
 

 
 
 
 
ASSOCIATION FOR CONSUMER RESEARCH 

 
Labovitz School of Business & Economics, University of Minnesota Duluth, 11 E. Superior Street, Suite 210, Duluth, MN 55802 
 
 
Recovering From Ethical Failures: Role of External Attribution and Monetary Compensation

Sekar Raju, Iowa State University, USA 
Priyali Rajagopal, Southern Methodist University, USA 

 
We examine the two different recovery strategies from ethical failures - external attribution and monetary compensation. We find that

while both strategies improve consumer attitudes post the failure, only external attribution improves behavioral intentions and reduces

the likelihood of future ethical failures.
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ExTENdEd AbSTrACT
Research has found that denying ethical failures elicits more 

favorable attitudes than accepting them (Ferrin et al 2007) due to 
the differential inferences people draw from the failure (Reeder and 
Brewer 1979). An ethical failure is more diagnostic in judging moral 
character and hence likely to have greater informational value and 
impact on judgment. This suggests that the effect of accepting ethical 
failures is difficult to overcome. However, the literature on moral 
disengagement (White, Bandura and Bero 2009) provides insight 
into recovery strategies from ethical transgressions. We focus on two 
such alternatives that are often observed in a marketing context – ex-
ternal attribution and monetary compensation. 

Attributing a failure to outside sources is commonly adopted by 
firms (e.g. Ford/Firestone). External attribution shifts the culpability 
of the unethical act away from the firm. By attributing the failure to 
an outside party, firms can restrict the negative association of having 
committed an unethical act and consequently reduce the future likeli-
hood of repeating the act. In other words, the diagnostic value of the 
ethical failure for consumers is reduced. Thus, when the failure is 
attributed externally, consumers will have more favorable attitudes 
and intentions towards the firm, greater trust in the firm and be less 
likely to believe that the firm will make similar errors in the future, 
as compared to when the firm accepts the failure. Finally, there will 
be no differences in attitudes, intentions, future likelihood estimates 
or trust in the firm when the firm externally attributes the failure as 
compared to when the firm denies the failure. 

Monetary compensation, however, attempts to shift the focus 
away from the failure and its consequences to resolution of the fail-
ure.  Therefore, we expected to find that this response would improve 
consumer attitudes but would not improve intentions or reduce the 
future failure likelihood.

In real life, consumers often hold varying levels of trust in a 
company. We therefore also hypothesize that under conditions of low 
prior trust, there will be no differences in consumer responses to-
wards the firm between offering monetary compensation, accepting, 
externally attributing or denying the failure. 

STudy 1 (n = 154)
Design: 2 (prior trust: high versus low) x 3 (recovery: accept, 

deny, external attribution) between subjects study. The dependent 
measures included attitudes towards the firm, trust in the firm, likeli-
hood of future transgressions by the firm and behavioral intentions 
towards the firm (7-point scales).  

We found a significant interaction between prior trust and com-
pany responses on attitudes (F (1, 147) = 7.62, p < .01), intentions (F 
(1, 147) =10.3, p < .01, post-failure trust (F (1, 147) = 4.89, p < .01) 
and future likelihood of failure (F (1, 147) = 2.73, p = .06). Planned 
contrasts revealed that when trust was high, externally attributing the 
failure led to results that were no different from denying the failure 
(p’s > .1). However, when trust was low, externally attributing the 
failure did not improve any of the dependent measures as compared 
to accepting the failure. 

In addition, a mediation analysis revealed that the response sig-
nificantly predicted post-failure trust in the company (F (1, 71) = 
7.14, p < .01) and likelihood of future failures (F (1, 71) = 6.97), p 
< .01); the likelihood of future failures significantly predicted post-

recovery trust in the company (β = .68, p < .05), and when both the 
type of response and likelihood of future failures were included as 
predictors of post-recovery trust, only likelihood of future failures 
remained a significant predictor (F (1, 70) = 19.85, p < .01) and the 
type of response was non-significant (F (1, 70) = 2.33, p > .1). Thus, 
external attribution reduces the diagnosticity of the ethical failure 
and thereby improves consumer perceptions of the firm. 

STudy 2 (n = 147)
In study 2, we varied the failure context (environmental dam-

age) and conducted a 2 (prior trust: high versus low) x 3 (response: 
accept, deny, external attribution) between subjects study. We repli-
cated the findings from study 1 and found a significant interaction 
between prior trust and type of response on consumer attitudes (F 
(2, 140) = 3.57, p < .05) and post-recovery trust (F (2, 140) = 3.49, 
p < .05). Under high trust, external attribution elicited responses that 
were no different as compared to denying the failure (p’s > .1) but 
were significantly higher than when the failure was accepted (p’s < 
.05) but under low trust, external attribution elicited results that were 
no different from accepting the failure.  

STudy 3 (n = 200) 
Design: 2 (prior trust: low versus high) x 4 (responses to failure: 

accept, deny, monetary compensation, external attribution) between 
subjects study. We used the same scenario and dependent measures 
used in study 1. 

We found the expected interaction between prior trust and com-
pany responses on attitudes towards the firm (F (3, 192) = 3.0, p < 
.05), intentions towards the firm (F (3, 192) = 4.39, p < .05) and post-
failure trust in the firm (F (3, 192) = 2.29, p = .07). We replicated 
the pattern of results for external attribution that was found in study 
1.  Thus, external attribution improved attitudes and intentions and 
lowered future likelihood of failure when trust was high. 

When prior trust was high, monetary compensation improved 
attitudes, but not intentions, trust or future failure likelihood, as com-
pared to accepting the failure. Thus, externally attributing the failure 
was better than offering monetary compensation in terms of future 
intentions and diagnosticity. Also as predicted, there were no dif-
ferences between any of the four conditions on attitudes, intentions, 
post-failure trust in the firm or the likelihood of future failures when 
prior trust in the firm was low (all p’s > .1). Thus, any response to 
an ethical failure appears to require a modicum of trust in the firm in 
order to be successful. 

COnTrIBuTIOn
 While prior research has shown that denying ethical failures is 

the only option to retain favorable consumer attitudes and intentions, 
we identify exceptions to this finding. We show that external attribu-
tion reduces the perceived diagnosticity of ethical failures, leading to 
more favorable attitudes/intentions towards the firm while monetary 
compensation can improve attitudes, but not future intentions. We 
also identify an important moderator to these effects – prior trust in 
the company. 



Advances in Consumer Research (Volume 40) / 965

rEFErENCES
Ferrin, Donald, L., Peter H. Kim, Cecily D. Cooper and Kurt T. 

Dirks (2007), “Silence Speaks Volumes: The Effectiveness 
Of Reticence In Comparison To Apology And Denial For 
Repairing Integrity- And Competence-Based Trust Violations,” 
Journal of Applied Psychology, 92(4), 893-908.

Reeder, Glenn D. and Marilynn B. Brewer (1979), “A schematic 
model of dispositional attribution in interpersonal perception,” 
Psychological Review, 86 (Jan), 61-79.

White, Jenny, Albert Bandura and Lisa A Bero (2009), “Moral 
Disengagement in the Corporate World,” Accountability in 
Research: Policies & Quality Assurance, 16(1), 41-74.


