
Chapter 3
Achieving Competitive Advantage with Information Systems
Student Learning Objectives
1. How does Porter’s competitive forces model help companies develop competitive strategies using information systems?
2. How do the value chain and value web models help businesses identify opportunities for strategic information system applications?
3. How do information systems help businesses use synergies, core competences, and network-based strategies to achieve competitive advantage?
4. How does competing on a global scale and promoting quality enhance competitive advantage?
5. What is the role of business process management (BPM) in enhancing competitiveness?
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Teaching Suggestions
The opening case, “Verizon or AT&T: Which Company has the Best Digital Strategy?”, illustrates some of the ways that information systems help businesses compete and also the challenges of sustaining a competitive advantage today.  Even though Verizon boasts a healthy number of cell phone customers, the company continues to seek new avenues in which to expand its products and services—FiOS TV and high-speed Internet services. Compare Verizon’s strategy to AT&T’s more conservative approach of partnering with other companies to expand its customer base. What’s most interesting in this vignette is how both companies are continually trying to improve their competitive advantage by using information technology. 
Section 3.1, “Using Information Systems to Achieve Competitive Advantage.” This section is one of the most critical sections in the text.  Understanding business strategy and how information systems can aid employees in making far-reaching and deep-rooted decisions is critical to the long-range success of any corporation. At this point, students need to focus on business level strategies and the various ways firms achieve an advantage over other firms.  They will learn how to use these strategies in order to address a key question: How can we compete effectively in a particular market?  
The firm-level and industry-level strategies are analyzed in this section, and a key analytical tool, the competitive forces model, is introduced: traditional competitors, new market entrants, substitute products and services, customer and supplier intimacy.  

Take the opportunity to remind students that “Basic Strategy 101: Align the IT with the Business Objectives” is one of the most important concepts they’ll learn in this class.  Technology must serve the business and business people must take an active role in helping shape IT in a business.

It’s a great exercise to have students name businesses and companies that use information system strategies for dealing with competitive forces: low cost leadership, product differentiation, focus on market niche, and strengthening customer and supplier intimacy. Ask your working students to describe the strategies pursued by their organizations.  

Use Figure 3-2 to raise class discussion on the value chain model.  The text defines “value chain” and its critical role in the success of a company, including its relationship to how companies think about and relate to their customers.

Ask your students to apply the value chain model to your university to see where technology is applied. Note the emphasis on tying together the customers, manufacturers, and suppliers. Retailers such as Wal-Mart also apply value chain and supply chain management principles. Wal-Mart’s systems allow it to track in-store sales down to the department and item level, thus one can see why Wal-Mart is such a strong competitor. 

Students may identify closely with the section on disruptive technologies since they are likely to have experienced some of them first hand.  Table 3.4 can be a great start to a lively discussion about the phenomenon.  Ask your students to guess which ones might be coming in their lifetimes.  

Interactive Session: People: How much do credit card companies know about you?

Case Study Questions

1. What competitive strategy are the credit card companies pursuing? How do information systems support that strategy? 

The competitive strategy most used by credit card companies is to focus on market niches. Their information systems collect data from every customer transaction and store it in a massive data repository. Each transaction is assigned a four-digit category code that describes the type of purchase. The data in the information systems allow the credit card companies to analyze customer buying patterns, tastes, and preferences. The companies can then efficiently pitch advertising and marketing campaigns to small target markets, often using a one-to-one marketing strategy where personal messages can be created based on individualized preferences. 
2. What are the business benefits of analyzing customer purchase data and constructing behavioral profiles?
The massive databases allow credit card companies to not only determine their best and most profitable customers but to also predict cardholders who pose the highest risk of defaulting on their payments and filing for bankruptcy. The data provide new insights about the relationship of certain types of purchases to a customer’s ability or inability to pay off credit card balances and other debt. The card-issuing companies now use this information to deny credit card applications or shrink the amount of credit available to high-risk customers. 
3. Are these practices by credit card companies ethical? Are they an invasion of privacy? Why or why not?

Student answers will probably vary. Some considerations they should include in their answers are these statements from the case study:
· The credit card companies generalize based on certain types of purchases that may unfairly characterize responsible cardholders as risky. 

· The companies consider individuals from Florida, Nevada, California, and other states hardest hit by home foreclosures to be risks simply by virtue of their state of residence.

· This type of profiling also identifies the most reliable credit-worthy cardholders which may benefit some customers who could receive special offers or lower interest rates.
· Law enforcement is not permitted to profile individuals, but it appears that credit card companies are doing just that.

· Congress is investigating the extent to which credit card companies use profiling to determine interest rates and policies for their cardholders.

MIS In Action

1. If you have a credit card, make a detailed list of all of your purchases for the past six months. Then write a paragraph describing what credit card companies learned about your interests and behavior from these purchases.
Encourage students to answer these two questions from the standpoint of discussing how credit card companies use information strategies to gain a competitive advantage and not from a personal point of view. For instance, does the list of purchases over the past six months reveal that the student is a good candidate for one-to-one marketing of vacation-related purchases or should the company pitch special deals on children’s clothing?
2. How would this information benefit the credit card companies? What other companies would be interested?

Answers should focus on whether the credit card companies could share their data with specialty retailers or perhaps restaurants, allowing both to increase sales. If the data reveal the student travels a lot, maybe the credit card companies could share that data with airlines and create messages based on individualized preferences. 
Interactive Session: Organizations: Will TV Succumb to the Internet?
Case Study Questions

1. What competitive forces have challenged the television industry? What problems have these forces created? 

The competitive forces that challenge the television industry include:
· Traditional competitors: television networks and content producers are continuously devising new, more efficient ways to increase the number of viewers and increase the amount of revenue gained from advertisers. The cable industry that relies on a captured audience of viewers who pay a monthly subscription for television content is most threatened by these changes.

· New market entrants: Web sites like Hulu.com, YouTube.com, Facebook, CBS’s TV.com, and Joost are all new avenues for people wanting to access television content on their own time schedule, with a reduced amount of advertising. Advertising dollars must now be redistributed from traditional content providers to these new market entrants. 

· Substitute products and services: television content viewers no longer have to rely on just a few ways to access television shows. Fiber-optic telephone lines to the home can substitute for cable TV lines and satellite TV service. If people can download their favorite television show to their iPhone and view it according to their time schedule and not someone else’s, why shouldn’t they? These changes pose a threat to the steady income stream traditional television companies have enjoyed.

2. Describe the impact of disruptive technology on the companies discussed in this case.
Downloading video content, from movies and television shows, is faster and easier than ever thanks to high-speed Internet access, powerful PCs with high-resolution display screens, iPhones and other mobile handheld computing devices. Free and often illegal downloads of some TV shows are abundant. The Internet is also providing new ways for television studios to distribute and sell their content. The television industry is embracing the Internet as another delivery system for its content. Several television broadcast networks set up Hulu.com to stream television shows and movies to viewers. The site is free to viewers and supported by advertising commercials. The networks and producers gain revenues from online advertising aimed at people who actively seek out the Web site. The technology threatens the cable companies if too many viewers cancel their subscriptions. 
3. How have the cable programming and delivery companies responded to the Internet?

The cable companies are being forced to go where the customers are and not wait for the customers to come to them. By making more television shows available online, but only for cable subscribers, the cable networks hope to preserve and possibly expand the cable TV subscription model in an increasingly digital world. The system used in the Comcast Time—Time Warner trial is interoperable with cable service providers’ systems to authenticate subscribers. The same technology might also allow cable firms to provide demographic data for more targeted ads and perhaps more sophisticated advertising down the road. Cable programmers also stand to earn more advertising revenue because viewers can’t skip ads on TV programs streamed from the Web as they do with traditional TV (sans Tivo or DVR). Cable companies must be careful not to cannibalize TV subscriptions or viewership ratings that generate advertising revenue. 
4. What people, organization, and technology issues must be addressed to solve the cable industry’s problems?

People: Customers accustomed to YouTube and Hulu may rebel if too many ads are shown online. If people can’t access content delivered by the cable industry from any device they want, they will find alternate companies that can deliver what they want, when they want it, and how they want it. Customers will continue to drive the competitive forces for and against the cable industry.
Organization: Cable companies will start feeling the impact of customers canceling subscriptions to view online video and TV by 2012. Hulu and other Web TV and video sites will have much deeper content, and the technology to deliver that content to home viewers will be more advanced by then. Cable companies, television content producers, and advertisers must continue to devise new strategies for dealing with this shifting practice.

Technology: Cable companies and television content producers must continue to improve the technologies they use to deliver content in both traditional avenues and new Internet-related streams. If the cable companies fail to improve the traditional avenues, subscribers will increasingly find new methods for accessing content. If cable companies fail to improve and increase the number of ways subscribers can access content using Internet-related technologies like computers and cellphones, customers will go somewhere else. 
5. Have the cable companies found a successful new business model to compete with the Internet? Why or why not?

Student answers will vary depending on their personal experiences and exposure to new avenues of accessing television content. Students may want to include how well or how poorly cable companies are using information system strategies for dealing with competitive forces. For instance, are they choosing to be low-cost providers, differentiating their products, focusing on market niches, or strengthening their customer and supplier intimacies? 
MIS In Action

Go to Hulu.com and explore the site. Note all of the TV shows available on the site and pick out three or four of interest to you. View an episode of each of these shows online, then answer the following questions:

Answers to the two questions below will vary according to the television shows students select.  Opinions should be framed in the context of the effects of disruptive technologies on the advertising and marketing industries, the television industry, the cable industry, and the Internet industry. Students should also focus on which firms may benefit the most from this trend—first movers, second movers, or innovative followers.
1. Did you see any advertisements attached to the programming? What kinds of ads did you see? How were they presented? Do you feel this way of advertising is effective? Why or why not?

2. If more television programs were available online, would you cancel your cable subscription? Why or why not?
Section 3.2: “Competing on a Global Scale.”  In this section you can highlight the concept of competing in what is now referred to as the “global village.”  With a click of a mouse, customers can connect to Web sites and browse catalogues, order products, and obtain general or specific information.  This arena is growing exponentially and is expected to continue to grow even faster.  
The breadth and depth of this coverage will depend on faculty preferences, student backgrounds, and the orientation of the course. You may wish to point out that competing on the global scale is tempting but also very complex to set up and maintain.  Specifically, this external environment is composed of foreign, international, and domestic components.  An array of cultural, legal, political, economic, and technological characteristics that may directly influence the IS function can be incorporated in the context of this discussion.  Ask students why organizations want to compete on a global scale.  Let them consider all the business drivers that motivate firms and other organizations to “go global.”  Have students list how many of their friends and relatives work for organizations that do business on a global scale. Ask them how they are using the Internet to expand their operations in foreign countries.

You might want to have students examine the difficulties of doing business in places like Eastern Europe, the former Soviet Union, and Vietnam.  Case studies on these countries show students that political turmoil and cultural hostility, particularly in the former Soviet Union, are just as big a barrier as the lack of an information infrastructure.  What business drivers are encouraging firms to move to the former Soviet Union?    

The business challenges need to be considered in some detail.  Cultural barriers and misunderstandings mean that some nations or nationalist movements within a country are not interested in globalization.  The resistance of some Islamic groups to Westernization is an example.  The unwillingness of China, Singapore, and Malaysia to allow unfettered intercommunication and Internet access are examples of problems global companies likely face.  Even in the European Union there is resistance to transnational data flows, particularly data moving outside the Union.  While there has been some deregulation of the national telephone systems, it is still more difficult to hook up phones, use modems, or set up data and telecommunication systems than in the United States.  Further, some nations have local content rules that make it more costly or difficult to internetwork.  
Using some of the sources found in business magazines and journals, such as The Wall Street Journal, Business Week, Fortune, or Forbes, have students examine some stories of businesses who are successfully competing on a global scale. Have them determine which system strategy the companies likely use: domestic exporter, multinational strategy, franchisers, or transnational.
Section 3.3, “Competing on Quality and Design.”  This section provides students with an introduction to the methodology of competing on quality and design.  In many instances, this process results in redesigning the organization.  Although some of the techniques and methods are considered older or less satisfactory, students have a good chance of seeing these methods in the workplace.  It is not a good idea to engage in a lengthy, philosophical discussion of the superiority of methods.  However, it is a good idea to help students understand that there is no one best method, that each method is appropriate depending upon the situation and the requirements.  
Section 3.4, “Competing on Business Processes.”  Change certainly should be a theme throughout the entire course.  It takes a change agent to manage major changes, such as those brought on by business process management (BPM) and business process reengineering (BPR). Highlight the difference between the two terms: BPM is incremental and ongoing; BPR is a more radical approach to rethinking and redesigning business processes.  Business process reengineering is a good example of the problems that information systems can face.  First, people react negatively to what they may view as a buzzword.  Secondly, business process reengineering implies, probably correctly, that the organization is either not doing things correctly or that the environment has changed and the old ways will not work anymore.  It takes some crises or changes in the environment to induce or engender the call for reengineering.    

If you have the class time, ask your students to investigate recent horror stories of BPM and BPR projects that went wrong. Have them share their findings with the class and analyze why the projects failed.  

Section 3.5, “Hands-On MIS.” 

Management Decision Problems
1. Macy’s Inc. wants to tailor merchandise more to local tastes based on sales patterns in each individual store. How could information systems help management implement this new strategy? What pieces of data should these systems collect to help management make merchandising decisions that support this strategy?
By collecting small pieces of sales data such as size, style, price, and even the time of purchases, each individual store can analyze local sales. Demographic information pulled in from external sources would allow each store to analyze its local customers better and distinguish the typical customer that’s likely to shop there. Flattening the organizational hierarchy allows local store management to decide which items to stock rather than distant managers who may not be as aware of local trends. Improving the efficient customer response system would directly link local consumer behavior to distribution and production and supply chains. Focusing on market niches would allow local Macy’s store managers to narrowly target local markets better than the competitors.
2. Sprint Nextel has the highest rate of customer churn in the cell phone industry. Management wants to know why so many customers are leaving Sprint and what can be done to woo them back. How can the company use tools for online collaboration and communication to help find the answer? What management decisions could be made using information from these sources? 

Knowledge acquisition is the key to answering management’s questions. The company must create new knowledge by discovering patterns in corporate data. The data from the company’s transaction processing system that track customer orders, payments, and service cancellations can provide part of the knowledge. Data from external sources like industry reports, government statistics, and industry metrics can also add to the knowledge base. Capturing and mining data from blogs, wikis, and social networking sites is another source of information. Managers can then decide to adjust pricing, offer special incentives to customers and employees, expand services, or change elements in promotional offers. 

Improving Decision Making: Using a Database to clarify Business Strategy

Software skills: Database querying and reporting; database design.  

Business skills: Reservation systems; customer analysis

This exercise encourages students to develop queries and reports to help them make better use of transaction data to understand their business. From analyzing these data, the hotel owners should be able to find ways of generating more revenue. The solutions provided here were created using the query wizard and report wizard capabilities of Access. Students can, of course, create more sophisticated reports if they wish, but valuable information can be obtained from simple query and reporting functions.

The existing database can be easily queried to find out the average length of stay per room type, the average number of visitors per room type, and the base income per room during a specified period of time. One can see from these queries and reports that ocean-fronting rooms are the most popular and rooms overlooking side streets are the least popular. Side rooms appear to have the most occupants per room and longer average stays, suggesting that they are used primarily by budget-conscious families on vacation. The owners could consider raising the rates for ocean-facing rooms or emphasizing ocean views in their advertising and promotions. Additionally, they could step up promotions of their family vacation packages to increase occupancy rates for Side rooms.

To answer questions more precisely about the strongest customer base or what types of packages to promote, additional information is required. The database would have to be modified to capture information on whether the rooms were actually rented using the vacation package, business discount package, or romantic weekend package options.  The database could also be modified to more clearly identify discounts for long stays or extra charges for more than four guests. (The existing database reflects such discounts and charges in the room rate.) Students should be encouraged to think creatively about what other pieces of information should be captured on the database that would help the owners think strategically. The answers for the report can be found in the Microsoft Access File named: Ess9ch03solutionfile.mdb.
Improving Decision Making: Using Web Tools to Configure and Price an Automobile

Software skills: Internet-based software  

Business skills: Researching product information and pricing

Answers will vary a great deal, and with the option of choosing a car other than the Ford Escape, each student will more than likely turn in a different report. You might suggest that the students use an Excel spreadsheet to compare the auto information from each of the Web sites. This will allow them to see from line-to-line the differences and similarities between the prices, safety ratings, features, etc. Also, have the students write a brief summary of the reviews they read concerning the auto and in their final report tell which decision they made referring back to the reviews. The final report should also include a review of the Web sites with suggestions for improvement.

Review Questions

1. How does Porter’s competitive forces model help companies develop competitive strategies using information systems?
Define Porter’s competitive forces model and explain how it works.
This model provides a general view of the firm, its competitors, and the firm’s environment.  Porter’s model is all about the firm’s general business environment.  In this model, five competitive forces shape the fate of the firm:
· traditional competitors
· new market entrants
· substitute products and services
· customers
· suppliers
Some firms do better than others because they either have access to special resources that others do not, or they are able to use commonly available resource more efficiently.  It could be because of superior knowledge and information assets. Regardless, they excel in revenue growth, profitability, or productivity growth, ultimately increasing their stock market valuations compared to their competitors.

List and describe four competitive strategies enabled by information systems that firms can pursue.
Table 3.2 can be used to help answer this question.  The four generic strategies, each of which often is enabled by using information technology and systems include: 

· Low-cost leadership: lowest operational costs and the lowest prices.

· Product differentiation: enable new products and services, or greatly change the customer convenience in using existing products and services.  

· Focus on market niche:  enable a specific market focus and serve this narrow target market better than competitors.

· Strengthen customer and suppliers:  tighten linkages with suppliers and develop intimacy with customers. 
Describe how information systems can support each of these competitive strategies and give examples.

· Low-cost leadership: use information systems to improve inventory management, supply management, and create efficient customer response systems.  Example: Wal-Mart.

· Product differentiation: use information systems to create products and services that are customized and personalized to fit the precise specifications of individual customers.  Example:  Google, eBay, Apple, Lands’ End.  

· Focus on market niche:  use information systems to produce and analyze data for finely tuned sales and marketing techniques. Analyze customer buying patterns, tastes, and preferences closely in order to efficiently pitch advertising and marketing campaigns to smaller and smaller target markets.  Example: Hilton Hotels Harrah’s.

· Strengthen customer and suppliers:  use information systems to facilitate direct access from suppliers to information within the company. Increase switching costs and loyalty to the company. Example: Amazon.com

Explain why aligning IT with business objectives is essential for strategic use of systems.

The basic principle of IT strategy for a business is to ensure the technology serves the business and not the other way around. The more successfully a firm can align its IT with its business goals, the more profitable it will be.  Business people must take an active role in shaping IT to the enterprise.  They cannot ignore it.  They cannot claim ignorance about IT issues.  They cannot tolerate failure in the IT area as just a nuisance to work around.  They must understand what IT can do, how it works, and measure its impact on revenues and profits.  

2. How do the value chain and value web models help businesses identify opportunities for strategic information system applications?  
Define and describe the value chain model.

The value chain model highlights specific activities in the business where competitive strategies can best be applied and where information systems are most likely to have a strategic impact.  The model identifies specific, critical leverage points where a firm can use information technology most effectively to enhance its competitive position.  The value chain model views the firm as a series of basic activities that add a margin of value to a firm’s products or services.  The activities are categorized as either primary or support activities.  Primary activities are most directly related to production and distribution of the firm’s products and services, which create value for the customer.  Support activities make the delivery of primary activities possible and are built around an organization’s infrastructure.  A firm’s value chain can be linked to the value chains of its suppliers, distributors, and customers.

Explain how the value chain model can be used to identify opportunities for information systems.
Once a business has analyzed the various stages in its value chain, it can come up with candidate applications of information systems. Once the list is completed, the company can decide which to develop first. Information systems can be used at each stage of the value chain to improve operational efficiency, lower costs, improve profit margins, and forge a closer relationship with customers and suppliers.  

Define the value web and show how it is related to the value chain.

A value web is a collection of independent firms that use information technology to coordinate their value chains to produce a product or service for a market collectively.  It is more customer driven and operates in a less linear fashion than the traditional value chain.  The value web is a networked system that can synchronize the business processes of customers, suppliers, and trading partners among different companies in an industry or in related industries.    

Explain how the value web helps businesses identify opportunities for strategic information systems.

Information systems enable value webs that are flexible and adaptive to changes in supply and demand.  Relationships can be bundled or unbundled in response to changing market conditions.  Firms will accelerate time to market and to customers by optimizing their value web relationships to make quick decisions on who can deliver the required products or services at the right price and location. Information systems make it possible for companies to establish and operate value webs.  

Describe how the Internet has changed competitive forces and competitive advantages.

The Internet has nearly destroyed some industries and severely threatened others.  The Internet has also created entirely new markets and formed the basis of thousands of new businesses.  The Internet has enabled new products and services, new business models, and new industries to rapidly develop.

Because of the Internet, competitive rivalry has become much more intense.  Internet technology is based on universal standards that any company can use, making it easy for rivals to compete on price alone and for new competitors to enter the market.  Because information is available to everyone, the Internet raises the bargaining power of customers, who can quickly find the lowest-cost provider on the Web.  

3. How do information systems help businesses use synergies, core competencies and network-based strategies to achieve competitive advantages?
Explain how information systems promote synergies and core competencies.

A large corporation is typically a collection of businesses that are organized as a collection of strategic business units.  Information systems can improve the overall performance of these business units by promoting synergies and core competencies.  

Describe how promoting synergies and core competencies enhances competitive advantages.

The concept of synergy is that when the output of some units can be used as inputs to other units, or two organizations can pool markets and expertise, these relationships lower costs and generate profits.  In applying synergy to situations, information systems are used to tie together the operations of disparate business units so that they can act as a whole.

A core competency is an activity for which a firm is a world-class leader.  In general, a core competency relies on knowledge that is gained over many years of experience and a first-class research organization or simply key people who follow the literature and stay abreast of new external knowledge. Any information system that encourages the sharing of knowledge across business units enhances competency.

Explain how businesses benefit by using network economics.

In a network, the marginal costs of adding another participant are almost zero, whereas the marginal gain is much larger.  The larger the number of participants in a network, the greater the value to all participants because each user can interact with more people. 

The availability of Internet and networking technology has inspired strategies that take advantage of the abilities of the firm to create networks or network with each other.  In a network economy, information systems facilitate business models based on large networks of users or subscribers that take advantage of network economies.  Internet sites can be used by firms to build communities of users that can result in building customer loyalty, enjoyment, and unique ties to customers.  
Define and describe a virtual company and the benefits of pursuing a virtual company strategy.

A virtual company uses networks to link people, assets, and ideas, enabling it to ally with other companies to create and distribute products and services without being limited by traditional organizational boundaries or physical locations.  One company can use the capabilities of another company without being physically tied to that company.  The virtual company model is useful when a company finds it cheaper to acquire products, services, or capabilities from an external vendor or when it needs to move quickly to exploit new market opportunities and lacks the time and resources to respond on its own.

Explain how disruptive technologies create strategic opportunities.

New technologies create new opportunities. Disruptive technologies replace old technologies, rendering them inconsequential or obsolete. Businesses that create original disruptive technologies do not always benefit if they lack the resources to really exploit the technology or fail to see the opportunity. Second-movers reap the rewards because they didn’t have to bear the expense of creating the technology from scratch but are able to exploit what’s already been done for them.  It’s possible that no firm benefits from disruptive technology.  In these cases all the benefits go to consumers.  

4. How do competing on a global scale and promoting quality enhance competitive advantages?

Describe how globalization has increased opportunities for businesses.

Information systems and the Internet help companies operate internationally by facilitating coordination of geographically dispersed units of the company and communication with faraway customers and suppliers. Businesses today want to be competitive in the world economy because it opens up new markets, provides avenues to new suppliers, and decreases (in some cases) the costs of doing business.  Firms that can sell their products on a global scale can reach a much larger marketplace; firms that can produce goods and services on a global scale can also achieve extraordinary cost reductions, permitting them to reduce costs or at least keep the costs down.  Firms that cannot compete on this global scale are disadvantaged.
List and describe the four main ways of organizing a business internationally and the types of systems configuration for global business organizations.
There are four main ways of organizing a business internationally:
· Domestic exporter: heavy centralization of corporate activities in a home country. Production, sales, marketing, finance, and other such functions are set up to optimize resources in the home country. Foreign marketing is totally reliant on the domestic home base.
· Multinational: concentrates financial management and control in a central home base, but decentralizes production, sales, and marketing to suit local market conditions.
· Franchiser: create, design, and finance the product in the home country, but rely on foreign operations for further production, marketing, and human resources. Often, the product must be produced locally because it is perishable.
· Transnational: a stateless, truly globally managed firm. It has no single national headquarters, but instead has many regional headquarters and perhaps a world headquarters. Nearly all of the value-added activities are managed from a global perspective without reference to national borders.
According to Figure 3-5, there are four different system configurations:

· Centralized: systems development and operations that occur totally at the domestic home base.
· Duplicated: systems development occurs totally at the home base, but operations are handed over to autonomous units in foreign locations.
· Decentralized: each foreign unit designs its own, totally unique solutions and systems.
· Networked: systems development and operations occur in an integrated and coordinated fashion across all units.
Define quality and compare the producer and consumer definitions of quality.

Quality is a form of differentiation.  It can be defined from both producer and customer perspectives.  

· Producer definition of quality:  signifies conformance to specifications or the absence of variation from those specifications.  

· Customer definition of quality:  First, customers are concerned with the quality of the physical product which means its durability, safety, ease of use, and installation.  Second, customers are concerned with the quality of service, by which they mean the accuracy and truthfulness of advertising, responsiveness to warranties and ongoing product support.  Finally, customer concepts of quality include psychological aspects:  the company’s knowledge of its products, the courtesy and sensitivity of sales and support staff, and the reputation of the product.

Describe the various ways in which information systems can improve quality.
Information systems can enhance quality by:

· simplifying a product or service and the production process.  The fewer steps in a process, the less time and opportunity for an error to occur.

· facilitating benchmarking.  To set strict standards for products, services, and other activities, and then measure performance against those standards. 

· using customer demands to improve products and services.  By improving customer service and making it the number one priority, the quality of the product itself will improve.

· reducing product development cycle time.  Shorter cycle times mean that problems are caught earlier in the process, often before the production of a defective product is completed, saving some of the hidden costs of producing it.  Employees are less likely to make mistakes with shorter cycle times.

· improving design quality and precision.  Computer-aided design (CAD) software has been a major contributor to quality improvements in many companies.  CAD systems automate the creation and revision of designs, using computers and sophisticated graphics software.

· improving production precision and tightening production tolerances.  Quality can be enhanced by making the production process more precise, thereby decreasing the amount of variation from one part to another.   

5. What is the role of business process management (BPM) in enhancing competitiveness?  
Define BPM and explain how it helps firms become more competitive.
Business process management (BPM) aims to continuously improve business processes using a variety of tools and methodologies to understand existing processes, design new processes, and optimize those processes. BPM is never concluded because continuous improvement requires continual change. Organizations often have to change their business processes in order to execute their business strategies successfully.  If these business processes use technology, they can be redesigned to make the technology more effective.  
Distinguish between BPM and business process reengineering (BPR).
Business process management is generally incremental and ongoing. Business process reengineering is a more radical approach to rethinking and redesigning business processes. Both of them pose many managerial challenges. Business process reengineering (BRP) is defined as the radical redesign of business processes, combining steps to cut waste and eliminating repetitive, paper-intensive tasks to improve cost, quality, and service and to maximize the benefits of information technology.

BPR combines and streamlines the steps in a business process to eliminate repetitive and redundant work and to achieve dramatic improvements in quality, service, and speed.  BPR is most effective when it is used to strengthen a good business model and when it strengthens processes that have a major impact on firm performance.

Executives report that the largest single barrier to successful business process change is organizational culture. Employees do not like unfamiliar routines, and often try to resist change. This is especially true of business process reengineering projects because the organization changes are so far-reaching.   
List and describe the steps companies should take to make sure BPM is successful.
Steps companies can take to make sure BPM is successful include:

1. Identifying processes for change: Organizations need to understand what business processes need improvement. Managers need to determine what business processes are the most important and how improving these processes will help the business performance. 
2. Analyzing existing processes: Existing business processes should be modeled and documented, noting inputs, outputs, resources, and the sequence of activities. The process design team identifies redundant steps, paper-intensive tasks, bottlenecks, and other inefficiencies.

3. Designing the new process: The process design team will try to improve the process by designing a new one. A new streamlined “to-be” process will be documented and modeled for comparison with the old process. The new process design needs to be justified by showing how much it reduced time and cost or enhanced customer service and value. 

4. Implementing the new process: The new process must be translated into a new set of procedures and work rules. New information systems or enhancements to existing systems may have to be implemented to support the redesigned process. The new process and supporting systems are rolled out into the business organization. 

5. Continuously measuring: The new process must be continually measured because some process may deteriorate over time as employees fall back on old methods, or they may lose their effectiveness if the business experiences other changes. 

Discussion Questions

1. It has been said that there is no such thing as a sustainable competitive advantage.  Do you agree?  Why or why not?
Students will argue both sides, and there is no definite answer to the question. There is little that a company can do that cannot be duplicated over time. Citibank and its ATM machines and American Airlines and its reservation systems are good examples. Think about companies that had strategic advantages in the 1920s or 1940s that no longer exist. In contrast, some companies, such as Wal-Mart, maintain a strategic advantage for a long time. Wal-Mart maintains its lead by striving to advance even further.

Gary Hamel, whom some call the leading strategy expert in business today, says there is no such thing as sustainable strategic advantage. Hamel is founder and chairman of Strategos and a research fellow at Harvard Business School. He believes that, in the past, most companies were built to do one thing exceedingly well for an exceedingly long period of time. In today’s marketplace, companies built for scale, replication, diligence, and exactitude must learn to change, adapt, and experiment at the speed that you see in the new economy.

New economy companies must master some virtues of the old economy. These companies are learning that scale, operational excellence, and global infrastructure are important. They can constitute hard-to-duplicate competitive advantages that allow them to capture the rents on their innovation. Many have been trained to think that there is no such a thing as sustainable competitive advantage. They have been trained to think about innovation in products and technology, not innovation in business models. They assume that being radical is risky and being incremental is safe. We have to rewire people with new thinking skills.

2. What are some of the issues to consider in determining whether the Internet would provide your business with a competitive advantage?
One thing about the Internet is that all businesses are competing through the use of the same technology (they are all on equal footing).  They all have access to the same “potential” customer database.  The Internet allows everyone to have access to very low barriers to entry.  Designing and maintaining an Internet presence requires corporate resources and experienced employees.  Businesses must also consider if their line of products or services is suited to the Internet environment or are they better suited in an environment where customers are more concerned with receiving personalized customer service.  Customers are readily surfing the Internet in a search to locate firms offering the lowest possible price.  Many firms have experienced eroded profit margins to the point that they cannot compete.  Internet customers have extraordinary power in that they can quickly determine the prices from competitors with a simple click of a mouse.  Competitive rivalry is intense on the Internet.  Internet technology is open to anyone, making it easy for rivals to compete on price alone and new competitors can easily enter the market.
Video Case Questions

You will find a video case illustrating some of the concepts in this chapter on the Laudon Web site at www.pearsonhighered.com/laudon along with questions to help you analyze the case.
Teamwork: Identifying Opportunities for Strategic Information Systems

With your team of three or four students, select a company described in The Wall Street Journal, Fortune, Forbes, or another business publication.  Visit the company’s Web site to find additional information about that company and to see how the firm is using the Web.  On the basis of this information, analyze the business. Include a description of the organization’s features, such as important business processes, culture, structure, and environment, as well as its business strategy. Suggest strategic information systems appropriate for that particular business, including those based on Internet technology, if appropriate. If possible, use Google Sites to post links to Web pages, team communication announcements, and work assignments; to brainstorm; and to work collaboratively on project documents. Try to use Google Docs to develop a presentation of your findings for the class.
Because students will select different companies, group answers will vary. The groups can use the value chain to identify the primary and support activities that most directly create value for the company’s customers. The groups can then list and describe the information systems that would support or improve these activities, thus adding value to the chain. 

The groups can select one or more of the basic competitive strategies described in the text to deal with the competitive forces, adapting the strategy to their company.The groups should list and describe the information systems that will contribute to their company’s ability to effectively execute the specific strategies.

Business Problem-Solving Case: EBay Fine-Tunes Its Strategy
1. Apply the value chain and competitive forces model to eBay.
The value chain model highlights specific activities in a business where competitive strategies can best be applied and where information systems are most likely to have a strategic impact. A value chain’s primary activities include inbound logistics, operations, outbound logistics, sales and marketing, and service. The chain’s support activities consist of organization infrastructure, human resources, technology and procurement. In eBay’s case, it has very little in the way of inbound and outbound logistics since most products are shipped directly from seller to buyer. eBay’s information systems should be used to improve the relationship with customers and with suppliers who lie outside the firm’s value chain but belong to the firm’s extended value chain where they are absolutely critical to the company’s success.
The competitive forces weighing on eBay include:

· Traditional competitors: including offline and online retailers like Amazon.com, Best Buy, J.C. Penney, and Walmart

· New market entrants: new online retailers—both large and small, Amazon who opened a competing online auction house, and other retailers who provide fixed-cost goods and services
· Substitute products and services: any online retail shop that provides fixed-cost goods is a threat to eBay since research indicates consumers have a strong preference for fixed-price bulk retailers.
· Customers: for many buyers, the novelty of online auctions has worn off and these buyers have returned to the easier and simpler method of buying fixed-price goods.

· Suppliers: many sellers have chosen to move their business elsewhere rather than endure the increased prices eBay charges them while suffering a decline in total sales.

2. What is eBay’s business model and business strategy? How successful has it been? 
eBay’s strategy originally focused on supplying market niches by giving sellers of one-of-a-kind, or small supplies of some products, a place to advertise and sell their products. Customers turned to eBay to find hard-to-get products and services. As both buyers and sellers find other avenues in which to perform these transactions, overall transactions at eBay’s Web site have diminished. eBay’s leadership has been trying to meet the shift in demand by consumers from auctions to fixed-price goods and use a low-cost leadership and product differentiation strategy. The company’s CEO John Donahoe wants to focus eBay’s business on the “secondary market.” Although the move has appealed to investors, it has angered many of the smaller sellers of unique goods. Some longtime sellers have chosen to move their business elsewhere. 
3. What are the problems that eBay is currently facing? How is eBay trying to solve these problems?
Along with the business strategy shift addressed in question #2 above, eBay significantly adjusted its fee structure as part of its revival plan. Bulk sellers loved the idea but for smaller sellers of unique, expensive items, increasing the percentages of collection fees meant that they would make significantly less per sale. 
eBay also adjusted its search ordering system so that highly rated merchants appear first and receive more exposure. At first glance, this adjustment doesn’t benefit any particular group of sellers more than the rest. But eBay also rolled out a rating system that made acquiring a high rating a much more time-consuming undertaking favoring larger sellers with the time and energy to build a favorable rating. Smaller sellers were incensed, claiming that the company was unnecessarily mistreating the group that spurred them to market dominance. 

eBay has always been active in developing and acquiring new products and services that encompass all the activities people perform on the Internet. Earlier this decade, the company fashioned a diversified portfolio of companies with a hand in each of the Internet’s big cash posts: shopping, communicating, search, and entertainment. PayPal has turned out to be a great acquisition with management using PayPal, a high-growth area, to help refocus the business and jump start stagnant growth. 

On the other hand, the acquisition of Skype Technologies, which provides free or low-cost voice calls over the Internet, has proven to be a poor decision. eBay sold the company for a fraction of what it paid for it. Some analysts report that while many of eBay’s individual acquisitions appear to have been successful, they haven’t created the synergy that was intended, and diversification has detracted from eBay’s core business, auctions.   
4. Are these good solutions? Why or why not? Are there any other solutions that eBay should consider?
Student answers will vary based on their experiences with eBay and exposure to online retailing and auction houses in particular. 
5. What people, organizational, and technology factors play a role in eBay’s response to its problems?
People: Consumers have indicated a strong preference for fixed-price bulk retailers. For many buyers, the novelty of online auctions has worn off and these buyers have returned to the easier and simpler method of buying fixed-price goods. Bulk sellers have benefitted from many of eBay’s pricing changes while smaller sellers have suffered a decline in profits. Mom and pop dealers have objected vociferously to most of eBay’s recent changes. Sellers have voiced their discontent via online forums and shareholder meetings.
Organization: eBay’s leadership has begun taking the necessary steps to meet the shift in demand by consumers from auctions to fixed-price goods. eBay has not reversed its stance on changes to the pricing structure for bulk sellers versus smaller sellers. In fact, the CEO, John Donahoe regularly appears on lists of “disliked CEOs.”
Technology: Search engines and comparison-shopping sites have taken away some of eBay’s auction business by making items easier to find on other Web sites. eBay adjusted its search ordering system so that highly rated merchants appear first and receive more exposure. eBay’s new search system uses a complicated formula that takes into account an item’s price and how well that item’s seller ranks in customer satisfaction. eBay also rolled out a rating system that makes acquiring a high rating a much more time-consuming undertaking, favoring larger sellers with the time and energy to build a favorable rating. 
6. Will eBay be successful in the long run? Why or why not?
Student answers will vary. Reports from 2009 appear promising. Despite the unfavorable economic climate, eBay’s stock has rallied from lows early in the year, gaining 71%. However, eBay’s site traffic is continuing to slowly erode as consumers gravitate towards Amazon and other similar sites. eBay still has a way to go to recoup its dot-com boom glory days. 
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