Chapter 22 Information Systems Strategies
	LEARNING OBJECTIVES

1.
Determine the information needs of managers of different functional areas in an organization.
2.
Apply the concepts of value chain in analyzing value-added activities.

3.
Formulate appropriate information system strategies to support implementation of business and function activity.

4.
Apply the concepts of Porter’s five competitive forces can help an organization to develop an information strategy.
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1.
How Information Systems Assist the Strategy Formation and Implementation Process
1.1
How information systems assist the strategy formation process
1.1.1
Strategic planning is an organization’s process of defining and formulating its strategy; and making decisions on and implementing the strategy through allocating its resources to pursue this strategy.
1.1.2
This strategy formulation process determines:

(a)
where you are now;

(b)
where you want to go; and

(c)
how to get there.

1.1.3
Various business analysis techniques can be used in strategic formulation, including Porter’s value chain model, SWOT analysis, and Porter’s five forces model.
1.1.4
An appropriate information system should be able to support the strategy formation process in the following aspects:

(a)
Performing situation analysis and competitor analysis, both internal and external.

(b)
This involves the setting of overall corporate objectives, strategic business unit objectives, and tactical objectives; based on the above assessment.

(c)
These objectives should, in the light of the situational analysis, suggest a strategic plan. The plan provides the details of how to achieve these objectives.

1.2
How information systems assist the strategy implementation process

1.2.1
Strategy implementation involves the following steps:
(a)
Acquiring and allocating sufficient resources;

(b)
Establishing a chain of command and assigning responsibility of specific tasks or processes to specific individuals or groups;

(c)
Managing the process, monitoring the results, comparing to the best practices, evaluating the efficacy and efficiency of the process, and making adjustments to the process as necessary where there are variances.

2.
Determination of Information Needs
2.1
Identifying information needs
2.1.1
To determine the information needs of a company, there are several factors to be considered:
(a)
how a company use information;
(b)
decisions to be made by managers of operational, tactical and managerial levels;

(c)
which is the critical activities or the value-added activities for providing products or services to users or customers; and

(d)
scope of responsibilities of managers of different functional areas.

2.1.2
Organizations require information for various reasons including for external reporting and for internal controls and operations. To satisfy these information needs, the organization will require obtaining information from a variety of sources.
2.1.3
Examples of data to be collected for identifying information needs of an organization are as follows:

(a)
Corporate strategy provides the overall direction of an organization and, from it, the critical successful factors and performance indicators can be derived.

(b)
Customers’ satisfaction and their preferences, behaviour, portfolio, etc. provides hints on how to improve our products or services.
(c)
Product and services quality, brand name, sales and profitability, customer feedbacks, etc. provides data for developing an organization’s product portfolio and competitive edge.

(d)
The analysis of value-added activities of an organization can help the company to identify the critical activities that can add-value to owners of the organization.
2.2
Value of information to an organization

2.2.1
Information is data that has been processed into a meaningful format for use by decision makers. Information should have a value to the user over and above the cost of obtaining that information.

2.2.2
Information is a key resource to an organization and can serve organization’s information needs in the following aspects:

(a)
Planning and corporate strategy development for management.
(b)
Control and monitoring performance to ensure that work has been carried out as planned.
(c)
Decision making for managers of different levels.

(d)
Recording and processing transactions that can affect significantly the working relationships within an organization.

(e)
Communication of information within an organization and with external parties.

(a)
Planning and corporate strategy development
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2.2.3
The planning process incorporates several stages, all of which require information. The stages of developing corporate strategy and plans are as follows:
(a)
Establish mission based on the culture and developments in an organization’s environment.

(b)
Perform background situation analysis based on results of past activities that contributes to evaluate different alternatives.
(c)
Set measureable objectives by converting the results of background situation analysis into company’s financial standards and requirements.

(d)
Develop strategies define the long-term ways of achieving the objectives. Information required for developing strategy covers a wide range of subjects, but not in details.
(e)
Develop tactics based on the directions provided by corporate strategy. Tactics are shorter-term ways to achieve success with the strategies. Information required for developing tactics is more detailed and specific than strategic information.

(f)
Develop operational plans for managers of different functional areas. Operational plans are detailed and specific and show the ways that the tactics will be carried out. They define who is responsible for implementing the plan, and when each operation will be completed.

For example, production managers require information such as expected sales, cost of prime costs and overheads, lead time of raw materials for preparing production budgets and production schedules.

(b)
Control and monitoring

2.2.4
Information will be needed to ensure that each aspect of the plan has been successfully carried out, and so it is important to gather this information. => E.g. Variance analysis
2.2.5
Information system to monitor success is an integral part of the plan and is carried out continuously and with satisfactory progress.
2.2.6
As a result, the managers responsible for control can take action immediately when it is required.

2.2.7
For example, technique of responsibility accounting system can be used by operation manager to measure performance by tracing unfavourable performance to the department or individual that causes the inefficiencies.

(c)
Decision-making at different levels

2.2.8
A manager will need information to help decide what course of action is most likely to bring a situation under control. For information to have value, it should lead to a decision to take action that results in:
(a)
Reducing unnecessary costs and eliminating losses – An investigation into the causes of adverse cost variances may uncover inefficiencies and wastage, which can be eliminated in the future.
(b)
Adopting better marketing strategies – Market research, for example, studies enable managers to make decisions on the qualities of products which consumers value the most.
(c)
Better analysis of cost drivers – The use of activity based costing can provide detailed information about the causes of costs and the factors which drive costs. Such information enables more realistic budgets to be set, which in turn should result in scarce resources being applied in the most profitable manner.
(d)
Optimising techniques information from operational research techniques such as linear programming, or critical path analysis, is useful for making decisions on how scarce resources to be applied more profitably.
(d)
Recording and processing of information

2.2.9
Managers obtain information from an information system to help them manage the business processes. Therefore, an information system must be able to capture and record business activity data, to process data, to store and maintain data, and to report information to management.
2.2.10
For example, a data warehouse obtains information from various processing systems and external sources and place data into the warehouse, and then the data that extracted from the data warehouse can be analysed using reporting and query tools to produce specific management reports.
(e)
Communication among people

2.2.11
The introduction of intranet system has enabled organization to contribute to communicate vast amounts of information to its workforce and among people.

2.2.12
Electronic communication systems have permitted many organizations:

(a)
To develop a management structure that provides a wider span of control.
(b)
The employees can communicate not only at office, but also at home.
(c)
It can make the business processes more efficient.

2.3
Information needs and decisions at different organization level
(a)
Information needs of managers at different levels
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2.3.1
A manager will need information to help decide what course of action is most likely to bring a situation under control. Information needs will vary according to the nature of decisions to be made. The decision making process can be broken down into four stages:

(a)
The trigger stage – which is an event or a piece of information that precipitates the need for a decision. The earlier the identification of the need for a decision driven by new information, the more timely the decision.

(b)
Information gathering stage – collecting information for decision making. The more timely the collection of information, the more timely the decision.

(c)
Design stage – the decision maker will consider a range of different courses of action and predict their likely results.

(d)
Evaluation stage – the manager will choose from among the possible courses of action.
(b)
Managerial decisions at different levels
(i)
Strategic level
2.3.2
Manager of strategic level is responsible for monitoring and controlling organization as a whole, making decisions on areas such as opening of new shops and factories or investment in new product lines. Managers’ concerns are the long-term objectives and position of the company.

2.3.3
Strategic management will be involved in making decisions about:

(a)
The formulation of the new objectives and the refinement of the existing objectives.

(b)
The method in which these new objectives will be achieved; for example, expansion by acquisition of companies which are already established in the industry, or by starting new businesses itself => organic growth.
(c)
The resources used to attain the objectives.

(d)
The policies governing – acquisition, use and disposition of these resources.

(ii)
Tactical level
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2.3.4
Manager at tactical level is responsible for implementing the decisions of strategic managers and ensuring that the different divisions or departments within the organization are operating correctly.
2.3.5
Decisions at this level are usually based on financial analysis, money being the common unit of measurement of resources.
2.3.6
The control systems are performance reports relating to profit, cost or revenue centres.

2.3.7
Decisions taken by tactical managers include:

(a)
Pricing decisions and other elements of the marketing mix, such as advertising, promotion and distribution decisions.

(b)
Stock levels and other aspects of working capital management.

(c)
Fixed asset replacement decisions.

(iii)
Operational level

2.3.8
Manager at operational level is responsible for controlling the day-to-day operations of the organization, and day-to-day decision making concerning the detailed transactions and processes within the organization.
2.3.9
Where processes are carried out by people, the human factor in operational control will always be important, as people need to be motivated to perform routine tasks to a consistently high standard.
2.4
Information needs of managers of different functions
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2.4.1
To ensure that managers can fulfill their responsibilities properly, managers of different functional areas must have sufficient relevant information for this purpose. Information needs of managers of different functions are as follows:

	Functions
	Explanation

	1.
Production
	· Production managers require information for production budgets preparation, production scheduling, product development, and controlling the flow of products or services to ensure that resources are properly controlled and allocated during the production process.

	2.
Sales and marketing
	· Sales and marketing managers require information for identifying customer preferences and potential customers.
· The system provide information in sales management, market research, pricing, promotion, and new product introduction.

	3.
Finance and accounting
	· The system performs the basic functions of recording accounting data and generating financial statements or ad hoc reports after processing the data.

· The system provides detailed and specific financial information to the different levels of managers involved in managing the financial aspects of the business.

	4.
Human resources
	· The system maintains employee records, and track employee skills, job performance, training, compensation, etc.

· It also provides useful information on human assets for long-term manpower planning at the strategic level.


2.5
Importance to integrate the information system with business expansion
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2.5.1
The reasons for integrating the IS with business expansion are as follows:
(a)
Information needs will keep on changing to cope with the dynamic business environment.

(b)
The IS supplies information to the business for future business plans.

(c)
The IS provides information for a company to enhance competitive advantages.

(d)
The IS enhances goal congruence among different units.

(e)
The IS is a significant investment and it will be used over a long period of time.

3.
Porter’s Value Chain Model
3.1
Nature
3.1.1
A value chain is defined as a set of business activities that add value to an organization’s products or services. It is one of the tools that can assist identifying the information needs of different activities and functions of a company

3.2
Value activities




(a)
Primary activities



(Dec 10)
3.2.1
These activities consist of the events that create customer value and provide organization distinctiveness in the market place. They are viewed as the critical activities in running a business.
	Activities
	Explanation

	1.
Inbound logistics
	· Involve activities associated with receiving, storing, and disseminating inputs to create products and services.

	2.
Operations
	· Refer to activities associated with transferring inputs into the final products or services.

	3.
Outbound logistics
	· Are those activities associated with storing and distributing the finished products or services.

	4.
Marketing and sales
	· Refer to activities associated with providing ways that customers can purchase products and the means for introducing them to purchase the products.


(b)
Support activities
3.2.2
The supporting activities facilitate accomplishing the primary activities.
	Activities
	Explanation

	1.
Procurement
	· Is the function of purchasing inputs to the firm’s value chain.

	2.
Technology
	· Refers to procedures or technology embedded in processes for improving the product, service and process.

	3.
Human resource
	· Involves activities of recruiting, developing and compensating staff.

	4.
Firm infrastructure
	· Refers to those activities that support the entire value chain; for example, general management, finance, accounting, etc.


(c)
Margin
3.2.3
Margin is the difference between total value and the cost of performing the value activities.

	Question 1

ABC & Co carries out manufacturing and trading business in paper and metal products in Hong Kong and Mainland China. The company is undergoing a fast expansion plan. The number of salespersons will increase from 20 to 100 in three years time. The information system of an organization affects the organization’s competitive advantage in the market and determines organizational performance and success.

Required:

(a)
Information is a key resource for an organization and can serve an organization’s information needs in developing corporate strategy. What are the six stages of development of corporate strategy?
(6 marks)

(b)
Information can serve the information needs of managers of different levels in their decision making. What are the four stages of the decision making process?
(4 marks)

(c)
What are the information needs of managers for the following functions?

(i)
Accounting

(ii)
Production



(6 marks)

(d)
Porter’s value chain model is one of the tools that can assist identifying the information needs of different activities and functions of a company. An organization’s value chain consists of primary activities and four supporting activities. The primary activities include inbound logistics and outbound logistics. What are inbound logistics and outbound logistics?
(4 marks)
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3.3
Use of value chain model
3.3.1
This model forms the framework for analyzing and identifying activities flows and related information needs within an organization. Such analysis assists the development of effective information systems strategies in the following aspects:

(a)
Provide a framework for considering a company’s key processes by distinguishing between primary activities and supporting activities.

(b)
Force the company to understand both the internal operations as well as the external forces of the company, such as the activities of customers and suppliers that affect its ability to create value.
(c)
Useful in identifying the individual activities that are necessary to enforce the company’s business strategies and finally the company’s competitiveness.

(d)
Help to identify where competitive strategies, such as cost leadership, differentiation and focus, can be best applied.
4.
Information Systems and The Value Chain Model

4.1
Information and supply chain management (SCM)

4.1.1
Inefficiencies, such as materials shortage, excessive goods inventory or high transportation in the supply chain are caused by inaccurate or untimely information. It leads to high operating costs of an organization.
4.1.2
The use of SCM systems can minimize the cost of keeping safety stock and help better purchasing and scheduling decisions. Information from SCM helps firms to:

(a)
generate demand forecasts for products and decide how much product is needed to satisfy all of its customer’s demand.

(b)
develop optimal sourcing and manufacturing plans to determine how much product to manufacture in a given time period, establish inventory level, determine where to store finished goods and identify the transportation mode to use for deliver.

(c)
manage the flow of products through distribution centres and warehouses to ensure that products are delivered to the right locations in the most efficient manner.
4.2
Information and customer relationship management (CRM)
4.2.1
A small firm can easily know its customers on a personal, face-to-face basis but it is not possible for large business firms that operate a regional or global basis.
4.2.2
CRM can capture and integrate customer data from all over the organization, consolidate the data, analyse the data and distribute the results to various systems and customer touch points across the enterprise.

4.2.3
A touch point refers to a method of interaction with the customer, such as telephone, email, customer service desk, conventional mail, website, wireless device or retail store. It is also known as a contact point.

4.2.4
A well-design CRM system provides an organization view of customers that is useful for improving both sales and customer service. A comprehensive CRM contains modules for the following:
(Dec 13)
(a)
Partner relationship management – enhances collaboration between a company and its selling partners by providing distribution schedules and relevant information.

(b)
Employee relationship information – deals with employee issues such as setting objectives, employee performance management, performance-based compensation and employee training.

(c)
Sales force automation – helps sales staff to focus their efforts on the most profitable customers. The information generated includes sales prospect and contact information, product information, product configuration capabilities and sales quote generation capabilities.
(d)
Customer service – provides information to increase the efficiency of call centres, help desks and customer support staff.
(e)
Marketing – supports direct marketing campaigns by providing capabilities for capturing prospect and customer data, and for scheduling and tracking direct marketing mailings or email.

5.
SWOT Analysis
5.1
Nature
5.1.1
SWOT analysis is used to list and consolidate information regarding a firm’s internal strengths and weaknesses and external opportunities and threats.
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	Strengths
	Weaknesses

	· Specialist marketing expertise

· Exclusive access to natural resources

· Patents

· New, innovative product or service

· Location of your business

· Cost advantage through proprietary know-how

· Quality processes and procedures

· Strong brand or reputation
	· Undifferentiated products and service (in relation to competitors)
· Competitors have superior access to distribution channels

· Poor quality of goods or services

· Damaged reputation

	Opportunities
	Threats

	· Developing market (China, Internet)

· Mergers, joint ventures or strategic alliances

· Moving into new attractive market segments

· A new international market

· Loosening of regulations

· Removal of international trade barriers
	· A new competitor in your own home market

· Price war

· Competitor has a new, innovative substitute product or service

· New regulations

· Increased trade barriers

· A potential new taxation on your product or service


5.2
Role of SWOT analysis in aligning information system strategy and business strategy
5.2.1
Formulating business strategic is partly a process of identifying strategic actions that will balance the strengths and weaknesses with the company’s external opportunities and threats.
(a)
SWOT analysis is an essential tool in any strategic planning approach for highlighting the current position of a company in its business environment.
Since the changes in information technology must be able to support changes in business strategies, then information systems strategies must align with corporate strategy. In this sense, information of the current position of the company is essential inputs for building up the direction of developing an information system.
(b)
When both opportunities and strengths are present, the company is in a position to attack its competitors through the use of information systems so as to acquire success.
On the other hand, when threats are faced and where there are weak capabilities, the company must take steps to protect itself from competitors’ attacks by means of strengthen its information system.

(c)
A SWOT analysis identifies the current position in terms of strengths, weaknesses, opportunities and threats; as well as an attempt to judge the options available.
SWOT analysis technique can be used to weigh up the risks and benefits involved in developing information systems strategies.

6.
Porter’s Five Forces Model
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6.1
Nature
6.1.1
Michael Porter considers that a company’s competitive strategy depends on the intensity of the competition in its industry. Competitive intensity reflects the following five competitive forces.
	Forces
	Explanation

	1.
Threat of new entry
	· If a business or industry is attractive, other companies will try to enter the market.
· However, the threat of entry is relatively low for those industry that requires heavy capital investment.

	2.
Bargaining power of suppliers
	· The suppliers can exert their bargaining power on a company by pushing up their prices or selling their products to another company of the same or similar industry.

· Suppliers tend to have greater bargaining power when they are dominated by a few firms.

	3.
Threat of substitutes
	· Intensity of competition also depends on substitute products. The more substitute products, in effect, the more competitive the industry.

	4.
Bargaining power of buyers / customers
	· Buyers can exert power over a business by purchasing the product or service from another provider.
· Buyer’s bargaining power tends to be enhanced when the product purchased is undifferentiated and when the switching costs to another supplier is low.

	5.
Rivalry among existing competitors
	· Rivalry from competitors usually comes from businesses manufacturing and/or supplying similar products or services to the same market.
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6.2
Five forces model and the formulation of information system strategy

6.2.1
The five forces model can help identify areas of a business where information systems can supply a strategic advantage. The company should consider the intensity of the five competitive forces to ensure how an appropriate information system strategy can be formulated.
	Forces
	Explanation

	1.
Threat of new entry
	· In response to the threat of new entry, information systems can provide two strategic roles:

· Information systems, such as computer-controlled production methods which require high capital investment, can be used to create barriers that new entrants must overcome if they wish to enter the market.

· Information systems can be used to break down the barriers or lower the cost of entering a market. For example, companies can sell their products to customers in locations where there is no branch.

	2.
Bargaining power of suppliers
	· The bargaining power of suppliers can be weakened by using appropriate information system strategies, examples are:
· ISs can be used to more easily scan the prices offered by different suppliers and then make comparisons of product specifications from a number of suppliers.

· The implementation of electronic data interchange (EDI) systems is beneficial to a company because such systems provide more accurate information.

	3.
Threat of substitutes
	· Examples of how companies deal with pressures from substitutes with the support of an appropriate IS:
· A system for e-commerce is developed for the convenience of customers to order goods.

· Computer-aid design (CAD) and computer-aid manufacturing (CAM) can be used to differentiate products from that of competitors and/or develop tailor-made products for individual customers.

	4.
Bargaining power of buyers / customers
	· Buyer’s bargaining power can be properly dealt with by applying appropriate ISs strategies and techniques; examples are:
· Once a customer gets used to the company’s e-commerce system, gaining advantage from it, there will be switching costs (i.e., a learning disincentive) to switch to another system.

· Customer relationship management (CRM) systems have been developed for companies to maintain relationship with customers. CRM systems provide analysis to maintain databases of customer details and activities, allowing better service to be provided to customers.

	5.
Rivalry among existing competitors
	· The use of ISs to support collaboration with alliances so as to lower costs in order to carry out a price cut strategy.
· The use JIT systems to enhance efficiencies by reducing the number of staff required to deliver the same service or by speeding up the service delivery. As a result, the company can provide better service or carry out a price cut strategy.


	Question 2

Nowadays, there is keen competition in most of the industries as people can obtain information easier than before. Information systems have become an important element of a company’s strategy that gain competitive advantage in the industry. Porter’s model of five competitive forces can help identify areas of a business where information systems can supply a strategic advantage.

Required:

(a)
What are the five competitive forces? Elaborate.
(10 marks)

(b)
Provide examples of how to develop an appropriate information systems strategy under Porter’s give competitive forces model?
(10 marks)
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