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Abstract

Stakeholders’ decisions regarding whether to continue to support a firm after it
has been perceived as culpable for socially irresponsible behaviour is “coin of the
realm” in selecting which firms (or which parts of a firm) will be able to survive
a corporate social irresponsibility (CSI) scandal. Our empirical setting is an em-
bedded polar case of audience support, the Parmalat case, following a severe CSI
scandal. The scandal represented a “trigger event” that ignited an active reevalua-
tion of the firm on behalf of its stakeholders. We show that, while the firm’s cogni-
tive legitimacy was not harmed by the CSI scandal, two dimensions of legitimacy
played a key role in stakeholder evaluations: moral and pragmatic legitimacy. The
capacity to manage the interplay between these two dimensions emerged as a key
factor underlying stakeholders' support. Finally, we argue that if pragmatic legiti-
macy is feeble it is unlikely that the firm is able to maintain stakeholders' support.
Our study suggests that possessing a sound source of competitive advantage in one
(or more) of the businesses in which the firm operates is decisive to maintain the
support of independent stakeholders following CSI scandal.
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1 Introduction

The upsurge of ethical scandals that rocked the corporate world since the end of
the twentieth century no doubt contributed to reinforce the debate on the anteced-
ents of Corporate Social Irresponsibility (CSI) (Ashforth et al., 2008; Chiu & Sharf-
man, 2018; Grant & Visconti, 2006; Kuznetsov et al., 2009; Phillips et al., 2019;
Schrempf-Stirling et al., 2016; Zahra et al., 2005). Today, given the time lag since the
wave of CSI scandals that occurred during the 1990 and 2000s, allows us to focus
on the factors that influence culpable firms’ capacity to survive such scandals (Kang
et al., 2016). The relevance of firm survival goes beyond the direct interests of its
primary stakeholders and affects the economic wellbeing of entire territories (Price
& Sun, 2017).

Studies regarding post-CSI scandals have taken for granted that the consequence
for the firm of being perceived as socially irresponsible is the loss of legitimacy
and, consequently, of the support of its main stakeholders (Ashforth & Gibbs, 1990;
Lange & Washburn, 2012; Meyer & Rowan, 1977; Pfarrer et al., 2008, 2010; Walker
etal., 2019).

Drawing on extant research regarding legitimacy, the possibility of maintaining
stakeholders’ support after a CSI scandal depends on the effectiveness of the firms’
strategies of manipulation, isomorphic adaptation, and moral reasoning (Scherer et
al., 2013; Stachowicz et al., 2017). Consistent with this stance, when institutional
fields are not fragmented or disputed, isomorphic adaptation is the only strategy for
firms to maintain their legitimacy. Nonetheless, the alignment to a dominant institu-
tional logic is considered relatively straightforward and environmentally determined;
decoupling and impression management techniques have been identified as means
that allow firms some flexibility in the adaptation process (Elsbach, 1994; Elsbach &
Sutton, 1992; Scherer et al., 2013).

Literature on managing legitimacy in unfragmented and institutional fields leaves
unanswered how come many firms fail to maintain legitimacy after breaching formal
or informal institutions. In particular, whether it is just a problem of weak adaptive
strategy formulation or whether implementing an adaptive legitimacy maintenance
strategy is more problematic and articulated than this literature would suggest. How
come assumptions that adaptive legitimacy maintenance initiatives lead to different
results have been taken-for-granted? For instance, frequently, a scapegoating strategy
to restore moral legitimacy is observed. Why is such strategy sufficient in some cases
and not in others? The comprehension of the dimension(s) considered in stakeholder
evaluation processes following culpable behaviour in unitary and stable institutional
environments remains to be clarified.

Our study is inspired by the puzzling case of Parmalat’s CSI scandal. The Italian
firm, famous worldwide for its dairy products, was responsible for one of the most
relevant corporate social irresponsibility instances in the world over the last decades
(Grant & Visconti, 2006). Yet after a much-publicized CSI scandal in 2003, Parmalat
maintained both its license to operate and its legitimacy, whilst consumers’ support
sustained its sales. Therefore, the question that oriented our explorative research ini-
tially was how come the taken-for-granted assumptions that scandals lead to the loss
of legitimacy and the consequent withdrawal of stakeholders’ support did not hold
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for the Parmalat case? Our in-depth inductive study of post-CSI crisis effects in the
Parmalat case offers some answers to this question. More specifically, the contri-
bution that this paper provides is summarized as follows. First, implementing iso-
morphic adaptation strategies (i.e., the stigmatization and substitution of corporate
elites), though appropriate for unitary and stable institutional fields, is more challeng-
ing than extant research would suggest (Scherer et al., 2013). Accordingly, our first
contribution to legitimacy literature is that the CSI scandal harmed the firm’s moral
legitimacy and placed the firm’s market legitimacy under the limelight but did not
destroy it automatically. In particular, while the actions taken to restore the harmed
moral legitimacy were a crucial procedural phase to consent the firm’s survival, they
cannot be considered sufficient to reintegrate the firm with its main stakeholders.

Second, we argue that CSI ignites an active re-evaluation of all the dimensions
underlying firm legitimacy on behalf of stakeholders, rather than the focused assess-
ment of the bases of the firms’ harmed moral legitimacy alone. In the case at hand,
the analysis of stakeholder evaluations, controversies and public discourses allowed
the identification of the logic that drives stakeholder decisions regarding the mainte-
nance or withdrawal of their implicit social contract with the transgressing organiza-
tion. While stakeholders evaluated the moral harm caused, and the substantive and
symbolic actions taken to implement an adaptive strategy to restore the tarnished
legitimacy of the firm, an equally important role was played by the stakeholders’
evaluation of the firm’s capacity to satisfy their self-interested benefits in the long
run. Thus, we contribute to legitimacy research by calling attention to the interplay
between moral and pragmatic legitimacy in the context of post CSI events.

Third, we contribute to the literature regarding CSI and legitimacy drawing atten-
tion to an additional neglected aspect (Lange & Washburn, 2012): social identifi-
cation. We argue that social identification with harmed parties leads independent
stakeholders to support the firm or, conversely, to refrain from rehabilitating the firm
even after effective moral legitimacy restoration processes have been implemented.
Therefore, we enrich legitimacy research by stressing the importance of social iden-
tification in the context of post CSI events.

2 Literature review

“Financial fraud refers to the deliberate actions taken by management at any level
to deceive, con, swindle or cheat investors or other key stakeholders” (Zahra et al.,
2007, p. 122). In the short run, financial fraud can generate advantages for the cul-
pable firm; for example, it may reduce taxes, increase income or profit rates, and
decrease capital cost (Robinson et al., 2012). Nonetheless, when information regard-
ing financial fraud is rendered public, the culpable firms’ legitimacy is harmed (Zahra
et al., 2005) as its stakeholders develop negative evaluations regarding the degree to
which the firms’ actions “are desirable, proper, or appropriate within some socially
constructed system of norms, values, beliefs and definitions” (Suchman, 1995, p.
574). Legitimacy originates in a “relationship with an audience, rather than being a
possession of the organization” (Suchman, 1995, p. 594) and it is attributed to the
organization by its stakeholders.
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Firms considered legitimate are perceived to be more worthy of active and pas-
sive support by stakeholders and as “more meaningful, more predictable and more
trustworthy” (Suchman, 1995, p. 575). Legitimacy is a peremptory condition for the
uninterrupted access to resources and support from the firms’ stakeholders (Pfeffer
& Salancik, 1978) and, as such, is critical for its survival (Scott, 1995). Of course, in
the context of ongoing globalization, also the host nations in which the firm wants to
perform its business should be considered key stakeholders (Carroll, 2004).

The loss of legitimacy typically leads critical organizational stakeholders to change
both enacted relationships and espoused firm evaluations. Such changes imply a high
risk of giving way to a self-fulfilling prophecy, as the effectiveness of any organiza-
tion depends on the continued participation and support of its stakeholders (Bau-
cus & Baucus, 1997; Cameron & Whetten, 1983; Davidson et al., 1994; Fombrun,
1996; Freeman et al., 2008; Haunschild et al., 2006; Karpoff et al., 2008; Salancik &
Meindl, 1984, Strachan et al., 1983).

In his seminal work, Suchman (1995) underscores that legitimacy may rest on: (a)
the taken-for-granted and often sub-conscious acceptance of the organization as “nor-
mal” and understandable (cognitive legitimacy); (b) the “sociotropic” judgment of
the organization and its activities according to the stakeholders’ socially constructed
value system and its evaluation of whether the latter promotes societal welfare (moral
legitimacy); (c) constituent stakeholders’ perception of self-interested benefits that
derive from the organizations’ existence and activities (pragmatic legitimacy). John-
son et al. (2006, p. 55) add that “legitimacy is a problem in the construction of social
reality.” Legitimacy appears to be connected by the consensus among actors in con-
sidering a specific object as legitimate.

As Suddaby et al. (2017) argue, the analytical focus on the relationship between
the firm and its environment in positioning the source of legitimacy is a good start-
ing point to understand the “legitimacy-as-property view.” Legitimacy maintenance
becomes a crucial issue for established organizations as a consequence of the activa-
tion of challenges to its status quo. Specifically, Lange and Washburn (2012) identify
three primary mechanisms affecting observer attention and interpretation of CSI: (1)
the rational inference of a causal relationship between the firm and the harmful event,
and a moral judgment of the firms’ moral responsibility; (2) the effects’ undesir-
ability, related to threat avoidance and norms for moral behaviour; (3) the affected
parties’ noncompliance, based on their lack of power to prevent the damaging event.

The challenge to maintain legitimacy after a CSI case usually requires a “trigger
event” or a destabilizing cue as, once gained, legitimacy tends to be taken for granted
(Alcadipani & de Oliveira Medeiros, 2020; Ashforth & Fried, 1988) and accorded to
organizations based on an “evidence of ongoing performance vis-a-vis [stakehold-
ers’] interests and with periodic assurances of business as usual” (Ashforth & Gibbs,
1990, p. 183). Therefore, it is not surprising that studies regarding CSI-scandals have
taken for granted that the immediate consequence of the public perception of these
scandals is the loss of legitimacy (Ashforth & Gibbs, 1990) and have focused their
inquiry on the specific negative consequences that follow them. Lange and Washburn
(2012) argue that the attribution of social irresponsibility is based on moral judg-
ments of the social harm caused, they further specify that the stimuli that “evoke
deep-seated negative moral reactions (...) include perceptions of suffering, unfair-
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ness, violations of in-group/out-group boundaries, disrespect, and impurity” (Lange
& Washburn, 2012, p. 2012) and the violation of “hypernorms” that describe the
principles of human existence that work globally “as a guide in evaluating lower
level moral norms” (Donaldson & Dunfee, 1994, p. 265). No other legitimacy trait of
the firm is considered in this model.

2.1 CSl and the loss of legitimacy

Drawing on long-standing literature (Baucus & Baucus, 1997; Elsbach & Sutton,
1992; Paetzold et al., 2008; Pfarrer et al., 2008), we consider firms to be perceived as
socially irresponsible as a consequence of instances in which firms cause social harm,
they are deemed at least somewhat culpable for the harm caused and for which the
affected party is regarded as at least somewhat non-complicit (Lange & Washburn,
2012). This definition embraces corporate actions that breach both formal and infor-
mal institutions of what is deemed morally or cognitively appropriate according to a
given social value system. It is not surprising, therefore, that studies regarding CSI
have taken for granted that the immediate consequence of the public perception of
these scandals is the loss of legitimacy (Ashforth & Gibbs, 1990; Lange & Washburn,
2012) and have focused their inquiry on the specific negative consequences that fol-
low them.

The results reached by extant research underscore that the loss of legitimacy fol-
lowing instances of CSI leads firm stakeholders to change both enacted relationships
and espoused firm evaluations. For instance, Sutton & Callahan (1987) illustrated
how the loss of legitimacy consequent to filing for bankruptcy leads suppliers to
refuse to send parts to the focal firm even though they were promised cash on deliv-
ery. Other consequences reported include suppliers sending faulty products, custom-
ers who stop buying the firms’ products, and the remaining customers, creditors,
suppliers, and employees who bargain to obtain more favourable exchange terms.
In general, the loss of legitimacy reduces stakeholder support to firms (Ashforth &
Gibbs, 1990; Meyer & Rowan, 1977). In turn, the loss of critical firm constituent sup-
port leads to damaged firm performances and slower sales growth rates (Baucus &
Baucus, 1997), loss of access to essential resources, raised capital costs (Komisare-
jevsky 1983), severely tarnished firm reputations (Weiselfeld et al., 2008). Further-
more, recent research suggests that firms may suffer negative reputational spillovers
(Barnett & King, 2008; Jonsson et al., 2009; Lange et al., 2011).

2.2 Legitimacy maintenance strategies and stakeholder evaluations

Literature regarding legitimacy maintenance strategies distinguishes three approaches:
the strategic approach, the institutional approach, and a third approach that balances
the firsts two. According to the strategic approach, firms can significantly influence
legitimization processes and engage in symbolic and substantive strategies to cre-
ate, maintain, and repair legitimacy (Pfeffer & Salancik, 1978). Instead, managerial
agency and the interaction between firms and stakeholders in legitimacy processes
are downplayed in the institutional approach. Seeing as institutionalists focus on
the collective structuration of entire sectors (DiMaggio & Powell, 1983), legitimacy
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is primarily viewed as a question of the conformity of firm actions, procedures,
and structures to external institutional frameworks (Meyer & Rowan, 1991; Meyer
& Scott, 1983; Zucker, 1987). The third approach acknowledges both the role of
institutional fields and value systems as a constraint to firms and their stakeholders,
on the one hand, and the role of agency and rhetoric on the formation of societal
expectations, on the other hand (Suchman, 1995; Hossfeld, 2018; Patriotta et al.,
2011; Scherer et al., 2013). Following the third approach to legitimacy processes, it
is possible to distinguish the conditions that trigger legitimacy regards specific firms
and the appropriate firm strategies to address them (Scherer et al., 2013), based on
the characteristics of the institutional framework in which the latter operate (stable
frameworks versus more dynamic and fragmented frameworks).

The process through which stakeholders challenge firm legitimacy represents self-
correcting policies that societies use to pressure, reform, or eliminate transgressing
firms. In this context, Brown (2005) recognizes the capacity of texts and their nar-
ratives to re-establish legitimacy after a case of CSI. These processes complement
the application of legal rules and sanctions through formal institutions. In line with
a balanced view of firm agency within institutional fields, adopting firm strategies
to maintain challenged legitimacy depends on the institutional frameworks’ char-
acteristics. The costs of error or delay may be extensive, not inevitable, and very
relevant (Hood et al., 2009). While the elaboration of firm legitimacy maintenance
strategies to tackle tensions within dynamic and fragmented institutional contexts
may be extremely complex, strategies to correct firm behaviours that do not adhere
to relatively stable institutional frameworks are considered relatively unproblematic
(Scherer et al., 2013; Patriotta et al., 2011).

In financial fraud, firm moral legitimacy is challenged due to the breaching of
formal institutions and legal frameworks that are typically stable. The usual way
out is to remove the culpable actors so firms can go back to being consistent with
the institutions and legal frameworks of the contexts they belong to. Such initiatives
automatically create the circumstances that allow the firm to be legitimated again
(Gephart, 1992). Therefore, maintaining legitimacy after a financial fraud has been
considered relatively unproblematic (Patriotta et al., 2011; Scherer et al., 2013), as it
entails following adaptive strategies and conforming substantially to the prevailing
institutional logics (Suchman, 1995; Elsbach, 1994; Elsbach & Sutton, 1992; Scherer
etal., 2013).

Nonetheless, this line of reasoning leaves unanswered how come organizations
that have implemented effective adaptive strategies may fail to maintain legitimacy
sufficiently to assure necessary stakeholder support or why at times firms may man-
age to maintain legitimacy only for parts of the organization. The purpose of this
paper is to pinpoint the dimension(s) taken into consideration in stakeholder evalua-
tion processes following culpable behaviour in unitary and stable institutional envi-
ronments. These dimensions are identified by analysing an empirical polar case of
legitimacy maintenance after a CSI scandal.
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3 Research method

Given a limited understanding of the processes activated to re-evaluate firm legiti-
macy after a CSI case in unitary and stable institutional contexts, we relied on a
qualitative research design (Eisenhardt, 1989, 1991; Yin, 2009).

We propose an inductive investigation of the Parmalat case, representing a rel-
evant and richly documented instance of social irresponsibility in Europe in 2003
(Grant & Visconti, 2006). According to the basic principles of theoretical sampling
(Pettigrew, 1990), the selection of our case study is motivated by its revelatory poten-
tial for the research question rather than for statistical reasons. First, although the
widespread perception that Parmalat acted in a socially irresponsible manner, CSI did
not cause problems for the sustainability of the firm’s milk and food businesses, as it
maintained the consumers’ license to operate sales (in volume and in value) and the
support of all other constituent stakeholders.

Second, Parmalat allows to adopt a “nested approach” to individual case inves-
tigation (Yin, 2009). In December 2003, when the CSI scandal emerged, Parmalat
was a multi-business firm. This allows us to distinguish between business-level and
corporate-level data and analysis. The possibility to conduct within-case compari-
sons between businesses belonging to the same firm allow us to recognize factors
that influence post-scandal performance at the business level, reducing the variety
of exogenous factors that may have influenced the turnaround results at the business
level (as, for example, firm characteristics, industry characteristics, macroeconomic
phases and so on).

Third, given that the effects of Parmalat’s CSI on its stakeholders’ support deci-
sions were very different for the single businesses in its portfolio, Parmalat’s post-
scandal may be considered a “polar case” (Pettigrew, 1990) in which within-case
comparisons may allow to identify the dimension(s) underlying successful and
unsuccessful adaptive legitimacy maintenance strategy implementation.

Finally, our case ensures the development of converging lines of inquiry, starting
from different views concerning the investigated phenomena and the triangulation of
facts (Jick, 1979).

Following the way Baum and Powell (1995, p. 530) use media archives to mea-
sure legitimization, we analyse press coverage to reconstruct and portray the pub-
lic discourses on Parmalat (e.g., Zilber, 2006). To answer our research question, we
reconstruct the public discourses and the corresponding societal-level representations
that emerged following the Parmalat scandal. Media archives allow us to assess how
the media emphasized Parmalat’s success before and its culpability after the CSI
scandal in 2003, guiding positive and negative emotional responses towards Par-
malat. We collected 12,235 newspaper articles published between 1984 and 2005
in Il Sole240re (i.c., the most important Italian economic and financial newspaper),
La Repubblica and Il Corriere della Sera (i.e., the most widely read newspapers in
Italy)'.

! For parsimony, we do not report in the references list the titles of the articles consulted in these newspa-
pers. Nonetheless, the reader can easily find the articles analysed for this study by using the same search,
combined with the same data, indicated above.
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Furthermore, we use traditional primary data sources, such as official reports and
balance sheets following the year of the scandal and the statistic data that Parmalat
commissioned.

Because of the considerable volume of accessible journal articles and other sec-
ondary data sources available, we portrayed stakeholder perspectives on Parmalat in
two different moments: before and after the scandal. Precisely, we picked the quotes
that journals attributed to stakeholders. This process helped us limit journalists’ influ-
ence due to tone and text contexts, on the one hand, and to channel a large amount
of data into a limited number of constructs of interest, on the other. Initially, the
analysis of data sources was informed by the elements of CSI attribution as identified
in Lange and Washburn (2012). Successively, through the comparison between the
businesses from which stakeholders’ withdrew their support and the business that
maintained their audiences’ support, a limited number of significant new dimensions
underlying audience support decisions emerged. These dimensions are described and
their impact on stakeholders’ decisions are clarified during the discussion of the case
study.

4 Case study analysis
4.1 Parmalat’s background

Parmalat is a milk firm that Mr. Calisto Tanzi founded in 1961. In the beginning, Par-
malat was a family-run firm that aimed to achieve a competitive advantage uniquely
in the milk and food industry.

During the 1980s, the firm started diversifying from the milk business into other
product businesses (Il Sole24Ore 18/03/1988; Mondo Economico 21/09/1987)
by offering bakery products, fruit juices, tomato sauces. Coherently with Mr. Tan-
zi’s aspirations to make Parmalat «the Coca-Cola of the milk world» (La Repub-
blica, 02/01/2004; Financial Times 21/11/2004), Parmalat’s vision became “grow
to compete”. In a few years, Parmalat had a corporate portfolio of more than 250
products that were offered to the market with different brand names (such as San-
tal, Malu etc.) (Il Sole24Ore 19/01/1988; 01/03/1988; 09/06/1988; 21/06/1988;
Mondo Economico 13/05/1996), distributed in national and international markets (//
Sole240re 26/03/1991; 11/12/1994). The key element of Parmalat’s corporate strat-
egy was its rapid growth orientation (Grant & Visconti, 2006), also through unrelated
diversification.

In 1990, the group was listed on Milan’s Stock Exchange and changed its name
to Parmalat Finanziaria SpA (Il Sole24Ore 20/12/1989, 08/04/1990, 11/04/1990
20/07/1990, 12/10/1990, 31/10/1990). All through the following decade, Parmalat
increased its debt ratio to finance an aggressive acquisition-based growth strategy.
The firm acquired over 200 companies, spread across 30 countries (/I Sole24Ore
11/12/1994, 31/05/1995, 22/03/1997). By the end of 2002, over 36,000 employees
worked for Parmalat.

Unfortunately, most of the investments and acquisitions the firm made, inspired
by Mr. Tanzi’s hubris (Dagnino et al., 2013), were not as profitable as expected.
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Grant and Visconti (2006) underscore that a few strategic mistakes originally made
owing to overconfident decision-making were then reiterated in the quest to pursue
the entrepreneur’s ambitious goals. As Robert E. Mittelstaedt, Vice-dean and Direc-
tor of Executive Education at Wharton reported in 2003, «In some ways, it is no more
than a symptom of the times; these are people who had great ambitions, and when
those ambitions were not being realized, they wanted to create what was not therey>.
To show good returns on its investments, accounting practices “adjusted” Parmalat’s
net earnings and downplayed its debts (La Repubblica 21/04/2004).

4.2 The emergence of Parmalat’s social irresponsibility

Following the 2003 scandal, investigations conducted by the Italian authorities
revealed systematic and creatively planned accounting misrepresentations since the
late 1980s (La Repubblica 20/01/2004; Il Sole24Ore, 24/12/2003 and 30/12/2003).

Although some requests for ‘explanations’ regarding the firm’s solvability had
begun to emerge since the end of November 2003 (// Sole240re 18/11/2003), Parma-
lat could count on the support of well-regarded institutional investors and creditors,
as well as a solid credit rating, until December 2003. Even when Standard and Poors
downgraded the firm applying a negative credit watch to it (// Sole240re 12/11/2003),
and Parmalat’s CFO Alberto Ferraris resigned (// Sole24Ore 18/11/2003), the firm
under the watch of Calisto Tanzi announced: «the huge solidity of the financial struc-
ture, the complete validity of financial communication and the lack of any liquidity
problems» (Il Sole240re 12/11/2003).

The crack came to light in December 2003, when the Bank of America denied the
existence of an account in which Parmalat claimed to have $3.9billion in liquidity.
Since Parmalat could not reimburse a bond payment that had become due, the firm
was suddenly hit by a financial crisis that led to judicial inquiries involving both the
owners and the management team. After the CSI scandal surfaced, the illicit proce-
dures through which Mr. Tanzi led Parmalat to its ruin became apparent.

Initially, the accounting manoeuvres were designed to allow the firm to survive
the erroneous investments made in South America. Later, Tanzi confessed trans-
ferring some $620million from Parmalat to other unrelated activities linked to his
family (such as Parmatour, the family football team, and Odeon TV) (/I Sole24Ore
27/12/2003).

The unrelated businesses were not obtaining appreciable performances. Though
Parma football gained the fifth position in Italy’s major league in 2004, it was absorb-
ing huge amounts of capital and, as a consequence, the financial results were not
satisfactory (Malagutti, 2004). Also, Parmatour and the tourism business absorbed
significant amounts of money from Parmalat (ANSA, 05/01/2004).

After a long-standing reputation of being a responsible firm, Parmalat was imme-
diately perceived as socially irresponsible. Italians were shocked by the financial col-
lapse of the firm (/I Corriere della Sera 13/01/2004). Parma’s mayor, Elvio Ubaldi,
commented the scandal declaring: «Parma feels cheated. It is a betrayal that goes

2 “How Parmalat Differs From U.S. Scandals” How Parmalat Differs From U.S. Scandals - Knowledge@
Wharton (upenn.edu) Available on line 30/08/2021.

@ Springer



A. Mocciaro Li Destri et al.

beyond money, since it concerns the trustworthiness and the image of the city» (La
Repubblica 29/12/2003). Several TV news reported how Italians, and people from
Parma in particular, would never have predicted the firm’s wrongdoing and still
«could not believe it».

Even Parmalat’s employees were shocked by the financial fraud. No one imagined
that the firm was in dire straits. Although the Parmalat group had diversified into
other unrelated businesses, such as soccer, tourism, and TV broadcast, Parmalat’s
image continued to be centred on milk and dairy products.

Furthermore, Parmalat had always been considered a «good corporate citizen»
(Malagutti, 2004) as it had, for example, made donations for the restoration of Par-
ma’s City Cathedral and published reports monitoring its environmental impact.
The unexpectedness and the concentration in time of the news regarding Parmalat’s
accounting fraud increased the stakeholders’ perception of its socially undesirable
effect (La Repubblica 17/01/2004).

4.3 The stigmatization and substitution of Parmalat’s corporate elites

According to the American Securities and Exchange, the public opinions’ condem-
nation was unanimously directed towards Mr. Tanzi and his closest accomplices for
leading «one of the biggest operations of financial fraud in Italian history» (/I Cor-
riere della Sera 02/01/2004). Parmalat’s corporate elites were immediately singled
out as accountable for the fraud and stigmatized by legitimacy arbiters such as jour-
nalists and industry analysts (ANSA® 19/12/2003). Notwithstanding the difficulty to
accept the idea that Mr. Tanzi defrauded many people, the common person, as well
as the international press, underscored that «the rise and fall of the Italian dairy firm
is linked to its patron Mr. Calisto Tanzi, who founded Parmalat in 1961» (The New
York Times 11/01/2004).

Calisto Tanzi, together with Fausto Tonna, Alberto Ferraris, and Luciano del Sol-
dato, the firm’s CFOs, were ‘marked’ as the elites responsible for the intentional
fraud and for cooking the books leading to the firm’s financial crack in December
2003. The giudiciary court of Milan immediately filed legal actions against Mr.
Tanzi. The firm’s founder and more than a dozen other former Parmalat elites and
advisers were charged with financial fraud, false accounting, and money laundering a
few weeks after the collapse (// Corriere della Sera 28/06/2005; The New York Times
26/07/2007).

While long-standing corporate elites were stigmatized, a new leader became fully
empowered to manage the post-scandal turnaround phase. In fact, in December 2003,
Mr. Tanzi himself had hired Mr. Bondi as the firm’s technical advisor and CFO (La
Repubblica 10/12/2003). As reported by the press, the business community expressed
significant consideration and appreciation for Mr. Bondi and his well known abil-
ity to lead firms in difficulty (La Repubblica 14/01/2004; 14/02/2004; Il Sole24Ore
16/12/2003). Once the firm’s financial scandal was diffused through the press, the
presence of Mr. Bondi at the helm of the firm and his highly regarded reputation
helped consolidate the public opinion that the firm had the chance to be pulled through

3 ANSA is the acronym for Italy’s leading news agency.
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the administrative procedure with success (La Repubblica 11/12/2003; Il Sole240re
16/12/2003). This explains how come the stock market welcomed Bondi as the new
CEO of Parmalat so warmly to require a series of suspensions for excessive rises in
the stock quotations of the company following his nomination. Overall, following
Bondi’s nomination in Parmalat, the firm’s stock rose 31.87%, closing at 1.05 euros
per share (I Sole24O0re 17/12/2003). These results appear to confirm that the actions
taken and the media press had managed to restore the legitimacy of Parmalat in the
aftermath of its CSI (Brown, 2005).

Besides, the conversion of Parmalat’s old bonds into new shares of the firm
renovated shareholder meetings. The new Parmalat was a public firm with about
1,600million euro of capital subscribed by 78,757 sharcholders, approximately
78,000 individuals, and 757 institutions (such as banks and funds). The new corpo-
rate governance system and Mr. Bondi’s highly regarded reputation restored Parma-
lat’s credibility in the eyes of the business community.

4.4 Stakeholders’ support

Consumers’ reactions in Parmalat’s post-scandal phase. Parmalat has always made
dairy products for which trust, quality, and technology were critical success factors.
Though the market much appreciated Parmalat’s dairy products, there were many
well-known and well-regarded alternatives for customers to choose from (i.e., Cen-
trale del latte, Danone, Galbani, Muller, Yomo, and so on). Therefore, customers
were undoubtedly not dependent on Parmalat’s survival to continue to satisfy their
desire for high-quality dairy products. Nonetheless, during the first 20 days of 2004,
there was an increase in Parmalat’s products’ consumption. Parmalat reported sale
increases of juices (+18%), yogurt (+2%), and UHT milk (+8%) compared to the
same period in 2003, while the sales of its fresh products were substantially stable
(ANSA, 22/01/2004). Thus, Parmalat’s consumers did not withdraw their support for
the firm’s dairy and food business.

An analysis that Parmalat commissioned from Ipsos regarding consumer reactions
to the CSI scandal in this market is very revealing. The highest percentage of con-
sumers answered that they were confident the quality of products had not changed.
Furthermore, many consumers chose to purchase Parmalat’s products to support the
firm and its employees. The customer community’s attention turned mainly to the
employees who would have lost their jobs had the firm not overcome the financial
crisis. After the financial meltdown, a sort of “solidarity case” emerged to support the
firm and avoid harming its employees’.

Figurel reports the survey analysis results to explore how consumer buying behav-
ior had changed after the scandal. Specifically, according to the investigation released
by Ipsos, about 11% of the consumers (Parmalat users) maintained or increased their
level of consumption, proving that the financial scandal had triggered the whole com-
munity to support Parmalat. Such support is also confirmed by the second histogram,
in which about 85% of the consumers were shown to have never changed their buy-
ing behavior.

Also, according to an analysis released by GPF&A, Parmalat was perceived to
have a broader product portfolio and, generally, the best quality and healthiest prod-

@ Springer



A. Mocciaro Li Destri et al.

Fig. 1 Parmalat users and non- w Sample (522) User Parmalat (215) Non user Parmalat (308)
users’ decision about consumer
behavior after the financial
scandal. (Source: Marketing
department of Parmalat)

84 85 82

11 13
o, |
— 1 —

T T
Try to by more I'haven't changed my consumer Buy less
behavior

ucts in the industry in Italy at the time. This showed the relevance of innovation,
research, and technology as crucial elements for business success. Furthermore,
public opinion saw Parmalat as the firm that cared most about consumer needs and
expectations.

Suppliers’ reactions in Parmalat'’s post-scandal phase. Parmalat’s CSI was per-
ceived as a threat to the performance of suppliers’ businesses. For instance, Confag-
ricoltura called attention to the potential impact of the firm’s demise for Parmalat’s
satellite activities (/] Sole240Ore 19/12/2003), underscoring that it would have implied
the destruction of its milk supply chain (/I Corriere della Sera 31/12/2003). Thus,
while milk suppliers awaited the Court’s decisions regards the firm’s bankruptcy,
they continued to supply milk to Parmalat’s Italian factories for months without hesi-
tation. During this period, they did not receive any form of payment in return for
their products (I/ Sole24Ore 28/12/2003). Their only form of guarantee was that they
would have been granted the status of preferential creditors, with a fast track in settle-
ment of amounts owed by Parmalat, if the firm were to be declared bankrupt.

One of the most significant steps taken by Enrico Bondi, was to meet TetraPak’s
chief executive in Italy, Paolo Nigro, especially after the media reports on TetraPak’s
threat to suspend its supplies to Parmalat. Following the meeting with Mr. Bondi,
TetraPak affirmed: «TetraPak has been working with Parmalat for several years, and
it was never our firm’s intention to interrupt supplies, although we need to take mea-
sures to secure our financial position» (La Repubblica 31/12/2003).

Creditors’ reactions in Parmalat’s post-scandal phase. Before the financial crack
became apparent, Parmalat bonds had been considered an attractive Italian invest-
ment, able to grant rewarding returns (/I Sole24O0re 16/12/2003). Creditors were not
in a position to suspect the firm’s actual financial situation and state of insolvency.
On the one hand, rumors on the firm’s financial difficulties were firmly denied on
several occasions by Calisto Tanzi (/I Sole24Ore 20/11/2003). On the other hand,
banks failed to perceive the firm’s problems and continued encouraging investors to
buy Parmalat bonds right until the scandal burst.

As the debtholders’ lawyer, Carlo Federico Grosso, reported in an interview on
the website of the Italian newspaper La Repubblica, the typical ‘victims’ identikit’ is
that of retirees who had invested their severance pay in order to guarantee a peaceful
future for themselves and their families, workers who had trusted a historic brand
and other small savers. Similarly, Financial Times (05/10/2004) titled: «Parmalat
sting hits Italian pensioners.» About 110,000 small investors held Parmalat bonds or
shares when the firm collapsed. They had bought Parmalat bonds only months before
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the roof fell in and were completely unaware of their investments’ risks (Financial
Times 05/10/2004).

Furthermore, several retired people were interviewed and declared they were dis-
traught for having lost all their money. They had invested in Parmalat because they
were convinced that the firms was trustworthy and its shares were a good investment.
For instance, La Repubblica (05/10/2004) reported the following credit holder’s
story: «I am a 76 years old retired man. [ invested all my life’s savings to buy Par-
malat sharesy.

The stories reported in the newspapers of the time show how thousands of inves-
tors were afraid of losing the savings they had invested in Parmalat bonds (Financial
Times 18/11/2005). Among them, there were also farmers, local vendors, and Par-
malat’s employees who had invested their money in the firm’s bonds as they were
convinced that it entailed a low risk when all the creditors turned to the banks to
have their money back, bank employees responded that it was no longer possible (La
Repubblica 02/01/2004). This created significant anger and anxiety against the bank-
ing system. Generally speaking, the banking system began to be considered complicit
in the harm caused by Parmalat’s crack, as it should have monitored the firm more
closely to protect investor savings.

Employees’ reactions in Parmalat’s post-scandal phase. The end of 2003, when
Parmalat’s collapse emerged, was a very dark phase for the town of Parma too. Thou-
sands of employees started worrying about their jobs, and several dairy farmers feared
Parmalat’s demise would wipe out the credits they had with the firm (/I Sole24Ore
19/12/2003). Italian business press underscored that such social irresponsibility had
effects for both the community and roughly 36,000 Parmalat employees spread all
over the world (/] Sole240re 31/12/2003). Parmalat’s employees were unaware of
the firm’s difficulties before the financial scandal became public in December 2003.
Many interviews highlight that the possibility for the post-crisis turnaround processes
to succeed was the possession of sound source(s) of competitive advantage and that
Parmalat continued to have valuable assets.

The Secretary of the Labour Union Association, Mr. Luigi Angeletti, said that
the main risk for Parmalat was that banks could stop sustaining the firm. Although
Parmalat is a healthy and strong firm, based on a strong core business, its financial
problems have been caused by Tanzi’s overconfidence and, hence, have huge conse-
quences for firm survival (La Repubblica 19/12/2003).

Italian Governments reactions in Parmalat s post-scandal phase. In the days fol-
lowing the emergence of Parmalat’s scandal, labor union representatives frequently
underscored that the real risk for Parma was the economic meltdown that may arise
as a consequence of the skepticism of investors. However, Parmalat’s scandal also
significantly impacted other areas in Italy (La Repubblica 24/12/2003). In the ten
years before the scandal, Parmalat had acquired historical brands in the dairy industry
all around Italy, making it a lead player in different regions. For example, through the
acquisition of Sole and Ciappazzi, Parmalat had built the most significant business
ecosystem of dairy products of the Sicilian Island.

Before the end of 2003, the Italian Government resorted to emergency legislation
to give Parmalat a chance to protect its industrial activity, payrolls, vendors, and basic
operations from creditor claims. A few days later, the Italian Government updated
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emergency legislation and produced a decree-law (better known as the “Prodi-bis”
decree) that regulated the crises of large firms for which there were real prospects of
value recovery (La Repubblica 23/12/2003).

This decree-law placed the group under an extraordinary administration proceed-
ing that granted a window of a maximum of two years to intervene to turn the firm
back to economic and financial stability. However, if this aim was not reached once
the two-year period expired, Parmalat would be left to fail even though they it was a
relevant economic players.

According to the minister of productive activities of the time, Antonio Marzano,
to guarantee Parmalat’s survival it was necessary «to dispose of the businesses that
lacked a clear strategy and positive results, which are not part of the core business and
which affect the management of the group» (La Repubblica 23/02/2004). Amongst
the firms’ businesses, milk had always been the core business of the group. Further-
more, though the mass media had very pervasively reported the scandal to all stake-
holders, the firm’s brand in the milk industry had never suffered from it.

5 Discussion

The narrative approach adopted in this study describes how the emergence of Par-
malat’s financial fraud represented the trigger event that challenged the status-quo
and pushed stakeholders to reassess the firm’s legitimacy actively. As a consequence
of its CSI, legitimacy maintenance became a crucial issue for Parmalat’s survival.
Though several substantive actions were rapidly adopted in the attempt to restore
Parmalat’s harmed legitimacy and maintain stakeholders’ support, the successful
outcome of such strategies proved to be more problematic than extant literature on
legitimacy maintenance would suggest (Scherer et al., 2013). The case at hand sug-
gests that the emphasis given to the role of macro-forces underlying legitimacy main-
tenance in stable and unitary institutional environments downplays the fact that also
in these contexts, organizational stakeholders that had faded into the background
once legitimacy was acquired are brought back into the limelight as a consequence
of trigger events.

5.1 CSl and strategies to maintain moral legitimacy

Parmalat’s CSI, ignited by Mr. Tanzi’s hubris (Dagnino et al., 2013) and insider inter-
ests, damaged the firms moral legitimacy (Wang, 2010). The firm harmed market
investors’ interests and the weakness of the control mechanisms, both internal to the
organization’s corporate governance system and the banking system, proved unable to
provide sufficient protection for them. Consequently, stakeholders perceived Parma-
lat as socially irresponsible and unable to foster societal prosperity, according to their
socially constructed value system (Suchman, 1995). Prior research has suggested that
providing an explanation for CSI (Suchman, 1995; Pfaffer et al., 2008), enforcing a
suitable punishment (Pfaffer et al., 2008), and carrying out strategic restructuring
(Suchman, 1995; Pfaffer et al., 2008) are aspects of a rehabilitating process through
which corporations may restore their legitimacy and, thus, achieve reintegration with
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their stakeholders. Extant literature has analysed an incredibly incisive configuration
of the general restoration process mentioned above regards the stigmatization of cor-
porate elites (Wiesenfeld et al., 2008; Pactzold et al., 2008; Sutton & Callahan, 1987).

Leveraging the work of Meindl et al. (1985) and Pfeffer (1977), this literature
explains that critical stakeholders tend to interpret the corporations’ problems as per-
sonal attributes of their elites, independently from the fact that the latter have inten-
tionally carried out the CSI act(s) or not. This occurs because there is a widespread
assumption that corporate elites have the function of maintaining healthy relation-
ships with key stakeholders, should prevent others from denigrating their firms, and
are responsible for keeping their organizations alive (Sutton & Callahan, 1987). CSI
harms the personal legitimacy of corporate elites. In other words, the stigmatization
of corporate elites responsible for CSI is a critical phase for corporate reintegration
with the firm’s main stakeholders. Drawing on Gephart (1993), we acknowledge the
role of Tanzi’s and the corporate elite’s as scapegoats to find a responsible to prevent
the failure of the system. From this perspective, the stigmatization of Mr. Tanzi as the
foremost scapegoat undoubtedly contributed to save Parmalat.

Consistent with Scherer et al. (2013), adopting an isomorphic adaptation strat-
egy is appropriate for firms to maintain challenged legitimacy in stable and unitary
institutional fields. Specifically, the above-mentioned stigmatization process showed
that culpable actors would have been adequately punished (Hampel & Tracey, 2017).
Furthermore, it suggested that firm leaders maintained control of the organization,
allowing to convey the idea that the firm would change its course of action by chang-
ing leaders. The choice of a highly reputed leader, Mr. Bondi, as responsible for man-
aging the post-scandal phase contributed substantially to the perception of a positive
change in the firm’s course of action. Finally, changes in governance had the side-
effect of further reinforcing the credibility of the adaptive strategy implemented. The
new leadership granted higher access to information and monitoring power to many
small investors, creating the conditions to avoid the repetition of CSI events in the
future. Drawing on Gephart (1993), we acknowledge the role of the Italian Judiciary
and media press in orienting stakeholders to consider the firm’s old governance as
culpable for CSI. The investigation by the Italian Judiciary joint with press repre-
sentations led to a new construction of Parmalat (Gephart, 1993). The new gover-
nance system is presented by the media press and used by Parmalat as a sensemaking
resource. The new corporate governance was constructed as an interpretive scheme
in the post-scandal phase. Such new governance epitomizes the social construction
of the new Parmalat. However, while the loss of Parmalat’s moral legitimacy and,
consequently, the adaptation strategies implemented involved the firm as a whole,
stakeholders’ support was not maintained evenly by the entire firm. The loss of moral
legitimacy that follows CSI scandals attracts stakeholders’ attention to each business.
Therefore, the reconstruction of the firms’ harmed moral legitimacy does not auto-
matically lead to the reintegration with its stakeholders and their support for all (or
part) of the organization. In formal terms,

P1: Stakeholders evaluate the maintenance of their support for the firm based

on a more fine-grained business-level analysis rather than at the corporate
level.
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To assess the extensibility of our first proposition, we can compare the Parmalat
and the Enron cases. Both firms have had financial scandals in which the primary
stakeholders — the creditors — have been damaged by underreporting debts and over-
stating revenues and earnings (Kaminski & Martin, 2001; Swartz & Watkins, 2004).
Parmalat has always had a strong core business, mainly based on dairy products. The
firm has invested an enormous amount of money in research and development activi-
ties to improve the quality of its products and create a brand image. Conversely, in
Enron there is a tighter link between scandal and core business. Over the years, Enron
has changed its core strengths, which became more focused on financial rather than
strategic aspects (Dembinski & Bonvin, 2006; Healy & Palepu, 2003; McLean &
Elkind, 2013). Since the conglomerate diversification strategy aims to capitalize on
the governance of financial resources, Enron’s CSI towards investors is related to the
foundation of its strategic intent. Enron officials acted following an agency-reasoning
individual (Kulik, 2005) and irresponsibly toward investors by failing to take needed
actions, exercising proper oversight, and shoulder responsibility for the ethical mis-
cues of their organization (Anand et al., 2004). Thus, Enron’s financial meltdown
had eroded its competitiveness. Enron’s rapid failure shows that CSI had reduced
the firm’s credibility and investors’ evaluations of the firm elite’s trustworthiness
in managing financial resources (Livingston, 2002; Hake, 2005; Healy & Palepu,
2003). The Enron case confirms that there is no possibility of saving the firm with-
out solid competitiveness in the core business (McLean & Elkind, 2013). Parmalat’s
turnaround worked because, having removed the irresponsible people and behaviors,
its combination of assets and processes enabled Parmalat to carry on achieving eco-
nomic gains from its core business.

5.2 CSl and the firm’s pragmatic legitimacy

Once moral legitimacy was restored, stakeholders focused on aspects underlying
pragmatic legitimacy. Parmalat’s financial scandal sparked stakeholders’ active re-
evaluation of the solidity of each of the firm’s businesses’ capacity to deliver value
to the market. Attention and support rapidly converged towards the business with a
solid and positive pragmatic evaluation, while support from all other businesses was
withdrawn. Stakeholders’ attention immediately polarized towards the firm’s relevant
capacity to deliver value in its dairy business. Market qualitative and quantitative
evaluation of the firm’s dairy products strongly indicates a sound capacity to create
value for its customers in this business. The fact that 85% of its consumers never
changed their buyer behaviour was driven primarily by their satisfaction with Par-
malat’s dairy products. This positive feeling towards Parmalat is determined by the
recognition and appreciation of the advantages associated with its milk business.
The constant continuing use of Parmalat’s dairy products after the CSI scandal
confirmed that the firm had never reduced the level of its customers’ satisfaction and
reinforced confidence in the fact that its business model in the dairy industry was
able to continue to deliver value to the market. However, the firm’s business model’s
validity in the dairy industry extended its effects well beyond the consumers. The
maintenance of consumer support through sales was a strong signal to all the other
constituent stakeholders. Suppliers and employees maintained their support for Par-
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malat’s dairy business, even at the risk of not being paid in the event of the firm’s
bankruptcy. Their decision, parallel to that of consumers, was based on the high
evaluation of Parmalat’s capacity to deliver value to the dairy market. Mr. Bondi, the
Italian Government, the banking system, and the small investors all further flocked
to support the dairy business, as it had immediately maintained market support after
the scandal. Thus, each of the stakeholders considered had the possibility to reach
its own benefits by guaranteeing support to the business that, first and foremost, was
able to satisfy consumer desires and create value for the market. The data gathered,
thus, underscore a dialogue between stakeholders that leads to the polarization of
support towards the only business of the firm that demonstrated to have a solid capac-
ity to satisfy market demands and, therefore, to generate value for each and every one
of the evaluating constituent stakeholders in time.

In Suchman’s (1995) study, a firm’s capacity to satisfy stakeholder’s self-inter-
ested benefits through its existence and activities is based on its pragmatic legitimacy.
Therefore, this study suggests that if the transgressing firm has the ability to deliver
value to its stakeholders, it has a chance to survive scandals through the implemen-
tation of effective adaptive strategies to restore its harmed moral legitimacy. Con-
versely, the lack or destruction of the bases underlying pragmatic legitimacy leads
stakeholders to withdraw their support from the weak business(es) (or the whole firm)
even if effective actions to restore the culpable firms harmed moral legitimacy have
been taken. The presence of an unharmed pragmatic legitimacy is crucial to select
which parts of an organization (or the organization as a whole) can be reintegrated
with all the firm’s main stakeholders after a CSI scandal, including the “harmed”
stakeholders. In formal terms,

P2a: If effective adaptive strategies have been implemented after a CSI scandal,
stakeholders will maintain their support to a business (or a firm) for which they
evaluate the self-interested benefits that derive from its existence and activities
positively.

P2b: Even if effective adaptive strategies have been implemented after a CSI
scandal, stakeholders will not maintain their support to a business (or a firm)
for which they do not evaluate the self-interested benefits that derive from its
existence and activities positively.

5.3 CSl and the victim’s social identification

The last issue that remains unexplained. Customers of Parmalat’s dairy products
reacted in a way that does not sustain a pure idea that stakeholders maintain their
support to a business able to generate self-interested benefits for them. Parmalat’s
customers are fully independent stakeholders. Though the market much appreciated
the firm’s dairy products, there were many well-known and well-regarded alterna-
tives to choose from.

We note that in the case at hand, customer support varied from the desire to “pun-
ish” the firm for its lost moral legitimacy, to those that, on the contrary, increased
their support to help “sustain” corporate survival for the wellbeing of harmed (or
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potentially harmed) stakeholders. Further, in the Parmalat case we observe some
important victims of the scandal. For instance, on the 24th of December 2003, La
Repubblica reported that “Farmers, who produce 300,000 kilos of milk a day, declare
they are exhausted by months of waiting to be paid, with noncertainty regards the
settlement of previous credits and payments for future supplies”. As Corno (2006)
reports, Fausto Bertinotti, the secretary of an Italian left party, declared “Our specific
interest in the Parmalat crack is to protect Parmalat workers and all the people who
work in firms connected to Parmalat, as well as small investors.”. Fausto Bertinotti’s
words summarize the dominant view of Italians as emerging from the media press.
Humans tend to organize their perception of others in social categories and derive
self-concepts in part from these categories, based on those with which they see their
identities corresponding (Haslam & Ellemers, 2005; Hogg et al., 1995; Lange &
Washburn, 2012; Tajfel & Turner, 1979). The direction of the practical effects of
social identification with the affected party, however, is unclear. On the one hand,
social identification with harmed stakeholders should enhance the negative attribu-
tion of irresponsibility to the firm (Lange & Washburn, 2012, p. 314-315). On the
other hand, contemporarily, identification with the dependent stakeholders should
push to maintain their support for the firm’s survival to help the victims of CSI
increase their feelings of self-esteem. In formal terms,

P3: Social identification with harmed parties leads independent stakeholders
to support the firm and refrain from rehabilitating the firm even after effective
moral legitimacy restoration processes have been implemented.

To assess the extendibility of our third proposition, we can straightforwardly com-
pare the Parmalat and the Volkswagen cases. The loss of moral legitimacy that fol-
lows CSI scandals attracts stakeholders’ attention to each business’s value chain and,
interestingly, the entire system value of each business. We noted that the Italian press
represented milk suppliers and workers as victims of Tanzi’s system. In the Parmalat
case, the Italian press shaped a positive view of the entire business system value.
Accordingly, the customers sympathized not only with the workers but with farmers
and other suppliers. Differently, Siano et al. (2017, p. 33) show that Volkswagen “was
accused not only of false claims but also of the intentional manipulation of the prod-
ucts (through the addition of rigged software), by re-designing business processes
to circumvent the U.S. anti-smog standards”. Accordingly, Clemente and Gabbio-
neta (2017) found multiple media frames in Volkswagen’s CSI scandal. Specifically,
Clemente and Gabbioneta (2017) explain that a part of the media represented the
Volkswagen scandal as mainly due to managers’ choices and considered the entire
car industry as responsible. In particular, Clemente and Gabbioneta (2017) reported
a quote from the Die Siiddeutsche Zeitung “it is hard to imagine that the technician
Winterkorn did not know (or at least suspect) what has become known in the United
States: that [Volkswagen] deliberately and consciously manipulated the emission
tests of over 400,000 diesel cars and, by doing that, deceived the authorities, its cus-
tomers, and the public”. As a result, Créte (2016, p. 25) concludes that the multiple
and negative effects have suddenly become clear at the economic, organizational
and legal levels. From this perspective, Rhodes (2016) argues that in the Volkswa-
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gen case, stakeholders were able to essentially challenge corporate malfeasance. In
November 2015 “sales results reported in the USA were even worse as Volkswa-
gen sales declined 25%. While sales in Germany, Volkswagen’s home market, only
declined 2 per cent that November, it was a noteworthy result, as the overall auto
market in Germany grew 8.9 per cent in the same period” (Welch, 2019, p. 7). This
last proposition is linked to Johnson et al. (2006, p. 57) who add “although legitimacy
is mediated by the perceptions and behaviors of individuals, it is fundamentally a
collective process”. From the comparison of Parmalat and Volkswagen, we can infer
that social identification with harmed parties is expected to build beliefs, norms, and
values and, therefore, construe firm legitimacy.

6 Conclusions

Through an in-depth narrative approach applied to the Parmalat case, this study aims
to identify the mechanisms and dimensions that play a role in maintaining legiti-
macy after a CSI scandal. When the institutional context is stable, we found that firm
legitimacy has two dimensions that influence stakeholders’ support following CSI
scandals: moral and pragmatic. CSI scandals harm firms’ moral legitimacy and place
their pragmatic legitimacy under the limelight but do not destroy it automatically.
While implementing a moral restoration process to rehabilitate the firm with its main
stakeholders is critical, it cannot be considered sufficient to maintain stakeholders’
support. Once moral legitimacy is restored, stakeholders evaluate pragmatic legiti-
macy and other sources of reassurance that supporting the firm is worthwhile from
a rational perspective. When the firms’ market legitimacy is untouched, the reha-
bilitation of moral legitimacy leads to stakeholders’ support and successful business
rehabilitation processes with all stakeholders, even those initially harmed. However,
if pragmatic legitimacy is feeble, stakeholders will not sustain the weak business (or
a firm) even if moral legitimacy has been restored. The relationships between prag-
matic and moral legitimacy are essential for the success of the reintegration process.
The presence of an unharmed market legitimacy is crucial to select which parts of a
firm (or the firm as a whole) can be reintegrated with al/ the main stakeholders of the
firm after a CSI scandal, including the “harmed” stakeholders.

The case outlined above underscores how several firm characteristics influence
the perception of CSI and, in particular, the subjective assessments of corporate cul-
pability. In particular, the perceived disposition to act in a socially irresponsible way,
corporate prominence, and corporate size correlate positively to stakeholders’ evalu-
ation of corporate culpability (Lange & Washburn, 2012). We enrich the debate on
legitimacy in multiple ways. First, while Lange & Washburn (2012) fail to highlight
that there may be conflicts or synergies between the different dimensions of the firms’
legitimacy, the Parmalat case underscores how the re-awakening of stakeholders’
attention towards organizational characteristics and the re-evaluation of the firm’s
implicit contract with its stakeholders (Scherer et al., 2013) may render the adoption
of an adaptation strategy insufficient to maintain stakeholders’ support for the culpa-
ble firm. This study suggests that firms may adopt an effective adaptation strategy to
restore moral legitimacy, but they may fail to maintain legitimacy sufficiently. Stake-
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holders may withdraw the firms’ license to operate or maintain their support only for
parts of the firm. We therefore also contribute to the multifaced links between stigma
and legitimacy (Patterson et al., 2019).

Second, through the analysis of the discourses and controversies that arose as a
consequence of Parmalat’s scandal, this study identifies two dimensions in the legiti-
macy maintenance debate: the former relative to the firms’ moral legitimacy and the
latter at the basis of the organization’s pragmatic legitimacy. Both aspects played a
crucial role in stakeholders’ evaluation processes leading to support maintenance or
withdrawal decisions. Although a failure in moral legitimacy had disrupted the main-
tenance of the implicit contract with the firms’ stakeholders, the pragmatic dimen-
sion of firm legitimacy was re-evaluated. Both needed to be considered favorably for
stakeholders to decide to maintain their support for the culpable firm.

Third, we contribute to the literature regarding CSI and legitimacy drawing atten-
tion to the presence of different levels of analysis. In particular, studies regarding
CSI have taken for granted that the direct consequence of these scandals’ widespread
perception is the loss of legitimacy at the firm level (Lange & Washburn, 2012).
The study proposed shows that the evaluation of the firm’s capacity to satisfy each
stakeholder’s self-interested benefits was based on a scrutiny conducted at the busi-
ness level, rather than at the firm level. Stakeholders’ re-evaluation of their implicit
contract with the firm was also motivated by the capacity of the dairy business to
deliver value to this market, as proven by the maintenance of sales levels and degrees
of customer satisfaction also after the scandal. The firms’ business models’ validity in
one (or more) specific industry(ies) is the basis for a progressive and rapid polariza-
tion of the different stakeholders’ support, provided moral legitimacy is restored at
the corporate level. In the case analyzed, CSI was conducted at the corporate level
and did not influence the firm’s single businesses’ capacity to deliver value to its
stakeholders. Therefore, stakeholders’ support was distributed between businesses
based on their pre-existing stronger or weaker capacity to deliver value to its market.
Arguably, in such evaluations, we recognize the role of subjective perception; a firm
will be considered “socially irresponsible only to the extent that observers perceive
[them] as such” (Lange & Washburn, 2012, p. 301). Thus, though the firm’s image of
social illegitimacy becomes an objective attribute of the badly behaved corporation,
it is nonetheless created subjectively (Wry, 2009). This, for example, helps explain
how come firms whose socially irresponsible actions go unnoticed may comfortably
continue to maintain their legitimacy (Crane, 2013).

Finally, this study also offers critical practical insights regarding substantial legiti-
macy maintenance strategies to implement after financial fraud. At the managerial
level, we draw attention to the essential relationships between pragmatic and moral
legitimacy for the maintenance of stakeholder support in the aftermath of a financial
fraud scandal. Once moral legitimacy has been restored, firm leaders will need to
assess the presence of an unharmed pragmatic legitimacy for the selection of which
parts of a firm (or the firm as a whole) can be reintegrated with a/l the main stake-
holders of the firm after financial fraud. Regarding the policy-maker implications,
this study suggests the opportunity of a nuanced approach to institutional support of
turnaround processes following instances of CSI, rather that the adoption of a “one
size fits all” regulation. In particular, we argue that policy-makers should orchestrate
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the turnaround processes of large and diversified firms by investigating whether CSI
actions destroy strategic resources and capabilities or not. When CSI events do not
destroy the foundations of the culpable firms’ competitive advantage, it should be
possible (and appropriate) for public actors to intervene to help leverage the healthy
parts of the firm and support the turnaround process (as in the Parmalat case). On the
contrary, we suggest that when CSI events destroy the bases of the culpable firms’
competitive advantage, no institutional support should be offered for the organiza-
tions’ survival.

6.1 Open questions and directions for future research

In this sub-section, we gather a few hints that emerge from the discussion of the Par-
malat case and propose a few paths for future research. First, the cognitive legitimacy
of the businesses Parmalat had in its portfolio was in no way dubious. However, it
would be interesting to extend the analysis to cases in which the cognitive legitimacy
of one or more businesses of a firm culpable of CSI is dubious or debatable. In par-
ticular, it would be interesting to assess whether a CSI event triggers the re-evalua-
tion of all three aspects of legitimacy identified by Suchman (1995) — the moral, the
pragmatic, and the cognitive — on behalf of stakeholders, as this study seems to hint.

Second, in this paper, we have analysed a single extreme case. The conduction of
comparative case studies would undoubtedly help overcome our evidence’s circum-
stantial nature. Comparisons highlighting specific distinctive dimensions between
cases would help highlight relevant moderating relationships or alternative explana-
tions for the relationships identified. For example, we have studied a case in which
the CSI was created at the corporate level and was in no way connected to the value
chains or activities underlying any of the firm’s businesses. However, it is of inter-
est to analyse cases in which the harm of moral legitimacy infringes on the firm’s
pragmatic legitimacy. More specifically, it seems appropriate to underscore that the
unethical corporate action may be carried out directly within the firms’ business to cut
costs or sustain revenues beyond the results correct ethical behavior would consent.
In these instances, how would independent stakeholders react? Cases of customer
boycott that follow well-known CSI cases - like those of Nike and Nestlé - seem to
suggest that only a part of the firm’s independent stakeholders react and change their
support for the firm. Whether there are significant differences between the reactions
of a firm whose CSI actions originate at the corporate or at the business level remains
to be clarified.

Third, another aspect of interest is whether nuances in the product characteristics
influence the strength of pragmatic legitimacy’s role in maintaining stakeholders’
support for the firm after the CSI scandals. The case we studied considered non-
problematic dairy products and food products. However, would the role of pragmatic
legitimacy have been equally sufficient to maintain customer engagement with the
firm if its products had been more durable and/or part of a modular system of inter-
connected components? In the latter cases, the fear of remaining with an “orphan”
product hinders or puts off customers’ intention to buy the firm’s products and other
stakeholders to support the firm before they gain confidence in its capacity to survive
the CSI.
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