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Abstract 

This research focuses on the impact of bad strategies the company used when the 

public crisis happened on the stock return changes within three months. The study 

aims to find whether the negative PR strategies really influent the company stock 

return. To find whether the stock return will fluctuate when something happened in 

the real world, I decide to use the event study model and Capital Asset Pricing Model 

to do the analysis. Through these two methods, we can know whether the event will 

affect the stock return or not. In these research method model, we need to use CAPM 

model to calculate the expected stock price if the events didn’t happen. I decide to set 

the estimation window as 2 months (60 days) before the events happen. Next, as the 

event study pays attention to the abnormal returns during the event time, this is an 

important part of the whole research. The abnormal rate of return is the difference 

between the actual rate of return during the event and the expected normal rate of 

return in the absence of the event. After a series of data analysis, we will have a chart 

to illustrate whether the price gap exist. 
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1. Introduction 

 

Crisis management public relations can decide a company to success or fail during a 

crisis event. Whatever the kind of your company is, it is easy to be threatened by any 

kind of accidents and potential public events, and one of which can severely damage 

your reputation, income, customer acquisition, loyalty, and other important business 

outcomes. 

 

Although the PR crises are not inevitable, they can be unavoidable. There is no doubt 

that your entrepreneur may suddenly experience an event, which will cause negative 

news. These will be mentioned and publicized by journalists and social media. Since 

we can not know when will the crises happen, because we are not seers, the vital thing 

we need to do is to prepare and design strategies before crises come to our faces. 

Taking precautions is extremely necessary. 

 

However, there are many strategies we can use and some of them have already been 

used in reality. To decrease the loss in an organization, we need to adjust each 

strategy and its value. We managed to find how much the influence will be bring by a 

bad PR strategy.  

 

This research will focus on the relationship between the bad corporate crisis 

management strategies and the change of the relative company’s stock return within 3 
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months. Some researchers think the bad social events in companies will strike their 

short-term stock prices and will shrink their profit at least in that year. However, the 

fact shows differently. Most companies performed differently compared to our 

hypothesis. Although some of their stock prices dropped in the short-term, these falls 

did not last very long. Moreover, some share prices even raised in response to bad 

events. We cannot only focus on the stock price. The more important thing we need to 

know is how the return of the relative stock changed.  

 

First of all, I plan to collect different big events, which are relative to some listed 

companies happened all over the world. Then, I will collect the events information 

and know when did they occur and what was the impact. Next, I need to find the stock 

price chart of that company and I will use the event study to analyze the price change 

during that certain period time.  

 

Since sometimes the bad PR strategies may not make the stock price decrease sharply, 

I choose the return as the indicator. The return cannot tell a lie. So the purpose of this 

research is to study the impact of the bad PR crisis management strategy on the stock 

return within the three month. 
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2. Literature review 

 

Department of public relations exists in almost every corporation and enterprise. The 

major duty of this department is to regulate PR activities and communicate with 

stockholders, public media and people outside the company. (Public Relations Officer 

job description, 2017). It is very powerful and necessary for a company to maintain 

their relationship between themselves and people outside the company. When 

everything is peaceful in the internal of a company, its effect is not super outstanding. 

However, it becomes an extremely attractive and vital factor when the public relations 

crises happened.  

  

In all ages, Lots of PR crises happened in different companies, and obviously, some of 

them were defeated even went to bankruptcy, but some of them handled the crises and 

became better in operations. This may because of the different PR crisis management 

strategies they used. PR crisis management is key for the company surviving. Every 

day, the organization is at risk of being affected. We live in a transparent era, which 

means that no company or organization can survive the threat of a possible crisis. The 

company has become a glasshouse, and nothing can be hidden. Everything should be 

visible. (Peter Frans Anthonissen, 2008) He also shows in his book that a crisis can 

avoid turning into a disaster for the business or organization involved as long as the 

company can use a successful strategy to communicate and limit damage effectively. 

With the right plans and well-thought-out strategies, the company can deal with crises 
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effectively. However, if not handled properly, the company’s good name will be 

dragged into the quagmire. (Sujan Patel, 2018) 

  

Since PR crisis management is important, this research is going to discuss how huge 

the impact can be bought to an organization. The impact is a little bit hard to measure. 

Because the stock price can indicate how a listed company works, this research will use 

the stock price instead of the impact. Moreover, PR crisis management strategies used 

in some organizations may be different, and it is impossible to measure all kinds of 

strategies impact within a short time. In other words, more time is needed. Therefore, 

here we will only discuss several typical strategies in different categories. For instance, 

KFC faced a serious problem in 2008 because of a series of unfortunate events that 

delayed warehouse delivery, and most of their 870 restaurants in the UK and Ireland 

did not have chicken. Their public relations and marketing team started working 

immediately. They launched a beautiful advertisement in the newspaper, rearranging 

KFC's letters to FCK. What’s more, they maintain a page on the website so that 

customers can check the number of materials in local restaurants. Also, they answer 

questions on social media almost every day to master the news. (Prezly, 2019) This is 

a simple example of a successful strategy and there are still some failed strategies. For 

example, United Airlines Express Flight 3411 is a flight from Chicago to Louisville 

operated by Republic Airlines. Before the plane took off, David Dao was required to 

give his seat, which was belonged to Dao, to the Airlines employee who was 

temporarily boarding after boarding the plane, but he refused. And then he was violently 
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dragged out of the plane by the security guard and injured. The next morning, co-CEO 

Oscar Munoz made a statement explaining what happened and calling it "relocation of 

customers." Munoz also sent an email to the United staff to praise the crew’s actions. 

This event is an excellent example of the need for speed. The United took a day to 

respond, but even so, their response was not enough, which shows that they do not pay 

attention to PR management and customer feelings. By Monday morning, thousands of 

people had known and viewed the story. It took A few days for United to make a final 

response to recognizing the seriousness of what happened and how important PR 

management is. However, it is too late. (RockDove Solutions. n.d.) This is a failed 

strategy example, which is in a different category with the first one. Then, the impact 

of their crisis management will be evaluated by measuring their stock price in that 

period. This research supposes that doing nothing will incur a decrease in stock price 

when a crisis happened. This assumption also really works in the world. To exhibit the 

relationship between this successful strategy and the stock price change, this research 

will use the event study model.  

  

The event study method is a research methodology, which is used to indicate how one 

factor or one event impacts the market value of a listed company by analyzing the 

financial data. Event Study shows an empirical financial research method that allows a 

researcher to assess the impact of an event on a company's stock price. One of the 

advantages of the event study method is that its research process is very simple and 

clear. (Eric Delattre, 2007) To measure the influence on the stock price, which caused 
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only by organizations’ strategy, other factors are needed to be kicked out. Since when 

we use event study methods to evaluate the impact of financial events on asset returns, 

we always implicitly assume a constant variance. (Carmelo Giaccotto, James M. 

Sfiridis, 1996) Therefore, the variances in the period before the crisis happened and in 

the period after the crisis happened may be different, and this may affect the result and 

conclusion 
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3. Approach Design 

 

Capital Asset Pricing Model: 

 

In the Event Study model, the expected return is necessary. The research needs to use 

expected return to calculate the Abnormal return. So, we need to prepare expected 

return data forehead. There are several ways to calculate the market return. For me, I 

choose the CAPM model to do this.  

 

Rpt – Rft = ap + bp (Rmt – Rft) + sp SMBt + hp HMLt + mp UMDt + ept 

 

Where  

Rpt is the equal or value-weighted return for calendar month t for the portfolio of 

event firms that experienced the event within previous T years, 

Rft is the risk-free rate, 

Rmt is the return on the CRSP value-weight market portfolio, 

SMBpt is the difference between the return on the portfolio of “small” stocks and 

“big” stocks; 

HMLpt is the difference between the return on the portfolio of “high” and “low” 

book-to-market stocks; 

UMDpt is the difference between the return on the portfolio of past one-year 

“winners” and “losers,” 
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ap is the average monthly abnormal return (Jensen alpha) on the portfolio of 

event firms over the T-month post-event period, 

bp, sp, hp, and mp are sensitivities (betas) of the event portfolio to the four 

factors. 

 

To make this formula easier, and do not make too much influence on the text result, I 

decide to delate several mini factors, such as sp SMBt , hp HMLt , mp UMDt , and ept 

because they have limited impact on the α and β. Now, the easier formula comes, 

 

Rpt – Rft = ap + bp (Rmt – Rft) 

 

Let’s go back a little bit. Remember we want to know what’s the expected return 

during the event time. To estimate the expected return, we need to know the α(ap) and 

β (bp). We can get the α(ap) and β (bp) during the post-event periods. Next, we can 

use (Rmt – Rft) as the independent variable, and use Rpt – Rft as the dependent 

variable. Do the data analysis by doing regression. After that, the analysis result will 

tell us the value of the α(ap) and β (bp) .  

 

Then, use the α(ap) and β (bp) to calculate the expected return during the event 

window. We suppose the α(ap) and β (bp) is consistent variables, which means it will 

not change in a short time.  
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Event study: 

 

Step 1: Define the event and duration of the event. Define the event window, which 

represents the period that may influence the dependent variable. The dependent 

variable means the stock price in this research. In this research, the length of the event 

window is 25 days (5 days before the event occurred point and 20 days after the point) 

 

Step 2: Define the estimated and post-event periods. Estimate the dependent value 

before the event happens, which means the expected price. Compare the expectation 

value to the actual price so that we can find the abnormal price. The estimated duration 

selection is longer than the event duration. In some cases, it is necessary to further 

define the post-event period, in which the period data and the estimated period data are 

used together to estimate the expected benefits in the absence of events, to improve the 

reliability of the estimated expected benefits in the case of trend variation. The post-

event periods equals 2 months here. 
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Step 3: Determination of the analytical unit. Once events and various periods are 

clearly defined, the objects (data sources) to observe and collect data are subsequently 

identified 

 

Step 4: Calculation of abnormal rate of return. The event study method is concerned 

with abnormal returns during the event. The abnormal rate of return is the difference 

between the actual rate of return during the event and the expected normal rate of 

return in the absence of the event. Take the market model below, its normal return rate 

Rit. The calculation formula of ARit and abnormal rate of return is as above in CAPM 

part. 

 

Step 5: Accumulation of abnormal returns. The abnormal rate of return calculated 

earlier is only for a certain event date. To better describe the impact of events on stock 

returns, it is necessary to calculate the stock's cumulative abnormal return over a 

certain time when studying the abnormal return rate of the stock during the event.  

 

Step 6: Result test 

This part is a little bit special in my research. I don’t plan to test the hypothesis 

because I can use the diagram to show the result more clearly.  

 

I will use the excel to draw scatter according to the accumulative of abnormal returns. 
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4. Data and Basic Information and Outcomes 

 

  

a. Lotte Shopping 

 Event: In February 27, 2017, Lotte Group admitted to supply land for its golf 

courses to THAAD (Terminal High Altitude Area Defense). As South Korea’s 

neighbors, China and Russia have steadfastly opposed the deployment. In fact, China 

had warned Lotte not to participate in the planned deployment of the THAAD missile 

defense system. When China learned of Lotte's promise to give THAAD a piece of 

land, the Chinese people were definitely not happy about it. After the company started 

boycotting Lotte's products, Lotte group not only made no apology, but also stated 

that it would never change this practice. As one of the fortune 500 multinational 

enterprises, there is no doubt this PR strategy is a bad one. Let’s see what happened 

next through data. 
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The chart above is the result of the cumulative abnormal return in Lotte Shopping 

event. The event window is from Feb.22 to Mar. 17 in 2017, and the event start time 

is Feb/27/2017. We can see clearly in the graph there is a significant gap during the 

event window. Although there is a small increase before the event window, we should 

not focus on it because what we should pay attention to is what happened during the 

event window. Oppositely, the sharp increase before the event can help us to prove 

that the event really had an impact on the stock price. For Lotte Shopping, it is 

obviously that the influence of this event is huge. It inversed the increase trend to the 

decrease trend. This is the first example and next I will give more test result to prove 

that the public relation strategies really can impact the stock price. Moreover, I will 

prove the excellent strategies will have a positive or at least no impact on their stock 

price but the negative one will make the price decrease. The formula used in excel 

will be shown in Appendix I 

 

b. For Dolce & Gabbana 

 

Dolce & Gabbana (D&G) is one of the leading international groups in the luxury 

sector. In November 21, 2018, D&G would hold the first great fashion show, “The 

Great Show”, in Shanghai. Many famous stars were invited to attend. At the same 

time, D&G filmed an advertisement, which showed the discrimination on Chinese 

traditional culture. It was this video made chinses people angry. What’s more, around 

11 am of the same day, Stefano Gabbana, who is both the designer and the founder of 
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D&G, had a conversation, which obviously expressed that he looked down on 

Chinese people and Chinese culture. After that, many famous stars, both from china 

and foreign countries, refused to appear in this show and “The Great Show” was 

cancelled no surprisingly.  

 

In November 23, 2018, the two founders apologized about the video and said their 

Instagram account has been hacked. At the end of their video of apology, they said 

“SORRY” in Chinese.    

 

This event is a little bit special. I’d like to show you the result before the analysis. I 

made the Excel Sheet simpler so that we can read it easier.  

 

Follow what we did above, we can get the result sheet. 
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From the graph, you may understand why I said this one is a little bit special. During 

the post event time, the cumulative abnormal return nearly keep constant, but during 

the event window the stock price decreased and then had a significant increase. This 

one is abnormal, because it doesn’t seem to fit our expectation. Please notice that the 
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increase happened around November 23, this was the time D&G showed their 

apology to the public. This seem reasonable. From this example, we can get a similar 

result with the previous one.  

 

c. After these two examples, we can repeat the method to calculate the cumulated 

abnormal return of the rest companies. (See in Appendix II) 
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5. Final Outcome/Result 

As we already have the cumulated abnormal return of different companies though the 

method above, what we need to do next is sum them up in a suitable timeline.  

 

Here we set the event start time of each company as T0. By doing so, we should have 

the same length of and the same start time of event window in different companies. 

(Shown in the figure below) The time before T0 is named by negative numbers (for 

example, T-1, T-2, etc.). The time after T0 is named by positive numbers (for example, 

T1, T2, etc.). 

   

Then, calculate the average of the data, we will get the final average cumulated 

abnormal return (CAR). (The formula will be shown in Appendix III) 
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The result proves the following conclusions: 

 

1. The impact of the event will appear in the market in advance. Although the T0 

represents when the event happened in real time, the cumulated abnormal return 
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already was negative before the T0, which means the time the event began to cause 

the return decrease should be a little bit before the time of event happened. 

2. The bad public relation strategies will make the negative influence on the stock 

return. The figure above shows clearly the cumulated abnormal return is below x-

axis during the event window. This result strongly supports our conclusion and 

expectation.  
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6. Limitations and/or contributions  

 

The research focus on the different companies and some of their stock are in the 

different stock market. When someone wants to do similar research, or he wants to 

continue this topic can select different companies within the same stock market, for 

example, the American stock market. 

 

I used the CAPM model to calculate the expected return. However, there are several 

methods can do this. CAPM model really have some side-effects. Maybe you can find 

some better ways. For example, using the average return of last year as the expected 

return.  

 

In this research, I only calculate the cumulative abnormal return in sample companies. 

If you want to make it more general, you can divide your sample companies into two 

groups, for example, depending on the strategy they use. You can name the group as 

good strategy group and bad strategy group. Then work out the cumulative abnormal 

return just like we did above. Next, sum them up vertically, and you will get a more 

general result for both good strategy and bad strategy.  

 

I gave up calculating the abnormal return in the after-event time, because I think we 

can already get the result. On the other hand, in my opinion if there is another gap 
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during this time, it is useless because it proves nothing. If you want to make your 

research more professional, you can do this and see what will happen. 

 

The number of samples is not enough. 6 samples cannot be powerful to prove the 

conclusion. More data and more samples are needed. 

 

This research only shows what will happen on the return if the company take the 

incorrect public relation strategies. If you want to do something similar, you can 

research on what will happen if the company use the correct strategies to handle the 

PR crisis.  

 

If you want to do research which needs to know the PR strategies’ effect, the result of 

this research will provide you some information. 
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Appendix: 

Appendix I: (Take Lotte shopping as an example) 
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Appendix II: 

BP oil:    
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Nestle:     
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Netflix: 
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Samsung:    
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Appendix III: 

 


