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Executive Summary

Rockfield’s Senior Management Team has recently identified the company’s primary focus as the continued development and sale of its ELFEN software product range in the geomechanics (oil and gas), global market. To help inform how the company is to deliver this mission, the CEO has tasked the HR Manager with preparing this report, analysing the most significant environmental factors impacting on the organisation in the short-term and making suggestions for future HR strategy. 

In order to identify the most pertinent environmental factors, reference is made to both a PESTLE and SWOT analysis, both of which are well established tools in corporate strategic management literature.

This report identifies political, economic and social factors as the primary areas for strategic consideration. Specifically, there is a brief analysis on the impact of the geopolitical landscape in the oil and gas industry, the forces of competition within free market economies and the growing tide of social change in the workplace with regards to flexible working patterns. With reference to leading scholars in the HRM and management literature, recommendations are made regarding how HR strategy at Rockfield can help deliver the company’s corporate strategic objectives.
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Introduction

Rockfield is a Welsh SME, with 34 employees, specialising in the development of computational algorithms and their subsequent application to leading-edge engineering problems. With the development of its proprietary software, ELFEN, Rockfield has been at the forefront of this technology since 1985 and sells its products to 30 countries across all continents.

ELFEN has been used in many different engineering disciplines from home & personal products, deep level mining, defense and glass design. In the last 10 years, the company has focused its business in the geomechanics sector. The company provides both software products and geomechanics engineering consultancy and training services to its multi-national client base.

The SMT has recently identified the company’s primary focus as the continued development and sale of its ELFEN product range in the geomechanics, global market. To help inform how the company is to deliver this objective, the CEO has tasked the HR Manager with preparing a report, analysing the most significant environmental factors impacting on the organisation and making suggestions for future HR strategy. 
[bookmark: _Toc499735269]
Methodology

In order to survey all relevant environmental factors, this report references a SWOT and PESTLE analysis at Appendices 1 and 2. 

Main Findings

With reference to the PESTLE and SWOT analyses at Appendices 1 and 2, the environmental factors most impacting on Rockfield in the short term come under the following headings: -

· Political
· Economic
· Social

I will consider each of these in turn, analysing what strategies HR can put in place to address them.





Political Landscape

The oil and gas industry is heavily influenced by the global geopolitical landscape. Issues of particular note for upstream oil and gas suppliers globally are:

· North America’s ongoing move towards energy independence and its lifting on the decades old ban on non-refined oil products – this produced the recent glut in oil supply, causing the slash in oil prices and inflicting considerable losses to the industry;

· Security concerns that continue to plague the Middle East region. Several countries in the region predict larger outputs, which means greater exploration and production for Rockfield’s clients, but access to these will be limited, particularly through UK and international sanctions, until the region stabilises;


· The evolving dynamics within OPEC, and between Integrated Oil companies and National Oil companies, all dictated by the current ruling regimes across the globe (Deloitte Touche 2005).

Given all these geo-political developments, the major players such as Shell and Exxon Mobile, two of Rockfield’s major clients, are looking to cost containment and there have been widespread redundancies across the sector (Deloitte University Press, 2015). This is not necessarily a knock-on strategy that Rockfield should employ as a software company does not have significant costs over and above its workforce. Rather, Rockfield must guard against the instinct to engage in redundancies whilst times are tough as the oil and gas industry is cyclical and over the longer term, fluctuations in price are unlikely to affect the industry’s upward trajectory (Deloitte Development LLC 2016). Whilst redundancies would be a short-term saving, in protecting the company in the medium to long-term, Rockfield cannot afford to lose its talent only to find difficulties in replacing them in an ever-tightening, ‘higher order-thinker’ labour market.

However, the SMT does need to be mindful of the impact of its client’s cost containment on Rockfield. Key clients are postponing or abandoning exploration and production projects and thus spending less on software products and technology on the fewer projects in which they are engaged. If Rockfield is to win tenders, it must continue to have a competitive edge over its rivals and persuade clients that Elfen software can reduce the costs of exploration and production, helping clients survive turbulent times. 

Economic Factors

Notwithstanding its ‘SME’ status, Rockfield’s major competitors, Schlumberger and Halliburton (‘MNCs’), are two global Goliaths in the oil and gas industry, albeit that the giants’ geomechanics software technologies are a small part of their overall enterprises. Rockfield’s current business strategy to focus 90% of its business in their industry presents a number of potential economic challenges:

· by their very nature, the MNCs wield significant power and influence globally and locally; through their physical presence in each oil producing region and by incorporating branches in the relevant jurisdictions, they reduce transportation costs, eliminate trade barriers and have key personnel on the ground, networking and picking up all the critical weak signals which are key to winning tenders;

· The industry giants are resource rich, with the collective knowledge of in excess of 50,000 staff, fuelled by R&D and L&D budgets exponentially larger than Rockfield;

· By offering their numerical software technology as part of a wider package of products and services, they can tender at far lower profit margins than Rockfield with its single product offering.

These challenges bear the hallmarks of at least 2 of Porter’s Five Forces (2004), notably ‘intensity of rivalry’ and ‘pressure from substitute products’.  Individually or collectively, each could combine to push Rockfield out of its market and so the SMT must consider how the company sustains its competitive advantage, bearing in mind that the National Oil Companies and International Oil Companies could decide they don’t need ‘the best’ on the market, or worst still, the competitors could out-innovate and create the perceived best.


Social Factors

Rockfield currently has the advantage of a full staff establishment, which means that it has the right people, with the right skills to deliver its strategy in the short term. However, the SMT cannot be complacent as there are a number of social factors which could threaten this workforce status quo.

Firstly, there is the growing demand for flexible working, contractual flexibility and individually oriented HR policies and practices, ranging from requests for home-working, remote working overseas, semi-retirement, extended leave patterns and widening the scope of the current flexi-time policy to accommodate peaks and troughs in project work and childcare/caring responsibilities. Out of 30 staff, 13 have requested some change to their working arrangements. This impetus for change is largely due to the combination of the workforce demographics - highly skilled international PhD students (including New Zealand, Chinese, Korean, Indian and East European nationals). It also arises out of the awareness amongst staff of the possibilities of flexible working through technological advances (i.e. cloud-based software, remote access to servers and instant communication tools). 

The potential risks of not acting on this cultural shift are adverse effects on staff commitment and motivation and resignations. Such highly qualified and experienced staff are not easily replaced and so Rockfield needs to reconsider its traditional working patterns. 

Secondly, Rockfield has an ageing workforce. Its four key employees who created the original software code 25 years ago and who have all the key knowhow relating to the many iterations of the code over that time, are approaching 60 and could decide to retire at any time. The sharing of their knowledge has been largely an informal and undocumented process, involving coaching of more junior colleagues on successive project work. However, it is now critical that succession planning is managed effectively, through various learning methods. 

In the event of losing key staff, recruiting replacement employees will involve a wide and thorough recruitment campaign which reaches globally. Software Engineers are highly sought after and Rockfield would compete with multiple industry sectors to attract the best talent, Similarly, in recruiting specialist geomechanics engineers to the consultancy side of the business, the recent downturn in the oil and gas industry has resulted in considerable layoffs across the entire sector globally, which has ‘damaged the industry’s brand as a career destination’ (Deloitte 2016). 

[bookmark: _Toc499735271]Conclusions

If Rockfield’s vision and mission is to continue to compete successfully in the geomechanics software global industry and it is to overcome the short-term political and economic issues identified above, then the SMT must determine the best corporate and HR strategies to maintain competitive advantage over the largest and most powerful industry players. 

In addition, it is critical in that Rockfield implements HR policies and procedures which help to retain its key staff, most notably, flexible working patterns and which allow succession planning from prospective retirees to more junior colleagues and new recruits as without such action, there are clear short-term threats of losing the people who will continue to give the company its competitive advantage.
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Recommendations

Competitive Strategy

To address the competitive forces impacting on Rockfield under the Economic and Political headings above, consideration can be given to the strategies expounded by Porter, whose theories in this area still reign supreme in modern management literature. In his original work, Porter (1979) identified four general approaches that are delineated by two axes, the target market and the type of advantage being pursued, as indicated in figure 1 below (Mindtools). 
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Figure 1

According to this model, Rockfield’s strategy has to date been and will continue to be broad differentiation, or distinguishing its product offering in a way that will appeal to the lion’s share of prospective buyers. Differentiation could mean better quality or innovation, both of which have been identified by the SMT as strategic objectives in the short to medium term.

In terms of how HRM can influence this competitive strategy, there are two general theoretical HRM perspectives. The first is based on the premise that there is one best way of managing people.  Referred to as the Universalist approach or ‘Best Practice’, the underpinning argument is that business performance is optimised where the same basic ‘bundle’ or HR practices are deployed in an organisation. Appelbaum et al (2000) refer to this as ‘high-performance work systems’ and Guest (1997) as ‘high-commitment HR’. However, having looked at the costs of engaging this ‘black box’ of best practice, in the short term, it is questionable whether Rockfield would get the return on investment in the components expounded by Pfeffer (1994), one of which is high compensation continent upon performance. As Godard (2004) claims, ‘supporters of best practice might overestimate both the positive effects of these practices and underestimate their costs (Farnham 2015).

The second perspective, which arguably better suits Rockfield as an SME, is the ‘Fit’ or ‘Contingency’ approach. This demands both vertical and horizontal alignment with business strategy and other HR policies and activities respectively. As noted by Samnami and Singh (2013), insufficient vertical fit and inadequate internal fit send confusing messages to staff, who can consequently be demotivated and ‘put to minimum effort – the opposite of what is demanded by Business Strategy’.  Lepak and Shaw (2008) also note that it must fit with the technology and industry sector, workforce trends and worker values (Torrington et al, 2017). 

Schuler and Jackson (1987), early advocates of the contingency approach, provide an excellent illustration of how a company should analyse the types of employee behaviour required to deliver a business strategy (as cited in Torrington et al, 2017). They then identify HR policies and practices which would bring about and reinforce those behaviours. For example, referencing the strategic objective of quality enhancement, they identify one employee role model behaviour as ‘a high concern for quality’ and the corresponding HRM policy as ‘a relatively egalitarian treatment of employees and some guarantees of employment security’. Similarly, for innovation, they give the example of ‘A high degree of creative behaviour’ as the requisite model behaviour and for the HRM policy, suggest ‘jobs that require close interaction and coordination among groups of individuals’. 

Based on this approach, it is recommended that the SMT and HR Manager work together to compile a table setting out (1) Corporate Strategy; (2) Required Employee Behaviours to deliver that strategy; and (3) HRM policies which will embed those behaviours. The results of those policies can then be monitored and evaluated over time to assess their impact on strategy.

Gould and Desjardins (2015) have ‘grafted’ on to Porter’s original model a third axis. This is to give consideration to levels of complexity of product offering. They argue that aside from enhanced versatility of products, a consequence of digital-age technologies, as opposed to the industrial age, is that contemporary offerings are more complex. In particular, complexity may refer to the training and/or knowledge required to use a product. In that regard, Rockfield can further differentiate from its competitors by designing user interfaces for its software, which oil and gas professionals not specifically trained in geomechanics disciplines can use without knowing the background theory or understanding the algorithms behind the software. This might entail recruiting additional staff to develop more friendly user-interfaces for the Elfen product range.

Also, to further maintain its competitive edge, there is scope for greater interaction between the silos that have built up in the workforce – Rockfield’s consultant engineers must better feed back to the developers and analysts exactly what industrial applications are being demanded by clients before the clients realise themselves and look elsewhere for the solution. There is clearly a current disconnect in Rockfield’s ‘social systems’, which needs addressing (Charan et al, 2015).

Flexible Working

Given the multiple variables affecting decision making around individual choices for flexible working, it is helpful to consider the issues within the complex domain of the Cynefin model (Snowden and Boone, 2007, figure 2). In so doing, we can helpfully apply appropriate tools to address the changing tide and allow new ways of working to emerge. Such tools would include open discussion with all staff to find ways to make flexible working a success, setting barriers/limits, stimulating attractors, such as the use of new project management tools which could help provide structure and coherence and managing the starting conditions, such as ensuring that face to face contact can be made during core hours. 
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The Cynefin Model

Figure 2

By responding in this way to employee demands for change, the new management of Rockfield could be seen by staff to be moving away from defining strategy by reference purely to financial returns. Rather, the SMT could seek to treat staff as significant stakeholders in the organisation, considering their own needs and concerns, alongside those of the shareholders and clients. Such an approach is in keeping with the now well established and widely recognised Harvard Beer model (Beer et all, 1984 as cited in Farnham 2015, figure 3), which could usefully be employed to determine appropriate policy HR choices and ensure that the outcomes of commitment, competence, congruence and cost-effectiveness are achieved in return for flexibility and individual wellbeing. The model would also ensure that all other stakeholder interests and relevant situational factors were considered before formulating HR polices around flexible working.
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Figure 3


Succession Planning

It is recommended that the HR Manager continues to work with the prospective retirees to create Competency Frameworks, to be used as a reference point for transferring key knowledge. ‘Lunch and Learn’ sessions could be scheduled regularly and the company’s project management software utilised to set up discussion forums on key areas of learning.

Recruitment Strategy

The emphasis of this report has been the need to retain existing key staff. However, to prepare for the risk of employees leaving or retiring, whether in response to poor HR practices or simply due to natural attrition (e.g. retirement), it is imperative that Rockfield is innovative in its approach to the acquisition of talent. This demands partnerships with Universities so that there is a ready source of post-PHD talent. Rockfield should also exploit social media such as LinkedIn and Facebook, to network with professionals in other companies who could at some point be headhunted to work at Rockfield.
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SWOT Analysis



Strengths



• Market leader in the geomechanic software industry – ‘Rockfield’ and ‘ELFEN’ established brand 
names



• Significant and loyal client based including blue-chip global companies
• Strong links with academic institutions are a source of research and skilled employees
• Revenue mix of offering Consulting, Software, Development



Weaknesses



• Competing with major market players
• Usability of the software could be improved
• Remoteness from global market opportunities
• Quality Assurance needs major improvement



Opportunities



• Global market facilitated by advances in technology and communications
• Potentially set up regional offices globally to service different time zones.
• Diversification into new markets
• Sales for software are easily scalable



Threats



• Intensity of rivalry amongst existing competitors\pricing wars
• Pressure from substitute/rival software products
• Reliant on staff retention in a tight labour market
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