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Chapter 3 
Objectives 
|After completing this chapter, you will be able to: | 
|Identify and describe important features of organizations that managers need to know about in order to build and use information systems successfully. | 
|Evaluate the impact of information systems on organizations. | 
|Assess how information systems support the activities of managers in organizations. | 
|Analyze how information systems support various business strategies for competitive advantage. | 
|Assess the challenges posed by strategic information systems and management solutions. | 


  
Discussion Questions: 
1. Look at an organization you belong to. How are decisions made in this organization? 

2. Describe the difference between the Economic Theory and the Behavioral Theory of how information systems affect organizations. 

3. What synergies do you see in the merged AOL/TimeWarner Company that can give it the competitive advantage? In your opinion, why hasn’t the merger between these two companies been more successful? 

4. How can managers’ roles be enhanced with a well-integrated information system? How can their roles be diminished with a poorly-integrated information system? 

5. Ask yourself these questions about your own firm: 

a. What is the structure of the industry in which your firm is located? 

b. What are the business, firm, and industry value chains for your firm? 



Information Systems, Organizations, Management, and Strategy 

Chapter 3 describes how organizations and information systems work together, or sometimes against each other. The idea, of course, is to keep them in synchronized, but that's not always possible. We'll look at the nature of organizations and how they relate to information systems. 

3.1 Organizations and Information Systems 

You could say that this chapter relies on the chicken-and-egg theory to develop a relationship between organizations and information systems. You need to design information systems that serve the existing organization. At the same time you must be ready and willing to restructure the organization to take advantage of the improvements an information system can offer. So which one takes precedent? The organization or the information system? Actually neither one. The goal is to adapt one to the other. 

What Is an Organization? 

An organization is very similar to the information system described in Chapter 1. Remember Figure 1.6 from Chapter 1? Compare it to Figure 3.2 from Chapter 3. 
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These two figures have many things in common. Both information systems and organizations require inputs and some sort of processing, both have outputs, and both depend on feedback for successful completion of the loop. 
An Organization is a stable, formal social structure that takes resources from the environment and process them to produce outputs. This technical definition focuses on 3 elements. 
- Capital and Labor are primary Production Factors provided by the environment. 
- The Organization (the firm) transforms these inputs into products and services in a Production Function. 
- The products and services are consumed by environment in return. 
An Organization is a collection of rights, privileges, obligations and responsibilities that is delicately and carefully balanced over a period of time through conflict and conflict resolution. This is a more realistic behavioral definition of an organization. 
Information systems use data as their main ingredient and organizations rely on people. However, the similarities are remarkable. Both are a structured method of turning raw products (data/people) into useful entities (information/producers). 
Think of some of the organizations you've been involved in. Didn't each of them have a structure, even if it wasn't readily apparent? Perhaps the organization seemed chaotic or didn't seem to have any real purpose. Maybe that was due to poor input, broken-down processing, or unclear output. It could very well be that feedback was ignored or missing altogether. 

Common Features of Organizations 

The class you're enrolled in is an organization, isn't it? Think about it — look at the table 3-1 Max Weber 1911, describing these ideal and typical characteristics of an organization: 
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These characteristics describe organizations that are called bureaucracies. Most of us think of them as slow, cumbersome, and unprogressive. That isn't necessarily so. Many organizations have bureaucratic characteristics and operate very well. Bureaucracy is prevalent (widespread) because they are the most efficient form of organization. 
How many of the characteristics in Table 3.1 fit your college class? How many fit any organization you're in? Some of the Standard Operating Procedures (SOPs), politics, and culture are so ingrained in organizations that they actually hinder the success of the group. Think about your experiences in groups. You had a leader (hierarchy), a set of rules by which you operated (explicit rules and procedures), and people appointed to perform certain tasks (clear division of labor). You probably voted on different issues (impartial judgments), and you decided on the best person to fulfill various positions within the group (technical qualifications for positions). Hopefully, the organization was able to fulfill its goals (maximum organizational efficiency), whether winning a softball game or putting on an award-winning play at the local theatre. If your organization wasn't successful, perhaps it was because of the SOPs, the politics, or the culture. 
The point is that every group of people is an organization. The interesting question you could ask yourself would be: "How would the world look and function without some kind of organization?" 
Other scholar supplemented other features for the bureaucracy like: 
Routines and Business Processes 
All organizations, including business firms, become very efficient over time because individuals develop ROUTINES for producing goods and services. Routines sometimes called Standard Operating Procedures are precise rules, procedures and practices that have been developed to cope with all expected situations. 
Learning Curve: as employees learn these routines they become highly productive and efficient and the firm is able to reduce costs over time as efficiency increases. 
Through out this course we examine B.P. with a view to understand how they work, and how they might be changed or replaced by using IT to achieve greater efficiency and higher level of customer service. 
Organizational Politics. 
People in org. occupy different positions with different specialties, concerns and perspectives. As a result, they naturally have divergent and differing viewpoints about how Resources, Rewards, and Punishments should be distributed. This will result in political struggle for resources, competition and conflict within every organization. Lack of knowledge, age, org. culture and Political resistance is also one of the great difficulties to bring about organizational change, especially the development of new information systems. 
Organizational Culture. 
Is a set of fundamental assumptions about what products the org. should produce, how it should produce them, where, and for whom. Organizational culture is a powerful restraint on change, especially technology change. Any technological change that threatens commonly held cultural assumptions usually meets a great deal of resistance. 

Unique Features of Organizations 

Would you consider the same organizational structure for a softball team as you would for a theatre production group? While there would be some similarities, the two groups would probably have some major differences. An automobile dealership would have some similarities to a department store (both sell products) and yet they would have major structural differences. Organizations that enter into collaborative partnerships tend to seek out companies with similar structures. It is much easier for the employees to work together if they aren't required to learn a whole different work structure on top of learning new tasks. 
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Table 3.2 shows some common organizational structures. Think about your own experiences, in your daily life, and try to list some organizations that fit into each category. They're all around you and affect you in so many ways. Remember, just as organizations affect you in many different ways, so too do you affect the organizations. 
Organizations differ because their ultimate goals differ. Some organizations are small by nature or small by design. Using the same thought process as you did for recognizing the different structures in organizations around you, think about the unique differences in those organizations. Why are they different: size, goals, environmental factors that restrict their growth? 
For instance, contrast a real estate company with an insurance company. The real estate company is constantly looking for new customers (buyers and sellers) and new products (houses or commercial properties) to sell. It may choose to stay small or to go with a nationwide conglomerate. The environmental factors that are likely to influence it are the state of the national economy or the nature of the local economy. Many external factors are out of its control. The employees of the company must respond quickly to potential sales or they simply won't make any money. This type of organization must be creative in the way it generates business and in the type of systems it uses. 
On the other hand, the insurance company has relatively stable customers. People sign up with the insurer and pay their premiums on a regular basis. While customers may come and go, the turnover is fairly small. Because most state governments require people to carry insurance, the agent has a stable stream of income from premiums. While the parent company may suffer large losses from a sudden influx of customer claims, the small agency is not as heavily influenced by environmental factors. This organization doesn't have to devise ways of ingeniously using or generating data and its systems needs are mundane. 
Both of these businesses are small and entrepreneurial. But they must respond to their employees, customers and potential customers in very different ways. Each of them have different business processes they must use to meet their goal of staying in business. 
|The Window on Organizations: North and South of the Border (see p. 79 of the text) discusses the organizational, economical, and cultural differences that| 
|spell success or failure of e-commerce efforts in our neighboring countries. | 


Organizing the IT Function 

Many people focus on the job losses due to technological advances and changes. On the other hand, many new jobs have been created because of technology. Information systems departments, previously a tiny group of people usually assigned to the financial group, have moved into the mainstream of most companies. Programmers have taken on more important positions within organizations. They must understand not only the technical side of computing, but they must also know the business processes within the company so they can adapt the technology to the needs of the business. Systems analysts serve as the bridge between the techies and the nontechies. Heading this group of people are the information systems managers. Their importance to businesses has grown as the emphasis on technology's role within organizations has grown. Just as most organizations have a Chief Financial Officer, the position of Chief Information Officer has been created to handle the myriad of problems and opportunities businesses face in today's technologically driven environment. 
Perhaps the most important role of all, though, is the end user. The responsibility for successful integration of information systems has extended past the "techies" and become part of everyone's job. No one is isolated from the effects of computers and technology any more. 
|Bottom Line: Organizations and information systems influence each other. Each organization shares common characteristics that the information system can | 
|enhance. On the other hand, each organization has unique characteristics that should be taken into account when incorporating technology. The organization| 
|should determine how the technology is incorporated and not let the information system totally dictate the organizational structure. | 


3.2 How Information Systems Impact Organizations and Business Firms 

CHANGE is the only constant in the relationship between information systems and organizations. As technology evolves and changes, its introduction into organizations requires changes in the firm's infrastructure and the services it can provide to its employees, customers, and suppliers. 
Years ago information systems consisted of a huge mainframe computer with a few terminals connected to it. You had to schedule a specific time to use the computer if your company had one at all. All data were kept on one machine, and in some respects the data were available to whoever could access them. 
When personal computers were introduced in the early 1980s, it became the norm for most people to have individual computing islands on their desks. The computers weren't connected to each other and if you wanted to exchange data or information, you had to somehow get the data from your desk to the other person's desk. It wasn't easy. 
Now it seems we've come full circle in some ways: we've combined the storage and data processing on a central machine with personal computing available on desktops. The data are available to anyone who can use them or has authorized access through a network with links literally all over the world. 
The changes that have taken place in computing have affected the business environment in a big way. Over 40 percent of the equipment investment in the last decade has been on computing equipment. Organizations are finding more efficient ways to accomplish tasks via networking, either internal networks or by connecting to external networks. Technology has caused many changes in the way businesses connect to their customers and suppliers. We'll be examining many of these changes throughout this course. 
The text discusses two major types of theories about how information systems affect organizations: economic theories and behavioral theories. 

Economic Impacts 

It's sometimes cheaper to hire a computer than to hire a person. We may not like the idea that machines can replace human beings, but when you think about it, they have been doing this for thousands of years. 
(Paperless Communication) To better illustrate this concept, let's take a look at how a company can find it cheaper to use an information system to develop and disseminate a Human Resources policy regarding dress codes for employees. The HR assistant may write the first draft of the policy and give it to the HR director on paper. The director will review it and make changes. The assistant then must incorporate the changes and reprint the document. Wait! If there is an information system, the assistant can submit the draft to the director electronically and the director can make changes to the electronic version of the file and return it to the assistant. Already we've saved part of a tree! 

Of course others in the organization must review the new dress code policy. The proposed policy can be printed in fifteen copies, a person can manually send the copies out, track who they went to and when, and then track all the changes made to the proposal. Or, the proposed policy can be sent electronically to reviewers who will electronically collaborate on necessary changes. Each of the reviewers can see in "real time" what the others think and the changes they would like to make. We've saved another part of the tree in reduced paper use, but we've also saved a lot of time and human effort. (Time and Resources cuts drastically) 

Once the policy is set, it has to be sent to each employee. We could do that through the old method of printing hundreds of copies. Or we could send the policy to each person electronically (e-mail). Everyone would have a personal copy stored on computer. There is no need to print it out on paper because it will be stored electronically and can be referenced whenever it is convenient. As employees acknowledge receipt of the policy via e-mail, the HR department knows they received it. 

So what about the people who don't have their own personal computer? You could post the new policy to the company Intranet, which would be available to all employees whenever they find it convenient. Again, time and resources are cut drastically through the use of an information system. If the policy needs to be revised, the same process can be used to make and send out changes. The revised policy can be posted on the intranet for all to see. 

This is just one example of how technology is helping organizations reduce their costs of doing business. The transaction cost theory supports the idea that through technology businesses can reduce their costs of processing transactions with the same emphasis and zeal that they try to reduce their production costs. 
[pic][pic] 
One way that technology in general, and information systems in particular, are saving companies a lot of money is in the reduced number of managers needed to oversee larger numbers of workers. The technological changes support the agency theory, which allows a manager to supervise more employees at less cost. We'll look at this a bit closer later in this chapter. 

Organizational and Behavioral Impacts 

Technology doesn't automatically transform organizations. There is no magic wand or stick companies can wave that will solve all their problems just because they installed the latest information system. 

People using technology efficiently and effectively, however, can transform organizations. Technology can enhance communications up and down the organization and from one department to another on the same managerial level. As our dress code policy example shows, communications were much faster and better using technology. The lines of communication are shorter, clearer, and more concise. 

Technology makes virtual organizations more feasible, cheaper, and easier to set up and tear down than before. If you had a small group of people from each functional area of the company collaborating on a new production method, you can bring them together, hammer out the new methodology, and then return them to their regularly assigned units. 
Virtual organization: Organization using networks to link people, assets, and ideas to create and distribute products and services without being limited to traditional organizational boundaries or physical locations. 
Let's say your company decides to develop a new method of shipping hammers. You would need to draw people from the Production department, the shipping department, the packaging department, and the accounting department to help develop the new procedures. Without an information system you would need to have a clerical worker available to record and send out all the information to everyone before and after the meetings. You would have to set up a time and place for team members to meet. Scheduling everyone's time is often a nightmare! Because of the political nature of organizations and people, which we'll discuss later, most of those assigned to this team would probably have to be middle managers. 
If your company had the proper information system, much of the hassle and expense of this scenario could be eliminated. By using technology, most of the collaboration and communication throughout the organization, top-to-bottom, side-to-side, could be accomplished quicker and cheaper. 
One of the biggest benefits to this method would be the fact that the decision-making process of this committee can be pushed to lower levels and management can check its progress electronically. Perhaps the managers wouldn't be as concerned about delegating responsibility because they can keep an eye on the committee throughout the process and monitor its progress easier. Everyone in the entire organization could have access to the work of the committee. What about those people not physically located in the same place? No problem: electronically they have the same access to the process as everyone else. 
The behavioral theory of the integration of information systems in an organization says that the political structure of an organization changes through access to information. The common status symbol in an organization used to be the corner office. Now the political status symbol is how much information a person has access to. 

The Internet and Organizations 

The example used earlier of posting personnel policies to the company intranet is but one small example of how businesses are using network technologies to reduce costs and enhance their business processes. Business-to-business commerce is growing at a tremendous pace because of the cost savings the Internet allows. The Internet provides an open platform technology that allows transaction processing between businesses at much cheaper costs and provides an easy-to-use interface. The innovative ways organizations are using the Internet, intranets, and extranets to improve their business processes and lower costs are simply fascinating. 
Even government bureaucracies are getting into the act. The U.S. Post Office is facing a severe threat to its core business. More and more businesses and individuals are turning to e-mail and the Web to correspond with each other. As e-mail continues to grow as a substitute for "snail mail," the Post Office must find innovative ways of using the Internet to gain new business. It's doing so by selling postage on the Internet, and it now offers electronic bill-paying services. Companies can send bills to their customers electronically and individuals and businesses can pay all their bills over the new Internet-based service. 
The integration of an information system into an organization naturally causes change for the organization. Sounds simple enough. What isn't so simple to manage is the very fact that many people do not readily accept change. No matter how much technology you employ, it is still the organization's people who will make or break it. Remember the triangle introduced in Chapter 1, when we discussed hardware, software, and persware? It's back! 
Change can be so traumatic to some organizations that they find it easier to keep doing business the same old way for as long as they can get away with it. That's why some organizations seem to be stuck doing business the way they did in 1969. 
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|Bottom Line: For some jobs, it's better to employ technology than to employ a person. Technology can reduce costs and increase the amount of information | 
|people have access to. The changes brought about by the introduction of new technology and new methods must be managed carefully. No successful manager | 
|can lose sight of the effect change will have on the people of the organization. Companies need to tailor their information systems to the needs of the | 
|organization instead of letting the wonders of technology drive the organization. | 


3.3 The Impact of IT on Management Decision Making 

When a company buys a new truck it always evaluates the type of cargo the truck will carry. If the typical cargo will be 18-foot heavy steel beams, the company wouldn't think of buying a lightweight pickup truck. When a company decides to purchase a new information system used primarily by managers, it first should evaluate the tasks the managers most often perform and how the system can best support the decision-making processes. 

How IT Affects Management Decision Making 


How do you quantify the affect information technology has on the quality of decision-making in organizations? Do you count the number of emails sent and received by managers? Do you count the number of reports received from the system? Do you compare the ups and downs of the stock value? 


None of these are adequate determinations of the effectiveness of information systems. We'll look closer at the role IT plays in the decision-making process in Chapter 13. 


The Role of Managers in Organizations 


Managers help keep chaos to a minimum. We've all worked for the person who proves this theory wrong, but when all is said and done, minimizing chaos is the manager's number one job. 


Henri Fayol's classical model of management says there are five distinct functions of every manager: 

• Planning 
• Organizing 
• Coordinating 
• Deciding 
• Controlling 

While Fayol's theory still merits consideration, a manager's activities are not as cut-and-dry as they first appear. 


The text describes the morning activities of the president of an investment management firm. As you read the chronology of events, try defining each activity according to the Fayol's five functions of management. You should find it difficult to categorize each activity. Instead, Laudon and Laudon discuss a behavioral model of managing with these attributes: 

1. Accomplishing tasks at an unrelenting pace 
2. Fragmented activities completed in a very short time 
3. Speculation, hearsay, and gossip are more the norm 
4. Oral communication is preferred over written 
5. An informal information system is more desirable than a highly structured system 

The text also points out that most managers are always looking out for themselves. They establish agendas and goals, build interpersonal networks, and then execute their own personal agendas. 


Regardless of the management model followed, managers spend most of their time communicating: listening, talking, reading, and writing. The very simple use of e-mail technology allows managers to complete more communications than ever before. They can also employ other methods of technology that increase the amount of communicating they do. 

In his research, Mintzberg found that managerial roles fell into three categories: 
• Interpersonal. Managers act as a representative of the organization to internal and external audiences. 
• Informational. Managers pass information up and down and around the organization. 
• Decisional. Once managers make a decision, they must pass it on to someone else. But before they can make that decision, they have to gather information from internal/external sources. 

Models of Decision Making 

No matter how much you know, you can't possibly know everything. No one can possibly know all the input to a decision, process all the possible outcomes, and know every output from the final decision. Neither can an information system. However, an information system can gather more input, process it faster, and output more alternatives than a human can. 
What a machine can't do is make decisions in context. That could be either a benefit or a drawback. Nonetheless, humans make decisions based on experience and in very distinct ways based on their frame of reference. For instance, some people won't buy a certain type of television because they haven't had "good luck" with that brand before. Based on their experience, they choose a different alternative than another person would. Some people will do careful, extensive research into all the possible models of televisions and make a decision based on that data. (This is the rational model of human behavior.) Some people will purchase the same brand of television as the one they already have. Other people simply walk into the store and point to the model they want. 

The cognitive style theory supports the idea that people make decisions based on their experiences and values. Why are there so many different types and styles of automobiles and trucks? After all, isn't the basic idea of owning a vehicle simply a matter of how you get from one location to another? Why do you choose a red car over a blue car? Why do some people own a pickup truck in the heart of a major metropolitan area? Isn't the idea of owning a truck simply a need to haul things? Major studies have confirmed that people decide the color of their vehicles based on their personality type. People choose the type of vehicle, car or truck or minivan, based on their experiences and psychological needs more than for the absolute need for a particular type of transportation. 


People are people. Sounds simplified and silly, but it's one of the best explanations for why people make decisions the way they do. Laudon and Laudon point out that some people use a systematic decision-making process, while others use an intuitive process. You could argue that one method is better than the other but it's an argument you could carry on forever. The text says "People tend to choose the first available alternative that moves them toward their ultimate goal." But when making policy decision "People [also] choose policies most like the previous policy." People are people. 


Every decision causes change and people react to change in many different ways. Some people embrace change and others abhor it. But you can't make a decision without causing a change somewhere. 


If it's tough for an individual to make a decision, think how hard it is in an organization with many people all used to making decisions their way! The organizational models of decision making must take into account the various wants and needs of the people who make up that organization. 

The main goal of bureaucratic models of decision making is the preservation of the organization itself. Change is very slow and difficult because the organizational structure isn't designed for change. Change causes uncertainty and this type of organization isn't strong on changing anything. 
A word of caution here. Everyone automatically associates "bureaucratic" with government organizations. Private organizations can be just as interested in preserving their structure. Many private companies could use some drastic changes and improvements but they don't make them because they are more interested in keeping the status quo. The recent merger between Hewlett Packard and Compaq Computers was almost nixed because of the bureaucratic nature of the separate organizations. 
The political models of decision making are based not necessarily on what's good for the organization, but what's good for the players involved in the process. Compromise is more the norm than clear-cut decisions. The goal of this type of organization is to blend the interests of the players into a decision that satisfies as many people or entities as possible. 
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Implications for the Design and Understanding of Information Systems 

Every time you make a new decision, you start the whole decision-making process again. Every morning you have to make the decision to get out of bed. Every morning you have to make the decision about what to wear. 

The routine, structured decision gets easier to make and faster to implement the more a person makes it. That's why operational-level decisions are less complex to make. You've decided a thousand times how to make the product. But the strategic-level managers may only decide once a year whether to change product prices. 


The real danger in using information systems to help make decisions is that the decision-making process will be based on the wrong information. Because managers may assume that the situation is similar to one they experienced before, they may not be as careful as they would be if it were an entirely new situation. For instance, management may decide that the new packaging materials are as good as the old ones because they are the same color or from the same supplier. Therefore managers won't be as careful in studying all the data, all the possible outcomes and the alternatives when making the decision to change suppliers. They make the decision based on the first available alternative that moves them toward their ultimate goal. They find out too late that the packaging materials are not as good as the old ones and they end up with more damaged goods and irate customers. 

Information systems should have these characteristics: 
• They are flexible and provide many options for handling data and evaluating information. 
• They are capable of supporting a variety of styles, skills, and knowledge. 
• They have the ability to keep track of many alternatives and consequences. 
• They are sensitive to the bureaucratic and political requirements of systems. 
|Bottom Line: Managers communicate. Make the process easier, cheaper, faster, and more efficient and you've increased the worth of that manager | 
|tremendously. Increase the number of people and entities the manager can communicate with and you reduce the number of managers required. Using | 
|information systems in the decision-making process should be a positive exercise. That is, the system should help managers at all levels make better | 
|decisions, more efficiently, to the benefit of a greater number of people, and to improve the organization. | 


3.4 Information Systems and Business Strategy 

“If you don’t have a plan, you are planning to fail” 
Did you ever play a game you intentionally wanted to lose before you started? Usually the answer to this question is no. It's very unusual for businesses to want to fail.. 
Companies have every intention of beating their competition by determining: 
• The products and service the firm wants to produce 
• The industries in which the firm will compete 
• Who are the firm's competitors, suppliers, and customers 
• The long-term goals of the firm 
Lots of analytical tools are available to help in crafting a strategic plan, of which, the SWOT Analysis can help to clearly identify the four major aspects that can crucially influence the future of any business firm. The SWOT analysis helps in identifying our Strength and Weaknesses by identifying our internal (direct and indirect) Environment, and also helps in identifying our Opportunities and Threats by identifying our external environment. 
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http://www.jiscinfonet.ac.uk/infokits/analytical-tools/enh-swot 


The following link http://www.businessballs.com/swotanalysisfreetemplate.htm provides detailed account on SWOT and the original fathers. 


|strengths |weaknesses | 
|Advantages of proposition? |Disadvantages of proposition? | 
|Capabilities? |Gaps in capabilities? | 
|Competitive advantages? |Lack of competitive strength? | 
|USP's (unique selling points)? |Reputation, presence and reach? | 
|Resources, Assets, People? |Financials? | 
|Experience, knowledge, data? |Own known vulnerabilities? | 
|Financial reserves, likely returns? |Timescales, deadlines and pressures? | 
|Marketing - reach, distribution, awareness? |Cashflow, start-up cash-drain? | 
|Innovative aspects? |Continuity, supply chain robustness? | 
|Location and geographical? |Effects on core activities, distraction? | 
|Price, value, quality? |Reliability of data, plan predictability? | 
|Accreditations, qualifications, certifications? |Morale, commitment, leadership? | 
|Processes, systems, IT, comm.? |Accreditations, etc? | 
|Cultural, attitudinal, behavioural? |Processes and systems, etc? | 
| |Management cover, succession? | 
|Opportunities |threats | 
|Market developments? |Political effects? | 
|Competitors' vulnerabilities? |Legislative effects? | 
|Industry or lifestyle trends? |Environmental effects? | 
|Technology devel. and innovation? |IT developments? | 
|Global influences? |Competitor intentions - various? | 
|New markets, vertical, horizontal? |Market demand? | 
|Niche target markets? |New technologies, services, ideas? | 
|Geographical, export, import? |Vital contracts and partners? | 
|Tactics - surprise, major contracts, etc? |Sustaining internal capabilities? | 
|Business and product development? |Insurmountable weaknesses? | 
|Information and research? |Loss of key staff? | 
|Partnerships, agencies, distribution? |Sustainable financial backing? | 
|Volumes, production, economies? |Economy - home, abroad? | 
|Seasonal, weather, fashion influences? |Seasonality, weather effects? | 


Depending on the results of the analysis your grand strategic plan could be either, Growth, retrenchment (liquidation), Differentiation, or Diversification (Innovate, Performance-Based) strategy. More general grand strategy to improve and sustain competitive position like Cost Strategy or Cost-leader strategy.Info. tech. as a driving force, can be used to craft an Innovation Strategy especially in a constantly changing business environment and high competition. 





The levels of long-term strategic planning: 

1. Business level: a single firm 
2. Firm level: multidivisional businesses operating as one cohesive unit 
3. Industry level: an entire industrial environment or ecosystem 

Keep in mind that when we discuss the strategic role of information systems in this section we aren't talking about strategic management-level information systems. Strategic information systems can be implemented at any level of the organization to help it gain a competitive advantage. 


1- Business-Level Strategy and the Value Chain Model 


As the text states, at the business-level strategy, the key question is, "How can we compete effectively in this particular market?" Instead of competing head-to-head with all the possible competitors, a digital firm can decide to: 

1. Become the low-cost producer: Wal-Mart has chosen this strategy to become the leading retailer in the United States. 
2. Differentiate your product or service: Apple Computers markets their products to graphic designers and educational institutions and focuses on how innovative their product is. 
3. Change the scope of competition by either enlarging the market or narrowing the market: Starbucks Coffee originally chose to enter a narrow market niche with their specialty coffee shops and later decided to enlarge their market presence by developing products for grocery stores. 
Leveraging Technology in the Value Chain 

Be better than the competition. That's the mantra of most companies that are serious about winning the game. Areas of the organization most affected by leveraging technology are in producing the product, getting it to the stores, and making the customer happy. Remember the WorldWide Candy Corporation from Chapter 2? Think of all the activities that go into getting the Cybernuts candy bar made, from procuring raw materials to actual production. Then consider how the candy bar gets from the factory to the store shelves. And what about all those commercials you see? These are primary activities. Just as important are support activities: human resources, accounting, finance. These functions support the primary functions of production, shipping, and sales and marketing. The value chain model that Laudon and Laudon discuss in the text will help an organization focus on these activities and determine which are critical to its success. 
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By effectively using an information system in a strategic role at any, or preferably all, levels of the organization, a digital firm can provide more value in their products than the competition. If they can't provide more value, then the strategic information system should help them provide the same value but at a lower price. 


More companies are incorporating the Internet in their business strategies through the use of value webs. Ford Motor Company is forming many partnerships and alliances via their Web site to offer services and products that otherwise would be too difficult, costly, or time-consuming. 

Information System Products and Services 

A very effective use of strategic information systems is to create products or services that are so different from the competition's as to create barriers for the competition. Product differentiation is at the heart of Dell Computer Corporation's success. Its competitors, such as Compaq and IBM, have duplicated Dell's made-to-order strategic business model but have not been quite as successful. 

Systems to Focus on Market Niche 

If an organization is in a fiercely competitive market, it can choose to focus on a very narrow segment of the market rather than a broad general audience. Using data mining techniques a firm can gather very specific information about its customers and create a focused differentiation business strategy to market directly to those consumers. Being able to address the needs and wants of a very small market segment is why companies are so intent on gathering as much consumer information from a variety of sources as they can. 


Apple Computer has used focused differentiation to help it market its products to a narrow target market of graphic designers and educators rather than the general population of computer users. 

|The Window on Technology: Hotel Loyalty Programs Become Competitive Weapons (see p. 95 of the text) describes how the hotel industry is leveraging | 
|customer data to increase customer satisfaction thereby increasing the hotels' profitability. These systems also provide value for customers and | 
|businesses alike by providing services and information unavailable before. | 


Supply Chain Management and Efficient Customer Response Systems 

Because of the integration of information systems throughout an organization, a digital firm can reduce costs and prices well below the competition's. Supply chain management offers new opportunities for companies to integrate with suppliers and customers and lower costs for everyone. The earlier example from Ford Motor Company's Web site shows how it is forming strategic alliances and partnerships with a variety of other companies to create more efficient customer response systems and reduce their supply chain management costs. 


Another way firms can hold onto their customers is to raise the switching costs the customer would experience by using a different company. Delta Airlines offers SkyMiles to its customers in hopes of creating switching costs so great the customer will continue to fly with them. Delta also offers discounts on their tickets if the customer makes the purchase through its Web site. By selling the ticket through its Web site rather than a travel agency, Delta doesn't have to pay a commission. It can also gather more data about its customers when they use its Web site. 

Figure 3-14 shows how the strategies discussed in this section help a business lock in customers and suppliers while lowering operating costs. 
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2. Firm-level Strategy and Information Technology 


AOL is an Internet Service Provider and Time Warner produces entertainment products such as movies and music. So why did America Online and Time Warner merge their companies? Because these two companies see a lot of synergy between their products and services. As we continue to demand more content and entertainment through the Internet, AOL is well positioned to deliver the content. On the other hand, Time Warner has the content but not an efficient, low-cost method of delivering it through the Internet. By merging a delivery-based company with a content-based company, they can beat their competition through synergy. Unfortunately, the merger has not succeeded because of the political and organizational clashes with the corporate hierarchy. 

Enhancing Core Competencies 

Why did Ford Motor Company form an alliance with UPS instead of continuing its long-time practice of delivering vehicles to dealers itself? The answer is simple — Ford wanted to concentrate on its core competency of manufacturing vehicles and let UPS concentrate on its core competency of delivering products. 

UPS Logistics' Web site says "By shaving four days off the delivery cycle and reengineering the network, Ford is realizing a $1 billion dollar reduction in vehicle inventory and more than $125 million in inventory carrying-cost reductions on an annualized basis. "The savings will continue to grow as our precision, Web-enabled system reaches maturity and we surface and eliminate more nonvalue-added activities," said Taylor. Ford and UPS Logistics Group launched the alliance a year ago to reengineer Ford's vehicle delivery system amid rising consumer demand for on-time vehicle delivery. UPS Logistics Group created UPS Autogistics as a business unit to manage the project. "With a single network manager in place to analyze any potential problems before they occur, we've managed to avoid bottlenecks, reduce the amount of assets in the supply chain and cut inventory carrying costs,' said Tom Kolakowski, manager of Ford North American Vehicle Logistics." 

3- Industry-Level Strategy and Information Systems: 


Competitive Forces and Network Economics 


Years ago it was unheard of, for a company to decide to partner with its competitors instead of battling it out in the marketplace head-to-head. In some cases, that scenario still exists. In other cases, it's becoming more common for companies to collaborate rather than compete for customers. 

Information Partnerships 

Information partnerships offer organizations the opportunity to: 

1. Gain access to new customers. 
2. Create new opportunities for cross-selling and targeting products. 

The text cites the example of airline companies teaming with credit card companies to offer frequent flyer miles for every dollar charged on the credit card. Airline companies don't have much in common with their information partners — or do they? People who fly a lot tend to use credit cards a lot. Through the information partnership both companies gain new customers and can cross-sell and target products to customers better and more efficiently. It's a win-win situation for both companies. 

The Competitive Forces Model 

The textbook describes five external threats and opportunities in the competitive forces model, shown in Figure 3-15: 

• Threat of new entrants into its market: upstarts can give you fits when you least expect it —Amazon.com is a good example. 
• Pressure from substitute products or services: even if they aren't better than your product, substitutes may be cheaper and the customer will be enticed by the lower price. 
• Bargaining power of customers: the Internet offers customers the opportunity to quickly and easily compare prices. 
• Bargaining power of suppliers: new technology offers suppliers the chance to integrate information systems that tie them closer to their customers. 
• Positioning of traditional industry competitors: efficient business processes can give companies the edge they need to place themselves in the lead. 
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Business Ecosystems: Keystone and Niche Firms 


Ford Motor Company, General Motors, and DaimlerChrysler rocked the automotive industry when they announced their joint venture Covisint. The three leading competitors in this industry were joining forces to create a single Internet source for all the suppliers that served the three corporations. The idea is to drive down the cost of supplies and make the entire industry more efficient. While things haven't gone as smoothly as originally hoped for, the idea has been planted and is now spreading to other industries. 


Figure 3-16 shows how the traditional competitive forces model changes when the concept of industry sets is introduced. 
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Network Economics 
It's long been known in the economics field that the economics of manufacturing produces a diminishing return on investment at some point in time. But in network economics the opposite is true. Let's say you have a small company with 15 employees operating on a client/server network. You've already paid for the server that can support 25 employees. When you hire the 16th employee, you won't have to spend much money, if any, to support the new employee on the network. So instead of reducing the output, you're actually increasing the server's output without an associated increase in cost. 
|Bottom Line: Using information systems can help a company beat the competition through differentiation and through providing services that are valuable to| 
|both customers and suppliers. Companies can also use information systems to reduce costs. Information technology is also challenging the traditional | 
|concepts of competition and partnerships that have existed for years. | 




3.5 Management Opportunities, Challenges, and Solutions 


Opportunities 

• Lower transaction and agency costs 
• Harness information technologies to develop unique products, services, and processes 
• Create new strategic competitive advantages 

Management Challenges 

Using information systems to beat the competition and increase the value of a product is not easy. It requires changing processes and methods that probably have been in the organization since time began. The responsibility for successfully developing and then using an integrated information system will usually fall to the managers throughout the organization. 
Managers simply cannot rest on their laurels with today's fast paced, fast changing technological advances. Technology changes much faster than organizations can adapt. As soon as employees and managers become comfortable with a particular system, it's almost time to make some more changes. 

Solution Guidelines 

Performing a Strategic Systems Analysis 
Completing a strategic systems analysis is one of the first steps managers should take to help determine how they can use information systems to gain a competitive advantage. Ask yourself these questions about your own firm: 
1. What is the structure of the industry in which your firm is located? 
2. What are the business, firm, and industry value chains for your firm? 
Managing Strategic Transitions 
A vital attribute of any manager's success is the ability to adapt to change. The pace of technological change is at its highest level ever. With each advance, the organization must use strategic transitions, a movement between levels of sociotechnical systems, to its advantage. Making changes in the information systems should trigger a review of associated processes to make sure they are in sync. Teaming up with competitors may seem at odds with wanting to beat the competition, but in fact may be the smartest thing to do. Technological changes allow you to do both without sacrificing too much. 
Of course the Internet has turned many traditional management practices to dust. Customers have access to much more information and data than they ever did before. They can compare product prices across hundreds of companies with a few clicks. Before the Internet, customers may have had access to a limited number of retailers. Through the Internet, they now have access to hundreds of retailers open 24 hours a day. Once retailers had only local competition. Now they have to compete with other retailers located halfway around the world. 
As we continue through the book, you should keep in mind how organizations are structured, how information needs vary from one organization to another, and how information systems can enhance or detract the characteristics of an organization. The most important thing you should remember is that at the core of every organization are people. 
|Bottom Line: A well-developed strategic information system that is integrated throughout the company can be used to lower overall costs and provide | 
|greater value to the company, to the supplier, and to the customer. |

