1. Executive summary
Due to the huge social and environmental issues faced by the world during the last couple of decades, the concept of Corporate Social Responsibility (CSR) has taken front stage in the business world by becoming the key element of sustainable competitive advantage that benefits the company, society, and environment Additionally, Business ethics are moral principles that guide the way a business behaves. The same principles that determine an individual’s actions also apply to business. Acting in an ethical way involves distinguishing between “right” and “wrong” and then making the “right” choice. It is relatively easy to identify unethical business practices. However, is unethical equal to illegal? Some unethical actions in business usually utilize utilitarianism to justify themselves.

  This report will base on the famous event of Volkswagen emission scandal. This report can be divided into four parts, introduction, main findings, conclusion and recommendation. First of all, the introduction states the background information of Volkswagen emission scandal. Secondly, the main finding chapter will critically analyze utilitarianism and CSR as well as regulations. Thirdly, conclusion chapter shows lessons and deep thinking about this scandal. The final part is the recommendations, which provides future development suggestions.
2. Introduction

2.1Volkswagen emission scandal

In September 2015, news broke that the Volkswagen Group ，which also includes Audi, Porsche, and Seat and Skoda in Europe – had been cheating emissions tests by installing a “defeat device” in over 11 million cars worldwide, 8.5 million of those in Europe. The software was designed to mask the emissions of nitrogen oxide, which can cause or worsen respiratory disease and has been linked to the premature death of around 23,500 Britons each year. (Hotten, 2015)

2.2 Is VW – The Sustainability golden child? 

Before the scandal, VW is considered to be the most responsible business to the sustainable world and claiming the top spot in the Dow Jones Sustainability Index.  VW did not disappoint the reader of latest the annual report on highlighting itself as a most sustainable business. (Rifkhan, 2017)“Our pursuit of innovation and perfection and our responsible approach will help to make us the world’s leading automaker by 2018 – both economically and ecologically.”  

(Sustainabilityreport2014.volkswagenag.com)
  In general, is the company’s ecological leadership in 2018 a myth or reality? Is business running responsibly to its society and environment? These are the two important questions to be answered by VW’s management after the scandal. However, the company had to take more actions towards ecological leadership with more transparency and responsibility instead of statements. (Rifkhan, 2017)

3. Main Finding

3.1The Failed law and regulation

In the wake of the scandal, blame has been placed on Europe’s permeable regulatory methods, which currently allows manufacturers to control and manipulate emissions tests for their own benefit, rather than being evaluated by a third party. The EU, who has recently faced severe criticism for being too scared to take on the force of Germany’s car industry, has now announced plans to implement stricter testing. However, negotiations are likely to take months, or perhaps years, for lawmakers in every EU nation to agree on new legislation. (the Guardian.com , 2015)

3.2 Company Action Plan
VW have been taking emergency steps in order to rectify the situation as best they can. Volkswagen has set aside $15 billion to settle claims within the United States. Additionally, the company has multiple courses of action available for their consumers based on the make, model and year of the affected car, as well as the type of ownership. (Robinson, 2016)

What has caught the attention of many criticizers, however, is despite VW’s admission to cheating in the U.S., the company argues that it has done nothing illegal under EU law, where emissions regulations are nowhere near as stringent as in America. VW has agreed to pay compensation of $1000 to the owners of each of the 500,000 affected cars in the U.S., but refuses to do the same for the 8.5 million cars affected in Europe, where they will only remove the device. (Rhodes， 2016)

New regulation

A new law to avoid a repeat of Volkswagen Group’s diesel emissions scandal has been approved by the European Union (EU). This gives an independent regulatory tool, the European Commission, more authority over the approval of car models across Europe. The reform also means vehicle manufacturers must disclose software procedures because the Commission seeks to tackle cheating technology such as that used by Volkswagen. The legislation was passed this week by the European Parliament and makes the Commission more akin to the US's Environmental Protection Agency (EPA). The move is one of the severest reactions since the scandal broke in 2015. (Burgess, 2018)

Utilitarianism: a protection for Volkswagen’s immoral 

From a utilitarian point of view, VW would look at the outcomes. More emphasis would be placed on the benefits rather than bad ones. This theory states that actions are right if they tend to produce happiness for the greatest number of people. Higher performance vehicles would certainly please the masses and the healthy sales would please all employees. These outcomes would be weighed with greater importance that the pain of those fewer people who will develop respiratory issues as a result, especially if no laws are being breached. With this approach, VW could attempt to reconcile their actions with their values. A problem with utilitarianism and an issue VW would face with their reconciliation is that it does not take into account how to objectively weigh these outcomes. As a theory with no socio-political commitments or sympathy for particular groups of people, it does not consider the severity of the health conditions of the minority. Therefore, it may be a useful theory for VW on which to base their defense. (Lynch， 2016)

The reality is that VW will not do itself any favors on the social responsibility front by hiding behind a legal veil. Their admission of wrongdoing with subsequent recalls and compensation payouts in America, where they hold a relatively small market share, will not do much damage to them. The same admission in Europe would have drastically worse effects to VW’s reputation and cash flow. But arguing that EU restrictions on emissions testing provide more freedom to fudge the numbers is not an acceptable excuse for polluting the air at 40 times the level they claim, while seeming to only be concerned with protecting their financial interests.（Markowitz, 2017）

Business writer Leon Kaye claims “the lately trend in CSR has been to focus more on goals and aspirations, and less on tangible results. This breeds a corporate culture in which a few people think they can do whatever they please as long as they style it well and say the right things. A utilitarianism might be beneficial to the board of directors at VW Group, but in all truth, it would not be a satisfactory justification for the media, for the government regulators, and most importantly, for the consumers. (Howard, 2017)
3.2 CSR
There are hundreds of definitions for CSR. The best one comes from the International Organization for Standardization’s Guidance Standard on Social Responsibility, published in 2010. It says: 

“Social responsibility is the responsibility of an organization for the impacts of its decisions and activities on society and the environment, through transparent and ethical behavior that: Contributes to sustainable development, including the health and the welfare of society Takes into account the expectations of stakeholders Complies with applicable law and consistent with international norms of behavior, and Is integrated throughout the organization and practiced in its relationships.”（Rifkhan, 2017）

3.3 Narrow view of CSR

Milton Friedman proposed a guiding principle for business ethics, titled: The social responsibility of business is to increase its profits’:

…there is one social responsibility of business to use its resources and engage in activities designed to increase its profit so long as it stays in the rules of the game, which is to say, engages in open and free competition, without deception or fraud.(Freidman, 1962)Therefore，the key point of Friedman’s theory is the maximization of profit.

There is a myth in finance that a company's goal is to maximize shareholder value. The myth believes that investors care only about the stock price, and not the impact on society. Perhaps this myth was behind VW's decision to install "defeat software" to cheat on emissions tests. Shareholders' judgment of this move was evident from the immediate market reaction, which saw the share price drop by a third, wiping billions from VW's value. Clearly, unethical behavior destroys share value. Corporations must balance shareholders' desire for rising earnings with the dual objectives of looking after other stakeholders (such as employees) and respecting the environment. (Bansal, King, Seijts, 2015)

3.4 Wide view of CSR

As Freeman stated: “Every business creates, and sometimes destroys, value for customers, suppliers, employees, communities and financiers. The idea that business is about maximizing profits for shareholders is outdated and doesn’t work very well, as the recent global financial crisis has taught us. The 21st Century is one of ‘Managing for Stakeholders’. The task of executives is to create as much value as possible for stakeholders without resorting to tradeoffs. Great companies endure because they manage to get stakeholder interests aligned.”(Freeman, 1984)

This theory states that the shareholders are the owners of the company, and the firm has a duty to put their needs first, to increase value for them. Stakeholder theory argues that there are other parties involved, including employees, customers, suppliers, financiers, communities, government, political groups, trade associations, and trade unions. (Mitchell, 1997)
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VW’s stakeholders include analysts and investors, employees, customers, neighbors, suppliers, partners, politicians, public authorities, scientists and non-governmental organizations – a network of relationships that grows with market presence.. VW needs go back to understand and prioritize its stakeholders and their expectations. Only after a thorough stakeholder analysis through stakeholder matrix, their expectations and a prioritization or re-prioritization of such stakeholders, will VW straighten out its broader mission and vision going forward. This will take years and will be a major effort but without it this analysis, it will not be able to compete successfully in the global marketplace. (Sustainabilityreport2014.volkswagenag.com)
3.5 The failed CSR of Volkswagen

  The Volkswagen case represents above all an absolute failure in terms of Corporate Social Responsibility (CSR). The company deliberately set out to design a means to circumvent emissions control—a stratagem known at the highest levels—with the aim of giving the company an unfair advantage over its competitors that made it the world’s number one car maker, in large part on the basis of its supposedly environmentally friendly cars; meanwhile it was poisoning the planet. (Rhodes, 2016)

The Volkswagen case shows in stark contrast that we must reinvent CSR. The people who head these departments must be made responsible for their companies’ actions, even if that means going to jail. These people will have to be very well paid in return for assuming this responsibility, as well as having budgets that will allow them to develop systems to find out what really goes on in their companies. The Volkswagen crisis highlights the failings of capitalism, of a system that has closed its eyes to the reality of the future, and a clearly unsustainable future. (Dans, 2015)

  In short, CSR of VW has failed. What has happened at Volkswagen is so important, so real, that it should spark companies to rethink their priorities and just what the job of their CSR department is. They need to ask themselves if something like this could happen in their company, because the answer may well be yes. They need to ask if their company is prepared to cheat, lie and kill people in return for the kind of profits that Volkswagen has made. They need to ask if their board of directors is as irresponsible as Volkswagen’s. (Hotten, 2015)

3.7 Analysis 

While VW scrambles to deal with the immediate crisis by deploying its crisis management, legal and public relations experts, there are a number of critical things that VW, its supervisory and its management must focus on immediately and into the medium and longer term future, including:

One of the first things that must be tackled is a SWOT analysis of who, what, when, why and how of this case. But VW management need to go a step farther and gather the lessons carefully, and apply them systematically on eradicating the root causes of this trust issue gone wrong.(Robinson, 2016)

Finance and sustainability are not incompatible but aligned. Business leaders need to focus not only on shareholders but also on society and the planet. This alignment will ensure that economy is balanced, healthy, and sustainable for the long term. VW's efforts were clearly focused on short-term profits; they were not focused on the long-term health of the company's brand, its customers, or the environment.(Sacconi, 2012)

  Financial sustainability is about resilience. Sustainable businesses can survive whether from financial crises or natural disasters. This resilience comes from strong relationships with their employees, their communities and the environment. Sustainable businesses ensure their long-term success. Volkswagen's actions represent the violation of sustainability. It is difficult to imagine how VW's managers could think these actions would help their organization to thrive in the long run. Consciously deceiving regulators and consumers may have served their immediate needs, but it compromised the needs of future generations. (Fielkow, 2015)

 It’s obvious that VW and its management ignore the importance of reputation risk and the underlying risks have not been properly managed in advance. Consequently, the reverberations of the alleged fraud and environmental violations will be amplified and cost VW far more in both intangible and tangible ways if it is found that these risks were not properly managed and/or specifically ignored. (George, 2016)
Did VW fall due to emission scandal?

Friedman stated that if an organization is ‘bad’ then the market would fix this with costumers choosing to purchase from competitors (like Toyota). However, Volkswagen has returned to profitability for the year, based on strong sales in China. For the first six months of the year, it was the world’s largest automaker, taking the crown from Toyota. (Vincent, 2016) According to a survey of more than 400 current TDI owners by car shopping site CarGurus.com, 21 percent say they will not buy another Volkswagen, though a surprising 43 percent say that they would. (Vincent, 2016)

Volkswagen has now reported a year-over-year sales increase in 11 of the last 12 months. So far this year, its sales are up 9.4 percent — more than any other non-luxury auto brand, according to the research firm Autodata. But VW sales have still not returned to the level achieved before the diesel scandal erupted two years ago, when American dealers were selling more than 30,000 cars a month. But the resurgence is striking in a year when car sales nationwide are declining. (Boudette, 2017) All of this indicated that it’s not truth that the market and customers will fix the ‘bad’ thing VW did. Additionally the internal change and external regulation is vital to achieve CSR and avoid scandal again.

 4. Conclusion
While it’s true that environmental air quality is a good cause to work toward and could provide VW with a sense of purpose, the purpose motive is easily cancelled out when economic and emotional pressures are strong. Volkswagen is a classic example of the unethical case. What can be done when organizations like Volkswagen are corrupt at the top? If Volkswagen wishes to regain their former reputation as an environmentally responsible manufacturer – and status as a sales leader, not to mention – there must be commitment to the cause, no matter the legal allowances. They must make real change towards their corporate values and they must make honest transparency a priority. The ideal of corporate social responsibility is that measures are taken because it is the right thing to do regardless of mere business interests, not because it is the least possible requirement to pass a test. 

5.Recommendation

In order for Volkswagen to gain back the trust of their consumers, stakeholders and the government, VW need to be more honest and transparent about the details of their current and future cars. This could involve publishing detailed reports about the cars that include tests and information collected by a third party in order to verify the authenticity of the data. The yearly government check-ins would also be justifiable. 

Transparency is essential. The VW board should reveal all the findings of its legal and accounting reports and make them public immediately. It is far better for the board to reveal them rather than waiting for political bodies, the media, or the courts to extract this information. By vigorously investigating its own actions and transparently sharing the findings, the organization begins to rebuild the credibility necessary to return to business. 

5.self-reflection
The reason why I paid more attention to VW scandal is my father, who is loyal fans to VW. I noticed that my father didn’t care the defeat devices at all. Moreover, no actions were taken to remove the defeat device at all, which surprised me. Therefore, I already have an interest to research VW scandal not only because the huge bad impact it caused but also it’s related to my father’s favorite car. Fortunately, Caroline’s lecture and assignment impart me the opportunity to research this. Before my assignment writing, I have read a lot of journals about this scandal for understanding this scandal from different view. I felt sorry for the weak regulation, which contributed to the VW’s bad action to hurt environment and people’s health. Besides, I also learned to utilize theory such as utilitarianism and CSR to analyze this scandal and consider this scandal critically. Most importantly, the lesson that deserves later business to learn and I also analyze how VW is able to rebuild its public trust and reputation for future development in CSR and business.

However, I concede that VW wants to compensate and improve even they only admitted the compensation in US, which also proved the power of VW and the weak regulation is EU.I think this deserves further research. I feel further research to VW and related theories is essential after I accomplished my assignment and I need to improve my academic writing next time as well. I tried thinking critically when I’m writing this report and hope it’s successful. Anyway. I feel more confident to persuade my father to change the defat device after I come back to China.
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