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[bookmark: _Toc99140002]Executive Summary

The CIPD (2020) describes organisational culture and development as an important concept which is centralised towards the Human Resource’s department. Culture is underlying beliefs, values and principles which serve as the basis of a management system, it also gives employees a way to understand their organisation. Assessing the culture often will enable managers to discover how values affect the standard of customer service and engagement of staff.

This report is centralised around VW AG, who are the parent organisation of the VW Group. They are also the parent company of nine brands including, Skoda, Seat and Audi. They are currently the Worlds 2nd biggest car manufacturer, selling around 10 million cars a year (IDA, 2018). VW’s HR services help support the nine brands and have interests in resourcing, learning, operations, and internal communications within the brand (VW Jobs, n.d). 

During September 2015 VW were discovered to have fitted a ‘defeat device’ within their vehicles to give incorrect emission readings. Without the device, cars were found to emit 40 more nitrogen oxide pollutants than legally permitted. It resulted in more than 11 million cars being recalled Worldwide, costing VW $35 billion in fines as well as a damaged reputation (Colvin, 2020). The result of this device being fitted is believed to have started the operation company culture, which was initiated by former CEO Martin Winterkorn.  Former executives found his management style was fostered by ‘distance, fear and respect’ with meetings described as ‘unpleasant, loud and quite demeaning’ (Cremer et al. 2015). This alongside the cultural operation of VW’s supervisory board, where representatives of the board who shared a common goal to protect jobs allowed the CEO ‘free reign’ provided jobs were delivered. It was concluded that VW would need to develop and change organisational culture by breaking down cultural barriers for employees, so they can give informed opinions, and adapting organisational structure to include outside sources to help provide important business decisions. Recommendations for HR improving culture, moving forward, include developing a new HR practice culture to repair relationships with those affected by the scandal and to develop a culture where VW employees are perceived as ‘Earth Savers’, not as rule breakers. Finally, in the event of a new CEO, VW will allow the development of HR, by making VW more  streamlined, decentralised, and giving more responsibility to individual brands, making it more efficient. 







1.0 [bookmark: _Toc99140003]Introduction

Chartered Institute of Personnel and Development (CIPD) (2020) describes organisational culture as an important concept, central to the role of Human Resources profession. Denison et al. (n.d) describes ‘culture’ as underlying beliefs, values and principles which serve as the fundamentals of a management system, including set management practices and behaviours. Culture is important as it gives employees a way to understand their organisation and continually assessing this important factor within an organisation will allow managers to discover how a company’s values affect the standard of customer service and influence the retention and engagement of its staff (CIPD,2020). 

 Purcell et al. (2000) states that Strategic HRM helps focus on actions that help differentiate an organisation from its competitors, by looking at resourcing long term goals such as structure, culture, and values. There is no singular strategic HRM strategy, this decision is made by the organisation according to context, culture, or objectives (Armstrong & Baron, 2002). Benefits include, increased productivity, enhanced customer loyalty and greater focus on corporate goals (Athens State University, 2021). Disadvantages include the reliability of the scheme being dependant on HR departments and HR also lacking representation at senior level.  Strategic HRM ensures that culture goals are met on a long-term basis and the organisation develops ways in which to further develop itself for employee and customer satisfaction. 

[bookmark: _Toc99140004]2.0 Organisational Overview

VW AG (PLC) is the parent company of the VW Group, which is the developer of vehicles, components as well as possessing ‘parent company’ interests in nine brands including Skoda, Seat, Audi, Porsche and Traton.  Currently VW is the World’s 2nd biggest car manufacturer, behind Toyota, selling 10 million cars per year. (IDA, 2018) and is one of the World’s largest employers in the private sector, with 662,575 people in employment (VW, 2020).  VW’s HR services help support all nine brands and aims at being the World’s best employer as well as boasting a desirable place to work by building positive experiences that help retain talent. HR in VW, covers everything from resourcing, learning and development to operations and internal communication within the brands (VW Jobs, n.d). 

VW Group are present in all markets across the World, with key sales including Western Europe, China & USA. VW Group is managed by a board of directors which include positions such as, Finance & IT, Legal Affairs and HR. Each brand within the Group, i.e Audi, is managed by a board of directors which assures self-contained development and business operations; however, it must also consider the interests of the VW group. Committees are consistently revised to ensure constant efficiency (VW – Structure, 2020) and HR structure (Automotive World, 2019).  
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Organisational culture change and development is evident in all areas of a company. It is the underlying factor of how people behave in a place of work, ethically or not. It has been increasingly discovered as an attribute which management should influence to help improve organisational performance. When things go awry within an organisation, culture can be seen as the source of the problem as well as pose for a solution (Sinclair, 1993).  

During September 2015 the Environmental Protection Agency discovered that most VW, as well as Audi and Porsche vehicles, being sold in America, had a ‘defeat device’ fitted to them which permitted the vehicle to sense whether it was being tested for emissions and cheat on required results. Without the device it was concluded that vehicles were emitting nitrogen oxide pollutants up to 40 times more than legally allowed.  After the discovery VW admitted to cheating pollution tests in the US and further revealed that 11 million cars worldwide had been fitted with this device, including 8 million in Europe. (Hotten, 2015).  VW had a chain of management command that approved fitting cheating devices within vehicles, so how was this accepted within the company culture? VW’s previous Chief Executive Officer (CEO), Martin Winterkorn was described as demanding and didn’t like failure, placing abnormal pressure on managers at VW, but the company declined to comment on who was responsible.  Winterkorn resigned after the scandal came to light in 2015 with calls from some executives that the company needed to change it’s corporate culture, streamline processes, allow communication to be open and adopt a culture whereby it was possible to argue with superiors about plans going forward (CNBC, 2015).  Five former VW executives described the management style under Winterkorn was fostered by a climate of fear, pressure, and inability to declare individual views as well as ‘distance, fear and respect’,  describing meetings as ‘unpleasant, loud and quietly demeaning’ (Cremer et al. 2015). 

Deal and Kennedy (1982) examined four distinct culture types, which were influenced by two marketplace factors which included the degree of risk associated with the companies’ key activities (Low and High) and the speed of feedback from results (Quick or Slow). Culture types included, work hard/play hard, the culture within the world of sales where employees take few risks, but maintain high levels of energy and team effort, everyone is driven to excel, feedback is received promptly.  Bet-your -company culture, is used in capital intensive industries like gas and oil, where decisions are high risk, but employees wait years before they can tell whether it paid off. There is a need to plan, prepare and preform due diligence at all stages of decision making. Process culture is where feedback is slow, and risks are low. Large retailers, banks and insurance companies maintain this culture and employees find it difficult to measure their success.   ‘Macho’, culture, featured within entertainment or sports industries, is an all or nothing culture where employees work very hard to become the stars. Teamwork isn’t appreciated and therefore can lead to an increase in turnover of staff but feedback is fast. It is evident that VW was following a ‘Macho’ culture, due to putting their ‘all’ into cheating emission tests and concluded with achieving ‘nothing’ but huge fines from Governments. Teamwork and staff views were quickly eliminated and not appreciated by the CEO and employees were made to feel fear and pressure. Executives had the inability to declare their valuable views on arising issues, which may have eliminated the development of the ‘defeat device’ and prevented the scandal. VW also took a high risk with customer trust as well as the ethics of the business culture. (Open Learn, 2022). 
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Figure 1: Deal & Kennedy’s Matrix (Open Learn, 2022).


VW’s organisational structure also caused numerous issues. All German companies have two boards, the management board led by the CEO who runs the day-to-day business of the company and the supervisory board to which the CEO reports.  However, in VW this did not work well.  VW’s competitor, BMW has a supervisory board controlling the CEO, but VW have no such authority.  The 20 members of the supervisory board in VW give nine seats to workforce and shareholder representatives and the remainder to the Porsche and Piech founding families, Qatar Investment holdings and the Government state of Saxony.   (VW AG – Executive Bodies, 2022).  Representatives from Lower Saxony and the workforce share a common goal, to protect jobs at one of the biggest employers.  Consequently, they are willing to give the CEO ‘free-reign’, providing he delivers on jobs (Cremer et al. 2015). As well as having the goal to become number one in the World, VW has a mission to provide employment to the German people, especially those in Wolfsburg, Saxony from where the highest per capita in German workforce comes. They have an uncritical view of cars and the impact they have upon the environment (Stewart, 2015). VW admitted that the emission scandal was a result of a ‘whole chain’ of failures, blaming a mindset in the company which tolerated rule breaking (Ruddick, 2015).  

Handy’s (1993) four areas of organisation culture link to structure. The Power culture can be symbolised as a ‘web’, where control is spread out from the centre, the executive, to influence employees in the organisation. It leads to quick decision making and has minimum rules and bureaucracies. Task culture is job orientated and is present in organisations where individuals work as a team and aims at ‘getting the job done’. It is flexible, however can be difficult to control.  Person culture is where the structure is built around individuals, such as barristers, who believe they are superior to the organisation in which they are employed. Individuals with this type of culture are difficult to manage. Role culture is a hierarchical structure in an organisation where employees have specific authorities to report to. Organisations rely upon the strength of individual roles and knowledge and thrive off rules and procedures, they often don’t see the need for change and if so, it takes time to implement. This is where VW represents itself, due to the specific authorities, management and supervisory boards imbedded and the individual roles which executives take on board. However, this culture is not fit for purpose, it requires redevelopment, moving forward, to focus on the correct priorities, which would involve increasing the number of independent votes and outside views in the boardroom, in the hope of changing the dynamic and operational functions of the company (Gordon, 2016). 


[bookmark: _Toc99140007]3.2 The Impact on Performance & Effectiveness

It is the decision of the CEO to handle culture and to distinguish and amalgamate within the organisation (Cacciattolo, 2014). The damming results that occurred due to the VW emissions scandal all focus from the lack of positive corporate culture and development in the leadership of Winterkorn, where he fostered fear and pressure in executives (Cremer et al. 2015), plus the organisational structure where Winterkorn was given ‘free-reign’ by board members to lead. These issues within VW contributed to the development of the ‘defeat device’ and the impact of performance it ensued.  It is believed that recalling all affected cars worldwide cost VW £4.8 billion, as well as the fines the company must endure from Governments Worldwide resulting in $35 billion (Hotten, 2015).  Stock decreased by 46%, to  $42.5 billion and is still 35% below it’s pre-scandal price. Brand reputation was damaged, in 2015 VW was the 18th most valuable brand in the world, now it is only 25TH. (Colvin, 2020).  Employees also suffered when VW announced it would eliminate 30,000 jobs, due to its overhauled operations, planning to boost profitability and shift to all electric and self-driving cars after the emission scandal, creating a new strategy in a rapidly changing car market when VW brand needed a ‘shake-up’. (BBC, 2016).  To be effective the organisation must be responsive to external environmental influences, ensuring structure and culture are readily adaptable for change (Mullins, 2007). 
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Corporate culture is seen as a key driver of success or failure, a solid culture can propel an organisation into success, but a negative culture will cause the inability to adapt to the everchanging face of businesses. Deal and Kennedy (1982) proposed one of the first models of organisational culture, this included the six-interlocking cultural areas; history, the past lays positive foundations for the future. Values and beliefs are what the organisation stands for. Rituals, ceremonies, experiences employees have on a regular basis. Stories allow employees to understand what is expected of them. Heroic figures of staff past and present whose status was elevated because they embodied organisational values. The cultural network, the informal network where most important information is often learnt. 

[bookmark: _Toc99140009]The Organisation

When changing the organisational culture, it is valuable to engage with Deal and Kennedy’s model to understand the past and how to move on. History of VW is important to understand how not to run organisational culture and developing values and beliefs of VW are important to help regain and develop trust of consumers and employees towards the organisation. The benefit of developing the culture allows the company to become streamlined and more decentralised which would give brands more responsibility, quicken the decision-making process and increase efficiency (Shah et al. 2017). 

[bookmark: _Toc99140010]The Employees 

Pre-scandal, VW was seen as rated best by employees for workplace satisfaction, then after the admission of guilt from VW this dwindled. To regain trust VW should use a strategy of openness and outreach using face to face communication internally, using Deal and Kennedy’s cultural informal network to keep staff informed of decisions and regain trust. VW employees are brand ambassadors, by equipping them with positive narrative it will allow communication from the inside out. This development could increase ratings considerably in company culture (Strauss, 2017). 


[bookmark: _Toc99140011]Other Organisational Stakeholders

Other organisational stakeholders such as suppliers who experienced a halt in production of first tier (wheels and engines) and second tier manufactures (spark plugs and engine blocks), should be declared unresponsible by a ‘heroic VW figure’ to regain their contracts back with other brands. Consumers will have a loss in vehicle resale value and loyalty towards the brand. This should be solved through the good will values of the VW brand by giving discounts on future cars or support packages to regain brand loyalty. Dealers who were first point of contact after the news broke, were receiving angry correspondence from consumers and being embroiled in the fraud, they should benefit from safety recalls, with parts and services in turn being more profitable than an original car sale (Shah et al. 2017).

[bookmark: _Toc99140012]4.0 Conclusions

Changing organisational culture is a large-scale undertaking and can be difficult due to the interlocking set of goals, processes, and communication practices already in place (Denning, 2011) and the collection of traditions, values, beliefs, and policies that contribute to the organisation also have a major impact (Mullins, 1999). Since VW’s emissions scandal in 2015 the company have been under major pressure to change the way, they operate, and their culture defines the brand. As defined by Deal and Kennedy’s (1982) six culture elements,
Winterkorn’s running of a ‘Macho’ culture in VW resulted in teamwork not being appreciated and employees were made to feel fear and pressure. VW’s organisational structure also caused numerous issues giving Winterkorn ‘free-reign’, due to the guarantee given to the board for secured jobs in Wolfsburg (Cremer et al. 2015). Handy’s (1993) ‘Role culture’ was represented within VW through management and supervisory boards, with the need to thrive off rules and procedures, even though the board was not fit for purpose and required redevelopment going forward. In conclusion the significance of Winterkorn’s organisational culture in VW caused a significant number of issues, not only for our planet’s wellbeing, but for the consumer, brand, supplier, dealer, and employee trust. In turn VW need to develop and change their organisational culture significantly by breaking down barriers for employees to give informed opinions and adapting the organisational structure to include outside sources to give a wider viewpoint on important business decisions. 

[bookmark: _Toc99140013]5.0 Recommendations to Improve Organisational Culture Change & Development 

Short Term (After the scandal)

· VW culture was clouded by fear, pressure, and the inability to express personal viewpoints. After the scandal it would be appropriate for HR to ensure a change in this culture, especially to bring VW through initial problems such as repairing damaged relationships with employees, dealerships, and stakeholders. VW need to apologise for what they have done, and the trauma people have endured.  Changing the culture will initially be achieved by changing the CEO to bring a new culture type and be continued through the practices HR pursue daily. Disadvantages of such a change include admission of cultural issues, drop in stock price, damage of brand reputation and possible employee uprising. 

Medium Term (Months After the Scandal)

· VW need to change and develop the way in which its brand ambassadors, employees, think of VW, currently they have an uncritical view of cars and the impact they have upon the environment, a possible reason why ‘Defeat Devices’ were fitted to vehicles. HR need to help develop a culture where VW employees are perceived as ‘Earth Savers’ who want to protect the earth, not as rule breakers. Issues that could occur include, rebellion of staff with strikes and loss of profits that come with a halted production line. 

Long Term (Years After the Scandal)

· Over time a new CEO of VW will allow the development of HR and the inner workings of the brand. This includes the structural culture by moving away from Handy’s ‘role culture’ - thriving off rules and procedures to allow the company to become streamlined, decentralised, giving brands more responsibility and becoming quicker in responding to decisions – making the brand more efficient. By increasing the number of independent votes and outside views in the boardroom it would also change the dynamic and operational functions of the company. Disadvantages however include initial confusion from executives of the new functions, including an uprising due to loss of control and rebellion from VW ‘family’ board members such as Porsche who have significant control within the brand. 
[bookmark: _Toc99140014]6.0 Reference List

Armstrong, M. (2002) Strategic HRM. New York: McGraw-Hill Education.

Athens State University (2021) What Is Strategic Human Resource Management? Available at: https://online.athens.edu/blog/what-is-strategic-human-resources-management/ (Accessed: 14 March 2022).

Automotive World (2019) Volkswagen: Comprehensive changes at Human Resources. Available at: https://www.automotiveworld.com/news-releases/volkswagen-comprehensive-changes-at-human-resources/ (Accessed: 15 March 2022).

BBC NEWS (2016) Volkswagen plans 30,000 job cuts worldwide.  Available at: https://www.bbc.co.uk/news/business-38023933 (Accessed: 16 March 2022). 

Cacciattolo,K. (2014) 'Understanding Organisational Cultures', European Scientific Journal, 2, pp.1-7.

CIPD (2020) Organisational Culture & Cultural Change. Available at: https://www.cipd.co.uk/knowledge/culture/working-environment/organisation-culture-change-factsheet#gref (Accessed: 14 March 2022). 

CNBC (2015) Fear and respect: VW’s culture under Winterkorn. Available at: https://www.cnbc.com/2015/10/11/emissions-scandal-vws-demanding-culture-under-winterkorn-led-to-crisis.html (Accessed: 16 March 2022). 

Colvin, G. (2020) 5 years in, damages from the VW emissions cheating scandal are still rolling in. Available at: https://fortune.com/2020/10/06/volkswagen-vw-emissions-scandal-damages/ (Accessed: 17 March 2022). 

Cremer, A. et al.  Fear and respect: VW's culture under Winterkorn. Available at: https://www.reuters.com/article/us-volkswagen-emissions-culture-idUSKCN0S40MT20151010 (Accessed:16 March 2022). 

Deal, T.E. and Kennedy, A. (1982) Corporate Cultures: The Rites and Rituals of Corporate Life.  Boston: Addison-Wesley Publishing Company. 

Denison, D. et al. (n.d) Denison Organizational Culture Survey. Available at: https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&ved=2ahUKEwjSz5-41Mb2AhXFi1wKHZdgDg4QFnoECAUQAQ&url=https%3A%2F%2Fwww.researchgate.net%2Ffile.PostFileLoader.html%3Fid%3D5628980b5cd9e3575a8b4567%26assetKey%3DAS%253A287265914933249%25401445500939827&usg=AOvVaw3-9jUGZhUgLKVRIQdo1HEe (Accessed: 14 March 2022). 

Denning, S. (2011) How Do You Change An Organizational Culture? Available at: https://www.forbes.com/sites/stevedenning/2011/07/23/how-do-you-change-an-organizational-culture/?sh=32fb5b5539dc (Accessed: 17 March 2022). 

Gordon, S. (2016) 'VW’s board needs to look in the mirror', Financial Times, 18 May. Available at: https://www.ft.com/content/76ba9a3e-1c42-11e6-b286-cddde55ca122 (Accessed: 17 March 2022). 

Handy, C. (1993) Understanding Organizations.  London-UK: Penguin Books Ltd.  4th Ed. 

Hotten, R. (2015) Volkswagen: The scandal explained. Available at: https://www.bbc.co.uk/news/business-34324772 9 (Accessed: 15 March 2022). 

IDA (2018) The history of Volkswagen. Available at: https://idaoffice.org/posts/the-history-of-volkswagen-en/ (Accessed: 14 March 2022). 

Johnson, G. et al. Exploring Corporate Strategy. Hoboken:Prentice Hall Europe.

Mullins, L. (1999). Management and Organizational Behaviour.  Portsmouth: Pitman Publishing. 5th Ed.  

Mullins, L. (2007) Management & Organisational Behaviour. Hoboken: Prentice Hall.

Open Learn (2022) Deal and Kennedy model of organisational culture. Available at: https://www.open.edu/openlearn/money-business/leadership-management/management-perspective-and-practice/content-section-3.5.1 (Accessed: 15 March 2022). 

Purcell, J. et al. (2003)  'Strategic human resource management: where have we come from and where should we be going?', International Journal of Management Reviews, 2 (2) , pp. 183-203. 

Ruddick, G. (2015) 'VW admits emissions scandal was caused by 'whole chain' of failures', The Guardian, 10 December. Available at: https://www.theguardian.com/business/2015/dec/10/volkswagen-emissions-scandal-systematic-failures-hans-dieter-potsch (Accessed: 16 March 2022). 

Sinclair, A. (1993) 'Approaches to organisational culture and ethics', Journal of Business Ethics, 12, pp.63–73.

Singh, R. et al. (2017) 
VOLKSWAGEN EMISSION SCANDAL: REPUTATION RECOVERY AND RECALL STRATEGY.  Available at: https://www.apm.org.uk/media/40364/acrobat-document.pdf (Accessed: 17 March 2022). 

Stewart, J. (2015)  'Problems at VW Start at in the Boardroom', The New York Times,  24 September. Available at: https://www.nytimes.com/2015/09/25/business/international/problems-at-volkswagen-start-in-the-boardroom.html (Accessed: 16 March 2022). 

Strauss, K. (2017) How Volkswagen Rallied Its Employees After Its Emissions Scandal (At Least For Now). Available at: https://www.forbes.com/sites/karstenstrauss/2017/07/26/how-volkswagen-rallied-its-employees-after-its-emissions-scandal-at-least-for-now/?sh=11c9fb84181b (Accessed: 17 March 2022).

VW (n.d) About Human Resources. Available at: https://vwgjobs.co.uk/jobs/humanresources/ (Accessed: 15 March 2022). 

VW (2020) Employees.  Available at: https://annualreport2020.volkswagenag.com/group-management-report/sustainable-value-enhancement/employees.html (Accessed: 14 March 2022).

VW (2022) Executive Bodies. Available at: https://www.volkswagenag.com/en/group/executive-bodies.html (Accessed: 16 March 2022). 














1

image1.png
Risk

h

g

Quick

Tough guy, macho culture

Work hard/play hard culture

Feedback

Slow

Bet-your-company culture

Process culture




