mechanisms 

scanning for news regarding their brand ambassadors). This opens an avenue for research to 

provide more insights on organizational structures and procedures in time of a potential crisis 

and the psychological process influencing managerial decision making. 

Fifth, I did not examine the valence of the Associate Press articles. For instance, did the 

media agree with a certain firm reaction or not, or did they publically ask a firm to react a certain 
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way? These questions could shed more light on why firms (do not) react a certain way. 

Last, I did not analyze how the negative publicity affects the firms’ competitors. Does their 

stock price increase or decrease once the negative publicity surfaces? Also, how do competitors 

react and what are the financial consequences? Knittel and Stango (2014) analyzed the impact of 

Tiger Woods’ scandal on his sponsors’ competitors. They found that some competitors gained 

value, suggesting that endorsements are partially a business-stealing strategy. However, 

competing firms who employed celebrity endorsers themselves lost more value than those that 

did not, highlighting the omnipresent risk associated with employing celebrity endorsers. Since 

the authors only examined Tiger Woods and his sponsors’ competitors, it would be very 

important to increase the generalizability of these findings by looking at a larger data set. 

In conclusion, my dissertation assists researchers and practitioners in understanding the 

impact of negative celebrity endorser publicity on stock returns and offers firms advice to best 

manage this situation. I hope that my work encourages researchers to uncover further insights 

into this important, yet under explored, area. 
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APPENDIX A - CONCURRING EVENTS ANALYSIS 
 

 

Celebrity Date Firm (Subsidiary) -1 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Madonna 6-Mar-89 Warner Communication 1.35% 3.75% 1.43% -2.49% -1.29% 4.25% 0.12% -0.49% -1.11% -1.65% -0.40% 1.53% 0.89% -1.00% -0.33% -1.61% -0.83%

Michael Jordan 6-Oct-93 Sara Lee (Hanes) -0.37% -0.40% 3.12% 1.48% 2.43% 0.83% -0.61% 3.56% 5.73% -0.90% -1.70% -0.69% 0.20% 0.39% -0.37% 1.69% -2.01%

Anna Nicole Smith 28-Jun-94 Dress Barn (Lane Bryant) -0.01% -3.21% -0.53% 0.68% -9.27% 0.03% 0.05% -4.08% 0.44% -1.02% -2.96% 2.36% 4.26% -3.50% 0.41% -1.72% -1.37%

Evander Holyfield 22-Sep-98 Coca Cola -3.82% -5.64% -0.81% -0.04% -0.99% 1.46% 2.67% 1.05% 1.30% 3.25% 6.44% 2.78% 2.69% 3.81% -4.06% -3.68% 2.78%

Chipper Jones 22-Oct-98 Lowes -2.93% -0.10% -2.46% -3.43% 2.10% 3.60% -1.22% -5.15% 3.40% -3.41% -0.52% 4.98% -0.93% -2.10% 2.65% 4.22% 1.48%

Chipper Jones 22-Oct-98 Coca-Cola -0.69% 2.25% 2.19% -1.03% -2.31% -0.95% -1.23% -1.69% 3.60% 2.78% -2.07% -0.48% -0.79% -0.67% 0.93% -0.44% -0.91%

Chipper Jones 22-Oct-98 Wendy's -0.98% -0.11% 1.44% 2.60% -0.03% 0.29% 1.23% -15.21% 1.34% -4.07% -0.68% 0.91% -0.21% 0.51% 2.15% -4.57% -1.10%

Bill Maher 18-Sep-01 Sears, Roebuck and Co. -7.43% -1.16% -2.04% -1.67% -1.60% 6.58% 0.92% 0.01% -0.48% -1.87% 1.69% 3.28% 4.44% -0.06% -0.06% -3.55% -1.20%

Britney Spears 20-Sep-01 Pepsi 0.09% -1.80% -3.71% 0.89% 1.23% 0.29% 1.47% -0.79% 0.85% 0.82% -0.54% -0.93% 0.36% -0.54% 0.58% 1.97% -1.79%

Michael Jordan 8-Jan-02 Nike 0.59% 0.28% -1.30% 0.67% -2.41% -0.96% 4.23% -1.04% 1.30% 0.78% 1.12% -0.45% 0.58% -0.44% -0.81% 0.71% 4.73%

Ludacris 28-Aug-02 Pepsi -2.20% -2.45% -2.50% 1.46% -0.89% -2.23% -1.07% 1.40% 1.26% 2.85% -1.21% 0.84% 1.74% 1.93% -3.24% -2.85% -0.90%

Benjamin Curtis 10-Feb-03 Dell -1.61% -2.92% 2.37% 0.19% 1.50% 8.42% 0.24% -0.63% 1.70% 0.23% 0.34% -0.39% -1.39% 1.31% 1.07% -1.12% 0.44%

Mary Kate Olsen 22-Jun-04 Omnicom Group -0.40% -1.35% -0.68% 0.47% 1.40% -0.27% -0.92% -0.85% -0.98% -0.96% 0.30% -4.37% 0.49% 0.19% -0.58% -0.12% -0.50%

Michael Vick 8-Apr-05 Coca Cola (Powerade) 0.70% 0.61% -0.42% 0.83% 0.34% 0.76% -0.70% -0.91% 3.01% -0.28% -0.91% 0.92% 0.77% 1.32% -0.38% 0.56% 1.14%

Lance Armstrong 23-Aug-05 Oakley -1.08% 0.87% 3.63% 0.19% -0.21% -2.39% -1.19% 0.41% -0.46% -1.08% 0.72% -0.20% -1.77% -1.06% 4.04% -1.83% 0.26%

Marcia Cross 30-Oct-06 Disney (ABC) -0.22% 0.32% -1.32% 1.48% -0.15% 0.56% 0.84% 1.00% 0.44% 1.74% -3.74% -0.67% 0.24% 0.12% 0.98% -0.44% 0.44%

Michael Vick 27-Apr-07 EA Sports -0.13% -0.57% -2.07% -1.05% 2.08% -0.58% 0.51% -0.76% 3.24% -4.65% -0.07% -0.65% -0.29% -1.92% 0.21% -1.39% -0.28%

Dr. Robert Jarvik 7-Jan-08 Pfizer (Lipitor) 0.63% 1.77% 2.47% 1.13% 0.01% 0.92% -1.03% 0.47% -0.24% 0.44% -1.50% -0.40% 1.23% -0.16% -0.80% 0.30% 0.33%

Brady Quinn 14-Feb-08 Sprint Nextel 0.09% -2.81% -1.02% -3.43% -6.38% -0.90% 4.18% -0.93% 3.13% -3.40% -8.64% -9.26% -1.61% -0.78% 1.21% -0.43% 4.16%

Chrisitan Bale 22-Jul-08 Time Warner (Warner Communication) -2.60% 0.07% 1.29% 0.89% 0.38% -1.43% 0.97% -2.31% 0.29% -0.06% 2.54% 1.09% -0.79% -0.55% 5.84% 1.24% -0.39%

David Duchovny 29-Aug-08 Genesco Inc (Johnston & Murphy) 6.32% 4.28% 1.86% 2.38% 1.07% -3.20% 0.41% -0.33% 3.02% -1.33% 0.43% 1.64% -1.95% -4.80% 4.29% -0.15% -2.81%

Michael Phelps 1-Feb-09 Visa Inc. 8.57% 1.17% -4.77% 1.81% 7.66% 0.15% -0.47% 1.77% 1.36% 2.18% -0.09% 1.31% 3.71% 0.02% 1.06% 0.91% -0.34%

Michael Phelps 1-Feb-09 Activision Blizzard (Guitar Hero) -0.48% 2.28% 0.67% 4.10% 0.51% -0.79% -1.45% 2.70% -2.35% -2.71% 5.61% 1.76% 2.33% -1.07% 1.41% 4.18% 2.57%

A-Rod 7-Feb-09 Jarden (Rawling) 4.79% 4.82% 0.59% 6.44% 8.92% -11.04% -1.13% -4.88% 0.46% -0.53% -4.19% 1.49% 4.91% 1.96% 2.62% 0.99% -6.35%

A-Rod 7-Feb-09 Activision Blizzard (Guitar Hero) -0.81% -1.45% 2.74% -2.35% -2.72% 5.62% 1.80% 2.34% -1.06% 1.42% 4.22% 2.54% -1.01% 1.85% 2.82% 4.10% 0.30%

Chris Brown 9-Feb-09 Sony Corporation (Jive) -1.51% -2.09% -0.74% 0.16% -0.32% -3.71% -1.50% -0.33% -0.07% -0.91% -1.54% 2.86% 2.88% -3.38% 3.97% 4.51% 6.25%

Dwyane Wade 19-Feb-09 Nike 4.02% -0.70% 1.28% 0.17% -0.63% -0.96% -1.63% 2.89% 0.23% 1.22% 3.77% -1.76% -0.24% -2.49% 1.90% 3.91% -1.30%

Britney Spears 8-Jun-09 Iconix Brand Group (Candie's) 1.12% 0.14% 0.42% 0.19% -1.98% -0.40% 0.82% -2.27% -2.11% -2.65% -1.63% -4.11% 2.08% 3.25% 3.19% 4.51% -1.74%

Britney Spears 8-Jun-09 Elizabeth Arden 0.27% -0.62% 4.46% -1.76% 3.20% 4.33% 4.23% -0.31% 1.47% -4.13% -0.97% -3.86% -2.51% -1.63% 12.17% 2.10% 0.52%

Miley Cyrus 10-Aug-09 Walmart -0.03% 1.10% 1.34% 0.88% 2.31% 0.33% 0.87% -1.00% 0.27% -0.45% -1.58% 0.42% 0.10% 0.30% -1.23% -0.14% -0.05%

Kanye West 13-Sep-09 Nike -0.85% -0.80% -1.02% 3.03% 1.86% 0.62% 0.24% -0.79% 0.40% 0.84% 1.32% -1.08% 1.87% 7.87% -1.03% -0.36% -0.27%

Cody Linley 9-Oct-09 Iconix Brand Group (Ocean Pacific) 0.35% 3.60% -3.86% 5.45% 4.50% -2.29% 1.25% -0.33% 0.22% 0.20% -0.14% -1.17% 0.07% -6.88% -1.49% 0.42% -2.01%

Tiger Woods 28-Nov-09 TLC Laser Eye Centers -5.37% -17.54% -21.86% 9.12% 4.26% 0.89% -5.89% -5.53% 1.18% 3.43% -4.73% -10.42% 1.53% -6.61% 42.13% -25.78% -73.53%

Chris Jericho 28-Jan-10 Procter & Gamble (Gillette) 0.01% 2.10% 0.40% -0.06% 0.84% -0.08% -0.20% -0.27% 0.02% 0.52% -0.02% -0.14% -0.24% 0.80% -0.18% 0.57% 0.00%

Oprah Winfrey 13-Apr-10 Sirius XM Holdings (XM Satellite Radio) -2.62% -1.52% 9.83% 3.33% -1.46% -0.59% 3.31% -2.95% -1.62% 1.44% 7.36% -2.57% 0.44% 1.75% -0.54% 2.82% -1.91%

Lawrence Taylor 6-May-10 Nutrisystem 0.31% 3.31% -3.38% -3.19% 4.15% 4.43% -0.34% -2.45% 1.15% -0.98% -0.65% -0.27% -0.77% 2.97% -0.42% 0.68% 1.60%

Paris Hilton 28-Aug-10 Parlux Fragrances (Dazzle) -0.76% 2.36% 5.41% -4.94% -0.97% 0.67% 1.94% 5.29% -0.10% -0.31% -3.80% 0.79% -0.26% -0.62% 0.27% -1.59% 4.70%

Jessica Alba 14-Sep-11 Revlon -1.72% 2.62% -0.31% 7.44% 1.22% 0.39% -1.20% 0.69% -0.70% -0.64% 1.21% -1.83% 1.54% 2.81% -2.82% 3.45% 0.03%

Kim Kardashian 31-Oct-11 Skechers 2.99% 6.12% 5.45% -3.06% -0.70% -1.02% -0.10% -0.49% -1.09% -0.86% 0.59% -2.45% -3.86% -1.96% 1.52% 0.58% 0.71%

Kim Kardashian 31-Oct-11 Comcast (E!) -3.15% 0.70% 0.82% -1.66% -0.76% -1.98% -1.03% -0.77% -1.32% 1.73% -0.53% -0.54% -0.16% -2.12% 0.42% 0.78% 2.19%

Demi Moore 17-Nov-11 Ann Taylor -0.99% 3.73% -7.04% 3.74% -3.26% -0.14% -2.02% -1.90% 3.04% -3.33% 1.34% 2.93% -0.19% 1.23% 1.11% 0.40% -1.30%

Charles Barkley 6-Jan-12 Weight Watchers 7.83% 8.81% -0.07% 0.67% -0.53% -0.12% -0.45% 0.20% -0.34% -1.12% 1.12% -1.98% 3.70% 2.56% -1.01% 2.35% -1.64%

Paula Deen 17-Jan-12 Sears -0.39% 9.25% 6.12% 9.29% 13.15% -3.25% -3.07% -3.01% -0.31% -0.48% 0.61% -4.04% -1.64% 0.05% 4.44% 0.38% 6.24%

Paula Deen 17-Jan-12 J.C. Penney -1.00% -1.85% 0.50% 4.06% -1.40% -0.58% -1.04% -2.07% 19.28% 1.59% 1.27% -0.67% -1.85% -0.02% -2.59% 0.54% 1.90%

Paula Deen 17-Jan-12 Walgreens -1.58% 1.57% 0.99% -1.02% -0.06% 1.09% 1.30% 0.70% -0.73% -0.25% -1.50% -0.75% -1.02% 0.88% -0.46% 1.97% -2.42%

Demi Moore 26-Jan-12 Ann Taylor 1.40% -1.70% 1.58% 0.47% -0.72% -0.16% -6.95% -1.78% 0.89% 2.38% -1.21% -0.10% 1.69% -0.89% 0.76% -1.36% -0.63%

Manny Pacquiao 8-Mar-12 Nike -0.57% -0.74% 1.44% -0.46% -0.46% -0.18% -0.28% 0.24% 0.37% -0.05% -1.15% 1.12% -3.69% -0.27% -0.39% -0.22% 0.65%

Lance Armstrong 13-Jun-12 RadioShack -0.08% -1.87% 0.19% -1.33% 1.31% 0.88% 4.77% -2.03% 0.44% -5.55% 3.10% 0.02% -4.79% -2.95% -0.88% 0.62% 4.73%
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APPENDIX B - CONCURRING EVENT (EXAMPLE) 
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APPENDIX C - NON TRADING DAYS 
 

 

 

 

 

Year
New Year's 

Day

MLK 

Day

Washington's 

Birthday

Good 

Friday

Memorial 

Day

Independence 

Day

Labor 

Day

Thanksgiving 

Day

Christmas 

Day 

Additional 

Dates

1988 1-Jan-88 open 15-Feb-88 1-Apr-88 30-May-88 4-Jul-88 5-Sep-88 24-Nov-88 25-Dec-88 11-Sep-01

1989 1-Jan-89 open 20-Feb-89 24-Mar-89 29-May-89 4-Jul-89 4-Sep-89 23-Nov-89 25-Dec-89 12-Sep-01

1990 1-Jan-90 open 19-Feb-90 13-Apr-90 28-May-90 4-Jul-90 3-Sep-90 22-Nov-90 25-Dec-90 13-Sep-01

1991 1-Jan-91 open 18-Feb-91 29-Mar-91 27-May-91 4-Jul-91 2-Sep-91 28-Nov-91 25-Dec-91 14-Sep-01

1992 1-Jan-92 open 17-Feb-92 17-Apr-92 25-May-92 4-Jul-92 7-Sep-92 26-Nov-92 25-Dec-92

1993 1-Jan-93 open 15-Feb-93 9-Apr-93 31-May-93 4-Jul-93 6-Sep-93 25-Nov-93 25-Dec-93

1994 1-Jan-94 open 21-Feb-94 1-Apr-94 30-May-94 4-Jul-94 5-Sep-94 24-Nov-94 25-Dec-94

1995 1-Jan-95 open 20-Feb-95 14-Apr-95 29-May-95 4-Jul-95 4-Sep-95 23-Nov-95 25-Dec-95

1996 1-Jan-96 open 19-Feb-96 5-Apr-96 27-May-96 4-Jul-96 2-Sep-96 28-Nov-96 25-Dec-96

1997 1-Jan-97 open 17-Feb-97 28-Mar-97 26-May-97 4-Jul-97 1-Sep-97 27-Nov-97 25-Dec-97

1998 1-Jan-98 19-Jan-98 16-Feb-98 10-Apr-98 25-May-98 4-Jul-98 7-Sep-98 26-Nov-98 25-Dec-98

1999 1-Jan-99 18-Jan-99 15-Feb-99 2-Apr-99 31-May-99 4-Jul-99 6-Sep-99 25-Nov-99 25-Dec-99

2000 1-Jan-00 17-Jan-00 21-Feb-00 21-Apr-00 29-May-00 4-Jul-00 4-Sep-00 23-Nov-00 25-Dec-00

2001 1-Jan-01 15-Jan-01 19-Feb-01 13-Apr-01 28-May-01 4-Jul-01 3-Sep-01 22-Nov-01 25-Dec-01

2002 1-Jan-02 21-Jan-02 18-Feb-02 29-Mar-02 27-May-02 4-Jul-02 2-Sep-02 28-Nov-02 25-Dec-02

2003 1-Jan-03 20-Jan-03 17-Feb-03 18-Apr-03 26-May-03 4-Jul-03 1-Sep-03 27-Nov-03 25-Dec-03

2004 1-Jan-04 19-Jan-04 16-Feb-04 9-Apr-04 31-May-04 4-Jul-04 6-Sep-04 25-Nov-04 25-Dec-04

2005 1-Jan-05 17-Jan-05 21-Feb-05 25-Mar-05 30-May-05 4-Jul-05 5-Sep-05 24-Nov-05 25-Dec-05

2006 1-Jan-06 16-Jan-06 20-Feb-06 14-Apr-06 29-May-06 4-Jul-06 4-Sep-06 23-Nov-06 25-Dec-06

2007 1-Jan-07 15-Jan-07 19-Feb-07 6-Apr-07 28-May-07 4-Jul-07 3-Sep-07 22-Nov-07 25-Dec-07

2008 1-Jan-08 21-Jan-08 18-Feb-08 21-Mar-08 26-May-08 4-Jul-08 1-Sep-08 27-Nov-08 25-Dec-08

2009 1-Jan-09 19-Jan-09 16-Feb-09 10-Apr-09 25-May-09 4-Jul-09 7-Sep-09 26-Nov-09 25-Dec-09

2010 1-Jan-10 18-Jan-10 15-Feb-10 2-Apr-10 31-May-10 4-Jul-10 6-Sep-10 25-Nov-10 25-Dec-10

2011 1-Jan-11 17-Jan-11 21-Feb-11 22-Apr-11 30-May-11 4-Jul-11 5-Sep-11 24-Nov-11 25-Dec-11

2012 1-Jan-12 16-Jan-12 20-Feb-12 6-Apr-12 28-May-12 4-Jul-12 3-Sep-12 22-Nov-12 25-Dec-12
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APPENDIX D - FINAL SAMPLE 
 

# Celebrity Scandal Date Firms

1 Mike Tyson Domestic violence 18-Jun-88 Eastman Kodak, Pepsi, Toyota

2 Mike Ditka Heart attack due to unhealthy food 3-Nov-88 Campbell Soup

3 Alan Alda Bought Toshiba PC while endorsing IBM 30-Nov-88 IBM

4 Madonna Scandalous music video 6-Mar-89 Pepsi

5 Magic Johnson Retirement due to HIV 8-Nov-91 Dayton Hudson, Pepsi

6 Dan O'Brien Did not qualify for Olympic games 28-Jun-92 Reebok

7 Dave Johnson Won only Bronze at Olympic games 7-Aug-92 Reebok

8 John Daly Domestic violence 25-Dec-92 Reebok

9 Michael Jackson Sexual assault / child abuse 24-Aug-93 Pepsi, Sony, Walt Disney

10 Michael Jordan Retirement from NBA 6-Oct-93 General Mills, McDonalds, Nike, Quaker Oats

11 OJ Simpson Murder accusations 13-Jun-94 Hertz

12 Latrell Sprewell Physically attacked his coach 2-Dec-97 Converse

13 Bill Maher Comments after 9/11 attacks 18-Sep-01 Federal Express, Sears

14 Dixie Chicks Ccomments about president Bush 11-Mar-03 Pepsi, Unilever

15 Kobe Bryant Sexual assault 6-Jul-03 Coca Cola, McDonald's, Nike, Russell Athletics

16 Barry Bonds Steroid allegations 16-Oct-03 Charles Schwab, Yum! Brands

17 Jackson/Timberlake "Nipplegate" scandal 2-Feb-04 McDonalds, Sony

18 Whoopi Goldberg Comments about president Bush 9-Jul-04 Unilever

19 Jason Giambi Steroid allegations 2-Dec-04 Church & Dwight, Nike, Pepsi

20 Lance Armstrong Doping reproaches 23-Aug-05 Nike, Coca Cola

21 Bode Miller Drunk while competing at the Olympics 6-Jan-06 Nike

22 Justin Gatlin Doping reproaches 29-Jul-06 Nike

23 Nicole Richie Drunk driving 11-Dec-06 Comcast

24 Britney Spears Shaved head and got tattoos after rehab 17-Feb-07 Unilever, Sony

25 Don Imus Insulted Rutgers' basketball team 4-Apr-07 CBS 

26 Rosie O'Donnell Left ABC's "The View" 25-Apr-07 Walt Disney

27 Michael Vick Illegal dog fights and gambling 27-Apr-07 AirTran, Jarden, Nike

28 Vanessa Hudgens Nude pictures on the internet 7-Sep-07 Walt Disney

29 Dog Chapman Racial slur 31-Oct-07 Walt Disney

30 Hulk Hogan Divorce after 24 years of marriage 24-Nov-07 CBS, World Wrestling Entertainment

31 Jamie Lynn Spears Teenage pregnancy 19-Dec-07 Viacom

32 Brady Quinn Homophobic remarks 14-Feb-08 Abbott Labs, Microsoft, Nike

33 Brett Favre Retirement from NFL 4-Mar-08 Briggs & Stratton, VF Corporation

34 Miley Cyrus Half-naked cover shooting 28-Apr-08 Walt Disney

35 Plaxico Burress Shot himself in the leg 29-Nov-08 Nike

36 Michael Phelps Acknowledged smoking marijuana 1-Feb-09 Kellogg

37 Alex Rodriguez Tested positive for steroids 7-Feb-09 Nike

38 Chris Brown Domestic violence 9-Feb-09 Sony

39 Jon/Kate Gosselin Divorce 23-Jun-09 Discovery Communications

40 David Letterman Affairs with employees 2-Oct-09 CBS

41 Thierry Henry Cheating to get to World Cup 2010 19-Nov-09 P&G, Pepsi

42 Oprah Winfrey Announced end of her show 20-Nov-09 CBS

43 Tiger Woods Sexual relations outside marriage 28-Nov-09
Accenture, American Express, Berkshire Hathaway, 

Electronic Arts, Nike, Pepsi, P&G, AT&T

44 Charlie Sheen Domestic violence 25-Dec-09 Hanes Brands

45 Clifford Harris Jr. Violated probation 2-Sep-10 Unilever

46 Wayne Rooney Prostitute scandal 5-Sep-10 Coca Cola

47 Brett Favre Inappropriate texts and pictures to woman 8-Oct-10 Briggs & Stratton, VF Corporation

48 Demi Lovato Entered rehab 2-Nov-10 Walt Disney

49 Chelsea Handler Angelina Jolie rant during standup comedy 6-Dec-10 Comcast

50 Miley Cyrus Smoking salvia with a bong 10-Dec-10 Walt Disney

51 Gilbert Gottfried Comments about Tsunami in Japan 15-Mar-11 Aflac

52 Wayne Rooney Suspension after "foul-mouthed rant" 3-Apr-11 Coca Cola

53 Rashard Mendenhall Twittered about 9/11, Bin Laden death 3-May-11 Hanes Brands

54 Jennifer Lopez Divorce 15-Jul-11 Kohl's, Macy's, Pepsi

55 Ndamukong Suh Suspended for repeated dirty play 25-Nov-11 Dick's Sporting Goods, Nike

56 Alec Baldwin Kicked off plane 6-Dec-11 Capital One

57 Paula Deen Type 2 diabetes 17-Jan-12 Scripps Networks Interactive

58 Lance Armstrong USADA doping charges 13-Jun-12 Nike, Anheuser Busch

59 Chad Ochocinco Domestic violence 12-Aug-12 Coca Cola, Viacom
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APPENDIX E - MODEL VARIABLES 
 

 

 

 

Variable Type Meaning Source

Appropriateness Immediate Endorser Reaction Binary Perceived match between expected and actual endorser reaction (0 = against expectations, 1 = within) Student sample

Appropriateness Immediate Firm Reaction Binary Perceived match between expected and  actual firm reaction (0 = against expectations, 1 = within) Student sample

Culpability Factor Metric Perceived blameworthiness of endorser and severity of event (1 = not at all, 7 = very culpable) Student sample

Endorsing Firms Binary Whether the spokesperson is endorsing only one (0) or several firms (1) Coded (Factiva, Internet)

Firm Size (ln) Metric Measure of firm size (stock price x shares outstanding) CRSP

Immediate Endorser Reaction Binary Endorser reaction on the event day or the day after (0 = passive, 1 = active) Coded (LexisNexis)

Immediate Firm Reaction Binary Firm reaction on the event day or the day after (0 = passive, 1 = active) Coded (LexisNexis)

Immediate Media Attention Metric Number of Associated Press (AP) articles from the event day to the day after LexisNexis

Immediate Stock Returns Metric Cumulative abnormal returns in case of negative publicity for the event day and the day after CRSP

Match Firm-Endorser Metric Perceived fit between spokesperson and the firm (0-100) Student sample

Relation Scandal-Profession Binary Whether the scandal is related to the profession of a spokesperson (1) or not (0) Coded

Scandal History Binary Whether the spokesperson has a history of scandals (1) or not (0) Coded (Factiva, Internet)

Subsequent Endorser Reaction Binary Endorser reaction within two to fifteen days after the event (0 = passive, 1 = active) Coded (LexisNexis)

Subsequent Firm Reaction Binary Firm reaction within two to fifteen days after the event (0 = passive, 1 = active) Coded (LexisNexis)

Subsequent Media Attention Metric Number of Associated Press (AP) articles from two to fifteen days following the event LexisNexis 

Subsequent Stock Returns Metric Cumulative abnormal returns in case of negative publicity for two to fifteen days after the event CRSP

Subsidiary Brand Binary Whether a firm is a subsidiary brand (1) or not (0) Coded

Surprise Factor Metric Degree of surprise of the scandal (1 = not at all, 7 = very surprising) Student sample

Year Metric Year the scandal occurred Coded
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APPENDIX F - EVALUATION OF EVENTS (SURVEY)  

 

On the following screens, you will read about 20 brief celebrity scandals. You will be asked a 

few questions about these scandals. There are no right or wrong answers, just subjective 

opinions. Please answer as accurately as possible.  

 

------------------- (= page break) 

 

A famous athlete is accused of domestic violence. 

 

What should the endorsing firm do? 

o Punish the celebrity 

o Support the celebrity 

o Remain quiet 

o Unsure 

 

What should the celebrity do? 

o Apologize 

o Deny 

o Remain quiet 

o Unsure 

 

How severe is the event? 

 

1 2  3 4 5 6 7 

Not at all severe        Very severe 

 

How much is the celebrity to blame? 

 

1 2  3 4 5 6 7 

     Not at all                  A lot 

 

How surprising is the event? 

 

  1   2        3   4   5   6   7 

Not at all surprising        Very surprising 

 

How likely is the event? 

 

1 2  3 4 5 6 7 

Not at all likely        Very likely 
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APPENDIX G - EVALUATION OF FIRM-ENDORSER MATCH (SURVEY)  

 

A celebrity endorser is “any individual who enjoys public recognition and who uses this 

recognition on behalf of a consumer good by appearing with it in an advertisement.”  

 

On the following screens, please indicate how well you think the particular endorser and firm 

match. The scale goes from 0 (not a good match) to 100 (very good match). 

 

There are no right or wrong answers, just subjective opinions. Please rate all 20 scenarios as 

accurately as possible. 

 

------------------- (= page break) 

 

A famous athlete is endorsing a soft drink firm. 
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APPENDIX H - THREE-STAGE LEAST SQUARES FOR EVENT WINDOW (0, 1)  
 

 

 

APPENDIX I - THREE-STAGE LEAST SQUARES FOR POST EVENT WINDOW (2, 15)  
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APPENDIX J - HECKMAN TWO-STEP ESTIMATION TECHNIQUE  
 

 

Model

Estimate SE Estimate SE

Intercept -0.930 6.567 -1.490 2.911

Exogenous

Firm Subsidiary brand (Yes=1) --
a

-- 2.4$ 1.380

Firm Size 0.726 1.109 0.529 0.499

Scandal Surprise factor -0.932 2.234 0.239 0.819

Scandal related to profession (Yes=1) 3.097 3.422 2.717 1.641

Year of scandal occurrence --
a

-- -0.467** 0.168

Endorser History of scandals (Yes=1) -1.528 3.216 -0.620 1.516

Match firm-endorser 0.021 0.058 0.011 0.029

Endorses more than one firm (Yes=1) 1.197 4.282 -0.116 1.613

Culpability factor 0.462 2.246 -0.923 0.878

Endogenous

Immediate Inverse Mills Ratio (Immediate firm reaction (Proactive=1, Passive=0)) 0.661 3.184 -6.934 5.349

Inverse Mills Ratio (Immediate firm reaction (Proactive=1, Passive=0))*Subsidiary brand -0.150 3.333 6.377 5.101

Immediate cumulative abnormal stock return 0.048 0.985 -0.194 0.523

Immediate media attention -2.305 1.281 0.541 0.778

Immediate endorser reaction (Yes=1) 5.196 4.148 -0.603 1.640

Subsequent Subsequent firm reaction (Active=1, Passive=0) 0.353 1.713

Subsequent media attention 3.760 2.500 -0.881 1.228

Subsequent endorser reaction (Yes=1) -1.848 2.133 1.633 1.675

Model Fit R²

Adjusted R²

F-statistic

N

a. Excluded due to multicollinearity issues.

25 76

0.514 0.229

Independent variables

*** p < 0.001   ** p < 0.01   * p < 0.05   $ p < 0.10

2.24 1.74$

-0.168 0.002

Dependent variables

M1 M2

Subsequent Effects: 

post event window (+2, +15)

CAR

(proactive)

CAR

(reactive/passive)
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APPENDIX K - CORRELATIONS AND DESCRIPTIVE STATISTICS  
 

 

 

 

 

 

Variable 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

1 Immediate CARs (0, +1) 1

2 Subsequent CARs (+2, +15) .314** 1

3 Subsidiary brand (yes=1) .219* .215* 1

4 Firm Size (ln) 0.163 0.052 -0.017 1

5 Surprise factor -.262** -0.020 -0.112 -.265** 1

6 Scandal related to profession (yes=1) -0.049 .218* -0.012 -0.174 -0.038 1

7 Year of scandal occurrence 0.123 -.294** .208* .368** -.314** -.215* 1

8 History of scandals (yes=1) 0.106 -0.074 0.022 -0.119 -0.117 0.149 0.016 1

9 Match firm-endorser 0.024 -0.044 0.069 -.246* 0.044 -0.035 0.091 0.050 1

10 Endorses more than one firm (yes=1) 0.080 0.093 -0.029 -0.044 -0.079 0.038 -0.101 -0.138 -.330** 1

11 Culpability factor -0.051 -0.189 -0.173 0.136 .320** -.215* 0.088 -0.099 0.018 0.030 1

12 Immediate firm reaction (proactive=1, passive=0) -.209* .258** 0.180 -0.062 0.193 .304** -.266** -0.030 0.063 -.209* -.274** 1

13 Subsequent firm reaction (proactive=1, passive=0) -0.095 -0.084 0.021 0.182 0.067 -.266** 0.185 -0.095 -0.074 0.061 .199* -0.180 1

14 Appropriateness immediate firm reaction -0.035 0.091 0.007 -0.042 0.026 .272** 0.100 0.099 0.039 -.236* -.465** .346** -0.095 1

15 Immediate firm reaction*Subsidiary brand -0.017 0.141 .485** 0.001 -0.027 0.176 -0.005 -0.114 0.125 -.200* -.288** .699** -0.105 .270** 1

16 Immediate endorser reaction (yes=1) -0.006 0.039 0.001 -0.164 0.017 0.136 -0.034 -0.093 0.151 0.034 -.308** .246* -.774** 0.181 0.186 1

17 Subsequent endorser reaction (yes=1) -0.053 -.212* -0.017 0.111 0.022 -.304** 0.129 -0.086 -0.120 0.087 0.113 -.355** .344** 0.009 -.248* -.218* 1

18 Appropriateness immediate endorser reaction 0.148 0.194 0.135 -0.089 -0.186 .248* 0.039 0.017 0.111 -0.055 -.676** .305** -.266** .377** .324** .407** -0.078 1

19 Immediate media attention (ln) -0.124 0.141 0.057 -.213* 0.006 .346** -.389** -0.053 -0.128 .274** -0.193 .204* -0.029 -0.110 .203* 0.156 -0.005 0.105 1

20 Subsequent media attention (ln) -0.086 -0.009 -0.094 -0.158 0.046 .254* -.363** -0.010 -0.167 .377** 0.123 -0.137 .243* -.252* -0.080 -.216* 0.183 -.198* .703** 1

M -.66% -1.00% .41 38.81 3.18 .50 2004 .43 62.34 .72 5.30 .25 .28 .39 .14 .63 .26 .46 17.08 33.41

SD 1.90% 5.37% - 50.40 0.91 - 7.11 - 28.48 - 1.08 - - - - - - - 33.36 39.78

Min -7.43% -20.28% - .06 1.88 - 1988 - 20.46 - 2.99 - - - - - - - 0 0

Max 2.96% 10.84% - 245.57 5.37 - 2012 - 96.48 - 6.80 - - - - - - - 185 198

**. Correlation is significant at the 0.01 level (2-tailed).

*. Correlation is significant at the 0.05 level (2-tailed).
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