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[bookmark: _Toc472334202]Executive Summary 

[bookmark: _Toc472334203]Brief History

The German Volkswagen is the largest car manufacturer in the world. Volkswagen employs 590,000 workers who produce an average of 41,000 cars daily. Volkswagen Group also own 12 subsidiaries including car brands such as Lamborghini, Porsche and Bentley (Bowler, 2015). 

[bookmark: _Toc472334204]The Scandal

In 2015, Volkswagen were involved in one of the largest automotive scandal recorded. In 2015 Volkswagen vehicles were investigated and found to be fitted with a device that altered emissions tests. The scandal led to a huge loss in profits for Volkswagen, it also had a significant impact on their reputation, stakeholders and the environment.

[bookmark: _Toc472334205]Report Findings

This report analyses the Volkswagen scandal and deems who is responsible, it also shows the effects the scandal had on its customers, stakeholders and the environment. A year has passed since the Volkswagen scandal broke, there had been little to no government action against Volkswagen. Volkswagens share price has dropped by nearly 50%, and still hasn’t recovered in 2016. Volkswagen have pleaded guilty to different accusations and have been fine $4.3 billion. This report, distinguishes why organisations should stick to business ethics and CSR in order to gain trust and to continue attracting customers.




1.0 [bookmark: _Toc472334206]Introduction 

This report will also provide logical solutions to help avoid such scandals, or reduce the negative impacts. Volkswagen was founded in 1937 by the German Labour Front. Volkswagen employ 592,586 employees. Volkswagen currently own 12 subsidiaries including; Audi, Seat, Skoda, Bentley, Bugatti, Lamborghini, Porsche, Ducati, Volkswagen Commercial, Scania, and Man (Volkswagen , 2015). September 2015, the US environmental protection agency, claimed Volkswagen had installed software on over 475,000 cars that enabled them to cheat on emissions tests, this lead to Volkswagen admitted 11 million diesel cars where fitted with the deceptive software (SFGATE, 2016). 

[bookmark: _Toc472334207]1.1 Aims and Objectives

The aim of this report is to undergo a critical analysis of the Volkswagen scandal from different academic perspectives in order to discover what impact this corporate scandal has had on Volkswagens reputation, and the impact it has caused for the environment, and who has been effected. 

Objectives

· Identify how the scandal materialised and who was accountable 
· To make apparent how Volkswagens customers and stakeholders were affected by the scandal
· Establish the impact the scandal had on the environment
· Analyse the impact the scandal has had on Volkswagens reputation.
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[bookmark: _Toc472334209]2.1 Code of Conduct and Unethical Business Practices

The term code of conduct does not hold a fixed definition. An organisations code of conducts includes a broad array of goals, formulations, benchmarks and approaches to implementation (Mamic, 2004). Schermarhorn (2010, p. 54) defines a code of conduct as “the code of moral principles that sets standards of good or bad right or wrong in ones conduct and there by guides the behaviour of a person or group”. It is stated in Volkswagen code of conduct that “their products help ensure that mobility is environmentally friendly, efficient, and safe” (Müller, 2015). This conveys how Volkswagen wrongly gained their customers trust by making the public believe that Volkswagen cars were environmentally friendly, when they were fitted with defeat devices that were producing the pollutant, Nitrogen Oxide. 

Large corporations are an economic, political, environmental, and cultural force that in unmissable in todays globalized world. Corporate power can be assessed by viewing the strength of countervailing forces seeking to limit the influence of corporations. The greatest countervailing force for corporations have perhaps been labour unions. A decline in union power has seen corporations thrive with power, allowing rules to be bent and laws to be broken (Roach, 2007). 
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A stakeholder analysis is used to identify who has been effected internally and externally by Volkswagens scandal. For an organisation to run efficiently their stakeholders needs and expectations must be met. Volkswagens key stakeholders who have been effected are displayed in the diagram below.

Business Partners 
Volkswagen Group
Analysts
Suppliers
Employees
Investors
Talents
Brand Germany
Customers
Legislators 












Adapted from (Freeman, Stakeholder Theory, 2010)





Volkswagens Stakeholder Group can be categorized into 4 sections: 
· Capital Market 	
· Partners
· Society 
· Customers 
(Volkswagen , 2015)
[image: http://sustainabilityreport2014.volkswagenag.com/sites/default/files/images/en/23%402x.png]   Table 1                
                                                                                                                                 (Volkswagen , 2014)

Table 1 portrays Volkswagens stakeholders who have been effected by their emission scandal. Capital Market and Partners have been effected by Volkswagen breaking laws and regulations, leading to a loss in share price and a loss of profit for the company. Society and customers have also been greatly effected as the once known brand with a strong reputation for reliable and sustainable cars has now been tarnished. 










Stakeholder Matrix
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(Thompson, 2015)
For Volkswagen to use a stakeholder matrix, it will allow them to their stakeholder’s power and the influence they hold. Once Volkswagen have used this matrix and gained a further understanding on their influential stakeholders, it will make it easier for Volkswagen to establish how they will respond to each individual stakeholder and to what extent. This will allow Volkswagen to gain support back from their most influential stakeholders. 

[bookmark: _Toc472334211]2.3 Business Ethics and Corporate Social Responsibility

The term ethics can be seen as “the principles, norms, and standards pf conduct governing an individual or group” (Trevino & Nelson, 2010). Corporate Social Responsibility is not enforced by law but is expected of a business, CSR can be looked at in many different perspectives, the most primitive way was suggested by Friedman (1970, p. 1) who suggested “the sole responsibility of a business is to use its resource’s and engage in activities designed to increase profits so long as it stays within the rules of the game, which is to say, engages in open and free competition without deception and fraud”. Volkswagens scandal aimed to increase profits but done so by breaking the law. However, on the other hand Freeman (2008, p. 12) assumed “That the main goal of CSR is to create value for key stakeholders and fulfil our responsibilities to them”. Other theorists such as Elaine Sternberg (2000) argued that there is a human rights case against corporate social responsibility, emphasising that a stake holder approach to management, denies shareholders of their property rights. She follows up by stating that the objectives sought by the views of CSR are absurd. Although not all CSR is guilty of this, Sternberg states that any organization should comply with ordinary decency, honesty and fairness this is all expected from any organisation. 


[image: Screen%20Shot%202016-11-16%20at%203.51.25%20PM.png]The Pyramid of Social Responsibility 












	                                                                              (Carroll, 1991)

Carrol (1991) created a framework to view CSR, the “Pyramid of Social Responsibility”. This four layered pyramid, put CSR into four different categories of responsibility; economical, legal, ethical and philanthropic. Using Carroll’s CSR pyramid (shown in figure 1) it is obvious that Volkswagen were unable to apply to their legal and ethical obligations.

[bookmark: _Toc472334212]2.4 Government Action 

Throughout the Volkswagen scandal there has been little, to no action made by the Government. However, the chair of the Transport Committee, Louise Ellman stated “the department for transport has promised to fight for the compensation that over a million UK Volkswagen customers deserve”. This shows how the government are working in the publics favour. It is also stated that the Department for Transport also plan to introduce a new requirement for vehicle manufactures that require them to disclose their emission control strategies (UK Government, 2016). 

Soon after the scandal had arisen, officials of the EU member states met in Brussels to debate the repercussions, but no mention of alternative testing emissions which could of overruled the software. It was stated how the European car industry is to close with the government, hence why the government has not risked the stability of a sector that employs 12.1 million people, 7% of the Europe’s manufacturing employment (Brunsden & Oliver , 2016).

In January 2017, Volkswagen pleaded guilty to three criminal charges in the United States and have agreed to pay fines totalling $4.3bn, to settle charges. The fines will include a $2.8bn fine in criminal fees, and $1.5bn in civil penalties. Volkswagen have pleaded guilty to “participating in a conspiracy to defraud”, VW have also been charged with obstruction of justice for they involvement in destroying evidence crucial to the investigation of the scandal. Whilst VW have pleaded guilty, they still have investor and consumer lawsuits pending in the EU. (BBC, 2017)

The plea has led to 6 Volkswagen executives and managers being charged for their involvement in the emission’s scandal (BBC, 2017). Attorney General Loretta Lynch stated at a news conference “when regulators expressed concerns, Volkswagen obfuscated, and they ultimately lied” (Tabuchi et al, 2017). Volkswagen have been placed on probation for three years and are to be overseen by an independent monitor during the 3 year period. 

[bookmark: _Toc472334213]2.5 Volkswagens Recovery

In 2016, Volkswagens sales grew by 3.8%, this continued growth will most likely make Volkswagen become the world’s largest car manufacturer scraping past Toyota. Volkswagens sales figures include, Audi, Porsche and Skoda (BBC, 2017).

Volkswagen may have been effected by the scandal at the immediate time, however sales in China also surged 12.2%, the only loss in sales were made in the US which fell 2.6%. The scandal may not have effected China due to their country being such a polluted country. BBC (2016) stated the air in most of China is so bad the government has repeatedly declared “war” on it. In 2016 Beijing issued a ‘red alert’ which closed schools, factories and construction sites and ordered half of all private cars of the road. This could lead to Chinese car owners not seeing pollution as an issue when purchasing a car.

Matthias Mueller Volkswagens chief executive stated 2016 a  “very challenging year for the firm… we made strides in resolving and overcoming the diesel crisis and, at the same time, initiated a fundamental change process” (BBC, 2017). 

Volkswagen announced in 2016 that they would be cutting 30,000 jobs globally in attempts to recover from the biggest scandal in history. Volkswagen also aims to create 9,000 jobs shifting to electric self-drive cars. Muller stated is was “biggest modernisation programme in the history of the group’s core brand.” Volkswagens brand chief Herbert Diess followed up stating “all manufacturers must rebuild themselves because of the imminent changes for the industry. We need to brace the storm.” (Chapman, 2016). This plan clearly shows a culture change for Volkswagen. Even before the scandal it was known that Volkswagen were underperforming, with margins below their rivals. The scandal has been subject to massive change at Volkswagen, with job cuts saving around $4bn a year (BBC, 2016)



[bookmark: _Toc472334214]2.6 Technological Solutions 

Technology is an every changing industry, since technology was born is has improved year by year and will continue too. With the advances in technology is makes hiding scandals such as Volkswagens very difficult. There are numerous devices that be personally purchased to measure air pollution, to help prevent a scandal like this happening again, a new device that measures your cars air pollution can be developed. With such a device if a car manufacturer where to try and fit a similar device, it would be easily sought out.

CristalACTiV Titanium Dioxide is a technology created to help restrict the emission of pollutants during combustion. This technology has been tested in power generation plants, and has demonstrated to remove over 90% of the Nitrogen Oxides generated by the combustion of resources such as coal, gas, or other nitrogen and water vapour (Pickett, 2014)

Systems that are currently available that help decrease the Nitrogen Oxide and diesel particulate matter. This system is used in the modern day automotive industry. CristalACTiV Catalysts are now found in the majority of the worlds recognised lorries (Pickett, 2014).

[bookmark: _Toc472334215]2.7 Volkswagen Scandal Compared to Toyota’s Crisis

No matter the size of an organization, scandals can have a major reputational crisis. As the Volkswagen scandal shows it does not take long for the public’s perception of an organization to fall rapidly (Murphy, 2015). Late 2009, Toyota was a clear leader in the auto motive industry. However, within months Toyota was made to recall over 8 million vehicles, to address defects in the cars such as, “unintended acceleration”, faulty airbags and other numerous defects in cars. 

The world’s largest automotive manufacturer, was estimated to pay $1.47bn by March 2017 in result of the scandal. Toyota treated the issues with the accelerators as a quality issues and did not see it as a safety issue when they were first aware of the problem in 2008/09. Leaked emails also displayed Toyota employees boasting about how they has saved the company millions by persuading American regulators that they did not need to implement a full recall over the problem (Allen & Sturcke, 2010).

When the issues appeared for Toyota they were quick to turn to BSG to help navigate their crisis. The results of Toyota’s use of this risk management, helped them regain their position. Since the recall, Toyota have been able, to regain their position, becoming the first manufacturer to sell 10 million vehicles in 12 months (Benenson Strategy Group, 2012).

There is a noticeable difference between the two scandals, both the organizations made unethical decisions. However, Toyota dealt with the scandal quickly and tried to deal with the problem quickly, whereas Volkswagen have done anything possible avoid admitting their involvement in the scandal.

[bookmark: _Toc472334216]2.8 Stewardship Theory 

There are a vast amount of theories that relate to ethics and CSR, but the Stewardship theory has been seen the benefit Volkswagen. Fernando (2009, p. 47) suggests “stewardship theory defines situations in which managers are not motivated by individual goals, but rather are stewards whose motives are aligned with objectives of their principals”. This theory believes that managers are motivated enough to work unsupervised and that they will act responsibly for the organisation. This was needed at Volkswagen before the scandal happened, if their managers and executives had a good relationship, this issue of the device could have been resolved back in 2014 when Volkswagen were made aware. However, the lack of communication between management led to one decision having devastating impacts on Volkswagens reputation and profits.





[bookmark: _Toc472334217]2.8 Different Interpretations 

Volkswagen may have committed this scandal because of the unprecedented constriction of emissions standards by the EPA. The EPA dramatically changed the limit on the amounts of pollution new cars in the United States would be able to release into the atmosphere. This gave car manufacturers a nearly impossible task (Goodman, 2015). This could have has an influence on the engineers and made them feel that they had no choice other than fitting the device. 

Volkswagen’s 78 years old culture – confident, cutthroat and insular has been tarnished and put under scrutiny as potentially enabling Volkswagens unlawful behaviour. It is believed that several high-ranking Volkswagen officials had been briefed on the “defeat device”, however, who knew is still unclear. Mr Winterkorn, the former chief executive of Volkswagens was given a memo about the emissions irregularities in 2014, but Volkswagen continued to install these devices on its cars (Gates et al, 2016)

The Volkswagen emission scandal, is a new form of automobile reputational crisis, which is not related to quality or safety issues. Instead, VW scandal is characterized as a form of deliberate fraud and criminal intent, rather than stemming from negligence or corporate wrongdoing (Hartman, 2015). Hartman (2015) also stated, the Volkswagen scandal has consequently “set the bat at a whole new level”. The consequences that derived from Volkswagens scandal are consequential. The emissions scandal threatens the health of millions in Europe due to the high levels of nitrogen oxide pollutants

The World Health Organization estimates 7 million permanent deaths are associated with air pollutants (Winston , 2015). Volkswagens reporting of sustainability performance to enhance ‘green’ positioning and the nature of the scandal demonstrates extremely high unethical conduct, and has a significant impact on business performance (Szekely, 2015). The scandal has had a very negative impact on Volkswagens brands reputation and has resulted in substantial financial loss for VW (Chan et al, 2016).

[bookmark: _Toc472334218]2.9 Whistle Blowers

The classical definition of a whistle blower is defined by Martin (1996, p. 33) “whistleblowing occurs when an employee or former employee conveys information about significant moral problem to someone in a position to take action on the problem, and does so outside approved organizational channels. There could have been employees at Volkswagen who were aware of the ‘defeat device’ but were too scared to come forward due to job security. Former Volkswagen employee Daniel Donovan, claimed he was wrongly fired because he refused to participate in deleting documents about the emissions scandal. However Volkswagen have denied these claims (The Guardian, 2016). This is a very sensitive area in regards to a scandal, if an employee were to inform a superior. For example, they informed a manager who was already aware of the scandal, if an organization is run unethically, it would be hard for an employee to come forward because any high ranking member of the company would be aware and could risk their job security. 

3.0 Conclusion 

In conclusion, Volkswagen sought to benefit financially by deceiving their customers and by so gained an unfair competitive advantage by miss selling 11 million cars. Volkswagen was made aware of this back in 2014 and failed to act, instead carried on fitting the devices and selling the cars. Volkswagens code of conduct was broken, leading to breaking customers trust and even potential customers. The excessive amounts of pollution that was released due to the cars being sold, could potentially have an impact on the public’s health. 
Organisations must be made aware of the impacts a scandal can cause for both the public and the organisation. If Volkswagen had followed any theory of CSR they would of avoided this scandal, and would not of tarnished their reputation.
Volkswagen have made it very difficult for future investors to trust Volkswagen, and their intentions. As mentioned previously Volkswagen still have not managed to regain their share price, nearly dropping by half over the past year. 

[bookmark: _Toc472334219]4.0 Recommendations

1) New management

A scandal to this scale would not off happened if management were effective and ethical. New management needs to be implemented in all areas which were involved in the scandal, to stop a scandal reoccurring in future. Volkswagen need to hire people who are known for their honest actions, this will have a positive impact and show stakeholders, Volkswagen will not attempt such a thing again. 

2) Offer their customers their money back and begin to compensate.

Millions of customers who have been effected by the scandal still have seen no effort from Volkswagen to amend the scandal. All Volkswagen have done is promise different settlements but not actually pay out. Volkswagen need to follow through on their promise to let customers sell their cars back to Volkswagen for the original purchase value, or offer a substantial compensation. Volkswagen also need to be unbiased and offer UK car owners the same compensation as US owners.

3) Offer a guarantee on new car purchases to avoid any sort of scandal

If Volkswagen were to offer a guarantee on new car purchases, proving that the devices have been removed and the problem will never persist again. By doing this Volkswagen may be able to gain some trust for new customers. 

4) Better communication within the organization
 
Volkswagen need to improve their communications within their organization, by doing this it will greatly reduce the chances of this happening again. An ethical message needs to be implemented from the bottom all the way to the top of the organization. 

[bookmark: _Toc472334220]5.0 Self-Reflection

Working on this report has given me a great opportunity to understand scandals more in-depth and the actual impact a scandal can have over an organization. However, it has also showed me the power globalization has given organizations such as Volkswagen. The reason I chose Volkswagen was due to a member of family buying one of the cars fitted with the defeat device. This scandal also is one of the largest corporate scandal in history which drove me to choose it. 

From the research I have conducted, I have learnt a substantial amount about business ethics and practice. This report has showed me how the choice of an executive at an organization can have a huge effect on customers, stakeholders and the business itself. The fact Volkswagen were able to blame millions of cars being fitted with these devices on two rogue engineers shows how much power executives have. 

I have found this scandal very interesting and informative. I have enjoyed the research put together. In my opinion Volkswagen need to take full responsibility for their actions and start to pay out their customers, once they have compensated everyone they will be able to start to rebuild their reputation and move forward. 
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