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The multinational car manufacturer Volkswagen AG was in September 2015 found to have
used illegal defeat devices in its diesel vehicles to cheat emissions testing. With the help of
the defeat device Volkswagen was able to artificially lower its cars’ emissions during emis-
sions testing and therefore sell them on markets with strict emissions regulation. A thor-
ough investigation unveiled that the firm’s deception had endured for more than a decade
and put the firm in the midst of a major crisis, which threatened the company’s legitimacy.
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A concluding discovery of Volkswagen’s legitimacy management is that the legitimacy re-
pairing actions were used in collaboration to build a compelling story of Volkswagen’s tran-
sition to sustainable electric mobility in the future. The aim of the transition was to change
the way the company would be interpreted in future by its stakeholders, and thus ultimately
repair the company’s legitimacy. Finally, this study provides possible future research ave-
nues for legitimacy management of major crisis.
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Syyskuussa 2015 paljastui, ettd monikansallinen autonvalmistaja Volkswagen AG oli hyo-
dyntanyt dieselmoottoreissaan laittomia jarjestelmia, jotka rajoittivat moottoreiden paastoja
paastotesteissa. Manipuloimalla moottoreidensa paastotestien tuloksia keinotekoisesti pie-
nemmiksi Volkswagen pystyi myymaan niita tiukoista paastorajoituksista huolimatta. Hui-
jauksen paljastumisen jalkeen perusteelliset tutkimukset paljastivat, etta yritys oli manipu-
loinut autojensa paastdja paastotesteissa yli vuosikymmenen ajan. Paljastukset johtivat va-
kavaan kriisiin, jossa Volkswagenin legitimiteetti ja toimintaedellytykset olivat uhan alla.
Volkswagen reagoi kriisiin intensiivisella legitimiteetinhallintastrategialla ja vain muutamaa
vuotta skandaalin alettua pystyi saavuttamaan takaisin asemansa maailman suurimpana
autonvalmistajana. Miten tama oli mahdollista ja mita legitimiteettid korjaavia toimenpiteita
Volkswagen hyddynsi menestyksekkaassa legitimiteetinhallintastrategiassaan?

Vaikka Volkswagen edelleen toipuu kriisin jaljilta, voidaan yrityksen ensivaiheen legitimi-
teettia korjaavia toimenpiteita ja niita koskevaa viestintaa tarkastella yrityksen 25:sta ensim-
maisesta lehdistotiedotteesta, jotka julkaistiin kriisin puhkeamisen jalkeen. Lehdistotiedot-
teet on analysoitu legitimiteettiteoriasta johdetun Suchmanin legitimiteetinhallintaviitekehyk-
sen avulla.

Laadullinen tutkimus on toteutettu systemaattisella sisallonanalyysilla. Legitimiteetin kor-
jaustoimenpiteet on tunnistettu Volkswagenin viestinnasta Suchmanin viitekehyksen avulla.
Se myds mahdollisti niiden tarkempien sisaltdjen ja tarkoitusten analysoimisen.

Taman tutkimuksen tarkeimmat havainnot ovat, etta Volkswagen hyddynsi monia erilaisia
toimenpiteita legitimiteetin korjaamiseksi. Lopputuloksen kannalta tarkeampaa oli legitimi-
teettitoimenpiteiden kokonaisuus, kuin yksittainen toimenpide. Osa toimenpiteista oli suun-
nattu yksittaisille sidosryhmille ja Volkswagenin kayttamat toimenpiteet muuttuivat myos
ajan kanssa.

Johtopaatos Volkswagenin legitimiteetinhallinasta on, etta Volkswagen hyddynsi legitimi-
teettia korjaavia toimenpiteita kokonaisvaltaisesti, jotta yritys pystyi luomaan vakuuttavan
tarinan siirtymisestaan kestavaan sahkoiseen liikkuvuuteen tulevaisuudessa. Muutoksen
tavoite oli vaikuttaa Volkswagenin sidosryhmien tulkintaan yrityksesta ja siten lopulta kor-
jata yrityksen karsinyt legitimiteetti. Lisaksi taman tutkimuksen lopussa esitetaan mahdolli-
sia uusia tutkimuskulmia kriisissa olevien yritysten legitimiteetin hallinnan tutkimiseen.
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1 INTRODUCTION

The Volkswagen emissions scandal of September 2015 is one of the biggest corporate
frauds in the 21 Century. The wrongdoings of the Volkswagen Group' (also interchange-
ably referred to as VW) were exposed over three years ago, but all the details of the scan-
dal and its consequences are still not entirely covered (McGee 2018b). Volkswagen group
with its subsidiaries was at the time of the scandal’s outbreak the largest automobile pro-
ducer in the world. It was a company with longstanding traditions and the hallmark of
“Made in Germany” quality brands. This makes it an interesting and relevant subject for

research.

1.1 Background of the study

As multinational enterprises have stretched their operations from one continent to another
and the significance of the nationality of a global firm is fading, the relationship between
the firm and its surrounding society is also changing. In this time of fast-paced commu-
nication, an analysis on Volkswagen’s reaction to the outbreak of the emissions scandal
provides new knowledge on crisis management of multinational enterprises faced by both
local and global crisis. This also suggest further points of interest, as other car manufac-
turers have been found guilty of comparable illegal behaviour since the investigations on
Volkswagen’s diesel engines started in USA in 2015 (Mehrotra & Welch 2017). Ongoing
investigations and research will tell, if tricking emissions testing results are a widespread
phenomenon in the car manufacturing industry among large multinational legacy car
manufacturers. Volkswagen’s scandal might then be the first in a row of scandals, inves-
tigations and verdicts. Thus, gathering information and conducting research on corporate
crisis management in the wake of a possible major crisis in the industry is of outmost
importance.

To be able to properly analyse Volkswagen’s emissions scandal one must look at the
scope of its business and the deeds of the company. From 2010 onward Volkswagen had
started a push to become the biggest car manufacturer in the world. In July 2015, imme-
diately before the scandal, Volkswagen took over its nearest competitor Toyota to become
number one in the world. (Cremer & Funakoshi 2015.) It produced around 10 Million
cars annually (World Ranking of Manufacturers 2015) and strived for further growth with

! Volkswagen AG or Volkswagen Group (eng.) not only owns the marque Volkswagen but also a lot of
other passenger car marques as Audi, Seat, Skoda, Bugatti, Bentley, Porsche, Lamborghini etc. For the
purpose of this study there is no need to separate between the marques and brands, as most Volkswagen
owned marques share the same engines and production facilities with each other. Therefore, Volkswagen
or VW will be used to describe the parental company Volkswagen Group and all its ownings, including the
different car brands. (Volkswagen AG 2019)
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a strategy of “clean diesel”, until the American regulators caught the manufacturer for
having installed defeat devices in its cars in September 2015 (Hakim et al. 2015).

Volkswagen’s emissions scandal is just one data point in a long row of corporate scan-
dals during the modern era of our industrialised world. Some major scandals have had
long-term consequences for the wrong-doer, as the famous Enron scandal, which led to
the demise of the whole enterprise (Segal 2018), whereas others have survived their scan-
dals with lesser effects. What are the reasons for this, and can companies impact their
survival in crises?

One explanation might be the success of the immediate actions of the firm when faced
with a large-scale crisis. Immediate reactions of firms that fall into self-inducted reputa-
tional crisis often include different sorts of crisis management actions. A prominent and
important part of crisis management is crisis communication, which starts directly in the
beginning of the crisis (Massey 2001). Such was also the case with Volkswagen in Sep-
tember 2015. As a large multinational firm, it is evident, that Volkswagen had a plan for
crisis management before the start of the crisis, even though it wouldn’t have been ready
for this particular scandal. Regardless the intent for which the crisis management plan
was written it came to use in the aftermath of the scandal.

In the course of writing of this thesis, over three years had passed after the outburst of
Volkswagen’s emissions scandal. The scandal has since 2015 matured and the first ver-
dicts on the illegalities of Volkswagen has been given. Even though long-time conse-
quences are still to be seen, the first reactions to the scandal can already be evaluated. The
interesting aspect, from a crisis management perspective, is the question on how well
Volkswagen handled the crisis. The effectiveness of a firm’s crisis management can be
evaluated in many ways. If the success of Volkswagen’s crisis management is analysed
through its revenues or sold cars, then the defensive actions set up by Volkswagen have
definitely been a success for the company. The firm managed to again climb to the num-
ber one position among car manufacturers in 2016, just one year after the crisis (BBC
News 2017). It has also achieved material economic success with excellent results with
rising revenues and operating profits after the crisis. (McGee 2018a). This sounds coun-
terintuitive after such a heavy reputational burden that Volkswagen has had to carry since

2015. What is the reason behind Volkswagen regaining its position so quickly?

1.2 Research objectives

Volkswagen’s emissions scandal is as multifaceted as it is enduring. The German car
manufacturer is at the moment in a very special situation due to the crisis and thus all new
research about the scandal would broaden the understanding of what really happened with

and within the company after the crisis. It can be analysed in various ways, for example
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as an amplifier for financial downturn for the German economy (Georgeevski & AlQudah
2016), as an ethical question of the role of a corporation in a society (Rhodes 2016), as
an analysis of the death toll of the vehicles’ excess emissions (Holland et al. 2016) or as
a corporate governance case (Crete 2016). A description on Volkswagen’s emissions
scandal is presented in chapter 2.

However, my interest to this scandal originates in the contrast between the clear mis-
conduct and the economically very successful recovery of VW. This combination made
me ponder how firms can redeem their illicit deeds or ask for forgiveness. One straight-
forward explanation could for example be to wait for a court ruling, and accept the case
solved after the guilty has served its sentence or alternatively paid its fines. This solution
does not fit Volkswagen’s scandal that well, since the first judiciary verdict came over
one and a half years after discovery of the fraud (McGee 2017) and firm and all its stake-
holders had not waited in a limbo for the court’s decision. Thus, it can be concluded that
a reconciliation with stakeholders such as customers and VW is not something that is
dictated from a courtroom, but rather something that originates from stakeholder interac-
tion.

I have chosen to study VW’s crisis management during the crisis and to find out how
it may have affected the company’s success for the better. For this purpose, I have used
Mark Suchman’s (1995) legitimacy management framework as the lenses through which
VW’s actions to repair its legitimacy are analysed. Legitimacy management is seen as a
theory-based method for crisis management and thus the concepts of legitimacy manage-
ment and crisis management will be used interchangeably in this thesis. Suchman’s legit-
imacy management framework originates in legitimacy theory where it is defined as an
organisation’s pursuit of justification and acceptance for its existence. Legitimacy man-
agement and the action proposals it gives for repairing a firm’s legitimacy will be defined
in the review of academic literature on legitimacy theory in chapter 3.

I will analyse Volkswagen’s press releases in the immediate aftermath of the scandal.
These press releases are a part of VW’s crisis communication after the emissions scandal
and a key tool in the firm’s crisis management. As the crisis communication is analysed
through the lenses of legitimacy management it is seen to describe the firm’s legitimacy
repairing actions and communication of these actions. The research is conducted as a desk
research on press releases and no actual field research of Volkswagen’s crisis manage-
ment (at production facilities etc.) is conducted. However, Volkswagen’s strategic actions
and choices for its legitimacy management are described in the firm’s communication.

The aim of this thesis is to find out, present, and analyse the various ways in which
VW tried to repair its legitimacy, based on the press releases VW released after the scan-
dal and the formulated research questions is: “How did Volkswagen try to repair its legit-
imacy after the emissions scandal through crisis communication?”. The analysis of press

releases gives a deeper understanding on how the firm reacted to the scandal and how and
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what it communicated after the outbreak of the scandal. The study is a qualitative research
where systematic content analysis is used as the method of analysis. These methodologi-
cal choices for the research are found in chapter 4. The classification process for the con-
tent analysis and the categories of legitimacy repairing actions with their explanations are
presented in chapter 5. To find further evidence on Volkswagen’s legitimacy management
the firm’s actions are also evaluated on a time-perspective and from a stakeholder per-
spective. Hence, broadening the analysis to whether Volkswagen targeted some of its
stakeholders with specific legitimacy repairing actions and whether its legitimacy man-
agement strategy develop over time.

Crisis management is well known in academic literature and a lot of research has been
published in the field (see e.g. Pearson & Clair 1998; Coombs 2015). Yet, as the academic
business research evolves new strategies are crafted and others improved, and the ques-
tion of what successful crisis management strategies are is still imminent. By analysing
Volkswagen’s apparently successful crisis management through the lenses of legitimacy
management new empiric evidence can be established. By sorting out the legitimacy re-
pairing actions VW used in its crisis communication more insight can be gathered about
remarkably effective and successful crisis management. These concluding results and

their significance will be discussed in chapter 6.
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2 VOLKSWAGEN’S EMISSIONS SCANDAL

The German multinational car manufacturer Volkswagen has in the recent years been in
the headlines for its involvement in one of the biggest company frauds in history, as it in
September 2015 was found to have used cheat devices and software in its diesel engines
to achieve lower emissions results. The cheat device was engineered to drastically change
the performance of the engine to improve results during emissions tests. This allowed
VW to sell apparently low-emitting cars on markets with strict emissions limits. (Hotten
2015.) The illegal actions of VW clearly overstepped the grey zone of engineering best
results for the emissions tests only, as its cars did not even comply with the limits during

the test if the cheat device was not activated.

2.1 Background of the emissions scandal

The seeds for Volkswagen’s emissions scandal were planted nearly a decade before the
outburst of the scandal, when VW set up a plan of gaining a larger share of United States
car market. VW had previously been struggling to sell its cars to American customers and
needed new solutions that could make its cars more likable. VW choose to invest in the
segment of fuel-efficient cars and introduce new car models with fuel-efficient diesel en-
gines to the American market. (Ewing 2017.)

The choice to concentrate on low consuming engines was driven by the steep price
increase of gasoline on the US market during the six years that proceeded the financial
crisis of 2008, when the gasoline price had increased by over 250 % (Statista 2018).
Therefore, VW acquired early success with its new fuel-efficient diesel engines, which
were marketed as “clean diesel” and were introduced as environmentally friendly alter-
natives to its competitors’ less fuel-efficient products (Ewing 2017).

As a European car manufacturer VW had much experience of striving for fuel-effi-
ciency, and thus also low carbon dioxide (CO2) emissions.? The reason for this was the
different legislative emissions standards that were in use in the US and in the EU. EU
legislation has striven to lower the greenhouse gases emitted by cars on its single market.
The mission of the US federal car emissions regulator, Environmental Protection Agency
(EPA), is however to protect human health and the environment rather than combating
climate change per se. In contrast to the EU rules and standards, which are set to mitigate
greenhouse gases as CO2, the US standards are more calibrated to combat local air quality

pollutants as nitrogen oxides (NOx) and are far less ambitious in regulating CO2 emis-

2 The CO2 emissions of a car’s internal combustion engine mostly go hand in hand with the fuel-efficiency
of a car as CO2 gases are emitted through the combustion of gasoline. (Nesbit et al. 2016)
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sions. Consequently, car engines manufactured and designed for the EU market are usu-
ally more fuel-efficient and stricter on CO2 emissions but attach less attention to the local
air quality pollutants. (Nesbit et al. 2016, 9—-10.)

The opposing regulation between EU and the US is specifically clear for diesel cars,
for which up to two times higher levels of air quality pollutants (NOx) are allowed in the
EU than in the US (Table 1), as they are more fuel-efficient than petrol cars. (Nesbit et
al. 2016, 15.)

Table 1 Comparison of emissions standards for pollutants in the US and EU
(Nesbit et al. 2016, 15)

Emissions standards for pollutants

(g/km) US EU
Local air Nitrogen oxides (NOx) 0,04 0,06/0,08*
quality Non-methane organic gases (NMOG) 0,06 0,07/na*
pollutants

Carbon monoxide (CO) 2,61 1,0/0,5*
Greenhouse | Carbon Dioxide (CO2, in 2016) 155 130

ases

s Carbon Dioxide (CO2, in 2020) 132 95
Form of vehicle emissions testing FTP NEDC
*petrol / diesel standards
Federal Test Procedure (FTP)
New European Driving Cycle (NEDC)

EU’s standpoint to regulate petrol and diesel differently reflects on historical evolution
of the European car market. EU has seen diesel cars as a way for reducing CO2 emissions
and has built the European standards with this in mind. Today about half of all cars in EU
are diesel cars whereas only a small minority of the US cars are diesel driven. NOx emis-
sions are much harder to reduce than the CO2 gases in diesel cars and therefore they have
a looser regulation than petrol cars in the EU. US regulation again are technology neutral
between petrol and diesel cars and is more fixated on the local air quality pollutants.
(Nesbit et al. 2016, 15.)

2.2 Volkswagen pleads guilty to charges in the US

Much of the details to the diesel scandal have been revealed through the investigations of

the US authorities and research institutions since the beginning of the crisis, but when
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VW decided to plead guilty and made a plea agreement with US federal court investigat-
ing the matter, a clear analysis of the events could be pictured. The following explanation
of the diesel scandal is mostly based on the facts reviewed in connection to the sentence
VW received by the US federal court on the 21.04.2017. The car company was sentenced
on all three accounts it was accused of: 1) conspiracy to defraud the United States, engage
in wire fraud, and violate the Clean Air Act; 2) obstruction of justice; and 3) importation
of merchandise by means of false statements. (Volkswagen AG Sentenced ——2017.) The
plea for guilty was, however, just the one step in the long legal proceeding against VW
in the US and around the world.

In 2006 when VW had its new fuel-efficient diesel engines ready for production the
firm knew, that it would not pass the stricter emissions standards of EPA. Managers at
VW nevertheless decided to continue with the production of the car and marketed it as an
environmentally-friendly “clean diesel” for the US market. At that point, in 2006, it be-
came clear for VW’s engineers that they could not yet design a diesel car that was both
fuel-efficient and stayed inside the permitted emissions boundaries. However, as real us-
age testing was uncommon and expensive for regulators at this time, VW knew that the
risk of being caught was quite small. Managers at VW nevertheless decided to continue
with the production of the car. What they hoped for was that technological improvement
would make it possible to lower the emissions and thus solve the problem in the future.
(Ewing 2016; Volkswagen AG Agrees to Plead Guilty ——2017; Leggett 2017.)

In the meantime, the managers and technicians tasked with bringing the car to the
market opted for an illegal fix. Their solution was to design an engine management soft-
ware, called a “cheat device”, which would notice when the car was being tested and
temporarily turn on emissions controls for the car. With the cheat device installed the car
automatically detected when it was being tested and switched to a low emissions mode,
where the emissions where on a satisfactory level. This would permit the car to pass the
required emissions tests, without being too expensive or difficult to produce. A constant
usage of the engine management software would, however, have increased stress on the
engine and caused hardware failure, so it was designed to only turn on and function during
testing. As a result, the vehicles could emit up to 35 times higher levels of NOx than were
allowed in the US. (Volkswagen AG Agrees to Plead Guilty ——2017.)

The use of cheat devices was many times questioned in VW’s internal correspondence
by engineers during the years following its introduction in 2006, but the practice was
allowed to be continued by senior supervisors. As technological improvements on the
motors itself where not feasible, mostly due to the increased cost of physical changes to
the motors, the use of the cheat device became a standard at VW. To decrease the possi-
bility of getting caught, improvements where even made to the software, so that it would
better detect if the emissions-testing was started. This was done as late as in 2014, by e.g.

adding functionalities that could detect the movement of the steering wheel. If the steering
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wheel was not turned the software could identify that is was tested for emissions.
(Volkswagen AG Agrees to Plead Guilty — —2017.)

23 Outbreak of the scandal on the US market

The discovery of VW’s fraud was eventually made by a group of researchers in the US.
Environmental researchers had begun to wonder, how diesel vehicles emit less NOx gases
in the US than in the Europe. As they were produced by the same manufacturer, the ques-
tion aroused, why the manufacturer did not use same emissions reducing technologies on
both continents. (McGee 2017.)

A collaborative research project by an independent non-profit institute, International
Council on Clean Transport (ICCT) and the Center for Alternative Fuels, Engines &
Emissions (CAFEE) from West Virginia University was started in 2013 (Ewing 2016b).
Its aim was “to conduct in-use testing of three light-duty diesel vehicles, using a portable
emissions measurement system”. The portable emissions measurement system was con-
nected to the car’s exhaust pipe and could therefore test the real emissions when the car
was driven on the streets and highways. (Thompson et al. 2014, ii.) Regulators as EPA
have historically relied on laboratory tests for car emissions and thus such a real-life re-
search of cars emissions could, perhaps, share some novel information of the real emis-
sions emitted during driving (Ewing 2016b).

The researchers conducted their tests on the three cars and found that there was a huge
discrepancy between the laboratory tested emissions and the real-world NOx emissions,
which could be up to 35 times higher than permitted, for two of the tree cars tested.
(Thompson et al. 2014, 106.) Both of those cars were Volkswagen’s vehicles. Even
though the researchers had discovered that VW’s cars continuously under-performed in
the real-world testing “they attributed it to technical defects or design flaws rather than to
a deliberate” fraud by VW. As the sample was small and the researchers did not believe
that they had made a ground-breaking discovery, the research group just ordinarily pre-
sented their results at an industry conference in 2014. However, when their research was
published, they sent their results to the EPA and to VW for reviewal. (Ewing 2016b.)

The environmental officials at EPA and also at California Air Resources Board
(CARB) took the results seriously and started rigorous tests on all VW diesel cars sold in
the US. The investigations of EPA and CARB continued for over a year, as they tried to
uncover the reason for the discrepancies in the emissions results of VW’s cars. As the
officials asked for reasons for the too high emissions from VW, the company answered
with false explanations and blamed innocent technical problems in the testing. Eventually
the regulators achieved solid proof of VW’s fraud and announced it publicly 18.09.2015.

(McGee 2017.) This publication sets the stage for the emissions crisis, to which
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Volkswagen responded with its first press release acknowledging the emissions cheating

with a cheat device.
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3 SUCHMAN’S LEGITIMACY MANAGEMENT FRAME-
WORK

The theoretical framework is the analytical lenses of this research, through which the
research problem is evaluated. They give direction and the framework for the analysis of
the empirical data which has been gathered for this research. Legitimacy theory and Such-
man’s legitimacy management framework are chosen as the main theory and framework

for this research.

3.1 Legitimacy theory

Early adopters of legitimacy theory as Shocker and Sethi (1973, 97), saw the operation
of all social institutions to be bound by a social contract, which assured the institution’s
survival and growth based on two factors, “the twin test of legitimacy”. This social con-
tract could be firmly expressed or only implied, but the organisation would in both cases
have to follow it. Firstly on “the delivery of some socially desirable ends to society in
general”, and secondly on “the distribution of economic, social, or political benefits to
groups from which it derives its power”. In a transforming and dynamic environment
institutions that wish to meet these demands must continuously demonstrate their rele-
vance to the society and acquire the society’s approval. Corporations and other organisa-
tions are no exception of these social institutions, which are all bound by this social con-
tract.

The classical economic theory suggests that firms in a market economy would pass the
legitimacy test by satisfying the market demand. However, flawed market mechanisms,
changing public expectations and growing concerns on negative business externalities
cannot sufficiently be outweighed by simply answering to market demands. (Shocker &
Sethi 1973, 97-98.) The reasoning in the 1970s indicates a change from an earlier position
where economic performance and success was simply seen to be rewarded with legiti-
macy. This change arose from society’s rising demands on firms to account for the social
issues related to business’ operations. For firms this meant a broadened obligation to fol-
low the public policy processes of the society and not only the legal demands on the firm.
(Patten 1992, 471-472.)

Maurer defined legitimacy as “the process whereby an organisation justifies to a peer
or superordinate system its right to exist” (Maurer 1971, 361, based on Suchman 1991,
573). Hence giving a definition on the legitimation process, which is clearly bound to the
legitimacy of an organisation. It does, however, not give a definition on what legitimacy
is and how this process is to be executed. Ashforth and Gibbs give a definition on what a

legitimate organisation is: “an organisation is perceived legitimate if it pursues socially
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accepted goals in a socially accepted manner” (Ashforth & Gibbs 1990, 177, based on
Suchman 1991, 573). This definition on a legitimate organisation explains what an or-
ganisation has to do to be perceived legitimate: it will have to act according to socially
accepted standards and follow socially accepted norms. Yet those definitions fall still
short of explaining how an organisation can strive for legitimacy in practice.

Legitimacy has since been defined by many researchers, but one broadly accepted def-
inition on organisational legitimacy that incorporates the role of social audience in the
legitimation dynamics is given in the seminal research by Mark Suchman (1995, 574; see
e.g. Grolin 1998; Palazzo & Scherer 2006; Erkama & Vaara 2010; Desai 2011; Claasen
& Roloff 2012; Carnegie & O’Connell 2012; Dumay et al. 2015).

Legitimacy is a generalized perception or assumption that the actions of

an entity are desirable, proper, or appropriate within some socially con-

structed system of norms, values, beliefs, and definitions.
This definition is quite comprehensive, as it includes several defining components on
legitimacy. An organisation’s legitimacy is generalised in that it is dependent on the sum
of the entity’s performance, thus the organisation can partly deviate from the expected
societal norms and still retain its legitimacy if those deviations are perceived as excep-
tional. The interpretation of an organisation’s legitimacy are perceptions and assump-
tions, as it represents subjective reactions of an observer. Hence, the organisation may
diverge from the societal norms and still maintain its legitimacy if those divergences are
unnoticed. While legitimacy represents a congruence between a social group with shared
beliefs and the behaviour of an organisation it is also socially constructed. The approval
or disapproval of the collective audience is significant for the understanding of an organ-
isation’s legitimacy and thus an organisation can act in contrast to values of individuals
as long as it does not conflict with the public interpretation. Therefore, the legitimacy of
an organisation is dependent on the pattern of behaviour that is generally perceived and
accepted as legitimate by a group of observers. This perception does not have to be ac-
cepted by all individuals and the perception can change if the observers were to gain more
insight of the organisation’s behaviour. (Suchman 1995, 574.)

There are many reasons for corporations to pursue legitimacy, as legitimacy benefits
a firm in many ways. It increases the stability of organisations as people are more likely
to support and meet the demands of organisations that are assessed as legitimate. It also
adds to the understanding of an organisations comprehensibility as legitimate organisa-
tions are seen as more trustworthy, more predictable and more meaningful. (Suchman
1995, 574-575.) Keeping this in mind; illegitimate organisations could hence be consid-
ered untrustworthy and irrational in their actions and the necessity of the organisation’s
existence could be questioned.

The legitimacy of a firm can be disputed if its actions are in conflict with the percep-

tions of right and wrong of the society. Such conflict of actions and perceptions are for
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example financial scandals, human rights violations, negative environmental externalities
(e.g. pollution and waste dumping) and collaboration with repressive regimes (Palazzo
and Scherer 2006, 71). These are such problematic aspects that would arise questions
about the alignment of the societal needs and the actions of the firm. Depending on the
needs of the firm and its situation, it can either strive for legitimacy actively or passively
(Suchman 1995, 575), as legitimacy can be seen as a resource. With this legitimacy the

firm can guarantee its existence. (Palazzo & Scherer 2006, 72).

3.2 Thematic types of organisational legitimacy

To gain a more thorough understanding of legitimacy Suchman (1995, 577) distinguishes
between three thematic types of organisational legitimacy: the pragmatic, moral and cog-
nitive legitimacy. The groups are also interlinked and sometimes overlapping, but each

type of legitimacy is based on different behavioural dynamics.

3.2.1  Pragmatic legitimacy

Pragmatic legitimacy rests on the calculations of the organisation’s self-interested stake-
holders and broader audience. This means that the audience examines and evaluates the
organisation’s behaviour based on the consequences for themselves. Legitimacy will be
attributed to organisations which stakeholders perceive to benefit them, either by ex-
change legitimacy or influence legitimacy. Exchange legitimacy can be as straightfor-
ward as a give-and-take exchange between the organisation and its audience, let it be
individuals or other organisations. Influence legitimacy is entitled to organisations that
represent the broader interests of the audience in some field. A third variant is disposi-
tional legitimacy which is dependent on shared values where legitimacy is attributed to
organisations that are assumed to share the same values and act in the best interest of the
audience. (Suchman 1995, 578-579.)

These three forms of pragmatic legitimacy all have in common that legitimacy is at-
tributed to organisations because the audience perceive benefiting from the organisation.
The organisation may try to accumulate such legitimacy e.g. through incorporating some
of the audience’s opinions into its own policies or by strategically manipulating the per-
ceptions on the organisation to better align with the one wanted by the constituents. It can
also be done through direct payments or benefits to the audience. (Palazzo & Scherer
2006, 72.)
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3.2.2  Moral legitimacy

Moral legitimacy is a more utilitarian way for evaluating the actions of an organisation.
Instead of evaluating the benefits of actions, moral legitimacy comes through the judge-
ment whether the organisation’s actions are “the right thing to do” and thus producing
socially valued consequences. This judgement is based on the evaluator’s socially con-
structed values and idea of societal welfare and hence more resistant to narrow self-inter-
est and pragmatic consideration (Suchman 1995, 579-580).

Moral legitimacy can be evaluated on four disciplines. Firstly, through evaluations of
outputs and consequences of an organisation’s accomplishments. The consequences of
all actions cannot always be easily determined, because of their impact is spread on a
longer time frame or if the outcomes are not easily measurable. The second way, i.e. the
procedural legitimacy, is therefore to evaluate the used techniques and procedures of an
organisation, thus enabling an organisation to gather moral legitimacy through socially
accepted practices. If the organisation’s actions are perceived to be valuable the achieve-
ments do not even have to visible. Thirdly, some structural characteristics of organisations
can be seen to be valuable in themselves and gain support from an audience. This type of
moral legitimacy is described as categorical and structural legitimacy and is much like
procedural legitimacy, with the difference that in it the whole organisation is evaluated.
Some organisations can be seen to fulfil a function in themselves and are therefore sup-
ported. A fourth form is personal legitimacy, where the leaders and representatives of an
organisation are evaluated. It rests on the personal charisma of specific leaders and is
bound to those individuals. This type of moral legitimacy is not as common as the earlier
three forms of moral legitimacy, but still valuable in the observation of an organisation’s
legitimacy. (Suchman 1995, 581-582.)

3.2.3  Cognitive legitimacy

Cognitive legitimacy is clearly distinct from the two earlier mentioned types of legiti-
macy, i.e. from pragmatic legitimacy which is driven from an interest and from moral
legitimacy which is based on an ethical evaluation. Cognitive legitimacy is created on a
subconscious level and displayed as comprehensibility or taken-for-grantedness. Legiti-
macy that comes from comprehensibility will be given to organisations that are under-
standable and operate based on a culturally accepted model. This means that there have
to be an existing understanding of the organisation and its activities amongst the organi-
sation’s stakeholders. Such understanding can be acquired through consistency with the

wider belief systems and the everyday life of the audience. Cognitive legitimacy which
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originates from taken-for-grantedness is described as the most powerful source of legiti-
macy, as any other option is unthinkable for the stakeholders and audience. Such legiti-
macy comes from a situation where any other alternative is literally impossible and un-
thinkable, and the legitimacy of an organisation is therefore untouchable. Such situations
are, however, rare and hard to strive for, as society, technology, and culture are constantly
in a state of flux in a dynamic market economy and democracy. (Suchman 1995, 582—
583.)

33 Legitimacy repairing strategies

As pragmatic, moral, and cognitive differ from each other, few organisations strive to
fulfil all of them at the same time with the same amount of workload. With the differen-
tiation of the three major types of legitimacy it is possible to distinguish between different
legitimisation themes. It comes well in hand when legitimisation operations are analysed
as it helps to differentiate the diverse goals of corporate actions. However, it is clear that
no organisation can all the time and, in all situations, satisfy all audiences, and thus fig-
uratively step outside the legitimacy evaluation. (Suchman 1995, 585.) Therefore, organ-
isations must make prisonisations between adaption to the distinct legitimacy strategies.

As most cultural processes, the perception of the firm by its stakeholders can be in-
fluenced through communication. Well planned and executed communication can help
the organisations to make a big difference in the way it is evaluated by the audience as a
desirable and appropriate organisation. This communication is, however, not only tradi-
tional one-way disclosure, but rather consists of a multitude of different organisational
messages, as actions, disclosures and non-verbal displays. A well-managed legitimacy
management uses a wide range of different actions and possesses a high level of under-
standing of the possible legitimation responses to different situations. (Suchman 1995,
585-586.)

Depending on the organisation’s legitimation needs different strategies can be utilised.
An organisation may either need to gain, maintain, or repair its legitimacy. Those three
perspectives decide for the actions and techniques the organisation can use when it tries
to alter its pragmatic, moral, or cognitive legitimacy. (Suchman 1995, 586.)

Organisations faced with a crisis will need to repair their legitimacy if they have failed
to either gain enough legitimacy or maintain their existing legitimacy. As a reactive re-
sponse repairing legitimacy functions best for crisis management or as a response to an
unlikely event, in contrast to gaining or maintaining legitimacy. In the event of a major
legitimation crisis organisations tend to fall into a self-reinforcing loop of fall-backs,
which reduces the audience’s and allies’ support for the organisation. The failure to fulfil

the expectations of the wider public or some important stakeholder group can lead to loss
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of long-standing allies, because legitimacy is mostly reciprocal and partly shared through
networks. The allies will thus alienate themselves from the organisation in question, as
they risk a negative contamination. Such actions could inflict considerable harm, if for
example an organisation’s critical resource flows were to be interrupted to the organisa-
tion. (Suchman 1995, 597.) Such critical resource flows are for example customers or
new employees to the firm. Therefore, legitimacy is important for all firms. As the goal
of all organisations in crisis are to regain their lost legitimacy, this aspect fits best for this
thesis. Therefore, only the task of repairing legitimacy will be presented here more
closely.

After a major negative incident an organisation will have to address the immediate
threat of losing legitimacy through legitimacy repairing actions. After the initial crisis is
dealt with the organisation may go back to the other legitimation activities. In the wake
of the crisis it is particularly important to build a wedge between the past action, which is
assessed as illegitimate by the audience and the ongoing (better) practices. General prop-
ositions for legitimacy management in those situations are to offer normalising accounts,
restructure, and to avoid panic. The motive with the offering of a normalising account is
to separate the legitimacy breach from the larger evaluation of the organisation’s legiti-
macy. There is a grave danger in not reacting to a threatening revelation, as audiences
will begin to suspect all other activities of the firm and even turn against its desirable
outputs. (Suchman 1995, 597-598.) The actions should both be straightforward and ef-
fective yet also sensitive to the audiences’ reactions (Suchman 1995, 599). The proposi-
tion not to panic should be interpreted as a general rule not to make too swift actions by
e.g. making large restructurings in the firm without understanding the situation well
enough. Too sudden and unplanned changes that are soon reversed would further reduce
the trust on the firm’s actions. Table 2 summarises the legitimacy management frame-
work for repairing legitimacy. It is a combination of the three distinctive thematic types
of legitimacy combined with corresponding managerial actions that help an organisation
to repair legitimacy (Suchman 1995, 600). The actions are meant to be responses to the
three different legitimacy aspects and are grouped based on how well they respond to

them.
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Table 2 The legitimacy management framework (based on Suchman 1995, 600)

Legitimacy management framework

Themes Actions

Deny

Pragmatic legitimacy :
Create monitors

Excuse

Justify

Moral legitimacy Replace personnel

Revise practices

Reconfigure

Cognitive legitimacy Explain

Pragmatic legitimacy, which is mostly based on the audience’s self-interest, is combined
with the acts of denial and creating monitors. As stakeholders base their assessment of
the organisation’s actions on a utility calculation a blunt denial of any wrongdoing may
go unnoticed if there are pragmatic reasons for this. The same applies to the creation of
monitors. A firm can invite a monitor or a watchdog, i.e. the organisation can call for new
public regulation or call for an ombudsperson to oversee the correction of any faults.
Those actions would perhaps not repair legitimacy immediately, but on a pragmatic level
it might persuade some audiences that they can safely return to normal relations. (Pfeffer
1981, based on Suchman 1995, 598.)

Moral legitimacy management requires more utilitarian responses to crisis, such as
excusing, justifying, replacing personnel, revising practices or reconfiguring. A firm may
excuse for their actions and hope for forgiveness, at least on a personal level from its
stakeholders if not on a legislative level. The excuse can, however, also be a way of ques-
tioning the organisation’s responsibility by blaming individual employees or practices
without taking the whole blame on the organisation itself. A firm may also try to justify
its past actions by reverting the purpose of the firm in retrospect. Thus, it could easier
appear constant with the stakeholder’s moral beliefs. The three other actions are meant to
disassociate the firm from the disruptive incident. By replacing the guilty employees or
executives it can try continuing from a clean slate and communicate a wish for change.
The same applies to revising non-desired practices and reconfiguring business operations.
Such strategic restructuring can extend to closure of dubious operations or geographic
locations. (Suchman 1995, 598.) As a way to regain some cognitive legitimacy the man-
agers can try to merely explain the event so that the firm can preserve at least some of its
support. (Suchman 1995, 598.)
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3.4 Empirical applications of legitimacy management framework

Suchman’s legitimacy management framework has been described as the point of refer-
ence for legitimacy management in literature (Claasen & Roloff 2012) and it is widely
used in studies analysing different sorts of crisis management situations. To understand
the broad variety of research, for which Suchman’s framework has been used a few in-
teresting examples are presented.

One example of research based on Suchman’s (1995) legitimacy management action
typology is a historical case study. The study examines how two Australian professional
accounting bodies responded to a financial, corporate, and regulatory crisis in the 1960s.
The study is conducted on historical evidence in the form of minutes from conferences
held by the bodies to discuss and defend the accounting profession’s legitimacy. It exam-
ines which key thematical forms of legitimacy were focused on and which actions used
to defend the accounting bodies’ legitimacy. The study established pragmatic legitimacy
to have been in key focus of attention whereas moral and cognitive legitimacy were less
significant. (Carnegie & O’Connell 2012)

Another case study conducted by Claasen and Roloff (2012) aims to fill a research
gap regarding the question whether corporate social responsibility (CSR) practices con-
tributes to organisational legitimacy. By analysing stakeholder interviews with the help
of Suchman’s (1995) cognitive, pragmatic and moral legitimacy management typology,
they concluded that moral legitimacy was more relevant than cognitive and pragmatic
legitimacy for the overall legitimacy of a company. Thus, the authors call for more com-
parable studies to be able to quantify the relative importance of the three thematical as-
pects of legitimacy management presented by Suchman (1995), as no earlier research had
predicted this particular difference. (Claasen & Roloff 2012.)

Researchers Dumay, Frost, and Beck (2015) have elaborated the framework by devel-
oping a model of legitimacy management where Suchman’s (1995) institutional and stra-
tegic perspectives of legitimacy are combined into “material legitimacy”. In the case
study, the researchers analyse two organisations’ disclosures of non-financial infor-
mation. The presented new form of legitimacy would enable organisations to align the
organisation’s (strategic legitimacy) and its stakeholders’ (institutional legitimacy) con-
cerns together. (Dumay et al. 2015.)

Suchman’s (1995) framework on legitimacy management has also been criticised by
researchers. Results from a longitudinal qualitative study on large-scale changes in pub-
lic-sector health care show that after an optimum level of legitimacy has been achieved
further focus on legitimacy management may lead to mismanagement of stakeholders.
Another key finding is that the need and sort of legitimacy management actions of an

organisation can change with time. The research was conducted as a content analysis of
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annual reports from health institutions, government documents, and newspaper accounts
to get insight of the studied time period. (Sonpar et al. 2010.)

The findings of Baumann-Pauly, Scherer and Palazzo (2016) draw attention to a di-
lemma or paradox in Suchman’s (1995) framework on legitimacy management. When
corporations strive to repair their legitimacy, the actions might satisfy one stakeholder
group’s demands but simultaneously violate another’s. Their research shows, that suc-
cessful legitimacy management requires corporations to internally coordinate their crisis
response strategies to various stakeholder groups. Corporations also communicate differ-
ently to various types of stakeholders. (Baumann-Pauly et al. 2016.)

As these recent examples of research show, the legitimacy management framework
can be used for a wide variety of types of research in many fields of science. The re-
searches often deal with crisis and their management in different ways and their method-
ological choices are comparable with this research. As such, Suchman’s legitimacy man-
agement framework can also be regarded as suitable for this research. It is also notewor-
thy that earlier research has found Suchman’s framework lacking in some aspects or the
researchers have elaborated the framework further. This means that although Suchman’s

approach is commonly applied it can still be further developed and improved.
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4 RESEARCH METHODOLOGY

The purpose of the research was to study Volkswagen’s crisis management after the emer-
gence of the emissions crisis through its crisis communication and to gain deeper under-
standing on how legitimacy management was used to repair legitimacy after a serious
crisis that threatened the car manufacturer’s core business. For deeper understanding of
how organisations may repair their legitimacy this study concentrates on analysing the
different actions for repairing legitimacy which are found in the research data consisting
of Volkswagen’s press releases. The theoretical framework gives the basis for interpreta-
tion of the data and in the creation of the analysis. This chapter clarifies the methodolog-
ical choices made prior and during the research process and the reasoning behind them.

The research setting of this real-life event, from where the goal is to acquire as com-
prehensive and objective understanding as possible calls for a qualitative research ap-
proach combined with systematic content analysis as research method, which will hence
be used in this study for the analysis and interpretation (see e.g. Hirsjirvi et a. 1997, 157;
Corbin & Strauss 2008, 12—13; Tuomi & Sarajédrvi 2002, 105). These decisions will af-
fect, among other things, the type of empirical data usage, the ways the data can b