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THE IMPACT OF CAPABILITY AND COMPATIBILITY ON FAVORABLE AND
UNFAVORABLE REPUTATIONS
This paper explores the nature and consequences of unfavorable or
negative reputations. We examine the dimensionality of the reputation
construct as it relates to unfavorable reputations, as well as the manner in
which these dimensions influence how unfavorable reputations are built,
and how they may influence organizational interactions with external
constituencies. We separate what Rindova and colleagues (2005) call the
valence dimension into two distinct dimensions—capability and
compatibility. This allows us to distinguish between the largely
signaling-theory driven reputation literature that examines perceived
quality and performance (e.g., Milgrom & Roberts, 1986; Shapiro, 1982,
1983; Spence, 1974) and the more game-theoretic literature on reputation
that examines behavioral tendencies (e.g., Kreps & Wilson, 1982;
Milgrom & Roberts, 1982; Rosenthal, 1981). Considering the differential
emphasis placed on these dimensions when discussing a favorable versus
an unfavorable reputation enables us to consider how an unfavorable
reputation is built (or destroyed), as well as how it influences a firm’s
interactions with other social actors and transaction partners.

“A good reputation is like a flak jacket that can protect you from incoming fire, or
a magic key that will open doors to new worlds. A solid reputation can't save you from
your worst blunders, but it can buy you understanding and enough time to respond
properly. Put together a good one, use it right and you gain lasting benefits. Conversely,
if your reputation is negative, weak or non-existent... you're likely a victim just waiting
for the next disaster to strike.” (Willcocks, 2001: 45)
The concept of organizational reputation has generated a considerable amount of scholarly
interest over the past several decades (e.g., Clark & Montgomery, 1998; Fombrun & Shanley, 1990;
Rindova, Williamson, Petkova, & Sever, 2005; Weigelt & Camerer, 1988). This interest has not been lost
on organizational researchers who have drawn upon literatures in economics, sociology, and marketing in
order to understand how organizational reputations may function as an intangible asset and thereby
provide benefits for organizations (e.g., Hall, 1992, 1993). As a consequence of this perspective on
organization reputations as assets, a great deal of scholarly inquiry has emphasized favorability and thus
has been focused on the benefits that can be gained by organizations through the possession of a favorable
reputation9. In doing so, researchers have found that a favorable organizational reputation is associated
9
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with an increased attractiveness as a joint venture partner (Dollinger, Golden, & Saxton, 1997), the ability
to charge price premiums (Rindova et al., 2005), sustained financial performance (Roberts & Dowling,
2002), and an ability to sustain market dominance (Shamsie, 2003).
While studying the favorability of a reputation has extended our knowledge and understanding of
how positive organizational reputations may lead to economic benefits for the firm, we still know little
about reputational unfavorability or its potentially detrimental impact upon organizations. Existing
research on organizational reputation has little to say regarding the nature of distinctly negative social
judgments about a firm, primarily because the majority of findings have simply focused on reputation as
either present (good reputation) or absent (lack of a good reputation), rather than examine the presence of
a specifically bad reputation. Reflecting these biases, reputation has been both defined and
operationalized as the degree to which stakeholders have distilled various signals into a positive overall
evaluation of an organization.10
The purpose of this paper is thus to address this gap in our knowledge regarding unfavorable or
negative reputations by examining what an unfavorable reputation is, how it is built, and how it might
influence organizational outcomes. In order to do so, we first explore the dimensionality of the reputation
construct as it relates to unfavorable reputations. We follow the lead of Rindova and colleagues (2005) by
distinguishing between the perceived quality and prominence dimensions. However, we argue that in
order to fully understand the differences between favorable and unfavorable reputations, the perceived
quality dimension can be further decomposed into perceptions of organizational competence and
perceived congruence in organizational goals. This allows us to distinguish between the largely signalingtheory driven reputation literature that examines perceived quality and performance (e.g., Milgrom &
Roberts, 1986; Shapiro, 1982, 1983; Spence, 1974) and the more game-theoretic literature on reputation
that examines behavioral tendencies (e.g., Kreps & Wilson, 1982; Milgrom & Roberts, 1982; Rosenthal,
1981). Considering the differential emphasis placed on these dimensions when discussing a favorable
versus an unfavorable reputation enables us to consider how an unfavorable reputation is built (or
destroyed), as well as how it influences a firm’s interactions with other social actors and transaction
partners.
REPUTATION DEFINED
The concept of an organizational reputation draws heavily from theoretical traditions from
economics, sociology, and marketing (See Appendix A for a detailed description of the various streams of
research and their definitions of reputation as well as Appendix B for a comparison of reputation with
other related social evaluation constructs). Consequently, reputation has been defined in a wide variety of
ways. Some theories suggest that reputation informs audiences about specific firm attributes such as
directly unobservable product quality (e.g., Milgrom & Roberts, 1986; Shapiro, 1982, 1983), expectations
about a firm’s behavioral tendencies (e.g., Clark & Montgomery, 1998; Kreps & Wilson, 1982; Milgrom
& Roberts, 1982; Prabhu & Stewart, 2001; Rosenthal, 1981), or credibility (e.g., Bearden & Shimp, 1982;
Goldberg & Hartwick, 1990; LaBarbera, 1982; Shimp & Bearden, 1982). Other perspectives employ
more general definitions, suggesting that reputation is a more generalized positive perception of
organizational esteem and regard (e.g., Campbell, 1999; Deephouse, 2000; Deephouse & Carter, 2005;
Fombrun & Shanley, 1990; Roberts & Dowling, 2002; Weiss, Anderson, & MacInnis, 1999).
Although we consider the attribute-specific definitions as informative in understanding the
dimensions of reputation, we follow the latter trend and define an organization’s reputation as a signal10
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driven and valenced evaluation of the organization (e.g., Deephouse, 2000; Fombrun, 1996; Fombrun &
Shanley, 1990; Rindova et. al, 2005) which acts as a cognitive shorthand that organizational audiences
use to make inferences when more specific information is unavailable or too costly (e.g., Fombrun &
Shanley, 1990; Shamsie, 2003; Weigelt & Camerer, 1988). These evaluations form as different groups of
stakeholders assess the cues that organizations generate through their words, deeds, and other “alterable
observable attributes” (Spence, 1974: 107). Although these cues may be generated intentionally in an
attempt to present a particular image (Rindova & Fombrun, 1999), they may also be inadvertently
generated through a firm’s actions or inactions. As such, firms have only limited control over both which
actions or inactions are taken as cues worthy of evaluation, as well as the ways in which those cues are
evaluated by stakeholders.
DIMENSIONS OF REPUTATION
As a number of authors have noted, the two main components of a valenced organizational
reputation are visibility and valence (see e.g., Deephouse, 2000; Deephouse & Carter, 2005; Rindova et
al., 2007). Visibility considers the degree to which this evaluation resonates with and is widely held by
organizational audiences. Valence refers to the content of the reputation—what evaluations are being
made about an organization, reflecting the fact that the “signal-driven evaluations” that constitute
organizational reputation can range from positive to negative, and can convey information that is both
beneficial (i.e., an asset) as well as detrimental to how the firm is regarded by external audiences. We
suggest that the valence dimension can and should be further decomposed into the dimensions of
capability and compatibility.
The visibility (Rindova et al, 2007) or prominence (2005) dimension refers to the degree to which
organizational audiences are aware of an organization and the extent to which it is prominent and salient
in their minds. This dimension captures the degree to which the organization is known, or what one might
think of as an organization’s “mind share.” As Rindova and colleagues (2005) noted, the institutional and
marketing perspectives define reputation as collective knowledge and recognition of an organization, and
it is also consistent with the sociological literature that examines reputation as collective memory. The
visibility of an organization is an important component of reputation because reputation effects rely on
organizational audiences possessing at least some awareness about the firm and its past behavior (e.g.,
Milgrom & Roberts, 1982; Raub & Weesie, 1990). Consequently, a firm has no reputation if
organizational audiences have no prior information or beliefs about it.
The second and third dimensions are valence dimensions and are derived from what Rindova and
colleagues refer to as valence/favorability (2007) or perceived quality (2005). These dimensions consider
the degree to which a firm is perceived as being able to deliver value to transaction partners, consumers or
external audiences. While it may be useful to talk about the perceived potential of a firm to create value as
a single dimension when discussing favorable reputations, we believe that it is useful to separate them out
into two different dimensions when discussing both favorable and unfavorable reputations. In particular,
the potential of a firm to create value is dependent on both the firm possessing the ability to create value,
as well as the likelihood that the firm will behave in ways that are consistent with the goals and outcomes
of its transaction partners, consumers or external audiences—i.e., can the firm create value, and will the
firm opt to do so.
We refer to the first of these two dimensions as capability, or the organization’s potential ability
to do something of value. The capability dimension comes from the signaling-theory literature that treats
reputation as a proxy for ex ante investments in quality and the ability to produce quality in the future
(e.g., Milgrom & Roberts, 1986; Shapiro, 1982, 1983; Spence, 1974). The capability dimension is also
reflected in some of the marketing literature as well, since many of the studies examine the degree to
which reputations based on success and experience may impact such outcomes as advertising credibility
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and customer purchase intentions (e.g., Bearden & Shimp, 1982; Goldberg & Hartwick, 1990; LaBarbera,
1982; Shimp & Bearden, 1982). Favorability along this dimension implies that organizational audiences
perceive that the focal organization possesses the resources and capabilities that allow for the production
of high quality goods and services, and thus able to achieve strong performance.
The second valence dimension, compatibility, reflects the degree to which an organization is
perceived to be likely to behave in ways that are consistent and congruent with the observers’ goals and
interests, or if there is likely to be conflict. In essence, it is about observers making attributions and
inferences about what the organization’s decision structure (i.e., its goals, values, routines, and decision
rules) might be so that it can attempt to predict what actions it might take. Consequently, compatibility
assessments involve audience imputations of organizational character (e.g., Selznick, 1984) through
inferences regarding goals, values, and priorities, as enacted in organizational routines and decision
structures. This dimension comes from the game theoretic literature that uses reputation as an indicator of
behavioral tendencies based on their payoff structure (e.g., Kreps & Wilson, 1982; Milgrom & Roberts,
1982; Rosenthal, 1981). Rather than examining an organization’s ability to do something, it is more
concerned about what an organization might do or is likely to do, based on the underlying decision
structure of an organization. Several studies in marketing (e.g., Campbell, 1999; Ganesan, 1994; Prabhu
& Stewart, 2001), as well as the social exchange-based reputation studies from sociology (e.g., Kollock,
1994; Raub & Weesie, 1990) also define reputation in a way consistent with this dimension. Favorability
along this dimension, on the other hand, implies that organizations perceive the focal organization to
possess organizational goals, values, routines, and other decision rules that will lead to organizational
actions that are consistent and congruent with the goals and desired outcomes of organizational observers.
As the intention of this paper is to increase theoretical understanding of unfavorable reputations,
we focus on the two valence dimensions: capability and compatibility. The visibility dimension is less
likely to directly influence the favorability or unfavorability of an organization’s reputation, as it reflects
the reach of the assessment rather than the content of the assessment. Thus, visibility can be seen as
something akin to the activation dimension in the positive/negative affect literature (e.g., Russell &
Carroll, 1999a, b; Watson & Tellegen, 1999), where it may be somewhat orthogonal to the actual valence
of the reputation and can amplify or dampen reputational effects. We now turn to how favorable and
unfavorable capability and compatibility assessments are built or lost.
BUILDING AND LOSING A FAVORABLE CAPABILITY ASSESSMENT
As mentioned above, a favorable capability assessment implies that an organization is seen as
capable of achieving strong performance due to its ability to produce high quality goods and services
(e.g., Milgrom & Roberts, 1986; Shapiro, 1982, 1983; Spence, 1974). An organization can attempt to
convince its audiences that it possesses this ability by engaging in certification contests (Rao, 1994) and
demonstrating strong financial performance (Deephouse & Carter, 2005). However, while such cues may
help to promote a positive reputation, firms must invest time sending consistent signals of quality before
it can build a reputation for quality (Shapiro, 1983). As positive cues accumulate, organizational
audiences are more likely to see that the displays of quality and performance are not merely idiosyncratic
occurrences due to external factors, but rather indicative of fundamental organizational attributes (e.g.,
Fombrun, 1996; Fombrun & Shanley, 1990). While it may take time for organizational audiences to form
an initial assessment of an organization’s capability, once that occurs, subsequent cues that indicate high
quality and performance are likely to have relatively immediate and meaningful effects. This is because
positive capability cues are likely to be given more diagnostic weight by observers and because each
additional cue is likely to be interpreted in light of the current assessment of capability, such that it
influences what observers expect and notice, as well as how organizational actions and statements will be
interpreted (e.g., Starbuck & Milliken, 1988).
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The cue diagnosticity literature in social psychology has demonstrated that the relative weight
given to cues when forming or changing an impression depends on the type of cue being evaluated. For
cues that deal with assessments of ability, positive cues are perceived to be more diagnostic and therefore
given weight because accomplishing a particular goal or performing a particular task demonstrates that
the individual actually possesses the ability to perform at that level (e.g., Skowronski & Carlston, 1987,
1989). In contrast, negative cues, such as being unable to accomplish a goal or perform at a particular
level, can also be attributed to both situational characteristics and lack of motivation or effort (e.g.,
Anderson & Butzin, 1974; Surber, 1984). Since the capability dimension is essentially the organizational
analogue to ability assessments at the individual level, organizational audiences may give higher relative
weights to cues that indicate high quality and performance than to cues that indicate low quality and
performance.
In addition, the current capability assessment of the organization is likely to influence the
attention and expectations of observers (e.g., Starbuck & Milliken, 1988), and thus subsequent cues are
likely to be evaluated in light of the current capability assessment. For example, in a phenomenon dubbed
the “Mathew Effect,” Merton (1968) argued that as scientists gain renown, they are able to derive greater
rewards than lower status scientists for equivalent work. This is because observers expect high status
scientists to pursue important problems and maintain rigorous standards. This, in turn, also increases the
likelihood that observers will pay more attention to the work produced by high status scientists. At an
organizational level, what this would imply is that, once an organization has demonstrated a particular
level of quality and performance, organizational audiences would more likely notice and give credit for
subsequent demonstrations of quality and performance. Similar effects have been found regarding
affiliations with high status appellations in the California wine industry, where a firm’s status influenced
how much attention others paid “to quality, assessment of quality, and their regard for the product more
generally” (Benjamin & Podolny, 1999: 585)11. While performance and quality cues that are within some
confidence interval around the current assessment are likely to be perceived by organizational audiences
as merely providing reinforcing information, this also suggests that a positive capability assessment can
build into a self-reinforcing cycle over time, where new positive cues both compound the effects of
previous positive cues and increase the potential value of future cues, resulting in firms with higher
assessments of capability deriving greater benefit from a given positive cue than firms with a lower
assessment of capability.
The above also suggests that capability assessments may demonstrate a positivity bias, where it
may be much easier for an organization to gain, retain, and rebuild a favorable capability assessment, than
it is to lose a favorable capability assessment or to gain an unfavorable capability assessment, ceteris
paribus. If cues indicating low quality and performance are given less weight by organizational audiences
(e.g., Skowronski & Carlston, 1987, 1989) and organizational audiences interpret subsequent cues based
on current capability assessments (e.g., Merton, 1968; Starbuck & Miliken, 1988), organizational
audiences are much more likely to focus on the prior positive cues as an indication of the organization’s
potential12, as opposed to the current cues, which might be taken as an indication of poor execution or
hostile environmental conditions. This is likely to be exacerbated by organizational managers who tend to
attribute positive outcomes to their own decisions and actions and negative outcomes to external,
environmental factors (e.g., Salancik & Meindl, 1984; Staw, McKenchie & Puffer, 1983), and by
investors, equity analysts, and the financial markets, all of whom tend to extrapolate trends (e.g.,
11
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DeBondt, 1993) and form excessively optimistic expectations about future performance based on current
performance (e.g., DeBondt & Thaler, 1985, 1987, 1990; Rajan & Servaes, 1997).
In summary, we suggest that the capability dimension of reputation is likely to have a
differentially strong impact on building favorable reputations than unfavorable reputations. Organizations
build perceptions of capability by demonstrating ability above a certain threshold, and once that threshold
is met perceptions of ability are likely to be relatively durable. This is due to differential weights given to
positive information when making judgments of ability, as well as the continual filtering of subsequent
performance through the filter of already positive assessments of ability. In order for an organization to
judged negatively in terms of its capability, it requires a major change or high-profile failure with major
internal attribution. In addition, capability assessments are also likely to be largely insensitive to
contradictory new information. New signals that refute the organization’s positive standing are likely to
be seen as reflecting their unwillingness to perform at their ability levels or external environmental
factors, as the organization had previously established that they had the ability to meet high quality
standards. The fact that in subsequent periods such standards are not met is more likely to be seen as
reflecting the organizations choices and priorities and not as much their real capability.
BUILDING AND LOSING A FAVORABLE COMPATABILITY ASSESSMENT
The second dimension of reputational valence, compatibility, reflects a prediction regarding the
behavioral tendencies of an organization. A favorable compatibility assessment suggests that an
organization is likely to behave in ways that are consistent and congruent with the observers’ goals and
interests. Like capability, favorable compatibility assessments are also likely to take a long time to
develop. Much of the literature that examines reputation as a behavioral tendency suggests that, in order
to develop a reputation, one must demonstrate high levels of activity so that others can make inferences
about what the organization’s “type” is and what its payoff structure and decision rules are likely to be
(e.g., Clark & Montgomery, 1998; Kollock, 1994; Milgrom & Roberts, 1982; Raub & Weesie, 1990).
Unlike capability assessments, however, subsequent positive cues are only likely to have marginal effects
on assessments of compatibility.
Again the cue diagnosticity literature in social psychology provides some reasons why this might
be the case. Research at the individual level suggests that negative cues were perceived to be more
diagnostic when making assessments of underlying character (Skowronski & Carlston, 1987, 1989), in
part because favorable behavior may merely be an indication of conformance with societal expectations
and norms, thereby conveying relatively ambiguous or equivocal information about underlying attributes
(e.g., Birnbaum, 1972; Hamilton & Huffman, 1971; Hamilton & Zanna, 1972). As a result, positive
character cues may be considered the baseline—what is societally expected, making negative character
cues particularly salient as a deviation from the norm. Consequently, negative cues are weighed heavily in
judgments regarding the character of individuals (e.g., Birnbaum, 1972, 1973; Reeder & Coovert, 1986),
and in some instances, “a person may be judged mostly by his worst bad deed” (Birnbaum, 1973: 399),
such that “a person who performs an incredibly evil act might be characterized as evil, regardless of the
number of good actions that person also performs.” (Skowronski & Carlston, 1987: 697). At an
organizational level, what this implies is that positive cues are likely to be given less weight in forming
compatibility assessments than negative cues because compatibility assessments are essentially
imputations of organizational character (e.g., Fombrun, 1996; Love & Kraatz, 2006; Rhee & Haunschild,
2006). As a result, gaining a favorable compatibility assessment would be a long and arduous task but
that it may be lost much more quickly than it took to build up in the first place.
However, the extant reputational literature suggests that, at the highest levels of compatibility
assessments, organizations may be slightly less susceptible to the damaging nature of negative cues.
Because organizational audiences filter cues through their current assessment of the firm, the presumption
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is that organizations that are evaluated as favorable along the compatibility dimension will behave in a
reliable, credible, trustworthy, and responsible manner (e.g., Fombrun, 1996; Love & Kraatz, 2006),
thereby dampening the impacts of minor negative cues. Supporting this idea, Bromberg and Fine have
noted that a highly positive reputation may make certain incongruous behaviors and cues “invisible”
(2002: 1151) because they do not fit the representations currently held by audiences. Additional support
for this argument is provided by classic research in social psychology that finds that well accepted actors
gain “idiosyncrasy credits” that build up by demonstrating competence in accordance with group
expectations (Hollander, 1958; 1960). These credits can then be used to maintain standing in a group or
with peers when the actor deviates from accepted practice, as a sort of built up “slack” for bad behavior.
At the organizational level, favorable compatibility assessments may provide an organization with “good
will” (Ashforth & Gibbs, 1990; Murray & Vogel, 1997) that provides it with some amount of slack, such
that contradictory negative cues are, at least initially, treated by stakeholders with some skepticism and
the firm is given the benefit of the doubt.
Unfortunately, although a highly favorable compatibility assessment may initially provide a
buffer from the consequences of negative cues, such slack is likely to be provided to only the most
favorably viewed firms and for very minor transgressions. Even Hollander (1958) notes that idiosyncrasy
credits are not entirely durable, but simply provide room for some deviance. As such, multiple
contradictory negative cues or negative cues of larger magnitude are likely to result in a rapid and
substantial decline in compatibility assessments. Losing a favorable compatibility assessment or gaining
an unfavorable compatibility assessment is also likely to be exacerbated by the fact that negative
compatibility cues are not only likely to be given greater weight (e.g., Birnbaum, 1972, 1973; Hamilton &
Huffman, 1971; Hamilton & Zanna, 1972; Skowronski & Carlston, 1987, 1989), but also because the
overall assessments are reorganized much more, as opposed to considering only the new cue in isolation
(Reeder & Coovert, 1986). Research in sociology also offers similar evidence that prior cues may be
reevaluated in light of the new negative cue. For example, even though Benedict Arnold had been hailed
as a war hero early in his career as a military leader, his entire personal history was reinterpreted by the
public after his infamous betrayal of the U.S. Arnold’s prior successes were recast as lucky coincidences
and his acts of heroism as nefarious attempts to maximize the devastating impact of his eventual treason
(Ducharme & Fine, 1995). Taken together, not only is the fall from grace likely to be swift and severe,
but such a descent also casts doubt on any future attempts to regain previous standing, as future
assessments may be subject to being remembered for one’s worst deed (Birnbaum, 1973).
Although favorable compatibility assessments are always difficult to develop, once an
organization has gained an unfavorable compatibility assessment, it becomes exceptionally difficult to
regain a favorable assessment not only because of the low diagnostic weight placed on positive cues (e.g.,
Skowronski & Carlston, 1987, 1989), but also because it will be difficult to gain any potential supporters.
As Fine and others have noted (1996, 2001, 2002; Olick & Robbins, 1998), the building of a reputation is
somewhat of a political process, where self-interested actors try to influence the reputation in a way that
may benefit them. For organizations with an unfavorable compatibility assessment, existing supporters
may try to distance themselves over concerns that they might have their own reputation tarnished simply
through association (e.g., Cialdini, Borden, Thorne, Walker, Freeman, & Sloan, 1976; Cialdini &
Richardson, 1980; Elsbach & Bhattacharya, 2001; Snyder, Lassegard, & Ford, 1986; Sutton & Callahan,
1987). Gaining new supporters would also be difficult because negative reputations are often “sticky,” in
that evaluations of those reputations as anything but utterly unfavorable and negative is seen as an
indication of the low moral character of the claimant, and thus “violating discursive norms” about the
reputation “is tantamount to rejecting social order” (Fine, 2002: 232).
In summary, we argue that the compatibility dimension of reputation is likely to have a
differentially strong impact on unfavorable reputations than favorable reputations. Positive assessments
of compatibility require a continuous, long term flow of consistent information demonstrating decision-
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making that conforms to the desired values and priorities of the observer. Once established, this favorable
judgment of compatibility is also likely to be fragile as any new informational cues that demonstrate a
lack of alignment in values or priorities between the organization and the focal observer will contribute to
the destruction of a previously positive evaluation. Even small amounts of negative information can have
significant influence on compatibility evaluations. Once any negative information becomes available, it
is likely to be highly weighted in evaluations as highly informative about the true nature of the
organization’s character. Thus, significant negative information is likely to result in a fast and furious
decline in reputation. Further, it can gain further momentum and piling on through the reevaluation of
previous positive signals as being deceptive and designed to mask the true identity of the organization.

RELATIONSHIP BETWEEN CAPABILITY AND COMPATABILITY
Although to this point we have treated capability and compatibility as independent dimensions of
a valenced reputation, there are likely to be significant interrelationships between them in the way that
they influence assessments of organizational reputation. A considerable body of research in social
psychology regarding impression formation and attitude formation suggests that there may be reason to
believe that capability assessments may influence compatibility assessments, particularly when faced with
a negative capability cue. As noted earlier, positive cues are perceived to be more diagnostic of ability
because negative cues can be attributed both to situational characteristics and lack of motivation or effort
(e.g., Anderson & Butzin, 1974; Surber, 1984). At an organizational level, this implies that low quality
and performance may be perceived as due to some combination of environmental factors and changes in
organizational priorities and decision rules. However, the literature on attributions suggests that, when
making attributions regarding negative outcomes, observers tend to engage in a fundamental attribution
error, where the cause of the poor outcome is attributed to internal rather than external factors (e.g., Jones
& Nisbett, 1972), as well as a group attribution error, where when a group’s outcome changes, observers
will make an inference that group attitudes have changed, even if the behaviors have not changed (Mackie
& Allison, 1987). As such, as long as the outcome changes, it did not matter if it was based on internal or
external factors. In addition, observers try to form a unitary, consistent impression by reconciling
inconsistent information when evaluating either individuals or meaningful groups (i.e., something that can
be thought of as an entity, such as an organization) (Coovert & Reeder, 1990). Taken together, this would
suggest that, once an organization has demonstrated a particular level of competence and performance,
any downward changes in outcomes are likely to be attributed to changes in organizational priorities,
routines, goals, and decision structures, as opposed to changes in the ability of an organization to provide
quality—i.e., the firm chose to produce low quality goods. Consequently, the negative cue is likely to
impact the organizational audience’s assessments of compatibility rather than capability, at least until
enough cues accumulate to call into question the idea that the organization is still potentially able to
perform at a high level.
FAVORABLE AND UNFAVORABLE REPUTATIONS
Distinguishing between the two different dimensions of valence (i.e., capability and
compatibility) helps clarify what is meant by a favorable versus an unfavorable reputation. Since the
valence of a reputation is based upon the degree to which organizational audiences perceive that the focal
firm is likely to create value, it depends on perceptions that the firm has both the ability and willingness to
create value. Consequently, an organization is only likely to have a favorable reputation when it is
perceived to be both highly capable and highly compatible. Such an organization would be perceived as
having a history of creating high quality goods and services, as well as a history of strong financial
performance. The organization would also be perceived by audiences as having a high probability that it
will behave in a manner congruent with the needs, goals and values of this audience, based on the history
of attributions made by observers regarding the decision structure of the organization.
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In contrast, an organization is likely to have a very unfavorable reputation if it is perceived as
having low capability as well as low compatibility. Such an organization is perceived as lacking in the
ability to produce high quality products and services, and thus incapable to achieving strong
organizational performance. In addition, the organization is perceived as possessing the types of
organizational values, goals, routines, and decision rules that will likely lead to organizational actions that
are in conflict with the goals and outcomes desired by organizational observers. If an organization
possesses conflicting assessments (i.e., high on one dimension but not the other), it is likely to have a
more complex and contingent reputation, where the reputation is neither uniformly favorable nor
unfavorable, per se, but depends on the context in which the reputation is being considered. The social
psychological literature on impression formation and attitude change again provides support for these
ideas.
First, the literature on impression formation and attitude change has consistently demonstrated
that unfavorable traits and characteristics are weighed much more heavily than favorable ones in forming
judgments about likeability at the individual level (e.g., Birnbaum, 1974; Fiske, 1980; Hamilton &
Huffman, 1971; Hamilton & Zanna, 1972; Kanouse & Hansen, 1972; Skowronski & Carlston, 1989). As
a result, when forming impressions, traits are averaged if they are all favorable, but negative traits are
weighed more heavily in all other instances (Hodges, 1974). In fact, some research suggests that one bad
trait is enough to make someone dislikeable (Birnbaum, 1974). This suggests that only the combination of
a favorable capability and a favorable compatibility assessment is likely to lead to a favorable reputation.
Not only are unfavorable traits weighed more heavily, but there is also reason to believe that
different diagnostic and evaluative weights would be placed on the dimensions depending on the nature of
the assessment. Although the cue diagnosticity literature has focused on the relative weights given to a
particular cue, it is also likely that these diagnostic weights would have implications for the confidence
with which the overall evaluation is held. Thus, observers are likely to place much more confidence in
favorable overall assessments of capability than in unfavorable overall assessments because unfavorable
assessments of capability would imply a combination of numerous weaker, less diagnostic cues about
capability and thus be much more fragile and easily altered. Similarly, observers are more likely to place
confidence in their unfavorable overall assessments of compatibility than in their favorable overall
assessments of compatibility. What this would imply is that both high capability assessments and low
compatibility assessments are likely to have a disproportionately high impact on the overall favorability
of the organizational reputation.
Thus, high capability/low compatibility and low capability/high compatibility combinations are
likely to result in different overall assessments of favorability due to the confidence with which the
assessments are held. Specifically, a high capability/low compatibility combination is likely to result in
high diagnostic weight being given to both dimensions. This organization, although perceived to be able
to create quality goods and services, is also expected to behave in ways that are incompatible with
audience or transaction partner goals and values. We consider this organization to thus have an
ambivalent but persistent overall reputation, where both capability and compatibility assessments are held
with confidence. On the other hand, low diagnostic weight is likely to be given to both dimensions for the
low capability/high compatibility combination. This organization is likely to be perceived as willing to
engage in compatible behaviors, but perhaps not yet able to perform at the desired level. This should
result in an overall evaluation that is more neutral but malleable, since neither the assessment of
capability nor compatibility is necessarily held with great confidence. Table 1 displays how the two
dimensions of capability and compatibility are likely to combine to form an overall perception of
favorability.
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-----------------------------------------------------------------------------------Insert Table 1 about here
-----------------------------------------------------------------------------------CAPABILITY, COMPATABILITY AND TRANSACTION TYPE
In addition to having a significant impact on the overall evaluation of a firm’s reputation, we also
suggest that degree to which an organization is judged favorable on either the dimension of capability or
compatibility is likely to influence the types of transactions and social interactions that the organization is
able to engage in with its external audiences. Of course, organizations judged as high capability and high
compatibility are likely to be perceived as the best transaction partners, and those judged as having low
capability and low compatibility are likely to be rejected as transaction partners. However, when an
organization is judged to be high on either capability or compatibility but not both, this judgment is likely
to influence the nature of any interaction.
Organizations that are judged to be high in capability and low in compatibility are those that are
perceived to be capable of producing high quality goods or services but are not seen as likely to behave in
ways that align with a transaction partner’s goals, values and interests. These organizations are therefore
unlikely candidates for long term embedded relationships where transaction partners are left open to
opportunistic behavior. Organizations are likely to limit situations in which they are dependent and
vulnerable to transaction partners (Pfeffer & Salancik, 1978), and this vulnerability is likely to be
amplified when the behavioral tendencies of transaction partners are either incompatible or difficult to
predict. Policing and enforcement costs are likely to be high as the low compatibility score suggests that
transaction partners have no reason to believe that the organization will not behave opportunistically
(Williamson, 1981, 1985). However, for spot-market transactions, when relationships are short term in
nature, there are few investments in transaction specific assets, and either party can easily walk away,
high capability is likely to be sufficient to induce others to engage in transactions with the focal firm,
despite the lack of compatibility.
Conversely, organizations judged to be high in compatibility, but low in capability, are unlikely
to be considered for short term market interactions. There is rarely value in selecting a firm with lower
quality product or service for short term interactions, ceteris paribus. However, these organizations may
still be viewed as potential transaction partners for more relationship-oriented or long-term transactions.
A reputation for compatibility is likely to influence such relationships as joint ventures (Dollinger,
Golden, & Saxton, 1997), strategic alliances and long term embedded relationships where there exists one
or more transaction-specific investments. Ganesan (1994) suggests that long term relationship
orientations are likely to result from a perception that joint outcomes are independent. This necessarily
involves trust, which results from a willingness to rely on that exchange partner’s reputation for fairness
and honesty (Ganesan, 1994). Therefore, other organizations may choose a long term transaction partner
that has a lower reputation for capability as long as there is high compatibility and a strong expectation
that the transaction partner is trustworthy and will not engage in opportunistic behavior.

DISCUSSION AND FUTURE DIRECTIONS
Our intention in this paper was to address the gap in our knowledge regarding unfavorable or
negative reputations. Because there was a dearth of literature on negative organizational reputations, we
utilized theorizing from the literature on reputation and supplemented it with arguments and findings
distilled from marketing, economics, sociology and social psychology in order to examine the
dimensionality of reputation construct as it relates to unfavorable reputations, as well as the manner in
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which these dimensions influence the ways that unfavorable reputations are built, and how they may
influence organizational interactions with external constituencies.
We make several specific arguments. First, in order to fully understand the differences between
favorable and unfavorable reputations, the perceived quality dimension defined by Rindova and
colleagues (2005) can conceptualized as two separate dimensions; capability, the ability to produce
quality goods and compatibility, the degree to which an organization is perceived to be likely to behave in
ways that are consistent and congruent with the observers’ goals and interests. We argue that this
distinction is important, not only because it enables us to distinguish between the signaling-theory driven
reputation literature that examines perceived quality and performance (e.g., Milgrom & Roberts, 1986;
Shapiro, 1982, 1983; Spence, 1974) and the more game-theoretic literature on reputation that examines
behavioral tendencies (e.g., Kreps & Wilson, 1982; Milgrom & Roberts, 1982; Rosenthal, 1981), but also
because it has significant implications for how unfavorable reputations are built and destroyed, and what
types of social interactions and transactions are facilitated by different combinations of judgments of
unfavorability along those dimensions.
We suggest that the capability dimension of reputation is likely to have a differentially strong
impact on building favorable reputations and that the compatibility dimension of reputation is likely to
have a differentially strong impact on unfavorable reputations. Organizations build perceptions of
capability by demonstrating ability above a certain threshold, and once that threshold is met perceptions
of ability are likely to be relatively durable. In contrast, positive assessments of compatibility require a
continuous, long term flow of consistent information demonstrating decision-making that conforms to the
desired values and priorities of the observer. Once established, a favorable judgment of compatibility is
also likely to be fragile as any new informational cues that demonstrate a lack of alignment in values or
priorities between the organization and the focal observer will contribute to the destruction of a
previously positive evaluation. We also suggest that new signals that refute the organization’s positive
capability assessment are likely to be seen as reflecting their unwillingness to perform at their ability
levels or external environmental factors, as the organization had previously established that they had the
ability to meet high quality standards. As a result, cues that might suggest declines in capability are likely
to have a differentially large negative impact on judgments of compatibility than on judgments of
capability. Finally, we argue that while being judged as high on both capability and compatibility
dimensions is most desirable, a judgment of high capability, in the absence of high compatibility, is still
likely to facilitate short-term, spot market transactions and the converse is conducive of more long-term
relationship oriented transactions.
There are several implications of this research for the study of reputation. At the most general
level, this paper argues for an emphasis on the full range of reputational outcomes. Existing research has
emphasized the benefits that accrue to firms that possess positive reputations (e.g., Dollinger et al., 1997;
Hall, 1992, 1993; Shamsie, 2003) rather than consider the consequences for organizations that have a
negative reputation. Previous research has, perhaps inadvertently, truncated examinations to the positive
end of the scale. Our research suggests that there are key differences in the combinatory dimensionality of
positive and negative reputations.
Our model also argues for and develops a framework that promotes an increased emphasis on the
process of how reputations change. Whereas previous research on reputation has emphasized the
outcomes and consequences of having a particular reputation, we argue that it is also important to
understand how reputations themselves may change. For example, we argue that the capability and
compatibility dimensions of reputation react differently to new information. Firms with a negative
compatibility reputation derive less reputational benefit from new positive informational cues than firms
with a negative capability reputation. Additionally, the reputation of firms with a positive compatibility
reputation will be revised much more strongly in reaction to contradictory signals than those with a
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positive capability assessment. Finally, the absence of new information is much more reputationally
detrimental to firms with a positive reputation than a negative reputation. By emphasizing how the
capability and compatibility dimensions of reputation grow and decay, we only begin to explore the
dynamics of reputational change, and suggest that this may be a fruitful avenue for future reputation
research, as this may have a practical relevance to organizational managers interested in accumulating,
protecting, and/or repairing their organization’s reputation.
One key concept that relates to how reputations change is the current state of a firm’s reputation.
We argue that equivalent cues may differentially impact a firm’s reputation depending on its current
reputation and the valence dimension in question, and that stakeholders use the firm’s existing reputation
as a filter through which to assess subsequent information. Although this notion is somewhat implicit in
the extant reputation literature and similar arguments are prevalent in the literature on status (see e.g.,
Merton, 1968; Podolny, 2005), our paper represents, to the best of our knowledge, the first to explicitly
explore how this may impact how informational cues are converted into reputational outcomes. The
implication is that some of the important mechanisms of reputation may be masked in cross sectional
studies of reputation, and thus we suggest the need to consider the antecedents and consequences of
reputation over time.
These ideas also have a practical relevance to organizational managers interested in
accumulating, protecting, and/or repairing their organization’s reputation. Although the accumulation of a
positive compatibility reputation may be difficult at first (Fombrun, 1996), we suggest that doing so
should become easier over time. Specifically, we argue that developing this positive compatibility
reputation is a slow process at first, but as the firm accumulates positive reputation and organizational
audiences begin to interpret further signals through the lens of a positive reputation, the positive benefits
should begin to escalate. In order to protect an organization’s existing positive compatibility reputation,
however, organizational managers will need to constantly send signals as a form of maintenance in order
to keep the reputation from decaying (e.g., Lang & Lang, 1988), as well as guard against even the
slightest inconsistent behavior. However, for organizations seeking a quick gain in reputation, it may be
best to focus on their reputation for capability as this dimension is more easily established. Those
organizations might attempt to establish a track record of consistent behavior through a series of shortterm market transactions, in order to begin the long and arduous process of building a positive reputation
for compatibility.
Table 1: How Capability and Compatibility Assessments
Combine into Overall Evaluations of Favorability
High Capability
Low Capability
High
Favorable
Neutral
and
Compatibility
Reputation
Malleable
Reputation
Low
Ambivalent and
Highly
Compatibility
Persistent
Unfavorable
Reputation
Reputation

Appendix A: Definitions of reputation across streams of reputational literature
Below we provide brief summaries of how reputation is defined in the economic, sociological,
marketing, and organizational literatures.
Economics. The economic literature on reputation has generally used arguments from signaling
theory (e.g., Milgrom & Roberts, 1986; Shapiro, 1982, 1983; Spence, 1974) and/or game-theory (e.g.,
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Kreps & Wilson, 1982; Milgrom & Roberts, 1982; Rosenthal, 1981). While these literatures both focus
on information asymmetries and are often used together, there are some differences in both the manner in
which reputation is defined, as well as in the types of research questions that these literatures examine.
The signaling literature defines reputation as consumer expectations of directly unobservable product
quality (e.g., Milgrom & Roberts, 1986; Shapiro, 1982, 1983) and uses mathematical proofs to focus on
such questions as when a firm’s reputation might impact buyer choices. Many of the signaling theory
papers also draw upon Nelson’s work on search and experience goods (1970, 1974) to make a distinction
of how the nature of the product or service might impact the usefulness of reputation as a signal. The
game theoretic literature, on the other hand, defines reputation as expectations about a firm’s behavioral
tendencies, with the notion that the behavioral tendencies are directly reflective of the firm’s underlying
utility function and payoff structure (e.g., Kreps & Wilson, 1982; Milgrom & Roberts, 1982; Rosenthal,
1981). Rather than examining buyer behavior, however, game theoretic literature generally focuses on
such things as market entry and predation (e.g., Kreps & Wilson, 1982; Milgrom & Roberts, 1982).
Sociology. The sociological literature has also defined reputation in two different ways. One
stream, based on social exchange theories, defines reputation in a way similar to game theorists by
conceptualizing them as attributions of behavioral tendencies based on past behavior. Examples of this
type of study include Raub and Weesie’s (1990) examination of how reputations might impact ongoing
social interactions and Kollock’s (1994) lab study of how exchange patterns might emerge under
conditions of uncertainty. The majority of the reputational studies in sociology have tended to define
reputation as social or collective memory, however, and has viewed the construction of a reputation as a
political process, where stakeholders engage in a variety of activities to try to shape the collective
understandings and remembrances of particular individuals (see e.g., Olick & Robbins, 1998 for a
review). Hence, scholars have examined such topics as why some reputations may survive posthumously
(Lang & Lang, 1988), how and why reputations may change over different time (e.g., Bromberg & Fine,
2002; Schwartz, 1991), how reputations may impact choice of intellectual predecessors in science
(Camic, 1992), and the role of reputations and reputational leaders in various movements (e.g., Fine,
1999; Gamson, 1966; Jansen, 2007), as well as a host of studies on negative, or what Fine calls “difficult
reputations” (e.g., Bromberg & Fine, 2002; Ducharme & Fine, 1995; Fine, 1996, 2002). Unlike both the
economics and marketing literatures, the interest at the organizational level has been in examining status,
or social rank, rather than reputation (e.g., Phillips & Zuckerman, 2001; Podolny, 1993, 1994, 2001;
Shrum & Wurthnow, 1998), and thus the sociological literature on reputations has tended to be at the
individual level.
Marketing. The marketing literature draws on both economic models of signaling (both of quality
and of behavioral intentions), as well as social psychological literature on attitude formation and change.
As might be expected from the diverse sources from which it draws inspiration, reputation has been
defined in several different ways. Some have defined reputation as generalized positive evaluations
(Campbell, 1999) or global perceptions of esteem and regard (Weiss, Anderson, & MacInnis, 1999),
while others have defined reputation as perceptions of behavioral tendencies such as fairness and honesty
(Ganesan, 1994), competitiveness and aggressiveness (Prabhu & Stewart, 2001), or even as an antecedent
or even a proxy for credibility based on such things as prior experience and success (e.g., Bearden &
Shimp, 1982; Goldberg & Hartwick, 1990; LaBarbera, 1982; Shimp & Bearden, 1982). Similarly, the
research questions examined tend to be varied as well, with some focusing on advertising credibility and
purchase intentions by customers (Bearden & Shimp, 1982; Campbell, 1999; Goldberg & Hartwick,
1990; Shimp & Beardern, 1982), while others focus on the management of relationships between the firm
and its retailer (Ganesan, 1994) or external sales representative (Weiss, Anderson, & MacInnis, 1999),
and still other on competitive dynamics (Prabhu & Stewart, 2001).
Organizational. While many of the studies on reputation in the organizational literature have built
upon the economic literature as a foundation (see e.g., Clark & Montgomery, 1998; Dollinger, Golden, &

35

Saxton, 1997; Rhee & Haunschild, 2006; Weigelt & Camerer, 1988), organizational researchers have
tried to make the concept of an organizational reputation their own by infusing it with elements from a
variety of streams of reputation research (e.g., Fombrun & Shanley, 1990; Roberts & Dowling, 2002), as
well as other theoretical traditions. For example, several authors have brought in arguments from
institutional theory (e.g., Deephouse & Carter, 2005; Love & Kraatz, 2006; Rao, 1994), and recent
treatments have tried to distinguish between the roles of reputation versus status in impacting
organizational outcomes (e.g., Jensen & Roy, Forthcoming; Washington & Zajac, 2005). In doing so, the
organizational literature has treated reputation as a multidimensional construct that captures the
evaluation of an organization by its publics regarding its “relative success in fulfilling the expectations of
multiple stakeholders” (Fombrun & Shanley, 1990: 235).

Appendix B: Comparison with related social evaluation constructs
Status. Status refers to an organization’s agreed-upon social standing or rank (e.g., Jensen & Roy,
Forthcoming; Washington & Zajac, 2005). Studies of status are based on network theory, and as such,
status is based on the patterns of affiliations possessed by an organization as well as its overall centrality
in the social networks (e.g., Podolny, 1993, 1994, 2001). This means that status tends to be measured on
the positive end of the scale and ranges from low to high. High status organizations are able to gain
preferential interpretations of their statements and actions by other social actors (e.g., Benjamin &
Podolny, 1999; Merton, 1968).
Celebrity. Celebrity, on the other hand, refers to a combination of attention and positive
emotional responses from organizational publics (Rindova, Pollock, & Hayward, 2006). The sociology of
media (e.g., Gamson, Croteau, Hoynes, & Sasson, 1992) forms the theoretical basis for celebrity, and
celebrity is garnered through media stories, with the notion that either over- or under-conformance to
normative practices will create drama and attract attention. By definition, celebrity is confined to the
neutral to positive end of the scale, although infamy may represent the negative counterpart to celebrity,
where there is attention but a negative emotional response from organizational publics (Rindova, Pollock,
& Hayward, 2006: 51). By gaining celebrity, organizations are able to gain something akin to
idiosyncracy credits (Hollander, 1958), where they are able to defy convention and engage in actions that
would not be considered acceptable by other social actors.
Legitimacy. Legitimacy refers to the perception that an organization’s actions, practices, and
structures are “desirable, proper, or appropriate within some socially constructed system of norms, values,
and definitions” (Suchman, 1995: 574). The notion of legitimacy comes from the neoinstitutional
literature (e.g., DiMaggio & Powell, 1983), and an organization tries to gain legitimacy by demonstrating
normative fit. While some authors have treated legitimacy as dichotomous, others see it in terms of
degrees of legitimacy (e.g., Phillips & Zuckerman, 2001). Organizations that are viewed as legitimate
gain preferential access to resources (e.g., DiMaggio & Powell, 1983).
Trust and trustworthiness. The concept of trust refers to a dyadic belief that an exchange partner
will behave in a benevolent and benign manner toward oneself, and hence trustworthiness refers to the
extent to which an organization can be trusted (e.g., Ganesan, 1994; Kramer, 1999; Lewicki, McAllister,
& Bies, 1998). Trust comes from the social exchange literature in sociology and is developed through
dyadic interactions, although it is also facilitated by a firm’s reputation (). There can be degrees of both
trust and distrust (e.g., Kramer, 1999; Lewicki, McAllister, & Bies, 1998, and trust enables and facilitates
social exchange by enhancing ones attractiveness as an exchange partner (e.g., Molm, Takahashi, &
Peterson, 2000).
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Social Capital. Social capital refers to the “sum of the actual and potential resources embedded
within, available through, and derived from the network of relationships possessed by an individual or
social unit” (Nahapiet & Ghoshal, 1998: 243)13. Social capital is based on both social exchange and
network theories and is based on the structure of relations in the network and the norms, obligations, and
expectations that emerge from that structure (e.g., Coleman, 1988; Portes, 1998). Hence, social capital
can range from negative to positive, and firms possessing social capital are able to access a variety of
resources that may not be available to actors who are not in a similar network or not in a similar position
within the network (Portes, 1998).
Stigma. Stigma refers to a perceived linkage to a negatively evaluated category (e.g., Goffman,
1963) and comes from labeling theory (e.g., Erickson, 1962; Kitsuse, 1962; Scheff, 1974). Labeling and
social control form the social basis for stigmatization (e.g., Ashforth & Humphrey, 1996; Link & Phelan,
2001), and stigma can range from neutral to negative end of the scale. The outcomes of stigma include
denigration, disassociation, and sanction by other social actors (e.g., Crocker et al., 1998; Goffman, 1963;
Kurzban & Leary, 2001).
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