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Abstract

Organizational Legitimacy is seen as a fundamental resource for corporations to justify their
entrepreneurial activities in society. Different types of Organizational Legitimacy are
distinguished, namely cognitive, pragmatic, moral and regulative legitimacy. All these subgroups
have different spheres of action and are interrelated through interactions.

With the internationalization of companies, negative side effects of this international
entrepreneurial activity have been described in the literature due to lower production standards in
the new offshore production countries. These side effects have an environmental or social character
and severely damage organizational legitimacy. In this thesis, the influence of these side effects on
Organizational legitimacy was measured against the background of European environmental and

social minimum standards. For this purpose, a choice-based conjoint analysis was conducted.

Key words: Organizational Legitimacy, International Production, Manufacturing, Environmental

Production Standards, Social Production Standards, offshoring, reshoring, unintended side effects



Abstract in German

Die Organizational Legitimacy gilt als grundlegende Ressource fiir Unternehmen ihre
unternehmerischen Handlungen in der Gesellschaft zu rechtfertigen. Dabei werden verschiedene
Arten von Organizational Legitimacy unterschieden, namlich die kognitive, die pragmatische, die
moralische und die regulative Legitimitdt. Alle diese Untergruppen haben unterschiedliche
Wirkungsbereiche und stehen durch Wechselwirkungen miteinander in Verbindung.
Durch die Internationalisierung von Unternehmen wurden in der Literatur negative Nebeneffekte
dieses internationalen unternehmerischen Handelns durch schlechtere Produktionsstandards in den
neuen Produktionsldndern beschrieben. Diese Nebeneffekte haben dabei umweltlichen oder
sozialen Charakter und schaden der Organizational Legitimacy massiv. Diese In dieser
Masterarbeit wurde nun vor dem Hintergrund umweltlicher und sozialer européischer
Mindeststandards dieser Einfluss auf die Organizational Legitimacy gemessen. Zu diesem Zwecke

wurde eine Choice Based Conjoint Analyse durchgefiihrt

Schlagworter:  Organisationslegitimitdt,  Internationale = Produktion, = Manufacturing,
Umweltproduktionsstandards, Soziale Produktionsstandards, offshoring, reshoring,

Unbeabsichtigte Nebeneffekte
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1 Introduction

When we talk about companies, their internationalization, their processes, their behavior and their
strategic decisions, we often make the seemingly natural assumption that it is the task of companies
to create value for themselves and their stakeholders. In this context, the focus is often on the
principle of profitability, to which companies orient themselves within the framework of rules set
by legislators and society (cf. Palazzo Scherer 2006:72). In the course of such considerations, it is
often forgotten that companies always exist in a context in which they constantly have to maintain
and manage their own Organizational Legitimacy (hereafter referred to as OL) in different ways.
One of the most important perspectives is moral legitimacy, which is formed in public discourse
and cannot be manipulated or counterfeited, but must be gained by participating in and adopting
essential ideas from a public discourse (cf. Suchman, 1995). It is precisely this public discourse
that is a double-edged sword, because on the one hand it allows companies to represent themselves
and their goals and values, but on the other hand it can also serve society in holding companies
accountable for misconduct (cf. Zajak, 2015). Particularly in the context of corporate
internationalization, environmental and social grievances emerge as side effects of international
production methods. These are referred to in the literature as "unintended side effects" (Palazzo
and Scherer, 2006, p. 77) and are included in this public discourse. They result from production
standards that differ from market to market. This makes it very difficult for companies to maintain
and manage their legitimacy.

Numerous scandals involving human rights violations or the involvement of corporations in
ecological abuses in production countries in the global South have led to a serious social debate
about international production methods and their environmental and social impacts. This includes
the questioning of strategic processes about the meaning and purpose of corporations and the
methods to achieve this meaning and purpose. These debates about corporations, their role in public
life and their place in society demonstrate the extent to which the demands and expectations placed
on corporations, especially those that operate globally, have changed. One of the taken-for-granted
assumptions about corporations is their character as private actors in public life. But it is precisely
this character that is undermined by environmental and social unintended side effects that have

public consequences for the general public as an outgrowth of private, corporate strategic decisions,
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and it is precisely this character that is the linchpin of this public discourse. For many companies,
this is a major problem, because such fundamental criticism of international corporate processes

represents a decline in OL and signals the need for changes in the corporate structure.

1.1 Research gap, research aim and research question

This master thesis is located at the intersection of international location strategies and OL. The
literature on the former is extensive and detailed, and especially offshoring as a strategy has been
analyzed primarily in terms of its benefits for companies. However, an analysis of the legitimacy
of these benefits and of the strategy in general has been lacking.

The literature on the latter is also extensive and deals with many problems and influences of OL
on economic and social life. However, it remains theoretical and abstract, although legitimacy as a
concept has a very fundamental and practical importance for companies, especially in the context
of their internationalization and the location strategies they adopt. Indeed, if a company does not
manage its legitimacy adequately, it may, depending on the scenario, face social and/or legal
sanctions that can fundamentally affect its ability to function (cf. Suchman, 1995).

While Palazzo and Scherer (2006) have already established a theoretical link between these two
issues, a practical link between location strategies and OL in the context of corporate
internationalization has yet to be established. This master thesis aims to fill this research gap by
adding a practical, company- and strategy-related aspect to the discussion of OL.

This leads to the following research question:

How do corporate strategies that promote or constrain environmental and social
unintended side effects influence the maintenance and management of Organizational

Legitimacy of multinational companies?

1.2 Methodical implementation

In order to answer this research question comprehensively, a two-stage methodological approach
was chosen. First, an intensive literature review of the existing literature on OL was conducted,

including a discussion of its linkage to location strategy and European institutions in the context of



corporate internationalization. This served to identify those criteria that were essential for the
second methodological step, the empirical data collection and analysis.

Second, based on the results of the literature analysis and discussion, an attempt was made to
measure a strategies influence on OL. In this context, the author is not aware of any study that has
neither measured such an influence quantitatively nor defined parameters for a possible
measurement. However, such parameters could be derived from the literature through the analysis
performed in the first stage.

Subsequently, a Choice Based Conjoint Analysis (hereafter referred to as CBCA) was conducted,
in which OL itself was measured via the proxy of Willingness to Pay (hereafter referred to as WTP).
The CBCA is particularly well suited to answering the research question because it is the best way
to measure the different influences of attributes on WTP and thus on legitimacy. However, a CBCA
always requires a concrete product with different attributes at different levels. The parameters
derived from the literature meet these requirements. Following the theoretical discussion on OL, a
product from the apparel industry was chosen as a concrete example for data collection, namely a
simple white T-shirt. This industry is well suited for this purpose, as its production has often been
strategically offshored in order to generate more legitimacy in the eyes of stakeholders through
lower prices and higher profits. At the same time, international production in this industry is also
associated with significant environmental and social side effects (cf. Dickenbrok and Martinez,
2018). These circumstances make it possible to attribute to a T-shirt those attributes that are also

critical to organizational legitimacy.

Participants in the study were confronted with realistic trade-off scenarios by assembling different
product alternatives through various combinations of different attribute levels. In total, they were
presented with 15 scenarios and had to choose one of the alternatives. Through this process, the
utility and importance of each level and the influence of each attribute on the choice and thus on

WTP and OL could be determined.

1.3 Structure of this Thesis

This master thesis is divided into a theoretical and an empirical part, with the theoretical part laying
the groundwork for the empirical part. First, the basics of OL are discussed in chapter 2. This

includes the definition, the different types of OL and how they are related. In this context, OL is
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also discussed against the background of the internationalization of companies and the resulting
unintended side effects, as well as the public discourse they cause.

Chapter 3 discusses the motivations behind the location strategies of "offshoring" and "reshoring"
and looks in more detail at their many connections to the different types of OL.

In Chapter 4, the impact of the resulting public discourse on the European Union (hereafter referred
to as EU) is examined in more detail and illustrated by several new legislative acts related to
environmental and social production standards at the European level. Particular attention is paid to
the European instruments through which companies as well as citizens can influence the European
legislative process and thus reflect a changing perception of environmental and social aspects of
production.

Chapter 5 discusses the methodological approach and explains how the data for this master thesis
was collected and analyzed. CBCA is discussed in detail, as well as Hierarchical Bayesian
estimates and its operationalization.

The results of this analysis are presented in chapter 6. In addition to the sample description, the
impact assessment of the attributes and their interactions, the focus is on the desirability and
importance according to the Hierarchical Bayesian estimates as well as the choice simulator.
Chapter 7 contextualizes and interprets the results of the analysis in terms of the OL debate
discussed in chapters 2, 3, and 4. This chapter also answers the hypotheses of this thesis and the
research question.

Finally, the conclusion summarizes the master thesis and reiterates its main findings. Finally, the
scientific contributions, managerial implications, limitations, and future research of this master

thesis are presented.

2 The Theory of Organizational Legitimacy in a Globalized World

This chapter lays the theoretical groundwork for my master thesis, which is an interesting
intersection between OL and strategic corporate internationalization. Central to this intersection is
the concept of OL, which was first theorized in 1975 by John Dowling and Jeffrey Pfeffer (1975)
and has been discussed in the academic debate ever since. The concept of OL was particularly
expanded by Suchman (1995), who summarized the contents discussed up to that point and

theoretically linked and expanded them. Both Dowling and Pfeffer (1975), as well as Suchman



(1995), repeatedly raise the question of how legitimacy can be manipulated and effectively used as
a resource. Part of these discussions is always the question of what can be done about a
potential loss of legitimacy.

Contrary to Dowling and Pfeffer (1975) and Suchman (1995) hypothetically dealing with a lack of
legitimacy, Palazzo and Scherer (2006) argue for a real loss of legitimacy of multinational
companies (hereafter referred to as MNCs) due to their internationalized activities. According to
them, this loss is caused by “unintended side effects” (cf. Palazzo and Scherer, 2006, p. 77), that
can be of environmental or social nature.

This chapter is therefore structured as follows. First, OL is defined in more detail. Different
definitions are compared and discussed in depth. This is followed by a closer look at the different
types of OL and a theoretical anchoring of each. In the third subchapter, the link between legitimacy
and the internationalization of companies is debated and the problems associated with this are
examined. Exactly those problems are discussed in another subchapter and are connected to

Environmental and Social Production Standards on different markets.

2.1  Definition of Organizational Legitimacy

Legitimacy as a concept has been widely discussed in various disciplines ranging from sociology,
politics, and jurisprudence. Management theories have often portrayed organizations as rational,
almost completely autonomous entities, largely detached from their surrounding environment (cf.
Suchman, 1995). However, with the establishment of open system theories, which basically
postulate an enormous influence of the environment on the organization (cf. Scott and Davis,
2015), and institutional theories (e.g. Powell and DiMaggio, 1991) this dominant view changed.
Considering the environment of an organization therefore means that certain forces and constraints
from outside the organization inevitably affect it. These can come from different environmental
actors and can also have different effects on the organization. With this paradigm shift in
management theories, the principle of OL also moved into the focus of the academic debate and is
still an essential part of it today (cf. Suchman, 1995).

The foundational basis for understanding OL was laid in Max Weber’s “Wirtschaft und
Gesellschaft” (Weber, 1985), which was first published in 1922 and has been reprinted again and

again in revised editions, as the one cited here. Parsons (1960) connected legitimacy, organizations,



and social systems in terms of organizations being seen as legitimate by a social system through
resource utilization (cf. Parsons, 1960). Terreberry (1968) follows a similar line of argument, by
focusing on resource exchange between various organizations as the legitimacy creating factor (cf.
Terreberry, 1968). Building on that, John Dowling and Jeffrey Pfeffer (1975) developed their
Theory of Organizational Legitimacy but shifted their focus from economic resources to the
societal environment, namely to “values and norms prevalent in a society” (Dowling and Pfeffer,
1975, p. 124). Following this, they defined OL as “(the) congruence between the social values
associated with or implied by (the organizational) activities and the norms of acceptable behavior
in the larger social system of which (the organizations) are part of” (Dowling and Pfeffer, 1975, p.
122). Hence, there are two basic set of value systems. The first one can be characterized as an
internal, organization related system that is generated by the organization itself, through its
activities and actions. The second one, however, is a value system that is shaped and formed by
society. If they are congruent, an organization obtains OL. The introduced concept of concurring
value systems is of great importance and is a cornerstone of my theoretical derivation.

Their definition of OL primarily focuses on the cognitive element of legitimacy, which means that
organizations obtain legitimacy if their actions are objectively comprehensible, e.g. when their
behavior complies with the societal expectation' (cf. Suchman, 1995). Resulting from a lack on an
process-evaluative element in this definition, Suchman (1995) adopts a much broader view by
including both elements into his definition of OL. For him, “Legitimacy is a generalized perception
or assumption that the actions of an entity are desirable, proper or appropriate within some socially
constructed system of norms, values, beliefs and definitions” (Suchman, 1995, p. 574).

Compared to Dowling and Pfeffer (1975), Suchman’s definition has several advantages.
Legitimacy here is seen as a broader, more generalizable concept that can but is not necessarily
depended on singular events endangering it. Also, it is defined as a perception or an assumption,
which in turn focuses on the recipient of this very legitimacy, e.g. the consumer. This is especially
important, as it highlights the subjectivity of legitimacy. Hence, it may differ from individual to
individual, however, this perception still fits in a larger societal value system, as legitimacy is
socially constructed. This, in turn, connects legitimacy again to the important concept of
congruence of this very value system. Only because OL may be perceived subjectively, it does not

mean that this process happens detached from a broad social system of norms, values, believes and

! The cognitive element is represented in Suchman's (1995) typology as the cognitive legitimacy.



definitions. Congruence between organizational value systems and the societal value systems
therefore remains a central concept.

Suchman’s definition of legitimacy, especially in connection to the organization, is much more
broader and fluid compared to the one of Dowling and Pfeffer (1975) and is therefore followed in
this master thesis.

Further, Suchman (1995) describes Dowling and Pfeffer’s understanding as a strategic approach
towards OL due to their mostly managerial perspective, because Dowling and Pfeffer (1975) see
legitimacy as a constraint to organizational behavior by essentially focusing on the consumer, but
from the organization’s point of view. They do so by identifying three core determinants of OL, in
whose triangular relationship a potential competition between rivaling organizations is decided.
These three are the organization’s method of operation, its output and its goal or domain of activity.
Such a competition can occur if societal norms and values change and therefore create a lack of
congruence between the two value systems. In that case, it is up to the consumer to decide which
organization adapted best to this change regarding the determinants mentioned above (cf. Dowling
and Pfeffer, 1975).

To become legitimate, organizations have three possible options: First, they make their internal,
organization related value system congruent with the societal value system by adopting their
operation methods, outputs, and goals to the dominant societal values. Second, and most difficult,
they try to do it the other way round and make the societal value system fit the organization’s one
by altering the societal value system through communication. Third, organizations can pursue to
be identified with highly legitimate symbols, values, or institutions. This is usually done through
communication as well (cf. Dowling and Pfeffer, 1975).

This managerial perspective of perceiving legitimacy as a constraint is essentially characterized by
manipulation to foster congruence of social value systems. Within this process, according to
Suchmann (1995), legitimacy becomes “an operational resource that organizations extract (...) from
their cultural environments and that they employ in pursuit of their goals” (Ashforth and Gibbs,
1990, as cited in Suchmann, 1995, p. 576).

Contrasting to that managerial, strategic tradition, other authors, such as DiMaggio and Powell
(1991), Meyer and Rowan (1991) or Zucker (1987) follow an institutional approach in which
legitimacy is not seen as a resource, but rather used synonymously with this process. Therefore,

the institutional tradition rather adopts an external perspective of society looking at organizations



and entire sectors, while the strategic tradition adopts and internal perspective of organizations

looking at society (cf. Suchman, 1995).

2.2 Types of Organizational Legitimacy

In the current academic discussion, several types of OL, that are all based on the concept of
congruence but differ in their dynamics, have been agreed on. In this subchapter, they are
summarized and theoretically explained.

The first and most organizational focused type of OL is pragmatic legitimacy. Congruence must
occur between the stakeholder’s interests towards the organization and the organization’s value
system. In this case, stakeholders are narrowly defined, as persons mutually related to the company,
for example employees or shareholders (cf. Zajak, 2015). Suchman (1995) highlights the
importance of exchanges, influences, and dispositions in pragmatic legitimacy. Legitimacy
therefore can either be created in exchange for the expected benefits, or by granting stakeholders
influence over their policy-making process in order to serve the stakeholder’s larger interest (cf.
Suchman, 1995).

The second and most fundamental type of OL is cognitive legitimacy, as it presumes congruence
between an organization’s set of internal values and the generally accepted idea in society of how
an organization is obliged to act. It is also the only type of legitimacy, which is not rooted in
evaluation, but rather in cognition. This means, that legitimacy is not based on emotional
assessment, but rather on analytical observation and perception. This can work either by
comprehensibility or through a taken-for-granted approach. This means that the idea of how a
company should behave is so deeply ingrained in society on a subconscious level that there seems
to be no alternative (cf. Palazzo and Scherer, 2006). However, this understanding of legitimacy can
be problematic, as both cultural models and explanations are fundamentally linked to real life
experiences of audiences, which can hinder a legitimate perception of necessary innovation.
Contrasting to that, the taken-for-granted approach stresses the establishment of certain
environmental determents, which are perceived as naturally given and therefore automatically
impede alternatives. Hence, certain organizational actions are seen as legitimate because they are
perceived to be the only possible option (cf. Suchman, 1995, pp. 582-584).

Either way, this very broad and basic societal value system is both a curse and a blessing:

Fundamental rules are usually not questioned by society and therefore leave little room for attack



on an organization’s legitimacy. However, such rules and values are also very difficult to
manipulate or to work with in general. It is this very characteristic that also plays a role in the
understanding of how exactly society thinks an organization must act. Following Meyer and Rowan
(1991), Zajak (2015) suggests, that organizations embedded in a capitalist economic system are
expected to act rational by generating profit and economic growth (cf. Zajak, 2015, p. 160). As will
be shown later, it is also precisely this unconscious social assumption about the right behavior of
companies that can become a legitimacy problem.

The third type of OL is moral legitimacy. With the change of generally accepted fundamental rules
and values in society, Palazzo and Scherer (2006) claim it to be “the most decisive source of
societal acceptance of corporations” (Palazzo and Scherer, 2006, p. 74). Moral legitimacy assumes
a congruence of the generally accepted moral standards in a society with an organization’s method
of operation, output, general goal but also with the people publicly associated with the organization,
for example its managers, owners, or leading employees. An organization is evaluated whether all
its actions are morally right or wrong (cf. Suchman, 1995; cf. Zajak, 2015).

Finally, the forth type of OL is regulative legitimacy, which postulates that an organization is
perceived as legitimate, if its actions comply with governmental laws and regulations (cf. Kostova
and Zaheer, 1999). Hence, regulative legitimacy opts for a very narrow understanding of legitimacy
and, contrasting to the other types, does not offer a grand, cross-societal explanation of
organizational legitimacy. For this reason, regulatory legitimacy plays a subordinate role in this
master thesis.

However, the different types of legitimacy are not separate from each other but are related to and
complement each other. It can also happen, for example, that an organization loses pragmatic
legitimacy and tries to compensate for this loss with another type of legitimacy. The next

subchapter is devoted to this phenomenon.

2.3 The internationalization of the corporation and the concept of “Organizational

Legitimacy”

In their article "Corporate Legitimacy as Deliberation: A Communicative Framework", Palazzo
and Scherer (2006) describe the process of legitimacy change under the influence of the
internationalization of a corporation. They apply the theory of OL concretely to companies and

therefore also speak of corporate legitimacy. The different types of legitimacy are in a triangular
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relationship with each other there therefore partly complement or build on each other. This is
especially true for the interaction between cognitive legitimacy and pragmatic legitimacy.
Cognitive legitimacy is fundamental to the process described by Palazzo and Scherer (2006). This
primarily concerns fundamental structures and processes at the level of the organization. According
to Suchman (1995), as discussed in the previous subchapter, it is grounded in the general, often
unconsciously assumed and expected patterns of organizational behavior. Determinants that
therefore dominate this type of legitimacy are seen as having no alternative and are therefore
perceived as natural. One such determinant is, for example, the assumption that the purpose of an
organization is to create value, or that the society addressed by organizations has a background
homogeneous in cultural values and norms. Suchman's frame of reference of cognitive legitimacy
is the homogeneous nation (cf. Palazzo and Scherer, 2006).

Building on cognitive legitimacy is pragmatic legitimacy. According to Suchmann (1995), this
comes about when affected stakeholders benefit from the company - but they only do so if the
company also appears cognitively legitimate, i.e. behaves as one would expect a company to
behave. The groups of stakeholders that comes into question for this can be different and should
always be defined for the individual case. Possible stakeholders are, for example, owners,
employees, consumers, but also society as a whole (cf. Suchman, 1995). This leads to a dual
character of pragmatic legitimacy. On the one hand, it is essential for the legitimacy of a company
due to its very group-specific focus. On the other hand, it seems too narrow to guarantee the
legitimacy of a company on its own, precisely because of its narrow circle of addressees. Thus,
pragmatic legitimacy is at any rate the weakest of the legitimacy types (Palazzo and Scherer, 2006).
In the long run, the legitimacy of an organization can only be maintained with cognitive and moral
legitimacy.

According to Scherer and Palazzo (2006), internationalization of companies causes problems
precisely with regard to these two types of legitimacy, as it gives rise to unintended side effects.
These are mainly based on private, corporate decisions with consequences of public concern.
Companies, through their actions, respectively through activities along their international supply
chain, cause conditions that are of public, collective interest and are perceived as problematic.
Prime examples of such unintended side effects are environmental and social conditions, that are
caused by international manufacturing. Precisely because of this publicizing of the consequences
of private decisions, the unintended side effects also lead to a politicization of the actually private

companies and as a result, MNCs become "quasi-public actors" (Palazzo and Scherer, 2006, p. 77)
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with great political power. This power in particular triggers public concern about MNCs and the
environmental and social unintended side effects that accompany them, which leads to a public
discourse. By leaving their societal assigned role due to becoming the above mentioned quasi-
public actors, MNCs experience a harsh decline cognitive legitimacy. As a result, there is no longer
any congruence between the actual behavior of the company and what is expected in society.
Cognitive and pragmatic legitimacy are no longer sufficient for the legitimacy of a company (cf.
Palazzo and Scherer, 2006).

The possible way out of this dilemma is the already triggered public discourse, which is generated
by the public concern about the unintended environmental and social side effects and the
corresponding power of the MNC:s. It is at this point that moral legitimacy now ties in. According
to Suchman (1995), moral legitimacy emerges from "public discussion" (Suchman, 1995, p. 585)
through conscious, moral judgments of corporate processes and activities, as well as through the
evaluation of justifications for certain behavior (cf. Suchman, 1995).

Public discourse thus plays an important role in a globalized world in terms of organizational
legitimacy, because it is not only caused by the side effects, but also generates moral legitimacy.
Communication itself has also become globalized, further facilitated by the digital revolution and
especially by the rise of social media platforms like Facebook and Twitter. These not only enable
information to be communicated globally within seconds, but also to reach potentially millions of
people within the same amount of time. Especially this development creates social
interdependencies on a global level, which in turn generates a growing awareness of global
problems (cf. Clark, 1997). This has fundamental implications for the perceived moral legitimacy
of organizations and their behaviors. When the information communicated indicates a deviation of
the organizational value system from the societal value system and therefore triggers above
mentioned public concern, the organization's legitimacy is threatened. Hence, through these global
and social interdependencies, malpractices are communicated worldwide and placed in the center
of societal awareness. Since cognitive and pragmatic legitimacy alone are no longer sufficient,
organizations need moral legitimacy as a new, additional source of legitimacy. As already
described, moral legitimacy always centers on the publicly discussed justification of an
entrepreneurial activity or a process, which is established through public, societal discourse. Thus,
moral legitimacy is always socially constructed (cf. Suchman, 1995). However, a social negotiation
of moral standards also means that it is not possible to ultimately define what is or is not morally

legitimate. This gives moral legitimacy a conceptual fuzziness, making the concept difficult to
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operationalize. According to Suchman (1995), the only way to gain moral legitimacy is through
the direct and active participation of organizations in the public debate that constitutes moral
legitimacy (cf. Palazzo and Scherer, 2006). The public element is thus central to moral legitimacy.
However, this is precisely what protects it from manipulation by organizations. The goal is to
persuade through intelligible arguments rather than through manipulation.

In summary, the three types of legitimacy described by Suchman (1995) are interrelated and
complement each other to varying degrees. Unintended side effects arise from the
internationalization of entrepreneurial activities and processes. They may be environmental or
social in nature and affect the public as an outgrowth of private decisions. This leads to two
processes: On the one hand, the affected companies leave their assigned roles and become quasi-
public actors. As a result, they lose cognitive legitimacy. On the other hand, a discourse is
stimulated in society that assesses and morally evaluates these environmental and social side
effects. Against the background of the decreasing cognitive and pragmatic legitimacy of companies
due to their internationalization in a globalized world, moral legitimacy is therefore of great
importance. Moral legitimacy, as mentioned many times before, is created through public
discourse. Due to this social construction, it is difficult to measure or define. Still, mostly because
of the growing awareness of malpractices in manufacturing countries due to the quick and global
communication also moral legitimacy is not a matter of course.

This summary shows that the theoretical field of organizational legitimacy, especially against the
background of the internationalization of corporations, is very wide and complicated due to the
interdependent types of legitimacy. This thesis therefore focuses on one aspect of this field that
poses a challenge to corporations in maintaining and managing their legitimacy in the global
marketplace: the unintended side effects. Exemplary for these are environmental and social
unintended side effects as mentioned by Palazzo and Scherer (2006). Of course, other unintended
side effects are also possible, but this master thesis follows the example given and therefore
considers impacts of corporate internationalization on environmental and social aspects. Those are
elaborated on in the next subchapter

In Table 1, these processes are summed up:
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Table 1: Characteristics of OL, its four subtypes and its relation to internationalization

2.4 Unintended Side Effects of Internationalization and their link to Environmental and
Social Production Standards on the global market

Unintended side effects as a consequence of the internationalization of companies are, even if they
are illustrated with examples in Palazzo and Scherer (2006), a conceptually broad and vague term.
Even a concretization into environmental and social effects is still conceptually too broad. In this
subchapter, therefore, this problem will be evaluated in more detail and the significance of
unintended side effects for this master thesis, especially in relation to production standards, will be
discussed.

As already described in chapter 2.3, unintended side effects are a phenomenon accompanying the
internationalization of entrepreneurial activities and processes. Their roots lie in private

entrepreneurial action, but their consequences occur in the public sphere. In the context of this
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master thesis, the entrepreneurial activity, the public sphere and the consequences must be
explained and limited. Entrepreneurial activity and processes are limited to the international
manufacturing of products.

Concerning the public sphere, the actual impact can vary greatly and depends on a particular effect.
The affected public can therefore be local, regional, national but also global. In this master thesis,
not only in relation to the public sphere, but also in connection with the internationalization of
companies, the Global North and the Global South are useful terms of reference in this context.
The former represents the industrialized countries usually located in the northern hemisphere, first
and foremost the countries of the EU and North America. The latter is used to describe the
developing and newly industrializing countries that are usually located in the southern hemisphere.
Goods for the Global North are produced in the Global South (cf. Brand and Wissen, 2017).
Depending on the particular effect, unintended side effects can occur in Global South, as well as
the Global North, but as most of these environmental and social effects are bound to the location
where the entrepreneurial activity takes place, they are usually occurring in the Global South (cf.
Brand and Wissen, 2017).

Concerning the consequences of unintended side effects, they are always seen as detrimental to the
public sphere due to the lack of corporate intent. From this disadvantageousness comes the
possibility of concreteness. When, as in Palazzo and Scherer (2006) and in this master thesis,
unintended environmental or social side effects are discussed, this defines the dimension in which
the consequences of the effects occur. Following this, environmental consequences of international
manufacturing are phenomena that are directly detrimental to the well-being of nature and the
ecological environment and thus contribute either to the destruction of human and animal habitats
in the Global South or to global warming (and thus also affect the public sphere of the Global
North). These consequences include, for example, air pollution, groundwater contamination by
toxic chemicals, or resource exploitation and wastage.

In contrast, social consequences of international manufacturing are the direct consequences of the
mode of operation on the individual human being. These include, above all, the economic, financial
and social exploitation of workers, as well as child labor. Of course, environmental side effects
through the destruction of human habitat also have social consequences. However, in the
understanding of this master thesis, these are interpreted as indirect consequences, since they do

not arise directly from entrepreneurial action, but rather from its environmental consequences.
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It is important to note, however, that environmental and social side effects of manufacturing always
occur where manufacturing is placed. In order to prevent the detrimental consequences of the side
effects state actors can define production standards under which manufacturing may take place.
Such legal remedies can be interpreted as an attempt by the state to re-privatize the publicized
social costs of actually private corporate action by forcing companies to comply with standards and
thus curb harmful behavior. However, the internationalization of business provide an arbitrage
opportunity for companies, as most countries in the Global South do not use production standards
as a legal remedy for fear of economic disadvantage (c.f. Li and Zhou, 2017).

Therefore, due to the increase of legal standards for manufacturing in environmental and social
aspects in their home country, e.g. in the Global North, companies shift their production activities
to countries, where production can be carried out according to the former standards, as production
is then able to remain cheap. These are often low-wage countries in the global South, which also
offer the advantage of cheap labor (cf. Kinkel and Maloca, 2009; Ancarani et al., 2015; Di Mauro
etal.,2018).

The connection between internationalization or international relocation of manufacturing and
environmental and social aspects has also been theoretically conceptualized with the help of the
“Pollution Haven Hypothesis” (Taylor, 2005, p. 1; hereafter referred to as PHH). The PHH claims
that pollution intensive production will be relocated from high income countries with
comparatively strict environmental regulations to countries with low income and low
environmental regulations. This is further facilitated by ongoing global trade liberalization (c.f.
Taylor, 2005). The PHH has been empirically proven and especially at firm level, Li and Zhou
have advanced it "by pointing out an important mechanism of strategic adjustment" (Li and Zhou,
2017, p. 2312). They stated that firms go green in their developed home countries by transferring
carbon intensive production to the Global South. The products produced offshore are then imported
back to the home country (c.f. Li and Zhou, 2017). However, the legitimacy of this behavior is
questionable. This strategy is admittedly cost saving and thus can be seen as a natural behavior of
a company. Therefore, it is cognitively legitimate. Also, some stakeholders are benefitting from
the cost savings, but relocating manufacturing always means the loss of value creation in the
regions affected. Since workers and society as a whole can be stakeholders of a company as well
and are affected negatively by it, the pragmatic legitimacy of this strategy is not fully given. In
addition, the relocation of production also triggered an intense social and academic discourse,

which, however, was not directed against the lack of compliance and the migration of companies -
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which could be understood as cognitively legitimate - but against the standards introduced, which
were described as obstacles to the competitiveness of the affected companies (cf. Li and Zhou,
2017).

The example of PHH also shows that different markets or regions of the world place different legal
demands on production. On the one hand, this can an advantage for companies in the
internationalization process, but on the other hand, it also poses challenges to moral legitimacy, as
corporations become actors on multiple markets with highly varying production standards. This
means, that the maintenance and management of OL becomes difficult. This shall be shown in the
following chapter by debating two important locations strategies, namely offshoring and reshoring,

against the background of the OL debate .

3 The Organizational Legitimacy of offshoring and reshoring as a
strategy of MNCs

While offshoring has been one of the most widespread internationalization strategies since the early
1990s (cf. Di Mauro et al., 2018), reshoring is still a relatively recent phenomenon, gaining
popularity in the years before the Covid-19 pandemic (cf. Mclvor and Bals, 2021).

Offshoring refers to the "cross-border (re)location of the firm's value chain activities (...) that were
once performed somewhere collocated (...) to distant locations to serve global rather than local
demand" (Schmeisser, 2013, p. 390). Reshoring is the exact opposite and is described as "relocation
of value creation tasks from offshore to geographically closer locations (...) irrespective of the
ownership mode" (Foerstl, Kirchoff and Bals, 2016, p. 495).

By definition, there is a link between these two actions: First, the offshoring of a process takes
place, followed by reshoring if needed. It is precisely this connection in relation to OL that this
chapter deals with.

This chapter is therefore structured as follows: In a first step, the two phenomena are contextualized
and defined in more detail, and the exact connection between offshoring and reshoring is discussed.

In a second step, a connection of offshoring and reshoring to OL is discussed.
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3.1 Motivations for an offshoring strategy

Offshoring is the relocation of certain activities abroad. Often, this involves production units of
companies, but this is not always the case. In the context of OL and the negative unintended side
effects of international production however, this essentially involves manufacturing units that are
offshored to the Global South.

Furthermore, offshoring should not be confused with outsourcing. In contrast to offshoring,
outsourcing means no longer having an activity performed by one's own company, but entrusting
another company, at least partially, with the operationalization of that activity (cf. Dolgui and
Proth, 2013). In outsourcing per se there is not international component, the entrusted company
does not necessarily have to be located abroad. In the offshoring definition, this situation is
accounted for with "irrespective of the government mode" (Foerstl, Kirchoff and Bals, 2016, p.
495): offshoring thus concerns both cases in which an offshoring company continues to operate the
activity concerned abroad itself, and cases in which the company also outsources the activity
concerned.

The decision of a company to relocate certain activities to foreign countries can have various
drivers. These in turn depend on a variety of determinants, such as which activity is to be offshored,
how labor-intensive this activity is, or what goal is to be achieved with the outsourcing of the
activity.

One of the drivers most often mentioned in the literature is the ability to save costs. Most important
in this regard is low-cost labor (cf. Kinkel and Maloca, 2009; Ancarani et al., 2015; Di Mauro et
al., 2018). Especially in relation to the associated productivity, the cost of labor is the most
important reason for offshoring: In the 1990s, the cost of labor in the Global North was high at low
production levels and thus companies faced increasing competitive pressure from offshore
competitors. The strategic response was to offshore and manufacture cheaper and benefit from the
global labor market. This gave MNCs a major competitive advantage (cf. Gylling et al., 2015).
Also from the perspective of Internationalization Theory (cf. Rugman and Hodgetts, 2000) or
Dunning's Eclectic Paradigm (cf. Dunning, 1980, 1988), two theoretical approaches often used for
the analysis of off- and reshoring, offshoring of manufacturing units in low-wage countries makes
sense. In this context, labor-intensive processes tend to be offshored, while capital-intensive
activities tend not to be relocated, since labor is usually expensive in comparison in the home

country (cf. Kinkel and Maloca, 2009).
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Another motivator for an offshoring decision is the improvement of quality through the availability
of a better production context. This seems contradictory to the first motivator, but in this case a
different production context is to be expected. Here, the aim is not to achieve a competitive
advantage through cheap production, but, for example, through particularly good or refined product
quality. This is achieved either by more competent workers or by better developed technologies
(e.g.: Arlbjorn and Liithje, 2012). The former applies particularly often to offshored services (cf.
Mykhaylenko et al., 2015), but also when local knowledge or the so-called made-in effect play a
role. According to Slepinov et al. (2013), it is precisely the combination of these factors that is
crucial for this motivator. A made-in effect is the “country-of-origin bias” (Diodato, Malerba and
Morrison, 2018, p. 298) by which a consumer attributes higher quality to a product based on its
country of origin (cf. Diodato, Malerba and Morrison, 2018). This effect is very strong, especially
for high quality products, such as Swiss watches, Italian clothing or Japanese electronics (cf. Godey
etal.,2012).

Furthermore, the opening of a new market is itself a motivator, as is the potential proximity to

foreign customers (cf. Kinkel, 2012).

3.2 Motivations for a reshoring strategy

As already mentioned in this chapter’s introduction, the term reshoring refers to the retrieval of
formerly offshored value-creating tasks (cf. Foerstl, Kirchoff and Bals, 2016).

Reshoring is a recent phenomenon. Only in the last decade has the scientific debate on this strategy
gained momentum and discussed it from different perspectives. The focus has been on attempts to
define the phenomenon, and on its drivers. Reshoring has been viewed from similar theoretical
perspectives as offshoring, namely from Internationalization Theory (cf. Casson, 2013), Dunning's
Eclectic Paradigm (cf. Dunning, 1980), as well as Transaction Cost Theory (cf. Williamson, 2008)
and the Resource-Based View (cf. Teece, Pisano and Shuen, 1997).

In this context, the term reshoring has often been used in different ways, which has also led to a
variety of definitions. Specifically, there are three terms involved, namely reshoring, backshoring
and nearshoring. Here, reshoring serves as an umbrella term for the general phenomenon and,
according to Foerstl, Kirchoff and Bals (2016) is defined as "the relocation of value creation tasks
from offshore to geographically closer locations (....) irrespective of the ownership mode" (Foerstl,

Kirchoff and Bals, 2016, p. 495). However, reshoring is per definition subject to a certain
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geographical blurriness and can be split into two further sub-concepts, namely backshoring and
nearshoring. "Backshoring" refers to "the relocation back to the home country" (Di Mauro et al.,
2018, p. 108) and "nearshoring" refers to "the relocation to a location closer to (but not within) the
home country" (Di Mauro et al., 2018, p. 108). In this master thesis, however, the focus is on the
EU as a single entity. Therefore, both the definitions of "backshoring" and "nearshoring" are too
narrow. This is because the reshoring activity should not be limited to the home country but should
not exclude it in the same. Therefore, for this master thesis, the general definition of reshoring from
Foerstl Kirchoff and Bals (2016) is adopted and adapted to the focus on the EU. The definition of
reshoring used in this master thesis is therefore as follows: Reshoring is the relocation of value
creation tasks by a European corporation from offshore to a location within the EU irrespective of
the ownership mode and irrespective of whether the reshored activity completely or partially
replaced the previously offshored entity.

Di Mauro et al (2018) point out that reshoring per se should be understood as a very "heterogeneous
phenomenon" (Di Mauro ef al., 2018, p. 110). This means that a reshoring decision is a potential
response to a variety of different situations that require immediate action. Following this, they point
to a failure vs. strategy approach in their explanations of the different motivators for reshoring.
According to this approach, a reshoring decision either results from correcting a failure of the
offshoring process or is the outgrowth of a change in strategy in response to exogenous or
endogenous changes (cf. Di Mauro ef al., 2018). In the literature, especially the former point is
analyzed in more detail. Again, similar to offshoring, the focus is mainly on costs and resources.
Especially cost-based drivers, which are the primary motivation for offshoring, appear
contradictory as reshoring motivation. The explanation for this can be understood in terms of the
failure vs. strategy scheme: Mistakes may have been made in the implementation of offshoring, for
example financial miscalculations may have happened (cf. Kinkel and Maloca, 2009; Gray et al.,
2013). Thus, the adaption of a reshoring strategy is a reaction to failure of the offshoring strategy.
However, a reshoring strategy can also be understood as a reaction to changes in the environment
and take on a strategic character. These changes can be endogenous, i.e. coming from within, or
exogenous, i.e. coming from outside. Endogenous changes associated with cost-based drivers for
reshoring are, for example, increased costs for transportation and logistics (cf. Kinkel and Maloca,
2009; Dachs and Kinkel, 2013). Endogenous changes are, for example, an increase in wage levels

in the host countries to which offshoring took place (cf. Kinkel, 2012; Kinkel and Zanker, 2013)
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or a change in the economic situation in the company's home countries that makes reshoring
cheaper compared to offshoring (cf. Nujen, Halse and Solli-Saether, 2015).

Finally, global political events can also increase the risk associated with offshoring and thus
increase costs.

Resource-based drivers, also similar to offshoring decisions, are due to product quality and
employee competence. In this case, however, these drivers are directly related to the most important
offshoring motivation, namely low labor costs. Indeed, with low-cost production, product quality
often suffers, and relocation to a country with more competent workers appears to make sense (cf.
Canham and Hamilton, 2013; Ancarani et al., 2015). Such a decision can also be understood as a
correction of an offshoring decision. However, competent workers are not the only resource that
can be tapped through reshoring. Access to suppliers, material resources or customer networks can
also be decisive (cf. Ellram, Tate and Petersen, 2013; Martinez-Mora and Merino, 2014) This driver
can also be understood either as a correction of a failure or as a conscious strategy in response to
endogenous or exogenous environmental changes. In the case of resource-based drivers, however,
it is difficult to generalize, as reasons can differ greatly from case to case.

Grappi, Romani and Bagozzi (2018), however, introduce another reshoring driver not otherwise
discussed in the literature, namely demand. Demand-based drivers assume that an impulse
emanates from the consumer side which can represent a motivator for companies to reshore. For
this purpose, the three authors developed the Consumer Reshoring Sentiment (hereafter referred to
as CRS), which can be defined as "an appraisal structure of consumers formed by relevant,
generalized, long-term positive beliefs connected to reshoring" (Grappi, Romani and Bagozzi,
2018, p. 72). In their study, they also showed, among other things, the relevance of CRS for
strategic management, in which they proved that consumers are also willing to reward relevant
companies for a reshoring activity by buying their products (cf. Grappi, Romani and Bagozzi,
2018).

The reshoring decision of a company, in which, among other things, an explicit demand on the part
of the consumer is followed, can be defined as deliberately strategic in the sense of Di Mauro et al.
(2018), especially in conjunction with the demonstrated higher willingness to pay.

Based on these motivators, it can be concluded that the drivers for offshoring and reshoring are
fundamentally different. While offshoring was mainly motivated by savings in labor and
production costs while increasing output, reshoring appears to find a more sophisticated approach,

which is in any case strategy-based and entails a supply chain redesign (cf. Di Mauro et al.,
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2018). Even if cost savings are consistently the goal of reshoring strategies, probably the biggest
difference in motivations between offshoring and reshoring is that in reshoring the value-creation-
component exerts a much greater influence than cost-efficiency-component (cf. Fratocchi ef al.,
2016).

Nevertheless, reshoring drivers are always individual and depend on many factors. The actual
reasons differ from industry to industry and partly from company to company. The most affected
industry in the EU between 2015 and 2018 was the wearing apparel sector with around 11% of all
cases analyzed by the European Reshoring Monitor, which has been a project between Eurofund

and several Italian Universities (cf. Eurofund, 2019)

It remains to be said that external factors, i.e. influences from a sphere that the company itself
cannot control, are of greater importance than internal factors (cf. Ellram, Tate and Petersen, 2013;
Fratocchi et al., 2016). These include global crises, such as an economic or health crisis, as well as
new regulations or product standards enacted by a state that have a direct impact on the supply

chain of affected companies.

3.3 Organizational Legitimacy in relation to offshoring and reshoring

In this subsection, offshoring and reshoring as strategies are linked with the theory of OL.
Offshoring and reshoring are analyzed from all three types of legitimacy according to Suchman
(1995).

The drivers for offshoring are very rational and consistently relatable. Companies relocate their
activities abroad in order to benefit from cheaper manufacturing conditions or better worker skills.
The resulting increase in profits or improvement in the quality of the finished product can be
described as good and correct entrepreneurial behavior, as it helps a company to generate a
competitive advantage. This is exactly the kind of behavior one would expect from a company.
Offshoring can therefore be seen as a natural step in a company's internationalization strategy; thus,
offshoring can be seen as cognitively legitimate.

This is also accompanied by the pragmatic legitimacy of offshoring. The resulting competitive
advantage through internationalization creates good conditions for e.g. company growth or profit
increase, from which the various stakeholders of a company also benefit. Owners gain financial
value, other stakeholders, such as employees or society as a whole, can benefit from offshoring in

different ways. On the one hand, assuming that business growth occurs, through the creation of
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new jobs in the areas of the company's operations that have not been offshored. On the other hand,
consumers are provided with cheaper products. Likewise, offshoring appears legitimate not only
from the perspective of the stakeholders in the home country, but also from the perspective of the
offshoring host country. The relocation of production units naturally creates high value added there
by generating jobs and expanding entire industries.

However, the moral legitimacy of offshoring appears problematic from the outset. As already
explained in the Chapter 2.3, the internationalization of corporations leads to environmental and
social unintended side effects. These are problematic for moral legitimacy, provided they are
communicated. Thus, the side effects become a ticking moral time bomb. Offshoring appears to be
legitimate if cognitive and pragmatic legitimacy are paramount and carry the legitimacy of the
strategy. Through communication, which, as mentioned, is a vital component of the globalized
world, unintended side effects are brought to the center of attention of Western society and a
societal discourse about them emerges (cf. Suchman, 1995; Clark, 1997). This process has been
particularly strong in recent years. Public interest in especially offshore production entities has
risen considerably due to horrendous scandals in several host countries (Henninger, Alevizou and
Oates, 2016; cf. Jacobs et al., 2018). Particularly one incident, namely the Rana Plaza collapse in
Bangladesh in 2013 has been of utmost importance in this regard (cf. Chowdhury, 2017).
Henninger, Alevizoi and Oates (2016) claim that this incident fostered and supported abroad public
interest in the working conditions of Asian factory workers and under which circumstances
products for the Global North, in the case of the Rana Plaza collapse garments, are produced (cf.
Henninger, Alevizou and Oates, 2016). Public interest has also focused on the reasons of offshoring
production and manufacturing and together with poor working conditions in factories of the Global
South, environmental concerns, especially in relation to garment production, emerged (cf. Kinkel
and Maloca, 2009).

Despite human disasters like this, it should be noted that the consequences of corporate
internationalization, such as offshoring, and corporate internationalization have given countries of
the Global South a massive economic boost. A good example is China or India, which have
achieved massive economic and financial power through the offshore boom and have become
political global players (cf. Sudhakara, 2009; Huang, 2010). Objectively, therefore, an offshoring
strategy is also cognitively and pragmatically legitimate on the part of the host countries. Moral

legitimacy of this strategy, however, cannot be judged from the host countries' perspective at this
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point. From a Global North, Eurocentric point of view, however, the offshoring strategy appears
questionable in terms of its moral legitimacy due to the unintended side effects.

Thus, a differentiated picture emerges across different markets as to what is legitimate and what is
not. While, for example, from the perspective of the Global North, companies do not fulfill any of
the different types of organizational legitimacy, this could be different in the Global South due to
economic success. It is precisely these differences that show how difficult it can be for MNCs to
manage and maintain their legitimacy on a worldwide scale.

In summary, from a cognitive and pragmatic perspective, offshoring appears to be legitimate, as it
is an expected, rational behavior from which stakeholders benefit. Regarding the moral legitimacy,
it depends on the respective approach. Objectively speaking, however, it can be said that offshoring
represents a major economic opportunity for the Global South. Nevertheless, it must be
remembered that execution is often very harmful to people and the environment. This is mainly

due to the lack of production standards in these countries.

Similar to offshoring, reshoring appears similarly cognitively and pragmatically legitimate.
Regardless of whether reshoring is a correction of an offshoring mistake or a strategic reaction to
an endogenous or exogenous influence, it must be seen as a natural reaction of a company to avert
a competitive disadvantage. Such a reaction is expectable and thus cognitively legitimate. At the
same time, it is also necessary for the stakeholders, as they otherwise run the risk of benefiting less
or no longer from the company.

Concerning moral legitimacy, however, reshoring is a double-edged sword. From the perspective
of the Global North, it is a morally legitimate strategy, because it generates more value for the
home countries economy, and it also averts the unintended side effects created by corporate
internationalization through higher standards in the reshored countries. From the point of view of
the (former) host countries in the Global South, a reshoring strategy is not desirable, as it takes
away their local value added.

Moreover, it is important to note that the primary purpose of a reshoring strategy is not to neutralize
unintended side effects, but rather a side effect important for moral legitimacy. However, this well
describes the character of a reshoring decision in terms of OL: As has been clearly shown in the
literature (cf. Di Mauro ef al., 2018), a reshoring decision is usually accompanied by a fundamental
redesign of the supply chain, in which numerous other factors are taken into account and can have

an additional motivating effect. These include demand-related drivers that are directly related to
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the unintended side effects. It can be assumed that the cost of manufacturing in the host country
must be significantly higher than the cost of moving back to the EU. Otherwise, the pragmatic and
cognitive legitimacy would not be given due to a contradiction between behavioral expectations
and actual entrepreneurial behavior.

Nevertheless, moral legitimacy plays an important role, especially in the context of unintended side
effects. The public discourse in the Global North and especially in the EU on the harmful
unintended environmental and social side effects caused by corporate internationalization has, of
course, not passed society by without leaving a trace. In addition to lively NGO activity (cf. Palazzo
and Scherer, 2006), a clear preference for environmentally and socially sustainable products can
also be discerned in society. In the last three decades of academic research and debate on the
consumption of products, an increasingly positive attitude of consumers towards environmentally
and socially sustainable products has been continuously observed. Thus, the desire for these
products has been increasing for some time. Moreover, new companies with environmentally and
socially sustainable products are continuously emerging (cf. Dickenbrok and Martinez, 2018).
The social discourse has thus changed considerably, especially in recent years. This development
has finally been taken up by the legislators of the EU, mirroring a fundamental change in the
perception of those unintended side effects on a European level. This will be the subject of the next

chapter.

4 The European Union and its influence on Organizational Legitimacy

As described in detail in Chapter 2.2, moral legitimacy is constructed through public discourse.
The effectiveness of this discourse is particularly visible at the level of the EU, where it can be
divided into two dimensions: first, a public, institutionalized discussion between political,
economic and civil society actors, and second, a legal discussion. The former provides an
opportunity for stakeholders of all kinds to express their opinions on current issues of European
legislation through interest groups, consultations or public hearings. This allows non-political
actors to influence the legislative process. Prominent examples of these opportunities are: First, for
companies, there is the European social partner Business Europe, which brings together the
national business federations of 35 different European countries and which campaigns for the

growth and competitiveness of European companies and regularly interacts with the European
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Parliament, the European Commission and the Council of the EU. Its opinions, recommendations
and criticisms are expressed in the form of position papers, reports, studies and public letters (cf.
Business Europe, 2023a). Second, both EU citizens and companies can directly express their views
on existing and new EU policies through the Commission's "Have your say — platform” (European
Commission, 2023c). It is possible to submit proposals to the "Fit for Future" group, a high-level
panel of experts advising the Commission on how to modernize or simplify existing laws.

Third, for induvials, the "Conference of the Future of Europe" (European Commission, 2023a), a
citizen-led series of debates in 2021 and 2022 to collect ideas for a common European future,
created so-called European Citizens' Panels. In these panels, randomly selected EU citizens from
all 27 member states discuss future policies. The panels will conclude with proposals to the
Commission on the initiatives discussed (cf. European Commission, 2023b).

There are also elements of direct democracy, such as the European Citizens' Initiative (cf. European
Union, 2023).

Through these opportunities, the institutionalized public discourse is brought to the attention of the
EU, and hence fed into the legislative process. Because of that, the production standards set by the
EU are a direct, institutionalized outflow of the very social discourse that simultaneously construct
moral legitimacy. European production standards are thus directly linked to moral legitimacy.
When it comes to the legal discussion, the EU does not offer a truly coherent set of rules for either
environmental or social standards. This is mainly due to the fact that the legal apparatus for defining
and regulating standards has evolved over several decades, with legal acts building on each other.
This has resulted in a quite heterogeneous mass of regulations, guidelines, declarations, and even
international agreements (cf. Bongardt and Torres, 2022). In recent years, however, special
political developments in the form of overarching policy strategies for, among other things,
production standards have been observed in both areas: the European Green Deal (European
Commission, 2022b; hereafter referred to as EDG) in the area of environmental standards and the
European Pillar of Social Rights (European Commission, 2017a; hereafter referred to as EPSR) in
the area of social standards.

Both the EDG and the EPSR directly base their actions on the Social Development Goals (hereafter
referred to as SDGs) set by the United Nations General Assembly (United Nations General
Assembly, 2015) as 17 goals guiding towards global peace and prosperity by 20230. All goals are

listed in the figure below.
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Figure 1: The 17 Social Development Goals (United Nations)

To document the progress and problems in this development, a Sustainable Development Report
is published annually. This report also includes the SDG Index, which is an "assessment of each
country's overall performance in the 17 SDGs" (Sachs et al., 2022, p. 9) and measures the progress
of all countries with regard to the SDGs and subsequently creates a global ranking. Repeatedly,
European countries have the highest scores. Among the top 10 for 2022 are exclusively European
countries, eight of which are members of the EU. The list is also headed by 3 member states of the
EU, namely Finland (score 86.5), Denmark (score 85.6) and Sweden (score 85.2). In 2022, the
EU27 score was slightly above 80 which is the highest in the world among all global regions (cf.
Sachs et al., 2022). Since both the EDG and the EPSR define, among other things, production
standards, and both are based on the SDGs, the EU's performance in this regard defines European

production standards as a global benchmark for both environmental and social standards.

In this chapter, the European standards will now be discussed in more detail, with a focus on both
the public dimension and the legal dimension, as well as in relation to OL. Within the scope of this
chapter, however, it is not possible to take a detailed look at the entire discourse, as this would
require a disproportionate amount of methodological effort, which would have to be carried out in

a separate project.
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4.1 Environmental regulations

The EU can be characterized as an experienced actor in environmental policy legislature with
proposals, known as Environment Action Programs (hereafter referred to as EAPs) with multi-year
terms, dating back to the early 1970s. With the Lisbon Treaty (2009), the fight against climate
change became a declared objective of the EU. The European environmental policy is mainly based
on Article 11 of the Treaty of the Functioning of the EU (2009; hereafter referred to as TFEU), as
well as on Title 20 TFEU, which comprises Articles 191 to 193. Three points in particular have to
be emphasized: environmental protection conditions must be integrated into all policies and
activities of the EU (Article 11 TFEU), the EU is obliged to disseminate environmental measures
internationally (Article 191 TFEU), and the EU only defines minimum measures (Article 193
TFEU). This means that each member state can also set consistently stricter measures.

After the entry into force of the Lisbon Treaty in 2009, a somewhat incoherent collection of policies
followed in the field of environmental and sustainability debate, also referred to in academic
literature as a "piecemeal approach" (Bongardt and Torres, 2022, p. 171).

With the EGD, however, there has been a new policy developed by the Commission in 2019, which
not only strives for visionary and broad goals, but also makes said piecemeals cohesive. The EGD
can be seen as the new basis for European environmental policy. The grand goal set in the process
is ambitious: By 2050, Europe should become the world's first carbon-neutral continent. This
means that by 2050 there should be no net emissions of greenhouse gases. By 2030, half of all
emissions are to be saved compared to the year 1990 (cf. Tagliapietra and Veugelers, 2021). This
can be seen as one of, if not the largest transformation of the European economy. Although carbon
neutrality is the most important and overarching goal of the EDG, it is not the only one. In the
process of achieving this grand goal, a fair and prosperous society should emerge (cf. European
Commission, 2019) and the European industry should become a world leader in clean technologies
(cf. European Commission, 2020a).

These goals can be achieved not only by addressing real threats and challenges, namely the
environmental and climate crises, but also by basing progress on science. This is done by
"transforming potential threats (climate and environmental challenges) into economic
opportunities (sustainable growth) by making the transition just and inclusive" (Bongardt and
Torres, 2022, p. 172). In this spirit, some scholars, including Bauer and Becker (2014), Dupont et
al. (2020), and Bongard and Torres (2022), even attest an entrepreneurial spirit to the Commission
in creating the EDG, especially compared to the reaction to the 2008 financial crisis. The general
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methodological approach is to generate economic growth through more sustainable and greener
strategies, steadily cutting emissions through investing in new green technologies (cf. European
Commission, 2019) and raising environmental standards across global value chains (c.f. European
Commission, 2019). In particular, European lead markets should be created through coordination
between Member States and the regions concerned, as well as through the public-private
partnerships set out in the "New Industrial Strategy for Europe" (European Commission, 2020a),
which is primarily intended to serve as a framework for implementing the green and digital
transformation, and which was also presented in 2020 and updated in 2021 due to the identification
of the geopolitical dependencies of the EU during the Covid19 pandemic. Especially public-private
partnerships are considered by Tagliapietra and Veigelers (2021) as essential for the success of
green industrial policies. Such partnerships are understood as institutionalized cooperation between
governments at the national and supranational levels, private sector actors and civil society,
especially in view of the strong interdependence of the state and the market economy in these
matters (cf. Tagliapietra and Veugelers, 2021).

Thus, one can also speak of a true paradigm shift in the EDG, as it adds an environmental dimension
to all EU actions (cf. Bongardt and Torres, 2022). In practical terms, this means that all future
policies must be aligned with the goals set out in the EDG. Thus, the EDG has a massive impact
not only on the European economy, but also on European society.

Such a massive shift in economic activity from reliance on resource consumption to
environmentally sustainable economic growth cannot be conceived without appropriate policies.
The EDG envisions a whole set of different initiatives that span numerous policy areas. These range
from the energy and industrial sectors to air pollution and biodiversity, to construction and
agriculture. In addition, three other instruments are foreseen for a proper implementation of the
goals: First, the ‘European Climate Law’ (European Parliament and European Council, 2021),
which translates the ambitious goals of the EDG into hard law (cf. European Commission, 2019).
Second, the 'Just Transition Mechanism' (European Parliament and European Council, 2020;
European Commission, no date c¢) and third, the 'Fit for 55' package (European Commission,
2021c), which proposes measures to achieve the ambitious plans of the EDG, such as a new EU
emission trading system (cf. European Commission, 2021c), a fundamental renewal of energy
taxation at the European level (cf. European Commission, 2021c) and the Carbon Border

Adjustment Mechanism (cf. European Commission, 2021c).
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The EGD, its objectives, resulting strategies and proposed policies have a direct impact on existing
environmental standards. As mentioned above, EU secondary law now needs to be adapted to the
new targets set by the EDG and the Climate Law. This also increases the environmental standards
that will apply in the future, which are relevant for this master thesis. For this purpose, several
packages of directives were proposed starting in March 2022. Not all enacted directives can be
analyzed in depth within the scope of this master thesis. However, three relevant to the context of
this master thesis will be singled out and examined in more detail, namely the Ecodesign
Framework Directive, the Strategy for Sustainable and Circular Textiles and the Digital Product
Passport.

The new Ecodesign Framework Directive (European Commission, 2022f) is essentially based on
its predecessor (European Parliament, 2009), but expands it substantially. It specifies design
requirements, as almost all products on the European market must be designed to be
environmentally friendly, recyclable and energy efficient from production to consumption. In line
with the circular economy, the life cycle of products should also be significantly extended, and
products should be easier to maintain and repair. Longevity, reusability and recyclability are
primarily determined by correct product design. This determines up to 80% of the lifecycle
environmental impact (cf. European Commission, 2022c). Special measures will be taken for the
European textile and construction industry, as they have a particularly high environmental impact.
For this purpose, the Strategy for Sustainable and Circular Textiles (European Commission, 2022a)
was drafted and a revision of the Construction Products Regulation (European Commission, 2022¢)
was proposed. Concerning circular textiles, by 2030, for example, clothing should consist almost
entirely of recycled material and be completely free of hazardous substances (cf. European
Commission, 2022a). Furthermore, socially responsible manufacturing is a condition, as the
garment and textile industry traditionally struggles in this respect (cf. European Commission,
2022a). This strategy also hits the mark in terms of intent, as the textile and apparel industry is one
of the world's most polluting and resource-intensive industries (cf. Dickenbrok and Martinez,
2018).

In addition, the new regulations should directly involve consumers in the green transition process
started by the EDG: Consumers should receive comprehensive information about the sustainability
of products even before they buy them and be protected more effectively from greenwashing. To
this end, the EDG envisages a Digital Product Pass (hereafter referred to as DPP). The DPP is

aimed at making it easier to repair and recycle products, but also enable consumers to track the
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presence of certain potentially hazardous substances along the supply chain (cf. European
Commission, 2022a).

In the public discourse, these initiatives were received positively throughout. At "Have your Say",
there were some initiatives that were very popular (for example: European Commission, 2020i,
2020k; both initiatives are still waiting for feedback from the European Commission). In a position
paper from Business Europe, the new Ecodesign Framework Directive (European Commission,
2022f) was described as an extraordinary possibility to “establish (...) a market for secondary raw
materials and circular products" (Business Europe, 2022, p. 1). In 10 points, however, there were
also suggestions for improvement, which wer6/19/23 9:07:00 PMe primarily aimed at defining the
new regulations more precisely and providing more information about them. One point was the
DPP. It was well received by the European companies, because it provides not only consumers but
also companies along the supply chain with information and also suggests ways to make it more
effective (cf. Business Europe, 2022). In another statement from May 2023, Business Europe also
calls on EU policymakers to make rapid progress on both issues and calls for closer dialogue
(Business Europe, 2023b). This example shows that an economic actor, in this case Business
Europe, tries to influence the discourse by recognizing the problem and the necessity of the
proposed measure and thus shows willingness to minimize the unintended side effects of its
representatives. Furthermore, it also actively demands institutionalized discourse in the form of

dialogue with policymakers.

4.2 Social regulations

The European Commission described European social standards, such as general living standards,
working conditions and social protection, as the highest in the world (cf. European Commission,
2020b). Yet European initiatives in the area of social policy have been rather restrained in the past.
This was sometimes due to the fact that previous initiatives often fell far short of their expectations
or had notable impact only in certain branches of social legislation (cf. Rasnaca, 2017).
Nevertheless, there are some important references to European social policy in the various
European treaties. The Treaty of Amsterdam (1999) incorporated the changes of the Protocol on
Social Policy already attached to the Treaty of Maastricht (1993), which gave the EU competences
in the field of workers' protection and general working conditions (cf. Venturini, 1998). The

horizontal social clause, Article 9 in the Lisbon Treaty (2009), obliges the EU to follow certain
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defined social principles in all its actions. This clause was seen as having great potential to change
policy initiatives in the long term but in retrospect, the effect of the clause fell short either (cf.
Smejkal, 2016).

The reasons for this lack of initiative on the part of the EU lie primarily in the strongly developed
national European welfare states, as well as in the consistently intense criticism of the member
states when the EU has made an attempt at a social policy (cf. Rasnaca, 2017). Accordingly,
relevant policies defining common standards are rare.

This changed in 2017, when a declaration (European Commission, 2017b) and recommendation
(European Commission, 2017a) was issued by the European Commission, the European Council
and the European Parliament on common future European minimum standards, namely the EPSR.
The EPSR should serve as a social reference framework for national and European social policy
initiatives. It is divided into three chapters with a total of 20 principles and, for the most part,
formulated in very general terms.

From 2019 on, there has been a new dynamic in European social policy. Against the backdrop of
ecological and digital change, which affects all member states of the EU equally, a European path

was sought for maintaining European social standards. The EPSR was to serve as a guideline. This
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was defined in a communication (European Commission, 2020b), and at the same time an action
plan for the implementation of the EPSR was committed to be issued and corresponding legislative
initiatives were coordinated (cf. European Commission, 2020b). This plan was published in March
2021 and defines three major targets for 2030: an employment rate of at least 78% across the EU,
at least 15 million fewer people at risk of poverty and a rate of 60% of all adults attending training
courses each year (European Commission, no date b). In May 2021, this plan, as well as the EPSR
as a whole, was reaffirmed at the Social Summit in Porto, Portugal, by EU leaders and members of
the Council through points 4 to 6 of the Porto Declaration (cf. European Council, 2021). This is to
be seen as a consistently important sign of the European and national leaders for an implementation
of the EPSR. For each of the 20 principles, the Commission wants to, respectively has already
presented different actions to define them more precisely. These are seen as the future European
standards. Rights are derived directly from some principles and the implementation is accompanied
by strategies and EU funding. As in the previous subchapter, not all actions can be considered in
more detail, but only those that are relevant in the context of this master thesis. These are: the
European Skill Agenda (European Commission, 2020c), adequate minimum wages and the
strategic framework on health and safety at work 2021 — 2027 (European Commission, 2021b).
With the European Skill Agenda (European Commission, 2020c) every EU citizen should have the
opportunity to adapt their skills to the constantly changing labor market. In addition, there should
be a right to assistance in finding a job, training or further education, as well as the right of young
people to training, apprenticeship, as well as a job offer within a four-month period after completion
of training or work. There are two key initiatives so far, namely the Youth Employment support
package (European Commission, 2020d) and the Action Plan for the Social Economy (European
Commission, 2021a), which aims to create framework conditions for the social economy.
Already in 2020, the Commission has proposed an EU directive for adequate minimum wages
(European Commission, 2020f) in the EU. This puts the right of workers to fair wages first. A fair
wage is defined as a wage that enables a decent standard of living. This is intended to prevent
poverty despite work (cf. European Commission, no date a). The need for this directive arose
because in most EU member states the minimum wage is too low for a decent living compared to
other wages. In addition, certain groups of workers are often excluded from the minimum wage
regulations in the member states. With this regulation, all European workers should now be

protected and thus this directive unifies the wage standard within the EU. This contributes to
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increased productivity "and to promoting economic and social progress" (European Commission,
20201, p. 1).

The EU strategic framework on health and safety at work 2021 - 2027 (European Commission,
2021b), which is a continuation of the identically named framework for 2014 - 2020 (European
Commission, 2014), aims to secure the right to a high level of protection of health and safety at
work, the right to a working environment adapted to the professional needs of workers and a right
to data protection in the context of employment. To this end, initiatives on mental health will be
launched and the current EU legislation on hazardous chemicals will be evaluated and relaunched.
The aim is to completely prevent accidents at work that result in death, occupational diseases and
accidents at work (European Commission, 2021d).

The public debate on social standards focused mainly on wages and health and safety at work.
European companies had a lot to say, particularly on the issue of adequate minimum wages. The
introduction of a minimum wage for a dignified life and the dialog surrounding it were supported
in principle, since such a standard is to be classified as growth-promoting and also prevents wage-
dumping competition within the EU (cf. Business Europe, 2020). This is also in line with the
avoidance of social unintended side effects in the EU. At the same time, however, the legal form
of the directive for adequate minimum wages (European Commission, 2020f) is criticized, as it
leaves the matter to state legislators and courts rather than to social partners. In the long run, this
would weaken the social partners and the interests they represent, and lead to mistrust between the
states and the social partners (cf. Business Europe, 2020). In terms of content, this view may not
be surprising for an employer organization, but from the perspective of moral legitimacy, it is a
clear commitment to a public discourse in society.

Adequate minimum wages were also discussed as part of a "Have your say" initiative, as was health
and safety at work. There have been numerous initiatives in this area, for example on various toxic
substances (e.g. European Commission, 2022d) or carcinogenic materials (e.g. European

Commission, 2020g).

The standards presented in this chapter are all either already applicable or will be applicable in the
near future in the environmental and social areas of the EU. The development of environmental
and social minimum standards in the EU provides an impressive illustration, as explained above,
of the process by which moral legitimacy is created. Moral legitimacy emerges, as already

mentioned many times, through public discourse. Here, in the European legislative process, the
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institutions of the EU have institutionalized a social discourse through their democratic legitimacy,
and therefore the minimum standards, both in the form of the EGD and the EPSR, are to be
understood as a direct outflow of this process constituting moral legitimacy. Moreover, the content
level of the standards presented as examples makes it clear what Li and Zhou (2017) mean when
they describe standards as a form of re-privatization of consequences that are privately caused but
borne by the public sphere. In this sense, entrepreneurial action is increasingly restricted in order
not to put producers on the spot in the first place by forcing them to establish regulatory legitimacy
for entrepreneurial action with environmental or social side-effects. In this sense, the OL induced
by European production standards is a restriction of entrepreneurial behavior in the sense of
Dowling and Pfeffer (1975). Additionally, precisely because the EGD and EPSR are also rooted in
the SDGs and are by far the most ambitious projects of this kind, the European minimum standards
for production set the legitimating benchmark in a global comparison. After all, the SDGs are also
to be understood as the outcome of a discourse that constitutes legitimacy, namely that of all the

states of the world.

4.3 Operationalization of Organizational Legitimacy against the background of

European production standards with the help of the WTP

However, the public discussion about the moral legitimacy of unintended side effects, about
environmental and social standards, and finally about location strategies does not only influence
legislation in the EU. The influence of a public discussion about the moral legitimacy of corporate
action on legislation also suggests an influence on the purchasing behavior of those people who are
significantly involved in this discussion: the consumers. A change in purchasing preferences and
attitudes in the Global North is indicated in several studies, although this change can be
characterized as a slow and tenacious process (cf. Moser, 2015; Edbring, Lehner and Mont, 2016;
Dickenbrok and Martinez, 2018; Kuchinka et al., 2018; Bo, Yaozhong and Peng, 2021). If one
follows the assumption of the theory of OL, this change is favored above all by the communication
of environmental and social malpractices that occur in countries of the Global South to which
production has been offshored. It is precisely this circumstance that establishes a link between
moral legitimacy and cognitive legitimacy. Moral legitimacy is established in a public discourse,
in this case about environmental and social unintended side effects. In the course of such a
discussion, there may also be a shift in society's conception of how a company should (morally)
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behave. The basis of cognitive legitimacy, i.e. the idea of how a company should behave that is
assumed to have no alternative, suddenly takes on an alternative. This is also implied by Porter and
Kramer (2011) when they postulate that the legitimacy of business is continuously falling due to
outdated ideas of value creation, characterized by short-term optimization of finances without
consideration of the environment. Accordingly, the goal should rather be to achieve long-term
value creation in line with society and its expectations (cf. Porter and Kramer, 2011). This
argumentation is directly linked to cognitive legitimacy, because the general societal idea of how
an organization should behave can also be changed.

Operationalizing OL, however, proves to be problematic. In the academic debate, the author is not
aware of any study in which legitimacy has been measured as a social construct understood in this
master thesis. However, it is precisely because of this social constructivist understanding of
legitimacy that it is difficult to measure, as problems with validity, reliability and objectivity can
arise due to numerous external influences. Therefore, this master thesis suggests and pursues to
measure legitimacy with the help of a proxy, namely the willingness to pay (WTP). This describes
the willingness of a consumer to pay for a product with certain characteristics or, if product
characteristics are manipulated, to pay more or less for this product. The use of the WTP as a proxy
for legitimacy in this scenario is rooted in Grappi, Romani and Bagozzi (2018) as they describe a
higher consumer’s WTP for a reshored product as one of the central outcomes of their study (cf.
Grappi, Romani and Bagozzi, 2018). Using WTP as a proxy for operationalizing legitimacy also
seems consistent with the discussion of OL. As discussed in Chapter 3.3, low prices resulting from
offshoring strategies are a benefit that consumers enjoy as stakeholders of the corporation. The
price is therefore cognitively legitimate. However, if this price increases as a result of measures
taken by a company to minimize unintended side effects, and if the consumer is still willing to pay
this price, especially against the background of a morally legitimate production method, then the
price continues to be cognitively legitimate. Against this background, WTP can serve as a proxy
for operationalizing legitimacy.

The lack of cognitive and moral legitimacy in entrepreneurial actions is a major problem for
affected organizations, as it puts them at a competitive disadvantage. Reshoring as a counter
strategy to offshoring can be seen as a strategic solution here, because by relocating previously
offshored manufacturing entities back to the EU, entrepreneurial actions can once again meet
consumer expectations and would therefore foster congruence of the societal and entrepreneurial

value sets.
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Against this background, it can therefore be assumed that:

Hla: All other attributes equal, the consumer’s WTP is lower when an offshoring strategy

is used, compared to when a reshoring strategy is used.

H1b: All other attributes equal, the consumer’s WTP is higher when a reshoring strategy

is used, compared to when an offshoring strategy is used.

However, the public discourse is only conditionally concerned with the concrete location strategy
that a company pursues in its production, but essentially with the environmental and social
unintended side effects of production.

If one takes a look at the product itself, there are, according to Levitt (1980), three levels: the core
product, which provides the consumer with a functional advantage, the actual product, which
provides the consumer with an advantage through its physical properties, and the augmented
product, in which all the other attributes of a product can be found, which are intended to provide
the consumer with an advantage through extraordinary properties. According to Crane (2001), the
latter level also indirectly includes characteristics and attributes of the production or the country of
production. Thus, not only location strategy, but also environmental and social malpractices due to
lack of production standards in the Global South, and, respectively, European production standards
are an essential part of a product and can therefore potentially influence the WTP as well. These
drive the discourse and are only conditionally linked to a location strategy, as they are primarily
linked to production process itself. In this context, it is therefore important to determine whether
the location strategy is the decisive argument or whether the actual production conditions are. This

leads to the following hypothesis:

H2: The consumer's WTP is the same when a location strategy minimizes environmental

and social side effects but remains offshore as when it is reshored.

Subsequently, it is also necessary to determine which of the unintended side effects is more relevant

for the consumer, the environmental or the social one. This leads to the following hypothesis:
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H3: The consumer's WTP for a strategy that only addresses environmental side effects is

the same as for a strategy that only addresses social side effects.

The literature also discusses two other attributes that, in addition to location strategies and
production conditions, can significantly influence the WTP of a product: Quality and Price.

Quality is identified by Iwanow et al. (2005), Niinimaki (2010) or Jagel et al. (2012) as an
extremely important influencing attribute. Above all, quality in the sense of durability is decisive
as high-quality goods have a longer life cycle, thus preventing rapid replacement purchases and
reducing waste and resource wastage. Despite this indication, actual purchasing of such products
decreases as preference for quality and durability increases, as consumers automatically perceive
goods produced under high environmental and social production standards to be of lower quality
(cf. Jacobs et al., 2018). Jacobs et al. (2018) attribute this fact to a lack of information, as well as,
following Scaturro (2008), persistent prejudice. However, this contradiction does not mean per se
that WTP for high quality products decreases, but merely that high quality in the sense of product
longevity is not assumed if their high environmental and social production standards are explicitly

indicated. This therefore leads to the following hypothesis:

HA4: All other attributes equal, the consumer’s WTP rises as product quality rises.

The situation is similar regarding price. Here, however, the results of academic studies are
contradictory at first glance. Some authors, such as Connell (2010) or Eifler (2014), describe high
prices as a barrier to the purchase of goods produced under high environmental and social
production standards. Other scholars, like Chekima et al. (2016) postulate that the fact that a good
produced under high environmental and social production standards increases the consumer's
WTP. Jacobs et al. (2018) suggest that this may be related to the sample composition of the studies
and that consumers of higher priced products are overrepresented. The author of this thesis argues,
however, that while on the one hand the WTP for goods produced under high environmental and
social production standards is higher in any case, nevertheless consumers do not want to or cannot
pay a too high price. It can therefore be assumed that there is a certain price threshold, which can

vary according to social class. The following hypothesis can, hence, be assumed:
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H5: The higher the price, the lower the WTP for a product, regardless of which location

strategy was used and which side effects were counteracted.

However, the above mentioned indicated changes in purchasing preferences and attitudes alone are
not enough to predict actual purchasing behavior. After all, it has been found that while preferences
toward high environmental and social standards are increasing, products that meet these standards
are nevertheless purchased far less frequently. This phenomenon has been demonstrated in the
literature and is referred to as the attitude - behavior gap (Auger and Devinney, 2007; cf. Reimers,
Magnuson and Chao, 2016; Liobikiené¢ and Bernatonien¢, 2017; Jacobs et al., 2018). This poses a
problem, because for a measurement of legitimacy via WTP, the renewed interpretation of
preferences is not sufficient. Rather, the aim is to find out how WTP, and thus legitimacy, behaves
under the influence of real situations.

In order to prevent such a measurement of preferences, a methodical procedure is needed which
simulates a real purchase situation and requires the participants to make a concrete decision in
different trade-off situations in a survey. A methodical possibility to generate such a scenario is the

CBCA, which is used as a method in this master thesis. It will be presented in the next chapter.

5 Methodology

In this chapter, the quantitative method, the CBCA, which is used for the implementation of the
research project described above, is presented.

This method is a special form of Conjoint Analysis (hereafter referred to as CA), which was first
presented mathematically in 1964 by Luce and Tukey (1964). In this method, the influence of
individual attributes of a product on the consumer's preference formation is to be determined by
combining survey and analysis procedures (cf. Hake and Gronefeld, 2008).

With the help of CBCA, this master thesis will identify the essential product attributes, as well as
their characteristics, which consumers consider to be particularly important for the legitimacy of
companies and which also have a significant influence on their WTP. For this purpose, the further
development of CA, the CBCA, is explained and discussed in more detail in this chapter. The

attributes and levels of this master thesis are also defined, and Hierarchical Bayesian (hereafter
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referred to as HB) estimation as preference estimation is discussed in more detail. Finally, the

specific design of the CBCA and the concrete survey used are presented.

5.1 A short introduction to CA and CBCA

The original CA was mathematically founded by Robert Luce and Johne Tukey in 1964 in their
article "Simultaneous Conjoint Measurement: A New Type of Fundamental Measurement" (Luce
and Tukey, 1964). While today CA is mainly used in business research, and here primarily in
market research, it was originally used in psychological studies (cf. Green and Rao, 1971). In the
late 1970s it became established in the canon of business methods due to Paul Green and V.
Srinivasan’s (1978) study "Conjoint Analysis in Consumer Research: Issues and Outlook" (Green
and Srinivasan, 1978). In the following decades, CA enjoyed great popularity in theory and
practice. CBCA is one of several further developments of the original CA and was created by
Louviere and Woodworth (1983) in their article "Design and Analysis of Simulated Consumer
Choice or Allocation Experiments: An Approach Based on Aggregate Data" (Louviere and
Woodworth, 1983).

In this context, some basic concepts need to be clarified for a further understanding of this method:
CA and its forms are centrally concerned with the utility of a product. This benefit is made up of
the sum of part-worth utilities of the various properties in different forms. These product properties
are referred to as attributes, the characteristics in which they can occur as levels. This
decompositional character of the method, i.e. the splitting of a large, whole entity into smaller parts,
is fundamental to CA. However, it is not individual attributes that are compared, but different,
holistic product alternatives. Thus, with the help of a CA it is possible to determine the importance
of both individual attributes and individual levels for the overall product (cf. Hake and Gronefeld,
2008). In this process, the respondent gives a preference about attributes in different levels, which
are measured as utility functions. In this way, these preferences are made measurable and can
subsequently be understood as a representation of future demand. This train of thought is based on
the assumption that consumers make decisions in order to maximize use for themselves (cf. Lieder
etal.,2018).

Figure 3 shows the usual methodological process of a CA according to Rao (2014). First, as with
any methodological work, the purpose of the analysis must be defined. This is a problem or an

existing research gap that should be closed. The next step is to design the choice sets. Essentially,
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this means determining the attributes and levels of the product in order to finally build the product
for the study. Once this process is complete, the data must be collected. This can be done in various
ways, such as online surveys or interviews. Once the data has been collected, it must be analyzed

according to the purpose of the conjoint study.

Purpose of CA \\ - Choice-based
Design of Choice Sets - Attributes and levels
Data Collection > Questionnaire
- Data from respondents

{}

Data Analysis —> Statical analysis

Figure 3: CBCA process based on Rao (2014)

In addition to its traditional form, which works with stated preferences, CA has undergone various
further developments. These include the adaptive CA, which was developed specifically for a large
number of attributes and levels, the self-explicated CA, which, unlike the other types, has a
compositional character and therefore follows a bottom-up principle, or the CBCA, which, unlike
the traditional form, does not work with stated preferences but with stated choices (cf. Lieder et
al., 2018). Traditional CA and CBCA are thus both to be understood as “stated preference
methods”, which means, according to Alriksson and Olberg (2008, p. 244), that in these methods
the respondent himself states how he would act in a particular situation. Actual behavior is not
observed.

Out of all of these variations, the CBCA is the most frequently used method because it is considered
to be particularly realistic. It is essential that the respondent must decide which alternative he or
she favors the most. The trade-off effect of the method is fully exploited in the CBCA. A real

market situation is simulated in which the participants have to choose a product from a large
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number of alternatives: They are presented with a product in different versions, always with
different level compositions of the occurring attributes at the same time. They must then decide on
the version that represents the greatest benefit for him, i.e. the best trade-off (cf. Lieder ef al.,
2018).

The CBCA can be split into two further designs: Binary choice and multinomial choice. In the
former, the respondent has a maximum of one alternative set available, in the latter at least two. In
some study designs, subjects also have the option of choosing none of the given alternatives. This
option is also called a no-choice option (cf. Rao, 2014). Such an option is always particularly
important in the study design if one wants to define one or more threshold values. In this context,
the attribute of price plays an essential role. As already explained in the previous chapter, the price
of a product is always of great importance when buying and is significantly involved in a purchase
decision. A no-choice option for a product thus creates the threshold of the WTP. If a respondent
chooses the no-choice option from a set of alternatives, he indicates that every price in the set is
above his WTP (cf. Gensler ef al., 2012). Conversely, this means that choosing an alternative or

not using the no-choice option indicates a WTP in at least one case.

5.2 Attributes and Levels

It is important to select attributes and levels that are relevant to the topic and objectively justified
(cf. Blamey ef al., 2002). There are two strategies for this. If there is already a lot of literature and
academic discussion on a topic, attributes can be extracted well from this existing discourse. If a
topic is still relatively unexplored, or if no particularly important attributes emerge, an attempt is
usually made to find relevant attributes in a primary study with comparatively few participants (cf.
Rao, 2014). In this master thesis, the first strategy is pursued.

The measurement of legitimacy of internationally operating companies has not yet been undertaken
with the CBCA and thus represents a scientific novelty. However, following the explanations on
the academic discourse on moral legitimacy in Chapter 2.3, in connection with the discourse-
dependent establishment of new, European benchmark standards, attributes constructing
legitimacy in corresponding levels do indeed emerge.

There is also a consensus in academic discourse that CBCA works better with a small number of
attributes and levels. If there are too many attributes, there is a risk of confusion and of overtaxing

the respondents. Therefore, a maximum of 10 attributes with a maximum of 15 levels per attribute
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is recommended (cf. Sawtooth Software Inc., 2017). In this study, there are 5 attributes with a
maximum of three levels each. Thus, these criteria are fulfilled.

In the following subsections, the attributes and levels of the study will be described in more detail.
First, a brief description of the survey scenario is necessary. For the CBCA and especially for the
price attribute, a concrete product is necessary as the object of investigation. In this study, this will
be a simple T-shirt. This is due to the fact that the clothing industry in general is one of the
industries that, through an offshoring strategy, is one of the biggest causes of environmental
pollution and social grievances in its production countries (cf. Dickenbrok and Martinez, 2018). At
the same time, as already mentioned, the garment industry is also the European sector in which
companies most frequently apply reshoring strategies and are thus most directly affected by new
European environmental and social standards (cf. Eurofund, 2019). Therefore, this industry lends
itself well as a general object of study. A T-shirt is also an ideal, concrete object of study, as this

is a gender-neutral basic product whose benefits seem self-explanatory to most test persons.

Locations Strategy

The first attribute is Location Strategy (hereafter referred to as LS). The first two hypotheses
examine the influence of the production LS used on the perceived legitimacy of MNCs. As
explained in Chapter 3, there are two different approaches: offshoring and reshoring. Offshoring is
popular internationalization strategy, in which, in brief, production units are relocated to another
country due to better production conditions (cf. Schmeisser, 2013). Reshoring, on the other hand,
which has become increasingly popular in the manufacturing sector worldwide in recent years, at
least partially reverses the offshoring process (cf. Foerstl, Kirchoff and Bals, 2016; Di Mauro et
al., 2018).

The generic term LS is therefore the attribute, the individual strategies offshoring and reshoring

are the two levels in which the attribute can occur.

Attribute Levels
Strategy - Offshoring
- Reshoring

Table 2: LS attribute and corresponding levels
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Environmental Production Standards and Social Production Standards

The second and third attributes are the environmental and social production standards (hereafter
referred to as EPS and SPS). These interact with the first attribute, the LS, as the different strategies
have different positive and negative side effects on the environment and society. Chapter 4 focused
on the existing and future standards of the EU. As explained in chapter 4, these are understood to
be the international benchmark standards. For both attributes, therefore, there will be three different
characteristics: Production standard below EU standard, as outside of the EU, production standards
equal to EU standards, as the minimum standards production is legally required in the EU (cf.
Art.193 TFEU), and production standards above EU standards. The last level may be surprising
given that European production standards are considered benchmark standards. However, as
mentioned above, these standards are only minimum requirements. Companies are therefore free
to manufacture their products to much higher standards. The third level "above EU standards" is

intended to take this option into account.

Attribute Levels
- Below EU standard
EPS - Equal to EU standard
- Above EU standard

Table 3: EPS attribute with corresponding levels

Attribute Levels
- Below EU standard
SPS - Equal to EU standard
- Above EU standard

Table 4: SPS attribute with corresponding levels

