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Summary/Resumen

Two Boeing 737MAX aircraft crashed within a very few months of each other between
late 2018 and early 2019. At the time, that type of aircraft had only been in commercial
service for a short time, and had been sold by the company as a technological revolution
and a leap in efficiency. Investigations resulting from the accidents however found that
Boeing had omitted crucial data on how to operate in the event of a system failure from
its manual, in order to avoid pilot training costs. This lack of transparency continued
throughout the crisis, seriously damaging the company's reputation. It is precisely this

damage that this paper aims to measure.

Dos aviones Boeing 737MAX se estrellaron un plazo de muy pocos meses entre finales
del 2018 y principios del 2019. Por aquel entonces, ese tipo de avion llevaba poco tiempo
en servicio comercial, y habia sido vendido por la compafiia como una revolucion
tecnoldgica y un salto en eficiencia. Investigaciones resultantes de los accidentes sin
embargo encontraron que Boeing habia omitido datos cruciales de como operar en caso
del fallo de un sistema de su manual, con el fin de evitar costes de entrenamiento de
pilotos. Esta falta de transparencia se mantuvo durante toda la crisis, dafiando seriamente

la reputacion de la compania. Justamente ese dafio es lo que pretende medir este trabajo.
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1. Introduction

1.1. Introduction to the 737 MAX Cirisis

The Boeing 737 is undoubtedly one of the most iconic aircraft in history. Everyone,
knowingly or unknowingly, has seen one of these aircraft and almost everyone has flown
aboard one of them. While its design dates back from the mid 1960s, the aircraft has
proven to be so successful and reliable that it has evolved through four generations ever
since. As of November 2021, 15,000 units have been ordered and well over 10,500 units
have been delivered worldwide. As a matter of fact, this airframe held the record of
highest-selling aircraft of all times up until late 2019, when it was surpassed by the Airbus

A320, its main competitor.

And it’s that competition which has marked the recent history of the aircraft in the past
decade. Up until the release of the A320 in 1988, Boeing only faced competition from
fellow American company McDonell Douglas, which was never even close to be as big
of a competitor as the then-young European conglomerate would turn out to be. But as
the saying goes, competition is good for business. It forces companies to step up their
efforts, dragging them out of the comfort zone they had settled themselves in, forcing new
efforts towards innovation, creativity, pricing and so on and so forth. Businesses become
nimble, resourceful in their efforts at finding solutions to outsmart and outsell the
competition. Competitive environments demand the very best from companies. They
must be good at what they do, be agile in adapting to new scenarios and they have to give
everything they have often only win a small edge over their competition. To summarize,
it forces companies to not take anything for granted. Even the best product is not a
guarantee of long-term success. The reputation the company holds, the way it is viewed
through the eyes of the public and ultimately, the costumer is often a much greater asset

than the product itself.

Reputation, just like competition, can bring a company great success as well as its
downfall. Building up a positive business reputation is a hard-earned process that often
takes years, only to be lost in a few weeks. It’s an intangible asset that holds great value
for businesses. It’s a factor that plays a key role for companies to differentiate themselves

from other players in the same industry.



On a chess board in which any misstep can cause an unexpected checkmate, taking care
of the reputation has become as, if not more important than the product the business
provides. Executives are well aware of their importance of their companies’ reputations.
Firms with strong and positive reputations often attract more motivated employees, better
perceived value and ultimately, loyal customers willing to acquire broader ranges of
products of services. In the airline industry, airlines often stay loyal to their aircraft
manufacturers, making big orders years ahead of time, often before the aircraft has

entered the test flight stage.

However, as Benjamin Franklin once said and similarly to what has been mentioned in
the lines above, it takes many good deeds to build a good reputation, and only one bad
one to lose it. A good reputation also implies a great risk. The harder they come the harder
they fall. Without a proper risk prevention plan, crises, ultimately, arrive. And they arrive
hard. Once the critical point in a crisis has been reached, there is little companies can do

besides damage control. Boeing is, as this study will show later, aware of this.

Bearing this fact on competition and reputation in mind and going back to the Boeing 737
and its competition with the Airbus A320, it is easy to see why Boeing was forced to seek
for innovative solutions to try and undermine the growth of its European rival. In the late
1990s, the rivalry with the A320, which took Boeing by surprised after they managed to
land orders from previous Boeing-loyal airlines such as Lufthansa and United, meant that
the company agreed to upgrade its previously hegemonic aircraft. Thus, the 737NG (NG
as in Next Generation) was born. This plane was more efficient than its older brother,
came in different sizes, had a longer range and a more comfortable cabin. While the
Airbus had come to stay, this aircraft was able to, at the very least, keep up with the
Europeans. But Boeing had fallen in a business strategy trap: reacting to what the
competitor is doing in order to stay in business, rather than discovering other alternatives

or making moves ahead of the rival.



And so, when in 2010 Airbus released its upgrade A320neo, Boeing reacted a year later
with the Boeing 737MAX. This new aircraft once again included more powerful and
efficient engines, even surpassing the efficiency claimed by Airbus. But certain aspects
in the design of the MAX felt rushed. While the aircraft included top of the line
technology, the airframe had hardly changed from its original design. Because of this, the
bigger engines, because of their added weight, affected the way the aircraft behaved in
flight. It was during test flights when Boeing discovered that these larger engines tended
to push the nose of the plane up during certain maneuvers, especially during take-off.
Instead of restructuring the plane, which would have elevated the price of the project and
increased delivery times, Boeing opted to solve the problem through software. The
MCAS (which stands for Maneuvering Characteristics Augmentation System) was built
to counteract this effect, making the handling of the aircraft like what pilots that had flown
the previous generation 737 were familiar with. Thus, less training was required and the
737MAX would receive a certification as another variant of the 737, instead of another
separate aircraft. In an unfortunate series of events, Boeing requested to the American
Federal Aviation Administration that any trace of this MCAS system was to be removed
from the aircraft manual. It was approved. When the aircraft entered official service in

2017, pilots were completely unaware that this system even existed.

Then, in 2018, tragedy ensued. Lion Air Flight 610, which was due to flight from Jakarta
to Pangkal Pinang, crashed into the Java Sea 13 minutes after taking off, killing all 189
people on board the plane. The first investigations were quick to find the culprit. This
flight alone had become the deadliest accident in the history of the Boeing 737. A design
law in the MCAS system had caused the plane to stall. The pilots, who did not know the
system even existed, were left helpless. Even after this event, Boeing continued to deny
the existence of the system. It was not after many requests for information by worried
airlines that Boeing finally admitted that the system existed and that it could affect the
way the plane behaved in the air without pilot input. Boeing revised the checklists for the
aircraft and sent an update to companies operating the aircraft. Far from mending the error

they had committed, Boeing simply won time to cover up the incident.



And in 2019, tragedy struck again. Ethiopian Airlines Flight 302, operated by another
737MAX, crashed again shortly after take-off, leaving no survivors among the 157
occupants onboard the flight. Less than five months after the Lion Air crash, another
737MAX had crashed in similar circumstances. As a result, all operators immediately
ceased to operate the aircraft, putting its units into long term grounding. Investigations
immediately ensued to investigate how a plane carrying such a deadly flaw had been
approved to service in the first place. These tragic incidents launched Boeing into a
reputational crisis from which the aircraft manufacturer has been trying to recover ever
since. The effects of 346 fatalities of both crashes on their reputation where enormous,
from widespread negative news coverage to legal proceedings by the victims and families,

all the way to official investigations by governments.

Billions of dollars of revenue were lost, which along with the sum of the total costs, left
financial scars at the American aircraft manufacturer. But just how bad were the effects
of the crisis on Boeing’s reputation and ultimately, its balance sheet? What mistakes led
up to these events? And — ultimately, was Boeing’s reputation irrecoverable after such a

massive loss of life?

1.2. Objectives

Those three questions mentioned above are the ones this study will try to find answers
for. The 737MAX crisis, which gathered lots of media attention throughout 2019 and
early 2020 up until the mayor outbreak of the SARS-COV-19 pandemic began, is a prime
example of reputational damage and a perfect case to study reputational damage on a
major corporation. The accident, along with the circumstances surrounding it, such as the
omission of the MCAS system from the manuals (which is suspicious at first glance),
make it an interesting case with many separate events and errors that led up to the tragic

accidents in Indonesia and Ethiopia.

As it can therefore deduced from the previous questions, the goal of this study is to
analyze the reputational damage the 2018-2019 Boeing 737MAX crisis had on The
Boeing Company from a business strategy perspective. The crashes and the ensuing
groundings asked serious questions of Boeings strategy and goals, which seemed to favor

profits and cost efficiency over flight safety.



The previously mentioned objective can be divided onto the following objectives:

1. To acquire a proper understanding of the concept of reputation, its predominant theories

and its measurement

2. To establish, for later analysis of their effect on Boeing’s reputation, the events that led

up to the 737MAX crashes and groundings, as well as the events that followed

3. To establish, for later analysis of their effect on Boeing’s reputation, the coverage the

737MAX crashes and groundings had from the media.

4 To interpret the data acquired from the objectives 2 and 3 in order to analyze the
reputational and financial damage the 2018-2019 Boeing 737MAX crisis had on The
Boeing Company.

5. To give estimates as to whether Boeing will recover of these events and how this

recovery might take place.

1.3. Hypothesis

The large number of lives lost in both 737 MAX crashes, in addition to the irregularities
that led to them, caused great damage to the company. Under the assumption that the
737MAX was a crisis caused by poor management rather than negligence, this paper will
seek to discover is just how great that reputational damage was, and which mistakes or
incidents led up to such a massive reputational crisis, which ended up becoming one of

the biggest corporate crisis of all times.



1.4. Methodology

This study will be carried out using literature review as its main methodology. In order to
achieve the objectives mentioned above, different sources of information will be used,
which may include but are not limited to academical sources, articles from major
international mass media outlets that covered the 737MAX crisis as well as official

reports and documents.

Mass media will play an important role in the methodology employed, as they are one of
the major factors that ultimately determine the impact of a crisis on corporate reputation.
Additionally, a history of the crisis will be created in order to place the events that led up
to the crisis as well as those that followed over time. Financial data will be collected and
analyzed to measure the economic impact of the reputational crisis. Finally, the data
obtained from research will be analyzed to determine the effects of the crisis on Boeing’s
reputation and finances, the mistakes that led up to these events. And ultimately, whether
Boeing’s reputation will recover and how it might recover after such a massive loss of

life.

1.5. Tackling the case

In order to fulfill the previously mentioned objectives, this study will be carried out in the
following steps. First, I will dive into a theoretical introduction of the concept of
reputation. The aim of this introductory step is to explain and contextualize the theory
surrounding the concept of corporate reputation, which has evolved over time and has
grown to become an important field of study as companies realized the importance of

reputation.

After that, I will explain the Boeing 737MAX crisis from the moment to begin up until
today, exploring the events that were mentioned in the introduction even further. It is
important to remember that the crashes have had repercussions for The Boeing Company
that last to the present day. Therefore, providing context of the crash in detail will help
the reader understand future stories related to the 737MAX, should they occur. Following
that, an analysis of the reputational impact of the 737MAX crisis will be carried out, using
the literature, media content and financial information that was previously mentioned in
the methodology. Media coverage on the crisis will be of particular importance, as media
tends to hyperbolize stories, which can sometimes damage the reputation of the company

more than the event itself.



Thus, this analytical part will also attempt to determine whether that was the case in this
crisis or not. Finally, after having analyzed all relevant information, this study will
conclude by giving estimates as to whether Boeing will ever fully recover of the Boeing
737MAX crisis, and what steps the American aeronautical company might follow to

achieve said objective.

2. Corporate Reputation

2.1. Ethimology

Before diving deeper into the concept of corporate reputation, it is useful to investigate the
origin of the word itself. Ethimology is a useful tool to gain a first superficial understanding
of a concept that some people might be unfamiliar with. The roots of the word alone can
provide some initial insight to the real meaning of the word, as well as understanding of
where the word came from. In some cases, the word itself might resemble a word from an
ancient language but the definition it had back in the day might have evolved to be slightly

different to the definition it has nowadays.

In the case of the word “reputation”, the core word within the concept of corporate
reputation, its roots lie in the Latin word reputationem or reputatio which roughly meant
“consideration”. Specifically, the second part of this word, -putation, comes from the Latin
word "Putare", which can essentially be defined as the concept of estimating something,
considering an idea, refining it and even calculating. Consideration is perhaps the most
important element of the origin of the word reputation and one that has lasted to this day.
It’s about the way you are seen, how others perceive you, what their opinion on you is
based on what they know. Whether the things that are said are true or not, does not really
matter. All that matters is what is known and what people think of it. That’s how companies
with bad products might have a better reputation than other companies with better products.

It is all down to how the costumers perceive your company.
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To be exact, the Cambridge Dictionary defines “Reputation” as “the opinion that people in
general have about someone or something, or how much respect or admiration someone or
something receives, based on past behavior or character. (“Intangible Assets: Protecting
Your Brand and Reputation ...””) The notion of character, of behavior is one that is very
interesting and one that will be relevant later in the study. To summarize, if Boeing had
taken a different approach during the crisis, their reputation might have received less

damage than it ended up getting.

2.2. Reputation as a concept

Although reputation is a concept that is as old as mankind, it is only recently that the
concept has become one of particular importance in the business world. The press and its
coverage of immoral, erroneous and harmful behavior of large companies and corporations
has been one of the factors that gave birth to the concept of corporate reputation. Nowadays,
corporate reputation is an important point to be taken care of by companies. Failure to do

so could seriously affect their economic performance.

Reputation is a term that is commonly used to vaguely describe, how a company,
organization or institution is perceived by society. Of course, its background is much
deeper and has been the subject of study by marketing and business researchers for some
decades now - almost 40 years. Although a common dictionary definition has been used in
the previous section, there are many definitions and, above all, many approaches that can
be given to this concept when defining it. (McKenna & Olegario, 2012). For example,

Charles Fombrun, a former Wharton professor, defines corporate reputation as:

“A corporate reputation is a collective representation of a firm’s past actions and results
that describes the firm’s ability to deliver valued outcomes to multiple stakeholders. It
gauges a firm’s relative standing both internally with employees and externally with its

stakeholders, in both its competitive and institutional environment’.

(Fombrun & Van Riel, 1997)
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However, as previously mentioned, a universal definition of corporate reputation does not
exist. It is, in fact, a fundamental problem in corporate reputation related studies. (Wartick,
2002). As a matter of fact, there are up to twelve well recognized definitions in the field of
corporate reputation (Barnett et al, 2006). However, the most referenced definition is the

one by Fombrun shown above.

Table 1: Some of the other most common Corporate Reputation Definitions

Author (Year) Definition

Weigelt and Camerer, 1988 “A set of attributes ascribed to a firm, inferred from
the firm’s past actions.”

Fombrun, 1996 “A perceptual representation of a company’s past

action and future prospects that describes the firm’s
overall appeal to all of its key constituents when
compared with other leading rivals.”

Cable and Graham, 2000 “A public’s affective evaluation of a firms’ name
relative to other firms.”
Whetton and Mackey, 2002 “Organizational reputation is a particular type of

feedback, received by an organization from its
stakeholders, concerning the credibility of the
organization’s identity claims”.

Rindova et al., 2005 “Stakeholders perceptions about an organization’s
ability to create value relative to competitors.”

Rhee and Haunschild, 2006 “The consumer’s subjective evaluation of the
perceived quality of the producer.”

Carter, 2006 “A set of key characteristics attributed to a firm by

various stakeholders.”

Source: Walker (2010)
However, while other definitions exist, as shown on the table above, the most cited one is
Fombrun’s. As a matter of fact, a source used in this work states that, out of sample of 43
reviewed articles only 19 provided a definition, five of them being Fombrun’s. (Walker,
2010). Therefore, it is safe to say that, within the plethora of definitions that exist in this
community of research, that definition is the closest thing to a widely accepted definition.
Perhaps, because out of all definitions that have been written so far, Fombrun’s is the one

that attempts to point out all important aspects of corporate reputation.

The first one is that corporate reputation is a phenomenon based, for the most part, on
perceptions. Because perceptions are based on individuals’ interpretations of their
environment and individual’s reactions to different stimuli, everyone may have a
completely different reaction to any particular event, which in turn means that corporate
reputation is often beyond the control of the company or institution itself. (Brown et al.,

2006)
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This is something that Fombrun himself explains, stating that because it is not really within
anyone's reach or control, reputation is difficult to manipulate. (Fombrun, 1996) Not only
that, but some researchers, such as Berger and Luckman, have gone so far as to say that
reputation can be something "independent of reality" and that it is also a social construct.

(Berger & Luckmann, 1966)

This is in line with the argument that reputation is the sum of the perceptions of internal
and external stakeholders. Reputation is something that is built, in one way or another,
based on some facts or others, but it is built. But because it is based on perceptions, and
because perceptions are highly subjective, reputation is something that is seldom 100%

factual or "true" to what happened. (Fombrun, 1996)

This way of looking at the concept, as a sum of perceptions on the part of stakeholders, or
as the esteem in which they hold the company, is not without its problems. The first
problem to mention is that reputation is something that is often not so much unitary, but
specific to different aspects or sections of a company. Issues such as economic
performance, environmental performance, social responsibility, product quality or the
quality of the working environment can have completely different reputations. To put this
in perspective with the case of this paper, Boeing may have an excellent reputation in the
field of new technology development for having found a sustainable and revolutionary
material - and at the same time it may have a bad reputation for having been less than
transparent about product failures. (Walker, 2010) The problem is that these two
reputations can be completely unrelated to each other. Smith, in his study, says that it would
therefore be ill-advised to simply add these different "sub-reputations" together. In a
brilliant analogy, Smith describes it as "looking in a mirror, having your hair on fire but
saying you feel good because you're sitting on ice". (Smith, 2002) Therefore, as I will
explain a little later, it is more appropriate to sum reputation, but to sum these "sub-

reputations" by section or area of interest.

Summarizing this point, in which I have gone a little bit off the deep end, it can be
concluded that reputation is formed by several reputations divided into themes and areas
and that reputation does represent a sum of perceptions, but on a particular area. Remember

the Boeing example I mentioned earlier
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The second aspect of reputation implicit in Fombrun’s definition is precisely what has just
been mentioned that reputation is the sum of the perceptions of all stakeholders. In other
words, corporate reputation is a social or collective construct. However, it is a curious fact,
and supported by research such as that of Scott and Lane, that although reputation is made
up of many individual and subjective perceptions, corporate reputation as such is

something objective. (Fombrun, 1996)

This is because, as mentioned a few lines ago, corporate reputation exists on a “different
plane” of reality (reality being here, again, what happened, not the way it has been
perceived, or told. Additionally, it should be added that Fombrun (1996) has also come to
define corporate reputation as a "the esteem in which relevant publics hold a company,

association or institution."

The third aspect is that reputation is something that is formed through comparisons made
consciously or unconsciously. Fombrun, in fact, specifies that in general the reputation we
give to a company is formed by how we see it in relation to others (Fombrun, 1996).
(Fombrun, 1996) Wartick, in his comments on the subject, goes even further, stating that
not only do we compare companies with each other, but that when forming a new
perception, we also compare our previous perception of a company in comparison to the

current one. (Wartick, 2002)

Fourthly, it is important to mention that reputation can be both positive and negative.
(Brown et al., 2006; Rhee & Haunschild, 2006) Even though on many occasions, and
especially in the media, reputation is talked about or is news in a negative context, such as
the Boeing crisis that we will see in this paper. This is supported by the fact that reputation
derives from a process of comparison. Fifth and finally, it should be mentioned that
corporate reputation is stable and long-lasting. It is something that lasts over time, it is the
result of an action in the past whose impact is maintained in the future. At the same time,
reputations, despite being stable and lasting, have the capacity to change very abruptly in
the event of an event of special importance (both for the better and for the worse). (Mahon,

2002; Gray and Balmer, 1998)
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These 5 points, aspects or attributes implicit in Fombrun's definition describe the main
features or the most important ones of corporate reputation. That is why this definition by
Fombrun is the most common and the cornerstone in most of the works, studies and case
studies carried out in the field of corporate reputation. A stable, subject-specific concept,
but formed by the sum of perceptions, representing the impact of an action in the past that

endures into the future, through a comparison against a standard of "right" or "wrong".

However, having now given a definition of what corporate reputation is, it is also important
to explain and mention those concepts that are often confused or misidentified as such.
And the fact is that there are two concepts whose definition, seen from above, can be
similar, especially in the case of someone who is not familiar with them. These are
corporate identity, corporate image and the concept I have just explained - corporate

reputation.

No one is guilty of confusing the three concepts. Barnett admits that identity, image and
reputation are widely used interchangeably. (Barnet et al., 2006) However, it is still useful
to understand the who's-who of the corporate reputation world. That said, let's start with
corporate identity before moving on to corporate image, which is most often confused with
corporate reputation. The most common definition used when talking about corporate
image is that of Whetten and Mackey, who defined the concept in 1985 as "that which is
most central, enduring and distinctive about an organization.” (Whetten & Mackey, 2002)
Barnett also speaks of it as the "core" or "character" of an organization, as seen by those
who make it up. That which employees retain about their company, that which they

mention and emphasize when asked about it. (Barnet et al., 2006)

The definition (which is not so much a definition as a rhetorical question) that is most
striking is Whetten's: Who are we or what do we think we are? As employees working for
a company, or even as students at a university, how do we perceive ourselves as part of it?
(Whetten, 1997) This is what is called the real corporate identity, but there is also a desired
corporate identity. The difference between the two is that the first is how internal
stakeholders perceive the company and the second is how the company wants to be

perceived by internal stakeholders.
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However, this second definition is less common, appearing more prevalent in Balmer's
work, which rightly differentiates between the real identity as the corporate identity and
the desired identity as the vision of the CEO or leadership. Finally, it should be added that
corporate identity, like corporate reputation, is based on perceptions and can be both good
and bad. (Balmer, 2005) On the other hand, corporate image is a concept related to
corporate communications. Corporate image is "the external communication channels used
by organizations to get their messages across to customers and other stakeholders." (Balmer
& Greyser, 2006). Others add that corporate image is "a gauge of external opinions"
(Dutton & Dukerich, 1991) and Keller (1993) as the perception of the company by

customers.

As you can see, although it is more of a communicative process, some of the terms used to
define reputation and identity are repeated. Whetten, to the rescue, offers another question
that can help clear up this confusion: "how do we want others to see us? Corporate image
is, at its core, how an organization communicates its vision of itself. (Whetten, 1997) It is
a desired image and may be a concept comparable to the internal desired identity mentioned
in previous paragraphs. However, it differs from it in that it deals with the perceptions of
external stakeholders, not internal ones. In the concept of corporate image, it is assumed
that organizations always project an image, but this does not mean that those that do not do
so lack a corporate image. If that were the case, it would allow for organizations to only
have a negative corporate image if they wanted to have one, which of course, goes against

all logic. (Walker, 2010)

Having defined what corporate reputation is, and what it is not, it is time to move on to the
theories that try to explain how corporate reputation is built. In this sense, 3 theories stand
out, which are the most common, well-known and used: institutional theory, signaling
theory and resource-based theory (usually abbreviated by its acronym, RBV). To
understand these theories and how they are used to analyze corporate reputation, it is
necessary to understand that they analyze or pretend to explain the reputation building
process in three separate phases: before it, during it, and after it. What happens before is
called "pre-action", followed by "action" and what happens after is called "post-action".

(Walker, 2010)
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In the pre-action phase, institutional theory seeks to explain how the context in which
reputation is built, its genesis, is formed. This theory analyzes how organizations acquire
legitimacy and support in the context of their industry. (Deephouse & Carter, 2005) To
acquire this legitimacy, organizations must carry out actions considering the environment
in which they find themselves, otherwise their efforts may be in vain. (Rhee & Haunschild,
2006) For example, launching a product without having analyzed how replaceable it is, no
matter how good it is, may result in that company not acquiring as good a reputation as it

"should have".

Then there is the signaling theory. This, unlike the previous one, focuses on the messages
used by the organization to primarily maintain and defend the reputation it has achieved.
This takes the form of strategic actions and messages that companies send to (as far as
possible) influence the perceptions of stakeholders. (Fombrun & Shanley, 1990)

It should be remembered that this is only possible to a certain extent. In any case, this
theory stands out for its way of examining the ability of an organization's social
performance to influence its reputation. In other words, it is appropriate for measuring the
effect of, for example, corporate social responsibility campaigns and distinguishing them
from mere greenwashing. In addition, this theory can be used to examine the detailed effect
on each stakeholder. (Turban & Greening, 1997) How do my messages affect the reputation
that my suppliers give me? Do I attract young talent as a result of my LinkedIn campaigns?

These are the kinds of questions that this theory aims to answer.

Finally, and to conclude this section of theories, there is the resource-based view, the RBV.
This theory, which is used in an after-action, analyzes how a reputation, a valuable and rare
commodity, becomes a competitive advantage in the long term. In other words, this theory
understands reputation as a resource, another one to be used by an organization.
(Deephouse, 2000; Roberts & Dowling, 2002) It is also, in this sense, important to
remember that reputation is ambiguous, and that perceptions among different individual
stakeholders may vary. Thus, the greater the ambiguity, the greater the reduction in
ambiguity when a company, for example, decides to invest in the best possible product

quality. (Rindova et al., 2005).
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Table 2: The three main theories of corporate reputation, summarized

Main Focus: Stage
contribution:
Institutional Context Building reputation Pre-action
Theory
Signaling Theory Impression Building and Action
formation maintaining reputation
Resource-based Added value, Outcome Post-action
view competitive
advantage

Source: Deephouse and Carter (2005), Fombrun & Shanley (1990), Deephouse
(2000), Roberts & Dowling (2002)

2.3. Measuring corporate reputation

Measuring corporate reputation is easier said than done. It is a fundamental problem in the
study of corporate reputation, as it is something that is not tangible and yet has an important
impact on organizations. At the same time, it is ambiguous and subjective, depending on
the sum of many perceptions about a subject that come together to form just one. This
makes measuring corporate reputation complicated, as there is no single answer as to how
to carry out said measurement. There are several that exist, and their use depends on the

situation.

In this paper, three different corporate reputation measurement models will be considered.
Two subjective metrics and one objective metric. The objective metrics try to determine,
redundantly, in an objective and precise way what is the corporate reputation of an
organization. These metrics are commonly used in audits and are carried out by experts of
different types: from analysts or consultants to specialized journalists or reputation
researchers. In this paper, I will look at the most popular of them all: Fortunes Most

Admired Companies.
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A metric born in 1984 and by means of which the reputable magazine generates its famous
Fortune 500 and Fortune 100 rankings, which ranks, respectively, the five hundred and one
hundred best American companies. There is also a worldwide ranking, called Fortune
Global 500. (Fortune, 2019) These lists are carried out by collecting information from
questionnaires, conducted to people belonging to different levels of the business world:
employees, executive managers, members of the executive committee, analysts, CEOs ...

etc. (Fortune, 2019)

In these questionnaires, they must evaluate a list of companies, giving them a score of 0 up
to 10. It couldn't be simpler. Remember Fombrun's point above about reputation having
"sub reputations"? Well, this metric makes it clear, as it asks the respondent to evaluate
these companies based on eight separate topics: attraction and retention of talent,
management, corporate social responsibility, innovation, quality of products and services,
use of corporate assets, value of long-term investments and finally, financial strength.
However, this index has not escaped criticism. Some studies, such as that of Fryxell and
Wang, argue that it analyzes companies primarily by their financial performance, i.e., it
captures the reputation of the company primarily according to how it is perceived
financially. An organization is valued in the same way that a house, or a car, or a computer
is valued: by its economic value derived from its perceived quality. (Fryxell & Wang, 1994)
An objective but limited metric, but still an excellent way to quickly check how a company

is perceived.

Table 3: Example of the Fortune Global 500 ranking

RANK A~ NAME REVENUES ($M) REVENUE PERCENT PROFITS ($M) PROFITS PERCENT ASSETS (SM) EMPLOYEES CHANGE IN RANK YEARS ON GLOBAL 500
CHANGE CHANGE LIsT

1 Walmart $559,151 6.7% $13,510 -9.2% $252,496 2,300,000 o 21
2 StateGrid $386,617.7 0.7% $5,580.4 -30% $666,088.5 896,360 1 21
3 Amazon $386,064 31.6% $21,331 84.1% $321,195 1,298,000 6 13
4 China National Petroleum $283,957.6 -25.1% $4,575.2 3% $626,616.7 1,242,245 - 21
5  Sinopec Group $283,721.6 -30.3% $6,205.2 -8.7% $343,289 553,833 -3 23
6  Apple $274,515 5.5% $57.411 3.9% $323,888 147,000 6 19
7  CVSHealth $268,706 4.6% $7179 8.2% $230,715 256,500 6 26
8  UnitedHealth Group $257141 6.2% $15,403 1.3% $197,289 330,000 7 25
9  Toyota Motor $256,721.7 -6.5% $21,180.1 13.1% $562,994 366,283 1 21
10  Volkswagen $253,965 -10.2% $10,103.5 -35% $608,368.1 662,575 -3 27

Source: Fortune Global 500 (2022)
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However, there are methods to measure or reflect the corporate reputation of an
organization in a way that is more akin to the concept as defined above. Not as a physical
or real object, but as a social construct, a sum of individual perceptions that gives rise to a
collective perception. These are the subjective metrics. Subjective, because they seek to
capture the real opinions of stakeholders - subjective perceptions. These can be how people
think about the company, how they feel about the brand, whether it deserves admiration
and recognition or repulsion. These are all subjective ideas, but their existence points
towards flaws and strength of a company’s reputation. In this paper, I will mention two of
them: the Reputation Quotient (which I will abbreviate as RQ) and one that may be familiar

to the reader, RepTrak.

The Reputation Quotient, of course, is a metric that was developed by the star author of
corporate reputation: Fombrun. It is a metric that is clearly adapted to how Fombrun
conceives corporate reputation, not as a single reputation but as several reputations from
various areas of an organization. Thus, Fombrun takes a multi-stakeholder view, seeking
the point of view of the public but also of employees, consumers, suppliers and investors.
Remember which Fortune method has shortcomings? Well, it uses this metric as a basis,
adding dimensions suggested by the authors. (Fombrun et al., 2000) Therefore, from the
mainly economic KPIs in the Fortune rankings, RQ measures emotional appeal, the quality
of products and services, the trust they generate, the level of innovation, leadership and its
vision, the work environment, corporate culture and social responsibility, as well as,
inevitably, financial performance. Thus, this metric improves the concept of the Fortune
metric, bringing it closer to the ideas of the authors of corporate reputation. It is a more
appropriate measurement tool, implemented worldwide. However, as will be seen below,
there is not as much RQ data. In that sense, the Fortune ranking is the world leader in

reputational measurement. (Fombrun et al., 2000)
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Figure 1: The RQ, summarized
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Still far from being the perfect metric, Fombrun continued to research in search of a
measure that would capture corporate reputation as well as possible. Thus, with the
collaboration of another group of researchers, the RepTrak index was born. This scale, or
index, adds a disproportion between cognitive and affective dimensions to RQ, something
that was appropriately determined after numerous interviews with key corporate

reputation professionals, such as communication, marketing, human resources or finance

managers.
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Through them, a list of items to be analyzed was obtained and assigned a weighted
reputation score, since not all of them have the same weight in reputation. Thus, the

RepTrak scale analyzes the following sections of an organization:

1. Products and Services: The visible part of an organization. Quality and degree of
satisfaction are important factors for reputation, since customer perceptions are strongly
influenced by them.

2. Innovation: Innovation says a lot about how willing an organization is to adapt to
changing times. Its existence arouses admiration, respect and interest. Its absence makes a
company go unnoticed.

3. Work environment: An important factor for the internal reputation of the company. A
good work environment motivates employees and attracts talent, a bad environment has
the opposite effect.

4. Corporate governance: The values and transparency of a company are decided and
guided at this level. Executive decisions are fundamental to reputation.

5. People, in general: People look for companies that not only offer good products, but
also comply with certain ethical values. This trend is still on the rise.

6. Leadership: Bosses are the biggest advertisement a company can have. If they identify
with the company and "pamper" it, its reputation will be good.

7. Finances: The economic performance of a company is essential to measure its good

performance, its growth and therefore, its reputation.

It is worth remembering that these three ways of measuring reputation are not the only
ones, but they are some of the most common and the most famous. Of course, there are
other ways to measure reputation, but these three are the most appropriate to follow and

measure Boeing's reputation during its 737 MAX crisis.
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3. State of the Art

As long as there have been companies, there have been crises. Having a company and
problems have always gone hand in hand. One of these problems are reputation crises,
consequences of an accident, carelessness, negligence or even a premeditated act. Of
course, it is not the same thing for a group of employees to complain about low wages as
it is for a product production failure to have deadly consequences for hundreds of people.
But both situations, in different circumstances, can have serious consequences for the
future of a company. The first situation can result in the inability to attract talent, the second
in the inability to attract talent, the second in the inability of anyone to trust your company
again, your partners to break their relationship with you and your bankruptcy to come. As
they say, every cloud has a silver lining. In the case of reputational crises, that silver lining
is the lessons learned for the future of the affected organization itself, as for all others in its
industry or even others. And since lessons can be learned from crises, they have been
studied thoroughly. In this section, I will highlight some of the work that has caught my

attention in this area.

The first of these is a paper by John J. Pauly and Liese L. Hutchinson, both professors of
communication at Saint Louis University. In it, Pauly and Hutchinson (2005) compare the
famous cases of Tylenol and Exxon Valdez, two of the greatest reputational crises in
history. In the Tylenol case, seven people died in Chicago in less than a week after
consuming the analgesic drug. They turned out to contain cyanide. It was a huge crisis for
Johnson & Johnson pharmaceuticals, but because they acted effectively and quickly, they
were able to mitigate the damage caused. On the other hand, the Exxon crisis occurred
when in March 1989, the Exxon Valdez oil tanker ran aground in Alaska, rupturing its hull
and releasing some 11 million gallons of oil into the sea. It was one of the biggest
environmental disasters in the United States, but also a disaster in terms of reaction to a
crisis. Exxon reacted late in a situation that required an immediate response. While the first
crisis was an example of how a company should act in the face of a crisis, the second was
the opposite. Thus, this paper analyzes both crises comparatively, drawing lessons on how

and how not to react to a major reputational crisis. (Pauly & Hutchison, 2005)
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The second paper I want to refer to is one that analyzes a much more recent crisis: that of
the exploding Samsung Galaxy Note 7. The paper by Yun et al. (2018) analyzes the crisis
that took place in 2016, after several Samsung Galaxy Note 7 phones exploded shortly after
their launch, due to a problem with their battery and electrical system. Because of this
crisis, Samsung had to recall some 2.5 million copies of its then new mobile phone. The
spontaneous ignition of its batteries cost Samsung an estimated 2.8 billion euros. This
work, carried out by a group of South Korean researchers from different universities in
their country, analyzes the crisis from a corporate strategy perspective and how seeking to

reduce costs ended up being expensive for the Korean technology giant. (Yun et al., 2018)

Finally, to conclude this section, I will mention two texts that have been written about the
crisis [ am going to analyze: the Boeing 737-MAX crisis and its accidents. This crisis, even
though some years have already passed, has not yet accumulated many studies on it at the
reputational level. That is precisely the reason why this topic was selected for this paper,
to contribute my insight to understand what happened and possibly help prevent something
similar from happening in the future. There are, from an aeronautical perspective, several
studies on good engineering habits, using Boeing's mistakes to teach future engineers what
to avoid doing. One of these texts, however, combines elements from both the reputational
and engineering domains. It is worth remembering, again, that Fombrun mentions products
and innovation as subject areas that affect reputation. That work is that of Herkert et al.
(2020), written as can be seen from the recent citation. In it, they explain the accidents
suffered by the 737 MAX, before analyzing it from an ethical point of view. Specifically,
this paper seeks to explain the reasons why engineers should have a stronger voice within
large companies such as Boeing, precisely to avoid accidents of this type. (Herkert et al.,

2020)

The other text I would like to highlight is that of Cioroianu et .al (2021). In this case, it is
a paper that analyzes not so much the reputational impact of the 737 MAX crisis as such,
but the secondary reputational effects of it. That is, the effects that the Boeing accidents
had on customers. The airlines, because of the groundings of these models, were unable to
receive the airplanes they needed to increase their fleets for months. In addition, because
of the media coverage, once the planes were cleared to fly, customers had serious doubts

about whether they wanted to book a flight aboard a 737MAX. (Cioroianu et al., 2021)
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4. History of Boeing

Boeing is a company that really needs no introduction. Even for those with little interest in
the world of aviation, Boeing is a name that, if you have flown, you have undoubtedly
come across in your life. It is a company with a long history in the world of aviation and
one that, in large part, has contributed to the existence of the modern airplane as we know

it.

The history of this company begins in 1909. At that time, a wealthy young carpenter,
William E. Boeing (who would give his surname to the company), saw an airplane for the
first time at the Alaska-Yukon Pacific exposition. Boeing, who was fascinated by the then
innovative and revolutionary flying machine, decided to buy a shipyard on the Duwamish
River. This would become Boeing's first factory. However, Boeing didn't really know much
about airplanes beyond having seen one at that event. So, in 1915, Boeing decided to travel
to Los Angeles, where he would learn to fly and buy his first plane, a seaplane, which he
would take home by train. Unfortunately, this plane was damaged and when Boeing learned
that spare parts would not be available for months, he decided to build his first plane. To
do so, he enlisted the help of George Conrad Westervelt, a U.S. Navy engineer, who
collaborated with Boeing to build what would become the first Boeing in history: the B&W
seaplane (B for Boeing, W for Westervelt). On June 15, 1916, this aircraft would complete
its maiden flight. A year later, in April 1917, Boeing registered the company in the state of
Delaware under the name "Boeing Airplane Company". Boeing had officially taken off.

(Boeing, 2021)

In the beginning, the company had serious problems finding customers. At that time, the
USA had not yet entered World War 1. Boeing, seeing that a commercial launch was not
yet possible, preferred to lay the foundations for the company's future. Boeing's Duwamish
plant was renamed Boeing Plant 1. At the same time, it hired Wong Tsu, a Chinese engineer
from MIT. It was he who designed the Boeing Model 2, the successor to the B&W and the
company's first success. He would go on to become a company legend. (Dumovich, 2006)
With the Americans finally entering the war, demand for aircraft soared, and Boeing won

its first major contract: 50 seaplanes for the U.S. Navy.
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From there, Boeing grew by leaps and bounds. In the late 1920s, it acquired several
companies that would be key to Boeing's history: Sikorsky and Pratt & Whitney. The

former would go on to build helicopters. The latter, engines. (Boeing, 2021)

In the 1930s, Boeing would make the leap into civil aviation, acquiring a series of airlines
that it would unite under the name of none other than United Airlines. That’s right, but only
briefly, because a few years later Boeing was forced by law to separate from the air
transport business, United Airlines belonged to the aircraft manufacturer. During World
War II, the company would build some of the most legendary aircraft of that conflict: the
legendary B-17 bomber and the B-29, the type of aircraft that would drop the first nuclear
bombs. Notably, those planes were built almost entirely by women; the men were fighting.
(Stockwell et al., 1962) In the 1950s, with the advent of jet engines, they brought out the
famous B-52 Stratofortress, a long-range bomber in active service with the U.S. to this day,
and the Boeing 707, Boeing's first "modern" commercial jet aircraft. This was followed in
the 1960s by the small 727, an aircraft mainly for regional use, and in 1967, the great-
grandfather of the aircraft that is the subject of this work was born: the original 737. An
aircraft as legendary as the 747, the famous jumbo jet, which would debut at the Everett
factory, to this day Boeing's main factory. In the 1970s, the company would go through
serious economic hardship between the end of the Vietnam War, the closure of money
related to NASA's Apollo project and the recession of 69-70. (Boeing, 2021) In addition,
in 71, it would lose budget for the development of the 2707, a supersonic aircraft that was
to be positioned as an alternative to the French-British Concord. 7000 employees lost their

jobs. (Associated Press, 1971)

In the 1980s, the economic situation began to improve significantly, and with it, the
shopping came back. Boeing sold its 1,000th 737 at a time when Airbus had already
reached the international market. With new competition, Boeing came up with two aircraft
that would also become historic, the 757 and the 767, medium to long-haul airliners. In
addition, the company was important in cutting-edge technology projects, such as the space

shuttle and the B-2 stealth bomber.
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The 90's started like the 70's: badly. Boeing lost a major contract for the new advanced
fighter for the U.S. Air Force to Lockheed Martin. (Miller, 2005) But they were able to
pick up the pace with the release of the 777, a leading aircraft to this day, and the
modernization of the 737, the 737NG. In addition, in 1997, they managed to acquire one
of the companies that until then had been one of their major competitors: McDonell

Douglas. (Boeing, 2021)

The 2000s arrived, and its first decade also had ups and downs. It started badly, with the
loss of four of its aircraft, which were hijacked and used in the 9/11 attacks. In addition, it
lost a lot of ground to Airbus, falling behind the European company. The company took
another blow when it had to cancel the Sonic Cruiser, an aircraft that was supposed to
revolutionize the civil market. It was more successful with the 747-8, the modernized
version of the legendary 747-400, which had a market opportunity when the A380 was
delayed. It also won several important defense contracts, including orders from the U.S.
Navy for the P-8 Poseidon, the submarine hunter version of the 737, and the KC-46 aerial
refueling aircraft. In the following decade and up to the present day, it was relatively quiet
in terms of innovation except for the MAX. In 2011, the sketch of the 737MAX, the
catastrophe aircraft, began, and by that time Lion Air had already received orders for it. A
decision that the airline would come to regret. (Ostrower, 2011) In 2017, Boeing would
reach its order and revenue record, closing 745 orders for the 737, among others. But in
October 2018, it happened. The first 737 MAX crashed. On March 10 of the following
year, the other one did. (Boeing, 2021) That’s when the crisis that I will analyze below
began.
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5. The 737 MAX Debacle: Analyzing how it
happened, how it was told, and its aftermath

5.1. The perfect storm

The story of the 737 MAX, like that of many major accidents throughout history, is a tragic
tale. An avoidable tragedy that cost the lives of hundreds of people for reasons as simple
as not wanting to lose, the human fear of defeat, of falling to second place. In the case of
Boeing, and as explained in the introductory text at the beginning of this paper, this crisis
began by falling into one of the biggest traps of corporate strategy: reacting with a move
identical to the competitor, instead of seeking alternative innovation strategies. Boeing did
not have the advantage of moving first and chose to simply step in its competitor's

footsteps.

Boeing's competitor in this case, named Airbus and surnamed A320neo, was to upgrade
the technology and performance of the original A320, giving it greater passenger comfort,
greater fuel efficiency and longer range. When the Toulouse-based company announced
the Neo, Boeing did not have a new version of the 737 in mind. At the time, Boeing was in
the process of studying whether it wanted to retrofit the 737 with more modern engines or
whether the time had come to develop a new aircraft to replace it, which would have been
the Boeing 797 and which would have followed the design line of the 787. In fact, that
project was launched as early as 2006. This project was linked to a possible acquisition of
Embraer, the reputable Brazilian aircraft manufacturer, with the idea of integrating talented
Brazilian personnel into their company and developing a new medium-range aircraft.
(Gates, 2018) A project that would have been more costly, but who knows if it would have
been more profitable in the long run. Something similar would later be done by Airbus,
when it completed the purchase of the Canadian company Bombardier and adopted its C-

series aircraft under the name A220. (Garcia, 2020)

However, Boeing was unlucky, Airbus moved first. When Airbus launched the A320neo
in December 2010, the U.S. firm was still convinced that the best idea was to bring out a
new aircraft. McNerney, who was CEO of Boeing at the time, insisted that they would
bring out a new aircraft. (Freed, 2011) Instead, Boeing was quickly faced with reality. At
the 2011 Paris Air Show, the Airbus A320neo would break the all-time order record.
(Airbus, 2011) The U.S. firm needed to react.
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Thus, on August 30, 2011, Boeing announced the start of the re-engined 737 projects.
Interestingly, perhaps in an act of foretelling, all the initial communication from Boeing
was not about the characteristics of its aircraft, but the statistics in which it outperformed
Airbus. (Ostrower, 2019) In the academic community, it is said that the true effect of the
first-mover advantage is not something to be taken for granted but depends very much on
the circumstances and the industry in which it operates. (Suarez & Lanzolla, 2014) In this
case, in an industry where due to the small number of players any competitive advantage
is enormous, Airbus took full advantage of the first-mover advantage. Boeing, from the
beginning, had to face an uphill struggle, or risk losing its market to the new A320. Airbus
had the high ground.

Having forced itself to keep up with the Europeans, Boeing went ahead with the reengined
version of the 737, rather than designing an entirely new airframe as the US company had
originally intended. However, as mentioned in the introduction, this this was not an easier
task nor cheaper. Redesigning the 737 and creating the 737MAX entailed an important
technological challenge for the American company. The main challenge Boeing had to
overcome was the fact that in comparison to the Airbus A320, the 737 airframe had less
ground clearance. Therefore, installing larger engines, meant that they would have to be
installed not only further forward on the wings but also significantly higher. These changes
altered the aerodynamics of the 737 and made it possible that, under certain circumstances

the plane would face upwards and potentially stall and fall out of the sky.

Boeings solution for this problem was the MCAS system. This system, which stands for
Maneuvering Characteristics Augmentation System, was created to avoid the aircrafts
tendency to pitch up, an aerodynamic result of its larger and heavier engines.(Glanz get
The idea behind it was, that not only would it stabilize the aircraft in conditions where the
plane is facing upwards (such as during take offs), but also give it similar flight
characteristics to the 737NG, the previous generation 737, thus reducing training
requirements for transitioning pilots to a minimum. For the system to activate, three things

WCre necessary.
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The plane had to be flown manually, facing upwards at a steep angle and the flaps had to
be in an up position. Under these circumstances, which usually happen during take-off, a
single Angle of Attack sensor (out of the two on board) would monitor the angle at which
the plane was flying and adjust accordingly, pushing nose of the plane down. (Boeing,
2020) Relying on a single sensor alone, however, was a dangerous affair. Should the sensor

malfunction, it was possible for the consequences to be deadly for everyone involved.

Weirdly enough, there is evidence people at Boeing were aware of the risks of the system
working the way it did. Apparently, and according to an investigation by the New York
Times, Mark Forkner, a pilot leading the technical team, wrote an email to a work colleague
precisely on the weird behavior he had noticed when trying out the system, stating that the
system was “running rampant” during flight simulations. Forkner himself would admit that
he lied to the Federal Aviation Agency (FAA), for the be plane to be certified (Gelles &
Kitroeff, 2019a).

However, the FAA, whether knowingly or unknowingly, also contributed to the problem.
In 2016, with the plane certified and ready for commercial use, the FAA asked to remove
any evidence off the system from the flight manuals. The agency agreed, claiming after the
crashes that because of it being mere software, the system did not have to be explicitly
mentioned in any manual. Should pilots see that plane started to face downwards, the FAA
claimed that they believed that the crew would be able to go around the failed system and
stabilize the aircraft. Boeing on the other hand, never gave any statements as to why it left
the system out of the manual, simply saying that “the FAA approved the MCAS system as
it was”, when asked about it. (Laris, 2019)

Tragedy then struck on October 29", 2018. Shortly after takeoff, a Boeing 737MAX
operating Lion Air Flight 610 out of Jakarta, asked air traffic controllers to return to the
airport as soon as possible. Minutes after, the plane disappeared from radar. It had crashed
into the Java Sea, killing all 189 people on board. Indonesia’s National Search and Rescue
agency reported that the scenes at the crash site were “devastating”. Boeing expressed that
they were “deeply saddened” by the crash. FlightRadar24, a famous flight tracking app,
stated that the plane showed a fast increase and speed and rate of descent. In other words,

the plane was plummeting into the ground. (Suhartono & Beech, 2018)
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Figure 2: Flight data recorded showing MCAS failure
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When the crash occurred, the 737 MAX had only been in the skies for a little more than a
year. When the “black box™ was recovered from the depths of the Java Sea by Indonesian
authorities, the flight data recorder showed that, when the plane retracted its flaps, the pilots
fought against the plane for 10 minutes, as the jet relentlessly tried to push the nose down
26 times. Initial assessment of the situation determined that the causes for the crash
possibly were a design flaw, pilot failure or a maintenance shortfall. We now know that the
MCAS system was to blame, and as we know above, that people at Boeing knew about it.
(Gates, 2018) What people at the time didn’t know either, was that the MCAS, as
mentioned above, did not appear in any sort of document or training program related to the
737 MAX. The New York times would be the one that, after an initial investigation shortly
after the second crash, discovered that it wasn’t mentioned on the manual. (Glanz et. Al,

2019)
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Seemingly aware of it, Boeing reacted to the Lion Air crash by issuing a bulletin on
“Uncommanded Nose Down Stabilizer Trim Due to Erroneous Angle of Attack (AOA)
During Manual Flight Only” in order to “emphasize procedures in case of AOA sensor
failure”. A guide telling crews how to deal with the situation should it appear. (Boeing,
2018) It would later be revealed that that bulletin was the first-time airline pilots knew
about the existence of the flawed system. (Bushey, 2019) The FAA also had a first initial
reaction to the crash, as the agency carried out a Risk Assessment, which concluded that
15 more 737MAXs would have crashed within the next 45 years if the issues were not
fixed. However, this report, for some reason, was not released until well into the

investigation in 2019. (Arnold, 2019)

In fact, that guide was on board the second 737MAX that crashed in Ethiopia on March
20™, 2019, in similar circumstances to the one in Indonesia. Ethiopian Airlines flight
ET302 crashed only 5 minutes after take-off from Addis Ababa airport, bound for Nairobi.
157 people lost their lives. Flight data showed that the plane took off, had a sharp change
in vertical speed, before losing control and disappearing from radar. Back then, 350
737MAXs had been delivered worldwide. The pilots followed the information in the
bulletin, but sadly, were not able to safe the passengers and themselves (Ahmed et al.,

2019)

After days of pressure by the media and public opinion, the 737MAX was grounded, as
announced by then-US president Donald J. Trump. The FAA stated, even then, that it had
“not seen any performance issues” that would justify stopping all flights. (Kaplan et al,

2019)
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Figure 3: Similar patterns of air speed before both crashes
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5.2. Investigation and reaction by Boeing

Boeing has a history of not reacting well to accidents. More often than not, Boeings reaction
to crashes of one of their aircraft has been to shift the blame over to either the airline or the
crew or simply not admitting design flaws. In 1991, a 737 crashed when approaching
Colorado Springs, killing 25 people. A two-year long investigation concluded that a
malfunctioning rudder was to blame to the crash and requested Boeing to deliver a modified
part to fix the problem. Boeing never admitted that it was the case and failed to provide
said part. When in 1994, another crash caused by the same part killed all 132 passengers
on final into Pittsburgh, Boeing also insisted that the design was not flawed, blaming the

pilots. (Hall & Goelz, 2019)
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A shocking culture of denial, which withstood the pass of time, as shown in the 737 MAX
case. This time, Boeings reaction was similar. Boeings CEO at the time, Dennis
Muilenberg, was quick to blame the pilots for failing to follow procedures. After briefly
apologizing for the accidents and the people that passed away, Muilenberg reiterated
Boeing’s safety record and stated that “the procedures were not followed completely” when
asked about whether the crashes were possibly caused by a mistake. The CEO had
dismissed the possibility of a design flaw in the question that came before. “We haven’t
seen a technical slip or gap in terms of the fundamental design and certification.”,
Muilenberg said. (Economy, 2019) Unfortunately, for Boeing, by that point it had already
been widely reported that the company had not notified customers about the system. (Glanz
et al.,, 2019) However, experts of the industry were quick to counter Muilenbergs
statements. Chelsey Sullenberger, the famous pilot that managed to land his plane in the
Hudson River, commented that “inadequate pilot training exists worldwide, but it does not
excuse the flawed design of the MCAS. It was a death trap (...) it should have never been
approved and these accidents should have never happened” (Sullenberger, 2020)

The authorities, despite the FAA behaving like Boeings accomplice during the crisis by
allowing the company to remove the system from the manuals, also never sided with
Boeing. The final Indonesian report concluded that while the pilots had not received proper
training, the primary cause of the crash was a design flaw in the MCAS system. (Neuman,
2019) Neither did the Ethiopian Aircraft Accident Investigation Bureau, which concluded
that the design flaws were the sole cause for the crash, blaming Boeing for the crash that
killed all 157 people onboard. (Marks & Dahir, 2020) US authorities also concluded that
Boeing was to blame for the fatal crashes. The National Transportation Safety Board stated
that Boeing underestimated the flaw its system had. (NTSB, 2019) Even the FAA ended
up concluding that Boeing and the agency itself had committed mistakes during the

certification process. (Konig, 2019)
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After insisting for months that the MCAS system had not been blamed, Boeing was left
with no other choice other than working on a fix the system and providing training
programs, if it wanted the aircraft to fly again. (McDermid, 2021) On December 30, 2020,
the 737 MAX flew again commercially. (AP, 2020)

5.3. Reputational and economic impact

The 737MAX crisis caused significant damage on Boeings reputation. The US aircraft
manufacturer failed in being transparent during the crisis, dismissing accusations and
pointing fingers at the deceased crews, using denial tactics instead of addressing the
problem, directly putting public safety at jeopardy even after the first plane had crashed.
As one can imagine, Boeings reputation plummeted in all leading national and global

reputation rankings.

On Reptrak 100, marked in turquoise below, Boeing was sitting at rank 49 before the crisis.
In 2018, when the first crash occurred, the company fell to rank 55. At the time, not much
was known about the crash besides the fact that some sort of failure had forced the pilots
to return to the airport, before they crashed. In 2019, the second crash took place. Shortly
after, both independent and government investigations started, shedding light onto Boeings
flawed MCAS system. Results such as the fact that they hid from the manuals as the New
York Times concluded (Glanz et al., 2019), caused Boeings reputation to fall to rank 61,
only to disappear in the following years. As of 2022, Boeing has yet to reappear on the

RepTrak 100, meaning that its corporate reputation has yet to show signs of recovery.
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Figure 4: Reputational trackers in comparison

RepTrak = Fortune 100 = Fortune Global
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Sources: Reptrak, Fortune 100, Fortune Global (2017-2022)

It is important to remember that with the Boeing crisis, many different stakeholders were
affected, but above all, its customers: the airlines. The airlines that had already received
their aircraft found that they could not use them as they were grounded, having assets on
stand-by, constantly burning money as they had to be maintained. In addition, once the
aircraft were recertificated, many passengers avoided flying the 737MAX, thus affecting
the airlines even after the groundings. This, of course, made airlines doubt Boeing as a
business partner for the future. (Cioroianu et al., 2021) When, 20 months after stopping all
737MAX flights, the plane was given the green light to fly again, the airlines were faced
with the difficult challenge of convincing passengers that the plane was safe. American
Airlines even offered free rebooking in the event that a customer did not want to fly on the
MAX. "The problem airlines have to face is how to reintegrate the plane into their
operations without being detrimental to customer confidence," said Mark Dombroff, an
aviation expert with the law firm Rothschild, at the time. "It's an aircraft that has been

checked meticulously, down to the every inch." (Popken, 2020)
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However, this was less an issue of whether the aircraft was safe or not, but rather an issue
of a total loss of reputation and the total disruption of public confidence in Boieng. So
much so, that in a survey conducted by Bank of America, only one-fifth of respondents
said they would have no problem flying the plane once it was reintroduced. Meanwhile,
two-thirds of them said they would wait at least six months before flying with it, or would

never do so at all. (Josephs, 2019) This lack of confidence was shared by the media.

A case study conducted by avla, discovered this obvious tendency in Boeings reputation.
After the Lion Air crash, Boeings reputation fell to critical levels. One of the factors that
avla discovered, is the overwhelming amount of negative reporting. In late 2018 and early
2019, despite the crashes, little was known about the causes, and negative coverage was
not as predominant. However, after investigations started making conclusions proving that
Boeing was mostly to blame, its reputation stayed at critical levels. The graph below

captures those conclusions to perfection. (avla, 2021)

Figure 5: avla’s tracking of Boeings reputation
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This effect on its reputation had serious economic repercussions for the company. For
starters, numerous companies canceled their orders in the wake of the groundings, forcing
Boeing to temporarily suspend production in December 2019, which came at a cost of some
$6.3 billion. (PRNewswire, 2019) And that was just the top of the iceberg. In its Q2 2019
results, Boeing reported losing $3 billion, and its stock market value had fallen by $62
billion. Specifically, groundings cost the U.S. company $4 billion per quarter. (The
Economist, 2019) As can be seen in the chart below, Boeing's revenues dropped
considerably since the 737MAX crisis, from $101 billion to just $76.5 billion in just one
year (from 2018 to 2019). (WSJ, 2022) Caution should be exercised with the 2020 data, as
it should be noted that this is when the pandemic began, which hit the airline industry hard.
(Bogaisky, 2020) In November 2020, some banks estimated that the 737MAX crisis could

cost Boeing more than $80 billion in direct and indirect costs.

CNN went so far as to call the MAX crisis "the biggest corporate blunder ever." (Isidore,
2020) And that is without considering that the costs to be paid are not yet finished. In
January 2021, Boeing was ordered by the supreme court to pay an additional $2.5 billion
for the manual debacle that left out MCAS, including $1.77 billion to various airlines and
$500 million to a fund set up for victims of the 737MAX accidents. (USDOJ, 2021) In

addition, it is still involved in several litigation processes awaiting resolution.

Table 4: Boeing’s key financial indicators, 2017-2021

Fiscal year is January-December. All values USD Millions. 2021 2020 2019 2018 2017 5-year trend
Sales/Revenue > 62,286 58,161 76,559 101,127 94,005 . . . ]|
Sales Growth 7.09% -24.03% -24.29% 7.58% “"mmT
Cost of Goods Sold (COGS) incl. D&A 55,804 57148 72,068 81,490 76,612 . . . . .
COGS excluding D&A 53,660 54,902 69,797 79,376 74,565 . . . . .
Depreciation & Amortization Expense 244 2,246 2271 214 2,047 . . . . .
Depreciation 1,860 1929 1940 1842 LA | | . . 0
Amortization of Intangibles 284 317 331 272 240 . . . . .

COGS Growth -2.35% -20.70% -11.56% 6.37% - - i
Gross Income > 6,482 1,013 17393 i . g
Gross Income Growth 539.88% -77.44% -7713% 12.909 Y _m
Gross Profit Margin 10.41% l

Source

: The Wall Street Journal (2022)
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In addition, the groundings not only caused hundreds of deliveries to be delayed without a
final date. In 2020, as a direct consequence of the groundings, customers cancelled as many
as 650 aircraft orders, losing an additional 1,000 aircraft under agree-to-purchase contracts
during the pandemic, i.e. future purchases pending confirmation. This resulted in Boeing
delivering only 157 aircraft in 2020, a record low, the fewest since 1984. (Josephs, 2021)
These horrible financial results are clearly visible on Fortunes 500 and Fortunes Global
rankings. It is important to remember that these rankings measure companies by their
economic performance. As Fombrun explained, while economic performance should never
be a sole indicator of reputation, it certainly is one of the indicators. (Fombrun, 1997) In
this case, for a company historically among the largest in the United States and thus largely
exposed to the scrutiny of the media and public, its economic performance is a prime
indicator of the company’s reputation. In 2017, the company was on rank 24 of the Fortune
500, falling progressively until they hit rock bottom in 2021, on 54" position, Boeings
historical lowest. (Fortune, 2021) On the Fortune Global ranking, Boeing started falling
from 2017 onwards, disappearing from the ranking. (Fortune, 2019) However, it is still
important to remember that the pandemic may distort the results from 2020 onwards.

(Fortune, 2019)

6. Conclusions

This Boeing case study has shown what not to do to protect your reputation as much as
possible, and the effects it can have on your company if a reputation crisis is handled this
badly. From the very beginning to the very end, Boeing acted in a negligent manner that
was bound to destroy its reputation as soon as the media and authorities would start to

uncover the mistakes that led up to both crashes.

The first mistake Boeing made was to fall into the trap of wanting to follow in Airbus'
footsteps when the European firm announced the A320neo, instead of continuing with its
project to build an aircraft from scratch. Subsequent investigations would uncover that
during the 737 max development process, there were great internal pressures to meet
A320neo deadlines, which caused, for example, any design changes that would lengthen

the certification process to be vetoed. (Gelles et al. 2019)
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In addition, after Boeing acquired McDonnell Douglas, the corporate offices were moved
to Chicago, while the R&D corps remained in Seattle. Relations between the two locations
were apparently distant. (Useem, 2019) Ultimately and as this crisis has shown, the desire
to cut costs won out over the desire for a proper project that would ensure the safety of the
aircraft. Self-imposed pressure from within the company to compete with Airbus
unleashed a series of serious mistakes and planning failures that cost the lives of hundreds

of people.

The mistake that unleashed everything was, without a doubt, the fact of leaving out of the
manual the existence and operation of the MCAS system, in order to omit any additional
cost that might be involved in having to train the crews to adapt and transition from the
previous 737 to the 737 MAX. Subsequently, Boeing made another mistake by not being
transparent once the accidents took place and placing the blame on the crews, which
exposed them to the scrutiny of the media and its investigative power, causing
investigations that finally uncovered what the company was hiding. A total failure in terms

of public relations and corporate communications.

As aresult, Boeing has paid for its reputational crisis, with record losses of up to $80 billion
from which it is unlikely to recover in this post-pandemic context. It appears that Boeing
is now having serious problems even competing for government contracts, as it does not
have the budgets to carry out development projects. With its reputation seriously damaged
to this day, it remains to be seen whether the 777X, the next generation of the legendary
777, will succeed in bringing back, even if only partially, the company that 100 years ago
was started by a rich young carpenter on the banks of the Duwamish River. That is, if
Airbus has nothing to say about it. Ultimately, Boeing's intention to compete with Airbus
was a failure. At no time before the accidents, let alone since, has the U.S. firm surpassed
the European firm in aircraft orders. In the six months between Airbus announcing the
A320neo and Boeing announcing the MAX, alone, the Europeans were a thousand orders
ahead. In 2019, Airbus finally surpassed Boeing as the highest-earning airline, reaching
$78.9 billion. (Morrison, 2020)
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Finally, it is important to mention a problem I encountered during this investigation.
Reputational rankings, such as RepTrak and those by Fortune, are only available to the
public by paying a fee to access them. I was lucky enough to find a way those rankings,
because I found someone that had a subscription to both. If I had not found someone, this
paper would have been complicated to carry out. Even then, the information I found was
scarce, and mostly limited to financial information. Reputational information should be
made available to the public, as it would certainly force companies to be transparent about

their mishaps and their consequences.
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