Lecture 7: Information Systems and Competitive Strategy 
Learning Objectives:
1. Explain what is meant by competitive strategy in organisations.

2. Identify the strategic role of information systems and services in organisations

3. Discuss how strategic information systems can be discovered and their competitive advantage sustained.

4. Apply suitable business models to identify strategic opportunities for information systems.
Introduction
We have identified that every information system and service in an organisation needs to be contributing to the strategy of the organisation.
Every information system must be strategic in that they make a difference. Unnecessary IS should be disposed of. 

But as we plan our information systems and service needs for the future, some information systems may have a special role. They are  Strategic in that they contributed to the organisation’s competitive advantage.

Organisational / Competitive Advantage and Information Systems

The key goal of strategy is Creating Organisational Advantage.

Key aspects of organisational advantage:

Operational effectiveness.
Performing similar activities better than rivals.

Strategic positioning:

Performing different activities from rivals



 

 Performing similar activities differently.

These differences must be sustained.

Red Queen Evolution: Running to keep still

But: competition on operational effectiveness simply shifts the productivity barrier forward. 

If this is all that happens, gains are obtained by customers and suppliers not by profitability of the firm.

Organisations exposed to competition learn as a result.

As one organisation becomes stronger, rivals learn from it and catch up.

The process starts over again

This is ‘Red Queen’ evolution


Example:

Electrification and the altering of business processes to take this into account:

Did not increase profitability

Benefit all went to customers in price reduction.

Only business which did profit were the electricity companies and manufacturers of electrical equipment (Gary Hamel, In Business Radio 4)

Information Systems Example:

FedEx and UPS chasing each other in providing Internet tracking 

Successful use of IT can improve a company's competitive position.

BUT this may be short-lived because information systems are easily duplicated. 

However, it can be argued that it is not effortless to duplicate IT strategy: IT infrastructure takes 5-7 years to emulate. Also note that competitive advantage from IT is dependent on how the IT is managed more than what the technology is.

Porter and Millar (1985) originally argued that information (and IT) gave competitive advantage.
The Goal : Sustainable competitive advantage

Unique competitive position

Activities tailored to strategy

Clear trade-offs and choices

Sustainability from whole activity system

Operational effectiveness

Innovation

 

Focussing on core business and core competencies

Which of our products or services are the most distinctive?

Which of our products or services are most profitable?

Which of our customers are most satisfied?

Which customers or channels are most profitable?

Which of our activities on the value chain are most effective?

Strategic Information Systems as a Response to Competitive Forces

SIS are IS that impact the way the company competes and positively affect the company’s position in new or existing markets 

SIS can: 

Provide links with customers and suppliers; 

Improve information integration within the value chain; 

Enable the provision of new products or services; 

Provide information to give a strategic advantage in decision-making 

  

SIS often emerge from ad-hoc business situations: 

Identification of problem requiring element of IS support 

Customer requirements ‘push’ 

Classic examples of SIS 

SABRE internal ad-hoc inventory management http://www.saffo.com/disinteremediation.html
ASAP localised response to customer need 

Economost order entry system 

Minitel access to large databases. 

SMARTS

SABRE is a classic transaction oriented SIS.

More current SISs are likely to be knowledge oriented.

American Airline's SMARTS  Sales Management and Report Tracking in one such knowledge oriented SIS.

Once AA was permitted by the Department of Transport in the US to get reservation data from other airlines it could look at the booking behaviour of 33,000 travel agents.

Here information is managed to gain competitive advantage.

Using reservation data and historical data, agency specific information on revenue, booking and performance could be monitored.

This enables incentive scheme for individual agents to be developed, rather than general incentive schemes. 

Why is this important?


Used to persuade travel agents to change behaviour


Knowledge and expertise can be used in sale interactions.


Enhances AA's image as leader in the use of IT


Sales staff become analysers rather than just relationship builders.


Individual agency problems can be identified.


Expertise exploited to monitor and influence downstream channel member's behaviour.

Porter’s Model of Competitive Forces is useful in the context of strategic information systems

Five Forces Model

 
 

Consider each of the five forces: How could e-commerce systems affect each force?

 

 Airline Industry: Effects of IS/IT on five forces.

Barriers to Entry


IT entry cost for reservation systems (£20m)


Tying in distribution channels


Sharing capacity and ticketing costs in alliances and integrated systems.

Customer buying power


Linking purchasing and remittance systems to reduce overheads to customers.


Discount / volume packages

Rival Competition


Lower cost optimal yield per aircraft


Service differentiation


Business travel - niche service


Lost cost through online direct booking

Supplier power


Agent aware of seat availability on competing airlines.


Airline promotes unsold capacity via chosen agents with variable pricing.

New Products 


Integrated travel packages

See Ward and Peppard p 87 - 111.

What are the characteristics of an SIS that make it strategic? 

Unique 

First of its kind 

Hard to imitate 

Raises entry barriers. 

Creates new dependencies 

(i.e. provides solutions to the five forces) 

How do we find SIS? 

SIS are difficult to plan for. 

They arise out of ad-hoc solutions to immediate problems. 

Found by luck, serendipity, ‘bricolage’. 

Finding SIS requires: 

Understanding the technology and looking for opportunities 

Listening to those on the coalface 

Promoting organisational learning 

Allowing end user computing and prototyping (even hacking!) 

Using local knowledge 

Giving people the freedom to try out new ideas 

Avoiding the IS department!

Using small, interdisciplinary groups

Job rotation

New approaches to investment appraisal.
Problem: Advantage of SIS is difficult to sustain. 

How can IS remain strategic? IS by themselves is unlikely to lead to competitive advantage.  IT purchased so easily on the open market may not produce sustainable competitive advantage.

Many companies have IS that creates competitive advantage. Griffith and Finlay (2004) found that, in their sample, 25% had one IS giving competitive advantage, and 30% were using IS to neutralise competitor’s advantage. But this advantage only lasted between 6 and 18 months.

Firms may gain competitive advantage by following the IT leader rather than being the IT leader.

However, the development of SIS may give a company first mover advantage which, even if it only lasts for 6 months is enough to gain more market share which can then be built on by other means.

 

How does an SIS remain strategic?   

Use of patentable technology 

Links with organisational culture 

Links with core competencies (i.e. using IT to build on existing strengths or develop new strengths).

Links to internal organisational structure and politics. 

  

We have seen that Strategic Information Systems are systems that give competitive advantage. 

But this competitive advantage is not sustainable on the basis of IT alone - competitors will imitiate IT innovations and eliminate any sustained performance advantage. 

Above normal returns on IT eventually vanish. 

Some recent studies suggest : 

Little connection between IT and competitive performance. 

21 out of 30 firms with successful IT still had declined competitively within 5 years. 

Little impact of IT on entry barriers. - questions value of five forces analysis. 

Competitive advantage arises from complex, causally ambiguous, intangible resources. 

Technology is not enough
But IT management skills may contribute to sustained competitive advantage: 

Understanding and appreciating business needs; 

Working with functional managers; 

Anticipating future needs. 

Internal Architecture
Organisational culture.

People and skills

Organisational structure
Concepts
Strategic Information Systems, Red Queen Evolution, Competitive Strategy, Five Forces, Sustainable Competitive Advantage.
Questions
Explain what is meant by Red Queen Evolution. 
Why is it difficult to sustain competitive advantage using IT?
For an organisation known to you, identify some opportunities for strategic information systems. 
Activities
The following outlines the history of the ASAP system:
The American Hospital Supply Corporation, now Baxter Healthcare Corporation, developed and used the Analytic Systems Automatic Purchasing (ASAP) technology. A summary of the case follows. 

· AHSC is a distributor of hospital supplies. 

· AHSC develops ASAP systems through 1984. 

· ASAP 1, (1967), moves order entry from AHSC to the hospitals (customers). uses telephone for I/O and punchcards for AHSC mainframe. It is a Transaction Processing System. The TPS handles batch orders. 

· ASAP 2, (1970), uses teletype I/O device and prints receipts. 

· ASAP 3, (1981), allows customers to use local stock numbers, and customized formats. 

· ASAP 4, (1983), uses hospital computer to AHSC computer links. The customer system recommends orders. Approved orders sent to AHSC mainframe. Online editing of orders. 30 Million USD spent on development so far. 

· July 1985 Baxter Healthcare Corp. acquires AHSC. Baxter is a hospital supply manufacturer. (vertical integration) 

· ASAP 5, (1985), IBM PC and modem used as customer I/O device. Customers build and edit orders locally, and send, to save communication costs. Tutorial software. VIP link for AHSC and its suppliers. 

· ASAP 8, (1986), use electronic invoicing and receipt, and electronic fund transfers. Now there are 50 competitors of material management systems. 

· ASAP Express, (1988), newly integrated all vendor system. Baxter and General Electric Information Service Company (GEISC) enter into an alliance. Baxter customers send orders to ASAP, but all other material suppliers orders are handled by this system and sent to a GEISC clearinghouse. GEISC has a worldwide telecommunications network. 

· ASAP Express Power Base and Valuelink, (1990), This system uses just-in-time delivery to bring products to the hospital department. Lowers hospital inventories. This program takes over material management from the hospitals (skips over purchasing agents). 

(Judith Molka-Danielsen , 1997)

Using this history, suggest where bricolage occurs and how  ASAP sustains its competitive advantage. 

Case Study: Royal Eastern Bank

The Royal Eastern Bank is the European banking arm of an international finance company whose head office is in Brunei and whose main field of operation is in the Far east. The head office of the Royal Eastern Bank is based in London. It has offices in all the major European finance centres, particularly Frankfurt. In the UK it also has smaller bank offices in Birmingham, Bradford, Bristol and ten other locations.

The bank markets its services to large corporate clients and affluent individuals who originate from the Middle and Far East, or whose major assets are held there. However, the bank is increasingly involved in smaller banking services, particularly for foreign nationals working within the UK.

The Royal Eastern Bank's services have, until recently, been product-based, focusing on high yield deposit accounts, electronic transfer of funds and currency transactions. Strategy has majored on expanding the products portfolio into insurance and investments products, and handling stock exchange transactions. This has been linked to cost cutting and a drive for efficiency. A move to larger scale operations led to the closing of some small branches within the City of London and some provincial branches. Currency operations have been centralised and volume growth has been emphasised. However, there is now an increasing emphasis at board and management levels on the quality of services.

Some 4500 staff work for the Royal Eastern Bank, of which 1400 are based in the UK. Assets stand at around $5 billion. In the last four years business has expanded at around 15% per annum as a result of increased Far Eastern activity in Europe. The bank has been able to rely on the loyalty of its large customers and its Far and Middle Eastern reputation and culture (for example, it will deliver bank statements in Arabic on request).

Despite such growth, however, the bank faces increasing change and competition. Several competing banks have merged to create conglomerates considerably larger than the Royal Eastern. New banks from Korea, Taiwan and China are entering the European arena. There is an increasing demand from customers for advanced electronic banking systems, including mobile banking, for which the bank is not technologically prepared. The bank's customers are becoming increasingly sophisticated in their requirements, including the channelling of savings through insurance products and investment funds. The Royal Eastern is beginning to see a movement of funds towards insurance companies and investment houses.

While the bank has a good personal service record, its technology is seen to be lagging behind. There is an increasing emphasis on a client-focused approach and the role of the account manager has taken on greater importance. The account manager acts as the client interface and also seeks to sell further financial products according to the client's needs. A marketing department is also being developed in order to support account managers, to identify new market opportunities, and to develop new niche markets. All in all, the cosy personal approach which Royal Eastern has prided itself in is being threatened by new technology, a greater variety of available products, greater demands from clients and the need for increasingly stringent cost-cutting.

The bank runs its operations using two ICL (Fujitsu) mainframes running databases and transactions systems purchased from Computer Associates. The Data Processing Department contains some 70 staff in three departments: Application Development, Operations and User Support. A majority of applications have been developed in-house, although there is some move towards using more off-the-shelf products. Applications have traditionally been product-based. This application structure is causing increasing problems as it is seen as a barrier to developing more customer-focused services.

Increasingly, corporate clients have on-line terminal links to bank systems and there is a program of corporate connection underway. However, the advent of more advanced electronic banking may require the use of personal computers with overnight transfer of data to servers at head office.

The Data Processing Department is not represented on the UK or European Boards of Directors. The Data Processing Manager reports to the Finance Director. While, as for any financial institution, Information Technology (IT) is a core part of the organisation, IT is still seen as a factory operation. 'The function of IT is to support the bank', commented one director. 'IT automates the administration of financial products in the same way as robots automate the painting of cars.'

Draw a Five Forces diagram for Royal Eastern Bank an suggest an strategic information systems that could constitute a response to any threats posed.
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