Spillover of corporate environmental misconduct

Crisis spillover of corporate environmental misconducts: The roles of perceived
similarity, familiarity, and corporate environmental responsibility in
determining the impact on oppositional behavioral intention

Abstract

Negative impact of a firm’s environmental misconduct can spread to other firms under
the same category due to stakeholders’ categorization. Such problem implies a socio-
cognitive process that has yet to be explored. Therefore, this study extends the current
literature by exploring how interfirm similarity affects the spillover effects through
stakeholders’ engagement. We propose that interfirm similarity can be perceived by
stakeholders as a categorization standard, which can lead to their opposition to other
firms. Spillover of misconduct is caused by the decreasing stakeholders’ trust, wherein
the negative effect is contingent upon stakeholders’ perceptions. A questionnaire study
is conducted to investigate how people resist an innocent firm in China when a
chemistry firm experienced an explosion accident. Our findings confirm that interfirm
similarity increases stakeholders’ opposition to the innocent firm by decreasing their
trust. However, the negative effect is alleviated when the innocent firm is perceived as
highly environmentally responsible. Our work contributes to the crisis spillover
literature and carries important implications for the management of innocent firms that

may lose from an industry peer’s misconduct.
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familiarity, trust, oppositional behavioral intention

Introduction

Corporate environmental misconduct is widely recognized as wrongdoing that places
the public at risk, violates the expectations of environmental standards of conduct, and
generally threatens human health or environmental stability (Du, 2015; Greve, Palmer,
and Pozner, 2010). These misconducts usually involve accidents related to corporate
environmental issues, such as the release or potential release of oil, radioactive
materials, or hazardous chemicals into air, land, or water. In the occurrence of
environmental misconduct, innocent organizations within the same category (e.g., same
industry or region) may suffer from unwarranted influences, which are the negative
spillover of crises (Naumovska and Lavie, 2019; Yu et al., 2008). Existing research has
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mainly investigated the relationship between interfirm characteristics and crisis
spillover effects, such as the loss of social approval (e.g., Naumovska and Lavie, 2019;
Zou et al., 2015; Diestre and Rajagopalan, 2014; Desai, 2011; Kahuni, Rowley, and
Binsardi, 2009; Kang, 2008). Moreover, the importance of stakeholders’ perceptions in
the contamination process is suggested (Poroli and Huang, 2018; Paruchuri and
Misangyi, 2015; Yu et al., 2008).

However, the influential mechanism, that is, how interfirm characteristics influence
the innocent firm through shaping stakeholders’ perceptions remains unexplored. Yu et
al. (2008) has suggested that an organizational crisis may affect other organizations by
shaping the perceptions of stakeholders, including losing their trust. Paruchuri and
Misangyi (2015) have shown that interfirm similarities must be combined with
investors’ perception to explore the contamination process of financial misconduct.
Scholars encourage additional research to explore the process by which the interfirm
similarity affects stakeholders’ behaviors, such as through social trust (e.g., Yu et al.,
2008). As an important social perception, social trust has been viewed as an
intermediary variable for interfirm crisis contamination (Jeffries and Reed, 2000).
According to Yu et al. (2008: 463), changes to reduce interfirm linkages or perceived
similarities may “regain evaluators’ trust and prevent future crises and their spillovers.”
Lack of evidence supporting the influential mechanism of crisis spillover is of great
concern, given that interfirm linkages may not lead to social oppositional behavior
directly (e.g., expressing opinions against the operation of suspicious firms) but may
exert impact through shaping social trust. For example, despite its own great financial
loss, the battery explosion accident concerning a Samsung phone in 2016 does not seem
to affect other phone manufacturers®. Huawei’s mobile phone sales in China continue
to rise even if the brand has featured a similar “supercharging” battery technology.
China’s customers who are familiar with and have positive views of Huawei still hold
high trust and act rationally toward the brand. Thus, we aim to test an implicit
assumption underlying prior spillover research, that is, stakeholders’ trust acts as a
mediator between interfirm similarity and stakeholders’ behavior, leading to the
contamination process (Yu et al., 2008).

Moreover, since innocent firms may gain different impressions from the public, the
effect of interfirm similarity is subject to the influence of stakeholders’ prior perception
of an innocent firm. Prior research has found that actors’ scandals and consequent
effects may differ when they have different social status perceived by the public (Wei
et al., 2017; Adut, 2005). We suggest that the influence of interfirm similarity on

! More details on the explosion accident can be accessed at https://www.wsj.com/articles/samsung-

shares-unloaded-in-galaxy-note-7-fire-sale-1473428218.
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stakeholders’ trust (and then on their behavioral intention) is contingent upon their

perceptions of an innocent firm’s general familiarity and specific images (i.e.,

environmental responsibility image). In the current research, we focus on two important
social perceptions: 1) perceived general familiarity, which refers to the extent to which

an individual is acquainted with a given company (Brooks et al., 2003; Luce et al., 2001)
and 2) perceived corporate environmental responsibility (CER), which refers to the

perceptions of the character of a firm in terms of environmental issues (Lange et al.,

2011).

Accordingly, this study aims to answer two related questions:

Q1: How does stakeholders’ trust mediate the effects of interfirm similarity (i.e., the
similarity between the culpable and innocent firm) on stakeholders’ oppositional
behavior toward the innocent firm?

Q2: How do stakeholders’ perceived general familiarity and CER moderate the
above influential process?

Yu et al. (2008) have argued that crisis spillover affects other firms through cognitive
reactions of stakeholders. Drawing on their framework, we propose a socio-cognitive
process wherein interfirm similarity is perceived as a categorization standard by
undermining stakeholders’ trust on innocent firms. As a result, an innocent firm
indirectly loses social approval. We conceptualize the cognitive process to explain the
spread of a focal firm’s guilt by proposing stakeholders’ trust as a mediator, wherein
innocent firms may suffer from social oppositional behaviors following a crisis of a
firm within the same category due to interfirm similarity (e.g., Jonsson, Greve, and
Fujiwara-Greve, 2009; Paruchuri and Misangyi, 2015). Accordingly, we argue that the
link between interfirm similarity and oppositional behavior is mediated by stakeholders’
trust. Moreover, highly perceived familiarity and CER may provide stakeholders more
information to evaluate the innocent firm rationally. Accordingly, we argue that the
cognitive strength of the innocent firm being rated by the stakeholders into the same
category of the culpable firm is declined when stakeholders perceive high familiarities
with the innocent firm’s general and CER characteristics. In this way, the negative
spillover effect is expected to be alleviated.

Our model is tested by investigating how residents resisted Jiangsu Lianhua
Chemical Company (innocent company, hereinafter COMPANY'1) after the A-share
listed company Jiangsu Tianjiayi Chemical Company (culpable company, hereinafter
COMPANY2) experienced a chemical explosion on March 21, 2019. Both companies
are chemical enterprises but have no shareholding relationships. According to Financial
Times and Washington Post, the chemical explosion and subsequent issues, such as gas
spills, have greatly influenced the local environment and people’s lifestyles and aroused
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social criticisms and public oppositional behaviors 2. Although COMPANY2’s
explosion accident has not exhibited direct effects on COMPANY1’s operation,
negative spillover can occur given the similar major business and close geographical
distance between the two companies. Such salient features and relationship between the
two firms allow stakeholders to make individual mental associations between the two
organizations regarding critical issues (Yu et al., 2008). We have conducted onsite
interviews with residents nearby COMPANY 1. Some have mentioned that their living
environment has been threatened. Thus, they have planned to file a petition to the local
government to check or stop the firm, in case of similar accidents in COMPANY1.
Residents nearby COMPANY1 are regarded as the stakeholders. Therefore, we target
them as the survey respondents.

Our study has three significant contributions to existing literature. First, this research
contributes to crisis literature by testing a socio-cognitive contamination process. Prior
research has empirically shown the impact of interfirm-shared characteristics on other
firms. We extend the literature by proposing a mediation mechanism to clarify how
such interfirm similarity affects other firms under the same category. By introducing
social trust as a mediator, our model uncovers a socio-cognitive process of crisis
spillover (Yu et al., 2008). Social trust acts as an important intermediary and spreads
the guilt of the culpable firm to other innocent firms under the same category. Second,
with regard to the moderating role of perceived general familiarity and CER, our
findings add important perspectives on the contingencies of the crisis spillover effects.
Our work is the first to empirically validate whether perceived general familiarity and
CER have moderating effects in the defense of oppositional behavioral intention after
the exposure of environmental misconduct. The social oppositional behaviors caused
by interfirm similarities become less severe when perceived familiarity and CER are
high. High familiarity and CER highlight a theoretical boundary on the relationship
between interfirm similarity and social oppositional behaviors. Third, the recognition
of the role of perceived familiarity and CER in crisis spillover is consistent with the
finding on a firm’s multidimensional reputation, that is, being known and being known
for CER (e.g., Rindova et al., 2005). These extended implications can provide valuable
practical insights into reputation management.

Research model and hypothesis development
Based on previous literature, this study proposes a model that examines the relationship
between interfirm similarity and public’s oppositional behavioral intention. Moreover,

2 More details of the accident can be accessed at https://www.ft.com/content/456928de-4bc8-11e9-8b71-
d49067e0f50d and its negative effects at https://www.independent.co.uk/news/long_reads/china-factory-

explosion-tianjiayi-impact-deaths-a8852331.html.
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perceived familiarity and CER as moderators and social trust as a mediator are explored
to understand the socio-cognitive contamination process after the occurrence of a
corporate environmental misconduct. Figure 1 provides a schematic of our research
model. We use this model to develop the hypotheses.

<Figure 1 Here>

Perceived interfirm similarity, trust, and oppositional behavioral intention
Interfirm similarity refers to people’s perceived similarity of two organizational traits,
such as industry membership and geographic overlaps (Jonsson, Greve, and Fujiwara-
Greve, 2009; Yuetal., 2008). The public perceives organizational similarity as a motive
with alarming connotations (Yu et al., 2008) and as one that activates a process of
association between the initial stricken firm and other firms in the same industry.
According to accessibility—diagnosticity theory (Menon, Raghubir, and Schwarz, 1995),
individuals have limited ability to apply universalistic criteria to make sense of their
environments when the uncertainty surrounding an event is high. As a result, these
individuals tend to use mental representations of categories to provide default
assumptions on target objects (Fiske, 1989). When the innocent and the culpable
organizations have shared characteristics, people are likely to exhibit a sense of
affective distrust on organizations they are connected with to minimize downside risks.
Social trust is a channel of event spillover given that it may influence people’s
situational interpretation and how they establish connections between the crisis-stricken
organization and other firms (Lee and Rim, 2016; Hung-Baesecke et al., 2015). Existing
research has suggested the importance of social trust in the contamination process of
crisis spillover (e.g., Borah and Tellis, 2016). As a type of social perception, trust has
affective, cognitive, and behavioral dimensions (Lewis and Weigert, 1985). Affective
trust is the confidence one places in a trustee on the basis of feelings generated by the
level of care and concern the trustee demonstrates (Johnson and Grayson, 2005; Mayer
et al., 1995; Rempel et al., 1985). The essence of affective trust is a reliance on a firm
based on emotions. As emotional connections deepen, trust in an organization may
significantly increase. Such action is justified by experience or availability knowledge.
Cognitive trust is the confidence or willingness to rely on another’s ability and
credibility (Johnson and Grayson, 2005; Rempel et al., 1985). Cognitive trust is formed
on the basis of available knowledge and rational evaluation (Jeffries and Reed, 2000).
Cognitive trust can be effectively fostered based on direct interactions with the trustee
and knowledge on the trustee’s reputation (McKnight, Cummings, and Chervany,
1998). Behavioral trust constitutes actions that flow from a state of cognitive and
affective trust (Lewis and Weigert, 1985). Thus, behavioral trust is often treated
implicitly as the consequences of cognitive and affective trust. Accordingly, we focus
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on the first two dimensions and treat behavioral trust implicitly as the consequence of
cognitive and affective trust (Johnson and Grayson, 2005).

Perceived interfirm similarity can threaten stakeholders’ emotional connections with
innocent firms, engendering low levels of affective trust. Such effect will enable
stakeholders to perceive innocent firms as possible actors or subjects of similar
occurrences. Stakeholders who perceive and subject innocent organizations as a
problem will immediately feel alarmed regarding corporate production and worried
about the damages associated with it, resulting in negative attitudes toward these firms
(Midden and Huijts, 2009). Moreover, stakeholders may actively share messages with
their networks when they establish links between incident-stricken and innocent
organizations (Poroli and Huang, 2018) by writing negative comments or antagonistic
postings on social media (Hung-Baesecke et al., 2015).

Perceived organizational similarity can also threaten people’s confidence on firms’
organizational credibility and increase their risk perceptions. Stakeholders with low-
level cognitive trust toward innocent organizations are likely to judge these firms
unfavorably and exhibit high levels of suspicion. Stakeholders will also exhibit low
confidence on innocent firms’ abilities. As a result, stakeholders will engage in negative
word of mouth. Thus, we propose a mediating mechanism in the form of the following
hypothesis:

Hypothesis 1: Perceived interfirm similarity between the culpable and innocent firm
indirectly increases stakeholders’ oppositional behaviors toward the latter by
decreasing their trust.

Moderating effects of perceived familiarity and CER

General familiarity refers to the extent to which an individual is acquainted with a given
organization (Brooks et al., 2003; Luce et al., 2001). General familiarity usually
depends on stakeholders’ experiences related to an organization (Liu, Chu, Huang, and
Chen, 2016). Perceived CER is a belief toward environmental responsibility activities
of a given organization. Perceived CER can be created and facilitated by symbolic or
substantive environmental strategies containing relevant information that helps
stakeholders to gain knowledge on a given firm. The latter involves stakeholders’
judgments on a firm’s environmental performance. The former involves generalized,
global perceptions of a firm.

This research focuses on how perceived familiarity and CER influence stakeholders’
trust and reaction toward an innocent firm. The characteristics of corporate
environmental misconduct provide significance to the roles of perceived general
familiarity and CER. Corporate environmental misconduct is characterized by high

levels of uncertainty toward a firm among its stakeholders. Corporate environmental
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misconduct often has “multiple explanations [and] ambiguity regarding responsibility
and potential damages” (Bundy and Pfarrer, 2015: 351). When information is lacking,
stakeholders mainly rely on past experiences and interactions to evaluate and interpret
the situation of an environmental accident (Wei, Ouyang, and Chen, 2017). Thus,
stakeholders’ attitude and response are affected by their familiarity with a firm and
evaluation of its environmental performance.

Moderating role of perceived innocent firm familiarity

Low-level familiarity means that people lack adequate information on a firm. People
are forced to engage in a much effortless style of processing on the basis of simple cues
or heuristics that allow them to assess an object or make a judgment with a minimum
time and thought (Smith et al., 2006). For example, individuals with low familiarity are
likely to use extrinsic cues in product quality assessment, given that they do not have
enough intrinsic cues based on real experiences (Rao and Monroe, 1988). In the context
of a crisis spillover, strong negative spillovers occur when stakeholders do not have
specific information on the “innocent” company due to individual heuristic processing
(i.e., individuals evaluate the company based on the general category to which the
company belongs). By contrast, stakeholders who are familiar with a firm usually have
vast information, which they can recall to leverage the uncertainties and ambiguities at
the onset of a crisis (Wei, Wang, and Lindell, 2016a; Wei et al., 2016b; Brooks and
Highhouse, 2006). Accumulated knowledge and information enables stakeholders who
are familiar with a firm to combine the information appropriately and arrive at a
reasoned judgment. In this way, the possibility that the innocent firm is classified into
the category of the culpable firm is low. Accordingly, we predict that:

Hypothesis 2: Perceived general familiarity with the innocent firm alleviates the
negative impact of interfirm similarity on stakeholders’ trust.

Moderating role of innocent firm’s perceived CER

CER reflects firm’s environmental responsibility perceived by stakeholders and has
been discussed as a major factor accounting for behavioral intention to an initially
stricken organization (Reimsbach and Hahn, 2015; Lin et al., 2011). Perceived CER is
also an effective tool to counter the negative effects of crisis spillover (Godfrey, 2005).
For example, Phillips and Zuckerman (2001) have found that high-status law firms are
less likely to be punished for nonconforming behaviors than low-status law firms.
Stakeholders who perceive strong CER from a firm tend to reduce cognitive dissonance
by rationalizing any information on such firm. This tendency is called “the reservoir of
goodwill hypothesis.” The goodwill generated by firms should reduce the overall

severity of sanctions by encouraging stakeholders to give firms “the benefit of the doubt”
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when the cause of the event is unclear (Uzzi, 1997). In this study, stakeholders’ high
evaluations of CER performance can let them rationally distinguish the culpable firm
from the innocent firms. Stakeholders believe that firms have the ability to avoid or
cope with possible crisis and subsequent issues when they have greatly performed
environmental responsibilities, such as environmental protection or crisis prevention.
In this way, a crisis is less likely to exert a negative impact (e.g., environmental issues)
on stakeholders’ lives. The perception that the innocent firm is rated into the category
of crisis firm is weakened. Therefore, we assert that the negative effect of perceived
interfirm similarity on trust is alleviated when stakeholders have a strong perceived
CER. Thus, we propose the following hypothesis:

Hypothesis 3: Perceived CER alleviates the negative impact of interfirm
similarity on stakeholders’ trust.

Method

Study context

This study aims to examine how a firm’s environmental misconduct can generate
negative consequences to innocent firms within the same industry. Specifically, we
explore how a company’s (COMPANY2) critical and unexpected environmental
accident influences stakeholders’ evaluations and attitudes toward similar company
(COMPANY ). An explosion has occurred at a Chinese chemical plant in Jiangsu on
March 21, 2019, causing chemical and toxic spills that eventually lead to the death of
78 people®. People shared and posted their concerns on the social media for the people
injured during the explosions. They expressed their worries about what exactly caused
the explosion and what kind of chemicals people may have been exposed to. In
theoretical and practical perspectives, this accident can provide us an appropriate
context to test crisis spillover effects between the culpable and innocent firms for the
following reasons. First, both companies possess huge chemistry plants and similar
major businesses. In addition, both firms operate in a close geographical distance and
are located nearby densely populated areas. Such salient similarities between
COMPANY 1 and COMPANY?2 can ensure the occurrence of a crisis spillover. Yu et al.
(2008: 458) have argued that “an organizational crisis is likely to spill over to other
organizations with the same organizational form as the initially stricken organization.”
Accordingly, we choose COMPANY 1 and COMPANY?2 as the research subjects. Such
choice increases the ease of categorization and the likelihood of crisis spillover. Second,
the chemistry explosion accident fulfills the requirement of the “simplicity of the

3 More details on the media coverage can be accessed at https://www.business-humanrights.org/en/china-

explosion-at-chemical-plant-in-yancheng-causes-78-deaths-and-more-than-600-injured.
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stricken organization” from a theoretical perspective (Yu et al., 2008: 460). In
comparison with other organizations such as financial firms or service firms, chemistry
firms have relatively recognized identification. For example, the huge chemistry plant,
as the common feature, enables evaluators (particularly for residents who play as our
respondents) to categorize those firms into the same form. Third, local firms have issued
proclamations to avoid suspicion and geographical proximity, which are significant in
the occurrence of crisis spillover.

In terms of practical influence, the explosion accident rapidly became a top trending
topic on the social media platform “Weibo” (Chinese version of Twitter), wherein the
hashtag “Jiangsu Yancheng Chemical Plant Explosion” attracted approximately 100
million views within the day of explosion (March 21, 2019). After the incident, some
journalists found that in a letter issued in February of the previous year, the State
Administration of Work Safety listed 13 safety problems found in the plant, including
insufficient safety knowledge, lack of management expertise, unsound standard
operating procedures for production facilities, and substandard operations. Moreover,
the company received several administrative punishments in the past, mostly pertaining
to issues of solid waste management and environmental protection. As a result, the local

media began to surveil other chemical companies in the same area.

Data collection

A questionnaire survey was conducted in communities near Xiangshui Eco-chemical
Industrial Zone in Jiangsu to investigate the public’s evaluation and behaviors toward
COMPANY 1. The target respondents were local residents with ages ranging from 18
to 70. The questionnaire items were developed on the basis of prior research. We tested
the comparability and appropriateness of prior questionnaire items in a new context as
follows. First, we adopted a back-translation method to make sure that all items can be
understood clearly in the Chinese context. Second, we randomly selected 20 residents
in our target survey sites and conducted a pilot test using the earlier draft questionnaire
(these responses were not included in the final survey). We refined the questionnaire
according to their feedback. We also ensured that the final survey also complied with
proper human research ethics. Our research members are trained with different
interview techniques and dispatched to various sites to enhance the quality of data.
Research team members thoroughly informed the respondents about the nature of the
research and the academic purpose of the survey to encourage residents’ participation.
We randomly selected approximately 450 residents in Xiangshui County, covering all
eight towns of Xiangshui (i.e., Xiangshui, Chenjiagang, Huangyu, Nanhe, Dayou,
Yunhe, Shuanggang, and Xiaojian). A total of 408 questionnaires were collected.
However, 21 questionnaires were confirmed to be invalid due to incomplete responses
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or questionable values. Thus, 387 valid questionnaires were returned, accounting for a
response rate of 86%. We compared the major characteristics (i.e., gender, age, and
education level) of the invalid and valid respondents using a z-statistic sample test to
examine potential nonresponse bias, which may distort our findings. All results are
insignificant. Thus, nonresponse bias does not exist in our study.

Common method bias

We first adjusted the order of questionnaire items to reduce consistent artifacts and
avoid the drawbacks of common method variance bias that may arise from the same
data source. We also attempted to reduce respondents’ suspicion or hesitation for
factually filling out our questionnaire. In doing so, respondents were assured of
complete anonymity in the questionnaires by confirming that neither their names nor
the names of their organizations would be disclosed. Respondents were also rewarded
with a small gift after finishing the questionnaires. We empirically adopted three
methods to control potential common method bias in this research. First, Harman’s
single-factor test was conducted on the six conceptual variables (Podsakoff and Organ,
1986). The results showed the lack of a single factor accounting for the majority of
variance among all measures. Thus, common method bias was less likely to be a
problem. Then, we used a marker variable to adjust partial correlation to control for
potential common method bias (Malhotra et al., 2006). We selected the age of the
respondents as a marker variable, given that it is theoretically unrelated to at least one
other construct in this research. All significant zero-order correlations remained
significant after adjusting the partial correlation. In accordance with Pavlou et al. (2007),
common method bias was improbable given that no correlation was greater than 0.9 in
the current study. Finally, we checked the correlation matrix (Table 2) to discover any
high correlation. The results suggested that the common method bias was unlikely to
be a serious threat in this study.

Measures

The constructs in this study were measured using five-point scales adopted and
modified from previous literature. Survey items and their literature are presented in
Appendix A. The measures of perceived interfirm similarity were developed from
Pappu and Cornwell (2014). The construct of perceived general familiarity captures the
level of an individual’s awareness of a given organization. Perceived general familiarity
was measured by four items adopted from Luce et al. (2014) and Machleit, Allen, and
Madde (1993). Perceived CER was measured with four items adopted from Rahman
and Post (2012) and Perrini et al. (2010). The measures of affective and cognitive trust
were adopted from Johnson and Grayson (2005) and Lee et al. (2015) and modified to
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fit the context of this study. Oppositional behavioral intention was measured by four
items adopted from Prati and Zani (2013) and Kim and Rhee (2011).

Data analysis and results

Construct validity

Confirmatory factor analysis (CFA) was conducted to measure the levels of the
questionnaire items that reflect the intended constructs correctly. The overall goodness-
of-fit indices of CFA indicated that all the fits of the measurement model were
acceptable (y*/df = 2.118, NFI = 0.94, CF1 = 0.96, AGFI = 0.88, IFI = 0.96, RMSEA =
0.054). Moreover, all indicators loaded significantly on the respective latent constructs
(p <0.001). The AVE scores for all the constructs exceeded the value of 0.50, which
varied from 0.703 to 0.938. The values of Cronbach’s alpha were all above 0.7,
revealing support for constructs’ reliability (Bagozzi and Yi, 1988).

Discriminant validity was assessed by examining the relationship between the
square root of the AVEs and the correlations among constructs (Fornell and Larcker,
1981). As shown in Table 2, the relevant interconstruct correlations were less than the
square root of each AVE value except for affective and cognitive trust, providing
acceptable evidence of discriminant validity for the measures. In summary, the scales
adopted from existing literature exhibited good construct validities and desirable
psychometric properties.

<Table 1 Here>
<Table 2 Here>

Hypotheses testing

We adopted the traditional three-step method (Baron and Kenny, 1986) and the Z-
statistic test Sobel (1982) to test mediation hypotheses. Following Baron and Kenny
(1986), we first examined the relationship between the independent variable (perceived
interfirm similarity) and mediator (affective and cognitive trust). Then, we regressed
perceived interfirm similarity against the dependent variable (oppositional behavioral
intention). Finally, we regressed perceived interfirm similarity and affective and
cognitive trust against oppositional behavioral intention.

Hypothesis 1 states that stakeholders’ trust mediates the relationship between
interfirm similarity and oppositional behavioral intention. In Table 3, we first examine
the main effects of perceived interfirm similarity on affective and cognitive trust. The
results in Models 1 and 2 indicate that the perceived interfirm similarity is significantly
and negatively related to affective (b =—-0.182, p <0.01) and cognitive trust (b =—0.106,
p < 0.01). Model 4 introduces independent variables that are related to oppositional
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behavioral intention. Perceived interfirm similarity is positively and considerably
related to oppositional behavioral intention (b = 0.124, p < 0.01). Models 5 and 6
introduce the mediator, that is, social trust. If affective and cognitive trust partially
mediates the relationship between perceived interfirm similarity and oppositional
behavioral intention, as hypothesized, then their coefficients will be significant.
Moreover, the inclusion of affective and cognitive trust in the model will reduce the
significance of the relationship between the other independent variables and
oppositional behavioral intention. Model 5 suggests that the affective trust coefficient
(b =-0.501, p <0.01) is significantly associated with oppositional behavioral intention.
However, the relationship between perceived interfirm similarity and oppositional
behavioral intention is decreased and becomes insignificant (b = 0.033, p > 0.1). The
Sobel test confirms that affective trust mediates the relationship between perceived
interfirm similarity and oppositional behavioral intention at the 0.01 level (two-tailed
significance test, Sobel z = 5.349, p < 0.01). Model 6 suggests that the cognitive trust
(b = —0.411, p < 0.01) coefficient is also significantly associated with oppositional
behavioral intentions. However, the relationship between perceived interfirm similarity
and oppositional behavioral intention is decreased (b = 0.081, p < 0.01). The Sobel test
also confirms that affective trust mediates the relationship between perceived interfirm
similarity and oppositional behavioral intention at the 0.05 level (two-tailed
significance test, Sobel z = 5.046, p < 0.05). Overall, these results provide strong
support for Hypothesis 1.

<Table 3 Here>

The moderating effects discussed in this study are tested using regression analyses.
The results are presented in Table 4. Models 1 and 2 include the control variables and
report the main effects of perceived interfirm similarity, general familiarity, and CER.
Models 3 and 4 are full models that include all main and interaction effects. All values
of variance inflation factor in Models 3 and 4 are below two. Thus, multicollinearity is
not a major concern. In Models 1 and 2, all the three antecedents (perceived interfirm
similarity, general familiarity, and CER) are remarkably related to affective and
cognitive trust. Hypothesis 2 posits that perceived general familiarity weakens the
impact of interfirm similarity on social trust. However, Models 3 and 4 in Table 2
suggest that the interaction term of perceived interfirm similarity and perceived general
familiarity is insignificant, indicating a lack of support for Hypothesis 2.

Hypothesis 3 posits the negative moderating role of perceived CER between
interfirm similarity and stakeholders’ trust. A positive and significant interaction is
observed between perceived interfirm similarity and CER on affective (b = 0.085, p <
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0.05) and cognitive trust (b = 0.082, p < 0.05), supporting Hypothesis 3. We have
followed the procedure of Spiller et al. (2013) and calculated the slopes of perceived
interfirm similarity and trust at high and low levels of perceived CER (Figures 2 and 3)
to facilitate the interpretation of the two interaction effects. Figures 2 and 3 illustrate
that the negative effect of perceived interfirm similarity on affective and cognitive trust
is attenuated with increasing levels of perceived CER.

<Table 4 Here>

<Figure 2 Here>

<Figure 3 Here>

Discussion and Conclusion

Corporate environmental misconducts are morally intolerable and harmful (Greve et al.,
2010). When environmental misconduct is revealed to have occurred at one firm, a
contamination process ensues within the culpable firm’s industry. This contamination
may be affected by the public’s familiarity with and evaluations to the innocent firm or
its environmental responsibility performance. Previous research has pointed out the
negative effects of environmental misconduct on innocent firms. However, little is
known on the process of social contamination.

Our work contributes and advances the existing study by filling the research gap.
First, we develop a theoretical framework uncovering the social-cognitive process of
crisis spillover, wherein social trust is proposed as a mechanism channel. The indirect
spillover impact of environmental misconduct is exerted through social trust on
stakeholders’ oppositional behavioral intention. The results suggest that the negative
and indirect impact of perceived interfirm similarity on oppositional behavioral
intention is exerted via the key mediators of affective and cognitive trust. This finding
confirms a long-term implicit assumption observed in prior research (e.g., Diestre and
Rajagopalan, 2014; Paruchuri and Misangyi, 2015; Yu et al., 2008), that is, crisis
outflows through the social cognitive process. Thus, a crisis which occurred in the focal
firm will not necessarily outflow to other firms as long as stakeholders’ trust in the
crisis-tied firm is not influenced. Our work examines the mediating mechanism of
affective and cognitive trust, which further complements previous research that covers
only one dimension of trust (i.e., affective trust) (Sanchez-Franco and Roldan, 2015).
Moreover, the mediation effect of affective and cognitive trust on the relationship
between perceived interfirm similarity and oppositional intention varies. Affective trust
completely mediates such relationship, whereas cognitive trust partially mediates the
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relationship. After the occurrence of a crisis, perceived interfirm similarity can be
reflected completely through emotion-based trust (i.e., affective trust). Firms that are in
favor of the stakeholders’ emotional support would not suffer from the other firm’s
wrongdoing even if high similarities exist, which may explain the mentioned crisis
involving a Samsung phone. The sale of Huawei mobile phones is not influenced by
Samsung phone’s battery explosion accident, because Chinese customers always keep
a high emotional preference for the homemade brand. Cognitive trust is mainly formed
from stakeholders’ knowledge. Thus, cognitive trust cannot completely explain the
whole influential scale of interfirm similarity in crisis spillover. Such distinction
enriches the understanding of the role of social trust in bridging social perception and
social behavior (Sanchez-Franco and Roldan, 2015).

Second, this study establishes a critical theoretical boundary of crisis spillover effects
by opening up the black box of the interaction effects of perceived general familiarity,
CER, and interfirm similarity on social oppositions. In this way, this study advances
previous research that recognized the importance of perceived interfirm similarity as a
categorization standard in crisis spillover (e.g., Poroli and Huang, 2018). This study
also demonstrates the “buffering” effect of CER. Perceived CER can buffer the negative
effect and encourage stakeholders to think rationally. However, the significant
moderating impact of general familiarity in alleviating the negative crisis spillover
effects is not found in this study. The general information is possibly being ignored or
not strong enough to encourage critical reflection when stakeholders evaluate the
innocent firm. Only detailed or specific information could help stakeholders in risky
situations to assess the certainty, severity, and immediacy of threatening events (Lindell
and Perry, 2012).

The interesting finding is the positive aspect of stakeholders’ perceived CER with
the firm. The negative impact of the perceived interfirm similarity on social trust is
alleviated when the stakeholders perceive high CER with the innocent firm.
Stakeholders’ trust is affected by an organizational environmental scandal when
perceived CER is weak. This finding is important for scholars to develop a
comprehensive understanding of the role of CER. Our research provides new
perspectives on the contingencies of crisis spillover effects by presenting the negative
aspect of perceived CER as moderator. In comparison with the general familiarity that
is mainly dependent on people’s general impression (e.g., firm size), perceived CER
reflects a different aspect of social perception. Specifically, perceived CER stresses the
rational thinking that stakeholders have. When stakeholders perceive that the firm has
good performance in environment protection (that is related to their interests), they will
be less affected even when the firm lost in the crisis. Such perception changes and
reduces the weight of negative perception (e.g., perceived interfirm similarity) that
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affects affective and cognitive trust. This finding also shows that people’s cognition in
spreading the guilt of misconduct to other firms is a complicated process than people
may have considered. The evaluation process of a firm depends on stakeholders’
impression of interfirm similarities and consideration on firms’ specific performance
that is related to their interests (i.e., CER).

Third, the implication of this study can be extended to reputation research,
highlighting the practical implication for firms on how to alleviate the spillover effects
of another firm’s misconduct. Our results suggest that perceived CER shows a buffering
role in accounting for the relationship between interfirm similarity and social trust. Thus,
when negative information about the culpable firm is widely spread in communities, a
company known by stakeholders can be influenced by an industry peer’s misconduct.
However, firms with good CER can avoid such suffering to some extent. This finding
is consistent with the corporate reputation literature suggesting that corporate reputation
has multiple dimensions that act differently in crisis context (Wei et al., 2017; Rindova,
Williamson, Petkova, and Sever, 2005). After one firm experiences misconduct, high
CER perceptions among stakeholders may allow the innocent firm to receive positive
evaluations, alleviating the result of being evaluated as “bad” firm. Thus, firms should
enhance their specific favorability (i.e., environmental responsibility) to avoid
unwanted sufferings. In terms of reputation management in a crisis context, managers
should think from the perspective of stakeholders and take further consideration into
building the dimension of reputation that focuses on the concerns of stakeholders.

Several limitations of this study provide additional opportunities to the development
of future research. First, this study does not distinguish the impact of different types of
environmental misconducts. Not all environmental misconducts would be perceived by
the public as equally pertinent to other industry firms. Different types of misconduct
may have different degrees of spillover effects. People may perceive different degrees
of “generalizability” of different types of misconduct, which is another question for
future research to tackle. Second, our research scope focuses only on perceived general
familiarity and CER. Thus, other firm-level and contextual variables, such as firm size,
profitability, environmental pressure, and negative publicity, are not controlled in our
research design. Information may also play an important role in crisis spillover. Thus,
future research should include additional control variables and test the generalizability
of the findings of this study to other contexts. Moreover, the effects of potential
moderators on the relationships presented in the main model, such as social media
involvement and habit, would be interesting subjects for future research. Third, our
study is cross-sectional. Thus, causation should be interpreted with caution. Although
difficult to carry out, research subjects should also be observed across different time
points.
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Appendix A: Measurement items

Perceived interfirm similarity (Pappu and Cornwell, 2014)

PIS1: [COMPANY 1] is similar to [COMPANY?2].

PIS2: [COMPANY 1] share a lot in common with [COMPANY?2].

PIS3: The statuses of [COMPANY 1] and [COMPANY?2] are alike.

Perceived general familiarity (Luce et al., 2014; Machleit, Allen, and Madde, 1993)
PGF1: Regarding [COMPANY 1], you are familiar.

PGF2: Regarding [COMPANY 1], you are experienced.

PGF3: Regarding [COMPANY 1], you are knowledgeable.

PGF4: Regarding [COMPANY 1], you are informed.

Perceived CER (Rahman and Post, 2012; Perrini et al., 2010)

CERI1: [COMPANY 1] behaves responsibly regarding the environment.

CER2: [COMPANY 1] is aware of environmental issues.

CER3: [COMPANY 1] provide information about environmental audits.

CER4: [COMPANY 1] participate in government initiatives to improve environmental
practices.

Affective trust (Johnson and Grayson, 2005)

AT1: I feel that [COMPANY 1] is trustworthy.

AT2: 1 feel that [COMPANY 1] is very responsive to publics.

AT3: I have strong trust with [COMPANY 1] when talking to others about it.

AT4: 1 think that this [COMPANY 1] takes into account the repercussions that their
actions could have on the public.

Cognitive trust (Lee et al., 2015; Johnson and Grayson, 2005)

CT1: I believe that the [COMPANY 1] will respond with understanding in the event of
problems as expected.

CT2: I have positive expectations regarding this [COMPANY 1]’s responsiveness to
publics

CT3: I have confidence that [COMPANY 1] has very high integrity.

CT4: I think that [COMPANY 1] has the necessary resources to successfully carry out
its activities.

Oppositional behavior intention (Prati and Zani, 2013; Kim and Rhee, 2011)

OBI1: Write negative comments or antagonistic posting for [COMPANY1] on the
Internet.

OBI2: Say bad things to friends and neighbors about negative aspects of the
management and [COMPANY1].

OBI3: Attempt to persuade people who have positive opinions about [COMPANY1].
OBI4: Attempt to petition the government departments.
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Table 1. Confirmatory factor analysis results.

Constructs Items SFL AVE CR
Perceived interfirm similarity PIS1 0.86 0.77 0.91
PIS2 0.94
PIS3 0.83
Perceived general familiarity PGF1 0.74 0.70 0.90
PGF2 0.84
PGF3 0.89
PGF4 0.84
Perceived CER CER1 0.78 0.63 0.87
CER2 0.79
CER3 0.82
CER4 0.79
Affective trust AT1 0.81 0.60 0.84
AT2 0.83
AT3 0.76
AT4 0.80
Cognitive trust CT1 0.82 0.59 0.85
CT2 0.77
CT3 0.82
CT4 0.81
Oppositional behavior intention OBI1 0.85 0.68 0.90
OBI2 0.86
OBI3 0.86
OBl4 0.83

Notes: SFL = standardized factor loading; AVE = average variance extracted; CR =

composite reliability.

Table 2. Descriptive statistics and correlation matrix.

Mean SD 1 2 3 4 5
Perceived interfirm similarity 316 094 0.88
Perceived general familiarity 349 076 -0.15" 0.84
Perceived CER 322 080 -013° 0727 0.79
Affective trust 3.33 0.75 -0.34™ 0.68™ 0.69™ 0.77
Cognitive trust 3.48 0.74 -0.24™ 0.69™ 0.63™ 079" 0.77
Oppositional behavior intention 249 080 0267 -0.64" -057" -0.717" -0.68" 0.82

Note: Bold figures on the diagonal are the square root of AVEs for the constructs.

*p<0.05,* p <0.01, N=387.
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Table 3. Regression results of the mediating role of trust.

Variable Model 1 Model 2 Model 3 Model 4 Model 5
Oppositional behaviour Oppositional behavior Oppositional behavior

Affective trust Cognitive trust intention intention intention

0.065 0.010 -0.109* -0.076 -0.105*

Gender (0.227) (0.057) (0.275) (0.059) (0.060)

0.042 0.042 -0.055 -0.034 -0.038

Age (0.053) (0.038) (0.065) (0.039) (0.040)
0.021 0.057 -0.153** -0.143** -0.130 ***

Education (0.036) (0.040) (0.045) (0.041) (0.042)
-0.182++ -0.106*** 0.124 0.033 0.081 ***

Perceived interfirm similarity (0.027) (0.028) (0.032) (0.031) (0.030)
0.380**+ 0.264+ -0.257*+ -0.067 -0.148 **+

Perceived CER (0.044) (0.047) (0.053) (0.053) (0.052)
0.344 0.457+ -0.441* -0.269*** -0.253 ***

Perceived general familiarity (0.047) (0.050) (0.056) (0.055) (0.058)

-0.501**
Affective trust (0.057)

-0.411

Cognitive trust (0.054)

Adj. R? 0.593 0.529 0.475 0.564 0.543

Note: * p < 0.1, ** p < 0.05, ** p < 0.01
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Table 4. Regression results for moderation effects.

Variable Model 1  Model 2 Model 3 Model 4
Affectiv  Cognitiv  Affectiv  Cognitiv
e trust e trust e trust e trust

0.065 0.010 0.050 -0.004

Gender (0.227)  (0.057)  (0.053)  (0.057)
0.042 0.042 0.045 0.045

Age (0.053)  (0.038) (0.035)  (0.038)
0.021 0.057 0.027 0.063

Education (0.036)  (0.040) (0.037)  (0.040)
-0.182*+  -0.106* -0.182** -0.105**

Perceived interfirm similarity (0.027)  (0.028) (0.026)  (0.028)
0.380**  0.264**  0.342*+  0.231**

Perceived CER (0.044)  (0.047) (0.046)  (0.049)
0.344=+  0.457++ 0.337**  (0.451*

Perceived general familiarity (0.047)  (0.050) (0.046)  (0.050)
Perceived general familiarity * -0.029 -0.036
Perceived interfirm similarity (0.032)  (0.034)
Perceived CER * 0.085+  0.082+*
Perceived interfirm similarity (0.034)  (0.037)
Adj. R? 0.593 0.529 0.600 0.534

Note: ** p <0.05,** p <0.01
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Figure 1. Hypothesized model.
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Figure 2. The moderating effect of perceived CER on the relationship perceived

interfirm similarity and affective trust.
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Figure 3. The moderating effect of perceived CER on the relationship perceived

interfirm similarity and cognitive trust.
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