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Responsible Management Challenge at RR

0.0 [bookmark: _Toc473205905]Abstract 
This report analyses a responsible management issue regarding corruption at RR (anonymised company name). As well as analysing in what way these corruption claims was an actual issue for RR, the report looks into how the HRM function could be improved to solve this issue. The recommendations made in this report are: to improve employee and management training, change the organisational culture, and eliminate the use of intermediates when handling contracts. 
It is important to note that this report was written in November to December 2016, more than 2 months before the corruption claims were proved in January 2017. Hence, it is based on analysing particular events in the company which indicated that an even greater issue might arise later. Evidently, as the corruption claims now are demonstrated to be true, the issue might be even greater for RR than when this report was written. However, the recommendation suggestions are still realistic. 
[bookmark: _Toc473205906]1.0 Introduction
For the past years, RR have faced numerous claims of being corrupt in several countries (Panorama, 2016; Lord, 2013), and the issue in India will be the main focus of this report. Furthermore, it will be analysed how the HRM function at RR may address this on-going responsible management challenge. The reason why this corporate function is found most relevant to deal with the issues, is because corruption is arguably a problem that has to do with the employees in the corporation, and the HRM function is evidently the best corporate function when it comes to dealing with employees. 
However, their marketing function could also have dealt with the issue to fix RR’s reputation, which has face serious damage due to the claims (Marsh and Clark, 2015). Nonetheless, the ultimate aim should be to solve the root to the issue, not one of the negative outcomes of it. On that note, the accounting function could also be a relevant function to deal with the issues. Nevertheless, this function could have arguably only discovered the issue, while the HRM function is better equipped to solve it.
The outline of the report is presented in the table of content at page 1. 
[bookmark: _Toc473205907]2.0 Company Overview 
[image: ]RR is an international corporation (Yusuf et.al, 2004), operating in more than 50 countries. For the past decades after WW2, they have been a diversified company operating in several industries (see figure 2.1), though their main industry is civil and defence aerospace, where they combined have a revenue of £8,968m (RR, 2015a). 
[bookmark: _Toc473205908]3.0 RR’s Strategic Business Context 
RR, like any other organisation has a strategic business context that is unique to them. There are several techniques to analyse the strategic business context, such as conducting a PESTEL analysis to analyse the factors influencing the external environment (see figure 3.1), and creating a SWOT analysis to understand the internal environment of the firm, as well as for “assisting the formulation of strategy” (Dyson, 2004: 631) (see figure 3.2). 
[bookmark: _Toc473205909]3.1 PESTEL
	Political
	Economic
	Social
	Technological
	Environmental
	Legal

	- Increase in terrorism might harm demand
- Government policies
- Receiving government support  

	- Unpredictable demand
- Fuel price keeps increasing 
- Volatility in oil prices 
	- Globalisation 
- Increase in flights 
- Challenges with cultural differences
- Responsibility to reduce emission
	- Potential for further innovation
- R&D becoming increasingly important 

	- Weather might affect flights
- Climate changes makes expansion more difficult 

	- Environmental standards on e.g. pollution
- Risk of breaking anti-corruption in emerging markets


Figure 3.1: PESTEL analysis of RR’s external environment
Source: Monbiot, 2016; Martinez-Jurado and Moyano-Fuentes (2014); RR (2015a); Rebolledo and Nollet (2011); Corallo et.al (2010); Shen et.al (2014); Laasch and Conway (2015); Yusuf et.al (2004)
[bookmark: _Toc473205910]3.2 SWOT
	
	Helpful
	Harmful

	Internal
	STRENGTHS
- Major player in aero-engines manufacturing
- Great global reach 
- High capacity and skilled workforce
- High focus on R&D
- Strong order book 
	WEAKNESSES
- Way of dealing with legal affairs
- Lack of commitment in environmental issues
- Products are energy driven
- Nuclear producers, in terms of the safety aspect and responsibility

	External
	OPPORTUNITIES
- Increased demand for commercial airplane engines
- New planned acquisitions
- Increased demand for turbine helicopters
- Knowledge transfer 
- Attractiveness to high skill labour 
- Government funding
	THREATS 
- High level of competition
- Government policies compatibilities
- Major risk for supply chain
- Natural disaster and weather
- Government funding may decrease



Figure 3.2: SWOT analysis of RR
Source: Laasch and Conway (2015); RR (2015a); Martinez-Jurado and Moyano-Fuentes (2014); Tveten and Løset, (2012); Panorama (2016)
[bookmark: _Toc473205911]4.0 Responsible Management Challenge 
This section will analyse a specific ethical issue RR is facing, namely being involved in corruption in India. The investigation has been on-going since 2011 (Collingridge, 2016), and have harmed RR’s reputation tremendously (Marsh and Clark, 2015). The allegation states that RR have “secured multimillion-dollar contracts in foreign jurisdictions by using agents who paid bribe” (Pegg et.al, 2016: 1). In general, the bribes aim at ensuring airlines are using engines produced by RR (Panorama, 2016). Although it is not illegal to hire middlemen, using them to pay bribe is evidently illegal (Lord, 2013; Mitchell, 2015). Furthermore, there are sufficient evidences demonstrating that RR is using intermediates in countries where corruption is widespread, such as India, to win valuable contracts (Panorama, 2016; Collingridge, 2016; Marsh and Clark, 2016; Pegg, 2016).
This ethical problem is doubtless a major responsible management challenge for RR. RR have a moral obligation to act upon the interest of their stakeholders, including the society in which they operate (Griseri and Seppala, 2010; RR, 2015b). It is suggested that corruption is a barrier to a country’s economic development (Drugov et.al, 2014), as it weakens trust in institutions and steps on the basic principles of democracy (Olken and Pande, 2011). Additionally, corruption is slowing down economic development as it fosters an unethical business environment where competitive advantage is gained through bribers rather than through price or quality (Osuji, 2011; Porter 1980). As India is still a developing country, they cannot afford any obstacle to their economic growth. RR is notwithstanding taking part of slowing down India’s economic development and thus affecting the millions of people living in the county. 
Nonetheless, it is also argued that business exists to make a profit (Carroll and Shabana, 2010), and that their impact on society should not be their concern. In that sense, one can argue that the corruption have had a positive impact on RR as briber has helped them gain valuable contracts that they could not otherwise win (Panorama, 2016; Osuji, 2011). A leaked, confidential email regarding RR stated that “spending $2,684 on a key decision maker is worth 100 time that value. Without which we would have no contract in our hands now” (Panorama, 2016: 4.05). Thus, sometimes unethical behaviour is the most profitable way to do business (Frank, 2004), and might be necessary to survive in the market (Geo-Jaja and Magnum, 2000). 
	Cost 
	Expenses 

	Direct cost
	Direct bribery payment

	
	Investigating of issue  

	
	Lawyers

	Indirect cost 
	Loss of customers due to bad reputation

	
	Loss of investors 

	
	Loss of investing opportunities 


However, corruption is still a major challenge for the way RR is doing business as it is assumed it will increase the cost of doing business with 10% (OECD, 2014). Table 4.1 shows a selection of the expenses RR have had in relation to corruption, and from figure 4.1 one can see a decline in their economic performance ever since the unethical behaviour became an issue. Table 4.1: Some of the cost associated with corruption
Source: OECD (2014); Hess and Ford (2008)


[image: ]Notwithstanding, RR state that business ethics are crucial to the way they operate and that they “have a zero tolerance approach to any form of ethical misconduct, bribery or corruption” (RR, 2015b: 49). Their Global Code of Conduct applies to all employees, and are demanding ethical behaviour from all who are in some way related to the corporation. However, corruption have the greatest negative impact on business when the corporation claims to have official ways of dealing with it, but still get caught up in scandals regarding it (Crane and Matten, 2016). In addition, RR admit that historical issues concerned with bribery and corruption in oversea markets have undermined confidence in the business in the past (RR, 2015b). Nevertheless, it seems like these historical issues are either still present, or returning. Hence, RR might face enormous challenges due to this issue. 
The most cornering impact this ethical issue might have on RR, is the impact it may have on their reputation (Marsh and Clark, 2015). Corporate reputation is a significant resource in today’s modern business environment, and vital to gain competitive advantage (Deephouse et.al, 2016). A study show that most people will pay more for products and services that are come from corrupt-free corporations (Yeoh, 2012). Hence, although it might be argued that RR need to pay bribes to land contracts, it is likely to have negative effect on the future reputation, which is likely to impact their access to human resource, future customers and investors, and in the end the cash flow of the company.
[image: ]Moreover, RR acknowledge that they operate in countries where corruption is a great risk, and that large part of their business includes contracts with customers, which are “activities [that] are highly susceptible to the risk of corruption” (RR, 2015b: 171). Hence, corruption is proven to be a major responsible management challenge for RR, which might have potential negative impact on the company, particularly with regard to their financial statement (see figure 4.2).
Several of the middlemen RR have used have face hard penalties for being involved in this ethical issue (Panorama, 2016), and RR risk facing enormous fines, which is what happened to BAE Systems, one of RR's main competitors, when they pleaded guilty for paying bribers (Sharman, 2010). Such penalties take up vital resources, like fund and personnel, which evidently will be an inefficient use of their resources. This inefficiency is not something RR can afford as they operate in a highly competitive environment (Tveten and Løset, 2012). Moreover, employees may face jail time (Mitchell, 2015), which undoubtedly will make RR an unattractive employer (Davidson, 1990).  
[bookmark: _Toc473205912]5.0 Recommendations through HRM
Although breaking corruption-laws is a big risk in countries like Russia, India, and China, corruption issues are absolute manageable (Venkatesan, 2013). Hence, RR is fully responsible for their actions, because bribery is very much a choice which “often simply reflects bad judgement” (Venkatesan, 2013: 159). 
In order to manage such crisis, it is vital to have employees that truly understand the law in the local area (Venkatesan, 2013), as they will have a better understanding of how to act in said country without facing ethical dilemmas due to bad judgement. Thus, as stated, RR’s most critical corporate function to deal with this ethical challenge, is arguably their HRM function. 
[bookmark: _Toc473205913]5.1 Existing Responsible Management System
RR have completed a throughout review of their ant-corruption policies including the use of intermediaries (Lord, 2013), and they claim they have absolute zero tolerance for corruption and bribery. Moreover, RR state that they are “strengthening of the ethics, anti-bribery and corruption, compliance and export control team” as well as having a legal team investigating the claims (RR, 2015b: 56). Besides, they provide ethical training for their managers and employees, as a part of their responsible management system. However, as corruption is still an issue, three recommendations are made in how they can improve their responsible management system.
[bookmark: _Toc473205914]5.2 Improved Training 
97% of RR’s employees have gone through ethical training, and their strategic aspiration is to ensure that 100% of their employees do so (RR, 2015b). However, their training is evidently not good enough as unethical behaviour still occurs. Hence, the first recommendation is that the HR department improve the ethical training their employees receive. First, the training should be relatable and more interactive in order to give better results (Hughey and Mussung, 1997). Additionally, training should be repeated annually to make sure employees are up to date on how to tackle ethical dilemmas, as it is argued that employees will lose 90% of skills gained from training within the first year (Balkovic et.al, 2016). The ethical training should be embed RR’s code of conduct into the work that is done on a day-to-day basis (Hughey and Mussung, 1997), so that it coexists with RR's strategy of engineer excellence (RR, 2015b).
However, additional and improved training is expensive and time-consuming, and RR’s HR department might needs to hire additional human resources to ensure better training. With RR's declining reputation (Marsh and Clark, 2015), they might face constraint when hiring new people, as people tend to be less interested in working for corporations with ethical issues (Davidson, 1990; Borikar and Goodban, 1989). Moreover, RR might face financial resources constraint, as their revenue is declining (RR, 2009-2015a), and they arguably hence have to cut down on expenses. In addition, there is no guarantee that the training will change the employees’ ethical behaviour (Sööt, 2012). 
Nonetheless, better and additional training is still absolutely achievable within the capabilities of RR existing responsible management system. Since ethical training is already a part of their system (RR, 2015b), it would not be difficult to implement better and additional training, the only challenge is the mentioned resource constraints. By making additional training is compulsory for their employees, RR will ensure they are better equipped to deal with ethical issues.
[bookmark: _Toc473205915]5.3 Cultural Change
However, it is argued that training people to act in an ethical way will in most cases not simply lead to better ethical behaviour among the workforce (Sööt, 2012). Instead, it will be more effective to ensure the employees understand the importance of ethical behaviour, and why corruption is an unwanted. This leads to the second recommendations, RR need to change their corporate culture in order to foster ethical behaviour. 
Nevertheless, changing culture is difficult. First, the employees must understand why there is a need for change (Kim and Mauborgne, 2015), and this might be the biggest hurdle to overcome (Kaptein, 2009; Alvesson and Sveningsson, 2015). Furthermore, employees must be motivated to change (Kim and Mauborgne, 2015), and penalties must be provided for those who refuse to. Moreover, as changing corporate culture is time-consuming (Alvesson and Sveningsson, 2015), and RR have to deal with the ethical issues as soon as possible (Panorama, 2016), time as a resource is evidently a large constraint to this recommendation. Notwithstanding, the sooner the changes begin, the sooner it will yield results. Since corruption is increasing globally (Hess and Ford, 2008), one can assume that RR might also face these issues in the future. Hence, changing the culture will make it easier for them to solve future ethical problems. 
As RR have a strategic aspiration of doing better business with absolute no corruption (RR, 2015b), changing the culture might be the only way to achieve their goal. However, this is a change that cannot easily be implemented in RR's responsible management system, as it essentially requires to change big parts of it. Nevertheless, changing a corporate culture is not impossible (Kaptein, 2009), and BAE Systems were able to change their corporate culture after their corruption scandal (Dietz and Gillespie, 2012; Lord, 2013). Thus, RR should be able to change as well. 
[bookmark: _Toc473205916]5.4 Eliminate Intermediates
Thirdly, the HRM function in RR should stop using third party intermediates immediately. RR have already cut down the use of intermediates to bargaining contracts (RR, 2015b) as a part of their responsible way of managing the ethical issues. However, as evidence suggest that the intermediates are the main reason for their corruption issues (Panorama, 2016), RR must arguably eliminate all contact with such third parties. RR cannot guarantee the intermediates they use have undertaken ethical training, as they are not a part of their workforce. Hence, although their strategic aspiration is to ensure all employees undertake ethical training (RR, 2015b), the intermediates might be the greatest issue, as they cannot guarantee this for them.
Instead, RR should ensure that all contracts with customers are handled by their own employees, as this will help the company reach their strategic aspiration of moral excellence and zero corruption (Drugov et.al, 2014; RR, 2015b). The main challenges here is that they have to move around their human resource and train them in contract bargaining. Alternatively they can hire additional human resources, working like the intermediates are currently doing, but as a fully part of RR’s workforce. This will guarantee RR that the people bargaining contract on their behalf have undertaken ethical training. However, in South-Asia, there is a human resource constraint on talented employees (Veldhoen et.al, 2012), evidently making hiring new skilled employees in this area, where the contract issues have arose, challenging.
Notwithstanding, the implementation of this recommendation is arguably rather easy, and RR have already to some extent already started doing it. However, they must develop what they have started, and fully stop using intermediates, in order to ensure ethical behaviour to a greater extent, and to truly have zero corruption in their business activities, as their strategic aspiration states. 



[bookmark: _Toc473205917]5.4 Summary of Recommendations
[image: ]

[bookmark: _Toc473205918]6.0 Conclusion  
Conclusively, RR is facing a serious responsible management challenge through unethical behaviour in India and other emerging countries around the world. Although bribery is arguably helping them win customer contracts (Pandora, 2016; Geo-Jaja and Mangum, 2000), they are still causing them financial problems and long-term reputation damage (Marsh and Clark, 2015), which will certainly impact their future customer-base. History shows that RR have had problems with corruption in the past, which have undermined confidence in the business (RR, 2015b), and in addition to risk facing enormous fines, they and they are putting their employees in danger of facing legal penalty.  
Furthermore, as a corporation, RR have the moral obligation to do good (Griseri and Seppala, 2010; RR, 2015b), and corruptive behaviour has a negative impact in the countries where they operate. As well as slowing down India’s economic development (Olken and Pande, 2011), they are fostering a culture of unethical behaviour where competition is based on bribery rather than price and quality (Osuji, 2011). 
Fortunately, RR can manage this responsible management challenge through their HRM function. First, as the ethical training is evidently not working, it must be improved. However, there is no guarantee that this will manage RR’s unethical behaviour. In addition, it might be a waste of resources. Thus, RR must perhaps change their corporate culture. Nonetheless, although this is likely to yield better results, it is an extremely difficult and time-consuming task (Kaptein, 2009). The third recommendation is thus to simply cut out the intermediaries dealing with their contracts, and make their own employees deal with this instead. Although, this might be a bit difficult due to South-Asia’s constraint on talented human resources (Veldhoen et.al, 2012), it will provide them with better control, and arguably ensure ethical behaviour to a greater extent. 



[bookmark: _Toc473205919]7.0 Details of Original Assignment

Identify one major responsible management challenge the company faces and then choose which one of the following corporate functions studied on the course you consider most relevant to addressing the challenge and why:
· marketing,
· HRM,
· accounting/controlling, or
· business information systems.
Analyse the company’s strategic business context and make recommendations for how the company should address the responsible management challenge identified through the corporate function chosen. Your recommendations should explicitly take into account the company’s strategic aspirations and the resource constraints it faces. You should clearly indicate and justify how these recommendations are practicable and realistic in the context of the company’s existing systems for addressing social, environmental and/or ethical issues, and how these systems could be further developed and changed to fully implement your recommendations. 
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Figure 4.1: Rolls-Royce’s profit before tax the past 8 years
Source: Rolls-Royce’s official reports (2009-2015a)
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