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Abstract

In this article, we provide a comprehensive review of the

existing theoretical and empirical literature regarding

spillover effects (effects of a crisis event in an announ-

cing firm on other firms). In particular, we focus on the

mechanism behind spillover effects and investigate fac-

tors that drive spillover effects. The results of our lit-

erature analysis show that spillover effects are most

often significantly negative, that is, lead to losses in

nonannouncing firms and depend on certain events and

firm characteristics. On this basis, we derive implica-

tions for the risk management of spillover effects. Tak-

ing previous work on certain individual risk‐
management measures into account, we are the first to

provide a holistic spillover risk‐management process.

J E L C LA S S I F I CA T I ON

G14; G32

1 | INTRODUCTION

In this article, we consider spillover effects (typically measured by means of market value losses
or gains) to a nonannouncing firm caused by a certain crisis event in an announcing firm.
Previous theoretical literature regarding spillover effects examines the mechanism behind
spillover effects (see, e.g., Jonsson, Greve, & Fujiwara‐Greve, 2009; Yu and Lester, 2008)
and argues (see, e.g., Lang and Stulz, 1992) that spillover effects are the sum of two offsetting
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effects: the competitive effect and the contagion effect. The competitive effect means that
nonannouncing firms can benefit from the loss event in the announcing firm, whereas the
contagion effect implies that the nonannouncing firm also suffers a financial loss. As both
effects can appear simultaneously, spillover effects are always the net effect of them and in-
dicate whether the competitive effect dominates the contagion effect or vice versa.

Another strand of the literature empirically investigates whether crisis events (most often
operational losses) have the potential to cause spillover effects and which factors influence
them (see, e.g., Cummins, Wei, & Xie, 2012; Goins and Gruca, 2008; Szewczyk, 1992). Some
articles analyze spillover effects caused by specific events (e.g., Barnett (2007) examines the
effects of the Bhopal disaster on other nonannouncing chemical firms), whereas other articles
investigate spillover effects caused by certain events types in general (e.g., Cummins et al.
(2012) study spillover effects in the financial industry caused by large operational losses).

Finally, there are also a few papers regarding risk management of spillover effects. For
instance, Barnett and Hoffman (2008) deal with risk management of spillover effects from a
single‐firm perspective, whereas Baniak and Grajzl (2013) take an industry perspective.

Hence, there is a lot of previous research on this topic. However, an overview of the literature
combining the results of the empirical and the theoretical literature as well as relating them with
risk‐management strategies of spillover effects is still due. The first contribution of our paper is,
therefore, to provide a comprehensive review of the theoretical as well as empirical literature
concerning spillover effects. By comparing and analyzing the results of previous studies, we ex-
pand existing knowledge in this area. One main finding of our empirical literature review is that
spillover effects are most often negative and depend on influencing factors. In particular, char-
acteristics of the announcing and nonannouncing firm (e.g., size), as well as event characteristics
(e.g., loss size), affect spillover effects. The second contribution is that we derive based on our
literature review implications for the risk management of spillover effects (e.g., identification of
factors that drive the occurrence and severity of spillover losses) and provide a comprehensive risk‐
management process regarding spillover effects, which has not been done before.

The paper is structured as follows: Section 2 gives an overview of the theoretical literature,
whereas Section 3 focuses on the empirical literature. Section 4 discusses risk‐management
strategies with respect to spillover effects, and finally, Section 5 summarizes.

2 | THEORETICAL EVIDENCE REGARDING SPILLOVER
EFFECTS

Crisis events have the potential to cause severe reputational losses in the announcing firm1 and
spillover effects to other nonannouncing firms.2 Nonannouncing firms, potentially affected by
spillover effects, are competitors and suppliers of the announcing firm. Previous theoretical
literature regarding spillover effects argues (see, e.g., Lang and Stulz, 1992) that spillover effects
are the sum of two offsetting effects: the competitive effect and the contagion effect.

Assuming that the nonannouncing firm is a competitor of the announcing firm, for example,
Lang and Stulz (1992) and Eckert, Gatzert, and Pisula (2019) explain that, for instance, cus-
tomers might buy products of nonannouncing firms instead of products of the announcing firm

1
See, for example, Gatzert (2015) for a review of the empirical evidence of reputation‐damaging events on financial performance or Fiordelisi, Soana, and

Schwizer (2014) for an empirical investigation.

2
See, for example, Cummins et al. (2012).
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or talented employees might move from the announcing to the nonannouncing firm (“com-
petitive effect”). However, it is also reasonable to assume that the nonannouncing firm might
suffer a financial loss (“contagion effect”). Cummins et al. (2012) provide two possible ex-
planations for this result: First, such crisis events may convey new information about the
possibility of the occurrence of these events, which also concerns nonannouncing firms in the
future, that is, the transparency of this risk is increased. Second, the crisis events could also lead
to a loss of reputation for nonannouncing firms, as stakeholders transfer the deteriorated
corporate reputation of the announcing firm to the nonannouncing firm, which Jonsson et al.
(2009) denote as “generalization” by the stakeholders. Regarding the second explanation, fur-
ther literature also agrees that firms in the same industry are often “tarred by the same brush”
(King, Lenox, & Barnett, 2002, p. 393), that is, stakeholders do not differentiate among firms,
and that such an event may deteriorate the reputation of the whole industry (see, e.g., Barnett
and Hoffman, 2008; King et al., 2002; Mohammad and Crane, 2015). A deteriorated reputation
of the nonannouncing firm can then potentially imply a change in the behavior of the non-
announcing firm's stakeholders (e.g., customers also avoid buying products of the non-
announcing firm), which can lead to a financial loss in the nonannouncing firm.

Figure 1 illustrates the causal chain of spillover effects regarding a nonannouncing com-
petitor. A crisis event in the announcing firm negatively affects their corporate reputation. This
may lead to a change in the behavior of the announcing firm's stakeholders, finally leading to a
financial loss for this firm. Spillover effects occur as the deteriorated corporate reputation of the
announcing firm possibly affects nonannouncing firms. On the one hand, stakeholders might
transfer the deteriorated corporate reputation of the announcing firm to the nonannouncing
firm also deteriorating the nonannouncing firm's corporate reputation (contagion effect). On
the other hand, stakeholders of the nonannouncing firm might change their behavior due to the
deteriorated corporate reputation of the announcing firm (competitive effect). Both, competitive
and contagion effect, influence the behavior of the nonannouncing firm's stakeholders, but in
opposite directions. The resulting financial effect in the nonannouncing firm depends on
whether the competitive effect dominates the contagion effect or vice versa.3

FIGURE 1 Causal chain for announcing firm and nonannouncing competitor caused by a crisis event in an
announcing firm

3
However, note that if the announcing firm and the nonannouncing firm have direct business relations, the crisis event might additionally lead to a direct

financial loss in the nonannouncing firm.
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According to Hertzel, Li, Officer, & Rodgers (2008), suppliers of the announcing firm might
also suffer financial losses (contagion effect), as the announcing firms could order fewer pro-
ducts of the supplier in case of a potentially lower customer demand. Competitive effects might
occur if a nonannouncing competitor of the announcing firm benefits from the crisis event and
a supplier is more closely related to this competitor than to the announcing firm (see Barth,
Eckert, Gatzert, & Scholz, 2019).

Theoretical literature (see Aharony and Swary, 1983; Cummins et al., 2012) distinguishes
between two different types of contagion. “Pure contagion”means that spillover effects affect all
nonannouncing firms in the same way as stakeholders do not differentiate between different
competitors or different suppliers. Characteristics of the event and the firms do not influence
the spillover effects. In contrast to that, “information‐based contagion” implies that the con-
tagion effects (especially, the spillover effects), depend on certain events and firm character-
istics. Hence, in case of information‐based contagion, some firms might suffer severe losses
from spillover effects, whereas in other nonannouncing firms the competitive effect dominates
the contagion effect.

Regarding information‐based contagion, potential event and firm characteristics affecting
spillover effects are discussed in previous literature. With spillover effects spreading through the
industry network (see Jonsson et al., 2009; Yu, Sengul, & Lester, 2002), an important factor
affecting spillover effects might be the network structure of the industry and the respective
positions of the announcing and the nonannouncing firm in the network (see Yu and
Lester, 2008). In particular, negative spillover effects might be more likely to occur in firms of
the same organizational form (see Jonsson et al., 2009; Yu, Sengul, & Lester, 2008), if the firms
are being perceived as similar (see, e.g., Jonsson et al., 2009; Mohammad and Crane, 2015), if
the announcing firm is a central organization in the network (Yu and Lester, 2008), or if the
announcing firm or the event is typical for the industry (see Jonsson et al., 2009). In addition, it
is argued that spillover effects might be positively related to the strength of the cooperative
relationship (see Yu et al., 2002), to market commonality (see Yu et al., 2002), structural
equivalence (Yu and Lester, 2008), and the proximity to one another (Yu and Lester, 2008).
However, as also laid out in Section 3, Goins and Gruca (2008) find lower negative spillover
effects for very near rivals due to a higher competitive effect. With the nonannouncing firm
having a good reputation (Yu and Lester, 2008) or when a heterogeneous distribution of
resources exists (Yu et al., 2008), spillover effects might be less likely to occur. Besides those
moderators, Yu et al. (2008) suggest that spillover effects are mediated by the perceptions and
reactions of key external institutional intermediaries (e.g., popular press and regulator) of the
announcing firm.

3 | EMPIRICAL EVIDENCE REGARDING SPILLOVER
EFFECTS

Spillover effects have been studied widely in the empirical literature (for an overview see, e.g.,
de Bandt and Hartmann, 2000; Flannery, 1998) starting with Aharony and Swary (1983), who
analyzed the three largest bank failures before 1980 with respect to contagion effects on other
banks and the economy as a whole. As both the competitive and the contagion effect appear
simultaneously, Lang and Stulz (1992) point out that spillover effects are the sum of these two
offsetting effects, implying that empirical studies actually measure the net effect. Table 1
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provides a more recent comprehensive overview of 51 empirical studies investigating spillover
effects in various industries.

In particular, spillover effects are most often measured in terms of market value effects.
Some studies investigate spillover effects caused by one specific event, such as, for example, the
Three Mile Island nuclear accident (Bowen, Castanias, & Daley, 1983; Hill and Schnee-
weis, 1983), or a few certain events, such as, for example, five U.S. bank failures (Aharony and
Swary, 1996). Other articles focus on spillover effects due to certain types of underlying events
in general, implying a larger sample size, such as, for example, accounting restatements
(Gleason, Jenkins, & Johnson, 2008), operational losses in general (Cummins et al., 2012), or
product recalls in certain industries (Freedman, Kearney, & Lederman, 2012). Most studies
focus on spillover effects on competitors in the same industry. Just a few articles additionally
take into account spillover effects to firms in other industries (e.g., Adams, Füss, & Gropp, 2014;
Kabir and Hassan, 2005), and, to the best of our knowledge, only Hertzel et al. (2008), Kolay and
Lemmon (2011), and Barth et al. (2019) focus on spillover effects on suppliers.

The results of almost all papers considered in Table 1 show that events that led to losses in
the announcing firm on the average, cause (most often significantly) negative spillover effects,
indicating that the contagion effect most often outweighs the competitive effect. Exceptions are
Aharony and Swary (1983), who do not find contagion effects following two of three considered
bank failures in the United States of America before 1980, and Haley and Sigler (1996) in-
vestigating spillover effects following life insurer insolvencies in 1991.

Only Kaspereit, Lopatta, Pakhchanyan, and Prokop (2017) investigating operational losses in
European financial institutions and partially Kabir and Hassan (2005) analyzing spillover effects after
the long‐term capital management crisis find signs of pure contagion. The results of the remaining
empirical studies investigating influencing factors (see Table 1) show that spillover effects are sig-
nificantly affected by certain events or firm characteristics indicating information‐based contagion,
and thus, supporting the hypotheses derived in the theoretical literature (see Section 2).

In order to manage spillover risks, it is important to know the main influencing factors that
drive spillover effects. Previous empirical studies analyze various different events and focus on
various aspects. Hence, each of these studies only analyzes a few influencing factors, which
makes comparability difficult. However, to provide further insight Table 2 presents the most
common influencing factors as found in the empirical literature. These include characteristics
of the announcing and nonannouncing firm as drivers of spillover effects such as the firm sizes
and the similarity or the geographical distance between the firms. For instance, nine out of the
total 51 studies investigated the size of the announcing firm as an influencing factor and found
that larger announcing firms cause significantly higher negative spillover effects. Moreover,
empirical literature often identified event characteristics such as the type of the underlying
event or the loss size as influencing factors.4

4 | SPILLOVER RISK MANAGEMENT

Spillover risk management deals with the risk of spillover losses occurring at nonannouncing
firms. Hence, focus in spillover risk management are events occurring at other firms that might
affect the considered firm via spillover.

4
We do not consider the event type in Table 2, as the influence of the event type is too specific and does not allow generalizing results to obtain implications for

risk management.
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The literature discusses several recommendations on how to deal with spillover risks that
are of relevance for risk management. As described in Figure 1, spillover effects depend on
changes of the corporate reputation of the announcing and the nonannouncing firm. Hence,
managing spillover risk is closely related to managing reputation risk. The management of
reputation (risk) in general is considered to be challenging (see, e.g., Eckert, 2017), and taking
into account the corporate reputation of other firms in the industry makes it even more diffi-
cult. However, as seen in the previous sections, considering the corporate reputation of other
firms and its influencing factors, that is, reputation (risk) management beyond corporate bor-
ders, is indispensable when managing spillover risk. Risk events in an announcing firm can spill
over to nonannouncing firms and, in addition, most definitions of corporate reputation include
that a firm's reputation has to be seen relatively and compared to other firms in the industry
(see, e.g., Fombrun, 1996; Walker, 2010).

4.1 | Risk identification

The (spillover) risk identification process consists of two steps. First, the identification of other
firms that potentially cause spillover effects. Second, the identification of events in these other
firms that may lead to spillover losses.

Hence, using a network analysis, that is, considering the industry as a network, can be a
useful starting point for reputation (risk) management beyond corporate borders and to in-
vestigate why, when, and from which firms spillover effects may occur (see Barnett and
Hoffman, 2008; Eckert and Gatzert, 2019; Goins and Gruca, 2008; Yu and Lester, 2008; Yu
et al., 2008). For this purpose, a firm identifies its relevant firms in the network that might lead
to spillover effects. Because different firms might have different tendencies to cause spillover
effects, links between firms are weighted according to the relevant influencing factors re-
presenting the tendency to cause spillover effects (Table 2 provides the main influencing fac-
tors). Therefore, links between firms are stronger if they are more similar or if the other firms
are larger, whereas links are weaker if the firms' headquarters are further apart.

TABLE 2 Empirical evidence regarding main factors influencing spillover risk

Influencing factor Direction

Number of studies in
which the influencing
factor was significant

Size of the announcing firm Larger announcing firms cause
higher negative spillover effects

9

Size of the nonannouncing firm Higher negative spillover effects
for larger nonannouncing firms

11

Similarity between announcing
and nonannouncing firm

Higher negative spillover effects
for more similar firms

11

Geographical distance Higher negative spillover effects
for closer firms

10

Loss size Higher losses cause higher
negative spillover effects

7
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On the basis of the pattern of links between firms in the network, Yu and Lester (2008)
identify three archetypal network structures: centralized networks, scale‐free networks, and
distributed networks. As mentioned in Yu and Lester (2008) and Eckert and Gatzert (2019), a
centralized network is characterized by one firm that is connected with many other firms, and
all other firms are mainly only connected with the central firm. In a scale‐free network, a few
important firms are connected with many other firms and among each other. Many other firms
are only connected with one or a few of the important firms. In contrast to that, a distributed
network as illustrated in Figure 2 typically comprises firms that are all only connected with a
few other firms.5 A similar network position with similar network ties (for instance, firm 9 and
firm 11 in Figure 2) and frequent communication ties between two firms increase the prob-
ability that stakeholders perceive firms as being similar and that the firms are being assigned a
similar reputation (see Barnett and Hoffman, 2008; Yu et al., 2008).

Typically, such a network analysis reveals certain competitors and suppliers as the set of
firms that potentially cause spillover effects. Afterward, it is crucial to identify events in these
firms that may cause spillover effects. Section 3 offers insight regarding the characteristics of
such events. Our overview of the empirical literature suggests that especially large operational
losses lead to spillover effects.

4.2 | Risk assessment

Similar to assessing reputational losses, a main problem regarding the assessment of spillover
risks is the difficulty to quantify the severity of a specific spillover loss. There is no explicit claim
payment. The spillover loss arises in the future for instance due to less revenue or higher costs
to find employees. Due to that, the empirical literature approximates the severity of spillover
losses by means of market value losses (see Section 3). Nevertheless, the characteristics of
spillover effects lead to a lack of historical data for firms. To get at least a first impression of the
importance of spillover risks, qualitative approaches to assess spillover risk like risk workshops
(see Gatzert and Schmit, 2016) may be useful.

However, having identified events that may lead to spillover effects in the risk identification
process, it may be possible to approximately assess their likelihood. Moreover, using for in-
stance scenario analysis, firms might estimate the severity of spillover losses in these cases. On
this basis, it is possible to derive risk maps, where these events get classified regarding their
likelihood and loss severity.

A further quantitative approach to assess spillover risks provides Eckert, Gatzert, and
Heidinger (2018) and Eckert and Gatzert (2019), which, however, requires a certain amount of
historical data. Using data from operational loss data bases and based on a network analysis,
they calibrate a stochastic model regarding spillover losses caused by large operational losses in
other firms. Hence, having carried out a network analysis and using suitable operational loss
data bases, their model can be adapted and used in risk assessment of spillover risks. Besides
the expected spillover loss, their model provides also risk measures such as the value at risk.

5
For simplification, in Figure 2 we have refrained from weighting links based on influencing factors. In a more advanced figure of a network, links between

firms depend on influencing factors as mentioned above. More information regarding network analysis can be found, for example, in Chen, Cummins, Sun, and

Weiss (2014).
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4.3 | Risk response

Regarding the risk response with focus on risk mitigation, firms should develop a plan of how to
respond to such spillover effects that can be applied immediately when needed. For instance,
Yu and Lester (2008, p. 105) suggest that such a plan “should cover various aspects such as
marketing and public relations, legal and technical considerations”. In addition, according to
traditional economic research, firms should always respond with aggressive competitive stra-
tegies (see Yu and Lester, 2008). Taking into account the possibility of spillover effects, however,
this only holds true if no contagion effects threaten (see Yu et al., 2002), and firms should be
aware of their own reputation, which could also be deteriorated. In such cases, the following
strategies are worth considering (see Barnett and Hoffman, 2008).

First, if an event also deteriorates the corporate reputation of other firms in the industry,
firms could team up with the competitors to jointly improve the reputation of the industry (see
Barnett and Hoffman, 2008),6 where incentives for the firms include, for example, maintaining
stability and preserving access to resources (see Desai, 2011; Jonsson et al., 2009; Yu
et al., 2008). Besides strategies to promote changes to stakeholders (see Greenwood and Sud-
daby, 2006; Greenwood, Suddaby, & Hinings, 2002; Suddaby and Greenwood, 2005), Desai
(2011) studies strategies to defend current practices. However, such strategies can be risky for
nonannouncing firms (see Barnett and King, 2008; Desai, 2011; Maguire and Hardy, 2009),
which is why Desai (2011) also investigates which types of firms are suitable to defend current
practices, which in turn may contribute to protecting the reputation of the industry. For in-
stance, firms with lower core similarity7 to the announcing firm should engage in this regard.

Second, in a “preferential detachment process” (Yu et al., 2008, p. 453) firms could try to
become more independent, reducing their relations to other firms in the industry and showing
the stakeholders that they are not similar to the potential announcing firm (see Baniak and
Grajzl, 2013; Barnett and Hoffman, 2008; Desai, 2011; King et al., 2002; Yu et al., 2008). This
way, firms can reduce the likelihood and magnitude of negative spillover effects (see Yu
et al., 2008). For instance, firms can implement self‐regulatory standards (see Baniak and
Grajzl, 2013; Barnett and King, 2008; Barnett, 2007; King et al., 2002) or join certain programs,
such as voluntary environmental programs (see, e.g., Barnett and Hoffman, 2008), to signal
stakeholders that they are better than other firms (in particular as the announcing firm; see
Barnett and Hoffman, 2008). This is, especially, relevant if the reputations of the firms in an
industry are tied together and there exists a common reputation (see King et al., 2002).

FIGURE 2 Illustrative network of firms (type:
distributed network; see also Eckert and
Gatzert, 2019). Nodes (1, 2,…, 14) represent firms and
lines between firms indicate close relationships
between them

6
See Hoffman (2001) for an example in the chemical industry.

7
Core similarity between two firms mean that their main characteristics are similar (see Desai, 2011).
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Communicating with stakeholders in such situations in order to emphasize differences to other
firms is crucial (see Baniak and Grajzl, 2013; King et al., 2002).

Also, in terms of prevention and risk mitigation, corporate reputation should be seen re-
latively and compared with competitors (see, e.g., Fombrun, 1996; Walker, 2010), which is why
one important part in reputation management beyond corporate borders is to keep up with the
competitors in terms of the level of corporate reputation. Reason for this is that an improvement
of a competitor's reputation generally implies a competitive advantage (see Goins and Gru-
ca, 2008), whereby a higher reputation of the competitor also causes increasing expectations of
stakeholders in general (see Barnett and Hoffman, 2008; Bertels and Peloza, 2008). As laid out
in Barnett and Hoffman (2008) and Hoffman and Woody (2008), this can sometimes lead to an
“arms race,” which could be observed, for example, in the banking sector with respect to
investing in environmental performance. Goldman Sachs started to release an environmental
policy framework in 2005, followed by the Bank of America, the Citigroup, and Morgan Stanley
in 2007, who introduced similar programs to keep up with their competitor.

Finally, a further risk response measure in terms of risk transfer is reputation risk insurance
that also covers spillover effects. An overview of several existing products can be found in
Gatzert, Schmit, and Kolb (2016). Even though most of these relatively new (and few) policies
mostly cover crisis‐management costs, there are also insurance policies that cover financial
losses (e.g., due to lost revenues) as well as losses due to spillover. In general, however, in-
surance solutions should be used to complement an adequate risk‐management plan instead of
replacing it.

4.4 | Risk monitoring

As events in other firms lead to spillover losses, it is especially important as well as challenging
to regularly monitor the identified risks and their assessment. The relevant firms might change
as well as their tendency to cause spillover effects. Moreover, there are a lot of different events
potentially causing spillover effects (see Sections 2 and 3), which is why the risk landscape may
change more often than with most other risk types.

5 | SUMMARY

In this article, we first investigate theoretically, the mechanism and drivers of spillover effects.
For this purpose, we provide an overview of the existing theoretical literature regarding spil-
lover effects, which argues that spillover effects comprise of two offsetting effects: the compe-
titive effect (nonannouncing firm benefits) and the contagion effect (nonannouncing firm
suffers also a financial loss). By connecting previous literature regarding spillover effects with
literature regarding the corporate reputation of a firm, we explain the relationship between
spillover effects and the corporate reputation. There, again, both the competitive and the
contagion effect play an important role.

In addition to our theoretical investigation, we give an overview of the existing empirical
literature regarding spillover effects, where our results show that most studies find significantly
negative spillover effects. This indicates that the contagion effect usually dominates the com-
petitive effect emphasizing the importance of managing spillover risk. Analyzing previous
work, we especially focus on which events can cause spillover effects and which factors
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influence them. Most articles agree that spillover effects depend on certain firm and event
characteristics indicating rather information‐based contagion than pure contagion and sup-
porting the hypotheses of the theoretical literature.

On the basis of our overview of the literature regarding spillover effects, we are the first to
discuss risk‐management strategies of spillover effects from a single firm, as well as from an
industry perspective, by extending corporate reputation (risk) management beyond corporate
borders. Taking into account the influencing factors of spillover effects, we combine individual
measures discussed in previous studies in a holistic spillover risk‐management process, which
has not been done so far. Besides risk identification, risk assessment and risk monitoring of
spillover effects, in particular, the risk response is a decisive step in the risk‐management
process that requires thoughtful preparation.
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