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Supplier Slip-Ups: How Malpractices Can Bite into Restaurant Market Value 

Highlights 

 Supplier issues have a negative effect on restaurant market value. 

 Indirect linkage to a supplier issue has a decreased effect. 

 Different issues lead to varying effects on a restaurant’s market value. 

Abstract 

Ethical, environmental, and human rights standards are critical issues in the tourism and hospitality 

industry. In this context, restaurants must choose third-party members—such as suppliers—that 

align with their quality and sustainability standards, especially because these third-party members 

may encounter challenges related to food safety, ethical misconduct, environmental matters, and 

human rights violations. This study analyzes whether the market holds restaurants accountable for 

the shortcomings of their suppliers, even when the restaurant has not directly participated in or 

caused these problems. Based on signaling theory and the associative network memory paradigm, 

this study finds that supplier issues negatively affect the market value of restaurants, with indirect 

linkage exerting a greater impact than direct linkage, which informs these theories by underscoring 

the importance of memory and associations dynamics. 
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INTRODUCTION 

Culinary experiences, where restaurants play a fundamental role, have evolved beyond mere 

sustenance and have become a pivotal aspect of the overall travel experience (Kivela and Crotts, 

2006, 2009; Stone et al., 2022; Vrontis et al., 2022; Miocevic and Mikulic, 2023). However, the 

restaurant industry is currently undergoing substantial changes in supply chain management due 

to strong competition and pressure for socially and environmentally responsible practices. 

Prioritizing economic value alone is deemed insufficient (Hassini, Surti, and Searcy, 2012), and in 

response, restaurants have been revising their supplier selection to incorporate new criteria, 

including environmental sustainability, social responsibility, and customer satisfaction 

(Taherdoost and Bard, 2019). This strategic shift enables them to uphold high-quality standards, 

meet customer expectations, and align with evolving social norms (Chen et al., 2021). 

The principle of “buying right to sell right” has always been fundamental in the food service 

industry (Reynolds, 1966). When purchasing products, restaurants must consider not only the 

quality of raw materials but also the standards of their suppliers. Responsible purchasing involves 

continuous monitoring to ensure that suppliers adhere to ethical, sustainable, and environmentally 

friendly practices that align with the restaurant’s values (Marshall et al., 2015). 

Numerous studies have extensively examined the positive effects of implementing social and food 

safety practices on the individual performances of hospitality companies or suppliers (Shin et al., 

2021; Nicolau, 2008; Mathe, 2012; Pullman, Maloni, and Carter, 2009). Also, studies have also 

explored the negative impact on performance resulting from the failure to adhere to these practices 

(Kang, Lee, and Huh, 2010; Seo, Jang, Miao, Almanza, and Behnke, 2013; Kabir, Watson, and 

Somaratna, 2018). However, the literature has not yet explored how non-compliance with these 

practices on the one side may influence the reputation and performance of the other side. 
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Therefore, our research question is: how do suppliers’ malpractices affect restaurants’ market 

value? 

The restaurant industry faces distinct challenges in supplier relationships and operational demands 

that set it apart from other sectors. Restaurants operate in highly visible environments where 

supplier quality has a direct and immediate impact on the dining experience, with any supplier 

issues becoming apparent to customers quickly (Mhlanga, 2024). For example, a supplier's failure 

to meet sustainability standards can tarnish a restaurant's reputation, especially given the industry's 

reliance on fresh, high-quality ingredients and growing consumer demand for transparency in 

sourcing. Additionally, the restaurant industry is subject to unique pressures, such as stringent 

health and safety regulations and the need for fast supply turnarounds (Diaz, 2024). These 

operational demands increase the risk for restaurants when supplier reliability falters, as this can 

directly impact customer satisfaction and business performance. In contrast, other sectors may 

experience more diffuse consequences from similar disruptions (Bordian et al., 2024). While Kim 

et al. (2019) include restaurants in a broader category of “Wholesale & retail trade,” their analysis 

fails to fully capture these industry-specific challenges. Our study aims to fill this gap by focusing 

solely on the restaurant industry, offering a more in-depth analysis of the unique supplier-related 

pressures it faces. 

Additionally, recent trends and developments within the restaurant industry make this study 

particularly timely. The landscape of the restaurant industry is continually evolving, influenced by 

changing consumer preferences, technological advancements, and societal shifts. In recent years, 

there has been a noticeable surge in consumer awareness and demand for sustainable and socially 

responsible practices within the foodservice sector. This increased consciousness extends beyond 

just the food served and encompasses the entire supply chain, including the sourcing practices of 
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restaurant suppliers. With consumers increasingly prioritizing ethical considerations in their 

purchasing decisions (Fakfare et al., 2024; Gao et al., 2024; Kim et al., 2024; Lin et al., 2024; 

Picasso et ell., 2023; Yang and Kirillova, 2023), restaurant operators are under mounting pressure 

to ensure that their suppliers adhere to stringent sustainability and ethical standards.  

Technological advancements, such as online review platforms and social media, empower 

consumers to hold businesses accountable, making lapses in supplier compliance potential public 

relations crises for restaurants. While Seo et al. (2013) explore supplier-restaurant relationships, 

they focus on safety issues, neglecting concerns like sustainability and social responsibility. 

Addressing these gaps, our study aims to provide timely insights for stakeholders. Building trust 

between restaurants and their stakeholders relies on this commitment. Although restaurants control 

internal procedures, they cannot directly influence supplier behavior, which can lead to challenges 

such as food safety, ethical issues, environmental concerns, and human rights violations. 

To address this gap in the literature, this study aims to investigate the effects of supplier issues on 

the market values of restaurants that choose to collaborate with them. Building on the conceptual 

framework of signaling theory (Spence, 1973), the central question is whether restaurants are held 

accountable by the market for the missteps of their suppliers, even in cases where the restaurants 

are not directly involved in these issues. Additionally, this study seeks to investigate whether 

different types of supplier-related problems lead to distinct repercussions for these restaurants. 

Furthermore, supplier issues are categorized into two types based on how the market becomes 

aware of them through news, each potentially having a different impact on the restaurant: direct 

and indirect links. In the case of direct links, news articles often mention the names of the 

restaurants dealing with the troubled supplier to attract more readers, directly associating the 

supplier’s issue with the restaurants. By contrast, indirect links occur when news articles do not 
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disclose the names of the restaurants working with the troubled supplier. With indirect links, 

linking the supplier’s issues to restaurants is more challenging for the market. To explain this 

indirect link, we refer to Collins and Loftus’s (1975) associative network memory paradigm. This 

study focuses on both the direct and indirect links to comprehensively understand their respective 

impacts on restaurant market value. 

EFFECTS OF A SUPPLIER’S MALPRACTICES ON RESTAURANT MARKET VALUE 

In the hospitality industry, the relationship between retailers and suppliers is symbiotic, with both 

parties relying on each other to achieve their goals (Murphy and Smith, 2009). Retailers depend 

on suppliers for essential products and services, while suppliers count on retailers to purchase and 

promote their offerings. Efficient collaboration with these external entities is crucial for a 

restaurant’s success (Aigbedo, 2021). 

Intense competition in the hospitality sector has led companies to depend heavily on key suppliers 

(Salihoğlu and Gezici, 2018), making the effective selection of suppliers a critical asset. Suppliers’ 

expertise in areas such as product and service quality, cost, and delivery greatly affects the 

purchasing companies’ ability to provide defect-free products to their clients (Wang et al., 2024). 

The growing pressure from consumers, grassroots organizations, community groups, government 

entities, shareholders, and competitors for socially and environmentally responsible business 

practices has necessitated a broader approach to supplier selection (Hassini et al., 2012; Wang et 

al., 2024). As a result, considerations of environmental, social, political, and customer satisfaction 

factors have become integral to the process (Taherdoost and Bard, 2019). 
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While the emphasis on broader corporate responsibility criteria has increased (Wu et al., 2024), it 

is important to recognize that supplier agreements and contracts have historically included 

provisions related to food safety and environmental responsibilities (Starbird, 2005). Many 

suppliers are required to adhere to voluntary standards such as Good Agricultural Practices or 

regulatory requirements (Priya and Singh, 2024), ensuring that certain operational standards are 

met. These measures have been a part of supply chain management to some degree and continue 

to evolve in their rigor and enforcement. 

Publicly traded restaurants demonstrate their commitment to these criteria by incorporating them 

into their annual reports, which they file with the Securities and Exchange Commission (SEC). 

For instance, Chipotle Mexican Grill, in their 2023 SEC annual report, stated, “we strive to serve 

only meats that are raised in accordance with criteria we have established in an effort to improve 

sustainability and promote animal welfare … by which we mean produce grown by suppliers 

whose practices conform to our Food With Integrity standards and our priorities with respect to 

environmental considerations and employee welfare … suppliers we carefully select based on 

quality, price, availability, and the suppliers’ understanding of and adherence to our mission and 

Food With Integrity standards.” 

Therefore, selecting capable suppliers who meet most, if not all, of these criteria is an essential 

part of ensuring the quality, safety, and value of products and services for restaurants and their 

customers (Huang, 2023). Doing so can increase customer satisfaction, reduce operational costs, 

improve the restaurant’s financial position, and boost the restaurant’s reputation (Zhong, Ma, Tu, 

and Li, 2016). 

Restaurants typically strive to choose the best suppliers to fulfill their needs and uphold social, 

environmental, and quality standards (Martínez-López and Vargas-Sánchez, 2013), openly 
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disclosing the review methods used to consistently ensure adherence to these standards. 

Nonetheless, these suppliers may encounter various internal challenges that contradict these 

established standards. Noteworthy examples include food safety issues; ethical/malpractice issues 

such as corruption, bribery, food fraud, discrimination, and animal welfare; environmental issues; 

and human rights issues. 

Several major food and beverage suppliers have faced controversies related to the aforementioned 

issues. In 2011, Tyson Foods, a supplier for McDonald’s, resolved a bribery case with the SEC 

over allegations that its Mexican subsidiary had made improper payments to government 

veterinarians to expedite the approval of its products. In 2014, a Chinese meat supplier providing 

goods to Starbucks was found selling expired meat. 

The central question raised is whether restaurants face market scrutiny for malpractices committed 

by their suppliers, even when the restaurant is not directly involved in these matters. To address 

this inquiry, we must understand how adverse reports regarding a supplier’s malpractice or issue 

may be linked to the restaurant itself. 

Supplier issues as bad signals for restaurants 

Signaling theory, a robust conceptual framework gaining prominence in management research 

(Bergh, Connelly, Ketchen, and Shannon, 2014) and explanations for investment decision-making 

(Alsos and Ljunggren, 2017), plays a pivotal role in focusing on the management’s objective of 

conveying information and obtaining feedback from the market, stakeholders, and the broader 

community. Information asymmetries can bring about conflicts within an organizational context, 

but signaling helps alleviate this by transmitting pertinent and high-quality information to various 

parties (Connelly et al., 2011; Taj, 2016). 
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Comprising four components—the signaler, signals, receiver, and feedback—signaling theory 

aligns with the fundamental communication channel (Connelly et al., 2011; Taj, 2016). In a 

business context, management insiders typically act as signalers when disseminating positive 

signals, such as the strategic selection of suppliers that align with the restaurant’s values of quality 

and sustainability. However, when negative issues arise from suppliers, such as food safety 

concerns or ethical breaches, the suppliers themselves may inadvertently act as the initial signalers 

if these issues become public. Nonetheless, the restaurant must also manage these signals, deciding 

how to respond and thus potentially becoming a co-signaler by either addressing the issues 

transparently or failing to act, which itself sends a significant signal to the market. The flow of 

information serves as signals, and the receivers, outsiders without access to insider information, 

rely on these signals to form perceptions. Feedback represents the interplay between signalers and 

receivers (Connelly et al., 2011; Morris, 1987; Mavlanova et al., 2012; Taj, 2016). 

In the signaling procedure, the key participants are the signaler and the receiver, and the signals 

transmit either favorable or unfavorable information to rectify information asymmetries. Favorable 

signals enhance company value and performance, whereas unfavorable signals diminish stock 

prices and product demand (Morris, 1987; Dionne and Ouederni, 2011). In the context of 

restaurants (signalers), their choices and actions, such as selecting suppliers, communicate 

information about product quality and social commitment. These signals reach receivers—

customers, investors, and the public—who lack direct supplier information. When supplier 

problems arise, negative signals can harm a restaurant’s market value. Effectively communicating 

efforts to address these issues, such as improving quality control or selecting more responsible 

suppliers, allows restaurants to send positive signals that counteract the negative impact. The 
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signaling process influences how consumers, investors, and the market perceive a restaurant’s 

ability to handle supplier-related challenges. 

Lucking-Reiley et al. (2007) note that consumers tend to assign varying importance to positive and 

negative information, a phenomenon known as negativity bias. Negative information carries more 

weight than positive information, as elucidated by Klein (1996) and Skowronski and Carlston 

(1989). Scholars argue that negative information generally has a more substantial impact than 

positive information (Richey et al., 1975). 

Research by Maheswaran and Meyers-Levy (1990) and Skowronski and Carlston (1989) suggests 

that negative information holds greater informativeness and diagnostic value in the consumer 

decision-making process. Ba and Pavlou (2002) and Chevalier and Mayzlin (2006) demonstrate 

that negative information has a more significant impact on a company’s financial situation and 

price premiums than positive information. This aligns with the notion of consumer decision-

making involving perceived risk between alternatives, a concept central to the prospect theory 

developed by Kahneman and Tversky (1979). People tend to base their choices on the potential 

for losses rather than prospective gains in accordance with this theory. This phenomenon elevates 

the importance of negative information in decision-making processes. 

In our context, news items primarily originate from the media rather than the companies 

themselves. In such a situation, apart from social media (Rathjens et al., 2024), the traditional 

media can play a crucial role in disseminating information and assisting external investors in 

making decisions, as indicated by Lee and Wang (2017). Guldiken et al. (2017) observed that 

numerous studies employing signaling theory reveal signals do not always need to originate 

directly from the sender. For example, prior research shows that the media often provide signals 

regarding companies (e.g., Daniel and Titman, 2006; Deephouse, 2000). 



10 
 

Note that media coverage can transform supplier issues into signals. When a restaurant’s suppliers 

face negative issues related to food quality, ethical practices, environmental concerns, or human 

rights violations, these issues act as signals to the restaurant’s stakeholders (Li, Chen, Liang, and 

Yang, 2022). This transformation of supplier issues into signals through media coverage is pivotal 

as it increases the visibility and perceived seriousness of these issues, shaping stakeholder 

perceptions. Stakeholders often attribute the actions or misdeeds of a supplier to the restaurants 

themselves due to the restaurants’ responsibility for their supply chain, reflecting on their overall 

commitment to corporate responsibility. Consequently, stakeholders may interpret the negative 

supplier signals as indicative of the restaurant’s lack of commitment to quality, ethical standards, 

environmental responsibility, or human rights, and this perception can affect their trust in the 

company and their willingness to engage with it (Konuk, 2023). Furthermore, in a highly 

competitive market, customers aware of such issues might switch to competitors not merely out of 

safety concerns but also driven by ethical considerations, seeking brands whose values align more 

closely with their own. Moreover, customers may choose to purchase products or services from 

competitors who have better supplier practices, leading to decreased sales and potential damage to 

the company’s brand image (Lee and Jin, 2019). Similarly, investors, attuned to the potential for 

reputational damage and subsequent loss of customer loyalty, may perceive the company as a 

riskier investment. The possibility of future scandals or regulatory penalties that could arise from 

poor supplier practices further compounds this risk, leading to reduced investment and potentially 

negatively impacting the company’s stock price (Zhang et al., 2024). 

Therefore, in accordance with signaling theory and recognizing the negative effect of unfavorable 

signals on a company’s performance, we propose the following hypothesis: 

H1: Bad news regarding a supplier negatively impact restaurants’ market value. 
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Indirect versus direct links 

Supplier issues can be divided into two categories based on how they come to the market’s 

attention, each exerting a distinct impact on restaurants: indirect connections and direct 

connections. Indirect connections arise when news articles refrain from mentioning the names of 

restaurants associated with the troubled supplier, presenting a greater challenge for the market to 

link the supplier’s problems to the restaurant. In contrast, direct connections occur when news 

articles explicitly identify the restaurants involved with the affected supplier, often with the aim 

of attracting a larger readership. This results in a direct association between the supplier’s problem 

and the restaurant.  

Indirect link 

Cues related to business transparency, encompassing information transparency and exposure, play 

a major role in influencing the perceptions of customers and their decisions (Springer and 

Whittaker, 2018), reinforcing the association within the supply chain. Transparency is particularly 

crucial in the hospitality industry for building brand loyalty and trust among external stakeholders 

who may lack detailed background information (Busser and Shulga, 2019; Tapscott and Ticoll, 

2003). Martínez and Crowther (2008) emphasize transparency as a method for shifting power from 

the company to its stakeholders, thereby minimizing information asymmetry and allowing for 

well-informed assessments of the company’s products. Although companies traditionally 

safeguard supply chain information for competitive advantage, voluntary disclosure can enhance 

sales, build public trust, and generate word-of-mouth marketing (Pettey, 2018). However, rising 

consumer demands for transparency in food production, ingredients, and supply chains have led 

to its integration into contemporary food supply chains. This transparency allows stakeholders 
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access to accurate, pertinent, and timely information regarding products within the supply chain 

(Wognum et al., 2011). In transparent supply chains, information is easily accessible, swift, and 

comprehensible (Trienekens et al., 2012), fortifying the association between a restaurant and its 

supplier. 

Collins and Loftus’ (1975) associative network memory paradigm offers a suitable theoretical 

framework to elucidate how restaurant stakeholders may link suppliers’ problems to the 

restaurant’s reputation. According to this paradigm, memory comprises a network of concepts 

(nodes) linked through associations. When stakeholders encounter information about a supplier’s 

problem, even if the restaurant is not explicitly mentioned in media, these stakeholders may 

activate interconnected concepts in the memory network, such as the restaurant’s name. This 

activation can lead to the creation of new associations between the supplier’s problem and the 

restaurant’s image (Jung and Lee, 2022). The extensive media coverage and public discussions, 

even when not directly naming the restaurant, can reinforce these associations due to the existing 

relationship between the restaurant and its suppliers. Overall, Collins and Loftus’ paradigm 

suggests that restaurant stakeholders may indirectly link suppliers’ malpractices to the restaurant’s 

image through the activation and creation of associations in their memory network. 

In practical terms, this connection can occur through several mechanisms. First, consumers, 

investors, or other stakeholders who are familiar with the restaurant’s suppliers through prior 

publicity, such as news reports, public supplier agreements, or even marketing campaigns, may 

already have formed associations between the restaurant and its suppliers. For example, if a 

restaurant has publicly emphasized its relationship with a specific supplier due to ethical sourcing 

or sustainability claims, this information becomes part of the stakeholders' mental framework. 
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Thus, even when the restaurant is not mentioned in the article about the supplier's problem, 

stakeholders may recall this prior association, linking the issue back to the restaurant. 

Furthermore, industry knowledge plays a crucial role in forming these connections. Stakeholders 

with a deeper understanding of supply chain structures, such as investors, industry analysts, or 

even well-informed consumers, might recognize that certain suppliers service specific types of 

restaurants. This familiarity with the industry can lead them to infer potential relationships between 

the restaurant and the supplier mentioned in the media, even without explicit confirmation. 

Additionally, the accumulation of media coverage and public discourse around the supplier’s issue 

can further trigger these associative processes, leading stakeholders to indirectly associate the 

supplier’s problem with the restaurant. As media reports about the supplier’s issue spread, even if 

no specific restaurant is named, the widespread nature of the coverage creates a kind of 

“information environment” in which stakeholders may begin to draw their own conclusions. This 

circumstance can be influenced by public discussions on social media, industry commentary, or 

news outlets that speculate about the potential impact on various businesses. Even in the absence 

of direct naming, the repeated exposure to the supplier’s controversy builds cognitive connections 

in stakeholders’ minds, prompting them to think about which businesses might be affected. 

 

Direct link 

In recent years, news outlets have reported on supplier malpractices affecting restaurants, ranging 

from food safety issues to supply malpractice. Even when restaurants are not directly responsible, 

their names are often included in headlines, creating the impression of complicity. For instance, 

Eurofood titled an article “McDonald’s supplier admits to malpractice,” while Postmedia reported 
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“KFC takes a hit in China after report said suppliers giving chickens unapproved levels of 

antibiotics.” Such associations can damage a restaurant’s image, erode customer trust, and 

negatively impact market share and brand equity (Moratis, 2016; Piotr and Dawid, 2017). Negative 

information also captures consumer attention more powerfully than positive, exponentially 

tarnishing reputations (Ahluwalia, 2000; Fombrun and Shanley, 1990).  

Consequently, a restaurant’s market value can be substantially affected when its name is directly 

linked to a supplier receiving negative media coverage. This is because consumers may associate 

the unfavorable news directly with the restaurant, leading to a decrease in demand for its products 

and services due to reduced consumer trust. Recall that consumers may associate a restaurant with 

the quality and integrity of its suppliers, thus, if a supplier linked to the restaurant faces bad 

publicity, consumers may perceive the restaurant negatively by association (Hussain et al., 2023). 

Along these lines, these authors also point out that as restaurants rely heavily on trust and 

reputation, negative news about a supplier can tarnish the restaurant's reputation, especially if 

consumers believe that the restaurant should have been more vigilant in selecting trustworthy 

suppliers. From an operational perspective, supply chain disruptions caused by supplier issues can 

directly impact the restaurant's ability to operate smoothly, leading to financial losses and further 

negative impacts on market value. Conversely, if media coverage only targets the supplier without 

mentioning the restaurant’s name, the impact on the restaurant’s market value may be less 

significant as consumers may not immediately connect the negative news to the restaurant. 

H2: Directly linking a restaurant to a supplier receiving bad news in the media has a greater 

impact on the restaurant’s market value than if the restaurant is not mentioned in the news article. 
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Differentiated effects of supplier issues 

The effects of supplier issues on a restaurant’s market value are nuanced, contingent upon the 

specific nature of the issue at hand. Acknowledging the unique characteristics of each situation, 

concerns related to food safety and ethical/malpractice matters such as corruption, bribery, food 

fraud, discrimination, and animal welfare, as well as environmental and human rights 

considerations, may yield varied effects on how consumers perceive and trust a restaurant’s 

offerings (Ryu and Lee, 2017). It entails that the influence of supplier issues on a restaurant’s 

market value is not solely determined by the occurrence of an issue but also by the nature and 

specifics of that issue.  

Accordingly, different categories of supplier issues can result in diverse consequences for a 

restaurant’s reputation and customer trust. This trust is pivotal for sustaining repeat business and 

positive word-of-mouth recommendations (Ji et al., 2022). The nature of the issue holds 

significance, given that various types of supplier issues may carry distinct implications. Therefore, 

the variable impact of supplier issues on a restaurant’s market value emerges from the intricate 

interplay between the nature of the issue and consumer perceptions of its severity, leading to 

varying levels of negative effects on demand and subsequent declines in market value. 

Contingency theory (Fiedler, 1964) and construal level theory (Liberman and Trope, 1998) help 

explain how different types of supplier issues might impact a restaurant’s market value differently. 

Applying it to supplier issues, contingency theory suggests that the impact of these issues on a 

restaurant’s market value varies based on the specific characteristics of the issue—such as its 

severity, visibility, directness of its impact on consumers, and the type of media coverage it 

receives. In the same vein, construal level theory posits that the psychological distance of an event 

or issue—whether it be temporal, spatial, social, or hypothetical—affects how people perceive, 
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interpret, and react to it. Events or issues that are perceived as psychologically close are construed 

more “concretely”, while those that are perceived as distant are construed more “abstractly.” In 

the context of food safety, environmental, and ethical issues, these are perceived as more 

psychologically close to consumers because they have direct, immediate, and visible impacts on 

their lives.  

Food safety directly affects consumers’ health, making it a highly sensitive issue; consequently, 

any reported food safety violations should lead to immediate consumer backlash, loss of trust, and 

a sharp decline in patronage (Yang and Baker, 2024; Yang et al., 2024). Similarly, in recent years, 

environmental sustainability has become a crucial factor for many consumers (Madanaguli et al., 

2022). Restaurants that are seen as environmentally irresponsible may face boycotts and negative 

publicity, which can severely damage their reputation and market value (Kim and Stepchenkova, 

2021). Ethical issues are also increasingly important to consumers (Von Walter et al., 2016). 

Businesses perceived as unethical face intense scrutiny and can suffer long-term reputational 

damage (Chen et al., 2022). Ethical malpractices, such as corruption, bribery, food fraud, 

discrimination, and animal welfare concerns, suggest deeper, systemic problems within the 

company, leading investors and customers to lose confidence. These issues are perceived as 

psychologically close to consumers, in line with contingency theory and construal level theory,  

leading to swift and strong reactions, which must be reflected in the market performance of the 

restaurant. Therefore, consumers are expected to react strongly and swiftly to violations in these 

areas (Chen et al. 2022; Kim and Stepchenkova, 2021; Madanaguli et al., 2022; Von Walter et al., 

2016; Yang et al., 2024; Yang and Baker, 2024). On the other hand, human rights issues might be 

perceived as more psychologically distant because they are often seen as affecting people who are 
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not directly connected to the consumers' immediate experience, leading to a less intense market 

reaction. In line with these arguments, we propose the following hypothesis: 

H3: The market value of restaurants is more negatively impacted by supplier-related issues that 

are perceived as psychologically close to consumers (e.g., food safety, environmental 

sustainability, and ethical practices) compared to those perceived as psychologically distant (e.g., 

human rights violations). 

 

DATA COLLECTION AND ANALYSIS 

To evaluate the impact of supplier issues on the performance of the restaurant firm and examine 

H1, we utilize an event study methodology following the guidelines outlined by McWilliams and 

Siegel (1997). For testing H2 and H3, we conduct regression analyses. Appendix A provides a 

detailed description of the methodology used. 

RESULTS 

Table 1 presents the influence of supplier issue announcements on restaurants’ performance. The 

findings suggest a significant negative reaction on the day prior to the supplier issue 

announcement, potentially attributed to information leakage reaching investors before the official 

news release. This result is obtained and confirmed through the parametric and non-parametric 

tests.  

Given that the sample period of 2020 and 2022 may be problematic to the restaurant industry due 

to the increased volatility during the COVID-19 pandemic (Lee et al., 2023), we ran the analysis 

without the observations corresponding to this sub-period. The results from this restricted sample 

are robust. Note that significant and negative effects are also found on day +3 in the whole sample, 
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but not in the restricted sample. Additionally, the cumulative abnormal returns are found 

significant and negative for the window (-1,0), indicating that the negative effect observed on day 

-1 seems to be prevalent. These findings provide empirical support for H1, suggesting that supplier 

issues adversely affect the market value of restaurants. Complementing these results, Table 2 

shows the abnormal returns by year and malpractice type, where food safety, environmental issues 

and ethical issues are associated with negative abnormal returns, with ethical issues presenting the 

most negative value. Additionally, the fluctuations in mean abnormal returns over the years 

suggest that the market’s sensitivity to supplier-related issues varies over time, potentially 

influenced by broader economic conditions, industry trends, or changes in consumer attitudes. 

Table 1. Effect of supplier issues on Restaurant Market Value. 

a=p < 0.05; b=p < 0.10 
 

 
 
 

Period between 2001 and 2022 
(n=50) 

Period between 2001 and 2019 
(n=43) 

Day Abnormal 
returns 

Brown and 
Warner’s 

parametric 
test 

Giaccotto and 
Sfiridis’ 
jackknife 

nonparametric 
test 

Abnormal 
returns 

Brown 
and 

Warner’s 
parametric 

test 

Giaccotto and 
Sfiridis’ 
jackknife 

nonparametric 
test 

-3 -0.04 -0.194 -1.082 -0.03 -0.158 -0.902 
-2 0.20 0.951 0.728 0.27 1.258 1.217 
-1 -0.45 -2.135a -2.080a -0.45 -2.077a -1.867b 
0 -0.13 -0.623 -1.004 -0.04 -0.181 -0.713 

+1 0.19 0.916 1.257 0.26 1.186 1.523 
+2 0.22 1.065 0.366 0.11 0.512 -0.160 
+3 -0.46 -2.205a -1.918b -0.33 -1.539 -1.227 

 Cumulative 
abnormal 

returns 

  Cumulative 
abnormal 
returns 

  

(-3,+3) -0.47 -0.841 -1.312 -0.22 -0.378 -0.693 
(-2,+2) 0.04 0.078 -0.261 0.15 0.312 0.130 
(-1,+1) -0.39 -1.063 -0.908 -0.23 -0.619 -0.400 
(-1,0) -0.58 -1.950b -2.287a -0.49 -1.596 -1.955b 
(0,+1) 0.06 0.207 0.186 0.22 0.711 0.563 
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Table 2. Abnormal returns by year and type of malpractice 

Year Mean AR(-1) Type of malpractice Mean AR(-1) 
2001 -,0070 Food safety -0.0034 
2002 -,0140 Environmental issues -0.0011 
2003 -,0060 Human rights 0.0052 
2004 -,0010 Ethical issues -0.0113 
2005 -,0115   
2008 -,0157   
2009 ,0045   
2012 ,0025   
2013 -,0015   
2014 -,0035   
2015 ,0022   
2016 -,0082   
2017 -,0016   
2018 ,0035   
2020 ,0137   
2021 -,0183   
2022 ,0020   

 
We proceed with a regression analysis to examine the impact of two types of supplier issue 

linkages (direct and indirect) and four types of supplier issues (food safety, ethical, environmental, 

and human rights) on abnormal returns following announcements. Observe that, given that we do 

not have one observation for each firm for each year, but multiple observations for each firm for 

each year, we cannot use standard fixed (or random) effects; rather, we add dummy variables 

regarding firms and years to capture their effects.  

The results show that the parameter associated with the direct linkage is statistically significant 

and positive, which does not support H2. This finding indicates that when news articles specifically 

mention restaurants, the negative impact on their market value is relatively lower, suggesting that 

a direct association between a restaurant and a supplier facing negative media attention has a less 

pronounced effect on the restaurant’s market value than if the restaurant were not mentioned. This 

outcome is unexpected, as one would assume that a direct connection between a restaurant and a 
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supplier's issue would make it easier for consumers to link the restaurant to the supplier’s problem. 

As further elaborated in the discussion section, we argue that the lower negative impact of direct 

news linkages on restaurant market value can be explained by two key reasons: i) when a restaurant 

is directly mentioned in negative news, it can quickly implement mitigation strategies to manage 

the situation and align with consumer expectations, thereby reducing the damage to its image; and 

ii) when a restaurant is not explicitly named, stakeholders may still associate the supplier’s issues 

with the restaurant, leading to negative perceptions due to a lack of direct communication or 

reassurance from the restaurant, resulting in a potentially more damaging “guilty by association” 

effect. 

The results also indicate that the parameter associated with human rights issues is statistically 

different from the parameters associated with “food safety,” “environmental issues” and the base 

reference “ethical issues,” thereby supporting H3. Aligned with contingency theory (Fiedler, 1964) 

and construal level theory (Liberman & Trope, 1998), this finding confirms that characteristics of 

the supplier issues, such as directness of its impact on consumers and the psychological distance 

affect how people perceive it. Accordingly, it seems that food safety, environmental, and ethical 

issues are perceived as more psychologically close to consumers because they affect them directly. 

None of the control variables are significant. The size of a firm, as measured by its assets, the 

market position, as measured by its sales, and experience, as measured by its age, do not seem to 

have any effects on the market value reaction to supplier malpractices. These outcomes could be 

because the market’s focus is more on the nature and severity of the malpractice itself rather than 

the firm’s size and revenue generation capabilities. Likewise, both young and old firms are equally 

vulnerable to negative market reactions when such issues arise. Regarding the first occurrence and 

cumulative occurrence of supplier malpractice, it might not significantly affect the market value, 
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potentially because a single incident might be perceived as an anomaly or because the market 

response is more influenced by the type and visibility of the malpractice rather than its sequence. 

As for the interactions “first occurrence of supplier malpractice x firm age” and “cumulative 

occurrences of supplier malpractice x firm age,” it seems that (1) the impact of the first malpractice 

incident does not vary meaningfully with the age of the firm because the market may treat first 

occurrences similarly regardless of how long the firm has been established; and (2) the market 

does not differentially penalize firms based on their age when they have multiple instances of 

supplier malpractices, thereby suggesting that the cumulative impact is perceived similarly across 

firms of different ages. From a general perspective, the non-significance of these control variables 

suggests that the market might prioritize the immediate and direct implications of supplier 

malpractices over structural firm characteristics such as size, sales, or age. It appears that the 

market’s reaction might be highly specific to the nature and severity of the malpractice incident 

itself rather than broader firm characteristics, indicating that the direct attributes of the malpractice 

hold more explanatory power. 
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Table 3. Explanatory factors of abnormal returns 
[Dependent variable: AR(-1)]1 

   
   Variable Coefficent Standard 

error 
      Main variables   

Direct 0.0146b 0.0081 
Food safety -0.0042 0.0069 
Environmental 0.0052 0.0070 
Human rights 0.0123a 0.0057 
Control variables   
Assets (log) 0.0305 0.0356 
Sales (log) -0.0150 0.0211 
Firm age 0.0038 0.0037 
1st Occurrence -0.0386 0.0598 
1st Occurrence x firm age 0.0009 0.0009 
Cumulative occurrence -0.0024 0.0040 
Cumulative occurrence x firm age -2.5E-05 2.7E-05 
Constant -0.1923 0.2783 
Firm fixed effects Yes  
Year fixed effect Yes  
R-squared 0.7322  
Adjusted R-squared 0.3752  
F-statistic 2.0509a  
Number of observations 50  

      a=p < 0.05; b=p < 0.10 
1 Appendix C provides additional justification for using AR(-1) as the dependent variable. 

 
 

CONCLUSIONS AND DISCUSSION 

This study aims to investigate the impact of supplier issues on the market value of restaurant firms, 

examining various types of supplier issues and their linkages to restaurants. Utilizing an event 

study methodology focusing on publicly traded restaurant firms in the United States from 2001 to 

2022, the findings show a negative impact of supplier issues on restaurant market value. The study 

reveals that a direct linkage to a supplier issue has a lower impact than an indirect linkage, and 

different types of supplier issues lead to varying effects on a restaurant’s market value. 
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The finding that the direct linkage is statistically significant and positive suggests that news 

publications directly linked to restaurants have a comparatively lower negative effect on restaurant 

market value. Contrary to H2, this result implies that linking a restaurant directly to a supplier 

receiving negative media coverage has a less substantial effect on the restaurant’s market value 

than if the restaurant is not mentioned in the news article. This effect is surprising, as a direct 

linkage between a restaurant and a supplier’s issue would likely make it easier for consumers to 

associate the restaurant with the supplier’s problem. We should recall that a direct link can give 

rise to the perception that the restaurant is somehow accountable for the error or potentially 

involved in the supplier’s malpractice. Such an association has the potential to harm the 

restaurant’s reputation, erode customer trust, and ultimately have adverse consequences for 

corporate management, market share, and brand equity, aligning with Piotr and Dawid (2017) and 

Moratis (2016). However, two arguments can explain this finding, contrary to expectations: 

First, upon becoming aware of news mentioning their brand name, restaurants may promptly 

implement effective mitigation strategies (Seo et al., 2018; Overstreet et al., 2023). These 

strategies, encompassing public relations efforts, customer communication, and corrective actions, 

serve to minimize the damage to their image and facilitate a response to and recovery from supplier 

issues when their name is directly mentioned in news articles. For instance, Chipotle launched a 

campaign emphasizing its commitment to food safety after its 2015 E. coli outbreak, including 

public statements from the CEO and detailed explanations of the steps the company was taking to 

ensure such an event would not happen again (Cha and Cichy, 2018). Similarly, if a restaurant is 

associated with a supplier accused of environmental violations, it may swiftly sever ties with that 

supplier and publicize the change. McDonald's has taken similar actions in the past, such as when 

it switched to cage-free eggs and sustainable beef suppliers in response to consumer concerns 
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about animal welfare and environmental impact (Lusk, 2019). This not only mitigates immediate 

damage but also aligns the brand with consumer expectations. Also, a restaurant can engage 

proactively with the media by providing press releases that outline the steps being taken to address 

the issue. Even if anecdotally, KFC effectively used Twitter to manage a crisis in the UK when it 

ran out of chicken  (Hale, 2018), humorously acknowledging the situation and keeping customers 

informed about when the issue would be resolved, thereby providing real-time updates on the 

situation and corrective measures. 

Second, in line with the literature, even when a restaurant is not explicitly mentioned in a news 

publication, stakeholders may establish indirect connections between supplier malpractices and 

the restaurant’s reputation. This occurs by triggering and forming associations in their memory 

network, as proposed by Collins and Loftus’ (1975) associative network memory paradigm. These 

stakeholders may associate a supplier’s issue with the restaurant itself, leading to a negative 

perception of the restaurant, even if it is not directly responsible for the misconduct (Jung and Lee, 

2022). This “guilty by association” phenomenon can be more damaging to the restaurant’s 

reputation than explicit mentions, potentially due to a perceived lack of reassurance on the part of 

the restaurant. When a restaurant is not explicitly named in the news, there may be a perception 

that it is hiding or avoiding transparency, even if that is not the case. Stakeholders may expect 

restaurants to proactively address the issue and communicate their commitment to quality and 

safety, which might not occur if they are not named, resulting in a detrimental effect on the 

restaurant’s market value. 

The results also indicate that the parameter associated with human rights issues is statistically 

significant, differing from the parameters associated with “food safety,” “environmental issues,” 

and the base reference “ethical issues,” which supports H3 in line with contingency theory (Fiedler, 
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1964) and construal level theory (Liberman & Trope, 1998). The positive parameter of human 

rights shows that, while all four categories of supplier malpractices are damaging to firm value, 

“food safety,” “environmental issues,” and “ethical issues” have stronger negative effects on the 

market value of restaurants. 

Food safety directly affects consumers’ health, making it a highly sensitive issue; consequently, 

any reported food safety violations can lead to immediate consumer backlash, loss of trust, and a 

sharp decline in patronage, in line with Yang and Baker (2024) and Yang et al. (2024). The direct 

impact on customer health and the immediate visibility of food safety issues seem to result in 

strong negative market reactions. Similarly, in recent years, environmental sustainability has 

become a crucial factor for many consumers, as pointed out by  Madanaguli et al. (2022). 

Restaurants that are seen as environmentally irresponsible may face boycotts and negative 

publicity, which can severely damage their reputation and market value, in line with Kim and 

Stepchenkova (2021). It is no wonder that environmental issues often garner significant media 

attention, leading to broader awareness and a more substantial impact on the restaurant’s market 

performance. As emphasized by Von Walter et al. (2016), ethical issues are also increasingly 

important to consumers. Businesses perceived as unethical face intense scrutiny and can suffer 

long-term reputational damage, as found by Chen et al. (2022). Ethical malpractices, such as 

corruption, bribery, food fraud, discrimination, and animal welfare concerns, suggest deeper, 

systemic problems within the company, leading investors and customers to lose confidence. These 

issues are perceived as psychologically close to consumers, leading to swift and strong reactions, 

which are reflected in the market performance of the restaurant. 

In contrast, while human rights violations are serious and damaging, the results suggest that their 

impact on market value is less intense. This difference may be explained by the psychological 
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distance of human rights issues from the immediate consumer experience, in line with  Liberman 

and Trope (1998). Since human rights violations are often perceived as more distant or abstract 

compared to food safety, environmental, or ethical issues, they result in a relatively less intense 

immediate market reaction. The perceived distance from the consumer’s immediate experience 

may also contribute to food safety, environmental, and ethical issues receiving more intense and 

sustained media coverage compared to human rights issues. This media focus can amplify the 

negative impact on a restaurant’s market value as public reaction becomes swift and widespread. 

According to these results, the influence of supplier issues on a restaurant’s market value is not 

solely determined by the occurrence of an issue but also by the nature and specifics of that issue, 

thereby underscoring the contingent nature of the impact of supplier-related issues on market 

value, as explained by  contingency  theory and  construal  level theory. 

 

Theoretical Implications 

 

Theoretically, our findings enrich the understanding of the intricate relationship between supplier 

issues and restaurant performance, contributing to the existing literature on external factors’ impact 

on firms’ market value. The observation that indirect links exert a more significant influence on 

restaurant market value than direct links aligns with the associative network memory paradigm, 

emphasizing stakeholders’ pivotal role in forming perceptions and associations. This underscores 

the importance of comprehending the dynamics of memory and associations in shaping consumer 

behavior and judgments, suggesting that a negative impression in one realm (such as supplier 

misconduct) can reverberate into opinions in another area (specifically, the restaurant’s image). 
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Another critical theoretical implication of our findings underscores the necessity for a more 

nuanced approach to investigating the impact of supply chain issues on firm performance. The 

differentiation of supplier issue types, encompassing food safety, environmental, human rights, 

and ethical issues, along with the distinction between direct and indirect linkages between the 

restaurant and the supplier’s issues, enlightens the intricate interplay of factors influencing a 

restaurant’s market value. Additionally, our study accentuates the importance of comprehending 

the role of intermediaries, such as the media, in shaping the signaling process. By examining how 

direct and indirect linkages between restaurants and suppliers in news articles influence the 

market’s response to supplier issue announcements, we contribute to the expanding body of 

literature exploring the role of third parties in the transmission and interpretation of signals. 

 

Practical implications 

 

From a managerial perspective, our findings underscore the importance of fostering robust 

relationships with responsible and reliable suppliers, coupled with the continuous monitoring and 

evaluation of suppliers’ performance. Managers are advised to meticulously assess potential 

suppliers, considering not only their ability to deliver products and services but also their 

dedication to ethical, environmental, and human rights standards. By selecting suppliers aligned 

with the restaurant’s values, managers can reduce the likelihood of encountering supplier issues 

that could adversely impact their firms’ performance. Furthermore, the study suggests that 

effective crisis management and mitigation strategies employed by restaurants can significantly 

influence how they navigate supplier-related issues. This implies that businesses should 

proactively shape stakeholders’ perceptions and safeguard their reputation through strategic 
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actions, irrespective of whether a direct or indirect link exists between the restaurant and the 

supplier’s wrongdoing.  

 

Limitations and future research directions 

 

This study has several limitations. First, focusing on publicly traded restaurants may limit 

generalizability to smaller or privately held establishments. Second, the lack of measurement for 

crisis management and communication strategies used by restaurants to mitigate supplier issues 

represents another limitation. Future research could examine the effects of supplier issues on 

privately held restaurants or those in diverse subindustries such as fast casual or fine dining. 

Additionally, exploring factors such as market position, brand reputation, or media impact, along 

with investigating crisis management strategies, could provide valuable insights into mitigating 

the negative effects of supplier issues on restaurant performance.  
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Appendix A 

 

DATA COLLECTION AND ANALYSIS 

The event study methodology follows a series of steps in alignment with the guidelines proposed 

by McWilliams and Siegel (1997): 

First, the precise date on which the new and unforeseen information was disseminated to the 

market should be determined. In our scenario, we define the event date as the day when the supplier 

issue information was initially made public. Consequently, we conducted a keyword search in the 

Factiva database spanning from 2001 to 2022. This search includes major publicly traded 

restaurants in the US stock market, such as Restaurant Brands Intl Inc, Chipotle Mexican Grill Inc, 

McDonald’s Corp, Starbucks Corp, and Yum Brands Inc, along with their main suppliers such as 

Tyson Foods, Lopez Foods, Keystone Foods, McCain Foods, Cargill, Dairy Farmers of America, 

JBS USA, and General Mills. The stock market data are collected from Center for Research in 

Security Prices (CRSP). The search incorporated keywords related to supplier issues, including 

“food safety,” “food hygiene,” “food sanitation,” “food security,” “foodborne illness,” “bribery,” 

“unethical,” “immoral,” “dishonest,” “wrong,” “improper,” “fraudulent,” “food fraud,” 

“discrimination,” “racism,” “bias,” “sexism,” “unfairness,” “animal welfare,” “animal rights,” 

“animal protection,” “inhumane,” “environmental issues,” “environmental problems,” 

“environmental challenges,” “ecological issues,” “green issues,” “habitat destruction issues,” 

“deforestation issues,” “human rights issues,” “social justice issues,” “equality issues,” and 

“corruption.” These keywords are selected based on a comprehensive review of relevant internet 

searches. The keywords are further refined through iterative searches in the Factiva database to 

ensure they capture the most relevant and frequently reported topics in the industry. Initially, 77 
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announcements are identified, but after filtering out those in close proximity to each other, the 

sample size was reduced to 56 announcements.  

Second, the duration of the event window should be established. To address potential information 

leaks or delays in investors’ responses, we employ a (-3,+3) event window to examine the potential 

presence of excess returns before and after the announcement. Although longer event windows 

may increase the likelihood of discovering a greater number of excess returns, they also carry a 

significant drawback: these extended windows are more susceptible to being influenced by other 

events unrelated to the announcements analyzed in this study. Consequently, we cannot guarantee 

that any potential excess returns discovered far from the event day genuinely derive from the given 

announcement or some other external news (McWilliams and Siegel, 1997). Therefore, a (-3,+3) 

window appears to strike an ideal balance, being long enough to capture information pre- and post-

announcement but not too long to be affected by confounding effects. 

Third, any potential confounding effects should be identified. To prevent spurious abnormal 

returns, it is essential to detect and remove events unrelated to the supplier’s issue announcements 

that may occur during the event window. To achieve this, we employ the Factiva database to search 

for news items not connected to the supplier’s issues but that may emerge in the (+3,-3) window. 

As a consequence, the final sample is 50 announcements. 

Following this, the collected data points are organized into distinct groups. These categories 

encompass “direct link”, where the restaurant’s name is explicitly associated with the supplier’s 

issues in news articles, and “indirect link”, where the restaurant’s name is not explicitly connected 

to the supplier’s issues in news articles. The identification and categorization of direct and indirect 

links is conducted through a detailed analysis of each announcement. This involves reviewing the 

content of news articles and press releases for explicit mentions of the restaurant names in 
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connection with the supplier issues, thereby classifying them as direct links. Announcements that 

involve the suppliers but do not explicitly mention the restaurant names are categorized as indirect 

links. This method ensures that the links are classified based on the visibility and directness of the 

association between the restaurant and the supplier issue, allowing for an accurate measurement 

of the impact of public perception on stock performance. Furthermore, the collected data points 

are subdivided into various issue types to explore the diverse impacts of different categories of 

issues, such as “food safety issues (25 cases),” “environmental issues (8),” “human rights issues 

(8),” and “ethical issues (9).” The latter is used as the reference category in the regression model 

to avoid perfect collinearity. This categorization of issues is strategically aligned with the aim to 

assess the multifaceted impact of supplier problems on restaurant firms. The four categories are 

chosen because the data points collected fall under them. Even if it is an ad hoc classification, by 

categorizing the issues, we can distinctly measure the differential impacts of various types of 

supplier problems, providing a nuanced analysis of how different issues influence restaurant 

performance differently. 

Fourth, stemming from market model (Sharpe, 1963), we employ the four-factor model to better 

capture the returns. Starting with the market model, it is defined as: 

𝑅௜௧ = 𝛼௜ + 𝛽௜𝑅௠௧ + 𝜀௜௧ 

where 𝑅௜௧ is the firm’s daily return on a given day t, 𝑅௠௧ is the market index return on the same 

day, 𝛼௜  is the constant that captures the returns in the market independent of the firm, and 𝛽௜ is the 

effect of market returns on the firm. Additionally, the model includes an error term 𝜀௜௧, which in 

the context of autoregressive conditional heteroskedasticity models is defined as 𝜀௜௧ = ℎ
௜௧

ଵ
ଶൗ

𝜂௜௧ , 
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where 𝜀௜௧ ∕ 𝜀௜௧ିଵ , 𝜀௜௧ିଶ , … ~N(0, ℎ௜௧), and 𝜂௜௧ is independently and identically distribute with 

E(𝜂௜௧) = 0 and E(𝜂௜௧
ଶ ) = 1. 

The generalized autoregressive conditional heteroskedasticity model captures the conditional 

variance, identified as ℎ௜௧, which can change over time, and is defined as 

ℎ௜௧ = 𝑐௜ + 𝜆௜𝜀௜௧ିଵ
ଶ + 𝛾௜ℎ௜௧ିଵ 

where 𝑐௜, 𝜆௜, and 𝛾௜ are coefficients to be estimated.  

The four-factor model incorporates the Fama-French three-factor model (Fama and French, 1993) 

along with the momentum factor proposed by Carhart (1997): 

Rit=αi+βiRmt+ θ1iSMBt+ θ2iHMLt+ θ3iUMDt+εit 

where the size factor SMBt is defined as the “mean return on small market-capitalization portfolios 

minus the mean return on three large market-capitalization portfolios”; the book-to-market 

premium HMLt is defined as the “mean return on two high book-to-market equity portfolios minus 

the mean return on two low book-to-market equity portfolios”; and the premium on winners vs 

losers UMDt is defined as the “mean return on two high prior return portfolios minus the mean 

return on two low prior returns portfolios.” The parameters θ1i, θ2i and θ3i reflect the effect of these 

variables on the firm’s return. Table B.1 in Appendix B presents the parameter estimates of the 

four-factor model for each observation. 

Abnormal returns are calculated using the following formula: 

𝐴𝑅௜௧ = 𝑅௜௧ − (𝑎௜ + 𝑏௜𝑅௠௧ + 𝛿ଵ௜𝑆𝑀𝐵௧ + 𝛿ଶ௜𝐻𝑀𝐿௧ +  𝛿ଷ௜𝑈𝑀𝐷௧) 

where 𝑎௜, 𝑏௜, δ1,i, δ2,i, and δ3,i, are the estimated parameters for a period spanning t=255 days prior 

to the event. 
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To test whether abnormal returns are statistically significant, we use Brown and Warner’s (1980) 

parametric test and Giaccotto and Sfiridis’ (1996) jackknife nonparametric test. Brown and 

Warner’s (1980) test is defined as  

 

𝑡 =
∑ 𝐴𝑅௜

ே
௜ୀଵ

ට∑ 𝜎ఌ೔
ଶே

௧ୀଵ

 

where N represents the count of announcements, and 𝐴𝑅௜ is the abnormal return for each day 

within the event window, and 2

i
  is the variance of share i. 

Giaccotto and Sfiridis’ (1996) jackknife test, uses the standardized abnormal returns (SAR) for 

each share j. Considering N announcement and a window length L, this test is defined as 

𝑡௝௔௖௞௞௡௜௙௘ =
𝑆𝐴𝑅௧
തതതതതതത

𝑆௝௔௖௞௞௡௜௙௘

√𝑁
൘

 

where 

𝑆௝௔௖௞௞௡௜௙௘ = ቎
1

𝑁 − 1
෍(𝑆𝐴𝑅௝௧ − 𝑆𝐴𝑅௧

തതതതതതത)ଶ

ே

௝ୀଵ

቏

ଵ/ଶ

 

where 

𝑆𝐴𝑅௧
തതതതതതത =

1

𝑁
෍ 𝑆𝐴𝑅௝௧

ே
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𝑆𝐴𝑅௝௧ =
𝐴𝑅௝௧

𝜎ො஺ோೕ೟

 

𝜎ො஺ோೕ೟
= ቈ෍

(𝐴𝑅௝௧ − 𝐴𝑅തതതത
௝
ଶ)

𝐿௧∈௅
቉

ଵ/ଶ

 

 

Regarding the assessment of abnormal returns to investigate H2 and H3, a regression analysis is 

conducted. In this analysis, the abnormal returns linked to each announcement serve as the 

dependent variable. The independent variables include both direct and indirect connections (with 

the indirect link as the reference point for model estimation) and the categories of supplier issues 

identified, namely food safety issues, environmental concerns, human rights and ethical issues 

(with ethical issues serving as the baseline reference). 

Apart from these main variables, several control variables are included: i) Assets. Firms with larger 

assets are generally considered more stable and capable of weathering adverse events, and they 

may have more resources to manage crises, mitigate risks, and recover from setbacks (Ivanov, 

2016); ii) Sales. Sales figures indicate revenue generation capabilities, with high numbers 

reflecting a strong market position and competitive advantage (Elliot and Elliot, 2019), which can 

reassure investors about the firm’s future prospects; iii) Firm age. Older firms are likely to have 

experience and long-standing relationships with stakeholders, which can buffer against negative 

impacts from supplier malpractices (Brawn & Šević, 2018); iv) First occurrence of supplier 

malpractice. The first occurrence of supplier malpractice can have a significant impact because it 

represents a new and unexpected risk to investors. The market might react strongly to the initial 

news, in line with Bernard and Nicolau (2022). The first instance can severely damage the 
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restaurant’s reputation, particularly if the firm is perceived as having inadequate due diligence 

processes. Consequently, the initial occurrence can lead to a reassessment of the firm’s risk profile 

by investors, who might respond by selling off shares, thereby lowering the market value; v) 

Cumulative occurrences of supplier malpractice. Multiple instances of an event may have different 

effects on stock market returns (Bernard & Nicolau, 2022). Specifically, supplier malpractice can 

reinforce the perception that the firm has systemic issues with its supply chain management and 

quality control. Repeated malpractices can erode trust among consumers, investors, and other 

stakeholders. This erosion can lead to declines in market value as the cumulative impact builds. 

Additionally, interacting “first occurrence of supplier malpractice” and “cumulative occurrences 

of supplier malpractice” with firm age can provide insights into how the experience of the firm 

modifies the impact of these malpractices on market value: vi) regarding the interaction “first 

occurrence of supplier malpractice x firm age,” given that older firms typically have a more 

established reputation, the first occurrence of supplier malpractice might have a more significant 

negative impact on older firms because stakeholders might have higher expectations for 

established firms to have robust supply chain management. In other words, for an older firm, the 

first instance of malpractice can be a bigger shock to the market because it contradicts the long-

standing reputation and reliability the firm has built over time; and vii) concerning the interaction 

“cumulative occurrences of supplier malpractice x firm age,” for older firms, cumulative 

malpractices can severely erode customer loyalty, which can have a more profound and lasting 

negative effect on market value. 
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Appendix B 
Table B.1. Parameter estimates of the market model for each observation (S&P500 index) 

Firm Date Alpha Beta R-squared 
Adjusted  

R-squared F-statistic 

Chipotle Mexican Grill Inc 14-Jan-15 
0.00088 
(0.001) 

0.9125a 
(0.141) 0.1401 0.1368 41.89a 

Mcdonalds Corp 20-Dec-01 
-0.00003 
(0.001) 

0.3847a 
(0.0761) 0.0905 0.0869 25.56a 

Mcdonalds Corp 14-Mar-02 
0.00025 
(0.001) 

0.4508a 
(0.0728) 0.1298 0.1265 38.35a 

Mcdonalds Corp 6-Mar-03 
-0.00188 
(0.0013) 

0.5265a 
(0.0777) 0.1514 0.1481 45.85a 

Mcdonalds Corp 8-Nov-05 
0.00047 
(0.0008) 

1.1038a 
(0.1165) 0.2590 0.2561 89.82a 

Mcdonalds Corp 4-Aug-08 
0.00155b 
(0.0008) 

0.5799a 
(0.059) 0.2732 0.2704 96.60a 

Mcdonalds Corp 1-Jun-09 
0.00142 
(0.0009) 

0.5911a 
(0.032) 0.5702 0.5685 340.97a 

Mcdonalds Corp 26-Nov-12 
-0.00035 
(0.0005) 

0.4913a 
(0.0529) 0.2512 0.2483 86.23a 

Mcdonalds Corp 1-Oct-14 
-0.00028 
(0.0004) 

0.4885a 
(0.0605) 0.2023 0.1992 65.17a 

Mcdonalds Corp 21-Jul-14 
-0.00036 
(0.0004) 

0.4658a 
(0.0615) 0.1822 0.1791 57.28a 

Mcdonalds Corp 17-Nov-15 
0.00083 
(0.0006) 

0.8892a 
(0.0602) 0.4589 0.4568 218.00a 

Mcdonalds Corp 27-Sep-16 
0.00057 
(0.0006) 

0.6262a 
(0.061) 0.2910 0.2883 105.49a 

Mcdonalds Corp 11-Apr-16 
0.00128b 
(0.0005) 

0.7478a 
(0.0519) 0.4468 0.4446 207.54a 

Mcdonalds Corp 6-Sep-17 
0.00117b 
(0.0005) 

0.5198a 
(0.0911) 0.1124 0.1089 32.54a 

Mcdonalds Corp 18-Oct-17 
0.00117b 
(0.0005) 

0.475a 
(0.1134) 0.0639 0.0603 17.54a 

Mcdonalds Corp 31-Oct-17 
0.00013 
(0.0005) 

0.5604a 
(0.0577) 0.2688 0.2659 94.46a 

Mcdonalds Corp 29-Jan-18 
0.00093 
(0.0005) 

0.6393a 
(0.1113) 0.1137 0.1103 32.97a 

Mcdonalds Corp 9-Jul-18 
-0.00007 
(0.0007) 

0.6835a 
(0.0838) 0.2056 0.2025 66.53a 

Mcdonalds Corp 25-Jun-20 
-0.00018 
(0.0009) 

0.9519a 
(0.044) 0.6458 0.6444 468.55a 

Mcdonalds Corp 20-Jan-21 
-0.00006 
(0.0009) 

0.9301a 
(0.0428) 0.6477 0.6463 472.50a 

Mcdonalds Corp 1-Dec-22 
0.00074 
(0.0006) 

0.4984a 
(0.0411) 0.3643 0.3618 147.26a 

a=p < 0.01; b=p < 0.05 
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Table B.1. (continued) 

Restaurant Brands Intl Inc 17-Nov-15 
0.00027 
(0.0011) 

1.0279a 
(0.1179) 0.2453 0.2421 76.06a 

Restaurant Brands Intl Inc 27-Sep-16 
0.00038 
(0.0009) 

1.1632a 
(0.1007) 0.3416 0.3391 133.36a 

Restaurant Brands Intl Inc 11-Apr-16 
0.00023 
(0.001) 

1.1466a 
(0.0968) 0.3530 0.3505 140.20a 

Restaurant Brands Intl Inc 6-Sep-17 
0.00075 
(0.0008) 

1.2372a 
(0.1439) 0.2234 0.2204 73.94a 

Restaurant Brands Intl Inc 31-Oct-17 
0.00075 
(0.0007) 

1.206a 
(0.156) 0.1888 0.1856 59.80a 

Restaurant Brands Intl Inc 27-Feb-18 
-0.00033 
(0.0007) 

0.8926a 
(0.1073) 0.2120 0.2089 69.14a 

Restaurant Brands Intl Inc 25-Jun-20 
-0.00043 
(0.0016) 

1.0428a 
(0.074) 0.4357 0.4335 198.44a 

Restaurant Brands Intl Inc 20-Jan-21 
-0.00014 
(0.0016) 

1.0689a 
(0.0742) 0.4469 0.4447 207.61a 

Starbucks Corp 
19-Sep-08 

-0.00107 
(0.0012) 

1.1368a 
(0.0863) 0.4030 0.4007 173.48a 

Starbucks Corp 
22-Jul-14 

-0.00013 
(0.0007) 

1.164a 
(0.1017) 0.3378 0.3352 131.08a 

Starbucks Corp 
24-Apr-15 

0.00117 
(0.0006) 

0.7899a 
(0.0844) 0.2543 0.2513 87.62a 

Yum Brands Inc 6-Mar-03 
-0.00007 
(0.0016) 

0.5065a 
(0.0953) 0.0990 0.0955 28.23a 

Yum Brands Inc 22-Jul-04 
0.00082 
(0.0008) 

0.9678a 
(0.104) 0.2519 0.2490 86.56a 

Yum Brands Inc 11-Aug-04 
0.0006 

(0.0008) 
0.9838a 
(0.1057) 0.2521 0.2492 86.64a 

Yum Brands Inc 8-Nov-05 
0.00025 
(0.0008) 

0.7825a 
(0.1191) 0.1438 0.1405 43.16a 

Yum Brands Inc 4-Aug-08 
0.00131 
(0.0009) 

1.0282a 
(0.0717) 0.4446 0.4424 205.73a 

Yum Brands Inc 1-Jun-09 
0.00156 
(0.0012) 

0.8604a 
(0.0427) 0.6128 0.6113 406.73a 

Yum Brands Inc 26-Nov-12 
0.00094 
(0.0008) 

0.8502a 
(0.0843) 0.2835 0.2807 101.68a 

Yum Brands Inc 2-May-13 
-0.00064 
(0.0009) 

1.0106a 
(0.1142) 0.2335 0.2305 78.27a 

Yum Brands Inc 3-Jan-13 
0.00005 
(0.0009) 

0.973a 
(0.1085) 0.2382 0.2352 80.36a 

Yum Brands Inc 1-Oct-14 
-0.00044 
(0.0007) 

1.0417a 
(0.1131) 0.2480 0.2451 84.78a 

Yum Brands Inc 17-Nov-15 
0.00017 
(0.0011) 

1.032a 
(0.118) 0.2294 0.2264 76.50a 

Yum Brands Inc 27-Sep-16 
0.00036 
(0.001) 

1.0507a 
(0.1091) 0.2651 0.2623 92.71a 

Yum Brands Inc 11-Apr-16 
0.00046 
(0.0011) 

1.0474a 
(0.108) 0.2677 0.2649 93.97a 

Yum Brands Inc 6-Sep-17 
0.00049 
(0.0004) 

0.7848a 
(0.0852) 0.2484 0.2455 84.94a 

Yum Brands Inc 31-Oct-17 
0.00063 
(0.0005) 

0.7243a 
(0.1113) 0.1416 0.1382 42.38a 

Yum Brands Inc 27-Feb-18 
0.00036 
(0.0005) 

0.833a 
(0.0826) 0.2834 0.2806 101.64a 

Yum Brands Inc 25-Jun-20 
-0.00068 
(0.0012) 

0.8788a 
(0.058) 0.4717 0.4696 229.47a 

Yum Brands Inc 20-Jan-21 
0.00006 
(0.0012) 

0.8956a 
(0.0565) 0.4944 0.4924 251.28a 

a=p < 0.01; b=p < 0.05  
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Table B.2. Parameter estimates of the market model for each observation (Dow Jones index) 

Firm Date Alpha Beta R-squared 
Adjusted  

R-squared F-statistic 

Chipotle Mexican Grill Inc 14-Jan-15 
0.00101 
(0.0011) 

0.8771a 
(0.1488) 0.119 0.116 34.73a 

Mcdonalds Corp 20-Dec-01 
-0.00018 
(0.001) 

0.4666a 
(0.0752) 0.130 0.127 38.48a 

Mcdonalds Corp 14-Mar-02 
0.00013 
(0.0009) 

0.4786a 
(0.0694) 0.156 0.153 47.55a 

Mcdonalds Corp 6-Mar-03 
-0.00189 
(0.0013) 

0.5717a 
(0.0787) 0.170 0.167 52.75a 

Mcdonalds Corp 8-Nov-05 
0.00056 
(0.0007) 

1.1876a 
(0.1118) 0.305 0.302 112.89a 

Mcdonalds Corp 4-Aug-08 
0.00161b 
(0.0008) 

0.6643a 
(0.0612) 0.314 0.311 117.67a 

Mcdonalds Corp 1-Jun-09 
0.00148 
(0.0009) 

0.6708a 
(0.0336) 0.608 0.607 399.08a 

Mcdonalds Corp 26-Nov-12 
-0.00029 
(0.0005) 

0.561a 
(0.0559) 0.282 0.279 100.83a 

Mcdonalds Corp 1-Oct-14 
-0.00022 
(0.0004) 

0.5446a 
(0.0614) 0.234 0.231 78.59a 

Mcdonalds Corp 21-Jul-14 
-0.00026 
(0.0004) 

0.5315a 
(0.0628) 0.218 0.215 71.53a 

Mcdonalds Corp 17-Nov-15 
0.00087 
(0.0006) 

0.9287a 
(0.0588) 0.493 0.491 249.65a 

Mcdonalds Corp 27-Sep-16 
0.00054 
(0.0006) 

0.6726a 
(0.0628) 0.309 0.306 114.81a 

Mcdonalds Corp 11-Apr-16 
0.00127b 
(0.0005) 

0.7816a 
(0.0527) 0.462 0.459 220.26a 

Mcdonalds Corp 6-Sep-17 
0.00104b 
(0.0005) 

0.575a 
(0.0947) 0.125 0.122 36.87a 

Mcdonalds Corp 18-Oct-17 
0.00098 
(0.0005) 

0.5487a 
(0.1169) 0.079 0.075 22.03a 

Mcdonalds Corp 31-Oct-17 
0.00011 
(0.0005) 

0.5889a 
(0.0595) 0.276 0.273 97.96a 

Mcdonalds Corp 29-Jan-18 
0.00072 
(0.0005) 

0.6998a 
(0.11) 0.136 0.133 40.46a 

Mcdonalds Corp 9-Jul-18 
-0.00011 
(0.0006) 

0.7079a 
(0.0748) 0.259 0.256 89.66a 

Mcdonalds Corp 25-Jun-20 
0.00012 
(0.0009) 

0.9106a 
(0.0393) 0.677 0.676 538.21a 

Mcdonalds Corp 20-Jan-21 
0.00028 
(0.0009) 

0.8949a 
(0.0382) 0.681 0.680 549.68a 

Mcdonalds Corp 1-Dec-22 
0.00057 
(0.0006) 

0.6906a 
(0.0451) 0.477 0.475 234.47a 

a=p < 0.01; b=p < 0.05 
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Table B.1. (continued) 

Restaurant Brands Intl Inc 17-Nov-15 
0.00033 
(0.0012) 

0.9874a 
(0.1201) 0.2241 0.2208 67.58 

Restaurant Brands Intl Inc 27-Sep-16 
0.00036 
(0.0009) 

1.1609a 
(0.1073) 0.3130 0.3103 117.10 

Restaurant Brands Intl Inc 11-Apr-16 
0.00023 
(0.001) 

1.137a 
(0.1015) 0.3282 0.3256 125.56 

Restaurant Brands Intl Inc 6-Sep-17 
0.00062 
(0.0008) 

1.1116a 
(0.1562) 0.1645 0.1613 50.62 

Restaurant Brands Intl Inc 31-Oct-17 
0.00061 
(0.0008) 

1.0238a 
(0.1678) 0.1265 0.1231 37.22 

Restaurant Brands Intl Inc 27-Feb-18 
-0.00041 
(0.0007) 

0.8116a 
(0.101) 0.2008 0.1977 64.57 

Restaurant Brands Intl Inc 25-Jun-20 
-0.0001 
(0.0015) 

1.0306a 
(0.0659) 0.4875 0.4855 244.47 

Restaurant Brands Intl Inc 20-Jan-21 
0.00024 
(0.0015) 

1.0732a 
(0.0654) 0.5118 0.5099 269.45 

Starbucks Corp 
19-Sep-08 

-0.00105 
(0.0013) 

1.2057a 
(0.0924) 0.3987 0.3963 170.39 

Starbucks Corp 
22-Jul-14 

0.00022 
(0.0007) 

1.103a 
(0.1105) 0.2795 0.2767 99.68 

Starbucks Corp 
24-Apr-15 

0.00126b 
(0.0006) 

0.7551a 
(0.0846) 0.2365 0.2336 79.62 

Yum Brands Inc 6-Mar-03 
-0.00003 
(0.0016) 

0.5667a 
(0.0968) 0.1182 0.1147 34.30 

Yum Brands Inc 22-Jul-04 
0.00078 
(0.0008) 

0.9968a 
(0.1106) 0.2400 0.2370 81.15 

Yum Brands Inc 11-Aug-04 
0.00065 
(0.0008) 

1.0072a 
(0.1119) 0.2396 0.2367 81.00 

Yum Brands Inc 8-Nov-05 
0.00032 
(0.0008) 

0.8076a 
(0.1172) 0.1559 0.1526 47.47 

Yum Brands Inc 4-Aug-08 
0.00137 
(0.0009) 

1.1094a 
(0.076) 0.4533 0.4512 213.12 

Yum Brands Inc 1-Jun-09 
0.0016 

(0.0012) 
0.9492a 
(0.0466) 0.6179 0.6164 415.51 

Yum Brands Inc 26-Nov-12 
0.00107 
(0.0008) 

0.894a 
(0.0918) 0.2697 0.2669 94.91 

Yum Brands Inc 2-May-13 
-0.00058 
(0.0009) 

1.0646a 
(0.1279) 0.2124 0.2093 69.29 

Yum Brands Inc 3-Jan-13 
0.00026 
(0.0009) 

1.0189a 
(0.1183) 0.2240 0.2210 74.19 

Yum Brands Inc 1-Oct-14 
-0.00027 
(0.0007) 

1.0263a 
(0.1191) 0.2242 0.2211 74.26 

Yum Brands Inc 17-Nov-15 
0.00022 
(0.0011) 

1.0413a 
(0.1188) 0.2303 0.2273 76.88 

Yum Brands Inc 27-Sep-16 
0.00032 
(0.001) 

1.0881a 
(0.114) 0.2615 0.2587 91.02 

Yum Brands Inc 11-Apr-16 
0.00046 
(0.0011) 

1.0737a 
(0.1112) 0.2661 0.2632 93.18 

Yum Brands Inc 6-Sep-17 
0.00039 
(0.0005) 

0.7357a 
(0.092) 0.1992 0.1960 63.91 

Yum Brands Inc 31-Oct-17 
0.00046 
(0.0005) 

0.6962a 
(0.1167) 0.1217 0.1182 35.60 

Yum Brands Inc 27-Feb-18 
0.00028 
(0.0005) 

0.7674a 
(0.0776) 0.2755 0.2727 97.74 

Yum Brands Inc 25-Jun-20 
-0.0004 
(0.0012) 

0.857a 
(0.052) 0.5139 0.5120 271.66 

Yum Brands Inc 20-Jan-21 
0.00038 
(0.0012) 

0.8838a 
(0.0502) 0.5470 0.5452 310.29 

a=p < 0.01; b=p < 0.05 
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Appendix C 
USE OF AR(-1) AS THE DEPENDENT VARIABLE 

 
While in event studies the dependent variable—the abnormal returns—is measured relative to a 

specific event date, the reaction does not necessarily have to happen on the event date; it may 

happen prior to the event date or after the event date. That is the reason why event studies are, by 

definition, designed to use event windows to identify the day investors incorporate the information, 

thereby detecting the day the impact on stock prices happens. 

In fact, it is standard in event studies to analyze stock reactions not only on the day of the event 

itself, but also in a small number of days in a window enveloping the chosen event day 

(McWilliams and Siegel; 1997; Sorescu et al., 2017. The inclusion of days prior to the event date 

allows for the possibility that news regarding the event could have leaked prior to the official 

announcement. When information regarding an event may have leaked to investors prior to the 

official announcement, investors would update their expectations about the firm’s performance 

outlook at that earlier stage. Such leakages are, in fact, quite common in the literature. See for 

example, Kyle et al. (1992) who found reactions on window (-2,0), Byrd et al. (1998) on window 

(-3,0), Koh and Lee (2013) on day -2, Homburg et al. (2014) on window (-1,0), Nicolau and 

Sharma (2019) on day -1, or Kim and Tang (2020) on days -5 and -4. 

In other words, while the event date serves as the reference point, in event studies, we do not know 

when the reaction occurs exactly until the abnormal returns are observed. The date the information 

is "officially" released (the event date) may differ from when investors actually become aware of 

it. The strength of event studies lies in their ability to capture the market’s reaction to new 

information as it becomes available.  

Following McWilliams and Siegel (1997) and Gielens et al. (2018), once the day or days exhibiting 

a significant reaction are identified, this day (or days) will be used. In our study, day -1 is the only 
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day that shows significant abnormal returns across all tests employed and across both the entire 

sample and the Covid-19-controlled reduced sample. The other days of the windows do not show 

values statistically and significantly different from zero, so there is no cross-sectional variation in 

the abnormal returns across firms. 
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