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IX

Since the late 1990s, corporate scandals are on the rise. They have far-reaching consequences 

in the short and long terms and bring uncertainty to a firm’s financial health, influencing

investors’ expectations about the future of the firm. Corporate scandals are inevitable, complex, 

and difficult to manage. Thus, managers continuously look for ways to protect their firms in 

such a situation. Yet, research on how firm resources are used in corporate scandals is sparse to 

date. In particular, the mitigating role of organizational slacks – resources held by firms to deal 

with unexpected events – remains underexamined. Drawing on the Resource-Based View and 

Behavioural Theory of the Firm, my thesis aims to determine whether organizational slacks 

mitigate corporate scandal’s impacts on firm value and firm risk in the short and long terms. I 

posit that this mitigating effect depends on the type of organizational slacks, whether 

unabsorbed or absorbed, and on the timeframe of the strategic vision and firm’s needs. I rely 

on the event study methodology to measure the financial impact of corporate scandals on firms 

with a unique cross-sectional dataset containing 257 worldwide environmental-, social-, and 

governance-related (ESG) corporate scandals of U.S.-listed firms from 2012 to 2015. Then, I 

analyse the distinctive mitigating roles of unabsorbed and absorbed slacks on firm values and 

firm risk using an ordinary least squares regression approach. My empirical analysis confirms

that corporate scandals decrease short- and long-term firm values and increase firm risk. I also 

show that holding unabsorbed slacks helps firms through an inverted U-shape effect that 

mitigates the corporate scandal’s impact on short-term firm value. This effect is linear on both 

long-term firm value and firm risk. Holding absorbed slacks mitigates the impact of a corporate 

scandal only on firm risk, and the mitigating effect is linear. My thesis contributes (1) to the 

organizational slacks literature by demonstrating the significant role of unabsorbed and 

absorbed slacks on short- and long-term firm values and firm risk in a corporate scandal’s 

situation, and (2) to the research on corporate scandals by providing a richer conceptualization 
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of corporate scandal and strong evidence of its financial impact on firms, specific to the 

management literature. From a practical perspective, I reveal that managers can attenuate the 

negative effects of corporate scandals by building organizational slacks during shock-free 

periods and using them when facing corporate scandals. This implies that managers need to 

take into account short- and long-term perspectives when making strategic decisions on 

organizational slacks during corporate scandals. 
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Since the end of the 1990s, corporate scandals have surfaced more frequently, partially because

the information is easily accessible and can be instantly disseminated by the media. Local 

incidents quickly become global corporate scandals, intensifying in strength and reducing the 

time available for firms to implement a strategy to face such events. Corporate scandals relate 

to a variety of topics and take multiple forms, such as ethical misconducts, product recalls, 

ecological disasters, and accounting frauds. A classification based on environmental-, social-, 

and governance-related (ESG) implications is a pertinent way to categorize corporate scandals 

broadly. A corporate scandal is a corporate crisis that turns into a wide incident engaging intense 

and far-reaching public discussions about an assumed or proved violation of morality that 

damages the reputation of the firm and has a significant economic impact on the firm and 

society. Corporate scandals bring uncertainty to the firm's financial health and influence the 

investors’ expectations of the future of the firm. Thus, to protect their firms, managers 

continuously look for ways to prevent, deal with, and recover from corporate scandals.

Researchers in the fields of finance, sociology, marketing, and management have analysed 

scandals using different approaches. While their approaches vary, most studies agree that 

scandals are inevitable, complex to manage, and arise from multiple causes. Yet, because 

research on corporate scandals is scattered across disciplines, the concepts and specificities to 

understand corporate scandals are not consolidated to date. Specifically, existing research on 

corporate scandals is limited in two aspects. First, few empirical studies examine the short- and 

long-term financial impacts of corporate scandals on firms. Second, the role of firm resources 

in a corporate scandal situation is under-researched. In particular, research has not examined 

the role of organizational slacks, defined as flexible resources held by firms to deal with 

unexpected events (e.g., Bourgeois III 1981; Cyert and March 1963), in situations of corporate 

scandal. Although organizational slacks are widely studied and well-known resources, no study 
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has examined if these resources can help firms to mitigate the effect of a corporate scandal. My 

thesis aims to fill these gaps. 

As a primary step, I define the concept of corporate scandal and detail the notion of 

organizational slacks and its various mitigation roles. I also elaborate on corporate scandal’s 

impact on firm value and firm risk and the magnitude of the effect in the short and long terms 

with precise measurements. After establishing the baseline effects of corporate scandals on 

short- and long-term firm values and firm risk, I focus on the main objectives of my thesis: (1) 

defining if organizational slacks have a role in protecting firms from the negative impact of 

corporate scandals and (2) if this protective role depends on the type of organizational slacks 

held by the firm. In particular, I aim to determine if organizational slacks mitigate corporate 

scandal's impact on firm value and firm risk in both short and long terms.  

Drawing on the Resource-Based View and Behavioural Theory of the Firm, I suggest that 

holding organizational slacks helps to reduce the impact of corporate scandals on firms in both 

short and long terms; thus, organizational slacks influence the firm’s stock market price – the 

short- and long-term firm values – positively and decrease the uncertainty in expected future 

cash-flows – the firm risk. Going further, I posit that these mitigating effects on firm value and 

firm risk vary with the types of organizational slacks, be they unabsorbed or absorbed slacks 

because they differ in their characteristics in terms of timeline availability and potential 

allocation process. Unabsorbed slacks are available in the short term and can be allocated 

without modifying the structure of the firm, while it takes more time to deploy absorbed slacks 

and generate internal organizational chances. Thus, it is important and relevant, both 

theoretically and practically, to understand how the different types of slacks may help in the 

short and long terms during a corporate scandal situation. 

To investigate the mitigating role of unabsorbed and absorbed slacks on short- and long-term 

firm values and firm risk, I build a unique cross-sectional dataset of 257 worldwide ESG-related 
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corporate scandals from 2012 to 2015 of 90 firms U.S.-publicly traded and listed in the S&P 

500 index with their headquarters based in the U.S. Then, I examine the short- and long-term 

impacts of corporate scandals on firm value and firm risk. The short-term impact is measured 

on the days surrounding the corporate scandal. The long-term analysis is based on one year 

following the corporate scandal. Finally, I analyse the role of organizational slacks by their type, 

unabsorbed and absorbed, and how they moderate the impact of corporate scandals on short- 

and long-term firm values and firm risk. To do so, I use an ordinary least squares (OLS) 

regression approach with three different dependent variables: short-term and long-term firm 

values and firm risk. 

The results of the baseline effect confirm that a corporate scandal decreases short- and long-

term firm values and increases firm risk. The regression analysis’ results reveal that holding 

organizational slacks mitigates the corporate scandal's negative impact on short- and long-term 

firm values and risk. More specifically, unabsorbed and absorbed slacks mitigate the corporate 

scandal’s impact on the firm value and risk differently depending on their timeframes. On the 

one hand, holding unabsorbed slacks has a curvilinear impact on firm value in the short term; 

the significant effects are linear on long-term firm value and firm risk. On the other hand, 

holding absorbed slacks decreases significantly firm risk. 

From a theoretical perspective, my thesis contributes to the literature on corporate scandals and 

organizational slacks. First, my findings demonstrate the significant role of organizational 

slacks in protecting firms during corporate scandals. By distinguishing between unabsorbed and 

absorbed slacks, and their use in the short and long terms, I establish the importance of holding 

organizational slacks to protect both the short- and long-term firm values and firm risk from the 

shock of a corporate scandal. These findings help define the respective roles of both types of 

slacks to highlight their buffering and enabling capacities in the context of corporate scandals. 
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I thus contribute to our limited understanding of mechanisms on the relationship between types 

of organizational slacks and the complex structure of corporate scandals.  

Moreover, I extend the methodological and empirical scope of research on corporate scandals, 

allowing for robust results in both short- and long-term timeframes by building a unique cross-

sectional dataset with corporate scandals precisely dated on multiple types of corporate scandals 

from multiple industries.  

From a managerial perspective, my findings indicate that managers can attenuate the negative 

effects of a corporate scandal on their firm by increasing the level of organizational slacks 

during shock-free periods and using them when facing such events. Also, I find that managers 

need to consider both the short and long terms equally and adapt the use of each type of 

organizational slacks according to the targeted timeframe. Overall, my thesis urges managers 

to consider the firm value and risk separately and hold an optimal level of organizational slacks 

towards a situation of corporate scandal. 

Finally, given the extent to which firms suffer from the shock of corporate scandals, the 

economic perspective should not be ignored. As my results show, with an average of 0.3 percent 

of the decrease in short-term firm value on the day of the corporate scandal and 7.2 percent in 

a one-year post window, corporate scandals can have extreme financial impacts on firms. 

Holding organizational slacks helps the firm restrain an increase in firm risk caused by a 

corporate scandal, thus avoiding long-lasting consequences. These resources can help maintain 

competitive advantage and growth even after the corporate scandal ends. However, from an 

economic point of view, holding absorbed slacks might not be the optimal solution to face a 

corporate scandal. Based on my empirical results and extensive investigation of both corporate 

scandals and organizational slacks literature streams, I argue that the direct and indirect costs 

of absorbed slacks might not worsen their significant mitigating effect on firm risk. 
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