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Research Objective

2

 Examine the spillover effects of high-profile environmental 
lawsuits on industry peers
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Motivations
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 It’s important to understand how to induce firms to cut pollutions.
 Litigation can be an effective deterrent 
 The effect of litigations extends beyond the sued firm

– No evidence on the spillover effects of environmental lawsuits

 The increasing awareness and public scrutiny of environmental 
issues has led to heightened litigation risk for public companies.
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Research questions 
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 In response to industry leaders’ high-profile environmental 
lawsuits, do industry peers
 Cut chemical releases? 
 Increase pollution-related disclosures?
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Identifying industry leaders’ high profile 
environmental lawsuits
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 Data source: the Federal Judicial Center (FJC) database, 
supplemented by Audit Analytics and the Climate Change Litigation 
database (Columbia Law School).
 1,185 environmental lawsuits with public firms as the defendants in the 

period of 2003-2020.
 Industry leaders 
 revenue ranked as top 5 in the 4-digit SIC industry

 High-profile lawsuits 
 size-adjusted CAR in the [-10, +1] window surrounding the lawsuit filing 

date (day 0) is -5% or lower
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Sample selection of  environmental lawsuits 
(Table 1, Panel A) 
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Descriptive 
Information of  
the 
Environmental 
Lawsuits
(Appendix A) 

7



SMU Classification: Restricted

Prior related research 
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 Prior research on environmental litigation
 Karpoff et al. (2005): firms that violate environmental laws suffer 

significant losses in market value
 Akey and Appel (2021): stronger liability protection (i.e., reduced 

liability) for parent firms leads to an increase in toxic emissions by 
subsidiaries.

 Freund et al. (2023): the adoption of universal demand laws (i.e., 
reduced litigation risk) is associated with decrease in ESG score. 

 No evidence on the peer effect of environmental lawsuits. 
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Prior related research (cont’d)  
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 Prior research on peer effects in the ESG literature
 Cao et al. (2019): shareholder-sponsored CSR proposals has spillover 

effects on peer firms’ ESG score. 
 Johnson (2020): publicizing firms’ violations of workplace safety and 

health laws improves peer firms’ labor compliance 
 Robinson et al. (2023): after a firm is sued for its environmental 

disclosures by shareholders, peer firms provide more forward-looking 
and less historical environmental disclosures in conference calls (no 
change in environmental practices). 
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Hypothesis Development
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 When a firm is sued on environmental issues, such as pollution, its peer 
firms:
 revise estimate of the litigation risk upward (Gande and Lewis (2009) support 

the industry spillover effect of litigations) 
 peer firms’ stakeholders will re-evaluate peer firms’ environmental performance

 Peer firms have incentives to improve environmental performance and 
disclosures to reduce litigation risk and address stakeholders’ concerns.

H1: Ceteris paribus, after a firm is sued for environmental issues, its industry peers 
experience an improvement in environmental performance.
H2: Ceteris paribus, after a firm is sued for environmental issues, its industry peers 
experience an increase in environmental disclosures.
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Research Design – peer firms and control firms 
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 Peer firms (treatment firms)
 Firms with the same 4-digit SIC codes as the sued firms.

 Control firms
 Firms in the same Fama-French 48 industry as the sued firms (but not in 

the same 4-digit SIC codes).
 Exclude the treatment or control firms that have environmental 

lawsuits in the pre- or post-lawsuit period (year -3~year-1, year 
+1~+3, relative to the litigation filing).

 Chemical release data: Toxic Release Inventory (TRI) program by the EPA, 
2000-2022 

 Environmental disclosure data: Bloomberg (sustainability reports, annual 
reports, corporate websites) 
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Sample selection for the chemical release and 
disclosure analyses (Table 2) 
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Research Design – DID regression 
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 Regression:

subscripts s, i, t represents the environmental lawsuit s, firm i, and year t.
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Chemical release tests (Table 4)
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 Industry peers have 
lower chemical 
releases in the post-
lawsuit period. 

 Economic significance
 peer firms experience 

a 14.1% decrease (= 
exp(-0.152) - 1) in 
chemical releases in 
the post-lawsuit 
period.
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Pollution-related disclosure tests (Table 5)
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 Industry peers 
increase pollution-
related disclosures in 
the post-lawsuit 
period.

 Economic 
significance:
 about 24% (= 

0.280/1.167)of the 
standard deviation of 
the disclosure 
measure. 
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Testing parallel trend assumption (Table 6)
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Sensitivity Tests (Table 7, Panel A)
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 Alternative measures of chemical releases 
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Sensitivity Tests (Table 7, Panel B)
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 Alternative definitions of treatment firms
 10 closest peers of the sued firm based on pairwise similarity scores in the TNIC
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Sensitivity Tests (Table 7, Panel C)
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 Alternative definitions of control firms
 control firms that share the lawsuit firm’s 2-digit SIC code
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Sensitivity Tests (Table 7, Panel D)

20

 Entropy balancing method 
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Financial performance tests (Table 8)
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 Industry peers 
experience a decrease 
in ROA, ROS, ATO  
consistent with 
increased abatement 
costs. 
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Financial performance tests for subsamples (Table 8)
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 Industry peers with higher reduction in chemical releases experience a 
greater decrease in ROA, ROS, and ATO.
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Does peer firms’ perceived environmental litigation risk 
increase in the post-lawsuit period? (Table 9, Panel A ) 
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We use pollution-
related news in 
the Reprisk
dataset to capture 
the litigation risk 
faced by firms.
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Does peer firms’ actual environmental litigation risk 
increase in the post-lawsuit period? (Table 9, Panel B ) 
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Treatment firms 
do not have a 
higher likelihood 
of environmental 
violations in the 
post-lawsuit 
period.
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Falsification tests using carbon emissions 
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 If, as argued, the results are due to environmental lawsuits related to 
chemical releases, then we would not observe similar results in peer firms’ 
carbon emission levels. 

 If the reduction in chemical releases is driven by other industry or firm 
factors, such as the pressure to improve environmental performance in 
general, we would observe a similar decrease in carbon emission levels for 
treatment firms.
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Carbon emission results (Table 10) 
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 Industry peers 
experience an 
increase in carbon 
emissions in the 
post-lawsuit period.

 Industry peers might 
trade-off between 
chemical releases 
and carbon 
emissions to reduce 
the overall 
abatement costs.
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Effect on focal firms (Table 11) 
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Focal firms – industry leaders sued for environmental issues – cut 
chemical releases, experience a decrease in financial performance 
likely due to the increased abatement costs, and increase 
pollution-related disclosures in the post-lawsuit period.
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Summary of  Results
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1) High-profile environment lawsuits induce peer firms to cut chemical 
releases and increase pollution-related disclosures in the post-litigation 
period

 Parallel trend assumption holds, results are robust to alternative measures of 
chemical releases and alternative definitions of treatment and control firms. 

2) Peer firms experience poorer financial performance, consistent with 
increases in abatement costs 

3) Confirmation tests 
 Peer firms have higher perceived litigation risks in the post-litigation period.
 Peer firms have higher carbon emissions in the post-litigation period.
 Focal firms have lower chemical releases, poorer performances, and more 

pollution-related disclosures in the post-litigation period. 
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Contributions and caveats
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 This paper documents important spillover effects of environmental 
lawsuits.
 Litigation is an important means to induce firms and peers to internalize the 

externalities of their pollutions that are harmful to the environment and 
human health.

 Caveats
 We focus on the high-profile environmental lawsuits
 Environment activities (such as abatements) are not observable to 

researchers.
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Thank you!
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Descriptive statistics (Table 3) 
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Descriptive statistics (Table 3)  
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