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Evaluating the Impact of Complaints on Firms’
Idiosyncratic Risk: The Roles of Valance and Channel

Baogiang Zhan @, Yongli Li®, Chuang Wei @, Chong Wu @, and Eric W. T. Ngai @

Abstraci—Firms increasingly rely on the third-pariy platforms
o manage customer complaints. In this article, we explore the im-
pact of complaints on firms” idiosyncratic risk by considering both
the valence and channel characteristics of complaints. Through
textual analysis, complaints are categorized into four types based
on the intersection of two dimensions: the valence (mild or severe)
of the complaint and the channel (firm or platform) through which
the complaint is ledged. Empirical analysis is conducted to test the
hypotheses. The results reveal that firms' idiosyncratic risk rises
after severe complaints but decreases after mild complaints. More-
over, while mild platform-channel complaints increase risk, severe
platform-channel complaints reduce risk. This study highlights
the disparate impacts of the channel and valence of complainis
on manufacturing amnd service firms. This research contributes
o the literature on online complaints and the marketing-finance
interface, offering valuable insights for firms seeking to mitigate
their idiosyneratic risk through complainl management strategies.

Index Terms—Complaint channel, complaint valance, idiosyn-
cratic risk, online complaint, textual analysis.

. INTRODUCTION

N TODAY'S today's business landscape, firms have moved
beyond traditional brick-and-mortar retail and embraced
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multiple channels to reach their customers, including official
channels (e.g., official websites and apps) as well as third-party
e-commerce platforms (e.g., Amazon and T-Mall) [1]). Cus-
tomers can purchase products through diverse online channels;
once a product or service faillure occurs, customers may choose
1o voice their complaints against the firm or against the platform
through which they made their purchase. In general, firms ef-
fectively addressing complaints and satisfying customers can
yield auspicious financial ouicomes, such as increased siock
returns [ 2], reduced equity cosis [3], and optimistic siock rec-
ommendations [4]. However, when firms are overwhelmed by
countless complaints, they may experience unbearable burdens
and detrimental consequences [5].

According to statistics from the Consumer Financial Pro-
tection Bureau, 1 292 361 complaints were posted online in
2023, representing a 61.61% increase from the previous year."
This surge in complaints poses a substantial threat to financial
performance, amplifying firm risk [6]. The proliferation of social
media has accelerated the spread of customer complaints across
the Internet. Negative word of mouth about a firm can quickly
reach a broad audience, severely damaging the firm's reputation
[7]. Such reputational damage, in turm, negatively impacts busi-
ness performance and introduces uncertainty regarding future
development. In addition, an excessive number of complaints
can trap a firm in a vicious cycle of addressing complaints
and attempling to satisfy customers, impeding the firm's ability
to focus on product or service improvement and resulting in
significant financial losses [8].

The literature identifies some positive effects of complaints
[9]. [10]. For instance, incorporating humor into complaini
responses can enhance the positive feelings perceived by cus-
tomers [ 1 1], Complaints can strengthen customers’ connections
with a brand and increase their intention to repurchase [9]. These
studies indicate how crucial customer emotions are to positive
complaint outcomes. However, another crucial but overlooked
factor is the complaint channel. In the digital market, customers
exhibit different behaviors across different channels, which
influence both their purchasing and complaint behaviors [ 12].
Unfortunately, convincing evidence on whether the complaini
channel contributes to the dual effects of complaints is lacking.

Firms® idiosyncratic rnisk, defined as the volatility of firms’
stock retwrns driven by their actions, such as marketing or
management practices [13], is a key metric for assessing

! Seatistics from the Consumer Financial Protection Bureau can be found at
hitps:Afwwow. consumerfinance. govidata-rescarch/consumer-complaints’
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