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1. Objectives 

After studying Block 1, you will be able to: 

1. Identify common business functions and processes in an organisation and their 

relationship to MIS 

2. Discuss the impact of IT on business 

3. Diferentiate between information technology (IT), information systems (IS) and 

electronic business (e-business) 

4. Describe the scope and nature of what is meant by ‘information economy’ 

5. Identify strategic MIS applications for e-business systems 
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2. Overview 

Welcome to Block One of Management Information Systems. While it may seem at first as if 

there is a lot of work and reading for this unit, we hope that you will find that it is not as 

difficult as it seems when you first open the packages and see all the material. We have taken 

a fairly complex topic and broken it down into simple conceptual elements. This means that 

many words may be used to convey a simple concept. Increased volume of words should 

mean increased speed of learning, however. When you have understood the point that is 

being made, you will more easily relate it to what you have already learnt and what you will 

learn next. In the long run, this ease of understanding will save you time. 

We also give you frequent self-testing activities. Your answers are not assessed, but writing 

them down should help you to apply these concepts to situations in your working life. We 

would expect you to spend time on the Internet to engage in some of these activities; if this is 

not already a routine matter for you, then you should plan to access the Web on scheduled 

sessions each week where you can attempt several activities at once. 

At the end of each Block You will find a case study which describes real applications of 

information systems in international organisations. Exploring the problems and issues faced 

within each of these organisations will help you both to understand the concepts introduced 

in each block and begin to think how you can apply these lessons in your own work 

environment. We provide seven cases in total over the course program and three of these 

form the basis for your assessment. 

We believe that it will help you to see this process in action if you start a simple notebook and 

make notes of the important new ideas that you come across at each stage. By putting things 

down in your own words you will find that they become clear and you will have an excellent 

revision guide to look at before you take your examination. A Word file on your computer 

would be an excellent choice for a notebook – in this way it is easy to keep a 

backup and you can cut and paste interesting things or documents that you find while 

looking up Web references. 

Block One starts with some elementary definitions of information technology and 

information systems and relates these to their use in a business or public-sector enterprise. 

In order to examine these relationships we will briefly review the characteristics of such 

environments, outline the major functions of organisations and introduce the four generic 

management processes and specific business processes within particular functions. 

We then turn to the commonly accepted concepts of business objectives and goals. These 

concepts are used in turn to underpin the concepts of planning and strategy, various levels of 

strategy—corporate, business and functional—and finally a synthesis of the two concepts in 

introducing strategic planning. It is important not to skip over these concepts, as they will be 

used later on without explanation. 

After this, we invite you to look at the impact of information technologies and information 

systems on organisations and provide sufficient detail to ensure that you are in possession of 

the basic understanding of technology to get the most from this course. It is important that 

you also understand the impact of new Information and Communication Technologies (ICT) 

on the global economy and the evolution of electronic business. 
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Lastly, we revisit the question of business and public-sector organisational strategy and 

introduce the idea of strategy planning for the e-business. The block ends with a summary, 

references, a case study and the suggested answers to the activity questions. 

Management Information Systems contains a lot of material for you to study, but you should 

also find it interesting and stimulating. Management Information Systems may be defined 

as a series of coordinated processes whereby an organisation establishes a long-range main 

plan of information technology-based application systems—including those related to the 

Internet—in order to achieve its objectives for supporting and enhancing the mission, 

objectives and strategies of the organisation. This is usually followed by putting in place the 

appropriate infrastructure for the implementation of these information systems’ strategic 

plans. 

In this unit, you will need to refer to the following case study as provided in Block 8 of 

your material: 

READING Case 

Study 1.1 

CargoNet Transportation Community Network Limited. Centre for Asian Business, The 

University of Hong Kong 
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3. Review of Enterprise Concepts 

In this section you will review the basic concepts of a business organisation in relation to 

Management Information Systems (MIS), particularly with respect to the nature of the 

business, its mission, goals and objectives, and its business environment. You need a very 

good understanding of the nature and characteristics of the business of an organisation before 

you can address the important issues of its business planning and Management Information 

Systems strategic planning processes. 

Every organisation has a purpose. This course does not assume that the purpose underlying 

all organisations is profit-related, as many non-profit or charitable organisations exist. 

Nevertheless, an organisation can be defined as a socio-technical system whereby people 

work coherently to accomplish specific goals that evolve from the organisation’s purpose. 

From a systems approach, organisations are open systems— which means that they interact 

with the surrounding environment. 

For example, take a religious group in which the members have a common goal of 

discussing their beliefs and perhaps promoting them to non-members. The members 

comprise the social component of the organisation. The members gather regularly in the 

meeting room that serves as a catchment area for all people with a common aim. They 

interact with each other not only in the religious activities but also socially. They develop their 

friendship, and they share a common vision in seeing the group grow. In addition, the 

leaders of the group may aim at providing community leadership through organising other 

branches. The meeting rooms, notices, literature and activities represent the technical 

components of the organisation. 

An organisation’s purpose leads logically to a vision and a mission statement of the way in 

which the organisation plans to realise its stated purpose, and business organisations in 

particular usually set certain goals and objectives to guide their operations. For instance, the 

purpose underlying a software vending organisation is to sell software, but the vision of the 

software seller may be to become the most profitable company in the software industry. This 

will be achieved through top quality programmes and after-sales service (the mission). 

Goals or aims are general statements that say what is going to be done to serve the mission. 

Following on from these, the objectives are more specific statements usually set out in ways 

that allow us to measure them – and so see whether we have got there or not. For instance, a 

mission might be to outsell the competitors in 2002; an objective might be to increase sales 

by 10% each month in 2002. A business organisation has a set of goals and objectives to be 

achieved. Hence, a business organisation should be structured in the most effective and 

efficient way to fully utilise its resources—capital, human resources, knowledge in products 

and services, and both external and internal information—to achieve its strategic goals. 

Organisations can be structured in many ways, and there are many ways in which 

communication networks (and communication is the ‘glue’ that holds an organisation 

together) can operate within them. 

The structure of an organisation is usually depicted by its organisation chart, which 

identifies its management structure according to the organisational units, locations, 

functions and their reporting relationships. You find the (formal) reporting relationships or 

chain-of-command within the organisation from the organisation chart. You can see from 

the organisation chart whether an organisation is a centralised organisation (tall 
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structure) or decentralised organisation (flat structure). 

1 Decision-making authority is usually tightly controlled by top management in a 

centralised organisation, but decision-making itself is often delegated to middle or lower 

management who are constrained by often exhaustive policy and procedure packages. 

Not all organisational decisions must be made every time at the top level— top 

management pre-empts this need through delegation and regulation of certain types and 

levels of decision. 

2 While decision-making is often delegated to middle-level or lower-level management in a 

decentralised organisation, that does not mean that the top management does not make 

decisions. In fact, coordinating decision-making in flat organisations is essential, as no 

part can become ‘greater’ than the whole. Decisions in the units of a decentralised 

organisation must be kept in line with the purpose, vision, mission, goals and objectives 

of the entire organisation. You may observe, however, that the departments in many flat 

organisations often operate in a ‘tall’ mode, as many middle managers seem 

uncomfortable with decentralisation. 

What has been briefly described above represents some of the formal characteristics of 

organisations, but apart from formal structure and organisation, informal organisations 

based on personal interactions and relationships among employees (which are not shown by 

the organisation chart) also exist. An informal communication network called the grapevine, 

which carries gossip and other information throughout an organisation, often supports this. 

This has been a very brief snapshot of organisations. Rather than a still camera, perhaps the 

right instrument for capturing the dynamic nature of organisations would be a video camera. 

Organisations and the business environment in which they fight to achieve their purpose are 

not static. The purpose, vision, mission, goals, objectives, organisational 

structure, chain of command, and especially personnel (managers and subordinates) can 

change in response to changes in the environment. In a healthy business organisation, the only 

constant is change—in ways of responding to the business environment at least. How does 

an MIS manager fit into this dynamic model of organisations? 

3.1. Functional areas and business functions  

A business organisation often includes functional areas such as administration, human 

resources, finance, MIS (management information systems), production, marketing, sales and 

purchasing. An enterprise (or business) function is a group of activities and processes put in 

place to support a specific part of the mission of the enterprise, and each activity or process 

is usually supported by a set of procedures. 

Be warned that enterprise functions may appear to be the basic building blocks of a business 

enterprise, yet the business structure may not be based upon them. Is a city’s commerce 

based upon the number of buildings that can fit into its grid of roadways? Obviously not, yet 

the roadways permit many of the exchanges that commerce depends upon. In the same way, 

enterprise functions must be performed, no matter how the business organisation is 

structured. The focus should be on what is done by the functions rather than how or where it 

is done. In this section, you will become familiar with looking at a business in this way by 

reviewing an outline of what is meant by the functions grouped under the different headings 

of marketing, human resources, finance, 
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management information systems, production and purchasing. 

1. Marketing is a functional area that takes care of marketing research to identify and 

determine what products and services customers want. The marketing department must 

therefore act in close liaison with the production department. It starts, plans and follows 

through with new products and services. This is supported by advertising and 

promotional programmes working together with advertising and public relations 

agencies and the media. Marketing specialists are employed in an increasing number of 

public enterprises. In government, research and evaluation projects, often by 

independent contractors, provide a similar perspective. 

2 Human resources is a functional area that provides services in support of the following 

enterprise functions: recruitment, selection, training, appraisal and promotion of staff. It 

also administers staff records, payment and reward systems, and fringe benefits and 

makes sure that the work practices stay within the limits laid down by Ordinance. This 

department defines and revises job specifications and, when needed, hires new staff. 

Human resources departments in medium and small organisations often perform the 

administration function, but administration could be a separate department in large 

organisations. That function is responsible for all support services that include clerical, 

typing, filing, maintenance of the office 

accommodation, transportation, reception, telephone, telex, facsimile and 

communications systems, collection and delivery of documents, security, advertising and 

other activities that are necessary for ensuring the smooth running of the organisation. 

In certain organisations, administration may have to deal with all relevant legal matters, 

MIS, purchasing, insurance and share registrations. 

3 Finance is a functional area responsible for financial enterprise functions such as 

financial accounting, management accounting, and sometimes corporate finance and 

investment management. 

The financial accounting section handles bookkeeping, maintenance of audit trails, 

balance sheets, and profit and loss statements. Annual closing of books and liaison 

with the company’s auditor also form part of the responsibilities of financial 

accounting. 

Management accounting undertakes all tasks relating to management reporting of 

labour and material costing, allocation of overhead expenditure, job and process costing, 

cost-volume-profit analysis, budgeting, variance analysis, capital investment decisions 

and organisation controls. 

For big corporations such as railways, bus transportation companies and 

telecommunications corporations, the finance department also undertakes 

responsibilities in corporate finance and investment of surplus funds. On one hand, the 

corporate finance section raises capital for the corporation at the lowest possible costs. 

This could be achieved through public flotation, rights issue, bonds, debentures, term loans 

and other financial instruments in the foreign exchange, money and capital markets. On 

the other hand, surplus funds can be deposited at a bank with a minimal return. 

Alternatively, funds can be invested in the financial market to reap more 

profit; this is the investment strategy of big corporations like Jardine Matheson, which 

operates a dealing room within the company. 

4 MIS is a functional area charged with the responsibilities of developing, maintaining 
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and the smooth running of computer systems that capitalise IT to achieve organisational 

objectives. Such computer systems are classified into strategic planning, management 

control and tactical planning, and operational control systems. 

5 The Sales department sells whatever products and services are produced by the business 

organisation. It forecasts the sales volume by products and builds up a sales force that 

provides the best coverage in all the sales territories. The sales manager should 

maintain a close link with the production department as well as with advertising and 

public relations agencies and the media. 

6 Production is a functional area responsible for enterprise functions such as quality 

assurance and production operations (in producing goods and services that meet the 

stipulated quality standards). It should ensure the effective and efficient utilisation of the 

production plant to meet customers’ orders, maintain an optimal level of work in 

progress and minimise the rejects level. 

7 Purchasing is a functional area responsible for the sourcing, supply and logistics of 

goods and raw materials that meet the stipulated cost, quality and inventory policy 

requirements while matching the production schedule. 

A final comment about line and staff relationships in functional areas. The seven 

functional areas above have been described mainly from a staff perspective, but 

functional area managers can make decisions; that is, they have a ‘line’ function too. 

They can make decisions affecting their own block or department. 

Enterprise functions, then, are the basic building blocks of an enterprise and they must be 

present, regardless of whether the organisational structure is functional, divisional or 

matrix. Enterprise functions are usually grouped under different functional areas such as 

human resources, finance, marketing and MIS. Each enterprise function consists of 

business processes that are supported by their respective business procedures. 

3.2.  Business processes and procedures  

It is conventional management belief, especially in companies run by professional managing 

groups rather than founding entrepreneurs, that all business organisations should have a 

pre-defined set of goals and objectives, and that it is the job of managers to make sure that the 

goals and objectives of the company are realised. The performance of managers is measured 

by the extent to which business organisations can meet their goals and objectives; that is, can 

realise their mission and, perhaps, vision. Managers need to carry out certain tasks or 

processes in order to achieve these ends. The enterprise functions can be subdivided into 

business processes—processes that form the basic functions of a business manager. The 

following four processes are considered generic management processes: planning, 

organising, directing and controlling. 

Planning 

Planning is determining and deciding who is going to do what by when, or perhaps planning 

is what is going to be done when by whom. Planning charts the course for an organisation in 

a rapidly changing business environment, and planning steers the organisation from where it 

is now to where it wants to go. Hence, the first step in a planning process is the definition—a 

clear understanding—of goals. Sometimes goals are 
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not available; then, you should delineate goals from the corporate mission statement or 

corporate goals and objectives. Objectives must be targets that are measurable within a 

certain time frame. For instance, one of the objectives of a distributor of printers might be to 

achieve a 25% market share in the laser printer market sector in Asia in the next financial 

year. 

Having defined the goals and objectives, you should then formulate strategy by taking into 

account competitors and external business, economics and political information. Hence, you 

should conduct a SWOT (Strength, Weakness, Opportunity and Threat) analysis by 

capitalising on the strength of the organisation and exploiting opportunities in the marketplace 

while minimising the risk that could arise due to the weaknesses of the organisation and 

threats in the outside environment. Further details of a SWOT analysis are dealt with under 

the topic ‘strategy planning process’ later in this unit. 

Managers should usually plot more than one strategy, so they need to evaluate possible 

strategies using various methodologies; for instance, by assigning weights to different 

parameters before tallying and ranking the scores. Then they have to select from the 

possibilities. Most of the time, they cannot find the best strategy because the ‘best’ in a 

business context normally means the optimal alternative under a particular set of 

circumstances. 

Keep in mind, though, especially if you work in a so-called decentralised (flat) 

organisation, that any planning decisions you make could significantly influence the 

operations (and planning) of other functional areas. Planning is not an isolated business 

process—more often than not, it must be a collaborative function. 

Organisi ng 

Having formulated a plan, managers must not only organise themselves in order to 

accomplish the objectives but also organise the activities of their subordinates. Such 

organising includes obtaining necessary resources like finance and equipment, and 

organising and scheduling their time. 

Organising is assessing what task is to be achieved by when, breaking the task into smaller 

units, the sub-tasks, and allocating the sub-tasks to subordinates with definite completion 

dates. In the words of business organisations, a manager must develop an action plan 

which essentially coordinates and orchestrates the entire project on paper to allow the task to 

be completed on time. 

Keep in mind that organising may require the support of other functional areas such as 

Human Resources (HR). For example, if you were planning to expand or retool your 

department, you might need HR to perform the following enterprise functions: recruiting, 

training and performance appraisal of employees in support of your plan. 

Therefore, HR’s planning must be formulated, in part, based on your plans. Recruiting the 

right person is no easy task. It involves matching the applicant’s personality profile, 

character, values, beliefs, qualifications and experience, upbringing and skill set with both 

the job specification and the corporate culture. You usually interview to select the right 

person. For certain jobs~computer programmer, for instance~the applicants may be 

required to take an aptitude test. 

There are several dimensions in training, which include job-related training and 
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induction courses. Job-related training could be on-the-job training within the 

organisation, or it could be special training courses offered by an outside training 

company. In-house induction courses aim to familiarise the new employee with the 

company’s rules and regulations, policies, environments and corporate culture. 

Performance appraisal is conducted regularly for employees who are evaluated on the 

extent to which they achieve certain mutually agreed objectives. They are given a total 

score that is a reflection of their performance during the period. The score is also a basis for 

salary increases and promotion. 

This example of the relationship between ‘your’ department and HR should underline for 

you how important it is that activities within organisations be co-ordinated so that all 

departments can plan and organise their own business processes. 

Directing 

The next step after organising is directing. Directing means implementing or executing the 

plan, having organised and deployed personnel in an appropriate structure. The leader leads, 

motivates, delegates and coordinates in order to complete the task. 

It is often argued that a leader is born but the leadership that a manager possesses can be 

trained through management development and training programmes such as an MBA 

(Master of Business Administration) degree. Motivation, by contrast, requires an in-depth 

analysis of the factors that might motivate an employee. A competent manager should be 

able to motivate his or her subordinates to consistently perform beyond past capabilities. 

Perhaps, delegation is most important in directing. One may be able to complete a small 

task entirely alone. But the leader who is responsible for completing a task on time is also 

given the authority to discharge the responsibility. The allocation of sub-tasks to 

subordinates is called delegation. How to delegate is an art, though. A manager must take 

into account how critical the sub-task is, the capability of the subordinate, the subordinate’s 

work history, motivating factors and the completion date. Clearly, responsibility is passed 

on from the superior to subordinates. However, the superior is still held responsible and is 

still accountable. 

Controlling 

As soon as managers have implemented a plan, they need to know the extent to which they 

have done what they set out to do; that is, find out what the gap is and then take action to 

bridge the gap. 

Controlling is the process of setting a standard, measuring the actual performance, and 

reviewing the variance, which is the difference between the actual and the standard. If the 

variance is beyond the pre-defined tolerance level, some adjustments or remedial actions 

must be arranged. The standard could be a capital budget, sales volume or defect level. 

Managers typically check how far they have kept in line with the predicted (or hoped-for) 

amount of outcome and then add corrective actions to get performance back in line with 

expectations. Because this happens over and over again, this process is known as iterative 

control. 

Here is a brief review of the foregoing comments about business processes. Apart from 
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the generic management processes, business processes are usually specific to particular 

functions. A business enterprise function is a group of activities and processes for supporting 

a specific part of the mission of the enterprise. A business process is a specific ordering of 

work activities across time and place, with a beginning, an end, and clearly identified inputs 

and outputs—a structure for action. Each process is supported by a set of specifically 

designed procedures. 

3.3. Impact of Information Technology on business processes 

An important process of information systems strategic planning is to establish the 

integration of business processes and information systems. The idea of business process 

re-engineering (BPR), [which you will come across under similar names such as business 

process re-design, etc.,] has been a hot topic for much of the 1980s and 1990s, but has now 

seen its more useful insights incorporated into the adaptation of business to e - business that 

we are seeing today. Michael Hammer was an early and excellent spokesman for the BPR 

movement because he understood and taught that for an established business to take 

advantage of new technology and systems infrastructures, it cannot stick the new tools in 

place to support old ways of doing things. These old ways evolved in response to available 

technology and do not use the potential of the new tools. The designers of BPR thus laid the 

way for thinking about the transition to e-business when they set down their mission in the 

following terms: 

1. evaluate core business activities; 

2. consider business processes cross-functionally; 

3. re-design radically, don’t just tinker; and 

4. aim for sharp improvements in performance levels. 

Multinational companies like American Express and CitiCorp have been famous in 

successfully applying BPR to improve their business processes to gain competitive 

advantages. Companies such as Cisco, Dell, Federal Express and Amazon have been the 

successor wave to push these ideas further into e-business transformation. 

3.4. Integration of business processes and information systems 

An important process of information systems strategic planning is to establish the 

integration of business processes and information systems. We emphasise the need for a 

thorough and comprehensive understanding of the business processes prior to the planning 

and implementation of IS. IS developments are usually based on business models as 

perceived by the systems analyst(s) and major users. The business model is a logical 

representation of the group of integrated business processes. The business model approach 

is considered an important start for reviewing an organisation’s major functions, businesses 

processes and existing IS and data requirements. 

In the planning, analysis and design of MIS, managers must usually review organisational and 

departmental mission statements, business goals, functions, processes and procedures. 

Changes to business functions and processes may also affect the organisational structure. 

Today, with the availability of networking and databases, business process redesign and 

cross-functional integration are common practices. These 
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practices build infrastructure and linkages among functions and processes. Such changes 

must agree with the organisational mission and business strategy. 

Now try Activity 1.1. 

Activity 1.1 

1 Identify the major functions within a functional area (e.g., finance, human resources, 

marketing, etc.) within your own organisation, or department if your organisation 

is very large (such as the government or a bank). 

2 Describe the business (enterprise) functions and the major processes and 

procedures within that functional area. 

3 Identify what MIS exist (if any) to support these areas 
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4. Information Systems versus Information 
Technology 

4.1. Definitions 

In order for information to flow from its source to an individual who can use it, some type of 

system,~ physical or otherwise,~ is required to collect, to store and then to move the 

information within an organization. Thus, an information system (IS) can be defined as a 

set of procedures that collects or retrieves, processes, stores and disseminates information to 

support organizational decision-making and control. Many organizations have information 

systems that are entirely manual. Such systems are a subset of a wider class of systems, 

computer-based information systems, which rely on information technology as well as 

humans for their operational functions. Information systems need not be necessarily 

computer-based but often are. The determining factor is whether an information system can 

be improved by including IT-based processing capability. If a manual system can perform a 

task efficiently and without error, there may be little reason to use IT. Managers more 

commonly find that the volume of work grows, procedures increase in complexity, or 

activities become more inter-related and/or dispersed geographically. Then the introduction 

of IT can make improvements. Therefore, all subsequent references to information systems 

in this course refer to these computer-based systems. Management Information Systems 

(MIS) means the whole network of systems which support the organisation to manage their 

business affairs. MIS can be used interchangeably with IS. 

Information technology (IT) refers to a powerful collection of elements which include 

computer hardware, software, telecommunication networks, workstations, robotics and 

smart chips. As IT is also at the root of information systems, often there is confusion 

between IS and IT. To clarify, information systems are ‘applications’ having 

functionalities which can be exploited by the business, and information technology 

provides capabilities which enable these applications. For example, telecommunication is 

the technology that enables a computer to communicate with a remote terminal. This 

communication function could be used by an organization by placing these terminals at 

customers’ sites thereby allowing customers to use an organization’s computer for a 

variety of purposes such as order entry or inquiring order status. Thus, information systems 

are the ends and information technology is the means. 

Managers and planners of Information Systems cannot afford to lose sight of the 

underpinning technologies. Two reliable recipes for disaster are too little grasp on the 

capabilities of technology, or too great a reliance on unreliable technology. 

4.2. IS and IT strategies 

Because of the interrelationship between IT capabilities, IS functionalities, and 

information use, an organization has a great range of choices concerning what it will 

accomplish through IT and how these tasks will be done. Organizations, therefore, need to 

make their choices in the form of IS and IT strategies to ensure gains from their IT 

investments. 

Like business strategy, the terms IS strategy and IT strategy refer to the direction in 
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which the organization wants to go. Often the managers involved in the strategy formulation 

are confused between IS and IT. This confusion exists partly because of the loose 

terminology of planning and strategy, partly because organizations are still learning how to 

plan IT, and partly because senior management tends to be concerned about both 

technology policy issues and business needs, and about both planning information 

resources and controlling them. However, this delineation between IS and IT, or between 

applications and delivery, is valuable during the strategy formulation process. The issue of 

what should an organization do with the technology is termed IS strategy, whilst the 

question of how they do it is termed IT strategy. 

Thus, it should be clear to you now that IS strategy is concerned primarily with aligning IS 

development with business needs and with seeking strategic advantage from it. By contrast, 

IT strategy is concerned primarily with technology policies: it tackles questions of 

architecture, including risk attitudes, vendor policies and technical standards. In this context, 

IT architecture refers to the technology framework which guides the organization in 

satisfying its business and management information systems needs. It is the blueprint that 

defines the technical computing, information management and communications platform of 

the organization, the structures and controls that define how that platform can be used, and 

the categories of applications that can be created upon the platform. The IT architecture 

provides an overall picture of the range of technical options available to an organization, and 

as such, it also implies the range of business options. It includes the hardware and software 

used to manage information and communication; the tools used to access, package, deliver 

and communicate information; the standards, models and control framework; and the 

overall configuration that integrates the various components. 

Activity 1.2 

A bank decides to provide access to any three of a customer’s accounts through its 

automatic teller machines to its customers, so that with these accounts they can transfer, 

withdraw or deposit money. Would you classify this as an IS strategy or IT strategy? 

Why? 

This is a fairly important and fundamental section, so here is a summary. Information 

systems (IS) are computer-based systems for collecting, retrieving, processing, storing 

and/or disseminating information to support organizational decision making and control. 

Information technology (IT) represents the technological infrastructure, including 

computer hardware, software, telecommunication networks, workstations, robotics and 

smart chips, that provides the capabilities for the information systems. IS strategy refers to 

what an organization should do with the technology, whereas the question of how they do it is 

IT strategy. 
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5. Impact of MIS on organisations 

MIS exerts a strong influence on organisations because it can affect both production and 

coordination, where production refers to the task of producing goods or services. A major 

research programme, called Management in the 1990s, was initiated at the Sloan School of 

Management at the Massachusetts Institute of Technology (MIT) in 1984 to examine the 

impact of IT on organisations. The findings of the research were: 

 IT enables fundamental changes in the way work is done. 

 IT enables the integration of business functions at all levels within and between 

organisations. 

 IT enables shifts in the competitive climate in many industries. 

 IT presents new strategic opportunities for organisations that reassess their missions 

and operations. 

 Successful applications of IT require changes in management and organisational 

structure. 

 A major challenge for management in the 1990s would be to lead their organisations 

through the transformation necessary to prosper in the globally competitive 

environment. 

We describe below MIS’s impact on work, business functions, industrial competition and 

organisational strategy. 

5.1.  Impact of MIS on the nature of  work  

The extent to which MIS has an impact on a person’s work depends on how much of the 

work is based on information. This information may be related to production work, 

which is the work done to produce goods and services, or to coordinative work, which 

involves working in conjunction with others. 

MIS’s high potential impact on production work is obvious if we break production into its 

three constituent elements: 

 Physical production, which is affected by robotics, process control instrumentation 

and intelligent sensors; 

 Information production, which is affected by computerisation of the standard 

clerical tasks such as accounts receivable, billing, etc.; 

 Knowledge production, which is affected by computer-aided design/computer-aided 

manufacture (CAD/CAM) tools, customised workstations for specific work such as 

new software and new legislation. 

As an enabler of connectivity IT has a high impact on the economics and functionality of the 

coordination process. This impact can be easily seen in three areas: 

 Distance can be shrunk to almost zero through electronic communications. 

 Elapsed time can be shrunk toward zero or tasks can be shifted to a more convenient 
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point, as in the case of airline reservation systems, which could be used worldwide all the 

time. 

 Organisational memory can be maintained (through a database) over time and can be 

shared among many users. 

In addition to production and coordination, IT also affects management work, especially 

with respect to its direction and control aspects. As for direction, it involves sensing changes 

in the external environment, which is easily facilitated by IT-based systems such as an 

executive support system or a customer feedback system. For control, IT helps in tracking an 

organisation’s performance and analysing the variance against the plan or pre-set standards. 

5.2. Impact of IT on business functions 

Enhanced connectivity and information accessibility through IT has permitted an ‘any 

information, at any time, anywhere, and any way one wants to look at it’ philosophy in a 

cost-effective manner. Thus, boundaries of organisations are becoming more permeable; and 

where work gets done, when, and with whom is changing. This has enormously speeded up 

the flow-of-work in and around the organisation. In turn, this has permitted possible 

integration in many areas such as: 

 Teams within the organisation. For example, design, engineering and manufacturing 

people can be connected together through local and/or global networks to work as a team 

focusing on one product, as done by Xerox. 

 End-to-end links between organisations. For instance, a supplier’s shipping 

department can be connected to the buyer’s purchasing department for business 

transactions. This shifts the boundary of the organisation out to overlap with others, 

thus creating a virtual organisation. 

 Electronic alliances. An organisation may perform one stage or part of a manufacturing 

or design task and subcontract either a specific task or the whole stage to another 

(electronically linked) organisation. 

 Electronic markets. Here, coordination within a few or all organisations gives way to an 

open market. For example, travel agents can reserve seats electronically from all major 

carriers, and therefore can look for a best price for the customer. Thus the reservation 

system acts like an electronic market. 

5.3. Impact of IT on industrial competition 

At the industry level, IT has a unique impact on the competitive climate by permitting a high 

degree of simultaneous competition and collaboration between organisations. Take auto 

maker X, for example, which requires the clerical staff of its suppliers to use T’s electronic 

communications system for paperless ordering. The more suppliers who conduct 

transactions over this system, the lower its cost per transaction. Thus suppliers compete 

with other suppliers and at the same time collaborate with them by sharing the same 

communication links! 
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Another unique impact of IT on competitiveness concerns the importance of standards. It is 

now important for an organisation to know when to support standards and when to try to 

pre-empt competitors by establishing a proprietary de facto standard. 

5.4. Impact of IT on organisational strategy  

Even before you study Porter’s five-force model in Block Two, you can take advantage of 

the model to look at the impact of IT on organisational strategies, because it identifies five 

areas of risk and of opportunity. 

 Opportunities Risks 

New entrant To build barriers To lower entry barriers 

Customers To build in switching costs To increase customers’ power 

Rivalry To change basis of competition To change basis of competition 

Suppliers To change the balance of power To increase suppliers’ power 

Substitutes To generate new products To generate new products  

Table 1.1 Impacts of IT on organisational strategies 

The innovation of Frequent Flier Points Systems illustrates the double impact of IT. These 

systems resulted from IT-driven strategies allowing airlines to collect data on clients and 

their airline bookings through a centralised MIS. The points system radically altered the 

balance of power in the industry. Instead of straightforward competition based on price or 

service, airlines now faced clients’ expectation of added value from loyalty programs. On 

the supply side, the system erected a fresh barrier to new entrants. On the demand side, it 

exacted a switching cost: customers choosing another airline would forfeit their points. 

Effectively this program gave American Airlines some two years of lead in the battle for 

customer capture and retention. 

To be efficient as an MIS manager, you need to understand the technologies available to you 

in the form of your IT platform. To summarise again: IT exerts a strong influence on 

organisations. It changes the way work is done, whether it is production, coordinative or 

managerial work. It integrates business functions at all levels and gives rise to 

organisational teams, electronic alliances and electronic markets. It permits a high degree of 

simultaneous collaboration and competition in the industry. It presents new strategic 

opportunities and changes organisational structure. IT, therefore, poses a major challenge for 

management in the 1990s to catalyse the necessary transformation of their organisation. 
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6. Evolution of Management Information Systems 

6.1. Three-era model of IT  

The earliest information systems were developed in the early 1960s. During the last 30 years, 

the field of IT has changed very significantly. It now represents a different set of aims, means 

and responsibilities than was typical in organisations in the 1970s, or in the 1980s. To 

understand this philosophical change, we may divide this period into three eras of IT and 

study how this shift has taken place. These eras are: 

1. Data processing (DP) era (1960s onwards) 

2. Management information systems (MIS) era (1970s onwards) 

3. Strategic information systems (SIS) era (1980s onwards) 

Managing and controlling IT in an organisation in these three eras involves different 

approaches, many of which are determined by the applications possible and undertaken. The 

essential characteristics of the three eras are summarised below. 

Data processing (DP) era 

This era is dominated by information systems that have as their primary function the 

processing of predefined (business) transactions to produce fixed-format reports on 

schedule. Their principal use is to automate the basic business processes of the organisation. 

Typical transactions handled by these systems are payroll records, customer orders and 

purchase orders. In addition, these systems could also provide predefined exception 

reports based on the transactions processed. As these systems processed the transaction 

data of the organisations without producing much management information, they are called 

data processing systems (DPS), which also explains why this era is called the data 

processing era. As these systems mainly processed business transaction data, they are also 

referred to as transaction processing systems. 

In this initial period of fast growth, the main objective was to replace the manual systems with 

the automated ones. Data processing application opportunities were identified by 

inspection: by observing the performance of routine tasks and concluding that computers 

could be programmed to perform them. With experience, systems were also developed in 

other areas such as manufacturing, marketing and purchasing. 

Data processing systems were adequate when the environmental challenge was to deploy the 

newly arrived information (mainly computer) technology to automate manual operations, to 

develop efficient applications that could reduce or avoid organisational costs. But these 

systems, apart from processing the transaction data, did not meet the information needs of 

managers and professionals, as the systems were incapable of producing ad hoc reports on 

demand. 

Management information systems (MIS) era 

The primary function of information systems developed in this era, called management 

information systems, was to provide two new capabilities to the users: enquiry~i.e., 
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flexible data base access initiated by ad hoc user requests (for searching an item of 

information) and analysis~i.e., flexible user-driven processing (such as generating ‘what if’ 

scenarios for testing implications of planning models). These capabilities were mainly useful 

for managers and professionals in satisfying their information needs. That is why these 

systems are called management information systems. 

During the last decade, the use of management information systems by managers and 

professionals has grown exponentially, stimulated by the increasing supply of 

sophisticated software tools for end-user computing available on mainframes, micros 

and through outside time-sharing services. 

The tasks that use management information systems are often ill-defined. While some MIS 

do automate tasks previously performed manually (such as sales analysis and job 

scheduling), others reflect creative applications often developed by end-users. Another 

reason for end-user computing has been the availability of innovative software such as 

spreadsheets, fourth generation languages (4GLs) and financial planning packages such as 

IFPS. 

The emergence of these systems has given another direction to information management 

business. Unlike DPS, MIS depend primarily on time-sharing and, more recently, on 

powerful microcomputer technology. Target users for MIS are managers and professionals 

rather than the clerical and supervisory level staff. Also, unlike DPS, these systems are 

aimed at supporting the managers and professionals rather than replacing them by 

automating their tasks. The systems supporting specific decisions have come to be known as 

decision support systems (DSS). These systems are not simply to provide higher quality 

information from the use of decision models and data bases. Rather they are meant to 

improve the quality of the managerial decision process itself. Similarly, the systems which 

are specifically designed for top management (executives) have been called executive 

information systems (EIS). Nowadays, EIS are being introduced at an increasing rate. Many 

organisations throughout the world such as Philip Morris, Medicare, and banks either have 

them or will have them in the near future. There are two reasons for this worldwide growth 

of EIS. Firstly, modern IT makes these systems both more powerful and more palatable than 

the old paper-based MIS. Secondly, EIS accommodate the accelerating pace of business and 

the simultaneous need to make organisations more flexible by reducing layers of 

management. 

In general, there is a trend now to systems that combine features of DSS, EIS, and 

conventional MIS and which are often called management support systems (MS S). 

Unlike DPS, which have an efficiency focus, the main pay-off of these systems is in 

enhancing the effectiveness of their users. 

The development of these systems obviously needs systems analysts who are not only 

trained in IT but also skilled in business disciplines such as finance, strategic planning, 

logistics and marketing. Many of them also have backgrounds in management science and 

operations research. 

Strategic information systems (SIS) era 

Strategic information systems (SIS) are systems that are used to support or shape the 

competitive strategy of the organisation: its plan for gaining or maintaining competitive 

advantage or reducing the advantage of its competitors (Wiseman 1988). Frequently, such 
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systems extend beyond the bounds of the organisation itself to its customers or clients, 

suppliers and competitors. Thus, the use of telecommunications is often central to the 

implementation of an SIS. 

An SIS has three characteristics (McNurlin and Sprague 1989, p. 59): 

1. It significantly changes business performance as measured by one or more key 

indicators. Whereas a DPS or an MIS/MSS might provide a 30% return on 

investment, an SIS can return 10 times that amount. 

2. An SIS contributes to attaining a strategic goal. If a system is one of the few 

components that is critical to the successful attainment of a business goal, such as 

increasing the sales volume of a product by a specified percentage, then it is an 

SIS. 

3. A system is an SIS if it fundamentally changes the way the company does business, 

or the way it competes, or the way it deals with its customers or suppliers, as for 

example by opening up a new distribution channel for a company’s products or 

services. A strategic information system was installed when supermarkets such as 

TESCO (UK) Park’n Shop (US) and Wellcome (HK) developed their cyberstores on 

the Internet and thus created a new distribution channel. 

An SIS differs from other systems in two other ways (McNurlin and Sprague 1989). 

SIS development will not conform to conventional system development life cycles. When a 

new service or product is being created, the IS to support it (the SIS in question) cannot be 

completely specified and added to the way the firm does business. 

An SIS will generally change the focus of IS development from its function to its use. 

What becomes critical here is the use of IT to support or shape strategy rather than the 

capability to process transactions or do query and analysis. SIS planners should, therefore, 

discover application opportunities through reflection, by thinking about how the use of IT 

can enable the organisation designed at the outset. Such contemplation requires that an 

SIS be created first as a prototype, tested on a small scale by the customers, and then 

iteratively developed into full scale. 

Another difference is that user-manager (and perhaps customer) involvement is crucial in SIS 

development because it changes the way the business operates. 

A strategic information system may be either a DPS or an MIS (or MSS). The dimension 

which makes a system strategic is its direct support or shaping of the competitive strategy of 

the organisation. An SIS is a new information management product line. It targets new user 

groups providing new benefits that are not delivered by either DPS or MIS in their 

traditional forms. It links the IS effort directly to the business, securing a competitive edge 

by finding, getting and keeping clients. An SIS frequently requires the activities of the IS 

development to be extended. It may require new hardware and software as well as additional 

personnel and an organisational and cultural change. An organisation will rely heavily on an 

SIS to satisfy its competitive goals. 
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These strategic information systems have three essential characteristics: 

(a) they significantly change the business performance of the firm; 

(b) they contribute to attaining a strategic goal; and 

(c) they fundamentally change the way the company does business or the way it 

competes. 

A strategic information system may be either a data processing system or a management 

information system (or management support system). The dimension which makes a 

system strategic is that it directly supports or shapes the competitive strategy of the 

organisation 

It may be re-emphasised here that these eras do not actually represent sequential 

relationships in time; i.e., it is not that the DP era ended when the MIS era started nor that the 

MIS era ended when the SIS era started. In fact, the era derives its name from the 

state-of-the-art IT systems available at that time. As such, during the MIS era, MIS was the 

state-of-the-art but still some (rather many) organisations continued to use DPS and, thus, 

stayed back in the DP era. Similarly, even now in the SIS era, there are many organisations 

which are still in the MIS, or even in the DP, era! 

Activity 1.3 

A garment manufacturing company has the strategic goal of ‘no stockouts.’ It has many 

retail outlets distributed throughout Asia. Their outlet counters have POS terminals 

connected to their central computer system. They track the movements of various products 

from different retail outlets and decide ‘outlet stock replenishment strategy’ for each 

individual outlet based on the movement of products, so that the fast-moving items are 

never out-of-stock. What would be the impact of this inventory tracking on the 

organisational strategy? In which ‘era’ should the company be placed? 
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7. IT as a strategic resource 

In recent years, the role of IT within organisations has changed significantly as more and 

more organisations have built and used SIS. (That is why we call the present period the SIS 

era!). Many organisations have recognised that IT offers the capability to redefine the 

boundaries of markets and structural characteristics, alter the fundamental rules and basis of 

competition, redefine business scope, and provide a new set of competitive weapons. It is, 

therefore, imperative that the traditional role definition of IT be changed to reflect a more 

central, strategic role for IT within management. This emerging new role of IT within 

organisations is the result of two concurrent and perhaps equally powerful forces, 

technology push and competitive pull. 

The ‘technology push’ force has emerged partly because of significant improvement in the 

price-performance ratio of IT and partly due to increased connectivity capabilities over 

time. The other force, ‘competitive pull,’ has emerged because markets are becoming 

highly competitive and the traditional sources of competitive advantages are diminishing 

as competitors strive to attain parity with one another. 

Often there is a need to distinguish between strategic use of ‘information’ and strategic use 

of ‘information technology.’ Some organisations have used IT to achieve strategic 

objectives taking advantage of technological advances (King, Grover and Hufnagel 1989). 

For example, suppose an organisation determines that relations with its customer enterprises 

could be strengthened by placing computer terminals in each customer location, facilitating 

order placement as well as providing a means of advance price and availability checking. 

While this information was previously made available to customers by phone on request, it is 

now provided instantly via telecommunication links. Customers are thereby ‘tied into’ the 

firm in a way that makes it more difficult for them to change suppliers. In this case, it is the 

information technology and not the information itself (since the same information was 

available previously) which is the key factor in achieving improved customer relations (and 

thus meeting the firm’s strategic objective). 

Many organisations do use information itself, rather than IT, as a strategic resource. For 

instance, an organisation might have a strategy of expansion through acquisition of related 

businesses. Having identified criteria for evaluating potential acquisition, the organisation 

now scans a commercial database to identify acquisition prospects that meet the criteria. In 

doing so, they are using new information or using available information in new ways to 

widen the range of firms that are considered and to make better strategic acquisition choices. 

In this case, therefore, it is the use of important new information or of available information 

in new ways that is the key to success. Although IT facilitates the processing of this 

information, the strategic advantage does not come from IT (as in the earlier case). 

The primary distinction between these two approaches lies in the source of the added 

value. In the first example, the introduction of IT increased the value of existing 

information by providing easier and faster access. In the second, the information itself 

provided a strategic advantage through the new uses to which it is put. 

In some situations, both IT and information can be used as a strategic resource. For example, 

an airline (such as American Airlines) already pursued the use of IT by putting computer 

reservation terminals into travel agencies. Then it began to use the detailed information that 

it thereby obtained on supply and demand for various routes to manage 
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optimally the availability of low-price seats on each of its flights. This efficiency ensures 

that it will capture much of business travellers’ demand for high-priced unrestricted tickets 

while also filling otherwise-empty seats with low-priced tickets that are sold with 

restrictions of timing, penalties for changing reservations, and so on. (This strategy is now 

called yield management by airlines.) In these ways, the airline used both IT and 

information for getting strategic advantage. 

7.1. Technology as the enabler of e -business 

It is generally accepted that systems strategies do not typically begin from a starting point of 

technological capability. It is more usual to define the business problem or objective, and 

then cast around for tools to reach that objective. In the case of e-business, however, 

traditional thinking appears to drop by the wayside at times. E-commerce applications and 

integration within new business paradigms or models are not necessarily like other systems. 

In many cases e-business applications are simply technical fixes to identified business 

ends, as in the case of: 

• Electronic Data Interchange used to process large batches of routine invoices and 

payments; and 

• Internet solutions used to replace telephone sales as a way of taking orders from 

customers. 

But for many companies looking at the opportunities of e-business, it isn’t the existence of 

the technology that creates the business opportunity: it changes an existing market’s 

profitability or defines a new market. As business strategists intending to develop e - 

business systems, we must know what these technologies are and what technology can do. 

The three technologies at the base of it all are: 

• Electronic Data Interchange (EDI). This is the automated transfer of data between 

computer systems according to agreed structured messaging formats. This process, 

although expensive to install and maintain (requiring the leasing of proprietary 

software and private network facilities), has streamlined supply logistics for large 

businesses. It has decreased trade cycle times and the cost of stock, and provided a 

high base standard for inter-organisational systems. It is pulling smaller companies 

into e-communications because they benefit by linking in with these systems. 

Electronic markets. This is an emerging opportunity for firms to redefine the way they look 

at competition and cooperation, as electronic markets are bringing together competitors 

in trading systems that provide mutual advantage. 

Internet-enabled e-commerce and e-business. The new reach of business to consumer 

trade (B2C) and increasingly effective supply chain transactions (Business to Business, 

or B2B) using Internet tools is arousing intense espousal and intense distrust. There are 

those who see a new economy dawning with different rules of business applying to the 

Internet economy, and others who see the whole thing as a creation of a few journalists 

and market entrepreneurs making money out of a gullible public. Whatever your view, 

the increasingly powerful and inexpensive tools of computing and the public Internet are 

making a range of opportunities materialise, and no business strategy can afford to 

overlook their potential. 
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The three areas above indicate strategic constructs underlying the rest of this course, and they 

translate into e-business applications by means of strategic planning which is detailed in the 

remaining units of this course. For each business situation, the results are different, but the 

ten elements below indicate a mixed bag of desirable outcomes that corporations and other 

entities seek because of their individual needs and circumstances: 

 Product promotion: Web sites are increasingly adopted as sophisticated alternatives to 

paper-based product promotion and information media. Unlike mass marketing tools, 

Web pages can be customised and created on the fly for different customers and 

enquirers. 

 New sales channel: Many have attempted using the Internet as a new sales channel, often 

finding that channel conflict and other problems defeat the efficient use of this channel. 

Although the advantages of not needing physical space near a buyer is tempting, the 

efficient model for this modern mix of telesales and direct marketing has yet to be 

demonstrated for all categories of goods and services. Perhaps it may never be as 

important as its advocates suggest, yet it will be an increasingly important component of 

any marketing mix. 

 Direct savings: Online sales have the potential to cut space and staff costs through the use 

of publicly accessed networks. Increasingly capable and reliable systems are allowing 

demonstrated efficiencies to arise, particularly in B2B commerce, although B2C 

commerce has yet to find its feet in this area. 

 Time to market: Important cost-cutting measures include speeding up the time to 

market of goods, then achieving an efficient order replenishment cycle. We shall be 

looking closely at examples under the headings of supply chain management. 

 Customer service: e-business tools, such as Internet-driven call centres, can provide an 

information-rich environment for customers and provide for enhanced relationships. 

This is specifically addressed below under Customer Relationship Management 

(CRM) initiatives. 

 Brand image: Some believe that the Internet gives a new direction and importance to 

brand management, but this benefit has yet to be demonstrated, as much research shows 

that brand positioning transfers from offline to online activity better than in the other 

direction. 

 Organisational learning: While putting new systems in place, enterprises have the 

opportunity to capture and order organisational knowledge and skills as never before. 

 Product development: the information-rich interactions that are now possible between 

manufacturer and user are now providing information that can direct the research and 

development of new products. The hold of traditional intermediaries is being redefined. 

 New business models: If strategic planning is to grasp the potential of new tools and 

create a new e-business environment, it must seek to identify new business models for the 

development of overall strategies. Just as a start-up business has more channels to market 

through e-business, so existing businesses have an opportunity to redefine themselves 

and restructure. 
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8. The New Economy, the Internet Economy and 
e-business 

8.1.  The e -economy 

In this new millennium, there is a general feeling that things have changed, that there is a new 

social and economic reality. In particular, this expectation applies to the world of business, 

transformed as it has been by a number of powerful forces such as globalisation and the 

advent of the Internet. There is a sense that the world of business is significantly different 

from its state just 20 years ago. This perspective gives rise to terms such as ‘new economy,’ 

‘information economy,’ ‘digital economy,’ and so on. These terms suggest, rather 

imprecisely, that we have a new business reality, and that the role of ICT and the Internet are 

significant features, perhaps even defining features or characteristics, of that new business 

reality. 

Two broad constructs help to structure and make some sense of this new reality if they are 

defined and thought about clearly: namely the ‘new economy’ and the ‘Internet economy.’ 

This block introduces these notions as fundamental constructs for the rest of the course. 

There is a sense in which trends such as globalisation and the effective use of increasingly 

more powerful and reliable ICT have transformed the national economies of the USA and 

Europe to such an extent that when referring to say, the contemporary US economy, we 

could meaningfully talk about something called the ‘new economy.’ A separate construct 

refers to the economy that is clustered around the Internet and the new electronic commerce 

or e-business phenomenon. 

Finally, there has been a significant restructuring of organisations, since e-business 

intensifies collaborations among multiple organisations with several complex economic, 

strategic, social and conflict management issues as well as major organisational and 

technological factors. This new business paradigm is one where: 

 core business processes may need to be rethought and redesigned 

 new organisational forms and inter-organisational forms may need to be developed 

 the emphasis will be on collaboration rather than competition within the virtual 

market. 

The most fundamental elements of doing business are changing and a totally new 

business environment is emerging, thanks to such phenomena as: 

 the World Wide Web 

 mass customisation 

 compressed product life cycles 

 new distribution channels 

 new forms of integrated organisations. 

In such an environment, responsive organisations quickly become ‘virtual’ because the 

costliest parts of their infrastructure no longer lend themselves to measurement by height, 
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length, weight, or other physical dimensions. Such organisations will have a considerable 

impact on all aspects of business strategy in the 21st century. This block examines the 

World Wide Web and the other mentioned phenomena and sets the scene for the remaining 

units where you will explore the nature and rationale of e-business markets, new e-business 

models and strategies for ‘co-opetition, ’* and strategies for designing, transitioning and 

managing ICT-driven business opportunities. 

*A term coined by Novell founder Ray Noorda, ‘coopetition’ was originally used of a business 
cooperating with its competitor. The term has been elaborated to mean business strategies 
preferring win/win over win/lose outcomes 

8.2 .  The  New  Economy 

You may ask what economic rules prevail in the ‘new economy.’ There is speculation that 

the recent sustained boom in the US economy ~as instanced by increased corporate earnings 

and profits, low unemployment, relatively high productivity, low inflation and a soaring stock 

market~ has made that economy ‘new,’ in the sense that some of the old economy rules and 

principles no longer apply, at least with the same force. Amidst such speculation is a view 

that stronger productivity growth now allows the US economy to grow faster without 

inflationary pressures. There is also the view that in the short run, a trade-off between 

inflation and unemployment has changed so that low unemployment and low inflation can 

coexist. Other speculation looks at the sources of growth in the US economy and identifies 

factors such as computerisation and globalisation as driving forces changing the nature of 

the old economy. 

Connected to the pre-eminent role given to IT and its potentially transforming power has 

been the important role given to knowledge as a new form of capital, along with the roles of 

knowledge management, research and innovation as factors creating wealth. 

Another feature of the ‘new economy‘ is the increasingly important role of the service sector. 

Indeed, Pine and Gilmour (1999) see the ‘service economy‘ evolving into what they call an 

‘experience economy.’ They trace the evolution of economies from an agrarian-based 

economy through an industrial economy through to a service economy and thence to the 

emergence of an experience economy. Each economic stage has all the elements of preceding 

and succeeding stages, but the focus and emphasis is different. The contemporary economies 

of the developed world can be seen to be new in terms of their emphasis on producing and 

delivering services and the emerging idea of staging complete experiences for consumers. 

Of course, modern new economies examined along this plane are only different in degree 

from the older economies of 20 years ago, but this difference in degree could be seen as a 

‘strand of newness’ in the ‘new economy.’ As you already notice, the nature of the new 

economy has many and varied aspects of novelty. Throughout the course, your readings will 

show that these are given different degrees of emphasis by different thinkers. 

Economists are examining the new IT-based organizations and the economic world they 

shape but have come to no agreement yet on whether there are new economic laws to be 

discovered, or whether the old economy macroeconomic principles and technical 

relationships still apply. For some it is a given that, while technology may change, 

economic laws do not. Perhaps no definite views are yet possible. As you will see, the 

potential for new business and organizational forms resulting from a still-developing set 
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of technologies has yet to be properly mapped out, and we are all still learning. 

The term ‘information economy’ has come to mean the broad, long-term trend 

toward the expansion of inform ation- and knowledge-based assets and value 

relative to tangible assets and products associated with agriculture, mining, and 

manufacturing. The term ‘digital economy’ refers specifically to the recent and 

still largely unrealised transformation of all sectors of the economy by the 

computer-enabled digitisation of information. (Brynjolfsson and Kahin, 2000) 

Activity 1.4 

Consider the answers to the following questions: 

 What are the business drivers that are shaping modern business environments? 

 What is the nature of these business drivers or pressures and what are their effects on 

contemporary business organizations? 

8.3.  The Internet Economy 

There is, however, another definition of the ‘information economy’ or ‘digital economy,’ as 

the ‘Internet economy.’ This notion revolves around the set of Internet-based organisations, 

the ‘dot-coms’ and others involved in e-commerce. An explicit characterisation of the 

‘Internet economy’ is provided by a group of researchers at the University of Texas at 

Austin's Centre for Research in Electronic Commerce. They view the ‘Internet economy’ as 

those firms engaged in e-commerce together with those firms that provide, implement and 

maintain the infrastructure for e-commerce. They see the ‘Internet economy’ as a structure 

with four layers: 

Layer 1 The Internet Infrastructure Indicator 

Layer 2 The Internet Applications Infrastructure Indicator 

Layer 3 The Internet Intermediary Indicator 

Layer 4 The Internet Commerce Indicator 

Layer 1 The Internet Infrastructure Indicator 

This consists of the telecommunications companies, Internet Service Providers, Internet 

Backbone Carriers, ‘last mile’ access companies, security vendors and manufacturers of 

end-user networking equipment all of which are prerequisites for the Web and proliferation 

of Internet-based electronic commerce. Examples of companies include Cisco, Lucent, 

Dell, Qwest, AOL, Axent and Corning. 

Layer 2 The Internet Applications Infrastructure Indicator 

This consists of the software products and services necessary to facilitate Web 
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transactions and transaction intermediaries. It includes the consultants and service 

companies who design, build and maintain all types of web sites from portals to full e - 

commerce sites. Examples of companies include Netscape, Microsoft, Adobe, Scient, 

Sylvan Prometric, Opera, Oracle, Macromedia. 

Layer 3 The Internet Intermediary Indicator 

This consists of intermediary services such as web development, electronic market makers or 

market intermediaries. Essentially they facilitate the meeting and interaction of buyers and 

sellers over the Internet and act as catalysts in the process through which investments in the 

infrastructure and application layers are transformed into business transactions. Examples of 

companies include VerticalNet, E*trade, TravelWeb.com, Zdnet, Yahoo, Doubleclick 

Layer 4 The Internet Commerce Indicator 

This consists of all the companies conducting e-business across a wide variety of vertical 

industries (excluding those already included in Layer 3). Examples of companies include 

e-tailers, manufacturers selling online, free-subscription-based companies, airlines selling 

online tickets, online entertainment and professional services. 

These four layers comprise a complete e-economy with characteristics such as inputs, outputs, 

size, value added, efficiency and labour productivity. Table 1.1 shows the growth experienced 

in each layer from 1998-1999 and overall revenues in $US billions. 

Table 1.3. 

 1998 % growth 1999%growth Growth Overall 

Layer 1 27 40 50 

Layer 2 14 22 61 

Layer 3 11 17 52 

Layer 4 16 37 127 

 64 108 68 

Annual revenues $301 $507  
 

The Internet economy is growing at a very fast rate, but a realistic assessment of its 

growth rate is only possible if you understand the different component parts and can 

measure separate results over time to tie these into policy decisions. 

Activity 1.5 

Consider the answers to the following questions: 

http://travelweb.com/
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What is meant by the terms: ‘New Economy,’ ‘Information Economy,’ ‘Digital 

Economy,’ ‘Internet Economy’? 

What are the characteristics of the above economies? 

Do these economies exist to the same extent in the westernised world and less 

developed economies? What differences are there and how does this impact on 

business strategy? 

8.4. e-business 

One spectacular aspect of the transforming role of ICT in business has been the rise of e - 

business that has followed the advent of the Internet. The Internet has meant that business 

organisations have been connected to both other business organisations and to mass markets 

of consumers via computer networks. Worldwide there are over 400 million people connected 

to the Internet, over 150 million of these in the USA. This connectivity has allowed goods and 

services to be bought and sold over computer networks. In the case of digital goods, these 

goods~ including music, software and text~can be bought, sold, and distributed over the 

Internet. With other goods and services, the goods are purchased and paid for over the Internet 

and distributed by logistics carriers to business 

addresses and consumers’ homes. Such online buying, selling, and paying for goods and 

services constitute electronic commerce or e-business. 

The emergence of e-business has led to dramatic redefinitions of the nature of an organization. 

Complex business networks working together along the value chain are defined by their 

ability to get products to market with the widest range of consumers at the cheapest cost and 

fastest speed. This, in turn, has led to a completely different set of problems for the 

management of such structures with complex interrelationships, changing paradigms for 

intermediation, and an emphasis on collaborative competition. Today's business executive 

needs to have a framework for understanding such relationships in order to evaluate strategic 

opportunities in the global marketplace. 

We have found that in Information Management projects, where there is a need to analyse or 

construct large systems, it is useful to structure them as a hierarchy of several levels in which 

the lower ones provide the support platform for the higher. In the case of e - business 

supporting inter-organisational systems, such a hierarchy may usefully be viewed as 

displayed in the table below: 

Meta Level Level Function Examples 

    

Products & 

Structures 

7 Electronic Marketplaces 

and Electronic 

Hierarchies 

Electronic auctions, brokerages, 

dealerships, and direct search 

markets 

   
Inter-organisational supply chain 

management 

 
6 Products & Systems Consumer services over distance – 

retailing, banking, stock broking, 
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   etc. 

   

Information and entertainment on 

demand: educational services, fee- 

based content sites 

   Supplier-customer linkages 

   Online marketing 

   Electronic benefit systems 

   Intranet & extranet collaboration 

Services 5 Enabling Services Online catalogues, directories, 

smart agents 

   Smart card systems, e-money 

   Digital authentication services 

   
Digital libraries, copyright 

protection services 

   Traffic audit 

 
4 Secure Messaging EDI, Electronic Funds Transfer, e - 

mail 

Technology- 

Based 

Infrastructure 

3 Hypermedia/Multimedia 

Object Management 

World Wide Web with Java 

 2 Communications Utilities Value Added Networks and Internet 

 

1 Wide Area 

Telecommunications 

Infrastructure 

Guided and Wireless Media 

networks 

 

Table 1.3 The Hierarchical Framework of E-commerce 

We can use this table to view the e-business as made up of three levels: 

 Technology-based infrastructure: the hardware and software making up the ICT to 

deliver functionality over networks 

 Services: all messaging activities 

 Products and structures: the provision of goods and services together with intra- and 

inter-organisational information sharing and the creation of electronic supply chains and 

marketspaces. Let us look at these in a little more detail. 

Technology- Based Infrastructure Supporting 

this framework are three basic levels. 

The first is the global network of telecommunications networks linking public and private 

networks through a computer-controlled switching system. The potential for 

inter-organisational strategies extends as far as the reach of these media. Differences in 

regional and national penetration of these networks is, and will be for the foreseeable future, 

a result of government policies, funding and control strategies together with private sector 

belief in their profitability. 

ICT capabilities are made available for business use in two important ways. The first 

available system was that of privately constructed and leased networks, the Value Added 
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Networks (VANs). These were constructed to make available services over and above 

those offered by the common carriers (then almost entirely state-run and regulated 

monopolies, created for voice transmission) and to make a profit in the process. The 

second has arrived with the development of the Internet from a government-sponsored and 

research medium into today’s principal inexpensive vehicle for e-business. 

The separate software-based layer of the Internet known as the World Wide Web has resulted 

in the possibility of a single distributed, worldwide, hyperlinked database with 

password-protected and private networks (intranets and extranets) linked to it. The Web is a 

medium for the distribution, presentation and sale of information-based objects. As a 

platform-independent service it has been enhanced by recent developments in platform 

independent programming languages, such as Java, further enhancing its utility. 

Nevertheless, don’t overlook the fact that as a separate and software-based layer, the web can 

and may be replaced in the future by an information management mechanism that would 

better meet the demands of very large-scale use of the global network of networks. 

Services 

The service level provides for the transfer of messages and enabling services for business. 

Using a suite of protocols developed for the free sharing of information, this level is robust 

and inexpensive. The downside is that, unlike proprietary EDI systems, this level lacks such 

features as inbuilt security, confidentiality, authentication and similar services demanded by 

commerce. This issue is currently being addressed by such means as cryptography, Internet 

tunnelling, and the development of protocols such as the Secure Electronic Transaction 

(SET) layer issuing from credit-card companies. 

E-mail is the most pervasive tool of the Internet and a cost-cutting measure that is 

generally the first to be appreciated by business. While issues of e-mail contracts, 

confidentiality, evidentiary value and such like are yet to be fully resolved, this tool is 

expected to retain its prime position in the business repertoire. 

More activity is under way in the area of enabling services: tools for searching, price 

comparison, and customising information delivery and receipt, together with electronic 

money initiatives and e-banking. This service area is changing so rapidly, no written 

commentary could be up to date: you are advised to conduct Web searches on topics of 

particular interest throughout this course. However, this is a good place for examining the 

possible implications of e-money. E-money in its various forms is expected to become a 

substitute for credit and debit instruments and also for bank notes and coins at considerable 

expense to the handling agencies such as banks, finance houses and government controlled 

agencies. 

E-money has considerable social implications beyond this, since it does not have the obvious 

anonymity of cash. There are also the security and legal implications and, of course, the 

auditing and tax implications of electronic transfers. Within the global context we must also 

recognise that the majority of consumers are not currently web-enabled and so there may be 

far-reaching implications for social and economic reform in the less developed countries of 

the world. 

Products and Structures 

A lot of interest and publicity surrounds consumer-oriented applications of e-business. 
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Companies such as Amazon, (booksellers), Dell (computer retailers), CDNow (music 

sellers), Discover Brokerage Direct (securities transactions) and Security First National 

Bank (banking services) are frequent visitors to the business and popular press. In terms of 

traditional profit over earnings (P/E ratio), none of these firms is exciting, yet their market 

capitalisation during 1999/2000 suggested that Internet-based stocks are perceived, rightly 

or wrongly, as gaining value in other ways. (This is despite the Dot.Com crash of 

2000/2001 which can be viewed as a necessary market correction). 

Alongside the overtly commercial sector, information for entertainment purposes 

(infotainment) on demand is another growing sector. From news corporations (CNN, The 

Times of London, etc.) to Web versions of paper magazines (Hotwired) and purely 

electronic journals, magazines and newsletters, the Web is awash with information available 

in both push and pull formats. The boundaries of information and entertainment are blurring, 

as are those between commercial and not-for-profit sites. Unfortunately, while enthusiasm 

and experimentation are rampant, no clear models for success have yet emerged. 

The linkages between businesses (B2B) and between business and consumer (B2C) along the 

traditional supply chain are perhaps clearer, as well as being the fastest-growing area of 

e-business. This exciting area is attracting the most attention as new configurations of the 

supply chain model are enabled by ICT, giving rise to the pervasive practice of 

implementing intra- and inter-organisational networks to fashion new supply chains and 

giving rise to the new organisational forms which will be discussed throughout this course. 

8.5. e-business Impact 

Although it captures public attention, the use of electronic tools and Internet technologies to 

sell and promote commodities to end users is in its infancy. Business–to–Consumers 

transactions, or B2C trading, still constitutes a very small proportion of the total economy, 

whichever way it is measured. Figures from the US Department of commerce show that for 

the third quarter of 2000, online retail sales in the US amounted to US$6.373 billion. This 

represented only 0.78% of total retail sales. Thus, whatever the significance of e-commerce, 

it is not significant because of the size of the phenomenon. Furthermore, in terms of remote 

shopping, we have had TV shopping and catalogue shopping well before the turn of the 

century, but it could be argued that these forms of retailing, although similar to Internet 

based retailing, captured public imagination and media attention much less than online 

retailing. Just why this is the case is not easy to pin down, but computers have always been 

seen as a modern or avant-garde technology. Many would argue that professional investors 

and venture capitalists’ imaginations have also been captured by the new e-commerce 

possibilities. Many spectators of this phenomenon have watched with amazement as 

investment dollars have poured into the new ‘dot-coms’or Internet-based retailers and 

service providers, even as these companies continue to make not solid profits but rather 

steady losses. After several years of hype and gravity-defying stock prices, this particular 

unreal strand of the ‘new economy’ seems to be taking a sudden and stern correction toward 

reality and sobriety. In fact, at the beginning of the year 2001, the question was whether the 

reaction to the ‘dot-com’ excesses of the so-called ‘new economy’ would in fact be an 

over-correction. It could punish not only lacklustre dot-coms with little or no business 

performance but also some apparently healthy and indeed innovative technology-based 

firms. 

http://dot.com/
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Activity 1.6 

Establishing an e-business is a fairly complex venture and involves many considerations such 

as international legislation, taxation and legal jurisdictions. To get some idea of these issues. 

Let us assume that you are interested in establishing a trading centre in Hong Kong; go to 

www.offshore-e-com.com and search for Hong Kong. You should review all the information 

provided on this site and then answer the following questions: 

 What is Digital 21? 

 What is the Cyberport and who are the players? 

 What are some of the main reasons why a company would locate their e-business in 

Hong Kong? 

Briefly review how Hong Kong compares against Bermuda with respect to tax-efficient 

e-commerce, against Andorra for facilities and against Cyprus for facilities. Rank these four 

centres as effective e-commerce offshore bases. 

Regardless of how we view the future of the new economy it is undoubtedly true to say that 

e-business is here with us now and the most fundamental elements of doing business are 

changing and a totally new business environment is emerging. This no longer comprises the 

online ‘born-on-the-net’ organisations and others who are migrating their businesses to 

participate in online markets. The market now facilitates the emergence of e-consortia where 

groups of organisations are allied together to create a stronger online force. Within these 

groupings, organisations may choose to focus on different categories normally classified as 

Business to Business (B2B), Business to Consumer (B2C), Business to Government (B2G) 

and Business to Employee (B2E). 

We will look at more detailed categories of these in the next section. 

http://www.offshore-e-com.com/
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9. Strategic Applications of IS and e-business 

9.1. Business-to-Business (B2B) 

As stated in the previous section, most of e-commerce falls into this category as does the use 

of IS and ICT for inter-organisational systems (IOS) transactions and electronic transactions 

between organisations. Many organisations still use EDI systems to facilitate these 

transactions within a specific industry group. The growth of the B2B market has resulted in 

the creation of e-hubs or B2B hubs where businesses can purchase multiple components from 

multiple suppliers. These hubs can also be referred to as portals and fall into two types ~the 

vertical portal (also known as vortal) specialising services across several industries and the 

horizontal portal (sometimes described as a hortal) providing a set of services across a single 

industry. 

Kaplan and Sawhey (2000) further distinguish these groupings into four classifications, 

firstly by classifying purchases into manufacturing inputs or operating inputs and secondly 

by classifying how products and markets are bought. Manufacturing inputs are usually 

highly specialised and so tend to be sourced from vortals, whereas operating or maintenance 

(MRO) inputs are more general and frequently sourced from horizontal portals. Companies 

will also have different sourcing strategies either through systematic sourcing, which implies 

long term negotiated contracts, or spot sourcing where the aim is to fulfil an immediate need 

at the lowest possible cost. 

Table 1.4 Portal Classifications (Kaplan and Sawhey (2000) 

How Businesses Buy 

Systematic Sourcing 

Spot Sourcing 

Operating Inputs 

MRO Hubs 

• horizontal markets that 

enable systematic sourcing 

of operating inputs 

e.g., ProcureNet 

Yield Managers 

•horizontal markets that 

enable spot sourcing of 

manufacturing inputs 

Manufacturing Inputs 

Catalog Hubs 

• vertical markets that 

enable systematic sourcing 

of manufacturing inputs 

e.g., PlasticsNet.com 

Exchanges 

•vertical markets that enable 

spot sourcing of 

manufacturing inputs 

e.g., CapacityWeb.com e.g., e-steel 

What Businesses Buy 

Each of these B2B categories operates in a different way and has a very different array of 

products, services and players. We will look again at these different markets in Block Two. 

9.2. Business-to-Consumer (B2C) 

These are retailing transactions with individual shoppers such as those offered at 

Amazon.com. These can offer a variety of different services for consumers such as 

information updates, comparison shopping, online chats and consultations. Increasingly 

http://plasticsnet.com/
http://capacityweb.com/
http://amazon.com/
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these sites are focusing on customer relationship management~offering customers 

information-rich services and developing e-communities. This is a very important aspect we 

will return to in Units Two and Six. E-businesses need to differentiate their products, and 

creating added value on their site is one of the most important strategies they can adopt. 

Check out www.familywonder.com for an example of how these B2C sites evolve. 

Such consumer-driven sites are not restricted to B2C but can also be C2C or even C2B. 

Typically these sites may be auction sites where consumers are selling their property (such 

as cars) directly to the consumer, mirroring classified adverts in newspapers (see 

www.classified2000.net). Individuals will also sell products or services to businesses, 

such as their own skills for employment or consultancy work. 

9.3. Business-to-Government (B2G) 

Many businesses supply services to government and government agencies. Increasingly they 

interact through a two-way e-procurement process where a government portal will offer 

contracts for goods and services and electronic tenders will then be returned by the 

businesses. We are also seeing the emergence of e-government, as government works to 

deliver its services to citizens online. Increasingly, governments see the web as the basis for 

more effective distribution of community services, and countries such as UK have invested 

significant resources in government online. There has also been a flowering of third-party 

providers of e-government services such as Communities Online 

http://www.communities.org.uk/, a UK organisation providing ICT support, networking and 

advice to community groups, government and public sector organisations, voluntary bodies 

and projects concerned with bridging the digital divide. It has played a major part in 

disseminating good practice, running online forums and developing links with community 

networking bodies worldwide. This whole area raises issues such as equity of access to social 

services, digital divides (the haves and the have-nots in relation to Internet access across the 

world) and even questions relating to the desirability of e - democracy as electronic voting 

becomes a real possibility. 

9.4. Business-to-Employee (B2E) 

Here we refer to all the intra-business activities usually provided on intranets. These may 

involve exchange of goods or services, information dissemination, online training and staff 

development programmes or community building exercises. Typically these are restricted to 

authorised employees and are specific, corporate and proprietary. However, e-business 

networks have affected the scope of intranets. Typical intranet activities are being extended 

to extranets to allow sharing in authorised groups from collaborating companies. 

Increasingly, these activities are being extended into the realm of knowledge management 

with greater empowerment of information workers and the development of a learning 

organisation. An example of this is the Knowledge Curve Intranet developed by Coopers and 

Lybrand as a service to company consultants and corporate tax professionals. It was then 

integrated with the Tax News Network (TNN), an extranet for tax consultants providing an 

interactive information source on the constantly changing tax laws and regulations. This is 

available to 75,000 employees and consultants worldwide through a Lotus Notes Domino 

system. 

http://www.familywonder.com/
http://www.classified2000.net/
http://www.communities.org.uk/,
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9.5. e-business Networks 

These very different business models—B2B, B2C, and so on—are all opportunities that can 

be pursued by an organisation wishing to exploit IS for competitive advantage. These 

systems transcend normal organisational boundaries and encompass both intra- and 

inter-organisational systems. Increasingly we see networks of organisations interlinked with 

each other. Boundaries are fluid, and economic value behaves very differently. Sawhney and 

Parikh (2001) suggest that there are four new value propositions that should be considered in 

the digital economy: 

 Value at the ends ~the value will come from the end closest to the customer 

 Value in common infrastructure ~sharing ICT, business processes and services 

across organisations 

 Value in modularity ~developing ‘plug-in’ modules across all the activities above so that 

they can fit easily into as many business value chains as possible 

 Value in orchestration ~coordination will become the most valuable business skill 

Planning and managing such systems requires an integrated multi-dimensional approach 

across the e-business and the development of new business process models. The models are 

not mutually exclusive. However, selecting appropriate business models requires an 

organisation to assess its core competencies and develop an appropriate strategy in the e - 

marketspace. One such approach is for organisations to analyse the chain of activities which 

they commonly perform and the relationships they have with other organisations along this 

chain. This is commonly described as the Value Chain, and we will explore this concept in 

some depth in Units Two and Four when we look at a number of proposed approaches to the 

development of the strategy-focused organisation. 

Activity 1.7 

Search the web for locally based examples of each of these four different business models 

(B2B, B2C, B2G, B2E). See if you can identify the answers to the following questions: 

1. How many alliances are involved in the model? 

2. Who are the key players? 

3. What services are offered? 

Select an example of a B2C model operating an online store (if you can’t find a local one then 

we suggest you try a well known international site such as Amazon.com). Evaluate this site 

against the three questions above and then consider: 

 Is there a specific business strategy driving this online store? 

 What strategies could you suggest for the future? 

 What alliances might they develop? 

http://amazon.com/
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10. Summary 

This block has offered the basic definitions you need for understanding the concepts of MIS 

and the impact of IT on the new e-business environment. Some of these concepts may still 

appear to be strange to you and so, to give them context, we suggest you now study the case 

study provided in your reader. This is a typical example of a co-operative initiative to 

develop a single trading portal for a national community. CargoNet had many problems, but 

these were not unique to Hong Kong. These problems are typical of new e - business initiatives. 

A list of references is provided here, should you want to study further in this area. We also 

direct you to useful websites where you can get international statistics and global reports. 

In the following study blocks you will be looking in detail at how you might develop an MIS 

strategy for your own organisation, how you can develop global information systems and 

conduct e-business in the global marketplace and how IT will transform your organisation. 

You will also be considering the skills you need to manage this transformation. 

Activity 1.8.  Case Analysis—CargoNet 

Now turn to the case study reading for this unit. You should read this thoroughly and then 

investigate their website before you answer the following questions. 

CargoNet Transportation Community Network Limited http://www.arena.com was 

established in 1994 with the aim of developing e-commerce services tailored to the trade and 

transport community in Hong Kong and southern China. This is a typical example of a 

cooperative strategy, in this case between HIT, EDS, CSSL, Traxon Asia, Kenwa and Haffa. 

You should examine their site and identify what each of the joint partners provides to the 

strategic alliance. What is the key resource that the company is selling? How would you advise 

them for future strategy? 

http://www.arena.com/
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12. Suggested answers to activities 

Activity 1.1 

 Describe the business (enterprise) functions and the major processes and procedures 

 Identify the major functions within a functional area (e.g. finance, human resources, 

marketing, etc.) within your own organisation, or department if your organisation is 

very large (such as the government or a bank). 

This is all contained in the text and supplemented by any management book. 

For a small business, although all the functions must be present, there may be very few 

people and so they perform various functions. If you work for a large company it will be 

interesting to compare your view of the structure with theirs, ask someone to comment on 

Activity 1.2 

A bank decides to provide access to any three of a customer’s accounts through its ATMs to 

its customers, so that with these accounts they can transfer, withdraw or deposit money. 

Would you classify this as an IS strategy or IT strategy? Why? 

Notes 

We must wonder why the bank chose to allow access to any three accounts~no more. It is 

unlikely that there is a security or technical problem with accounts of some types~or the 

bank would have simply stated that only certain sorts of accounts could be accessed. 

IT considerations concern data transmission and communications links and capabilities, 

access control and permitted access. In other words, the technology framework on which the 

bank runs might play a part in this decision. In this sense this certainly concerns IT. If the 

capability to give this access is not in place without alteration of the underlying technology, 

then there would have to be an IT strategy or plan to install modifications to achieve this end. 

But although the decision to provide this capability requires certain technical issues to be 

resolved, perhaps even restructuring everything so that the offer is made good, it doesn’t 

seem like much of an IT strategy on its own. At best it is an IT tactic or supporting move, 

because to even put the possibility in these terms assumes that there have been IT 

strategies which have put in place the general data handling and ETC systems that would 

support this activity. Of course, if this plan had been put forward in 1950, then it would 

have been an IT strategy. Half a century ago, if this policy had lent itself to being envisioned 

at all, almost everything needed to implement it would have needed to be put in place. 

So, do we consider this an IS strategy? Well, it certainly affects the systems which the bank 

uses to keep records of what customers do and want to do with funds. But, although it alters 

how the bank interacts with the customer, it may do nothing to alter or affect systems already 

in place to convert the customer’s demands into action at some speed or 
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other. If the strategy had been put in the terms of saying that the bank will implement 

systems to allow the customer to take over certain functions that had previously been 

performed by bank staff, then we might look at this move as part of an overall strategy. 

You may have other ideas, and lots will be relevant here, but I suggest that to consider this 

simple policy move a strategy is to give a grand term it does not merit. Let’s call it a 

business initiative, or even an experiment in customer relations, and keep planning, strategy 

and other overarching terms for the larger perspective. In itself, one traffic accident does not 

make ‘chaos on the roads’ and the decision to close libraries a quarter of an hour earlier is 

not a ‘major government change in educational initiative”; so let’s leave exaggeration to 

politicians and journalists and keep a sense of proportion in our work. 

Activity 1.3 Stockout Replacements 

This organisation is tracking inventory and is therefore reacting to business. While this is 

highly necessary, the organisation is still in an MIS era for IT development. In order to be 

more strategic, the organisation should have an automatic forecasting model for stock 

replenishment. They should also be developing strategies for new products in differentiated 

markets around Asia. 

Activity 1.4 examples of drivers 

Market ~globalisation, increased competition, increased buyer power 

Technological ~innovation & obsolescence, information overload 

Legal/political ~deregulation 

Social ~aging populations, increasing global affluence 

Environmental ~powerful lobby groups 

Economic ~decline of the Soviet Bloc, dominance of free markets, currency fluctuations, 

Asian countries emerging from Asian crisis-effects 

Activity 1.5 discussion points 

Many thinkers are challenging the idea that there really is a ‘new economy,’ and you 

should form your own opinion on this after reading some external references. (For example, 

the paper by Stiroh is useful.) Most commentators agree that there is a change of some kind, 

but the old economic rules might still apply. 

Your block provides descriptions of the other three terms, but you should consider other 

associated issues such as the Digital Divide. You might want to look at the following item: 

Falling Through The Net: Defining the Digital Divide (1999). [online] Available: 
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http://www.ntia.doc.gov/ntiahome/digitaldivide/. 

Finally, you should do some research on infrastructure facilities for ICT in your local 

environment and also consider demographics and economic factors. How successfully 

could you run an e-business from your current location? 

Activity 1.6 discussion points 

All the answers to this set of questions can be found on this website. You are encouraged to 

explore additional web sites related to your own local environment. Remember that changes 

in the e-business communities happen daily and so the main market players may be different. 

You should bookmark important sites and review them often. 

Activity 1.7 examples of models 

It should be quite easy for you to find B2B and B2C models. You are likely to have less 

access to B2G and B2E. For government-to-business sites, try entering a government service 

agent—Hong Kong’s www.tdctrade.com would be a good start. Look at your own 

organisation and see what B2E services are offered. 

A good technique is to look at consultancy sites. Companies such as DeLoittes or 

McKinsey are excellent sources for company cases and best practices. As well, large 

corporations such as IDC (www.idc.com) provide excellent resources for this. 

The case we will be using in this unit—CargoNet~will also help you answer these questions. 

Later in the course, you will look at FedEx, which gives an excellent example of B2B, B2C, 

B2G and B2E. 

B2C Model 

Use your knowledge of business functions and processes to identify the activities involved at 

each stage on the process of providing a product to a customer. How many of these are 

online? Can the customer complete the transaction? Are suppliers involved? How do these 

interact? What about logistics of distribution? 

Enter Amazon.com and compare facilities ~what else could the online store do to make 

their website more attractive to customers? (We will be returning to Amazon.com as a 

major case study later in the course, so just acquaint yourself at this stage). 

Use your own organisation to consider all these customer processes ~what opportunities do 

these highlight for e-business? 

http://www.ntia.doc.gov/ntiahome/digitaldivide/
http://www.tdctrade.com/
http://www.idc.com/
http://amazon.com/
http://amazon.com/
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Case Study 1.1  CargoNet  

To get the best out of these cases, you should give yourself several hours altogether to 

read the case in detail and investigate the websites. 

Remember that you are being asked for your opinion here, and there is no right or wrong 

answer. It will help you if you draw up some diagrams and trace the organisational 

interactions against business processes. 

There is a long history behind CargoNet, and you might find it interesting to read some of the 

news releases dating back to the late ‘80s! You will find these identified under the Tradelink 

name. Another interesting comparison can be made with the Singapore Tradenet model. 

Case Study 1.1 is given in Block 8 of you study material. 
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1. Objectives 

Upon completion of this unit, you should be able to: 

1. Identify the differences between the ‘marketplace’ and the new ‘marketspace.’ 

2. Describe different market models for competition. 

3. Analyse e-communities using value chain concepts 

4. Evaluate the e-business challenge and strategic alternatives for building IS solutions 



 50 

2. Overview 

In Block One, you explored the differences between IS and IT and the concepts of a new 

market economy through the advent of the phenomenon known as e-business. In this block 

you move on to consider the difference between the traditional marketplace where business 

is conducted and the new electronic marketplace, frequently referred to as the marketspace 

or virtual market. The block is divided into five major sections. The first embarks with some 

conceptual definitions in regard to markets and the extent to which these operate in a global 

or local environment. ‘Market’ in this context refers to the environment where exchanges of 

transactions take place and not just the exchange of business goods. 

A number of social, cultural, political and economic considerations arise out of these and we 

will return to these for more in-depth discussion in Block Seven. Businesses entering the 

marketspace need to identify an appropriate model for the market where they want to 

operate and be able to evaluate the current stage of growth in that market. In section two we 

describe different market models for effective competition. To gain a good 

understanding of these concepts, you will consider the case of Seven-Eleven in Japan and 

relate this to some developments in on-line retailing around the world. 

Section three introduces the concepts of value chain analysis. Today’s networked 

organisations, introduced in Block One, need to adopt more comprehensive approaches to 

business strategy and relate these specifically to the application of Information and 

Communication Technology (ICT). In this section we look specifically at one of these 

approaches to business transformation and examine the new value chain for e-business. This 

approach enables an organisation to adopt a strategic focus for all aspects of the business 

organisation, including information systems and electronic commerce. This concept is 

developed further in section four when we examine a staged growth model of business 

transformation as the organisation learns to leverage competitive advantage through ICT. 

In Section five we return to the issue of strategic planning and review a number of different 

frameworks. These will be expanded in later units; at this stage you are becoming familiar 

with the notion that several different approaches can be applied. This block ends with a 

summary and case study 2.1, which concerns the Dell Corporation and the development of 

their on-line global strategy. Remember that while a considerable amount of information is 

provided in the case summary, you should use your own initiative to explore the Net for 

further sources of input, and for each case you should always check out the home site. 

READINGS 

In this block you will be required to refer to the following case study as provided in 

Block 8 of your study material: 

Case Study 2.1 Dell: Selling Directly, Globally. Centre for Asian Business Cases, School of 

Business University of Hong Kong, Ref. 99/53c 
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3. The Marketplace and the Virtual Marketspace 

3.1.  Global and Local Markets  

It is often claimed that the major advantage of using the Internet for business is expansion into 

the global marketplace, where businesses get access to customers globally and customers get 

access to suppliers globally. This is not so simple as it might seem, however. 

A customer in Sri Lanka or Indonesia buying fresh fruit or green groceries over the Web 

from an online supermarket would not expect to wait for them to be delivered from the 

USA! The fact that Greengrocer.com or Homegrocer.com is accessible by global customers 

does not automatically mean that they have entered a global marketplace. 

Similarly, if you want to buy software over the Web, you want to ensure that the instructions 

for use and help are in a language you understand, and so you would not buy from a German 

software supplier if you cannot speak German. Such considerations apart, global information 

networks do offer worldwide, large-scale and low-cost access to e - business with the 

following consequences: 

 Whole new markets are opening up at low cost, enabling access to small as well as 

large organisations with the effect that the advantage of large size is diminished 

 New competitors from the global market have now entered local markets, increasing 

competitive threats. 

Serving global markets involves many complex business decisions, including the cost of 

international customer service and warranties. Sellers need assurances that buyers can pay 

and buyers need assurances that sellers can deliver. 

Timmers (2000) highlights some of the approaches developed to exploit this marketplace: 

 Global product-market: the technical domain, for example, or the software market 

for the professional user where it is often possible to promote, sell, and support the 

product through an English-only Web site. 

 Global supply chain: the use of globally standardised interfacing to link in suppliers or 

customers globally, integrating the Web with new forms of application-toapplication 

data exchange, such as XML/EDI or B SR-Beacon. For example, RosettaNet seeks to 

demonstrate the feasibility of supply chains open to many partners. While marvelling at 

the achievement of such standards, one must remain aware that an equal or greater 

political, cultural and legal achievement is the liberalisation which global trade requires 

in all sorts of other procedures. The way to this achievement is likely to be strewn with 

difficulties. 

 Multiple Language Support: a costly approach that can only be adopted by major 

players or where limited translation is required (ATM machines for bank transactions are 

a good example of limited support for standardised transactions). 

 Franchising: Split the presentation of the product (front end) from other parts of the 

business, such as the logistics or catalogues (back end) and apply franchising to the front 

end. This is the approach of the Amazon Associates programme and Tradezone. 

http://greengrocer.com/
http://homegrocer.com/
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Citiusnet France licenses its concept to Citius companies in other countries such as 

Citius Belgium. 

• Internet presence to complement physical global presence: use this as a 

complementary support such as Dell or Compaq apply. (We will return to Dell as a 

specific example at the end of this unit). 

In contrast to the globalisation trend we increasingly see companies with greatly enhanced 

local presence. A local presence, and therefore physical nearness, will significantly reduce 

shipping and customs costs and increase confidence in the fulfilment of a deal in the virtual 

world. e-Bay, for example, has a local presence in both the UK and Canada. This local 

approach may well be the more sustainable in the longer-term development of the Internet 

marketplace. In many ways it resembles the ‘clicks and bricks’ approach where we see well 

established companies entering the marketspace on their home ground. They are already 

fully familiar with the business but use the Web to provide an added-value service or to 

extend their customer base either locally or globally. 

The Internet can be used as an information and marketing tool such that the customer is 

better prepared for the acquisition, purchasing and delivery of the product or service. The 

retail chain Mitsukoshi in Japan is using this approach. Its extremely dense network of 

convenience stores, open 24 hours per day, doubles as a delivery and pick-up point for any 

retail goods ordered at the Internet site http://www.mitsukoshi.co.jp. According to a 

Mitsukoshi representative, there is a convenience store within a few hundred metres of most 

Japanese people. 

Activity 2.1 

Read the following news release published in the ecommerce Times in 2000. 

Seven-Eleven Japan: Venturing into e-tailing 

Japan's largest convenience store, Seven-Eleven Japan Co Ltd, announced that it will 

launch an e-commerce Web site called 7dream.com in 2000. The company said that 

7dream.com shoppers would be able to browse through over 100,000 items, including 

music, flowers, and photo supplies, place their orders online, and then go to their local 

24-hour 7-11 stores to pay for and collect their purchases. 

At a press conference in Tokyo announcing 7dream.com's launch, Seven-Eleven chairman 

Toshifumi Suzuki said, ‘This will be a first step toward the full-fledged start of 

business-to-consumer e-tailing in a uniquely Japanese style based on the extensive network 

of the nation's convenience stores." 

Seven-Eleven to Install Terminals 

E-commerce is exploding in Japan, according to a report by the Electronic Commerce 

Promotion Council of Japan (ECOM), which found that Japanese consumers spent $3.2 

billion (US$) online last year, and projected that they will spend $68 billion online by 2005. 

Although 27 million Japanese, or 1 in 5, have Internet connections, 7dream.com is not taking 

any chances. Seven-Eleven said that it will soon begin installing terminals in its 

convenience stores for those people who do not have Internet access at home. Seven- 

http://www.mitsukoshi.co.jp.according/
http://7dream.com/
http://7dream.com/
http://7dream.com/
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Eleven plans to integrate the services of 7dream.com with its e-Shopping!Books, which is a 

joint venture with Internet investor Softbank. An announcement describing further details of 

the integration is expected in a month. 

Seven-Eleven has applied for a patent for the 7dream.com e-commerce business model, 

according to Suzuki. Partners in the 7dream.com venture include electronics giants Sony and 

NEC, the Nomura Research Institute, and major trading house Mitsui & Co Ltd. Playing 

down the possibility of Softbank joining the venture, Suzuki said, ‘Partners of the venture will 

remain unchanged for the time being.’ 

Seven-Eleven is aiming for profits of $1.4 billion in its fiscal year 2001 to 2002 and double 

that the following year. Although Seven-Eleven remains profitable, convenience stores in 

Japan have been dwindling in the last year. The Japan Franchise Association announced 

earlier this week that convenience store sales were 1.6 percent lower in May than sales from 

the same month last year. The association said it was the second straight monthly decrease. 

Despite Japan's economic woes, e-commerce is growing. Speaking at an e-commerce 

symposium of U.S. and Japanese executives earlier this week, Teruyasu Murakami, 

managing director of Nomura Research Institute, said e-business in Japan had grown steadily 

since the mid 1 990s. He added that between 500 and 800 e-businesses opened their virtual 

doors in Japan each month. He also said that Japanese firms are starting to innovate and 

create new business models. He said a company such as 7dream.com would only be possible 

in Japan, where convenience stores are within walking distance from almost any location. 

( adapted from 

http://www.ecommercetimes.com/perl/story/3624.html) 

What do you think are the strategic objectives for 7dream.com? 

What cultural, social or political factors will affect the successful implementation of 

7dream? How would these relate to a similar venture in your own country of residence? 

Would you describe 7dream.com as a global or local e-business? 

Would you invest in a similar venture in your own country? 

http://7dream.com/
http://7dream.com/
http://7dream.com/
http://7dream.com/
http://www.ecommercetimes.com/perl/story/3624.html)
http://7dream.com/
http://7dream.com/
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The Internet possesses a combination of features that make it radically different from any 

other sales channel: ubiquitous and global presence, multimedia and immediate interactivity, 

digitisation and integration. Yet the same business issues come together when developing an 

effective strategy to exploit and deliver new services to customers. 

Benefits of the Internet Marketplace 

For the business, reduces~ Ä costs of transactions 

Ä time to market 

Ä amount of investments 

For the customer, reduces~ Ä costs 

Ä intrusiveness of branding (global 

branding achieved without media 

saturation) 

For the business, increases~ new access to existing markets 

Ã access to new markets 

For the customer, improves~ choice 

service 

Ã quality  

All the benefits listed in the table above are the standard business objectives 

underpinning effective business strategy, yet none of these can be achieved via the 

WWW without added risk and new threats. Evaluating these risks is the core of an e - 

business strategy. 

Globalisation has an impact far beyond the growth of individual organisations. Already there 

is evidence that the economies of countries in which companies use the Internet for business 

will grow far more rapidly than those who do not. A country lacking an online commercial 

life suffers a competitive disadvantage which, over the long term, will affect its economy 

negatively. True expansion into these new markets will require more than just creating a Web 

site. It will require the development of an effective technological infrastructure available to 

all market consumers. Another development requirement promising even more long-term 

advantage is the evolution of an e-culture whereby online dealings become an accepted way 

of life. Shopping, learning, chatting on the Internet will represent just another channel for 

conducting one’s daily affairs. 

The organisation which decides to become a major player in this market needs to develop a 

specific market and technology focus to place itself as a winner in the new virtual 

marketspace. 

Activity 2.2 

Read the following report condensed from a report in ecommerce times in 2002. 

(http://www.ecommercetimes.com/perl/story/1 657 8.html). 

Grocery Kiosks 

According to NetGrocer, kiosks will make it easier for supermarkets to fulfill special 

requests made by customers, rather than taking a week or more to fill the request. Today 

companies can seamlessly cross geographic borders and time zones by leveraging the power 

and flexibility of a Virtual Private Network. 

http://www.ecommercetimes.com/perl/story/1
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NetGrocer, an online food delivery service that focuses on shipping packaged goods, has 

struck a deal with supermarket chain Stop & Shop to test in-store kiosks for its Web service. 

The kiosks, billed as the ‘endless aisle,’ will feature items not typically found on grocery 

store shelves, NetGrocer president and CEO Lisa Kent told the E-Commerce Times. The 

program will begin with a 90-day pilot at stores near Stop & Shop's Quincy, Massachusetts, 

headquarters. The supermarket chain operates 320 stores in the northeastern United States. 

At the same time, a NetGrocer link will begin appearing on the Stop & Shop Web site. If 

successful, the kiosks will be set up in other Stop & Shop stores and possibly in other chain 

stores owned by parent company Royal Ahold. 

The kiosks will help Stop & Shop answer customer requests for specialty products — 

requests that, if not met, often frustrate shoppers and send them to a competing store, 

according to Kent. The NetGrocer site features more than 50,000 products, many of which 

cannot generate enough sales to win space on store shelves but are still sought by numerous 

customers, such as those on special diets. For example the site carries Parmalat organic milk 

and some brands of Quaker cereal no longer available in stores. Purchases will be shipped to 

a customer's home by FedEx and will arrive within a few days. Right now, there is no easy 

way for a supermarket to fulfill a special request~when a special request is made at a 

brick-and-mortar grocery store, it usually takes a week or more for the request to be filled. 

Sometimes the customer must buy a full case of the product, even if he or she does not want 

that much of it. Kiosks offer a way around such problems. 

The in-store kiosk program expands on an existing relationship between NetGrocer and 

Royal Ahold, which also owns online grocery firm Peapod. Last year, North Brunswick, 

New Jersey-based NetGrocer took over for Peapod when it discontinued Peapod Packages, 

a nationwide grocery delivery service. NetGrocer also announced that it is changing its 

name to NeXpansion - the decision reflects the fact that NetGrocer, which has begun to 

offer Web-based services to grocery chains, is now more than an online store. The 

NetGrocer site, which first appeared in 1996, will continue to operate as an e - commerce 

store. 

Few e-commerce sectors have undergone as much change and upheaval as the online 

grocery space. Such companies as Webvan, Streamline.com and HomeRuns.com have 

folded, while Peapod and others have abandoned national expansion programs. But despite 

the struggles of these onetime sector heavyweights, new companies are entering the 

e-commerce grocery fray. 

Safeway (NYSE: SWY), for instance, recently launched an online grocery service in 

conjunction with Tesco, which has had success with its online shopping model in the 

United Kingdom 

Answer these questions: 

1. How does this model differ from the Japanese model described at 7dream.com? 

Discuss the differences in the context of organisational models, global reach and 

cultural issues. 

2. Would this model attract success in your national environment? Please give 

reasons for and against. 

http://streamline.com/
http://homeruns.com/
http://7dream.com/
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3.2. Virtual Marketspace 

 

Figure 2.1. Virtual Marketspace (Burn and Hackney, 2000) 

Driven by such phenomena as the World Wide Web, mass customisation, compressed 

product life cycles, new distribution channels and new forms of integrated organisations, the 

most fundamental elements of doing business are changing and a totally new business 

environment is emerging. This environment is characterised by rapid exchange of 

information within a virtual network of customers and suppliers working together to create 

value-added processes. This virtual marketspace (Figure 2.1) brings with it new forms of 

IT-enabled intermediation, virtual supply chains, increasing knowledge intensity and 

information-based business architecture strategies. This new business paradigm is one where 

core business processes may need to be rethought and redesigned, where new organisational 

forms and inter-organisational forms may need to be developed and where the emphasis will 

be on collaboration rather than competition within the virtual market. 

In the transition from physical marketplaces to a virtual marketspace there are three main 

characteristics which differentiate transactions in these environments, as shown in Table 2.1. 

CHARACTERISTICS MARKETPLACE MARKETSPACE 

Content Products/Goods Information 

Context Physical interaction On-line interaction 

Infrastructure Shops, malls, warehouses Electronic networks  

Table 2.1. Marketplace v. Marketspace (after Rayport and Sviokla, 1994) 

In the traditional marketplace, businesses attempt to develop strategies integrating these 

three focal characteristics. However, in the marketspace all three can be disaggregated to 
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create new ways of adding value and lowering costs, forging new alliances with 

competitors, customers and suppliers and evolving new businesses. These strategies will be 

constantly subject to change as the business interacts with the dynamic marketspace which 

continues to evolve around them. 

3.3. Virtual Markets Ecosystems  

Moore (1997) suggests that businesses are not just members of certain industries but parts of 

an ecology that incorporates different industries. The driving force is not pure competition 

but co-evolution. The term co-evolution originated in biology. It refers to successive 

changes among two or more ecologically interdependent but unique species such that their 

evolutionary trajectories become intertwined over time. As these species adapt to their 

environment, they also adapt to one another. The result is an ecosystem of partially 

interdependent species that adapt together. This interdependence is often symbiotic (each 

species helps the other), but it can also be commensalist (one species uses the other). 

Competitive interdependence can emerge as well: one species may drive out the other, or 

both species may evolve into distinct, noncompetitive niches. Interdependence can change, 

too, such as when external factors like the climate or geology shift. 

The virtual market ecosystem is seen as ‘an economic community supported by a 

foundation of interacting organisations and individuals ~over time they co-evolve their 

capabilities and roles, and tend to align themselves with the direction set by one or more 

central companies’ (p. 26). The ecosystems evolve through four distinct stages: 

 Birth 

 Expansion 

 Authority 

 Death 

And at each of these stages the ecosystem faces different leadership, cooperative and 

competitive challenges. This ecosystem can be viewed as the all-embracing electronic 

market culture within which the e-business maintains equilibrium. 

EcoSystem 

Stage 

Leadership 

Challenges 

Cooperative 

Challenges 

Competitive 

Challenges 

Birth Maximise customer 

delivered value * 

Find and create new 

value in an efficient way 

Protect your ideas 

Expansion Attract critical mass 

of buyers 

Work with * suppliers 

and partners 

Ensure market 

standard approach 

Authority Lead co-evolution * Provide compelling 

vision for the future 

Maintain strong 

bargaining power 

Renewal or 

death 

Innovate or perish Work with * innovators Develop and maintain 

high barriers  

Table 2.2. e-Market Ecosystem. (after Moore, 1997) 
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In Table 2.2 a possible evolution path for an e-business strategy is shown for an e - business 

as *. The e-business initially focuses on gaining new customers. As the business expands, its 

managers realise that they need to extend alliances with suppliers and so set up a number of 

different alliances throughout their value chain. This requires more rigorous management of 

different communication channels, reflecting different degrees of dependency and 

reciprocity. At this stage the e-business may decide to impose more control over the alliance 

in order to lead a co-evolution to a market alliance. Simultaneously other e-businesses have 

been formed as the market has matured, and at stage 4 the e-business faces a choice. The 

option chosen may result in a completely new virtual form (with the same or different 

players in the virtual market) and the recommencement of the evolutionary cycle. 

This view is supported by Eisenhardt and Galunic (2000), who point out that the new 

roles of collaboration in e-business are actually counterintuitive and that collaboration 

does not naturally lead to synergy. 

Where synergies are achieved the managers have mastered the corporate strategic process of 

co-evolving. These managers routinely change the web of collaborative links among 

businesses ~everything from information exchanges to shared assets to multi-business 

strategies. The result is a shifting web of relationships that exploits fresh opportunities for 

synergies and drops deteriorating ones. 

 
Traditional Collaboration 

in the Marketplace 

Co-evolution in the 

Marketspace 

Form of 

collaboration 

Frozen links among static 

businesses 

Shifting webs among 

evolving businesses 

Objectives Efficiency and economies 

of scale 

Growth, agility, and 

economies of scope 

Internal dynamics Collaborate Collaborate and compete 

Focus Content of collaboration Content and number of 

collaborative links 

Corporate role Drive collaboration Set collaborative content 

Business role Execute collaboration Drive/execute collaboration 

Incentive Varied Self-interest, based on 

individual business block 

performance 

Business metrics Performance against 

budget, preceding year, or 

sister-business performance 

Performance against 

competitors in growth, 

share and profits  

Table 2.3. Traditional Collaboration versus Co-evolution 

(after Eisenhardt and Galunic, 2000) 

We will return to this approach to strategy in Block Four, but it is introduced here to 

emphasise that this new marketspace is not one where collaboration is the only name of the 

game. It is very much one of co-opetition, and a fairly cutthroat environment for the 

unprepared player. (A term coined by Novell founder Ray Noorda, ‘co-opetition’ was 



 59 

originally used of a business cooperating with its competitor. The term has been 

elaborated to mean business strategies preferring win/win over win/lose outcomes.) 

3.4. Models of Virtual Markets  

This ecosystems approach can be applied to different market models such as the four 

models of virtual market environments identified by Ticoll et al (1998) in their 

examination of e-business communities. They suggest that such markets differentiate 

along two primary dimensions: economic control and value integration (figure 2.2). 

High 

Control 

Low Value Integration High Figure 2. 2. Four Models of Virtual Market 

The open market model is basically a business-to-consumer model without any single player 

in overall control, although different players and market alliances can drive events at 

different times. The aggregation model normally has one business in control, positioning 

itself between suppliers and producers. Value chains have a similarly hierarchical model but 

maximise value integration through operational effectiveness, whereas alliances retain that 

high value integration but rely on shared visions, standards and business practices to provide 

a full-solution environment without any single company exercising overall control. 

Another classification relates the control variable to the emphasis on efficiency versus 

flexibility and innovation and how this emphasis reflects a stable or dynamic market. In 

many virtual market environments, these differences can be seen to mark stages in an e - 

business’s maturity, each stage demanding different approaches to strategy and different 

approaches to process management. 

Activity 2.3 

Go to the Yellow Pages website, http://www.yellow-web.com/, and explore the e-market 

forum. How would you classify this marketplace? How effective are these marketplaces? 

How might you add value to this hub? 

Now go to http://www.b2bYellowpages.com/. How does this forum differ from the 

previous one? 

Using Figure 2.4 below, classify these e-markets according to controllers. 

If you were asked to advise a business in your own country how to join an e-marketplace, 

would you advise yellow pages as a way to go? 

Aggregation Value Chain 

Open Market Alliance 

 

http://www.yellow-web.com/,
http://www.b2byellowpages.com/
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How could this be adapted for government or public services? 

What factors would influence effective community use? 

3.5. Strategies for e-Markets 

Berryman et al (1998) suggest there are three types of marketplace: those controlled by 

sellers, those controlled by buyers, and those controlled by neutral third parties. 

Seller 

Controlled 

Information-only vendor web sites 

Vendor web sites with on-line ordering 

Cisco Systems 

Buyer 

controlled 
Web site procurement and planning 

Purchasing agents 

Purchasing aggregators 

Japan Airlines 

Free markets Online 

TPN Register 

Neutral Industry/product specific search engines 

Information marts 

Business malls 

Auction spaces 

FastParts 

 

Table 2.4. Types of Electronic Markets 

Marketplaces controlled by sellers are usually set up by a single vendor seeking many 

buyers. Its aim is to create or retain value and market power in any transaction. Cisco 

systems (www.cisco.com), for example, enables buyers to configure their own routers, 

check lead times, prices and order and shipping status, and confer with technical experts. By 

1998, 40% of the company’s total sales (>US$3 billion) was generated through this site and 

Cisco was saving approximately US$270 million annually in printing expenses, 

configuration errors and telephone-based technical support. 

Buyer-controlled marketplaces are set up by or for one or more buyers with the aim of 

shifting power and value in the marketplace to the buyer’s side. Many involve an 

intermediary, but some particularly strong buyers have developed marketplaces for 

themselves. Japan Airlines (www.jal.co.jp) uses its site to find the best suppliers for 

in-flight consumables. Procurement notices for everything from plastic cups to rubbish 

bags are placed on the site for tender. 

Neutral marketspaces are set up by third-party intermediaries to match many buyers to 

many sellers. Fastparts (www.fastparts.com) operates an anonymous spot market to 

trade overstocked electronic components through on-line auctions. 

Companies wanting to evaluate which model suits them best should answer the following four 

questions to help them determine an appropriate strategy. 

http://www.cisco.com/
http://www.jal.co.jp/
http://www.fastparts.com/


 61 

 Are there transaction savings or benefits to be realized? 

o Cost reduction through greater process efficiency 

o Improved reach. 

o Reduction in prices to buyers 

 Is an electronic market for our product developing quickly? 

o Do we have transaction inefficiencies? 

o How sophisticated is the buyer? 

o Is the product e-friendly? 

 Would a neutral intermediary be beneficial? 

o Advantage of scale in transaction processing 

o Value of the information acquired during buying and selling 

o Anonymity. 

 Do we have substantial market share or buying power? 

For buyers, the strategic imperative is clear. They have little to lose and much to gain, and 

should therefore organize a buyer-controlled marketplace as quickly as possible. The 

dynamics of the virtual marketspace also create clear opportunities for third-party 

intermediaries who can create value by virtue of their neutrality. Sellers are the most 

vulnerable participants, because they will increasingly have to compete with other vendors 

in a transparent environment. The rapid growth of such marketspaces is forcing businesses 

to choose their strategies now. Electronic business-to-business commerce is not simply a 

question of automating existing channels and processes. It is a whole new way of doing 

business. 

Telecommunications is a two-way street: businesses use the technology to satisfy their 

customers; customers also use it to define their needs and source their requirements for 

products and services. This mutuality has led to the development of e-communities. 

Businesses can collect and analyse vast quantities of customer data and so can define their 

customer markets in new ways. Customers can also seek out others with like interests to 

form blocs capable of bargaining collectively (in a sense broader than the familiar 

labour-market meaning of ‘collective bargaining’). By tying into such communities, 

businesses receive feedback on current products and services as well as assistance with 

new products and services. The current explosion of ‘portal’ sites reflected the growing 

importance of such virtual communities. You will examine this in greater depth in the 

following section. 

Activity 2.4 

Apply these four questions to your own organisation, identifying the specific features that 

apply and then justify the particular e-market model that should be applied. 

1. Are there transaction savings or benefits to be realized? 

2. Is an electronic market for our product developing quickly? 

3. Would a neutral intermediary be beneficial? 

4. Do we have substantial market share or buying power? 



 

 

17 
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4. The New Value Chain for e-Business 

In 1985, Professor Michael Porter of Harvard Business School introduced the concept of the 

'value chain' in his book Competitive Advantage: Creating and Sustaining Superior 

Performance. Since then, this thinking has prompted or underpinned much of management 

thinking. The relationships are shown in Figure 2.3 

 

Figure 2.3 Internet Enabled Commerce and the Value Chain (adapted from Porter 

(1985) 

Value Chain Analysis is used to identify potential sources of economic advantage. The 

analysis disaggregates a firm into its major activities in order to understand the behaviour of 

costs and the existing and potential sources of differentiation. It determines how the firm's 

own value chain interacts with the value chains of suppliers, customers and competitors. 

Companies gain competitive advantage by performing some or all of these activities at lower 

cost or with greater differentiation than competitors’. 

This approach requires an understanding of the linkages between activities and the way the 

performance of one activity affects the cost and performance of others. To perform value 

chain analysis: 

 Divide a firm into its key activities and assign costs to those activities; 

 For each activity, understand the cost drivers, the linkages between activities and the 

company's cost position relative to competitors; 

 Identify linkages to the buyer's value chain and assess potential sources of 

differentiation. Develop a differentiation strategy that maximizes value to the buyer and 

minimizes increases in cost. 
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4.1. The Basic Concept 

The focus of Porter's argument is that winning by charging less or by having distinctive 

features should be understood and planned for as a result of the total activities that a 

company performs. By splitting these activities these into ‘strategically relevant’ groups, 

managers should be able to understand the behaviour of costs as well as work out potential 

sources of differentiation. 

4.2. What is a value chain? 

In this analysis 'value' is defined as ‘the amount buyers are willing to pay.’ The value chain is 

therefore designed to display total value and consists of the firm's value activities (defined 

below) and its margin (‘the difference between total value and the collective costs of 

performing the value activities’). This allows us to describe the generic value chain for any 

single firm in terms of three main elements: its primary activities, its support activities and 

the margin. 

Primary Activities 

Primary activities create the product, its sale and transfer to the buyer as well as 

after-sales service. These are: 

Inbound logistics~warehousing, materials handling, inventory control, etc. 

Operations~the activities that change inputs into finished products (e.g., machining, 

testing, packaging, equipment maintenance, etc.) 

Outbound logistics~the activities that store and distribute products to buyers (e.g., 

warehousing, delivery fleet operations, order processing, etc.) 

Marketing and sales~the activities that provide the means for the buyer to purchase (e.g., 

advertising, sales force operations, selection and management of distribution channels, etc.) 

Service~activities which enhance or maintain the value, such as installation, upgrade, 

repair, spare parts, etc.) 

Support Activities 

Support activities are those which support primary activities and each other. Three of 

these~procurement, technology development and human resource management~can be 

associated with specific primary activities, while the fourth, business infrastructure, 

supports the entire chain. Support activities comprise: 

 Procurement ~While raw materials procurement is usually concentrated in a 

purchasing department, other purchasing is often dispersed throughout a firm. 

 Technology Development ~includes engineering and process development and, while 

usually associated with an engineering or development function, may also be dispersed 

(office automation, telecommunications, etc.) 



 65 

 Human Resource Management ~recruitment, hiring, training, development and 

compensation of all personnel. Partly centralised but increasingly dispersed. Porter 

points out that the skills and motivation of employees and the costs involved may be 

critical to competitive advantage. 

 Firm Infrastructure ~broadly encompasses general management activities, as well as 

finance, accounting, legal, corporate affairs and quality management. Often viewed as an 

overhead, these can be a considerable source of advantage (e.g., skilful negotiations with 

regulatory bodies.) 

Defining a value chain 

Starting with the generic value chain, individual value activities are identified for the 

particular firm within its particular industry or the service provider within the public sector. 

Each of the main categories in the overall model can be subdivided into separate activities. 

In this way, Sales and Marketing might be subdivided into marketing management, 

advertising, sales force administration, sales force operations, technical literature, promotion, 

etc. This process of subdivision can continue down to activities that are very narrowly defined, 

if they have clear boundaries. 

Determining which activity lies within which category requires judgment. In particular it 

depends on the nature of the firm, its industry and where it derives the competitive edge 

which keeps it in business. Thus, order processing can belong within outbound logistics but 

its correct category is marketing if it is an important element of the way a firm interacts with 

its buyers. One way or another, however, everything a firm does should be captured and 

identified. 

Linkages within the Chain 

Although definition requires this process of disaggregating, the value chain is not a series of 

independent activities but of interdependent ones. Linkages exist because of the relationship 

between how one activity is performed and its impact on the cost or performance of another. 

Porter argues that competitive advantage frequently emerges from such linkages—for 

instance, how buying high quality, well-prepared raw material can simplify manufacturing 

and reduce scrap, or how the timing of promotional campaigns can help production and 

capacity scheduling in a fast food chain. 

Linkages are not always obvious: the same function can be performed in different ways. 

Thus, keeping parts within specification can be achieved by buying in high quality parts, by 

specifying tight manufacturing tolerances or by imposing 100% inspection of finished goods; 

different firms will choose different routes and achieve different potential advantages. 

Another under-recognised factor is that the cost or performance of direct activities is 

improved by greater efforts in indirect activities. For example, better scheduling (indirect) 

can reduce time spent by either the sales force (customer complaints) or the cost of delivery 

vehicles (by making fewer runs.) 

The Value System 

Porter extends the value chain concept to what he defines as a ‘Value System,’ taking 

account of the fact that an individual firm's value chain is inevitably ‘embedded’ in a 



 66 

larger stream of activities. This matrix concept suggests that there are at least three 

additional value chains of which account must be taken: 

Supplier Value Chains 

These create and deliver the essential inputs to the firm's own chain. 

Channel Value Chains 

These are the delivery mechanism(s) for the firm's products on their way to the end buyer, 

customer or consumer 

Buyer's Value Chains 

These are the ultimate source of differentiation, because it is the product's role in this 

chain that determines buyer needs. 

As you see, managers need to understand not only their own firm's value chain but also how 

it fits into the industry's overall value system. The underlying point is that the value chains of 

separate firms in an industry will differ according to each organisation's history, its strategies 

and its skills at implementation. For instance, one or more firms may have restricted their 

competitive scope. This decision to serve a focused industry segment may enable a firm to 

tailor its particular value chain to that segment and thus gain advantage either through lower 

costs or greater differentiation. 

Since Porter introduced the notion, it has become ever clearer (particularly when the 

explosive growth in, and reduced costs of, ICT are studied) competitive advantage does not 

just arise within the firm. It may be derived from looking at the entire system and 

recognising that different firms can adjust and improve their own value system. For 

instance, quite often supplier linkages mean that the relationship with suppliers is not a 

zero-sum game in which one gains only at the expense of the other but a relationship in 

which both can gain. Similarly, co-ordination and joint optimisation with different 

distribution channels can be important —especially in those industries where the channel 

may represent as much as 50% of the ultimate selling price to customers (e.g., consumer 

goods, wine, newspapers, etc.) 

Implementing the Value Chain Analysis 

The following summarises the process of using value chain analysis to gain a competitive 

edge through either lower costs or differentiation. 

Six steps in strategic cost analysis 

Identify the individual firm's value chain and then assign costs and assets to it. 

Diagnose the key elements that drive the costs of each value activity (cost drivers). 

Identify competitors' value chains and determine both their relative costs and the sources of 

differences in cost. 

Develop a strategy to lower relative costs by controlling cost drivers or by reconfiguring the 

value chain itself. 

Ensure that any cost reduction does not erode differentiation or, if it does, make sure that this 

is a conscious choice. 

Test the cost reductions to ensure that they are sustainable. 
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Eight steps for determining the basis for differentiation 

Determine who the real buyer is—the one or more specific individuals, within the buying 

entity, who set the purchase criteria. 

Identify the buyer's value chain. The value the firm provides to the buyer is determined by 

the way, directly or indirectly, it impacts upon the buyer's value chain, either by lowering 

costs or improving performance. 

Determine and put in rank order the buyer’s reasons for purchase. Analysis of the buyer's 

value chain will identify such criteria. These should then be ranked according to the value the 

buyer attaches to each. 

Assess the current and potential sources of differentiation. By determining which of its 

value activities affect each of the purchase criteria, a firm can identify its current or 

potential sources of uniqueness. 

Identify the cost of these sources of differentiation. The cost of differentiation is a 

function of the cost drivers for those activities that distinguish the firm from its rivals. 

Design the value chain to maximise value relative to cost. The aim is to create the widest gap 

between what the buyer will pay and the cost of providing it. 

Test for sustainability—identify both stable sources of buyer value and the firm’s own 

capacity to raise barriers against competition. 

Reduce costs in activities that do not affect the chosen forms of differentiation. 

Porter's advance of this analysis foresaw the globalisation of businesses and industries and 

with it, a shift from straightforward growth as the main corporate objective to an era when 

companies would need to identify and strengthen their competitive position if they were to 

survive. 

Porter's identification of five competitive forces and his arguments for positioning 

companies so as to reduce their impact has become known as the ‘strategy as position’ 

school of thought. As we have seen, understanding an enterprise in terms of the value 

chains involved bring home to us the centrality of communication systems in 

implementing any business activity. It is the restructuring of value chains and the 

reduction of costs of communicating between these activities that keeps value chain 

analysis very much to the forefront of enterprises today. 

Activity 2.5 

Return to the Amazon.com website and, using the model presented in Figure 2.3, analyse their 

value chain and the players who interact at each stage of this chain. 

Take as an example another organisation with which you are familiar and identify the 

value chain in which it is embedded. This can be applied on their traditional 

(non-electronic) business model. Now evaluate their e-business strategy: 

Do they have one? If not, why not? What is or should be their strategy? 

http://amazon.com/
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What alliances should they make? 

What business model should they adopt (B2B, B2C, B2G, B2E)? 

(Note: this model applies equally well to the non-profit or public sector and to the service 

sector as well as retail and manufacturing) 

Applying value chain analysis is a useful approach as a first step to understanding how useful 

ICT can be in developing shared competencies with other market players. The next step is 

understanding how to leverage this. 



 69 

5. Leveraging the Organisation Through ICT and e - 

Business 

Over the last decade, organisations have been forced to re-examine the role of ICT as a 

support tool within the organisation and accept that it has become a major driver for business 

change. E-business is no longer optional and has become the standard mode of operating not 

only in financial services, publishing and retail~where we have already seen rapid and 

profitable advancement~but everywhere business is conducted. E - business is fundamental 

to business strategy and process execution, but new concepts of value require executives to 

re-examine strategic approaches and ways through which they can exploit the power of 

e-business. 

PriceWaterhouseCoopers identify a panorama of e-business change that can be used to 

redefine corporate strategy rather than merely as a tool to re-engineer and improve 

processes. This panorama (see Figure 2.4) encompasses four stages of change. It begins 

with the use of ICT to enhance sales or buying channels through some form of e-commerce. 

This stage is followed by the application of ICT within and across value chains, inevitably 

leading to industry transformation as networks of organisations are formed through 

e-business. Finally there will be a convergence where many companies come together and 

work within the same e-space. 

 

As organisations move from left to right across this panorama they are likely to gain added 

value but also to encounter much greater risk. Leveraging e-business is far less than it is 

assumed to be about technology application, far more about equipping the people who use it 

with the business skills to make their business lives more productive and the corporation 

more successful. Organisations moving through these stages will be looking to make 

improvements in revenue enhancement, cost reduction and relationship management. 
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5.1. STAGE ONE: Channel Enhancement 

Should you use the Internet to buy or sell? 

Typically an organisation will look to ICT to enhance selling or buying channels. Those 

that engage primarily in B2C commerce will probably give priority to their sell side to 

generate increased revenue, better manage customer relationships and reduce costs. This is 

especially true of the dot-com companies that typically have negligible supply chains and 

that are driven by a need to gain market share rapidly. 

Companies that engage primarily in B2B commerce will tend to give priority to reducing the 

costs of selling, buying, or both. Increased revenue and enhanced customer relationships are 

bonuses. B2B e-commerce includes the creation of : 

 e-procurement systems for buying non-production goods 

 electronic channels to link distribution networks more tightly. 

5.2. STAGE TWO: Value Chain Transformation 

Who are your strategic partners and how will you link with them? 

Having analysed your company's value chain, it is now time to examine how you can 

integrate your value chains and information systems more closely with those of suppliers, 

logistics providers, distributors and retailers to maximise efficiencies and reduce costs. In a 

mature state, value chain integration allows companies to share real-time planning, cost and 

production data between Enterprise Resource Planning (ERP) systems such as SAP. Such 

integration allows for the creation of a ‘fully e-nabled extraprise,’ a term used to characterise 

an extended enterprise consisting of the company and its value chain partners. The major 

decision that the organisation has to make at this stage is to choose its strongest and strategic 

partners and determine how to link with them. 

Let's consider a case where a company employs a large sales force working from different 

branch offices across Asia. They source products from a large number of manufacturers in 

mainland China in several different provinces and throughout India. The headquarters is in 

Hong Kong and all financial, purchasing and sales procedures are routed through the HQ. 

These busy communication channels cause long delays in handling transactions. The 

company has a centralised computer system linking to the branch offices and now wants to 

extend this system into their suppliers in China and India. They still, however, anticipate 

delays between the inbound logistics (order processing from sales force and product 

procurement from suppliers) and outbound logistics (delivery of products to customers). One 

obvious technology which might be applied is mobile technology. Providing the sales force 

with handheld computers can allow easier flow of information across the whole network, as 

shown in Figure 2.5. 
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SUPPORT ACTIVITIES 

Infrastructure: Scheduling & messaging; wireless networking 

Human Resources: Mobile workforce automation 

Product and Technology Development: Field testing & reporting 

Procurement: Mobile procurement systems & electronic markets 

In bound Operations: 
Outbound Sales & 

Service: 

Logistics: Mobile Logistics: Marketing: Equipment 

‘Rolling’ financial Mobile Mobile maintenance; 

inventory services; inventory sales force; Diagnostic 

systems Customer & delivery Mobile systems 

 
alerts systems consumer 

 

PRIMARY A CTI VI TIES 

Figure 2.5 The Mobile Value Chain 

5.3.  STAGE THREE: Transformation  

Do you want to be a knowledge-based company or a physical company? 

As companies collaborate along their value chains, the nature of the industry begins to 

change as organisations decide to outsource some of their traditional functions and focus 

only on their core competencies. The term ‘going to market’ will no longer be defined as the 

way a company enters the marketplace but rather it will characterise the way an integrated 

group of companies creates a set of cascading values to transform the marketplace into a 

network of value providers. At this stage, companies will make a conscious effort to orient 

their strategies toward becoming knowledge-based (Knowco) or physical goods-based 

(Physco) companies. This is not normally a complete transformation but rather an orientation 

towards one or the other. Knowcos will focus on building brands, capturing ownership of the 

customer-end market relationship, and investing in knowledge-based core competencies 

such as marketing and product or service development. They may well expand into providing 

customer knowledge management services to other companies in their marketplace. Physcos 

will become hubs of processing expertise. Their success will be based on speed, quality and 

delivery. So what model should a company adopt, and how will they prepare for this 

transformation? 

Section One of this block described a franchising process that results in either a Knowco or a 

Physco structure, depending on which group of functions the organisation splits off as a 

virtual enterprise. Organisations that franchise the presentation of the product (front end) 

rather than the data-rich parts of the business, such as the logistics or catalogues, are 

examples of Physcos. A Knowco would come with franchising of back-end processes. In our 

mobile value chain example above, the company could decide to move exclusively into 

managing the whole process and focus only on customer relationship marketing and 
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brand image. They would outsource all other activities and even manage 

knowledge-based activities for their business alliances. This would make them a 

Knowco. 

5.4.  STAGE FOUR: Convergence 

Where do you want to end up? 

Convergence is the coming together of companies in different industries to provide goods 

and services to customers and is as much a function of deregulation and globalisation as it is of 

ITC enabled e-business models. An example is the merger of AOL and Time Warner. Virtual 

business networks will be the ultimate result of an e-enabled economy. These e-markets will 

be differentiated by the services they offer and will be constantly creating new services based 

on their digital assets. In this digital world the company that owns the customer relationship 

and the customer knowledge will be king. 

These challenges have to be recognised by organisations wishing to succeed and prosper in 

the 21
st
 century and some basic rules need to be borne in mind. 

E-business employs disruptive technology. It can both enhance and disrupt the value 

chain by changing interactions between companies. 

E-business success is not about technology; it is about organisational change management and 

leadership. 

E-business and e-markets will become increasingly complex. 

The organisation that survives will be a knowledge-based, strategy-focused organisation. 

Activity 2.6 

Explain the Difference between a Knowco and a Physco and give an example of each. 

Consider each of the following three cases and identify for each how they should leverage ICT 

for e-business advantage. You should consider each of the four questions posed in the stage 

model we have just explored. 

Company A is end consumer focused and sells directly to the general public from its own 

stores. It is new to the Internet and a new business, has no major corporate accounts, no 

agents and few account managers. Managers have a business strategy of rapid expansion. 

Company B has many suppliers, and efficiency of supply and purchasing is a key 

differentiator in this industry. They are the major player in Asia and in the top ten 

internationally. 

Company C is an information service provider and is growing rapidly. Its strength is its 

professional staff, and they have a strong culture of shared information. 
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6. Issues in Implementing e-Business and IOS 
Strategies 

6.1. Organisational Issues 

As might be expected, putting systems in place across organisations calls for consideration 

of a wider range of human and technical factors– and consequently greater management 

planning—than dealing with the needs of a single enterprise. A simple model illustrates this. 

If a single working parent has one child and that child attends a single school, there are 

issues of where and when to purchase uniforms and kit, how to arrange transport between 

home, school, outside venues, and friends’ houses, and the need to plan holidays and leave 

around the school year. When a family has two working parents and several children 

attending different schools, not necessarily in the same country, the issues of effective 

management become more complex. Several uniforms may be needed, these are not 

exchangeable across children and the school timetables and calendar may be different. The 

range of problems, tools required, and need for coordination is greatly extended. 

As organisations seek to extend their reach and/or effectiveness by the use of alliances, 

partnerships and increasingly close ways of working together, this collaboration requires 

the establishment of closely tied communications and information systems between the 

organisations, including but not limited to extranets. The remainder of this section 

introduces you to some of the issues involved and explored in the IS literature. 

Collaboration calls for the resolution of a wide range of strategic, social and conflict 

management areas. Before an Inter-organisational Operating System (IOS) can be put in 

place as the basis for an e-business, the cost of communications and the cost of the 

technology needed must be justifiable to all parties, while any implementation must rest on 

congruence with long-range strategic planning. An organization may have created a strong 

business case for its own technology and may have stayed on track with its strategic plans, 

but forming alliances or partnerships changes its landscape of opportunities and strengths, 

and radical rethinking about this landscape may not be avoidable. 

Against this background, a shared approach to conflict management may need to be 

formalised, as existing implicit procedures may not suffice. You can appreciate that the 

means of resolving a conflict in a company founded, owned and run by a single dynamic 

individual will be far distant from those employed by a publicly owned multinational with 

partially independent subsidiaries. Even within a single language group or country, many 

business models may exist. Such issues gain even more importance as organisations of all 

sizes consider forming transnational or global alliances. Conflicts and disjunctions call for 

considered investigation and resolution, lest unstated different assumptions wreck 

collaboration unnecessarily. 

Even areas of agreement may need to be plotted: partners may not have the same resources 

to throw at a project, they may have widely different views on the appropriate levels of 

responsibility within their reporting structures, and unstated beliefs in the business and 

social value of technology will affect implementation. 

Added on to these issues are those relating to the technology to be deployed within any 

e-business. Any discussion of standards, equipment, networks and the like will quickly 
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throw up the fact that technology is not neutral. What is taken for granted in one company —a 

perceived value of a networking technology or adherence to proprietary standards— may be 

dismissed out of hand in another. The choice between proprietary EDI and Internet-enabled 

EDI alone is one calling for careful consideration and mutual understanding at the outset of 

any e-business project. The value of the resulting choice is unlikely to be symmetrical across 

partners, with a concomitant need for conflict resolution —and so it goes on. 

6.1. Technical issues 

Companies today spend an increasing percentage of their IS/IT budget on IOS, i.e., 

applications extending beyond company boundaries. As we have seen in Block One, 

these typically create a complex web of relationships between a company, its partners, 

customers, suppliers and its markets. 

IOS will grow because of the need to integrate disparate organisations or individuals in the 

same IT-enabled processes, regardless of formal boundaries. Just as process management 

methodologies look at a process as a set of related activities ( independently of functional 

boundaries), information technology now encourages us to consider and integrate whole 

value chains independently of geographical or organisational boundaries. 

Traditionally, these integrations called for high-end, specific and often proprietary 

technologies (such as EDI systems, Value-Added Networks and specific in-house 

developments.) New technologies are currently smashing the cost of building such 

inter-organisation systems, thereby providing smaller companies with the opportunity to 

derive large business benefits from crossing organisational boundaries to include their 

customers, suppliers or partners in their processes. 

These new technologies are less complex to understand and use, therefore demanding less in 

the way of skilled personnel to manage them. The cost of ownership of these systems is also 

decreasing, thanks to standard-based client-server technology and open networks replacing 

mainframe-based, often proprietary technology. 

The characteristics of inter-enterprise exchanges are the (relatively) few partners involved but 

the high importance of the information exchanged. The required reliability and security of 

the link is proportional to the importance of the link to both partners’ businesses. As a general 

rule, one should consider the security and reliability requirements of the cross-organisational 

IT systems equal to those of internal operational systems. This means the IT architecture 

supporting the IOS should offer secure connections (authentication, access control, 

cryptography) reliability (commit-rollback type of connections, restart after failure, etc.) 

accountability, and service that is monitored every day, 24 hours a day. 

Examples of applications available to support IOS include the following: 

 electronic mail 

 conferencing systems, discussion databases, bulletin-board type systems 

 shared databases (allowing the storage of documents, models, multimedia clips, etc.) 

 workflow management software 
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 shared applications or models (e.g. financial or CAD models) 

 project management software 

 videoconferencing 

 negotiation support software (e.g., voting systems) 

 highly structured information processing capabilities (indexing, searching, filtering, 

agents) 

There are two sets of technologies, embodied in applications, which enable IOS. The first set 

of technologies comprises proprietary systems typified by the early arrival, the Lotus Notes 

environment; the second arises from the Internet and its applications. 

Proprietary technologies 

Lotus Notes is the application that helped popularise the term groupware: i.e., computer 

tools helping people work together and communicate effectively across time or space 

boundaries. Although there are competitors, it is still the primary and leading tool in this 

area and illustrates the inter-enterprise support technologies. 

There are two possible ways of looking at groupware: business-oriented and 

technically-oriented. Business users usually see Lotus Notes as a group environment which 

improves their access to information (through shared replicated databases) and helps 

teamwork along (through communication features and workflow.) 

For the technically minded, Lotus Notes can be described in terms of its parts: 

 a distributed document database (a document being a form containing text, images, 

sounds, video clips or any other object) 

 a development environment, allowing users to build applications (amongst them 

workflow applications) 

 an electronic mail system, well integrated with the rest of the system security 

mechanisms, including encryption, authentication and access control 

 a replication mechanism, to synchronise databases on remote sites 

 a set of interfaces to external programs (e-mail, databases, etc.) 

 a platform-independent GUI. 

It should be noted that what attracts most users to Lotus Notes is the integration between all 

these components. This application provides a seamless working environment in which the 

technical components are hidden. 

Lotus Notes has been used to build groupware environments, to support teamwork through 

shared document databases, discussion databases, workflow systems and common project 

management. It has also been used to build specific applications such as customer support, 

documentation systems or workflow management systems. 
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Non-proprietary Internet technologies 

In a formal sense, the Internet is not a set of technologies but a wide-area network made up 

of thousands of sites around the world. Nevertheless some technologies were created 

especially for the Internet and are mainly used in that environment today. 

Technologies in use on the Internet include communication, resource sharing and 

navigation tools. Communication tools are mainly electronic mail and discussion forums 

(Usenet news); resource sharing includes file transfer (FTP) and remote terminal emulation 

(Telnet); navigation tools include Gopher (a text-based hypertext system) and the 

World-Wide Web (WWW), a graphic-oriented hyper-media system. The Web has been a 

main driving force behind the explosive increase of Internet use. 

The Web today is the primary front-end tool used by Internet and online-service users, 

integrating all other tools under a common umbrella. The Web appears to the user through a 

graphical front-end viewer, allowing him/her to consult multimedia documents stored on 

servers around the world. These documents can include hypertext links pointing to other 

documents on the same servers, or on other servers. Popular servers on the Web include 

presentations of companies, electronic catalogues, information database services and 

gateways to existing services. 

Open technologies and convergence 

A main difference between the two sets of technologies presented above are the openness of 

each environment. Lotus Notes can be considered a proprietary albeit open environment 

(i.e., it is the exclusive property of one company, although it offers various ways to integrate 

with its data and services). The technologies related to the Internet are most often 

non-proprietary (having usually been built by volunteers and placed in the public domain), 

although commercial providers are now gradually taking over. 

In the context of fast-evolving technologies, being proprietary is sometimes an advantage, as it 

allows a company to impose standards and offer advanced functionality. This is the case in 

regard to the security and reliability of the Lotus Notes environment, compared to Internet 

technologies. As such, it perfectly serves the need of inter-enterprise systems, which demand 

inherent security and monitoring. 

While proprietary systems are moving to seamless integration with Web standards and 

functionality, the Internet is already well on its way to acquiring more secure functionalities 

as encryption and authentication standards are progressively adopted by a majority of 

providers. 

Security Issues 

Taxing issues of security arise for anyone seeking to implement an extranet. There must be 

communication with outsiders, yet this must be restricted– issues of access control, 

confidentiality and authentication are beyond the scope of this unit, yet will need to be 

addressed. While the Internet technologies were designed to be robust, reliable, 

inexpensive and cross-platform, they were not designed with high security in mind, and 

ways of addressing this omission are under development, albeit hampered by governments 

which believe they have a right to eavesdrop on communications. 
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6.3. Managerial Issues 

Technological issues are rarely the only or even major reason for e-business failures. 

Failure is far more likely to arise where there has been a lack of understanding of the 

managerial, social and cultural issues involved and no clear e-business strategy. In order to 

develop such strategies, management need to review the following: 

 Has there been a clear identification and evaluation of business opportunities for e - 

business (intranets and extranets) looking at customers, suppliers, competitors and 

new entrants? 

 Has the new e-business solution been ‘sold’ to all users? 

 Has there been appropriate education and training? Do employees have a sense of 

ownership? 

 Is there an evaluation of the appropriate technological infrastructure (considering 

such things as remote or global access)? 

 Have all the costs been considered and reviewed against benefits (return on income 

will be considered in greater depth in Block Eight)? 

 Have all the security and control issues been identified? 

 Have all aspects of implementation been fully evaluated and the best solutions– 

in-house, consultants or outsourcing– been agreed upon? 

A major issue is the evolution of e-business services once they’re first created. It is rarely 

possible to foresee all opportunities and weaknesses that may eventually emerge from a new 

or modified system; therefore staying flexible is the name of the game. When encouraging 

partners and customers to join the IOS, when discussing the service with customers, when 

calling for feedback and implementing changes, businesses must emphasise flexibility. 

Although these technologies can, and should, serve to support a strategy, it is likely that new 

strategy options will emerge from opportunities uncovered by pilot projects in these areas. 

Such surprises come from the difficulty of planning the final use of very new technologies 

whose potential users cannot predict their demand for an unknown service or product. 

Activity 2.7 

You have been asked by the CEO of your organisation to evaluate the presence and 

weighting of factors that may inhibit the development of IOS in your local environment. 

Briefly review these and consider how your organisation (or any other with which you are 

familiar) should approach a perceived need for new or increased IOS. 

6.4. Making the Business Case 

Because relatively few extranets produce a cash flow that can be identified, effective 

strategic planning and making the business case for making use of such a system 
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generally relies on identifying areas where savings will flow from an extranet. The 

following checklist can be used to start corporate thinking in the right direction: 

 Reduced paper cost. Electronic documentation can be published more rapidly and at a 

lesser cost. Information-heavy companies are able to quantify these costs easily. 

 Eliminated private network charges. Huge savings are possible where private networks 

can be dismantled or supplemented, when access to the Internet is extended and moved. 

 Process efficiency. Workflow redesign is a promising area for savings; businesses can 

quantify such areas as automatic ordering, reduced transmission time of information, and 

so on. 

 Outsourced functions. Rapid and inexpensive communications can allow for the 

outsourcing of intermittent or time-dependent projects; collaborative extranets make 

this route appealing. 

 Reduced customer service costs. If customers can find the answers to their own 

problems at a time of their choosing, then staff time, office space and restricted 

service can be largely replaced by Web sites and database access. 

 Reduced phone and fax costs. 

 Reduced inventory. Supply chain extranets can reduce inventory holding times and 

storage costs . Supply chain management is proven in many fields to dramatically 

improve cash flow while providing better service. 

 Reduced procurement time and cost. A secure Web-based order system, possibly 

combined with electronic delivery of associated documentation, can save money. 

 Diminished training costs. Online training systems are another source of savings. 

 Extended life of legacy systems. In place of replacing legacy systems, many 

companies are building Web interfaces to extend the useful life of old systems. 

The above are quantifiable—these arguments may be used to advantage when arguing for 

other, less-easily quantifiable benefits to be expected from an extranet. These are valid, even 

when the driving force may in fact be such intangibles as constant real-time access to 

information, an extended knowledge pool, satisfied customers and partners, retention of 

satisfied staff, faster time to market, and so on. 

Turban et al (2000) classify the benefits from extranets under five headings: 

 Enhanced communication 

 Productivity enhancements 

 Business enhancements 

 Cost reduction 

 Information delivery 
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Not all Extranet applications will provide all of these benefits, but the organisation needs to 

focus on which of these is the most important for the intended strategic direction of the 

company and how this will affect the company employees, their customers and their 

suppliers. The company also needs to identify how this will provide a sustainable 

competitive advantage in the electronic marketplace. 

Activity 2.8 

Review the five classifications of benefits suggested by Turban, et al, with respect to your own 

organisation. What order of priority should these have and why? 

What would you emphasise in the business case? What problems do you foresee? 
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7. Strategic Analysis for e-Business Solutions 

7.1. Technology Leadership 

Plant (2000) identifies seven dimensions of an e-commerce strategy: three bonding 

factors—leadership, infrastructure and organisational learning ~and four positional 

factors~technology, branding, service and market. (We will be looking at these in detail in 

Block Four). He also emphasises that the keys to successful development of e-business 

strategies are: 

 Develop a strategy before developing a web presence 

 Develop a strategy by focusing on technology, branding, service and market 

 Develop an IT infrastructure capable of matching the strategic objectives 

 Identify and use knowledge in the organisation 

 Focus on added value for customers 

 Continually evolve these strategies 

 Have a senior executive as project champion 

For some organisations, the entire strategy will be based on strength and leadership in the area 

of technology, whereas for others it will play an enabling role, but for all e - businesses, 

strategy will play a very important role. This is particularly true for those companies 

developing Value Webs, sometimes referred to as Extended Value Networks (EVNs). In 

EVNs, companies will develop strategies with their business partners in mind, and a whole 

new breed of IS will be created that integrates the processes and information flows among 

partners. These will be third-party-provided, web-enabled Enterprise Resource Planning 

Systems (ERPs). Companies such as SAP, Oracle and PeopleSoft do the packaging, 

integration and marketing of ERPs. 

EVN companies must learn to share their business intelligence about customers and 

processes, may outsource non-strategic business processes and will explore new ways of 

conducting business (e.g., negotiating the portion of total profit each participant in the EVN 

will receive from the delivery of goods and services to customers). 

The organisation at the centre of the EVN is responsible for managing a network in which 

information is substituted for inventory at every step of the process of delivering value to 

customers. Today the network master is typically the large organisation which possesses the 

resources necessary to pull together business partners and suppliers and instill their standards 

on the EVN. However, e-business technologies and applications and data mining and 

analysis may shift the role of the network master out to the organisation closest to the 

customer. This fundamental power shift makes it imperative for e - businesses to develop 

technology-based strategies to capture customer knowledge and loyalty and to foster the role 

of the ‘technology champion’ in the organisation. 
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7.1.  The Seven ‘S’  F ramework 

Plant (2000) introduces the Seven ‘S’ Framework for technology leadership, identifying the 

following seven areas: 

Strategy 

Structure 

Systems 

Staff 

Style 

Skills 

Shared values 

These seven variables together form a web of relationships within the strategic 

management of the organisation and these can then be aligned towards the e-business 

strategy as shown in Table 2.5. 

Table 2.5 

Strategic Variables e-Business Focus 

Strategy Alignment and Planning 

Structure Model of an e-business and EVN 

Systems Technology Integration and ERP 

Staffing Knowledge empowered employees and CIO 

Skills CIO and relationship management 

Style Leadership from the top 

Shared Values Technology leverage, and leadership for added value  

Ironically, for most companies the first challenge in creating an EVN is to put their own 

house in order internally. They will have to change their systems, processes, organisation and 

culture to achieve rewards. The Seven ‘S’ Model is one approach which can assist the 

organisation to move from a functional to a process flow EVN through effective e-leadership. 

The EVN will provide the ultimate agility and flexibility to adapt to changing market 

conditions and shift activities to and from business partners in real time. The EVN, then, is 

the learning organisation based upon a strategic infrastructure to support the e-business 

evolution. 
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Activity 2.9 Case Analysis Dell  

Now turn to the case study reading for this unit. You should read this thoroughly and then 

investigate their website before you answer the following questions. Bear in mind that the 

market has changed substantially since 1999 and so you should try and relate your answers 

both to 1999 and then again to this year. 

Do you think the direct model will work in China? What might the problems be? Can 

Dell use their strategy to become number two in the Asia Pacific region? How 

should Dell pursue its global strategy? 
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8. Summary 

This block has introduced a number of valuable concepts with respect to positioning a 

business in the e-marketspace. You should now be able to identify the differences between 

the marketplace and the new marketspace and different market strategies for competition. 

Be aware that these are not static strategies but dynamic ones that must be continually 

re-evaluated in light of market changes. 

You should now have a general idea of the strategic need to: 

 Assess the overall impact of e-business both internally and industry-wide 

 Understand how supplier, customer and trading partnerships may be affected 

 Introduce and exploit the potential offered by ICT and new technologies 

 Plan for change as part of a continuous evolution and drive towards competitive 

advantage. 

One of the most useful approaches is the value chain analysis, a subject to which you will 

return throughout the course. Also important is the recognition that change is an 

evolutionary process and the organisation needs to take a planned approach which may 

involve a number of stages of development. Typically a company developing a B2C model 

might progress through four stages: 

Inform—the organisation provides a one-way flow of information to customers via a 

website. 

Interact~the flow of information becomes two-way; electronic catalogues and internal 

databases provide requested information and the organisation begins to develop a 

relationship with its customers. 

Transact~customers may specify the goods they want, place an order, record a delivery 

address and pay on-line. The organisation is trading online. 

Integrate~the website is fully integrated with internal systems to create a seamless 

business partnership with customers and suppliers. 

Of growing importance are the ways in which ICT tools and the pervasive extent of both 

proprietary and internet-enabled communications allow businesses to increase the 

efficiency of standard procedures both within the organisation and with other partners in the 

enterprise. Both Intranet and extranet applications can form the basis of strategic 

competitive advantage for the firm. These strategies must be continually reviewed and 

updated to remain sustainable. 

Lastly, in section five were introduced the strategic considerations that organisations must 

review for effective implementation of e-business in an IOS environment. Although the 

discussion of technical implementation was covered in greater detail than the organisational 

and management issues, these latter are nevertheless extremely important and you shall 

examine these in greater detail in all subsequent units. 

This block has set the stage for an organisation wanting to exploit Information Systems and 

enter the world of e-business through IOS and EVNs. Aligning the business model with the 

e-business strategy is essential as a first step. However, the particular approach 
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to developing such strategies still needs to be explored, and in the next block you will be 

examining strategic frameworks that enable IS to enhance organisational presence in these 

new e-business markets. 
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10. Suggested answers to activities 

Activity 2.1 Seven-Eleven Japan: Venturing into e-tailing 

This activity asks you to consider the local culture with respect to– 

Market—globalisation, increased competition, increased buyer power 

Technology—innovation & obsolescence, information overload 

Community—customers, habits, access, preferences 

Legal/political/Social—aging populations, increasing global affluence 

The strategy is to expand across Japan and become No 1. Retailer outlet—will this work 

globally? 

7Dream.com is a good example of a ‘GLOCAL’—a global concern with a specific local 

focus—the obvious restriction is the use of the Japanese language 

You should give a considered view as to whether 7Dream.com is an appropriate model for 

your community—if not, why not? 

Activity 2.2 discussion points 

The same issues apply as for 2.1, but you now have to compare two different cultural 

approaches. The important question is whether this model would work in your 

community? 

Activity 2.3 discussion points 

All the answers to this set of questions can be found on these Web sites. Both markets are 

alliances and seller controlled but they differ in their scope since one is Customer focused 

(B2C) and the other is Business focused (B2B). 

You are encouraged to explore additional websites related to your own environment. 

Remember that changes in the e-business communities happen daily and so the main 

market players may be different - you should bookmark important sites and review on a 

regular basis. 

Activity 2.4 examples from your own organisation 

The answers to this depend on you– the important question to ask yourself is ‘Do I now 

understand how my organisation might enter an electronic marketplace?” 

http://7dream.com/
http://7dream.com/
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A good technique to build up your expertise is to look at Consultancy sites - companies 

such as DeLoittes or McKinsey are excellent sources for company cases and best practices. 

Also large corporations such as IDC (www.idc.com) provide excellent resources for this. 

Activity 2.5 

Return to the Amazon.com website and using the model presented in Figure 2.3 analyse 

their value chain and the players who interact at each stage of this chain. 

If you don’t find it easy to access a website then you should apply the Value Chain to any 

standard bookseller model but ideally you should try to compare this against an online 

model– how do these differ? 

Use the Value Chain model provided in Figure 1.1 to identify the activities involved at 

each stage on the process of providing a book to a customer. Apply this value chain to 

other players such as the publishers and see how these interact. What about logistics of 

distribution? 

Enter Amazon.com and compare facilities - what else could the commercial press do to 

make their website more attractive to customers? (We will be returning to Amazon.com as a 

major case study later in the course so just familiarise your self at this stage). 

Use your own organisation to develop a value chain analysis - what opportunities does 

this analysis highlight for e-business? 

Activity 2.6 Cases 

A—develop B2C and sell over the Internet - attempt to create added value through the 

development of an e-community 

B—develop B2B and make extranet links with suppliers to reduce stock levels and 

improve purchasing 

C—develop B2E and establish an Intranet and focus on developing a knowledge-based e - 

culture 

http://www.idc.com/
http://amazon.com/
http://amazon.com/
http://amazon.com/
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1. Objectives 

Upon completion of this block you should be able to: 

1 Identify different generic approaches to strategy for effective use of IS in 

organisations 

2 Describe how IS planning has evolved and relate this to new planning strategies for e - 

business and IOS 

3 Evaluate the use of different strategic approaches to e-business 

4 Develop sector and channel enhancement strategies 
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2. Overview 

By now, you should feel that this course has done one of two things: it has either acquainted 

you with the new Internet economy and the e-business environment or reminded you how 

much you already know about these subjects. You have looked at how the marketplace has 

changed with the impact of Internet based commerce and how this in turn has affected 

inter-organisational models for business. While much of this discussion related to e-business, 

it also relates to strategies for effective use of  Information and Communication 

Technologies (ICT) anywhere in an organisation. In the current environment, it is true, most 

successful enterprises participate to some extent in the emarketspace, and all indications are 

that such participation will continue and probably accelerate as new technologies emerge 

and a new e-culture evolves. 

In this block you will now examine the specific approach an organisation might employ to 

arrive at a strategic direction in regard to utilisation of ICT. The block presents both 

traditional approaches to strategy and some newer versions for e-strategy. These newer 

versions have not necessarily replaced the traditional approaches, which are thought to still 

have value when updated to reflect the new economic scenario. We try to give you a broad 

overview of several approaches, knowing that the choice of any one approach—or even 

several combined—is for you and your organisation to make in the light of your specific 

environment and business needs. 

You will start with a re-examination of the Five Competitive Forces Model (Porter, 1980, 

1985, 2001). This is one of the more enduring models for strategy formulation and sets the 

scene for the evaluation of several others in Section Two. In Section Three you look at 

strategic frameworks designed for developing IS strategies in the e-market and again 

compare a number of approaches. Included here is a strategic approach for dot-coms, and 

you will be asked to reflect on the appropriateness of this for the current environment. 

Moving from the general to the specific, you then explore the specific features of a particular 

market segment such as industry, product or customer. You will be encouraged to review a 

number of real-life examples and case studies that reflect different market segmentations. 

The stage of ICT penetration and e-business development is also highly relevant, and we 

begin with an examination of channel enhancement strategies before we move on in Block 

Four to the second stage of value chain transformation. 

The case study SCMP.com will be used to illustrate all the concepts discussed in this unit 

and this will help you understand how the many different strategies we have discussed 

interrelate. We will, as always, be referring to a number of papers which are not provided in 

your Readings (to minimise the required reading) but which are fully referenced at the end of 

the unit. As always we encourage you to review some of these and also to visit case study 

sites and other web references provided. 

READINGS 

http://scmp.com/
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In this block you will be required to refer to Case Study 3:1 which is given in Block 8 of your 

study material: 

SCMP.com: Strategic Repositioning of a Newspaper; Farhoomand, A. and Kwan, E. 

(2000). The University of Hong Kong, Ref. 99/51C. 
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3. Introduction to Strategic Approaches 

3.1. Introduction 

With the advent of the Internet and e-commerce and the increasing transformation of 

business through the expanding use of ever more reliable and powerful ICT, business and 

government is becoming increasingly interconnected and interdependent. This 

interconnectedness, arguably, helps organisations to face challenging contemporary 

environments increasingly characterised by a global span of business operations, turbulence, 

change and uncertainty, innovation, hyper-competitiveness and the like. Block Two 

discussed how the interconnected world of business spawns new inter-organisational forms. 

Important among these is an Extended Value Network (EVN) of collaborating partners, 

linked and communicating with the help of modern ICT. This block explores more deeply 

how such a complex organisation can develop effective strategies for this interconnected 

strategic business network, its partners, its suppliers and potentially, its customers or clients. 

You will also learn more about the information and resource-sharing strategies of 

‘co-opetition,’ as observers call the ethic that is are replacing naked aggression and 

competition in many organisational contexts. 

Most effective modern corporations, we believe, are embedded in strategic business 

networks to a greater or lesser extent. In this block we look at approaches to strategy 

formulation for strategic business networks, commenting on the need for some changes in 

emphasis in strategy formulation, given the realities of the contemporary business 

environment. You should be aware that there are still many divided opinions about the best 

approach to strategy in this new e-marketspace. Because of this controversy, Block Three 

shows you a number of alternative views to help you put these opinions into context. If you 

work for a non-profit organisation, you will also realise that the emphasis has now shifted 

from cost saving to more effective client services, and this is also forcing public corporations 

to embrace customer-driven strategies for success. 

Firstly you will re-examine the concept of strategy, looking specifically at the work of 

one of the foremost writers on strategy over the last 25 years, Michael Porter. 

3.2. Generic Competitive Strategies 

There have been many different approaches to strategy over the last 40 years but one of the 

most significant influencers was the Competitive Forces Model, which Michael Porter 

proposed in 1980. The most significant factor differentiating this from other models was the 

emphasis not on internal organisational factors but on external factors. Porter held that five 

critical factors needed to be analysed: 

 Industry competition 

 Suppliers 

 Customers 

 New Entrants 
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 Substitutes 

For each of these, specific barriers to entry have to be found and, according to Porter, there 

are then three generic strategies that can be pursued by firms to achieve commercial success. 

Figure 3.1. Porter’s Five Competitive Forces Model 

 

These three strategies are: 

 Cost leadership: pursuing a position of being the lowest-cost producer through 

economies of scale and benefiting from ‘experience curve’ effects in order to build 

and increase market share. 

 Differentiation: providing a product or service with a unique characteristic which 

allows the company to charge a relatively higher price and thus generate better 

margins. 

 Focus or Niche: concentrating on a specific market segment. 

In order to pursue any of these strategies successfully and possess sustainable competitive 

advantage, companies need to exploit key assets. 

It is often considered that the niche/focus strategy is particularly vulnerable, as a company in 

such a niche may have difficulty defending itself against a frontal attack from 
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a better-resourced competitor. (This is a strategy which IBM frequently employed against 

competitors and one which Microsoft is frequently accused of). Porter also argues that 

companies have to watch out not to become ‘stuck in the middle’ between the three generic 

strategies. However, as we have emphasised, strategy development in this fast-moving and 

often turbulent e-marketspace is particularly difficult. Many organisations will not be able to 

do more then ‘muddle through’ or try to stay as flexible as possible in order to adapt their 

strategy opportunistically to the rapid changes around them. 

It has been argued (Hagel and Armstrong, 1997) that Internet based e-commerce brings the 

ideal of perfect competition close in the sense that: 

 Barriers to entry are lowered 

 Transaction costs are reduced 

 Customers have improved access to information 

 Marginal or customer-oriented pricing becomes possible 

 Minimal legislation and regulation and other forms of intervention by public 

authorities exist. 

However, the Internet also creates new barriers to entry. Such barriers can be based on the 

capability to manage complex relationships, as in the internetworking of many parties in the 

automotive sector, or in the multitude of procurement relationships that exist around large 

firms. They can also, at the same time, be based on intimate relationships with the customer. 

There are plenty of opportunities for new ‘middlemen’ such as auction-based business 

models who can wield considerable power, add value for both customers and suppliers, and 

shift the focus away from pure price competition. It is also the case that global branding has 

become a key factor and we will discuss this further in Block Five. 

Specific opportunities which can be taken advantage of are: 

 Branding and global partnerships: e.g., TradeZone, FedEx 

 Limited competition on the Internet 

 Added -value services such as secure payment systems, intelligent agent-based 

product search and price negotiation systems 

 Integration of information and functionality: e.g., combining front-end and back-end 

systems through Internet-based Enterprise Resource Systems (I-ERP), forming 

technical and marketing alliances 

 Extending services such as provision of customer training, help or maintenance 

services over the Web 

 Using one-to-one marketing tools and creating customer loyalty 

Currently, price competition is not a real issue since there is still time to grow in the 

market, but this is likely to change in the very near future. 
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Activity 3.1.  

Industry.Net was formed in 1990 as an electronic ‘industry marketplace’ providing 

information about products, services and suppliers for manufacturing and engineering 

professionals. After several reincarnations, Industry.Net had over 600,000 registered 

buyers in 2000 and featured over 20,000 companies in its directories, of which 3,000 

offered a business centre, with 10 million products in 9,500 categories. 

To any registered and non-registered visitor, Industry.Net offers: 

 Searchable catalogues of products, services and suppliers 

 Business manufacturing news by region and industry 

 Online events covering major trade shows and conferences 

 Trade association information 

In addition, Indutry.Net offers for buyers: 

 Access to business centres 

 Interactive forums organised on topics of professional interest 

For suppliers: 

 Support to bring their catalogues online 

 Advertising space on Industry.Net’s web pages 

Consider the following: 

1. Describe the marketplace for Industry.Net using the Kaplan and Sawhey classification 

introduced in Block One. 

2. What generic strategy do you believe Industry.Net are pursuing? (They may be 

pursuing more than one, so you should consider this carefully) 

3. Apply the Five Forces Model and identify competitive threats to their e-marketspace. 

4. What barriers to entry could they create? (Try to think of at least one for each of the 

five forces. For example, creating customer loyalty through added value services 

might be an appropriate strategy.) 

. 

3.3. Strategy and the Internet  

As you have read already, there are those who believe that the Internet renders formal 

strategy obsolete, since the rules of competition have changed significantly. Porter (2001) 

argues the exact opposite, stating that because the Internet tends to weaken industry 

profitability without providing proprietary operational advantages, it is more important 

than ever for organisations to distinguish themselves through strategy. Indeed, he suggests 

http://industry.net/
http://industry.net/
http://industry.net/
http://indutry.net/
http://industry.net/
http://industry.net/
http://industry.net/
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that Internet technology provides better opportunities for businesses to establish distinctive 

strategic positioning than previous generations of IT. He suggests that the Internet 

influences industry structure in the following ways: 

 Threat of Substitutes: 

 Internet can expand the size of the market by making the overall industry more 

efficient 

 Proliferation of Internet approaches creates new-substitute threats 

 Buyers 

 Eliminates powerful channels and improves bargaining power 

 Shifts bargaining power to end-consumers 

 Reduces switching costs 

 New Entrants 

 Reduces barriers to entry 

 Flood of new entrants 

 Technological advances do not stay proprietary but are easily copied 

 Suppliers 

 Gives access to more customers 

 New channel without intermediaries; so reduced costs 

 Equal access to all suppliers through e-procurement and new e-markets 

 Reduced barriers to entry 

 Competitors 

 Reduces differences in offerings 

 Migrates competition to price 

 Widens the geographic market and number of competitors 

 Lowers variable costs relative to fixed costs and increases price discounting 

All of these may be viewed as positives or negatives depending on your current position in 

the marketplace, your role (you could be both a buyer and supplier) and your future strategy 

for the marketspace. What is an advantage for one is also likely to be a disadvantage for or 

a threat to another. 
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Activity 3.2 

Using the concept of the online retailer as discussed in Block Two, apply the five forces 

model and give examples of each of the barriers to entry which Porter proposes as above. 

Select a specific local model and identify, for each of the five forces, who the specific 

players were and how the enterprise can develop a strategy to overcome each of these five 

threats. (If there is no suitable online model locally, then you might like to apply this to the 

ongoing battle between Barnes and Noble and Amazon.com or alternatively select a well 

known e-grocer such as WebVan or Tesco—there are many articles about both these cases 

available through the Internet and so you should become proficient at searching for these 

and monitoring updates). 

Porter suggests six principles of strategic positioning: 

1. Start with the right goal—superior long-term return on investment. 

2. Deliver a value proposition or set of benefits different from your competitors 

3. Configure a distinctive value chain, do things differently 

4. Identify ‘trade-offs’. You cannot do everything~choose to do only those you do best and 

where you are unique 

5. Ensure all activities are mutually reinforcing and employ the concept of ‘fit.’ 

6. Maintain continuity of strategic direction ~do not continually reinvent but 

continuously improve. 

Porter unambiguously believes that the companies that will be the most successful will be 

those that are established and use Internet technologies to make traditional activities better, 

implementing new combinations of virtual and physical activities that were not previously 

possible. 

Activity 3.3 

Michael Porter poses the following questions in his 2001 journal article. Review these and 

consider the answers in relation to your own environment. It is important here to try and 

grasp the implications of Internet-based systems not only for business but also for 

government services, public facilities and services and social communities. Ask yourself: 

‘Will life be better for everyone?’ 

1. Who will capture the economic benefits that the Internet creates? 

2. Will all the value end up going to customers? To companies? 

3. What will be the impact on industry structure? 

4. Will it expand or shrink the pool of profits? 

http://amazon.com/
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5. What will be its impact on strategy? 

6. Will the Internet boost or erode the ability of companies to gain a sustainable 

advantage over their competitors? 

In the next section we will look at some other strategic approaches that have been 

suggested for these new complex markets. 
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4. Strategic Frameworks 

4.1.  Strategy as Simple Rules  

A very different approach to strategy is suggested by Eisenhardt and Sull (2001). They state 

that a business can choose one of three distinct ways to compete in the marketspace: 

 They can build a fortress and defend it. 

 They can nurture and leverage unique resources and competencies. 

 They can flexibly pursue fleeting opportunities within simple rules. 

Each approach requires different skill sets and works best under different circumstances but 

the strategy that works best for the rapidly changing market of today is Simple Rules. Of 

these three approaches, which best describes Porter’s model? 

Table 3.1 compares these three approaches 

 
Position Resources Simple Rules 

Strategic Logic Establish position Leverage resources Pursue opportunities 

Strategic Steps Identify attractive market 

Locate defensible position 

Fortify and defend 

Establish a vision 

Build resources 

Leverage across markets 

Jump into confusion 

Keep moving and seize 

opportunities 

Finish strong 

Strategic 

Question 

Where should we be? What should we be? 

 

How should we proceed? 

 

Source of 

Advantage 
Unique, Valuable, 

Integrated 

Unique, Valuable, 

Inimitable 
Key processes and 

simple rules 

Works best in Structured, slow change 

markets 

Well-structured, 

medium change 

Rapid change, volatile 

markets 

Duration of 

advantage 

Sustained Sustained Unpredictable 

Risk Cannot change easily Too slow to build new 

resources 

Scared by promising but 

dangerous opportunities 

Performance 

Goal 

Profitability 
Dominance Growth 

 

Table 3.1. Three generic Approaches to Strategy 

Eisenhardt and Sull suggest that those firms who profit most in this new market will be those 

who recognise new approaches to strategy and are prepared to risk new approaches. They 

may actually adopt a ‘patching’ approach where the organisation encourages small 
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groups to adopt different strategies according to different strategic philosophies and then 

overall tries to sew these together. We will look at this a little later in this section. 

The overall concept of Simple Rules is as follows: 

Identify key processes where your organisation can win (product innovation, 

branding, etc.) 

Define your rules 

There are only five kinds of rules: 

1. ‘How-to’ rules: define how to distinctively execute your business processes. What can 

be unique to your organisation? 

2. Boundary rules: Specify resource constraints such as quantity, quality, growth. They 

will help you decide quickly which opportunities to pursue. 

3. Priority rules: implement ranking processes for your competitive strategies. Focus on 

return. 

4. Timing rules: identify time-to-market and match this against your own capabilities, 

set specific deadlines 

5. Exit rules: be prepared to kill projects if there are signs of possible failure or the 

project is compromised. Decide what might compromise a project. 

Remember that there is a limit to the number of rules: between 2 and 7. 

In predictable markets, use more rules for efficiency. In turbulent markets, use fewer 

rules to increase flexibility. 

These rules apply to organisations facing a variety of different opportunities and are 

designed to help them make a choice. A more complex yet traditional approach to such 

prioritising is portfolio management, which we explore in the next section. 

The approach of Simple Rules is one that is advocated by many successful organisations, 

Cisco and Yahoo to name but two. We would now like you to return to the online retailing 

concept and attempt Activity 3.4. 

Activity 3.4 

Assume that you were in a position to advise the CEO of a 24-hour convenience store 

chain in your local market with respect to e-business. What would you advise him with 

regard to a strategy of Simple Rules? 

Using each of the five rules, give examples that could have been applied in this particular 

scenario. 

Now try to apply Simple Rules to your own environment. Can you identify five? 
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4.2. Portfolio Management 

The concept of portfolio analysis as a way of balancing a number of strategies at any one 

time has been around since the 1 960s, emanating originally from the Boston Consulting 

Group. It basically suggests that an organisation needs a balance of strategies and product 

mixes and is based on the premise that any organisation has to make a selection from limited 

resources. Therefore, it should choose a balanced portfolio with different characteristics, 

combining safe long-term return with new speculative projects that feature huge growth but 

risky growth prospects. The portfolio can be represented in a simple two-by-two matrix. 

High Investment 

 

Figure 3.2. Portfolio Analysis 

Organisations investing in new products or services must question this investment but hope 

it leads to a star product that will eventually become a cash cow, returning far more revenue 

than that invested. Eventually, however, it will cease to deliver a meaningful return. 

Unfortunately this optimistic scenario also has to be countered with the one where the risky 

venture never does produce a return and becomes an instant Dog. This approach to planning, 

again, works best in stable markets, since it reflects long-term planning horizons of 5-10 

years. 

Tan (2001) suggests that this technique can apply equally well in the e-marketspace and 

advises against the three definite paths to failure: 

 Let a thousand flowers bloom—spread investments too wide and too thinly 

 Bet it all—gamble everything on a high-stakes initiative 

 Trend-surf—follow the crowd 

Instead, he counsels investing in a limited number of initiatives representing different levels 

of opportunity and risk. This will provide a conservative approach but prevent the dot-com- 

type failures we experienced in 2000. The portfolio scenario is based around the two concepts 

of viability and fit: 

 Viability is the potential payoff from that project 

  
Question 

Marks? 

Dogs 

 

 

Low 
 

Profit High 
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• Fit is the potential of that project to align with a company’s existing processes, 

capabilities and cultures (a strategy strongly advocated by Porter) 

 
High   

Sell or Spin Out Invest 

  
Kill Redesign 

 

Low Fit High 

Figure 3.3 A Map for the Net 

For example, an initiative rated highly on viability but low on fit is an obvious one to spin off 

to another business or agency. Diagonally opposite is an initiative that rates high on fit but 

appears to have low viability. This project might be a candidate for redesign~or might offer 

an opportunity for the extended enterprise to extend further into another value net where the 

process is more viable, producing a new alliance. 

In fact, this approach can be combined very effectively with the Simple Rules approach. 

Eisenhardt and Brown (1999) also suggest a portfolio approach but in a very different manner. 

Their approach is described as ‘patching’ where, within a single organisation, the strategy is to 

create a continually changing mix of highly focused, tightly aligned businesses that could 

respond to marketing opportunities. For example, in Hewlett-Packard, they lopped off pieces 

of the laser-jet printing business to form new businesses like networked printers, meanwhile 

launching separate businesses in related products such as scanners and faxes. All of these 

businesses were at different stages of growth and required different management and 

marketing skills as well as investment strategies to support them. 

This approach has considerable support in large multi-national corporations but can also be 

applied in start-ups where there is more than one venture opportunity. You are encouraged 

to learn more about it from the related paper by Eisenhardt and Brown referenced at the end 

of this unit. 

Tjan promotes the use of traditional management techniques applied in this new 

environment by executives who are highly knowledgeable about the e-market. There are 

many today who believe that the market is so complex that organisations cannot be fully 

prepared for the planning process and so must take different approaches such as portfolio 

landscaping. This involves the sending out of teams of strategists to assess multiple 

scenarios, seeking out high-risk ventures for maximum return. Many of the cases we are 

using throughout this course illustrate this approach, but unfortunately no one wants to 

advertise failure; you should be aware that there are probably as many failures as successes, 

although you may not be able to read about the failures in the creator’s own 

Viability 
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words. The final approach we will review has previously been introduced in Block Two 

with respect to market strategies and is commonly described as coevolution or coopetition. 

4.3. Co-evolutionary Strategies 

In much of modern business theory, emphasis is laid on the value of aggressive competition 

as one of the key forces that keep firms lean and drives innovation. That emphasis has been 

challenged across the board today as the notion of co-opetition gains currency. Certainly 

co-opetition seems a gentler, if more difficult, game than seeking to compete within the 

market, taking as much customer base and profit as possible. Such single-minded 

competition used to disregard the interests of other companies and, in fact, seek to drive 

competitors out of business. 

Some people see business entirely as competition. They think doing business is waging war 

and assume they can't win unless somebody else loses. Other people see business entirely as 

cooperative teams and partnerships. But business is both cooperation and competition. 

Cooperation with suppliers, customers and firms producing complementary or related 

products can lead to expansion of the market and the formation of new business relationships, 

perhaps even the creation of new forms of enterprise. 

Co-opetition often involves companies agreeing not to battle in one market even as they 

fight like dogs in others: witness the current ‘grand alliance’ of Sun, IBM, Apple, and 

Netscape, which is supporting the open programming language Java to undermine 

Microsoft's market power. More commonly, companies will compete on actual products 

even as they cooperate on technical standards, sacrificing a degree of independence to 

increase the odds of success for the technology as a whole. Look at the huge success of 

American Airlines in opening its Sabre reservation system to competing carriers. 

The concept, and the word, seems to have been taken up most enthusiastically in the 

computer industry, where strategic alliances have long been common in order to develop 

new products and markets, particularly between software and hardware firms. Another 

motivator for the computer industry is that its consumers want to know in advance that a 

broad range of companies will support a given technology. Companies’ cooperation helps 

such markets grow faster, without waiting a long time to dump competing technologies. It 

also helps focus scarce resources ~though not necessarily on what is ultimately the best 

technology. 

Needless to say, co-opetition makes regulatory authorities nervous. There is an 

old-fashioned word for competitors who agree not to compete: cartel, with its overtures of 

price fixing. Today's regulators say that they appreciate the theoretical advantages of co-

opetition but in practice they still want to be sure that they can distinguish it from 

old-fashioned collusion. And as Microsoft's on-again, off-again antitrust investigation shows, 

separating new ways of doing things right from old ways of doing things wrong is far from 

easy. 

We can expect the trend of ‘working with the enemy,’ as some describe it, to continue. And 

its deployment is not restricted to computing or high tech examples. Industry by industry, 

corporate giants and newcomers alike are finding ways to work with their rivals 



 106 

on Internet projects. Competitors such as Compaq and Hewlett Packard, Goodyear and 

Michelin, and Kmart and Target are cooperating on the development of e-hubs. When Ford 

and General Motors decided to merge their separate procurement plans into a single 

e-marketplace, both the scale and the cooperative nature of the new beast stunned the 

business world. 

Eisenhardt and Galunic (2000) believe that cross-business synergies lie at the heart of 

corporate strategy and are the prime reason for the existence of the multi-business 

corporation~and indeed many of the extended business networks being formed today. 

However, very few corporations are successful at playing this game. Even Amazon.com 

failed to realise the expected synergies from its PlanetAll acquisition. Companies which are 

successful have to master the game of coevolution. The table below is reproduced from Block 

Two and shows some of the major differences between standard collaboration and this 

coevolutionary approach. 

 
Traditional Collaboration 

in the Marketplace 

Coevolution in the 

Marketspace 

Form of 

collaboration 

Frozen links among static 

businesses 

Shifting webs among 

evolving businesses 

Objectives Efficiency and economies 

of scale 

Growth, agility, and 

economies of scope 

Internal dynamics Collaborate Collaborate and compete 

Focus Content of collaboration Content and number of 

collaborative links 

Corporate role Drive collaboration Set collaborative content 

Business role Execute collaboration Drive/execute collaboration 

Incentive Varied Self-interest, based on 

individual business unit 

performance 

Business metrics Performance against 

budget, preceding year, or 

sister-business performance 

Performance against 

competitors in growth, 

share and profits  

Table 3.2. Traditional Collaboration Versus Coevolution 

( after Eisenhardt and Galunic, 2000) 

The basic rules which successful organisations apply are: 

 Shift collaborative webs—be prepared to react to market changes or internal 

organisational change as you mature 

 Bring the market inside—encourage internal competition 

 Balance the number of links—the virtual business models we discussed in Block Three 

may all have a place in your organisation depending on the volatility of specific ventures 

 Uncover the high leverage links—be prepared to discard those with low pay-off 

http://amazon.com/
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 Lay the foundation—let business units rule and allow them to uncover the need for 

strategic links 

 Hold regular meetings—not for reporting but for sharing to develop shared strategies 

 Get the incentives right. There is a very difficult line here between rewarding individual 

performance and rewarding collaboration, but if collaboration is the name of the game, 

then it should be the basis for reward. 

What we have discussed in these last two sections is the strategic culture that an organisation 

may choose to adopt. Dominance of the e-marketspace is undoubtedly a primary strategy for 

many of the dot-coms and start-up e-businesses, but leadership in a market sector is also a 

primary strategy for many established, brick-and-click organisations. This market leadership 

will be based on a number of factors. Plant suggests that it will be based on a mixture of 

service, pricing, technology and branding aimed at a specific customer base. It will also 

relate to the stage of e-business growth within the organisation and within the e-marketspace 

(as we explored in Block Two). We will examine these issues in the following sections of 

this unit. 

Activity 3.5 

We would now like you to apply one or several of these frameworks to an organisation with 

which you are familiar in your local environment. For example, come up with a set of 

Simple Rules. (You might want to refer to your previous case study Dell for some pointers to 

other famous examples such as Cisco.) Possibly you could develop a portfolio analysis of 

current or proposed Internet ventures, or you could identify a set of Strategic Business Units 

(SBUs) who should be allowed to apply different strategies in order to coevolve. 

If you have no familiarity with a company of the appropriate type, then use one of the case 

studies discussed so far, or try to apply a framework in the public domain~ to your local 

government or educational institute, for example. 
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5. Strategic Planning for e-Markets 

5.1. Strategic Drivers 

Deloitte Consulting is one of the major world consulting companies which advises on 

business strategy and its implementation. In a recent newsletter, 

(http://www.dc.com/deloitte_research/featured/transactions/), it identified six major 

forces which are changing the business environment today. 

1. For many retail products, Internet-based software agents called ‘shop bots’ will 

search for products, compare prices, conduct transactions, and arrange for 

delivery~all on instructions that consumers provide them. The resulting price 

competition will transfer net benefits from many producers to consumers, yet 

branding and advertising will still have roles to play in the process. With these 

‘friction-free’ developments, in which information is shared by all market 

participants, significant sectors of the economy will become more like the 

economics described in textbooks. 

2 Certain types of products will move from physical form into digital bits in order to be 

transported from producer to consumer. These products will adapt their form so they 

can be delivered over the Internet to reduce costs. Software and publications have 

already begun this process. The next wave is already occurring in the music 

industry~a development that will dramatically alter the traditional business models in 

that sector. At the same time, the line between producer and consumer will blur as 

producers allow consumers to participate in the process of creating the unique 

product desired. 

3 Internet transactions will alter the traditional form of money, as security and privacy 

solutions allow for extensive use of digital cash; shop-bots as well as humans will 

begin to use ‘electronic’ wallets to complete their purchases. To benefit from reduced 

transaction costs for both producers and customers, billing for regular services will be 

sent and paid over the Internet. Consumers will reduce the time and effort needed to 

obtain mortgages, insurance, and credit at the same time that producers reduce the 

costs of providing and servicing these products. Bank ATMs will be even more 

ubiquitous, because they will be connected to the Internet via wireless terminals. 

Eventually, banking and other financial services could become dominated by 

software companies as the difference between money and software disappears. 

4 Over the next several years, Internet e-commerce information technology will be 

dominated by three themes: 

i. First, CSPs ("Commerce Service Providers") will replace ISPs ("Internet 

Service Providers") as an increasing number of vendors provide ‘end-to-end’ 

service that enables customers to establish their version of e-business on the 

Internet. This vision will span the length of the ‘transaction chain’ from 

front-end Web site graphics and shopping carts all the way to back-office 

inventory and shipping. 

ii. Second, the move to implement priority service pricing protocols on the 

Internet will introduce resource allocation logic that is economically 

http://www.dc.com/deloitte_research/featured/transactions/),
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sound. This logic will differentiate between important economic 

transactions and lower-priority entertainment uses of the Internet. 

iii. Third, it is likely that new protocols such as XML and XSL will replace 

HTML as the universal language of e-commerce on the Internet. This is 

because they successfully separate the real underlying data from the format 

display description. The reduction in the costs of transactions using these new 

tools will likely create a tidal wave of support for quick implementation of 

XML/XSL initiatives. Software vendors, hardware vendors, banks, and 

bit-transport companies will all battle for turf in all three of these newly 

created information technology transaction market spaces. 

5 The desire for security, ‘seals of approval,’ and privacy will lead to markets for ‘trust.’ 

This function will address the needs of both buyers and sellers of services in a world 

where human interaction in the transaction process is reduced. Audit and 

verification procedures based on Internet platforms will be developed and 

implemented to meet the requirements of consumers, suppliers, government 

agencies, and investors. One dimension of privacy issues will become economic in 

nature; some consumers will essentially ‘sell’ their data to vendors and 

‘infomediaries’ in exchange for services or goods, while others who desire more 

privacy may elect to have a limited participation in that market. 

6 As companies and markets seek to use cyberspace to save money, governments will 

revise the taxation of transactions to deal with the inadequacy of traditional 

assessment and collection methods. Public agencies will be forced to deal with 

declining tax revenues that result from company attempts to minimize income taxes 

and consumer desires to minimize sales taxes. Despite public statements of a 

‘moratorium’ on new Internet taxes, the rapid growth of cyber transactions will 

ultimately drive new government approaches to radically alter existing regulations. 

Coordination of these changes on a global scale will, no doubt, involve 

time-consuming politics and diplomatic efforts. 

While the Internet offers myriad opportunities, many organisations have suffered by leaping 

into the maelstrom of e-business without really understanding what they wanted to achieve. 

The key is to treat e-business strategy as a business decision, not just a technology one, and to 

recognise that this does not simply require alignment with existing business strategies but the 

competencies to innovate and create new business strategies. This business decision makes a 

variety of demands on the organisation and so business leaders must assess their ability to 

take advantage of those opportunities by evaluating the company’s leadership, governance, 

knowledge building, and infrastructure capabilities. As a first step it is generally advisable to 

conduct a competitive industry analysis such as a SWOT analysis. A careful examination of 

the strengths and weaknesses of the organisation in the electronic marketplace can result in 

one of the following decisions: 

 Not to go for e-commerce 

 To go for passive web-based advertising 

 To open online stores in addition to existing stores 

 To establish a separate online division within the company 
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 To dissolve regular business and go for cyber business only 

These are not decisions which can be taken lightly or cheaply, and so the business needs to 

ensure that they have a well developed approach to strategy formulation and evaluation. 

The business manager also needs to be thoroughly aware of those factors which are 

generally considered critical for success when establishing an e-business venture. 

Critical Success Factors for e-Business 

Turban et al (2000) identify the major CSF for e-business as follows: 

 Specific products or services traded 

 Top management support 

 Project team reflecting various functional areas 

 Technical infrastructure 

 Customer acceptance 

 User-friendly web interface 

 Integration with the corporate legacy systems 

 Security and control of the e-commerce system 

 Competition and market situation 

 Pilot project and corporate knowledge 

 Promotion and internal communication 

 Cost of the e-commerce project 

 Level of trust between buyers and sellers 

For each of these the organisation needs to prepare a set of questions which can specifically 

identify the e-business opportunities, costs, benefits and overall positioning in comparison 

to their competitors. You need to know whether e-commerce is right for your company and 

what approach the industry and your competitors are taking. Your e - commerce strategy 

should be able to answer these questions: 

 Why are we doing this? What do we hope to achieve? 

 What is our target audience, and are they likely to be a group that uses the Internet? 

The Internet offers its share of opportunities but, as with any new development, there is no 

substitute for effective strategy and execution. E-business requires a structured approach, 

and a number of frameworks have been developed to guide businesses in their e-business 

strategies. 
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5.2. e-Business strategy 

Robert Plant (2000) suggests seven dimensions of an e-business strategy. These are 

divided into four positional factors and three bonding factors. 

Positional Factors Bonding Factors 

Technology Leadership 

Service Infrastructure 

Brand Organisational Learning 

Market  
 

Positional factors 

The positional factors are the foundations upon which an organisation’s strategy is based and 

from which all development emanates. Each presents complex and intricate issues of its 

own~a complexity compounded by the need to achieve a balanced, integrated solution 

overall. Technology leadership involves the early adoption of an emerging technology to 

achieve a pre-emptive position. One such opportunity might come from the introduction of 

mobile technology ~m-commerce ~to an e-business application where employees are out in 

the field and distant from regular communications. 

Service leadership relates to the customer focus where the organisation has to not only 

understand who the customers are but also how to give added value to customers. This needs 

an emphasis on relationship-building and effective creation of online communities, as 

discussed throughout this course. Service leadership is inextricably linked with branding. 

The Internet actually creates or reinforces branding in a way never previously realised. 

Amazon.com demonstrated this innovation by branding themselves to their customers as 

providers of everyday low-cost pricing and good service. They have also gone for a 

mass-customisation brand. Not all organisations want this form of branding leadership, but 

many successfully use the Internet to reinforce branding as a complement to existing 

strategies. 

Finally, nimble, creative and agile corporations have achieved disproportionate market 

growth through the Internet by responding flexibly to changing market conditions and 

adopting evolutionary strategies which change in line with the stages of e-market growth. 

Bonding factors 

Organisational learning is a whole way of life applied in an organisation at all levels. 

Leadership, infrastructure and organisational learning are closely interrelated, as you can see 

in the microcosm of an e-business champion’s responsibilities. This person has to be 

prepared to: 

 keep an open mind to new business technologies 

 initiate and lead a perpetual strategy process which will ~ 

o reflect constant change 

http://realised.amazon.com/
http://realised.amazon.com/


 112 

o require the organisation to react, understand and learn from new e - 

business opportunities. 

5.3. Dot-com strategies 

Venkatraman (2000) offers a strategic framework which is specifically oriented towards 

start-ups but which offers a very similar set of factors ~vision, governance, resources, 

infrastructure and alignment~as underpinning for e-business strategic development. He 

posits five questions for the new dot-com: 

1. What is your strategic vision for the dot-com operations? 

2. How will you govern the dot-com business? 

3. How do you allocate resources for the dot-com business? 

4. What is the operating infrastructure of your dot-com business? 

5. Is your management team aligned for the dot-com agenda? 

5.4. Competitive or cooperative strategies 

When applying any strategic framework, the organisation has also to determine whether such 

strategies will be competitively or cooperatively focused. Competitive strategies can fall into 

one of two categories—offensive or defensive. Offensive strategies either make a full frontal 

assault (e.g., Barnes and Noble against Amazon.com) or a flanking maneuver, attacking the 

competitor in a position of weakness. An example of this is shown in the case of E*Trade, 

who compete in different areas with Ameritrade and My Discount Broker (check out these 

sites for your own evaluation). 

Defensive strategies aim to lower the possibility of a successful attack (Porter, 1980) 

through raising structural barriers, most commonly by offering lowest costs through 

increased economies of scale. These are generally found in first-to-e-market operations. 

Examples are eBay and Dell. 

Cooperative strategies are used to gain advantage within an industry by working with other 

firms, typically in a strategic alliance through joint-venture or value-chain partnership. 

Joint ventures frequently take the form of a virtual corporation where a number of 

businesses come together to combine their strengths and offer a single face to the market. As 

we noted earlier, even cooperative strategies are likely to possess embedded 

competitiveness between the players, and it will be difficult to draw the line between the 

two approaches. We will try to evaluate this as we progress through the remaining blocks in 

this course; you will have lots of opportunities to examine real business examples that both 

succeeded and failed in their attempts to gain a foothold in the dynamic marketspace. 

You are now going to look at the first stage of e-business development, that of 

segmenting markets and putting channel enhancement strategies in place. 

http://amazon.com/
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6. Developing Sector Strategies 

6.1. Market Strategies 

Companies generally seek to build competitive strength and barriers to entry on either a 

global brand or a web of intimate customer/supplier relationships, or both, but always with 

profound knowledge of the industry in which they operate. Strategies will be very different 

in different market sectors, and so this whole spectrum needs to be considered ~ from 

manufacturing to the least inventory-dependent service industry. 

Internet-based Information Service Mixed Service & Manufacturing 

Organisations Organisation Goods organisation 

 

Figure 3.4 Spectrum of e-markets 

Manufacturing 

Traditionally this industry has been characterised by the extensive chain of intermediaries 

along the distribution chain from manufacturer to customer. This is now undergoing rapid 

change as manufacturers realise that they can disintermediate and sell direct to customers. 

Unfortunately, this is not as easy as it seems, since few manufacturers are likely to have 

the marketing and selling expertise previously supplied by retail outlets. Further, small 

manufacturers need a broker of some kind to act on their behalf within a much larger 

marketplace. Different models present themselves to manufacturers, as shown in Figure 3.5. 

Figure 3.5 summarises how manufacturers of non-fast-moving consumer goods 

(non-FMCG) in model three and four have applied the supply-demand chain to cut out 

retailers and sell direct to the consumer. 

The savings for consumers are clearly significant. and from a manufacturing perspective the 

increased profit margins will undoubtedly accelerate the process. Clearly, it is not just 

industry-related ~i.e. manufacturing~ but also product-related with regard to fast- or 

slow-moving goods, low- or high-value goods, regular or one-off purchases, and small-or 

high-volume sales. 
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MODEL 

Wholesalers/ 

distributors 

Retailers/e-tailers 

distribution 
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Shared user order 
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Home Delivery 
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Figure 3.5: Supplier Chain Structure for Non FMCG (Hackney and Burn, 2000) 

Mixed Goods and Service Organisations 

One step away from the manufacturers are those businesses dealing in the mixed goods and 

services sector. Supermarkets for example, are occupied with provision of items on the 

supermarket shelf but also in the provision of added-value services to the customer. Tesco, 

www.tesco.co.uk, is an excellent example of a successful e-enterprise, and you 

should take a close look at this site and evaluate what makes it a success. 

MODEL 

Shared-user 

consolidation 

centre 

Retailers’ 

regional 

distribution 

centres 

Centralised 

distribution 

centres 

Stores 

Home delivery 

 

Fig. 3.6: 

Supply Chain Structures for Retailers (Hackney and Burn, 2000) 

Mfg3 Mfg4 

 

 

Supplier1 Supplier2 Supplier3 Supplier4 

 
  

  

http://www.tesco.co.uk/
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Figure 3.6 summarises the current and potential supply chain structures for electronic 

channels in retailing. Model 1 and 2 represent the current structures for e-tailers and model 

3 and 4 represents potential structures for IAHS (Interactive Home Shopping Systems). 

Retailers may offer goods to customers from the manufacturers through regional 

distribution outlets, centralised distribution outlets, and stores. There is also the very strong 

possibility, however, that retailers and manufacturers will find themselves increasingly 

entering into coopetition in order to survive. 

Service Organisations 

Traditional service organisations have also had to adopt new strategies to maintain 

leadership positions, as we saw very clearly in the case of CargoNet services in your first 

block. We will also review this again in the case study of South China Morning Post at the 

end of this unit. 

For most service industries, the customer can now attain access directly over the Internet 24 

hours per day. Perhaps the best known examples have been in the brokerage industry and 

financial services industries. It is important to recognise that most of these offer low 

switching costs for the customers and it may well be difficult to build brand loyalty. This was 

the problem that faced Charles Schwab Inc. in 2000 when intense competition forced 

downward margins in the investment e-market trading-place. 

The strategy you use to position yourself in the marketplace will reflect the industry in which 

you operate, the type of product you deliver and the customer you service. It will also reflect 

the stage of growth of e-business development in your organisation. Typically the first step for 

an organisation will be to use e-business technology as an enabler to modify existing 

processes and to create new ones targeted at improving business performance. This strategy 

of Channel Enhancement to improve marketing, selling or buying of products and services 

over the Internet will be reviewed in the next section. 

Activity 3.6 

Charles Schwab is regarded as a company with highly effective use of Management 

Information Systems and strategic deployment of e-business services worldwide. Go to 

the Charles Schwab Asia site. http://www.schwab-worldwide.com/asia 

This is one of their most successful sites. Why do you think this is the case? In 

particular~ 

1. What would you see as their competitive strategy? 

2. Compare the Schwab strategy against E*Trade. Look specifically at the way each 

entered foreign markets. Are they using joint ventures, acquisitions or franchising? 

3. Which company do you believe has the more aggressive strategy and which company do 

you believe will be the more successful? 

http://www.schwab-worldwide.com/asia
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6.2.  Channel Enhancement Strategies  

In the e-business world, channel enhancement means using Internet technologies to enhance 

sales or client services by adding an electronic Sell channel and enhance the corporation’s 

ability to Buy through e-procurement systems. In other words, they will be starting to 

implement B2C and B2B systems (perhaps not both simultaneously). Typically companies 

will be choosing to implement a new business model with the emphasis on incremental 

change, cost efficiencies and process re-orientation. At this stage, back-end integration with 

front-end processing is critical. 

Sell Channels 

There are probably three convincing reasons to justify the expenditure (possibly over $US 

10 million) to establish an electronic sell-channel: 

 Enhancing the sell channel through technology will lower costs 

 An e-commerce sell channel has become a ‘must’ in most industries and is the price to 

be paid to enter into the competitive world of 21
st
 century business 

 An e-nabled sell channel allows for much more efficient collection and aggregation of 

customer information. (Remember the emphasis in Block Two on the value of this in 

establishing e-communities.) 

There are seven components of an e-nabled sell site: 

1. Catalogue: e-catalogues typically provide more information than paper catalogues: they 

can include links to photographs, product or engineering specifications, demonstrations 

and videos. There are many software packages to choose from, and it is important to 

match the catalogue design and functionality to the company’s goals. 

2. Merchandising, sales promotion and affinity programs such as frequent-flyer offers, 

with additional promotions such as electronic coupons distributed via e-mail, are 

becoming increasingly common. 

3. Configuration: this is used for more complex products. It means allowing users to define 

a product that meets given criteria or needs and whose features and options can be 

combined to work together. The site may allow buyers to calculate price and choose the 

best payment option (leasing or buying/repairing, etc.). 

4. Shopping cart: Pioneered by Open Market, this features allows the shopper to 

maintain multiple items before deciding to buy. The software can also remember 

buyers’ selections between sessions (known as a persistent shopping cart). 

5. Tax calculation: particularly relevant to US sites, where these software packages 

calculate Local, State or Federal taxes 

6. Shipping/Logistics: not only determines shipping means and costs but can also keep 

track of logistics and interact with the buyer regarding the current whereabouts of the 

order. 

7. Payment systems: this is mostly by credit card with secure electronic transaction 

(SET) processing. Paymentech and iCOMS are two vendors in this market. 



 117 

Activity 3.7.  

Go to Amazon.com and evaluate whether they provide all of these services. Compare this 

with a local bookseller’s website. 

The customers of this e-nabled sell channel will engage in three activities: e-browsing, e - 

buying and e-customer service. They should be able to easily migrate from one to the other, 

but may well enter the site through an intermediary site~ an electronic market, a portal or a 

virtual community~as discussed in Block Two. More will be said about the service 

enhancement area in Block Five. 

Buy Channels 

The three value propositions for moving to e-procurement are: employee compliance with 

pre-negotiated contracts, improved leverage with suppliers and process improvements. 

Indirect procurement systems are similar to consumer purchasing because in most large 

organisations, individuals are allowed to make buying decisions for many, if not all, indirect 

items—everything from stationery to computers and office furniture. 

There are 12 processes involved in this cycle: 

1. Identify a need for a particular product or service 

2. Sign on to an e-procurement application which will include a user profile. 

3. Access authorised buying catalogues (with associated buying rules) 

4. Select an item and create a requisition 

5. Approve the requisition (against known rules through browser interface) 

6. Create a purchase order by using the ERP system or similar interface. This may allow 

combining of Pos in an employee or department account. 

7. Transmit the PO electronically 

8. Vendor receives the PO and automatically records 

9. Query requisition status through real-time links 

10. Goods shipped 

11. Receive invoice—this may have been automatically generated at step 9. 

12. Pay invoice through EFT. 

Obviously, there are huge cost savings to be made by automating all these processes. For 

any global 500 corporation the payback should happen in less than six months (Deise et al, 

2000). It is estimated that by 2002, most of the global 500 will have installed such 

http://amazon.com/
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systems at a total cost of about US$5 billion. These are expected to yield annual savings of 

US$ 7.5 billion. These savings come through compliance, reduced costs and process 

efficiencies. 

In addition to e-procurement, other forms of electronic purchasing include: 

 e-Sourcing 

 e-Auctions 

These are not described in any detail in this course (if you are interested, you may want to 

pursue this through elective e-commerce study). It is important to note however, that the 

seller and buyer are always in adversarial positions—each wants to hold the knowledge on its 

side of the firewall and make informed choices about their decisions. These relationships will 

be explored in depth again in Block Four, where you look at the points along the value chain 

where decisions are made. 
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7. Organisational Impacts 

E-business is a disruptive technology and has serious implications for the way that 

organisations manage their day-to-day operations and also for their staff and the overall 

organisational business model. At this stage of e-business, the greatest change impact is on 

business processes. There is a need to re-engineer such processes as: 

 Marketing—a strategy is needed to lure customers to the site and consolidate a 

purchase 

 Sales and Order Management—the emphasis will shift to realtime updating of prices 

and product specifications 

 Customer Service—this is likely to be through e-mail and must be managed 

effectively and promptly 

 Procurement—leads to reduced requisition times but also to less inventory 

All of these changes will affect employees and require a redefinition of roles. There may also 

be a need to engineer new processes and job descriptions. 

New Information Systems will be required, and these will have to be managed for content ~not 

just across the organisation but also for IOS. The systems will have to be integrated with 

back-end processes, and this integration between new and legacy systems can be fraught 

with difficulties. As the number of systems requiring integration increases, so does the risk of 

data integrity problems. For many organisations, this becomes the critical issue. 

Understandably it is a significant factor for ERP suppliers, who must ensure compatibility 

with myriad platforms. 

The organisation must first establish the new business model and then sell this to their 

employees, ensuring that organisational change is also accompanied by behavioural change. 

There is likely to be some resistance to such change, and the organisation must review 

different incentive and reward schemes while also investing in training and re-education. 

Creating a new interactive information-based organisation is not an easy task. 

Activity 3.8 

You should now turn to the case study for this unit (Case Study 3.1 to be found in Block 8 of 

your study material): 

Please read the case on SCMP.com. Strategic Repositioning of a Newspaper~and 

answer the following questions: 

1. Identify SCMP’s strengths and weaknesses (do a SWOT analysis) as an electronic 

publisher 

2. Evaluate SCMP’s current strategy using Porter’s Five Forces framework—what 

barriers to entry have they established? What others can they consider? 

3. Review this strategy using Venkatraman’s five steps of dot-com strategy. 

4. How should SCMP.com price its online product? 

http://scmp.com/
http://scmp.com/
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5. How can SCMP.com build an installed customer base for its online products? 

6. Should SCMP.com be a separate cyberbusiness? Why or why not? 

http://scmp.com/
http://scmp.com/
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8. Summary 

In this block you have reviewed a number of different frameworks for use in the 

development of strategic plans. Strategy is seen as a competitive game but one where both 

competition and cooperation have a place in the intricate web-based networks of extended 

business alliances. These frameworks are basically tools to create road maps. The business 

will decide which route to take by tapping its managerial experience and understanding of 

the industry marketplace and the new opportunities and risks they face. 

A number of tools can be give guidance that minimises (though not eliminates) risks: 

portfolio management and simple rules are examples. The organisation must derive a 

strategy to position itself in the e-marketspace and also determine the likelihood of 

success. 

At the initial stages of e-business, emphasis will be on strategies to enhance both sell and buy 

channels and to gain a market leadership position. This emphasis will have considerable 

organisational implications which must be recognised and managed effectively. 

In the next unit you will be looking at specific strategic IS planning (SISP) approaches 

and then examining the next stage of e-business implementation through value chain 

integration and service leadership. 
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10. Suggested Answers to Activities 

Consider the following: 

1. Describe the marketplace for Industry.Net using the Kaplan and Sawhey classification 

introduced in Block One. 

Catalogue Hub (Vertical) 

1. What generic strategy do you believe Industry.Net are pursuing? (They may be 

pursuing more than one so you should consider this carefully) 

Initially cost leadership in a mass market—low cost access to products, services, 

suppliers and buyers. 

Now wants to move towards differentiation with added products and services 

2. Apply the Five Forces Model and identify and competitive threats to their e - 

marketspace. 

Threats exist at all points on price, added service value, integration of functionality. 

TradeZone are a major threat 

3. What barriers to entry could they create? (Try to think of at least one for each of the 

five forces. For example, creating customer loyalty through added-value services 

might be an appropriate strategy.) 

Any number of examples—free services, discount loyalty programme, preferred 

vendor status, forming alliances with global companies (Industry.Net are still 

basically US-oriented rather than global), increased functionality. 

http://industry.net/
http://industry.net/
http://industry.net/
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1. Objectives 

Upon completion of this study block, you should be able to: 

1 Describe the evolution of the SISP process through four stages of IS 

2 Apply SISP to business networks 

3 Apply Supply-and-Demand Chain Management techniques to B2B and B2C analysis 

4 Identify stages of growth in IS and e-business 

5 Participate in an e-business planning process 
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2. Overview 

In this study block, you look at the evolution of Strategic Information Systems Planning 

(SISP) approaches and explore why these have had to change to suit the new networked 

organisation of today. SISP has undergone some radical changes, but from of the perspective 

of this course, the most important change has been the need to encompass interorganisational 

strategies in an externally focussed ‘co-opetitive’ strategic framework. This Block will 

examine the four stages of IS evolution and, for each, the particular focus required of SISP. 

Having gained a clear understanding of the complexities of SISP, you move into section two 

and return to the concept of value chain integration introduced in blocks Two and Three. 

You will now be able to see how a single firm’s integrated value chain extends into supply 

and demand chains and will further explore the concept of the virtual value chain. The 

potential for exploiting virtual value chains as part of the e-business planning process is 

reviewed with strategies for positioning new forms of business within the virtual market. At 

this stage we will introduce a number of different case examples for you and ask you to 

identify their strategies through the various models discussed. We particularly want you to 

be able to identify partnerships with partners, suppliers, agents and alliances and the 

extended value services these allow you to offer to customers or clients. 

By the end of this block you should be able to participate in an e-business planning process 

for your own organisation and to evaluate the stage of growth you have reached in ICT 

exploitation and growth. More significantly, you should be able to identify new 

opportunities for strategic developments. 

At the end of this block you will embark on Case Study 4.1, the subject of which is the 

FedEx Corporation, given in Block 8 of your study material. 

READINGS 

Case Study 4.1 (assignment) 

FedEx Corp.: Structural Transformation through e-Business. Centre for Asian Business 

Cases, School of Business, The University of Hong Kong. 99/57C. 



 128 

3. Evolution of Strategic Information Systems 
Planning (SISP) Approaches 

3.1. Background to planning theory  

As the use of computers and telecommunications have changed over time, so too have the 

approaches to planning the utilisation of an organisation’s information, Information Systems 

(IS), and Information Technology (IT). 

The established approaches to information systems suitable to an era of inward-focussed 

automation of basic activities are unlikely to be suited to an age where a major role of IS is to 

connect the organisation to others in the business environment. The business and IS/IT 

planning approaches that were appropriate in the 1 960s era of hierarchical integrated 

organisations were found wanting in the in the emerging, interconnected business 

environments of the 1990s. This is even more the case in the coming environment of highly 

interdependent firms. Each will focus on core competencies and each will be increasingly 

dependent on IS/IT to support and manage core business activities and maintain alliances. 

In previous units we have looked at a number of factors in contemporary business 

environments that indicate a need for new forms of business and IS/IT planning. One of 

these factors is the growth in the number and complexity of IOS which stretch between two 

or more organisations with distinct and probably different structures, strategies, business 

processes, IT infrastructures and organisational cultures. Another factor centres on the 

business models adopted for virtual organisations or extended enterprises with important 

alliances and linkages to suppliers and business partners. These factors, which have their own 

organizational momentum, gain complexity from the significant changes involving 

globalisation, electronic commerce, new technological developments, and the like. The 

combined complexity gives critical importance to new approaches to planning—to 

envisioning the future of organisations that are appropriate to and effective in contemporary 

business environments. 

Claims may be made that the whole notion of planning is an anathema in contemporary 

business environments. Some managers are sincere in believing that the need for 

responsiveness, flexibility, and agility, so often touted as the hallmarks of success in the new 

‘e-environment’ of business, are the antithesis of formal planning. Others bring a stylistic 

objection to such planning and dismiss it as being too ponderous and bureaucratic, and too 

much based on an unchanging, forecastable future, to be of much help. However, little 

empirical evidence supports such claims, whereas seen in retrospect, the damage from 

unplanned decision-making has been sufficient to earn it the label ‘capricious.’ 

Whatever your view of the subject, be assured that this Block will not make you lose sight 

of the new business ecology of interdependent organisations in which Strategic Information 

Systems Planning (SISP) occurs today. If you work in this area already, you will recognize 

the sophistication needed to plan strategies on behalf of enterprises with increasingly 

blurred boundaries and increasingly important connections and interconnections. 



 129 

3.2.  How IS. Planning has evolved  

The evolution of IS planning is somewhat linked to the spread and development of 

computer-based IS in organisations. We can identify four eras or stages of computing in 

organisations to date. The first was the data processing (DP) era, followed by the 

development of Management Information Systems, and thirdly the growing importance of 

Strategic Information Systems (SIS). Finally we have the current stage of interorganisational 

operating systems (IOS) or extended business networks. 

The data processing age 

The data processing (DP) era is generally identified as beginning in the 1 960s, when the 

emphasis was primarily on applying the newfound technologies of computing to the 

automation of basic business transactions and so achieving efficiency gains for the 

organisation. 

Typically, this process of automation took place function by function, and the planning 

horizons were primarily constrained by a project-by-project outlook and system 

implementation. At this time systems were developed according to simple economic criteria 

(can we automate this process to do it more cheaply?) with little regard to related systems. 

‘Localised exploitation’ describes the deployment of IT. Fragmented islands of automation 

developed within organisations. The subsequent planning efforts were remedial in that their 

aim was to develop interfaces between these disparate systems. 

The rise of Management Information Systems (MIS) 

As more data became stored across the organisation and with the advent of more flexible and 

user-friendly tools, managers were encouraged and increasingly enabled to access data 

from more than one of the ‘islands of automation’ that created, manipulated and stored 

records for the organisation. They were provided with new tools for the job through what 

were called management information systems (MIS). 

As well as continuing the task of business process automation characteristic of the DP era, 

the new MIS thinking took a broader view of organisational activity. Within MIS systems 

the effectiveness of managerial performance and decision making was highlighted, with 

IS planning focussing more on developing a portfolio of information systems that 

supported and facilitated management decision making and the effective monitoring and 

control of employee activities. 

In addition, IS planning came to involve the development of organisational policies to 

prioritise organisational information requirements and to coordinate the roles of empowered 

end users and the IT department in an increasingly complex IT environment. IS planning was 

thus concerned with an explicit attempt to integrate at both a technical and informational 

level, and thus changes envisaged for the organisation would involve elements of internal 

integration. 

It is important to note that planning during both the DP and MIS eras was primarily 

internally oriented. 
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Strategic Information Systems (SIS) 

Extending the scope and range of existing DP and MIS-type systems, the 1980s and 1990s 

saw the advent of strategic IS (SIS) systems geared to improving an organisation’s 

competitive position, to changing the way business is conducted, and/or to establishing close 

links to business partners and customers. SIS are viewed as flexible, externally focussed, and 

driven by business initiatives and requirements. The emphasis in planning thus shifts to 

understanding customer requirements and the business environment, with efforts directed to 

aligning IT efforts with the articulated business strategy. Thus there was a shift in ISP (as 

planning was known before Internet Service Providers took over the acronym). Instead of 

using IT essentially to plan basic support services, planners and other managers recognized 

the potential of IT to offer competitive advantage and began relying on ISP as a key enabling 

factor in the achievement of business strategy. Another important shift involved the 

recognition that process design considerations would often be woven into the nexus of 

business strategy-IS strategy. The transformatory impacts of IT were becoming more 

evident. 

Activity 4.1 

Identify three major differences between the four eras of IS: DP, MIS, SIS and IOS. Why do 

planning methods have to undergo significant change now? 

Planning for SIS 

The emerging tools, unprecedented scope of systems thinking, and intense management 

interest in IT caused planning thinking to change significantly during the SIS era. Such 

thinking was still focussed primarily on structures internal to the organization. For the first 

time, however, planners were encouraged to look outwards from their organisation into the 

external business and IT environments. The external environments were believed to offer 

insights into appropriate developments to protect, defend and reposition the organisation. 

The IT lens was newly seen as relevant to identifying particular business opportunities, as 

well. External forces could sometimes even have the effect of initiating an investment 

decision. 

ISP was now underpinned by the recognition that success in the modern business 

environment might be contingent upon strategic and appropriate IS/IT investments. The 

power of capital had a new face: if invested in IT, if could transform existing business 

processes. This evolutionary process of SISP is illustrated in Figure 4.1. Lest the breadth of 

the SIS Era network illustration suggest otherwise, note in passing that although SISP 

planners made gestures of concern regarding the external environment, they did not usually 

or routinely engage with the external environment in the planning of interorganisational 

systems. 
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Figure 4.1 The Evolution of IS/IT Planning (Burn, Marshall and Barnett, 2001) 

By the mid-1990s, it was reasonably well established that some sort of formalised SISP was 

an appropriate undertaking for most organisations. SISP was to be closely allied to the 

organisation’s business planning activity. The accepted wisdom at that time suggested, 

however, that SISP should only be attempted once a business strategy had been developed 

and articulated, and hence an understanding reached of the direction the organisation was 

planning to follow for the next few years—its goals, its objectives, its core business 

processes and its change agenda, for example. 

With this business strategy established and a shared understanding reached amongst 

executives, an IS plan could be developed, determining the information and information 

systems needed to support the business strategy, and thus guiding investment decisions into 

the future. Once an IS plan was defined, an organisation’s technology requirements could be 

articulated, such that the technological infrastructure and hardware would be made available 

to support and enable the provision of relevant information and information systems. An 

iterative and generative process was envisaged, recognising a general trend of establishing a 

business strategy, then an IS strategy, and finally an IT strategy, but acknowledging the 

constraints and pressures in the real world which might act to limit the strategies somewhat. 

Given the rate of technological change, and the potential and impact that modern IT could 

have directly on business strategy, at the outset of this process it was important to be aware of 

technological advances that might affect or alter the chosen or desired course for an 

organisation (Henderson and Venkatraman, 1994). Issues of strategic alignment between the 

business and IS/IT came under increased scrutiny, with frameworks developed to help 

alignment or ‘fit.’ Figure 4.2 is a typical example. 
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Figure 4.2 Achieving 

Strategic Alignment (Burn, Marshall and Barnett, 2001) 

For simplicity in subsequent discussions, the business components will jointly be described 

as the internal business environment, and similarly, the IT components as the internal IT 

environment. In Figure 4.2, you witness an example of one of the frameworks that was 

developed for SISP during the 1990s (Henderson and Venkatraman, 1992). Essentially, this 

framework underpins directly an approach to SISP articulated by Ward and Griffiths (1996). 

However, it is very general in nature; most modern SISP methods would employ a variety of 

different tools and techniques to accomplish exactly what this framework encapsulates. 

 

Figure 4.3 A Framework for SISP (Burn, Marshall and Barnett, 2001) 

In simple terms, this SISP framework suggests the following assumptions: 

 That a business plan, setting the general future direction for an enterprise, is an 

important source of input to the SISP effort 

 That the SISP should consider the organization’s external business environment 

(competitive, economic, social and political, for example) and how IS/IT can be 

deployed to act as a buffer, neutralise, or capitalise on the effects of these forces, 

depending on the competitive situation of the organisation involved. A consideration of 

how IS/IT may reduce or minimise threats to the organisation and how IS/IT may help 

the organisation avail itself of opportunities are thus important components of SISP. 

An example of an approach which might be used is Competitive Forces Analysis 

(Porter, 1980) 

  
technology scope 

IT competencies 

IT governance 

technology architecture 

processes 

skills & capabilities  

 

 

Busines

s 

Strategy 
 

 

Organisational 
Infrastructure 
& Processes  

  



 133 

 That the SISP should consider the internal business environment of the organisation, to 

understand the strengths and weaknesses, skills and competencies, and so on, with 

emphasis on understanding if, and how, IS/IT can build on and support the strengths 

while reducing or eliminating the weaknesses. An example of an approach which 

might be used is SWOT Analysis. 

 That an understanding of the external IS/IT environment regarding technological 

advances, the use (and the degree of success of that use) of IS/IT by relevant outsiders, 

and so on, is also a vital ingredient in the SISP process. An example of an approach 

which might be used is Environmental Scanning 

 That an understanding of the internal IS/IT environment—including issues such as how 

well existing IS/IT currently serve the institution, existing skills and competencies, and 

inventory and evaluation of existing IS/IT assets and resources, areas of weakness and 

limitation, known future needs, and so on—is also an essential component of SISP. An 

example of an approach which might be used is Critical Success Factors (CSF), 

(Rockart, 1979), or Value Chain Analysis (Porter, 1984). 

 That out of the SISP process would be derived both an IS and an IT strategy. The IS 

strategy articulates needs and requirements for information and information systems 

now and into the future to best support the achievement of organisational goals and 

objectives. The IT strategy identifies the technological and infrastructure requirements 

to provide the required information and information systems. An example of an 

approach which might be used is IBM’s Business Systems Planning (BSP) 

 That the SISP articulates a future applications portfolio which is closely aligned to the 

business strategy and designed so as to maximize the potential and impact of IS/IT on the 

achievement of business goals and objectives. An example of an approach which 

might be used is Portfolio Analysis (McFarlan, 1984) 

Fundamental to this framework is the iterative and ongoing nature of SISP. Thus over time, 

the future applications portfolio will become the current portfolio. Furthermore there is a 

distinct sense in which SISP should not be regarded as a one-off (or a once-ayear) activity but 

should manifest itself as much in everyday thinking and reflection about the use of IS/IT in the 

business as in any formalised planning process. This point is important, and is assumed in 

much of the subsequent discussion about SISP. 

The framework basically suggests that the organisation should look out into their external 

business and IS/IT environments, take note of trends, threats, opportunities, and so on, and 

then basically plan internally their own information, IS and IT requirements. The plan should 

be devised such that perceived opportunities could be exploited and perceived threats averted 

or destroyed through an appropriate investment in and use of IS/IT. This framework 

primarily presents the organisation as an ‘island’ operating independently within its business 

environment while acknowledging the impacts of the external business and IS/IT 

environments. While outside views and information may be sought and used as input to the 

SISP process, SISP is seen as being primarily an internal, and somewhat independent, 

activity. 

In the next section of this study block, you will consider whether or not these assumptions are 

still appropriate in contemporary business environments. 
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Activity 4.2 

In planning, an impact model is one in which IT opportunities for strategic advantage are 

identified and will then lead business strategy. Alignment models are in which the 

organisation will identify IT support for business strategies. Select two of the SISP 

methodologies introduced in the previous section and compare and contrast these. Would 

you classify them as impact or alignment models? 

Using this classification, Plant’s e-commerce strategy (as described in the previous unit) 

would be an ‘impact’ model and the seven ‘S’ model would be an ‘alignment’ model. Try to 

apply these two models to your own organisation. What do you see as their strengths and 

weaknesses? 

3.3. Strategic Planning for Emerging Business Models 

Adopting a Business Network Focus for Strategic Planning 

We move now to consider the changing realities of the business environments in which 

many organisations now operate. From this assessment, we question the appropriateness of 

the SISP framework to support and inform IS planning activities in emerging business forms 

discussed in Block Two. 

The word ‘bureaucratic’ has been used advisedly to describe a formal and 

methodologically-based strategic and IS/IT planning regimen. Its pace and complexity have 

chafed many managers wishing to see their firms readier for the increasing pace of change 

and the concomitant need to reposition organisations in an increasingly interconnected and 

dynamic business environment. A typical response has been to move to a more flexible, 

lighter and less bureaucratic mode of strategic thinking. This move also includes a move from 

rigour and analysis in strategic planning towards a softer, more creative, 

intelligently-opportunistic and more collaborative strategic thinking mode that emphasizes 

values and culture along with business goals, objectives and directions. 

The business environment that is rapidly developing is one in which distinct boundaries 

between organisations diminish and dissolve as organisations enter into a variety of 

possible relationships of varying degrees of strength and commitment with their 

suppliers, their business customers, their business partners, their end consumers, and even 

their business competitors. The respective fates of collaborating enterprises become 

increasingly intermingled; these interdependent business environments being described as an 

‘interconnected ecology of firms,’ or ‘symbiotic networks.’ This is shown in Figure 4.4. in 

contrast to the organisation as an ‘island’ notion that was argued to be assumed by the SISP 

framework previously described 
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Former assumptions in planning 

 Current and future assumptions in planning  

Figure 4.4 Planning adopts a business network focus (Burn, Marshall and Barnett, 2001) 

The question that can thus fairly be posed at this stage is whether the ISP framework of the 

mid-1990s offers an appropriate model for the strategic business networks of the next 

century. 

Developing planning strategies for the networked organisation 

There has been no real sense in which SISP has been viewed or presented as an 

interorganisational activity, where SISP is taking place simultaneously in a number of 

organisations whose operations have become highly interdependent and interconnected. As 

we discussed in Block Two, SISP cannot sensibly be undertaken in one part of the 

‘organism’ or ‘ecosystem’ (Moore 1996) without also being conducted in other parts of the 

e-market at much the same time. Admittedly some ‘big’ players still use market dominance 

to stretch their systems outwards into other, smaller players in an industry, simply through 

enforcing their adoption and compliance, but electronic commerce networks and 

marketplaces of interconnected small and medium enterprises imply that these might be 

the exception rather than the norm. 

Figure 4.5 (overleaf) is an attempt to represent this notion. 
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Figure 4.5: Interconnected Ecologies of Firms 

If the model of the virtual organisation, the agile organisation, or the strategic business 

network becomes more prevalent, then there are important ramifications for SISP. Notions of 

organisational boundaries blur, implying that notions of corporate ownership of particular 

databases may need to be reconsidered, as must the concept of corporate data as an important 

resource. So too must concepts of business processes change. As organisational boundaries 

become more ‘rubbery’ and porous than previously, concepts of internal and external 

processes, and hence ownership of and responsibility for business processes change. As both 

loose and tight linkages are sought to suppliers and business partners, to satellite entities to 

whom former activities have been outsourced, and to customers, through a heavy reliance on 

IT to communicate, coordinate and control activities in this organic structure, then it is 

inappropriate to continue to regard SISP as something done within a single organisation for 

reasons of efficiency, effectiveness and competitive advantage. 

As the strategic business network develops and matures, collaboration can be expected to 

develop on at least three levels. At a strategic level, arguably two important and ongoing 

tasks will be to articulate a shared vision and purpose for the collaboration, and to develop 

shared goals and objectives throughout the life of the strategic business network. At a more 

tactical level, there must be collaboration and planning for specific projects or ventures, and 

the organisation must devise strategies for knowledge management and transfer. And at a 

much more operational level, mechanisms need to be in place to ensure that people have the 

information resources and support they require to accomplish these tasks. 

Participating in the collaboration, however, and hence becoming part of the network 

business environment, is likely to cause changes to individual internal business 

environments. Each individual organisation’s interaction with the external business 

environment will be mediated through the network business environment, at least to the 

extent of their collaboration. 
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IT implications of network and alliance planning 

Two considerations go hand in hand: the SISP required for strategic business networks, and 

internal and external IT environments. Each organisation in an IOS or EVN individually 

possesses an IS/IT maturity and legacy which they bring to the strategic business network. 

Issues to do with the compatibility of the respective IT technical infrastructures, 

compatibility of management attitudes to IS/IT, and stages of maturity with respect to IT 

need to be addressed here. So too does the use of and reliance on consultants, as 

individually, the organisations may have had very different histories and experiences in this 

regard. A simple model of staged growth of e-business is presented in Table 4.1. We will 

return to this and expand it further at the end of this Unit. 

Stage Web site 

1. Presentation Static web site - brochureware 

2. Communication Tailored to trading partner- View 

inventory/orders in hand 

3. Interaction Order placement or bids 

4. Fulfillment Links to back-end fulfillment 

systems 

5. Collaboration Dynamic interaction and virtual 

decision making  

Table 4.1. Stages of Strategic Development in e-business 

3.4. A Strategic Planning Model for the Networked Organ isation 

Figure 4.6. Presents a model which takes into account the particular nature and 

requirements of strategic business networks (SBNs) in an age of cross-boundary systems and 

the need for business alliances to integrate systems for rapid response. 

 

Figure 4.6: A Revised Model for SISP in strategic business networks (SBNs) 
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Referring back to Figure 4.6, note that there are parallel changes to the outputs of the SISP. 

An emergent strategy for the strategic business network will be articulated, detailing the 

information, IS, and information management required to support and enable the activities of 

the strategic business network into the future (whatever that is perceived to be). 

Also considered in the SBN IS strategy are concerns regarding IT human resource 

requirements and change management strategies. This strategic business network IS strategy 

will likewise affect the respective internal IS strategies of each organisation or SBN, and will 

be shaped and limited by those internal IS strategies. An IT strategy for the strategic business 

network will also likewise be derived. 

The relative size and power of the collaborating partners must be comparable in order for this 

framework to apply; for example, it has not been designed for a star-alliance model of 

collaboration in which one central player has the power, size and dominance to dictate 

courses of action and requirements to other collaborating partners. The strategic business 

network referred to here is much closer to the notion of a Market Alliance or Value Chain 

Alliance where no player is in the position, or has the predisposition, to dominate the others. 

If one organization does dominate, then the leadership for SISP of its strategic business 

network will default to the structures (if any) in place within that organization. 

What should the leadership look like for a more equitably structured SBN? Is leadership 

required that is external to the network (perhaps in the form of an independent consultancy), 

or can a team drawn from the senior ranks across collaborating enterprises be created that 

provides sufficient drive and vision to sustain the ISP activity? And who will accomplish 

the continual boundary-spanning that is vital to SISP? Individuals from each organisation 

must operate to articulate their organisation's issues, concerns and needs to the team while 

serving to communicate ongoing progress and decisions of the team to their respective 

organisations. 

The concept of the ‘learning organisation’ has come about because of the short shelf life of 

professional knowledge and the competitive necessity of renewing and exchanging 

information abundantly every day in a modern firm or public service. Prior learning of 

interorganisational teamwork is emerging as a secret ingredient in the success of SBN 

planning. The theory we are advancing here is that the learning involved in establishing 

routine, transaction-based interorganisational systems enables people, mentally and 

psychologically, to establish connections at a more strategic level. A successful history 

amongst the collaborators in the planning and development of a specific system may be 

necessary before there is a willingness to engage in any interorganisational SISP. 

However well-balanced, an SBN’s leadership needs to employ new techniques that 

emphasize strategic thinking and positioning (as distinct from formal bureaucratic planning) 

and that focus on the nature and richness of partnerships and alliances would also enhance 

the strategy process for the extended value network. While such techniques as value chain 

analysis and critical success factors identification can reveal important dynamics of the 

external business network, they do not focus naturally on the issue of the number and nature 

of synergistic partnerships that is best for the organisation. 

Behavioural models of SISP need to change as well. Too often it seems that SISP is 

regarded as a formal, finite activity, done to produce a specific document (the IS plan), and 

then is no longer done for some time. This view is completely at odds with the view 
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that planning in turbulent and uncertain times is so vital and increasing that it permeates 

everyday thinking about IS/IT. 

In the next section you will see how the use of the Value, Supply and Demand chains to 

develop planning for IOS supports the new positioning- and partnership-minded 

leadership just discussed. 

Activity 4.3 

You have covered a great deal of material in this section; this is a good time to review it. 

1. Why are SISP methodologies which existed in the 20th Century no longer as 

appropriate for the new Internet economy? 

2. What do you see as the major problems in adopting this new SISP model for the 

extended business network? 

3. How best might you implement this model in an EVN: top down or bottom-up? 
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4. Value Chain Integration 

Block Two introduced a four stages model for leveraging e-business (Figure 2.4). The 

second stage of this model is Value Chain Integration —a strong and close alliance in 

which a company forms a long-term arrangement with one or several key suppliers or 

distributors for mutual advantage. In the past, the introduction of computing into 

organisations has largely been on the justification and acquisition of individual information 

systems. The degree of attention paid to systems introduced was justified by the expected by 

the dollar value of each particular acquisition with little attention to the cumulative affect of 

these acquisitions on the overall business capability. The result of this has been the painful 

lesson that a focus on individual information activities, within individual business units, 

will not necessarily result in an advantageous position. To improve competitiveness, many 

companies have adopted a ‘value chain’ or ‘supply chain’ viewpoint. Although often used 

loosely and interchangeably, these terms can have distinct although related meanings within 

an organisation. As planners we may find it to our advantage to consider them separately 

wherever possible in order to gain the maximum use from these concepts. 

Supply Chain Analysis involves working across multiple enterprises or companies 

(Inter-enterprise) to shorten the supply chain time in the delivery of goods and services to the 

consumer or customer. The demand uncertainty in supply chains can be addressed by faster 

response times. A basic product supply chain can afford longer lead times and batch 

manufacturing of large lot sizes to meet the demand. A supply chain that produces fashion, 

electronic, or mass customization products must respond quickly and be more agile. Most 

supply chains are moving in the direction of supporting more rapid changing of demand by 

the consumer or customer. The e-business supply chain will comprise five components: 

 Supply chain replenishment 

 Collaborative planning 

 Collaborative product development 

 E-procurement 

 E-logistics 

Value Chain Analysis (as discussed in Block Two and reviewed in your first reading in this 

block) is used to identify a variety of potential sources of economic advantage. The analysis 

looks at a firm’s major activities as steps or transformative stages at each of which the goods 

gain value. The added value may take the form of a complex operation upon the goods or 

simply moving them from one place to another. This analysis is done in order to understand 

the behaviour of costs and the existing and potential sources of differentiation from others in 

the market. It determines how the firm's own value chain interacts with the value chains of 

suppliers, customers and competitors. Companies seek to gain competitive advantage from 

such analysis by finding out how to do some or all of these activities at lower cost, or with 

greater differentiation, than competitors’. 

What these two terms have in common is that each business activity—upstream to 

exterior suppliers, internal to the company, and downstream to the end customer —are 

examined in the context of an overall value chain to reduce costs and improve 
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responsiveness to the customer. Customer focus —the delivery end of the value chain — is 

the correct starting point for both supply-chain and value-chain analysis. 

Activity 4.4.  What Sells Best Online  

Read the following news release (adapted from 

http://www.ecommercetimes.com/perl/story/165 87.html#story-start) 

Many lessons can be learned from the merchants that hawk the best-selling products in e - 

commerce. Among other things, experts said, top sellers offer goods with few surprises that 

are easy to ship; they successfully separate the product from the buying process; and they 

offer extensive resources that allow comparison shopping across multiple channels. 

Companies like Amazon.com (Nasdaq: AMZN), for example, have had marked success 

selling books and music CDs. The reasons for such triumphs are simple: 

Buyers know exactly what they are getting, and the items sold are small and flat enough to be 

shipped conveniently. The things that sell best online are products that have the least surprise 

and the least variability —books and music, by a landslide, are the top-selling items on the 

Web. Items like gourmet foods, wine and jewellery, for which tastes can vary broadly, are a 

much harder sell online, as are perishable or fragile products that cannot be shipped as easily 

as books. 

A growing number of businesses are following the Amazon model to boost revenue: for 

example, online DVD rental services that let registered customers post a list of movies they 

want to view. Films on a customer's list are shipped to that customer as they become 

available, and the customer receives another DVD on the list when the previous item is 

returned. 

Like Amazon's model, this concept combines a mass-distribution model with a good 

personalization feature, and it appears to be catching on. Also among the Web's top sellers 

are companies that successfully separate the process of buying a product from the experience 

of using it. Experts said the best example of this approach is airline ticket sales. Buyers are 

especially receptive to online air ticket sites—like those offered by Orbitz and 

Travelocity—because they provide centralized places for comparison pricing, scheduling 

and completing a purchase. Moreover, they do not require long waits in lines or lengthy 

telephone queues. It really helps if you are able to split the object being bought —in this case, 

a vacation or business trip—from the purchase process. 

More movie theatre tickets also are being sold online, particularly in large cities. Concert and 

sports ticket sellers should be able to take advantage of this concept, too, especially as mobile 

data devices become commonplace. In addition, successful sellers often offer 

comparison-shopping services that help seal the deal online or at a brick-and-mortar location. 

Online car-buying sites are the best example. Even though most car sales are not completed 

online, Web sites are playing an increasing role in getting buyers onto dealer lots to finish the 

purchase process, largely because there are vast amounts of presale research available at car 

sites. 

The online research factor also helps account for sales of items like personal computers and 

peripherals, among the top-selling products online. The key is a multichannel approach: 

Computer makers either sell the product on their site, as Dell does, or use their site to steer 

customers to retail stores. What's emerging is that except for a few categories, 

http://www.ecommercetimes.com/perl/story/165
http://amazon.com/
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the Internet is just another touch-point for the customers. This is especially important, 

because about one-third of potential customers of most businesses do not have access to 

e-commerce yet. For retailing, the point is not to try and find one best channel but to use 

multiple channels and let the customer choose which one is best. 

Companies also would do well to emulate EBay by fostering a sense of online community. A 

community atmosphere has helped make hobby and collectible items among the most 

popular products sold online, largely because such an atmosphere brings together 

like-minded buyers and sellers. Online merchants can score big with customers simply by 

making their lives easier. According to experts, the next big e-commerce wave could be 

fuelled by grocery companies—but not those that rely solely on home delivery, as 

e-commerce flameout Webvan did. Tesco, the UK's largest supermarket chain, has scored an 

apparent hit with a service that lets online customers order groceries and pay for them in 

advance. Items are located and bagged by store personnel, so they are ready to be picked up by 

customers. Tesco's service saves huge amounts of time for many customers and carries 

negligible infrastructure costs for the company because it makes use of existing stores. The 

service, which also includes home delivery options, has inspired similar online programs 

recently launched by American grocery chains Safeway and Albertson's. Other types of 

businesses also should experiment with using online scheduling and ordering services to 

boost business. Dental offices, dry cleaners, car-repair shops, barbers and hairstylists, for 

example, would do well to let customers schedule appointments online. 

Self-service appointment scheduling not only would help free up personnel and 

streamline operations but also would be welcomed by customers as a way to add 

flexibility to their busy lives. Happy and loyal customers can only add to a company's 

bottom line. 

1. Identify three industries where there are significant opportunities for new online 

services development and explain why. 

2. Using these or an industry with which you are familiar, give three examples of how 

you might keep the customer in the loop. 
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5. Applying the Supply Chain Management 
Approach 

Supply chain management, also known as Supplier-Retailer Collaboration (SRC) or 

Efficient Consumer Response (ECR), is an idea that has gained considerable attention. In the 

US, supply chain management projects are often allied with efforts to create so-called ‘virtual 

corporations,’ i.e., a more opportunistic approach to collaboration. The early efforts in this 

area involved the implementation of proprietary Electronic Data Interchange (EDI) projects 

for large firms and industries. Early initiatives you can find in the literature include are 

Volvo’s and Saab’s adaptation of ODETTE, a standard developed for the European 

automobile industry. More recently the Ford and General Motors Web portals demonstrate 

the changes that have been wrought in this area by the integration of Web-based systems 

with EDI. 

Generally, supply chain management can be described as a concept aimed at reducing costs 

involved in getting goods from their origin to the consumer along the often complex path 

taken as they move from place to place and handler to handler in the supply chain. The 

mechanisms to achieve these goals can be divided into two categories: operations 

management and marketing. Within these two main categories, it is useful to identify six 

basic patterns of collaboration. In this unit, we will focus our considerations to the area of 

operations management, since information technology plays a more significant role here. We 

will return to the marketing aspects when we look at global branding strategies in Block Six. 

5.1. The logistics paths  

When considering supply chain management from a logistics perspective, you will find two 

areas that have a considerable impact on the efficiency and effectiveness of the operations 

being performed: product logistics and information logistics. While product logistics is 

concerned with the flow of physical goods along the supply chain, information logistics reflect 

the need for handling the information flow and administrative tasks around the products. 

Within each of these dimensions, we can identify the following areas for improvement: 

operating standards and replenishment. 

Common operating standards enable the retailer’s regional distribution centres or stores to be 

optimized. When a regional distribution concept is used, this strategy normally does not 

include the exchange of information regarding the flow from the retailer’s regional 

distribution centres to the stores, nor analytical EPoS-data (Electronic Point of Sales). 

However, there is still a significant potential for improvement: e.g., delivery planning, 

advanced shipping notes, cross-docking, and the use of bar codes on pallets. 

Efficient replenishment strategies build on EPoS-data being transferred to the supplier, who 

takes responsibility for deliveries within agreed stock levels. If a direct-storedelivery system 

is in operation, EpoS sales data are regularly included in the data transfer from customer to 

supplier. Otherwise, the data flow is normally restricted to contain the aggregate levels from 

the customer's regional warehouses. This concept contains a potential risk for increasing the 

supplier’s costs when the underlying supply chain management strategies are not 

reconsidered. Since retailers generally aim at minimizing their warehouse costs, they tend to 

increase the frequency of orders while reducing their volume, thus striving for a 

‘just-in-time’ delivery concept. The effect of this change is to 
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transfer costs to the supplier and, most likely, increase total cost volume within the supply 

chain. A way of reducing the negative impact on suppliers is to provide them with sales data 

and forecasts on either PoS or RDC level, thus allowing more accurate production and 

logistics planning. 

Beyond the improvement of physical logistics, the flow of information between the parts 

involved in collaboration, and the handling of administrative issues, play an important role 

for succeeding with SRC-efforts. Reducing non value-added activities by using information 

technology will result in cost reduction, improved data accuracy, and less paperwork. 

5.2. Driving supply chain management 

In its current state, most of the impetus for supply chain economics is coming from the retail 

side, where cost reduction is achievable. While there may be a difference between 

economies which focus primarily on increased gross margins and those which target cost 

reductions, the resulting strategy of supply chain management is similar. 

Another reason, beside the directly financial, is awareness of the changing demands of final 

consumers and the ability to harness them. The emerging concentrations of power in a small 

group of retail organisations, for example in the retail grocery trade across 

Europe, allows the retailers to exert pressure on the suppliers and along the entire chain of 

supply. 

5.3. Knowledge exchange and enabling technology 

The exchange of knowledge and information between the partners participating in the 

improvement of a supply chain is a precondition for success. Depending on the chosen 

collaborative level, this may include the free access to analytical sales data, sales forecasts 

and internal logistics figures, but even more qualitative information regarding purchasing 

behavior, consumer requirements and changing demands. This information flow improves 

the planning ability throughout the entire supply chain, and allows fast responses to changes 

in environmental dynamics and variations in demand. And what makes the information 

flow? Obviously, technology in various forms. IT is the enabling factor for the successful 

implementation of improved supply chains in operations, since it makes possible the 

inexpensive, frequent and extensive exchange of information between the parties involved. 

For this reason, proprietary EDI first justified its cost—among large corporations this is one 

of the most common tools employed to allow information exchange at the required pace and 

intensity. Several studies, conducted in many different industries, have shown that the 

electronic exchange of primarily quantitative data (but even quantitative information) works 

very effectively if the necessary preconditions are satisfied. 

The ability of retailers and suppliers to integrate effectively within improved supply 

chains requires two basic elements—Electronic Point of Sales (EPoS) data, and (EDI). 

What follows is a brief discussion of how these integrate. 

The data scanned at the retailer’s points of sale can be used for managing the physical flow 

from the retailer’s regional distribution centers to the stores and to improve the retailer’s 

warehousing at regional and store level. In this case, the data need not necessarily be 

transferred to the supplier but can be used to develop sales forecasts that enable the supplier 

to better plan its own operations. When a direct-store-delivery system is in place, the data can 

even be used to improve the planning of deliveries to the 
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retailer’s stores. When sales forecasts are compiled and orders placed upon the basis of 

gathered data from PoS, we talk about Computed Assisted Ordering (though the existing 

ordering procedures are not necessarily replaced by EDI). 

Used in conjunction with point of sale data, the electronic transferral of orders can 

significantly reduce the time, work, and costs required for order handling for both 

supplier and buyer. The results include reduced individual and total chain costs and 

improvements in lead time. 

It appears clearly that replenishment strategies have a higher potential benefit for the retailer 

than for the supplier. In order to leverage the obtainable benefits among the SRC partners, the 

implementation of replenishment strategies has to be aligned with other strategies. The 

simultaneous implementation of joint operating standards and efficient administration 

strategies, where the benefits are more leveraged, can significantly increase the suppliers’ will 

to join an efficient replenishment initiative. This problem is clearly depicted in the following 

table, which describes the main reasons for firms to undertake efficient replenishment efforts. 

While suppliers expect primarily cost reduction, retailers conceive better service from 

suppliers as their most important expectation. However, without being embedded in an 

overall collaboration, these two expectations exclude each other. 

SUPPLIERS RETAILERS 

1. Cost reduction 1. Better service from suppliers 

2. Better service to retailers 2. Cost reduction 

3. Better information flow 3. Better information flow 
 

Table 4.2. Expected benefits from supply chain efficiency 

Another strategy for balancing the benefits throughout the entire supply chain would be to 

further integrate the supplier’s value chain with its own suppliers, thus ultimately making the 

entire industry value system a single value-added chain. 

Activity 4.5 Ebabyasia.com 

Typically so far, the examples we have looked at have been large organisations with global 

reach. However, the same principles, can apply to small to medium organizations, and so we 

are going to focus here on a start-up company in Asia and review their value chains. Read 

the description provided and then check out the website before answering the questions. 

Ebabyasia.com 
This is a ‘clicks and bricks’ approach to selling baby products across the region by re-enforcing its online 

presence with physical fulfilment centres in Hong Kong, Singapore and Taiwan. Supplementing the offline 

retailing operation, e-commerce now makes up 60% of ebabyasia’s entire sales. The site was launched in 2000 

and boasts an average transaction price of US$200. The company secured funding from techpacific.com, a 

Hong Kong based technology incubator. 

The company has four managing partners, one of whom, Peter Tse, is the chief technology officer of 

ebabyasia, having returned from the United States in 1999 looking for online opportunities to set up new 

companies. He has designed a workflow system to track the tasks needing to be done and he has two full- 

http://ebabyasia.com/
http://ebabyasia.com/
http://techpacific.com/
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time IT support staff. ‘As CTO the key challenge is to see what the technology can do and what the 

business will require. I need to do that with the limited resources of this small company,’ he says. 

Because of its size, the company has relied in off-the-shelf solutions such as payment gateway services of 

HSBC. When a customer has selected goods and wants to make payment, they are transferred to the HSBC site. 

They give credit card details, get approval, and then come back to ebabyasia site. Tse believes that Hong Kong 

still lacks trust in the online retail market and it is very difficult to start up a purely on-line company because of 

lack of infrastructure in Hong Kong. He also believes that the most successful models spawn from traditional 

businesses with offline operations to complement the online activities. 

The original company was founded by Cameron Honarvar and known as Karin’s Korner, a shop selling baby 

products in Hong Kong. He was interested in bringing his business online and at the time, Tse was interested in 

starting his own company. After some negotiation and prototype development, ebabyasia was born. 

Go to the ebabyasia website (http://www.ebabyasia.com/) and analyse the processes and 

activities. Use the example shown below as a guide for your analysis. 

Process/Activity Customer Services Infrastructure 
Components 

Information Search 

& Data transfer 
  

Selection & 

Custom isation 
  

Order placem ent & 

Fund transfer 
  

Product delivery   

After-Sales Activities   

Online Advertising   

Work flow management 

Business relationship 

management 

  

 

How has Tse expanded this company into the global market? 

Where has he placed the emphasis? Is there one dimension which he has expanded more than 

others? 

How has he utilised the concept of ‘community’? 

What linkages does the company have? 

5.4.  Some Examples of  Change  

The importance of supply chain management is such that many companies today are adding 

to the already extensive capabilities of their enterprise resource planning systems with 

collaborative applications that let them share data over the Internet. And a handful of 

companies in the automotive, electronics, and biotechnology industries have undertaken an 

even more ambitious project: to build private portals that link buyers and suppliers, providing 

a platform to exchange information about products, inventory, capacity, shipment, and 

payment. 

http://www.ebabyasia.com/)
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IBM Microelectronics, a division of IBM, began to reshape its supply-chain management 

system back in 1995. The division wanted to move from supplying semiconductors and 

packaged goods exclusively to divisions of IBM, to supplying parts to outside buyers such as 

Advanced Micro Devices, Cisco Systems, Dell Computer, and Qualcomm. 

The company replaced the system it had built itself with SAP's manufacturing resource 

planning software to gather and store data, capture and store orders, and track current 

inventory. The IBM division also began to transmit information to customers over the 

Internet, including purchase orders, ship dates, logistics, and payment information. The idea 

was to extend and improve communications along the supply chain by making use of the 

Internet as a means of communicating requirements and sending status information back out. 

This created immediate benefits in reduced transaction processing, enhanced reliability, and 

improved customer responsiveness. 

The demand trend for improvements such as this has generated new software that can help 

companies defray the costs associated with finding and buying products and services. 

Chemical company DuPont & Co. is deploying Web procurement software to give its 95,000 

employees a single interface and consistent business rules to buy products such as office 

supplies, test tubes, and service contracts. The use of a common system is intended to 

simplify purchasing while leveraging buying power for better deals. 

Similarly, catalog software from Commerce One Inc. helps companies source the raw 

materials and finished products used in the production of their goods more efficiently; the 

software archives and searches large databases of product information from multiple 

vendors, significantly reducing search times. 

According to analysts, while ERP systems have long helped companies manage their 

internal manufacturing, financial, and human-resources processes, they weren't designed to 

encompass all stages of the supply-chain management process, from planning to selling, 

sourcing to delivering. For manufacturers to streamline production, they need a higher 

degree of collaboration and transparency than an ERP vendor can provide in a traditional 

packaged solution. 

While ERP systems still form the backbone of many enterprise-wide IT systems, a number 

of other software vendors—along with large services organizations such as Deloitte 

Consulting, Ernst & Young, IBM, and USWeb/CKS—have built capabilities for companies 

that wish to share information. Manugistics Group Inc. and i2 Technologies Inc. each make 

advanced planning system software that helps companies do forecasting and 

capacity-planning for their manufacturing activities. Because their software runs over the 

Internet, the vendors have found themselves in a good position to bridge the gap among 

various ERP systems. 

Originally written to automate processes on the factory floor, advanced planning software 

from i2 now optimizes production activities by letting companies more easily communicate 

their production needs to suppliers, keep buyers abreast of production cycles, and respond 

quickly to changes in supply and demand. The software works by pulling order data out of 

and stuffing it back into any number of ERP systems. Because the applications are 

browser-based, no software needs to be deployed in order that suppliers, transportation 

partners, the distribution channel, resellers, and large business clients can all see into the 

supply chain. 

But the ERP vendors aren't doing anything. i2 had an original equipment planning software 

offering, SAP APO, in 1998. Similarly, Oracle terminated an agreement with Manugistics 

and is building advanced planning software functionality into the upcoming 
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version of its Oracle Applications 11i. Users can benefit from sticking with their ERP 

vendors' offerings, analysts say, to avoid the integration hassles of deploying third-party 

applications—but that means waiting until offerings from Oracle and SAP mature, a hard six 

months' delay for companies that needed the technology yesterday. 

At some point, however, vendors of traditional supply-chain management software may 

find themselves at a competitive disadvantage against nimble upstarts, especially when 

trying to reach small and midsize companies. Web sites such as EC Company, Electron 

Economy, Iconomy.com, MetraTech, OrderTrust, Tandata, and The SupplyChain.com 

have narrowly begun to target certain functions of supply-chain management software— 

such as logistics, order management, purchasing, or fulfillment —and offer them on a 

subscription basis to companies on the Web. 

The Internet is promising to change how companies manage their supply chains in other 

ways as well. Using their foundations in Web-based software from Ariba, Commerce One, 

i2, and Manugistics, companies are beginning to explore using trading hubs—online 

marketplaces such as Altra Energy Systems, Chemdex, and e-Steel that let businesses buy 

commodity goods such as bulk chemicals, metals, and power more efficiently. 

Daimler, Chrysler, Ford, and General Motors are looking to portals to help connect them to 

suppliers, original equipment manufacturers, and resellers on the Web. The companies have 

joined forces to build an automotive marketplace that will use open Internet protocols and 

the Extensible Markup Language to help the participants exchange information on orders, 

inventory, demand, and payment with tens of thousands of trading partners. The potential 

benefits include more accurate planning, easier data exchange— especially with small 

suppliers not equipped with electronic data interchange—and faster response times to 

customer needs. 

Genome Therapeutics Corp. is experimenting with a number of services from online 

marketplaces. It's using chemicals exchange site Chemdex to source and buy about 10% of 

its indirect goods—the reagents, enzymes, plasticware, test tubes, and other finished 

products used in the research it conducts into human and pathogen genetics. The online 

marketplace also lets all lab personnel view and search the same product data via a Web 

browser—something Genome Therapeutics' 4-year-old requisition software could not 

accomplish. 

When it comes to how companies find, buy, make, and move goods and products, the world 

is changing. Analysts predict the way companies manage their supply chains will continue 

to morph with each technological advancement and new Internet business model, and 

according to rules unique to each industry. What won't change is the fact that supply-chain 

management is an increasingly critical element of running a successful business—online or 

off. 

Activity 4.6 

Here is a short case study for you to read over. You may find that the company’s Web site has 

altered since the case was prepared, but it would be most useful if you would read the case 

and answer the questions before you go to the site. You may find that changes on the site 

confirm your ideas. 

http://iconomy.com/
http://supplychain.com/
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WWW.ActionAce.com 

A Hong Kong Case Study of E-Commerce 
Background of the Company 

 ActionAce.com (A2) is a cyber store founded in Hong Kong in 1998 that retails pop-culture 

products (e.g., Batman, Star Trek, DragonBall, etc.) including toys, action figures, video 

games, movies and music. 

 Most of A2’s customers are from the USA, though it takes orders from around the world. To 

keep shipping costs down, A2 has had a distribution centre in California, USA since 

September 1998, from where all A2’s products are shipped. 

 At present (1999), A2 has a total of 24 employees in Hong Kong and the USA. The Hong 

Kong office, A2’s headquarters, is mainly responsible for strategic planning, administration 

and sourcing, while the US office is responsible for creative design and distribution. 

Electronic Commerce (E-commerce) Activities 

 A2 launched its website in June 1998. The site showcases A2's products and allows 

customers to place orders on-line. 

 The site carried around 300 product items and had about 15,000 visitors in its first month. At 

present, the site carries more than 1,000 items and attracts several hundred thousand visitors 

every month. The accumulative number of visitors to the site in the last 12 months exceeded 

2 million. 

 Upon receipt of an order, A2’s information system will perform the following functions 

automatically - 

 Ö  process credit card payments electronically at the time of purchase; 

 Ö  issue order confirmations by e-mail at customers’ request; 

 Ö  generate an invoice for forwarding to the distribution centre in California where the order 

is filled; 

 Ö  print a shipping order with a tracking number for affixing on the product package for the 

customer; and 

 Ö  update A2’s inventory data. 

 A2 currently keeps inventory on about one-third of the items it carries, which are the more 

popular ones. Its information system monitors the inventory and will issue notice for 

re-ordering in respect of items that fall below a preset inventory level. If the supplier 

concerned has established an electronic data interchange (EDI) link with A2, the order will 

be issued electronically. 

 For the remaining two thirds of the items, A2 relies on the inventory kept by its suppliers. By 

linking its website with the suppliers’ inventory system through electronic means, A2 is able 

to sell on the basis of what its suppliers have in stock. When A2 receives an order, it 

immediately passes the order to its suppliers who are required to deliver the products to A2 

by the next day. A2 will then ship the goods to the customers. 

 A2 makes extensive use of banner advertisements in the promotion of its business on the 

Internet. 

Outlook 

 A2 has a very optimistic outlook about the future of retailing on the Internet and is planning 

for a major expansion in the second half of 1999. The company plans to expand its product 

line significantly and invest heavily in advertising in the US market to build up its brand 

name there. 

 A2 aims to build a pop-culture community around its website. A2 has already started to 

publish a weekly magazine on toys, comics and movies at its site, and is planning to 

http://www.actionace.com/
http://actionace.com/
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launch an auction market for collectible toys / action figures in September or October 

1999. 

• A2 is confident that Hong Kong will become the Internet hub of Asia. A2 will position 

itself as an Asian brand and will continue to base its headquarters here to leverage on 

Hong Kong’s strategic advantage in sourcing. 

Question 1. What benefits do you see that doing business on the Web 

brings to ActionAce? 

Question 2. What challenges, in your view, does the company face? 

Question 3. The company is thinking of introducing an auction on its site. From 

what you have learnt of auctions in this course, which model of auction 

do you think would be suitable for the company, and why? 



 151 

6. e-Business and Chain Effects 

6.1.  Supply Chain Management (SCM)  

SCM, as discussed above, aims to improve coordination and competitiveness beyond the 

enterprise level to include relationships between companies. We can identify supply chains 

in virtually every industry linking the procurement processes, transformation of raw 

materials into finished products, and delivery of the product to customers through a 

distribution system. The supply chain of a packaged consumer goods manufacturer, for 

instance, comprises manufacturing, packaging, distribution, warehousing and retailing. 

Managing this involves the coordination of the inventory and production capacity 

availability across several organisations to produce products that can satisfy forecasted 

demand in an environment with a high level of uncertainty. While derived from and mainly 

studied in the manufacturing context, SCM can equally well apply in any other service 

industry and may specifically relate to the management of information rather than materials. 

Recently SCM has become a ‘hot’ topic for a number of different reasons. These include the 

trend towards multi-site operations with independent entities involved in the production 

and delivery process, new and increasingly competitive marketing channels, and the 

electronic marketplace. The extension of extranets to efficiently enable instant 

communication of activity along the chains at low cost is having far-reaching effects. 

Traditional supply chains and trading relationships are exploding into intricate and dynamic 

virtual networks of trading partners and service providers. The emphasis in these relationships 

is to derive significant value through increased revenues and decreased costs as shown in 

Table 4.3 (overleaf). 



 152 

Networked Processes Value 
Design and product 
management 

Competitive advantage through faster time-to- 
market 

Reduced R and D expenses 

Lower unit costs 

Order management, 
planning, forecasting and 
replenishment 

Competitive advantage and higher revenues from 
reduced stock outs 

Lower costs through reduced inventory 

Lower costs through reduced return rates 

Distribution Lower costs through optimised shipping and 
fulfillment 

Sourcing 
Competitive advantage and increased revenue 
through faster product introductions 

Decreased costs through and increased revenue 
from higher quality 

Customer relationship 
management 

Increased revenue through improved customer 
segmenting and targeting 

Increased revenue through improved customer 
service 

Decreased costs from efficient salesforce 
automation 

Merchandising/ Category 
management 

Competitive advantage and increased revenue 
through the proper product assortment, pricing and 
promotional strategies, and shelf placement 

 

Table 4.3. Value from e-Business Processes along the Supply Chain 

Making this work directly depends on the performance of all the others in the network and 

their willingness and ability to coordinate. The question facing most organisations today 

is not if they should join these new electronic networks, but how. 

An organisation today must consider the effect of Internet enabled commerce on their 

distribution channels as well as the value chain. 

6.2.  Demand Chains  

Traditionally, suppliers reengineered only their end of the supply chain by reducing obsolete 

inventory and cutting down cost and time of goods to market. However, a much more 

powerful concept lies in the demand chain where for example, a retailer's demand chain 

would consist of assortment planning (deciding what to stock), inventory management 

(deciding the quantity of supplies needed) and the actual purchase. Together with SCM we 

have the demand-supply chain and these are linked and managed in two places: the order 

penetration point (OPP) and the value offering point (VOP.) 

The OPP is the place in the supply chain where the supplier allocates the goods ordered by 

the customer. Goods might be produced after orders come in (make-to-order) or 
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allocated from a warehouse once the orders have been received (package-to-order) or 

from distribution (ship-to-order). Each order penetration point has different costs and 

benefits for the supplier and its customer; for example, rapid delivery (a benefit for the 

customer) depends on holding a large inventory (a cost for the supplier.) 

 

Figure 4.7. The OPPs (adapted from Holstrom et al, 2000) 

The farther back in the supply chain the supplier moves the OPP, the more steps there are to 

complete without disruption and the more difficult it becomes to fulfill orders promptly. The 

advantage to the supplier of this approach depends on the amount of cost savings effected by 

lower inventory, on the one hand, compared with the reduction in sales that may be brought 

about by longer delivery times and higher total costs for customers, on the other. Customers 

and suppliers never benefit equally. 

The value-offering point (VOP)—the second place where the demand and supply chains 

meet—is where the supplier fulfills demand in the customer’s demand chain. Moving the 

VOP back in the demand chain largely benefits the customer, requiring more work from the 

supplier. There are three principal VOPs. In the conventional buyer-seller relationship, the 

VOP is the purchasing department, which accepts an ‘offer to purchasing’ by choosing the 

supplier and deciding when goods are needed. An ‘offer to inventory management’ moves 

the VOP further back in the demand chain: by carefully monitoring the customer’s inventory 

levels, a supplier can cut down on stock that is unlikely to sell and ensure that the customer 

never runs out of fast-moving goods. An ‘offer to planning’ moves the VOP back to 

merchandising or production. As the VOP is moved back, there is more work for suppliers 

and greater benefits for retailers (or even end users). The fourth VOP is the ‘offer to end 

user,’ such as Dell Computer’s direct-sales model for business clients. Rather than fulfill 

orders from wholesalers (an offer to purchasing), Dell went all the way back in the demand 

chain to the end consumer by fulfilling orders for customized PCs—complete with software 

and network configuration. 
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Figure 4.8. The VOPs (after Holstrom et al, 2000) 

By coordinating changes in both the supply and demand chains, a supplier can raise its 

customers' efficiency, as well as its own: i.e., simultaneous movements of the OPP and VOP 

will be of mutual benefit to customer and supplier. Effectively, this can result in the 

development of a virtual value chain. 

6.3. Virtual Value Chains 

An e-business must then consider the following two questions: 

 Can we increase the number of electronic connections, simplify interorganisational 

processes and at the same time discover ways to shrink, speed up, or virtualise the 

value chain? 

 What is likely to happen with our wholesalers, distributors, or retailers? Are they 

going to be disintermediated or are they likely to survive by transforming their 

businesses into new types of intermediaries operating in a neutral market? 

One obvious scenario is that the old value chain gets smaller and so more efficient as you 

bypass some of the steps in the supply chain (for example as currently happens with the 

on-line delivery of software and other products that can be digitised.) In some cases as one 

cuts out previous links in the supply chain, new intermediaries will arise (for example selling 

may move to an industry-wide Portal or Vortal to reach a larger market.) This dynamic 

reconstruction of intermediaries can also lead to dynamic allocation of intermediaries where 

the channels become invisible, so creating the virtual value chain. 
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  Shrunk value chain  

Buyer 

 

Seller 

New intermediaries 

Buyer  Seller 

Virtual value chain 

Figure 4.9. The Evolving Virtual Value Chain 

The value chain of the firm does not exist in isolation but exists as part on an industry value 

system and the whole value system will consist of the value chains of suppliers, customers 

and competitors. This can become the model for the virtual organisation as it links 

electronically into value networks. 

Activity 4.7 

Go to the Fruit of the Loom website http://www.fruit.com/main.cfm. 

By checking through the site map, analyse the various supply and demand chains using the 

OPP or VOP. What is the difference in these chains between underwear and activewear? 

Why should there be a difference? 

(Hint: when ever you have a problem accessing a website suggested in this course, 

substitute an alternative site of interest to you. The important thing is to ensure that you can 

apply the concepts we are introducing here to a real situation in your life). 

 Buyer 

 

Seller 

  
 

Buyer 

   

Seller 

 

http://www.fruit.com/main.cfm.
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7. The e-Business Planning Process 

7.1. Strategic Options 

Though the potential of the Internet and Web sites has yet to be fully understood, any 

business contemplating an extension of activities into cyberspace would benefit from taking 

a look at the large number of Web sites already in existence and noting their contribution to 

business strategy development. We have already introduced the notions of supply and value 

chain analysis and the potential for redesign, but we should set these aside for the moment as 

these may not be apparent from an examination of Web and Internet presence to the outsider. 

What will be visible, however, provides an insight into the approach currently taken and the 

level of commitment to integrating it as a part of long-term business strategy. 

Our first analysis of e-business strategy implementation will be to examine the structure of a 

company’s site to illuminate the strategic vision at work, perhaps seeking examples to 

emulate or avoid. Currently there are no universally accepted categories of Web sites, nor 

rules for the business outcomes they are designed to promote, nor any definition of the 

content likely to achieve their aims. But we can begin by broadly dividing corporate sites 

into three categories: those with an organisation focus, an audience focus, and a business 

or trading focus. 

Organisationally focused sites 

This type of site tends to have as its core content the information that the company wants to 

impart to the visitor about the company and its workings, rather than responding to requests 

for information submitted to it. On sites of this nature we see, much as in an annual report or 

similar shareholder or stockmarket information, an account of how the business is structured, 

the financial performance, and details of the management structure and lines of authority. 

Often the first sites to be developed for larger companies, these are frequently referred to as 

‘brochureware,’ a term not always meant flatteringly. 

These sites arise from the perception of the Web as a medium for extending traditional 

marketing activities. Public relations or corporate communications staff were often the first 

to control Web content, seeing the potential for global reach and versatile presentation of 

materials economically. Initially, this approach yields brochures, product descriptions, press 

releases, case studies and so on. Unfortunately, sites of this type frequently give little 

consideration to what the reader wants and insufficient sensitivity to the many different 

audiences that a large company has. 

All too often this approach results in a boring site which did little to extend or build upon 

material already available in printed form. Characterising such sites are the following 

features: 

 An overemphasis on the organisation structure, divisional details and technical or 

internally-used terminology 

 Categorisation and description of company wares that are appropriate to the company, 

not necessarily presented in a way most accessible to consumers or trade partners 

 A focus upon senior management – perhaps with ‘A letter from our Chairman’ and 

pictures more likely to be of company buildings and assets rather than product 
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 Concentration upon headquarters activities (in the case of multinationals) with a 

pronounced linguistic, cultural, or business stress upon domestic (home-based) 

operations 

 Emphasis upon information provided by, or favorable to, the host company 

 Little indication of being tailored for a specific audience or set of audiences. 

What do the above tell us about an organisation’s strategy for using the Internet? They 

suggest that the site is seen as a tactical rather than a strategic move. As a jump onto the 

learning curve, these sites have a function, and perhaps later on much of what they do will 

be incorporated within a larger, more sophisticated site. But a site that greets the visitor with 

‘All about us’ and ‘What we do’ is obviously more interested in itself than in responding to 

the viewer’s reasons for visiting the site. 

Audience focus 

By way of contrast, the site we categorise as audience-focussed is designed to accept and 

capitalise on the fact that many different viewers arrive at a site for different reasons. These 

sites reflect this awareness with the varied format employed and language used. Having said 

this, there has emerged no obvious single way to achieve the desired ends. It is instructive in 

this context to look at competitors from a single industry —for example, the approaches 

taken by Visa ®, MasterCard ® and American Express ®. 

Characterising what we mean by an audience focus, the following elements are 

predominant on these sites: 

 Distinction is made between the various audiences who may use the site, with different 

navigation paths obvious or the requirement for information to be given to use the site 

 Greater value is delivered by skillful use of the Web technology than could be 

delivered by traditional means 

 The site may be customised to match visitor demands or needs. 

When we observe the above features, we are observing a company that is moving beyond the 

tactical deployment of Web tools toward integrating them with long-term strategy and 

corporate policy. 

Business focus 

This is normally an extension of the audience focus approach above. In addition to the 

previously described features, this site uses the site for measurable benefits—perhaps to 

create a clear product identity, to foster consumer loyalty, to reduce product marketing or 

support costs and so on. 

A business-focussed site appreciates that a Web presence can directly affect business 

performance, often accepting that there is a potential for enormous change in the way that 

business is carried out and the relationship between all parties. While there are no hard and 

fast lines separating sites in this category from the above, we would look for and expect to 

find the following characteristics: 

 A sophisticated use of Web tools 
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 Private, restricted or pay-for use sections of the site for special groups of visitors. A 

bank or credit card site may allow visitors to balance chequing accounts or do other 

financial transactions and so on. A software site may have support facilities for 

registered users, and so on. 

 The reduction in operational costs achieved by the organisation is passed on to the 

user in one form or another: price discounts, loyalty schemes, faster access, 

cross-selling deals, and so on. 

 Products and/or services those are only available through the Web. 

 Strong support for group and corporate identity with value being delivered from the 

site independent from any tangible product. 

Staged Growth 

The e-business planning process will reflect an evolutionary approach to e-business strategy, 

typically encompassing the stages of web site development shown in Table 4.1. This model 

will also relate to the business model adopted by the organisation and the focus of the 

planning strategy. We show an extended version of this in Table 5.5. 

Model Strategy Stage Web site 

Online organisation Customer service 

personalisation and 

marketing 

Presentation Static or Mail Order web site – 

brochureware and advertising, 

online orders 

+ Partners Cost reduction and speed 

of processing 

Communication Tailored to trading partner- View 

inventory/orders in hand 

Through an e-market Efficient pricing and 

expanded product lines 

Interaction Customer/Supplier order 

placement/mall/ auction bids 

+ Alliances along the 

value chain 

Core business 

concentration 

Fulfilment Links to back-end fulfillment 

systems 

Extended to other 

Market Alliances 
Expansion of 

products/services/ 

business 

Collaboration Dynamic interaction 

Virtual community Diffusion of niche 

markets 

Collaboration and 

Competition 

Virtual decision making and 

Diffused Control 

 

Table 4.5. Examples of Structures for Staged Strategies 

It is essential to understand and incorporate the processes and business requirements of 

customers and suppliers and to build a foundation of trust. It is also essential to apply 

‘outside-the-box’ thinking to capture information from sources of innovation and create the 

opportunity to share information in non-competitive situations. 

Activity 4.8 

Return to the ActionAce case study in this Block, visit the Web site of the company and 

prepare a written assessment of the focus of the site. List the factors under the headings 

Business Focus, Audience Focus and Organisation Focus and see what balance emerges. At 

what stage are they in the five stages of development? 
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8. Summary 

This study block began with a review of the evolution of Strategic Information Systems 

Planning (SISP) and then explored why there is a need to adopt a new model for SISP 

which encompasses IUS and networked organisations. Within these networked 

organizations, you must realise, there will be many different stages of growth in 

development of e-business and so it is essential that we allow for multiple views in the 

model. You have begun to see how all the elements of systems organisation and 

management link together as all aspects of business link together. 

Next the focus of this block moved to the area of planning specifically for e-business. We 

invoked what you know of value chains, supply chains, and demand chains to open your 

eyes to the idea that planning for e-business is different from planning for traditional 

business. A major reason for this differences the fact that transaction costs in e-business can 

be reduced to insignificant amounts with the right planning, tools, and managerial strategies. 

Value, Supply and Demand chain analysis are methodologies which have been applied to IT 

strategies for the last two decades, but these tend to imply linear relationships. Used in a 

comprehensive framework, they can effectively model the value network of a complex 

e-business environment. As organisations form and reform these value-network alliances, they 

also have to develop capabilities to cope with strategic, technical, cultural and 

operational change. Logistics, manufacturing and customer interfacing functions will 

become prime areas for outsourcing or incorporation into the virtual value chain and the 

ability to form and manage these is of critical importance. Continual re-evaluation of these 

chains will become an essential tool for developing strategies for e-business and managing 

the on-going change processes. 

In the next study block you will move into the area of Global Systems and global 

branding: essential strategies for competitive positioning in the marketspace. 

A number of case examples have illustrated some of these changes. You should now be 

ready to start Assignment Two, the case of FedEx ®. 
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10. Case Study 4.1 – FedEx Corporation 

Read the FedEx case and then answer the four questions which are posed at the end of the case. 

You should try to consider all of the alternative strategies explored in this course so far and, 

where appropriate, apply some of these to justify your answer. Remember—there are no 

correct answers, but yours should be supported by sound reasoning of business 

models, strategies, technology leadership and customer value services. 

11. Suggested answers to Activity 4.8 

ActionAce Case Study 

Possible answers 

Q1 Benefits of E-commerce 

Small capital investment: It is much cheaper to build a cyber store than a physical one. 

Furthermore, as cyber stores do not need staffing by any sales representatives, there are 

significant savings in staff-related expenses, such as training and benefits. 

 Market penetration and reach: With the worldwide reach of the Internet which operates 

round-the-clock, cyber stores can penetrate different international markets simultaneously. 

This achievement could only occur in the physical world with enormous investment in 

capital and human resources. 

 Reduced inventory: Inventory can be minimised through use of an automated inventory 

system and close electronic links with suppliers. With the help of information technology and 

good logistical arrangement, A2 is able to obviate the need to keep any inventory on two 

thirds of the items it carries. 

 Customer research: Customers’ response can be measured by the number of web pages 

they visit and the amount of time they spend at each page of the website. In addition, the 

provision of suggestion box/e-mail address at the website is a very good channel for 

companies to better understand the needs of their customers. 

Q2 Challenges Encountered 

 The main challenges encountered by A2, like many other stores that handle physical 

goods, are the distribution logistics and inventory management. 

 The other difficulty was the lack of programmers with extensive experience in Internet 

technology / e-commerce. 

Q3 Auction Model 

 This question is intended to provoke thought and discussion —there can be no ‘right’ 

answer in the absence of more information on driving business forces and corporate 

goals. It may be important that, with many young customers attracted to the site, 

problems could arise over spending of money on parents’ credit cards and 

over-enthusiasm for the auction process. Alternatively, even barriers to participation in 

the auction could influence audience behaviour and attitudes. 
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1. Objectives 

After studying Block 5, you will be able to 

1 Discuss the readiness for change of a given organisation 

2 Identify the economics of e-business 

3 Describe the use of and apply the balanced scorecard 

4 Create a metrics program and apply value-added management 
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2. Overview 

Block 5 contains five sections designed to give you the background theory on how to conduct 

an inventory of your company’s readiness to take advantage of e-business, and to introduce 

you to some approaches to perform effective evaluations of your e-business and IS strategies. 

In particular, you will be examining the approach known as the Balanced Scorecard (B SC). 

As you will recall from your earlier work, interorganisational systems are today dominated 

by ICT and result in an electronic business environment. E-business is the sharing of business 

information, maintaining relationships and conducting transactions by means of 

telecommunications networks. While the technology of implementing these business 

objectives is the subject of relatively well understood progress and initiatives, you have seen 

that integrating business strategy to make effective use of the technologies is not 

straightforward. 

Previous blocks have discussed how V A N s and E D I  frameworks are opening up 

collaboration and networked and value alliance strategies on a scale never seen before. 

They have looked at the potential offered by intranet and extranet technology, and at some 

of the human, economic, and technical factors that complicate the purely technical solutions. 

Now you will be examining how organisations can evaluate these strategies and, 

furthermore, implement an evaluation process through an effective action plan. 

In this block you shall firstly learn how to assess the readiness of an organisation to 

undertake the changes needed to evaluate and seize emerging e-business opportunities and 

the need for an action plan. Various approaches to assess risk and evaluate returns on 

investment will be introduced before you go on to examine one method in detail in section 

three. You will then look more closely at one methodology proposed for this purpose, the 

Balanced Scorecard (BSC), and explore how this assists organisations to turn intangible 

assets into tangible outcomes. 

This detailed review gives you a platform for then studying some of the issues surrounding 

the creation of an effective metrics program to assess the effectiveness of the business 

Internet strategy and e-business value drivers. Finally, you will examine how an organisation 

can create its own evaluation system and consider how this will impact strategies for change, 

reserving the more complex issues of internal organisation until Block Seven. 

In this Block you will be asked to be highly participative so that by the end of the Block you 

should have created an outline framework for an evaluation process for your own 

organisation. You will find that as the end of the course nears, we are constantly referring to 

previous blocks and pulling the issues together. To help in this process we will refer to a case 

study at the end of this block where several strategic issues come together. You are advised 

to read through this and use this as a basis for revising some of the earlier work. The 

MONDEX case will pull together many strategic issues while introducing additional issues 

concerning global implementation problems. This provides an excellent introduction to 

Block Six, where we review issues affecting successful implementation of global systems in 

detail. 
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READING 

Case 5.1 Ives, Blake and Earl, Michael (1999). Mondex International: Reengineering 

Money: Available http://home.houston.rr.com/blakeives/cases/mondex2/mondex.html, 

also available as Case 5.1 in Block 8 of your study material. 

http://home.houston.rr.com/blakeives/cases/mondex2/mondex.html,


 167 

3. Assessing Organisational Readiness for 
Change 

Before considering specific application of a business plan, each organisation seeking to 

gain advantage from the emerging ICT and Internet tools should strive to gain an 

understanding of its current and potential position in the universe of business. There are 

many ways of doing this, and many ways of translating the results into action; several 

examples are given throughout this course at appropriate stages. This doesn’t mean that 

there is one right model, or that you should necessarily move from one model to another 

when considering systems thinking and needs at different levels. Rather there are many 

useful ways of looking at the business world, and each organisation stands at a unique 

intersection of these. If this were not the case, management and systems strategy 

discussions would not be needed. 

Consider the matrix below created by Riggins (1999). This framework seeks to display, in a 

simple form, how factors combine to allow a single organisation to plot itself in respect of 

the opportunities offered by contemporary e-business. The value of this matrix lies in the 

fact that each of us can allocate our own value and weighting to the factors leading to 

comfortable development of our enterprises, then position ourselves accordingly. 

Table 5.1 The Electronic Commerce Value Grid 

    
 Value creation   

  

5 Dimensions of e- 
commerce 

Efficiency Effectiveness Strategic 

Time Accelerate user 
tasks 

Eliminate 
information float 

Establish 24x7 hr 
customer service 

Distance Improve scale to 
seem large 

Present single 
gateway access 

Achieve global 
presence 

Relationships Alter role of 
intermediaries 

Engage in 
micromarketing to 
look small 

Create user 
dependency for 
repeat business 

Interaction Use extensive user 
feedback 

User controls detail 
of information 
accessed 

Users interact as 
online community 

Product Use software 
agents to automate 
tasks 

Provide online 
decision support 
tools 

Bundle information, 
products, and 
services 

 

The EC Value Grid offers a means to order and categorise the different features offered by 

forms of online storefronts. To use the grid, managers are recommended to firstly 

determine which of the five dimensions of commerce to target with an online presence. 
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It is a business decision, not a technical one: Should an Internet presence be used to reduce 

the time taken to deliver products, services and information? Are distance impediments 

those most likely to succumb to virtual presence and yield advantage? Can industry 

relationships be altered to your advantage by using ICT to alter the intermediation chain 

favorably? Would an Internet presence enable you to deal in an entirely new product or 

service? And so on. 

Once questions along this dimension have been answered, you might want to consider the 

type of value that is to be created for the customer. Is there a need to work more efficiently? 

Improve the client’s effectiveness? Create and maintain long-term relations with other 

parties? It is a truism that in every industry examined, it costs more to gain a customer than to 

keep an existing one. 

Once these two sets of questions have found answers, the Value Grid above is suggested to 

bring about business change by transferring work into an area of new business value for you. 

In addition, this grid may be used to act as a template against the activities of your firm, and 

that of competitors may be plotted for comparison. The extent to which a Web site 

incorporates several cells in the grid becomes a measure of the site’s effectiveness, and an 

obvious strategy for improvement is to seek to extend one’s reach by moving into 

neighbouring cells. In this way, an examination of possible advantageous next moves 

within the grid will prompt an examination of the preparedness of the organisation to effect 

those changes. 

The manager’s goal should therefore be to move from a simple online presence, one which 

reduces time and distance barriers, toward adding value through increased efficiency and 

effectiveness. Once there, your enterprise can consider moving further by changing 

industry relationships and new partnerships, perhaps with new products. 

Activity 5.1 

Apply the electronic commerce value grid to your own organisation (or one with which 

you are highly familiar) and identify the priorities for value creation through online 

development along each of the five dimensions. 

Remember that not all dimensions will have the same importance. 

For example a 24-hour-per-day, seven-days-per-week operation may not provide any 

advantages to your organization if clients only want to access these services during fixed 

time periods. Consider how the organization could implement their online storefront to 

maximise the benefits and where they should focus for future development. 

3.1.  Demonstrating the need for an action plan  

It helps to begin a change effort with an action plan. Although each action plan will be 

different, you should consider incorporating the following minimum components: 

 Strategy—a planned course of action and allocation of resources to meet stated 

change goals 

 Project organization—a clear designation of the authority, responsibility and 

relationships that will see the plan through 
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 Roles and responsibilities—a discussion of who will contribute exactly what to the 

project 

 Systems—the procedures and processes that will be used throughout the organization 

 Training—teaching the specific skills that people need to enable the change 

 Style—the shared expectations of management style between employees as they work 

toward common goals 

 Common mission—the agreed statement of the direction in which all will work to 

achieve organizational goals 

 Technology—the IT/IS and technical platform that will underpin the way work gets 

done. 

The above list provides advice. A close examination will show you that, while this advice 

appears simple, turning it into effective action steps is not so obvious. A Web search on 

‘organisational change’ will yield many different plans and detailed advice, much of it 

provided by consulting companies eager to work with you to provide their favoured methods 

for implementing change according to their favoured strategy. It is recommended that, before 

selecting a change management partner, an organisation tries to work through some of the 

issues itself. You may not identify a complete plan for change, but the extent to which your 

organisation is ready to implement a change strategy will be made clearer by areas which 

remain problematic after serious consideration. ‘Groundwork to be completed’ is another 

way of describing these unresolved areas. 
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Activity 5.2 

For example, you should try to complete the matrix below, alone or with others from your 

organisation, to gain an appreciation of the scale of problems facing you once you move from 

simplified textbook examples to the multi-dimensional business world. 

.Table 5.2 Matrix for Preparing to Manage Change 

Major issues Response identified 

Why do we need to change now? 

Can we describe the present state? 

What is the future state we want to see? 

What will change? 

What will remain constant? 

What vulnerabilities will we create during the 
change process? 

State the critical success factors for 
successful change 

What are the major impediments to change? 

If the above matrix can be completed to the agreement and satisfaction of interested parties, 

then you may want to move on to consider the major issues that will arise once the decision 

to go ahead with a change is made. Again, you should consider the matrix below and ensure 

that agreed-upon responses can be supplied in the right-hand column to match the queries 

raised on the left. 
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Table 5.3 Matrix for beginning change implementation 

Major issues Planned response 

Can we define our change strategy?  

List the operational definitions of desired 
change 

 

Have we positioned changes as a 
desirable challenge to affected staff? 

 

How do we best use our advantages to 
assist in change? 

 

How do we minimise adverse effects on 
staff and operations? 

 

 

The above checklist for items of interest and action may work well when applied by an 

experienced group of practitioners, but a discussion with colleagues may reveal that 

reaching consensus on open-ended questions is a lot more difficult than might be supposed. 

For this reason there has been a move to introduce systematic thinking to the measurement 

and improvement of corporate information technology. The next section looks at the 

economics of e-business and how measurements and risk analysis might be applied before 

going on to examine in detail the Balanced Business Scorecard approach. 
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4. The Economics of e-Business 

The reason there is so much interest in what computer-enabled communication and 

technology can do for business is that many who are studying its current and projected use 

believe that it will radically change the business environment. That is to say, they expect 

the impact on business to be as great as the development of transport. 

Modern road, rail and air transport enables buyers and sellers to be in business contact in a 

way unthinkable in the age of animal transport. Similarly, rapid, pervasive, inexpensive and 

computer-facilitated communications look set to change the relationships between all parties 

to a transaction, almost simultaneously. This is because e-business is about more 

than trading products by means of a Web site or an EDI link. It is promoted as being about 

lowering sales and service costs, getting raw materials and components more cheaply, 

speedily altering the goods on sale as rapidly as customers demand them, and moving 

from mass production to mass customisation. Why is this so? 

Without going into the details of economic theory and examining all stages of the industrial 

economy, we need to seize upon a couple of salient and powerfully important factors to 

understand why this revolution in business, if indeed it is occurring, will in fact change the 

way in which businesses work and how we plan for their success. For it follows that if the 

very nature of business transactions and the environment in which these are conducted are to 

change radically, then the tools we use and the ways we think in order to manage and plan for 

the success of businesses must change equally radically. The next section introduces firstly 

the notion of transaction costs and secondly some examples of the threats and opportunities 

that arise as a result of e-business. 

4.1. Transaction Cost Theory 

Ronald Coase's theory of the organization, developed and discussed with increasing 

importance attached since 1937, attempts to explain much of an organization’s activity— 

especially its propensity for growth to an ‘optimum’ size—by transaction costs. 

Coase explains that the main reason for the existence of large organisations can be found in 

the reasonable attempt of any organisation to reduce the costs of doing business. The main 

savings, he argues, come from a reduction in transaction costs, the major part of which are 

incurred when dealing with other organisations seeking to make a profit independently. 

Bringing operations inside an organisation saves the cost of finding, dealing with, haggling 

with and relying on (perhaps unwisely) the reasonable performance of outsiders. This results 

in savings which would otherwise have been incurred in market transactions with others to 

get the component parts which are brought inside the same organisation. He notes that, for 

the buying in of most goods for a company, the times of delivery, the quantities to be 

dispatched, and the places to which they are to be delivered are not matters of ‘minor 

importance.’ 

Consider the case of Company A that makes motherboards for a range of equipment based on 

a range of computer memory chips. The firm buys the chips on a recurring basis from a few 

different suppliers. 

Demand for these chips, from Company A and others in the market, varies widely from time 

to time so that neither prices nor levels of available stock are constant. Also, there are wide 

variations in quality because the silicon wafer technology has not yet solved some basic 

production problems. Every batch of chips bought in has to be tested, and bad 
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chips have to be sent back for replacement. The variations in availability and price force 

Company A to buy more than it needs for current production and to maintain excess stock in a 

nearby warehouse to meet production demand when suppliers cannot come up with goods at 

short notice. If they did not do this, its assembly lines would have to be shut on and off to 

match the supply of components. By maintaining a lot of inventory, they can smooth out 

production line operations by shipping from their own warehouses in a predictable stream to 

match production flow. 

The trouble is, keeping and looking after stock in a warehouse is expensive, especially when 

the chips change over time and Company A finds itself holding onto chips it can no longer use 

as new models come to market and are factored into production. 

The problem gets worse when the company needs specialized chips from their suppliers, 

custom products that they have designed themselves. And, the other way around, each chip 

company sometimes decides to introduce the same functionality in chips of slightly 

different material specification: Company A then has to adapt its designs to the specific 

chips available. 

What is happening here is that Company A is experiencing high costs for transacting 

business. Each time it decides to use a chip, it has the cost of deciding whether to design or 

buy standard components, locating suitable suppliers, comparing their history of reliability 

and quality with other suppliers of comparable units, negotiating current terms, delivery dates 

and all the rest of it. The cost of doing all the necessary activities to support a transaction is a 

high part of, and sometimes may exceed, the cost of the item itself. 

Under these conditions (frequent transactions, uncertainty of supply, and customization) 

Company A may choose to buy over, or establish, a company to supply it with its 

component parts: the company will vertically integrate. The reason is that contracting with 

outsiders under these conditions is costly. As we have noted, there are costs shown on the 

books associated with managing warehouse stocks of items not immediately needed, costs 

in monitoring the exchanges for errors, costs in searching for suppliers, costs in specifying 

legal contracts, etc. 

Furthermore, because Company A often needs unique materials, there are no other 

ready-made sources of supply. So they could be charged a price that includes a very large 

profit for the supplier. In contrast, for supplies of goods and services that do not suffer from 

uncertainty of supply and which do not require customization, organizations will contract with 

outside firms, because it will be cheap enough to do that. The costs of making and 

monitoring the transactions themselves will not be prohibitive, so the organization may take 

advantage of hiring specialists to do the job. These specialist firms can deliver a higher 

quality product, and can often do it more cheaply because of the volume they do. 

According to economic theory, in a perfect competitive market, it is always better to hire out 

a function unless the transaction costs make that too expensive. We will return to this rule in 

Block Seven when we examine the issues related to Outsourcing. 

4.2.  Return on Investment and Risk Analysis  

Some EC initiatives could be strong revenue generators but may not create new markets; 

others may create new markets but will not return a significant profit. Some may create a 

competitive advantage in the short term but lose this on the emergence of a new competitive 

initiative in e-business. Resources required to create additional value through 
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e-business need to be examined with respect to their likely return on investment in order to 

develop a compelling business case. This is not so simple as it sounds, however. Traditional 

measures such as discounted cash flow (DCF) and net present value (NPV) do not take into 

account the values of benefits such as knowledge of customer needs. Calculating any rate of 

return on investment (ROI) from e-business cases requires an assessment of increased 

revenue as well as decreased costs; customer value variables, stakeholder value variables and 

competitive capability variables. 

One approach suggested by Parker (1996) and referred to as Information Economics 

attempts to address some of these issues by classifying values and risks as follows: 

Values Risks 

financial competitive strategy 

strategic organisational strategy 

stakeholder uncertainty 
 

. 

Even at the simplest level—financial values—there are still many factors which are difficult 

to quantify. E-Business increases revenue in at least three ways, by decreasing costs, by 

accessing new markets and additional segments of existing markets and by redefining the 

market through new, better and readily available information. In each of these areas there are 

many different values to be measured against selected value drivers. Deise et al (2000), 

identify seven variables related to customer value and competitiveness as: 

 Services—expanded and improved 

 Price—more rational and dynamic 

 Quality—improved and more attractive 

 Fulfillment Time—reduced 

 Agility—increased flexibility 

 Reach—global expansion 

 Time to Market—reduced time and increased products 

Against these seven variables an e-business should measure seven value drivers: 

 Revenue growth 

 Operating margin 

 Working Capital 
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 Capital Expenditure 

 Taxation 

 Cost of capital 

 Competitive Advantage Period 

Not all of these value drivers will be affected by improved customer or competitive values, 

but a business can identify where the major impacts will be—and the net driver effect 

overall—by examining these on a simple matrix and then evaluating these as overall 

opportunities and threats. 

4.3. e-Business: Opportunities and Threats  

Traditionally—in our terms over the past twenty years!—the emerging e-business 

economic environment has been created by a strong technology push. This has seen the rise 

of channels of electronic communication between businesses, government departments, 

and individuals on an unprecedented scale. This digitisation of ordering, reporting and 

product information has created opportunities for major change, if the business 

implications are grasped and properly managed. 

At this stage in your course, you will need no convincing that information is becoming a 

more and more important product component, in particular in the service industries. The 

value of products is rising, often directly as a result of the increasing use of information; the 

digitised capture of information regarding electronically-based transactions allows for ever 

more sophisticated customisation of products by smart information management. There is 

posited the goal of mass customisation: the tailoring of a product specifically for an 

individual consumer, based on his or her needs. The key to this is the ability to customer 

preferences and behaviour compactly and efficiently. This information is relayed to a 

flexible manufacturing process allied to a responsive network of suppliers or other 

intermediaries. 

Dell computers is a good and often quoted example of a supplier that uses electronic 

trading networks. It does this to collect and analyse customer orders and to control the 

creation and delivery of made-to-order goods to their customers, normally faster than 

conventional competitors and with a rich layer of value in the form of information 

supplied. 

The product advertised can be supplied more effectively because electronic information 

flows permit attention to personal demand and circumstance. The potential also arises for the 

sensing and testing of demand for new goods and services that can be exploited by electronic 

means. Would a customer already on a Web site react positively to tailored news casting? 

Database access? Free chips in an online casino? And so on. 

We readily see that new electronic information flows dramatically alter sales and 

distribution channels, having impact on two categories of primary flows: physical goods and 

virtual goods. 
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The physical goods may be advertised and ordered online yet delivered traditionally, 

whereas virtual goods may be advertised, customised, ordered, paid for, and delivered 

online without having the customer move from her chair. In the first category e-business 

comes into its own in markets in which information (for example, an array of choice) forms 

a significant component of value, rather than in commoditised and well-known products. 

The second category consists of products that can be digitised—books, banking and 

investment transactions, insurance and travel contracts, off-course betting, and so on. For 

virtual goods, the world of e-business provides a new distribution channel, for example by 

means of the Web. We do not need to visit the racecourse to place a bet or collect our 

winnings if we have a remote terminal or an account which can be accessed by our electronic 

device—be it phone or PC. This category is obviously in use, and examples will be familiar: 

you may even have downloaded your own selection of music from a Web site, checked 

online travel agents or investigated online banking. While visible to the consumer, these are 

but tiny fragments of the vast amount of business-to-business activity currently conducted 

electronically and changing the ways in which firms think and operate. 

What is less easy to visualise, perhaps, is the case of the business firmly in place in a physical 

location selling physical objects. In what way can its relations with its customers be improved 

to mutual advantage by adopting an e-business strategy? We invite you to consider a 

hypothetical case (derived from Saanen, Verbaeck and Sol, 1999) 

In 1980 ‘Lots of Wine’ was an ordinary wine shop on the Peak in Hong Kong. 

It had a constant number of customers who came into the store. They chatted 

with the staff, were told about special offers and new additions that might 

please them. They chose their wines, paid for them in cash or by card, and 

generally took the goods home in their cars. The parking problems around the 

store and the price of a parking space meant that the owner did not run a 

delivery vehicle—while he did not advertise a delivery service, he took care 

of special customers after shop hours by delivering goods with his own car on 

the way home, or if the order was for a function or large event, would arrange 

for a taxi or local van to make delivery on a one-off basis. 

In year 2005 ‘Lots of Wine’ will have changed enormously: it will be a 

completely new operation. It has no physical presence on The Peak, nor does 

it have any stock. The owner has moved to Macau and runs the store from his 

computer using a server in Australia and a bank in Switzerland. In place of a 

rack of bottles he pays an Internet Service Provider, Yauchin, to maintain a set 

of Internet Web pages linked to email and newsletter software running on the 

same server and accessing the same databases. This Web site serves 

customers, not only in Hong Kong, but all over the world (many of his old 

customers have moved from Hong Kong but still do business with ‘Lots of 

Wine’ and they have attracted new customers and friends.) 

Customers fill in a Web order form which is sent to ‘Wine Distributors 

International.’ This company relays the order to the nearest regional centre to 

the customer which, in turn, routes an automatic copy of the order, acting as a 

delivery order, to the local DHL [global delivery service] office. 
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As DHL picks up and delivers the order to the customer, the credit card 

company has cashed the money from the customer’s account and transferred 

it to the outsourced financial department of ‘Lots of Wine.’ (This is a 

separate company: ‘ Bits of Finance’). This company also pays, monthly, 

‘Lots of Wine’, Yauchin, and ‘Wine Distributors International’ This latter 

works for other order takers and deals directly with suppliers which it pays. 

The above imagined example is currently exemplified in part by companies such as Dell and 

Amazon which lower their prices, improve their service and rely on integration with other 

companies to provide service to their customer. In 1999 Dell was able, using these 

techniques, to compete by offering shorter delivery times than their competitors (by a 

factor of 50%) and maintain a stock level three times lower. 

Are there any drawbacks to this apparently simple way of transforming the economics of 

doing business? Of course there are, and they are industry specific and not yet fully apparent. 

For example, it will become apparent that e-business enables and requires new product 

capabilities and new services from those already in business, Equally, however, the way is 

opened for new entrants. The positions of current players are threatened, especially those 

who act as intermediaries. 

As a result we see a trend for e-business to bring producers closer to the consumer, leading 

to the reduced need for intermediaries (wholesalers, distributors and the like). This trend 

toward disintermediation has been observed in the financial markets and is being followed 

by developments in the insurance and travel industry. Does this mean less employment? 

Probably not, but it does imply that different forms of employment will prevail. 

The opposite trend is in action at the same time. There is a process of reintermediation 

occurring as e-business creates the possibility of new and different forms of 

intermediary—the bookseller Amazon.com being the world’s largest and best known 

example. In the case of ‘Lots of Wine’ above, the shopkeeper as intermediary with a 

physical inventory and a face-to-face service has reinvented himself as a cyber 

intermediary. In the following sections we shall examine the incentives and tools with 

which to reinvent a business. 

Activity 5.3 

Using the example of the ‘Lots of Wine’ case presented in this section, you should now 

attempt to perform a value driver analysis (using the Diese et al model discussed in the 

previous section) as shown in the matrix below using a scale of 0-3 where 3 means high 

significance, 2 average significance, 1 low significance and zero no significance. 

Add up the scores along each row and briefly discuss those areas where the net driver effect 

is most significant to gain an appreciation of the different levels of impact that may result 

from en e-business development. 

As a competitor, how would you evaluate the competitive advantage period? Is a 

price advantage sustainable, for example? 

http://amazon.com/
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Table 5.4. Value driver analysis 

Value 
drivers 

Service Price Quality Fulfillment 
time 

Agility Time to 
market 

Reach Net 
driver 
effect 

Revenue 

growth 

        

Operating 

margin 

        

Working 

capital 

        

Capital 

expend 

        

Cash tax 

rate 

        

Cost of 

capital 

        

Competitive 

advantage 

period 
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5. The Balanced Scorecard (BSC) Approach 

5.1.  Background—Business Systems Planning  

The drive to formalise and manage the introduction of new technologies and business 

objectives, in tandem if possible, is not a new whim. It has attracted practical and theoretical 

attention for decades. One such system, Business Systems Planning, became popular as a 

rigorous method to be applied when general consensus and discussion failed to unite 

corporate planners. You were briefly introduced to this approach along with others in Block 

Four. 

To recap, Business Systems Planning, as with many traditional top-down methods of 

working, requires the user to follow three basic steps in sequence. 

1. The first step is formally agreeing on the business vision, the mission statement and 

objectives that follow from this vision. These determine the structures needed, together 

with determining the optimal functions and/or processes to be implemented. 

2. The second step is to formulate a strategy for putting in place the IT /IS infrastructure 

needed to support the business aims and objectives. At this stage the IT implementation 

itself will call for the top-down determination of objectives, functions and suchlike to 

enable the support activity to occur. 

3. Third, and lastly, the IT architecture is defined in terms of blueprints, data models, 

network design and so on. 

In this process it is assumed that the goal for the IT planners is to come up with a platform of 

capabilities that are aligned with the business goals. This would normally be a medium- or 

long-term practice but, unfortunately a stable and robust foundation in the form of an 

accepted and enduring business plan is increasingly hard to find. New business opportunities 

and IT capabilities are emerging rapidly and any plan that requires several years to 

implement is likely to be obsolete before completion. The time lag between business 

planning and IT implementation is often too great to be acceptable. 

Added on to these problems is the growing awareness that business activity is as much a 

matter of managing and encouraging human resources and initiative as mechanistic 

deployment of resources. This means that for e-business applications we need to identify 

and implement an ongoing process for strategic planning, often now referred to as a 

‘perpetual planning process.’ This process not only allows for the development of strategic 

plans but also evaluation of the effectiveness of such plans. 

The concept of a top-down approach is discarded in favour of a multi-view approach, both 

internal and external to the business. The most accepted methodology applied to e - business 

in this context is BSC (Balanced Scorecard). 
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5.2. Principles of the Balanced Scorecard (BSC) 

Principles 

The Five principles of B SC are shown in Figure 5.1. 

Mobilise Change 

Through effective 

leadership 

Make strategy 

a continual process 

Make strategy 

everyone’s job 

Figure 5.1. 

Principles of a strategy-focused organisation 

The Balanced Scorecard was developed by Kaplan and Norton in a series of articles 

published in the Harvard Business Review from 1992 onward. This approach was the 

result of their long-term investigations into organisations who had sustained strategic 

performance as early and successful adopters of new technologies. For each of the five 

principles they have defined a set of processes and tools: 

Translate strategy to operational terms: 

 Develop strategy maps 

 Introduce balanced score cards 

Align organisation to strategy: 

 Define corporate role 

 Identify business unit synergies 

 Identify shared services synergies 

Make strategy everyone’s job: 

 Create strategic awareness 

 Use personal scorecards 

 

Translate strategy 

to operational 

terms 

Align the organisation 

to the strategy 
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 Introduce incentive-based compensation 

Make strategy a continual process 

 Link budgets and strategies 

 Create systems for strategic review 

 Encourage strategic learning 

Mobilise change 

 Communicate vision 

 Establish a governance process 

 Create a strategic management system 

These five principles allow the organisation to focus and align their executive teams, business 

units, human resources, information technology and financial resources to their 

organisation’s strategy. BSC is a tool to evaluate a company’s efficient implementation of IT 

within the business context, and it does so by combining four perspectives on a project. These 

are the financial perspective, the client’s view, internal processes, and innovation (Figure 

5.2). 

 

   

 

 

 
 

 

Figure 5.2 The Balanced Scorecard (BSC) 

Each of the four perspectives (descriptions of which follow) must be operationalised into 

measures of the current situation. The measurements will then be repeated periodically and 

matched against goals set beforehand. 

Customer Perspective 

The customer perspective measures address the question, ‘How do customers see us?’ 

Consequently, performing well in the eyes of customers is a priority for management and an 

integral component of strategy. By addressing customers’ needs, the balanced scorecard is a 

means by which management can measure the company’s performance in 

   
Customer view 

What is our image? 

 

Learning process 

Can we innovate? 
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this area and become ‘customer driven.’ This therefore requires that the measures adopted 

reflect customers’ expectations and not what managers perceive those expectations to be. 

Internal Business Perspective 
Customers’ needs and perceptions are not always directly under the business’s control. 

Customer-oriented measures therefore need to be translated into indicators of what the 

business must do to meet customers’ needs. These business processes are under the 

organisation’s direct control and provide the means by which its strategic objectives can be 

achieved. Examples include aspects of productivity, quality, and time taken from production 

to marketing. Cost reduction represents an important component of business operations and 

may not be seen just as a means to an end of customer satisfaction but as a distinct strategic 

advantage. If customers perceive the business to be efficient and reliable, then they are more 

likely to maintain a relationship with it, which is necessary for the achievement of the 

organisation’s strategic objectives and maximising shareholder value. 

It is important that employees be aligned with the corporate strategic objectives, as it is their 

actions at an operational level which affect the business processes. 

Innovation and Learning 
Organisations must strive to improve performance and promote continuous improvement. 

Failure to do so may lead to a loss of competitive advantage. Overall targets need to be 

constantly assessed and improvements made. To remain ahead, the organisation must 

improve quality, reduce costs and increase efficiency at a rate that is superior to its 

competitors. This means continually improving its processes, eliminating non-valueadded 

activities, refining existing products and identifying new opportunities. This is the essence 

of creating shareholder value which can be achieved by penetrating new markets and 

increasing margins by increasing revenue and/or reducing costs. 
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Appropriate measures are determined by the purpose for which they are required. For 

example, if the focus were on improving existing technologies, appropriate measures would 

include the percentage reduction in scrap and cycle time. Lead time for new products 

compared to that of competitors’ products would be an apt measure if the strategy were 

penetration of new markets. Underlying these measures is an emphasis of continuous 

improvement in business processes, particularly with regard to factors such as research and 

development and training. 

Financial Perspective 

Shareholder value is only maximised if profitability is consistently improved. Qualitative 

achievements such as maximising customer satisfaction or improved process efficiencies 

are desirable if they contribute to the organisation’s strategic goals. Experience has shown 

that good performance in the more qualitative areas does not necessarily translate into 

financial success. A business may make significant improvements in its operations yet fail 

to capitalise on those successes by increasing profitability. Such a business may have 

invoked the hidden costs associated with excess capacity. An improvement in productivity 

if not accompanied by an increase in level of production and sales (thereby increasing 

revenue), creates excess capacity. 

Appropriate financial measures are therefore important within the balanced scorecard 

framework, as they indicate whether the company’s strategy, implementation and 

execution are contributing to bottom line improvement. 

In summary the objectives of the balanced scorecard project are to: 

 clarify and gain consensus about vision and strategy; 

 build a strategic management team; 

 communicate the strategy throughout the organisation; 

 align department goals to the strategy; 

 set strategic targets; 

 perform periodic and systematic strategic reviews; 

  obtain feedback to learn about and improve strategy. 

5.3. Preparing the Balanced Scorecard  

In general, it is accepted that there are three principles which must be kept in mind when 

proceeding with the implementation of a scorecard policy. 

Principle one states that cause-and-effect relationships between the components must be 

built in and understood in order that the quantifiable effects of quantified causes can be 

readily appreciated. For example ‘what actions will influence our customer image?’ and 

‘how will our customer image be measured?” 

Secondly, there must be drivers of performance (training, incentives and the like) 

demonstrably affecting operational outcomes. For example ‘what training is required to 
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improve our delivery to customers?’ and ‘how will we measure the effectiveness of such 

training?” 

Thirdly, there must be direct linkage to financial outcomes—in other words, the success or 

otherwise of projects and initiatives must be realised on the balance sheet. Where this does 

not occur, the scores are not being kept for important items. For example ‘what net margin 

return do we expect for success?’ 

This method stresses the use of measurable goals and measurement of strategies to drive it, 

framed within a three-tiered structure: 

 The mission as conceived as the overarching and driving force (e.g., to be the 

industry’s preferred supplier); 

 Objectives derived from the mission (e.g., to introduce appropriate products as 

needed and before our competitors); 

 Performance indicators (e.g., percentage of customers giving repeat orders; 

proportion of profits derived from products less than two years old). 

Van Der Zee and De Jong, (1999) suggest that a simple table outlining this approach 

might look like table 5.6: 

Table 5. 6. Example of a Balanced Business Scorecard 

Perspective Goals Indicator (KPI) 

Financial Revenue 
US$50 mill p.a. 

 Net margin 15% 

Customer Satisfaction per sale 8 out of 10 

 % of clients retained 90% 

   

Learning Training hours per employee 80 p.a. 

Processes Productive: nonproductive hrs 75%  

In practice, a company looking to build a scorecard would firstly secure the understanding 

and support of business and IT management, who must be committed to the integration of 

business and IT strategies to assure success. Following this confirmation, the project leader 

would gather data on measures and metrics which can be used—much performance 

measurement and assessment of drivers will probably already be in place. Thirdly, the 

company-specific scorecard is to be developed. 

A well-constructed scorecard will contain a good mix of measurable outcomes and 

performance drivers. Outcomes such as productivity measures alone~without linked 

performance drivers~will not show how these outcomes are to be achieved. Similarly 

performance drivers put in place with no links to outcomes may indeed result in 

short-term improvements but will not show any correlation between resources put into 

these and financial outcomes. This latter is imperative for the success of this method: 
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‘A failure to convert improved operational performance into improved financial performance 

should send executives back to the drawing board to rethink the company’s strategy or its 

implementation plans. ’ (Kaplan and Nolan, 1996). 

Activity 5.4.  

Your CEO has recently come across the terms ‘Portfolio Analysis’ and ‘Balanced 

Scorecard’ in relation to developing an effective organisational strategy but he does not 

fully understand these concepts. He has asked you to summarise for him the essential 

differences between the Portfolio Analysis and BSC approach. List five major differences 

and briefly summarise these. 

Strategy Maps and Strategy trees 

A BSC strategy map is a generic architecture for describing a strategy. They show how an 

organisation plans to convert its various assets into desired outcomes. These would link the 

necessary attributes from each of the four perspectives together. For example, employees will 

need certain skills, knowledge and systems (learning and growth perspective) to innovate 

and build the right strategic capabilities and efficiencies (internal process perspective) so 

that they can deliver specific value to the market (customer perspective) which will lead to 

higher shareholder value (financial perspective). Strategy trees decompose particular 

objectives—e.g., increased sales volume— through the various value propositions such as 

customer satisfaction down to local objectives such as maintenance costs. An example is 

shown in Table 5.6. Customer Satisfaction relies on price, quality and delivery, which in turn 

decompose to further value propositions such as cost to acquire and cost to use and these then 

directly relate to purchase price, costs to maintain and costs to operate. 

 Cost to acquire Purchase price 

   Projected ROI 

 Price Cost to use Cost to maintain 

   Cost to operate 

  Does what it says Conformance 

 Quality  Reliability 

Customer  Does what I need Performance 

Satisfaction    

   Features 

 
Delivery 

Arrives when they say On-time delivery 

  
Arrives when I need it Lead times 

 

Table 5.6. Example Strategy Tree 

These cause-and-effect trees help to bring strategy down to the level of each and every 

employee. 
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5.4.  Implementing the BSC 

Ten steps are suggested for successful implementation of a balanced scorecard approach: 

 Focus on the strategic direction: all business units should be aware of the overall 

strategy and organisational mission 

 Use a grassroots approach: the smallest viable strategic business unit (SBU) should be the 

locus of implementation 

 Use a less-is-more philosophy: choose between 6 and 8 key performance indicators 

(KPI) for each SBU rather than 30 

 Link performance measures to key success factors: ensure that you have identified 

reasonable and achievable measures for success 

 Treat the balanced scorecard implementation as a strategic initiative: this is not a 

control system 

 Search for leading indicators: emphasise lead rather than lag indicators 

 Search for cause-and-effect links: altering one part of the process may have hidden 

effects on another process 

 Link key performance measures to compensation: re-engineer your reward systems to 

link in with KPI achievement 

 Use the scorecard as an everyday management tool: make this part of corporate policy 

such that all employees are familiar with the measures 

 Continuously improve your system; today’s improvement becomes tomorrow’s 

norm—it is important to maintain a living, evolving system 

In essence, the scorecard becomes a cybernetic or feedback system of if-then statements 

linking financial, customer, business process and learning objectives. This will only be an 

effective mechanism if it also incorporates a new system of measurements. 

Activity 5.5. 

Assume that you are working for a national rail transportation service for both passengers 

and freight country-wide. Develop an outline table as shown in Table 5.6 identifying possible 

missions, objectives and measures for each of the four perspectives. 

Now look at the customer perspective, and identify 6 KPIs which could be used for 

customer satisfaction and appropriate measurements that might be applied. 

If you were now to look at a local metro or light rail system designed essentially for 

commuter transport, what differences would this make to your KPIs? 



 187 

5.5.  Measures of Success 

The Balanced Scorecard establishes a framework for performance evaluation, but the actual 

measurements applied remain at the discretion of the particular organisation. There are four 

specific areas in the balanced scorecard where dynamic and strategic measurements need to 

be applied: 

 Measuring corporate contribution 

 Measuring user orientation 

 Measuring operational excellence 

 Measuring future orientation 

Short-term financial evaluations such as control of IT expenses and third-party sales need to 

be considered as part of the corporate contribution along with the longer-term business value 

of new IT projects and the business value of the whole IT function. FedEx believe that 

transforming their IT sourcing from a tactical to a strategic operation has helped them save 

$50 million over three years, for example (Avery, 2000). The type of financial measures that 

can be applied to ascertain these figures are exemplified by the Information Economics 

approach (Parker, 1996), using a scoring technique for value and risk. 

Similar measures need to be developed for user orientation, operational excellence and 

future orientation and performance drivers related to outcome measures. Examples of 

other approaches include the incorporation of Activity Based Costing (ABC) into the BSC, 

Economic Value Added (EVA) and Market Value Added (MVA) and Inclusive Valuation 

Methodology as a knowledge asset evaluation approach. None of this is easy. 

In truth very few examples can be found of organisations who apply a fully comprehensive 

approach to measuring value—particularly in regard to intellectual assets. Whatever the 

approach, consideration should be given to the organisational level of implementation. 

Generally it is most successful at the smallest replicable unit in the organisation. This can be 

a process rather than a functional department. Micro-units permit the highest possible degree 

of segmentation, strategic fine-tuning, added value and customer satisfaction at the lowest 

cost. The larger the organization, the more refined are these replicable units and the greater 

their leverage for creating added value. 

Activity 5.6 

There are several articles referenced at the end of this block which will provide you with a 

more in-depth understanding of the Balanced Scorecard and its application. If you are 

strongly interested, you can satisfy your curiosity in with a text from Harvard Business 

School Press text—‘The Strategy Focused Organization’ by Kaplan and Norton. Its 

detailed case analyses cover the subject vividly. 

When you are confident that you have grasped the principles of the Balanced Scorecard 

approach, you should use Figure 5.2 and Table 5.5 from this study block to guide you in 

preparing a balanced scorecard for the business unit or company you work for. 

Remember to work at the lowest strategic level and so choose a business unit with a 

defined mission and a specific subset of strategic activities. 
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Identify in which generic strategy—operational excellence, customer intimacy or product 

leadership— your company seeks to excel and also any area where there are no objectives or 

metrics and briefly discuss these. 
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6. Internet Strategy Effectiveness 

At the beginning of this block, you looked at a framework for assessing your organisational 

readiness for change. Customers expect the low cost of transactional services via the Internet 

to be matched by easy-to-use, ergonomic interfaces, backed up by an information-rich, 

premium, global 24x7 level of service. How does the organisation assess the effectiveness of 

their online strategy and how do they decide to position themselves? Chapter Nine in your 

recommended text provides a useful framework which also acts as an excellent summary to 

review the issues we have discussed in this unit. 

Plant (2000) suggests that there are three phases for effective evaluation: 

1. Determine the forces, both internal and external to the organization, that influence the 

e-commerce strategy formulation. 

2. Create a metrics program based on the use of value criteria in the form of an Internet 

effectiveness scorecard 

3. Determine the effectiveness of the value criteria at the ownership levels, the process 

levels and the transactional levels. 

We will look briefly at each of these in turn. 

6.1. Determine internal and external forces  

Plant identifies two groups of forces external to the organisation as customers and 

marketspace rivals. A more comprehensive approach for identification comes from the five 

forces model (Porter); an organisation can combine this with other approaches such as a 

SWOT analysis. For internal forces, Plant identifies the content and process owners.. These 

are sometimes referred to as the stakeholders and/or users and the basic systems 

environment—IS, e-commerce, system engineers and resources. He emphasises the tension 

between the ideal requirements and systems constraints. In a later block we will look at 

particular approaches to IS management which can alleviate some of these tensions. 

When completing this stage it is important to return to the assessment of readiness as 

shown in Table 5.1. or something similar so that you can identify exactly how far your 

online strategy should penetrate the organisation. 

Any organisation wishing to maximise its effectiveness and profitability as an e-business 

needs to recognise how virtual it is, how virtual it should be and how it should manage the 

opportunities and problems that arise. The ACHIEVE Working Group (in a European think 

tank called Impact Programme, 1998) identified four primary characteristics of virtual 

organisations as: 

 Dispersion (multiple locations) 

 Empowerment (devolution of powers) 

 Restlessness (acceptance, even enthusiasm for change) 

 Interdependence (co-operation and synergy between and within organisations) 
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These four characteristics can be used as a measurement scale where an organisation 

chooses a number of characteristics that are important to it and defining a number of 

identifiable levels of virtuality for each characteristic. For example, the degree of 

dispersion could be measured on the following scale: 

A. there are no physical locations, staff scattered throughout the world: e.g., Institute of 

Catalysis 

B. there is one HQ building, staff are scattered throughout the world: e.g., Interpol 

C. there are many physical locations where staff are employed: e.g., BP 

D. the majority of staff work in one central location: e.g., Bank of England 

The organisation can then measure and plot its level of virtuality and that of its major 

competitors and assess the impact of changing or not changing. Criteria that might be 

applied are identified in Table 5.7 below. 

Dispersion Empowerment Restlessness Interdependence 

Number of locations Degree of definition 

of accountabilities 
No new 

products/services; 

markets; processes; 

job profiles per year 

No formal alliances 

with external 

organisations 

Personal workplaces Number of decision 

levels 

Level of staff 

education 
Number and 

importance of 

informal alliances 

Amount of hot- 

desking 

Degree of risk 

acceptance 

Level of openness to 

change 
Level of influence 

on external 

organisations 

Extent and quality 

of reach 

Investment in 

workplace skills 

Rate of change of 

appraisal criteria 

Proportion of staff 

to line functions 

Degree of 

political/economic 

support in any one 

location 

Complexity, 

magnitude and 

scope of decisions 

by customer-facing 

staff 

Degree of 

anticipation to 

changing markets 

Degree of contact 

between sister 

companies 

Degree to which 

dispersion is visible 

to the customer 
 

Level of stress in 

workforce 
Use of cros s- 

functional/process 

teams and 

interactions  

Table 5.7. Criteria for Measuring Virtuality 

The ACHIEVE group emphasise that there are four main management concerns when 

overseeing such change: 

 Managing and changing culture 

 Communication, internally and externally 

 New approaches to control 

 Managing and refreshing knowledge as a major asset 

None of these is easily solved, but they must be given priority over technological change. 
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6.2. Create a metrics program 

Again, Plant suggests three steps: 

1. Define a set of metrics to measure progress to goals as represented by value criteria. 

2. Have clear projected expectations for each metric concerned. 

3. Create an automated data delivery systems for internal and external comparisons. 

These steps revolve around an Internet Effectiveness Scorecard which ranks seven 

criteria on a scale from 1 to 10. The seven criteria are: 

 Financial impact 

 Competitive leadership 

 Brand 

 Service 

 Market 

 Technology 

 Internet site metrics 

Each of these is supported by a series of questions and a metric to measure each issue. 

Earlier in this block we looked at an alternative model from Deise et al (Table 5.4). Your 

organisation should consider several models and develop your own set of issues and 

relevant measures. 

6.3. Applying value criteria 

Plant suggests the application of a specific framework known as e-value maps. These maps 

exist at two levels: stakeholder level and process level. This technique is similar to that of 

Critical Success Factors (CSF) reviewed in Block Three where each stakeholder 

determines their three most important success criteria and these are then passed through 

multiple layers of the organisation until a mutually agreeable set of criteria evolves. This is 

again not as easy as Plant might suggest, but is a useful tool for promoting discussion. For 

organisations pursuing this seriously, a much more rigorous methodology, MECE 

(Mutually Exclusive Collectively Exhaustive) can be applied. 

To arrive at process level, most organisations will use the Value Chain and analyse all the 

processes individually. Whilst this method can be very helpful, one of its drawbacks is that it 

ignores interrelationships with other organisational networks along the value chain. An 

alternative technique which can be applied is SVA. 

Strategic Value Analysis (SVA) 

Competitive advantage in the marketplace ultimately derives from providing better 

customer value for equivalent cost, or equivalent customer value for a lower cost—the 

‘standard differentiation’ or ‘lower cost strategic’ choice. Occasionally, but rarely, a 

company achieves both by providing better value at a lower cost, such as in the case of 
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Microsoft with Windows 95. Regardless of strategic focus, the organisation needs to 

measure the added value across the whole value chain to determine exactly where, in the 

chain, customer value can be enhanced or costs lowered. This includes linkages upstream as 

well as downstream in the overall value alliance. The value chain analysis will break down 

the chain from basic raw materials to end-use customers into strategically relevant activities 

in order to reveal the behaviour of costs and the sources of differentiation. Since no two 

companies compete in exactly the same set of markets with exactly the same set of suppliers, 

the positioning within the overall value chain for each company is unique. 

Shank, Spiegel and Escer (1998) identify SVA as a technique for quantifying business issues 

and opportunities across the entire value chain for an industry and suggest it differs in two 

important ways from traditional business analysis: 

1 SVA disaggregates activities into the fundamental building blocks of the full value chain, 

from suppliers to consumers, and then groups these activities consistently with the way 

markets actually work 

2 SVA evaluates each stage of the chain on an economic-value basis, eliminating 

problems caused by historical cost, transfer prices and accrual-based accounting. 

If you wish order to determine whether SVA would be a useful framework for strategic 

analysis in your, organisation here are four tests that can be applied: 

 Are there new or emerging players in the industry (within any part of the value chain) 

who may be more successful than existing players? 

 Are these companies positioned differently in the value chain from current players? 

 Are new market prices emerging across segments of the value chain? Are these 

markets sufficiently deep to reflect arms-length trading? 

 If we used these market prices as transfer prices in our company, would it 

fundamentally change the way that the major operating units behave? 

If the answer to any of these questions is ‘yes’ then SVA will be of far greater benefit than a 

standard ‘value-added’ (revenues minus purchases) approach. Applying these four tests will 

provide an explanation of the relative position of your company in an industry. Then the tests 

can be used to guide a plan for management action with regard to overall structure, markets 

and assets and reporting relationships most likely to succeed in specific parts of the industry. 

In this way, SVA is uniquely helpful in understanding restructuring processes that may be 

required in periods of dramatic change. 

6.4. Activity-based Approaches 

This block has reviewed many different approaches to evaluation, but what they all have in 

common is that they are activity-based. Ideally, companies should develop their own 

approach, selecting those techniques which are most relevant to their situation. Whichever, 

there will be four stages in the development of the evaluation process: 

1. Create a set of value criteria for evaluating Return on Investment (ROI) 

2. Create a metrics program to measure and monitor these value criteria 

3. Develop a system for data capture and to allow for ‘best of class’ comparisons 
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4. Perform ROI analysis and act on the results. 

One approach which covers all of these stages is BSC, and companies may want to adopt this 

to ensure a comprehensive evaluation, but the adoption of BSC is not a simple process—it 

will completely change the way the company operates and the culture of the organisation. 

For those organisations at the beginning of the learning curve, simplified approaches which 

do not force radical change may be more appropriate. We will review some of these issues 

in Block Seven. 
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7. Summary 

This block has explored the stages involved in the development of an evaluation strategy. 

These are: 

 assessing organizational readiness for change helps the organization to focus on 

where the organization is currently and where they should be heading in an e - 

business environment 

 identifying the economics of e-business helps the organization to compare various 

different e-business opportunities by evaluating their net value effect against various 

shareholder values 

 evaluating the needs for change and performance measurements for the future. 

Employing the BSC technique allows the organization to assess all four levels of 

organizational interactions and to establish an integrated performance evaluation 

system to achieve the new e-business mission 

 developing a strategy for evaluation is the final stage where the business decides 

how it will package these new values into a metrics-based evaluation process. 

Developing evaluation strategies for e-business is not a straightforward sequential process 

but rather a perpetual and iterative learning process where the organization needs to have a 

built-in learning and relearning capability. This implies that the process must be managed and 

also communicated throughout the organization, and we will give further examination to 

how this might be done before the course is over. 

Case Study 5.1  

You should read carefully the case study 5.1: Mondex International: Reengineering 

Money provided in Block 8. 

Ives, Blake and Earl, Michael (1999). Mondex International: Reengineering Money. 

Available: http://home.houston.rr.com/blakeives/cases/mondex2/mondex.html. 

You will find this in Ives (1999), listed in the references at the end of the unit. There is also 

a specific description of the Canadian rollout of Mondex in Huff (1999). 

1. Discuss the problems encountered in establishing a worldwide rollout of an e - business 

venture such as this with particular reference to infrastructure, coordination, strategic 

alliances and managing technology-driven change. Support your arguments by 

references to the case descriptions supplied. 

2. Using your own resources, prepare a summary of developments in the Hong Kong 

Bank rollout of Mondex between 1995 and 2000. (It is suggested that you begin by 

visiting any sites referred to in the text and searching the Web for press releases and 

similar sources of information.) 

Ives, Blake and Earl, Michael (1999). Mondex International: Reengineering Money. 

Available : http://home.houston.rr.com/blakeives/cases/mondex2/mondex.html. 

http://home.houston.rr.com/blakeives/cases/mondex2/mondex.html.
http://home.houston.rr.com/blakeives/cases/mondex2/mondex.html.
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1. Objectives 

Upon completion of this block, you should be able to: 

1. Put a general value upon the growth potential and the problems of global markets. 

2. Evaluate cultural implications of global communities and the impact on IOS and e - 

business networks. 

3. Identify strategies for global community building and global marketing. 

4. Develop an approach to customer relationship management and a plan for e-branding. 
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2. Overview 

In this study block you consider the organisational cultural issues associated with the creation 

of interorganisational systems (IOS) and global marketplaces. These issues arise as you 

manage across organisational boundaries, across cultures and across organisational politics 

within the networked organisation but also across the customer community. In block 6, you 

will look at culture as an agent of change and a driver (but also inhibitor) for globalisation. 

Culture relates to the whole global environment and encompasses ‘the way things are done 

around here,’ be these ways governmental, social, political, legal or market-related. 

One of the key strategies for effective development of e-business internationally is the 

creation of a global brand name within the e-community. This requires the organisation to have 

a real understanding of the marketplace and how they can position themselves, as well as an 

in-depth knowledge of customer relationship management. 

At this stage of the course you will also begin to give serious consideration to some of the 

sociological and organisational issues related to the global e-context. Of particular interest 

are e-societies and socio-economic change, cross-cultural management, legal and ethical 

issues and digital divides and policy opportunities. 

The block is divided into five sections. You begin by examining some of the drivers for 

globalisation and reviewing some of the likely future developments that may shape 

business strategies worldwide. One of these issues undoubtedly relates to cross-cultural 

relationships, and so you briefly review the concept of culture in both the societal and 

organisational context and explore how this may affect the role and perception of 

‘information’ and ‘communication.’ This is a vast area studied extensively in sociology; 

you can only touch on it here~enough, we hope, to become interested in following up the 

topic at leisure through readings recommended in this block. 

In section three you look at culture as a change agent and how this can be managed 

successfully across the networked value alliance. You then move specifically to the stages 

of building a global community and the creation and implementation of a global branding 

strategy. Finally you will review some of these issues by analysing the case of iTV: 

Marketing Interactive Services and examining their marketing approach. 

READING 

Case 6.1. Farhoomand, A. and Chang, E. (2000). ITV: Marketing Interactive Services. 

University of Hong Kong. Ref 00/99c. The case is given as 6.1. in Block 8 in your study 

material. 

Because the issues discussed in this block change daily, you are advised to make 

maximum use of the Web for the most recent strategic policies and also to explore the 

extensive reference list for more in-depth understanding of some of these issues. 
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3. Introduction 

The World Wide Web has created vast new opportunities for the development of global 

business through online presence. This, however, provides many challenges and even 

threats to businesses wanting to or being forced to play in this arena. The organisation that 

succeeds in the global marketplace must be prepared to recognise the many cultural issues 

which will affect their strategies. 

Culture operates at many levels of aggregation: group, firm, industry, profession, region, 

country, group of countries. Regardless of groupings, culture remains the means by which 

non-genetic information is transmitted either within a given generation of agents or from one 

generation to the next. Technological practice forms an integral part of such information 

transmission but usually combines universal theoretical knowledge with more practical, local 

and culture specific application. This has particular implications for the management of 

communication within multinational, multicultural organisations and IOS which comprise 

technology based alliances over several cultures operating in a global environment. 

Information and communication technology (ICT) is, by definition, the technological 

foundation of e-business consisting of a number of business-centric categories such as 

business-to-business (B2B), business-to-consumer (B2C), and business-to-employee 

(B2E). As discussed in previous units, e-business has been extended to allow for the 

systematic integration of an organisation’s internal and external systems, via the web, both 

up and down the supply chain. This in turn, will change today's business-centric e - business 

topologies so that they evolve into customer-centric e-communities. 

In this block we review cultural influences on organisations and information technology 

applications. This is expanded into the development of online communities where a shared 

culture of common practices is a key factor in effective development and maintenance. 

Finally, the whole issue of global expansion through global branding is placed under the 

spotlight and the implications for the future examined. 

In future, an organisation's success within the global e-community will require 

culture-focused organisations where communities allow for: 

 Differentiation and the creation of attractive communities 

 Creation of unique value propositions 

 The ability to be a ‘good citizen’ and to enter into engaging dialogues with other members 

of the e-Community 

 Understanding of—and compliance with—political, legal and societal standards. 
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4. Globalisation and the Culture of Distance 

Global Organisations and Global Markets 

Truly global markets now produce and consume about 20 percent of world output—about $6 

trillion of the planet’s $28 trillion gross domestic product. Within 30 years, as that GDP 

expands to $91 trillion (assuming an overall real growth rate of 4 percent), global markets 

could multiply twelvefold, reaching about $73 trillion. This will be more than 80 percent of 

world output (Figure 6.1). 

 

Figure 6.1. Global Market Growth 

Economic integration, the force driving this expansion, will promote the formation of 

global markets in almost every industry (including service-based enterprises such as 

education) and more integration will take place in the next 30 years than occurred in the 

previous 10,000 or more. In a world without economically significant geographic 

boundaries, the rules will change. The good news is that companies will have access to the 

world’s finest resources: the most talented labour, the largest markets, the most advanced 

technologies, and the cheapest and best suppliers of goods and services. The bad news is 

that the risks will be high because every business will have to compete against the world’s 

best, and markets undergoing integration are volatile and uncertain. 

Prahalad (1998) foresees at least eight significant discontinuities which must be handled 

simultaneously: 

 global 

 deregulation 

 volatility 

 convergence 

 indeterminate industry boundaries 

 standards 



 

 disintermediation 

 eco-sensitivity. 

These driving forces will impose new demands on managers who, in turn, will have to 

create new competencies. Managing these competencies in a multi-cultural environment is a 

complex task, one that will require managers to absorb and integrate new streams of 

knowledge, collaborate across cultures, ‘learn to forget’ and deploy competencies across 

business unit boundaries. Mastering these competencies will require global firms to give a 

critical reexamination to their existing competency profiles. 

Activity 6.1 

Using the knowledge you have gained from previous study blocks, identify five specific 

opportunities and five threats to your organisation from entry into the global marketplace. 

The global market is not a single static environment but rather comprises many different 

markets at different stages of evolution. For example, a US organisation wishing to expand 

into the China market would face very different problems from a Malaysian business 

wanting to expand into Europe. Different products also have different global profiles, and 

so—as mentioned in Block Three—there will be different market sectors in the global 

community. Figure 6.2 presents an evolutionary model very similar to the co-evolutionary 

model presented in Block Three, but you will see that the emphasis now is on the alliance 

members and the regulatory structure. 
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Global companies are looking to emerging markets for growth. Companies in emerging 

markets are searching for ways into the burgeoning global economy. Alliances can seem the 

obvious solution for both sides (Adarkar et al, 1997). Yet alliances between global and 

emerging market players are hard to get right, and often highly unstable. Many have failed to 

meet expectations, required extensive restructuring, or been bought out by one of the partners. 

Differences of size, ownership structure, objectives, culture, and management style can all 

prove stumbling blocks. Alliances also need to recognise that there are different stages of 

market evolution and each stage of this will be driven by each partner's shared strengths and 

weaknesses and by the relative importance of each contribution in shifting the balance of 

power. To assess whether an alliance will evolve, Adarkar et al (1997) suggest that the 

partners in the alliance should plot how contributions are likely to shift, as shown in Figure 

6.3. 

 

Figure 6.3. Checklists for Power Shifts 

Likely evolution is along four paths: 

1 sustainable power balance 

2 power shift to global partner 

3 power shift to local partner 

4 competition, dissolution or acquisition 
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Figure 6.4. The Four Paths of Evolution 

These vulnerabilities are all inherent within global virtual alliances and must be recognised 

when global partnerships are formed. It is especially important to recognise that emerging 

market alliances pose different challenges from those faced by alliances in mature markets 

and are generally far less stable. Structural change in an industry is usually the result of 

cumulative processes leading to large-scale discontinuity. An organisation that wishes to 

take advantage of such discontinuity must have the ability to see it coming earlier than their 

competitors and to react more quickly. This alacrity takes a focused strategy for change. 

Activity 6.2 

Plant (2000) identifies seven key drivers of change in the global environment: 

1 Technology Change 

2 Government and Political Change 

3 Service Changes 

4 Market Changes 

5 External relationship Changes 

6 Branding Changes 

7 Organisational Changes 

Consider what the components of these key drivers might be in relation to your own 

organisation and identify three key issues which will shape future success. 
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4.1.  Strategies for Global Change  

The evolutionary models suggested for global expansion can be likened to the management 

of metamorphoses: at each stage, a different focus will be required and this may also mean 

different players and shifts in relationships. A Dynamic Resource System View is 

recommended where destruction as well as construction is a necessary strategy. The 

following steps should be taken: 

 Know your resource system 

 Look for leading indicators 

 Anticipate shocks 

 Identify resources that must be built to contribute to a future sustainable 

advantage 

 Identify resources that must be destroyed 

In selecting alliances, you also need to develop a strategy to build power. What is the 

organisational goal? Is it to become the global hub as the main competitor? Is it as a 

defensive measure to retain a share of the global market against predatory attack? Is it to 

develop a sustainable home-market based alliance to build a global entry point? Strategies 

for maximising power include: 

 Invest today for tomorrow's power base 

 Think twice before allying with a global leader 

 Consider alternative partners 

 Protect your future by securing access to key intangible assets 

 Create world class alliance opportunities 

 Position early and shape the market 

 Clearly identify global and local capabilities and focus 

This power balance between local and global is not clear-cut, since globally distributed 

organisations obviously have to contend with disparities of culture within as well as 

beyond the organisation. This can make the global organisation playing in the virtual 

marketplace highly vulnerable, and so many look to governments for longer-term support. 

A recent report from the OECD would suggest that one such approach might be appropriate, 

and cites the ‘Learning City’ concept as an alternative approach. Europe has led the way in 

establishing the learning city concept with examples in Poitiers, France; Jena in Germany; 

the Oresund region of Scandinavia; Andalusia in Spain; and the Kent Thames-side area of 

London, UK. However, this concept has also been embraced in Asia and is a specific strategy 

for technological and global development within China. These purpose-built cities or regions 

have advanced communications infrastructures but also a commitment to place innovation 

and learning at the core of the development. Firms and knowledge institutions clustered in the 

same location have greater opportunities to share a culture and understanding that facilitate 

the process of social interaction and learning where no institution has a monopoly on 

knowledge. 

Blanning (1999) cautions that such strategies are only appropriate for organisations with 

western-based strategic management concepts. In Singapore, the development of an 

information society may well be restricted by the political control over information flow 
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and the current status of Singapore's democracy. Similar issues and concerns have been 

raised by the World Bank in their 2000 report and frequently by groups such as OECD. This 

whole area of socio-economic change and the impacts of globalisation are discussed in a 2001 

paper by Burn and Loch referenced at the end of this Block. 
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5. e-business Cultures 

5.1. Organ isational cultures  

Schein (1996) defines culture as a set of basic tacit assumptions about how the world is, and 

ought to be, that a group of people share; it determines their perceptions, thoughts, feelings, 

and to some degree, their overt behavior. Culture manifests itself at three levels: 

1 the level of deep tacit assumptions that are the essence of the culture; 

2 the level of espoused values that often reflect what a group wishes ideally to be and the 

way it wants to present itself publicly 

3 the day-to-day behavior that represents complex compromise among the espoused 

values, the deeper assumptions, and the immediate requirements of the situation 

Overt behaviours cannot be used alone to decipher culture because situational 

contingencies often make us behave in a manner that is inconsistent with our deeper 

values and assumptions. 

Hofstede (1980, 1994) is perhaps the most well known exponent of ‘culture as a predictor.’ 

He suggests that differences in cultural values are the ultimate determinants of human 

organisations and behaviours and ultimately of economic growth. His 1980 study identified 

four dimensions by which national cultures differed. These were: 

1 uncertainty avoidance 

2 individualism vs collectivism 

3 masculinity vs femininity 

4 power distance. 

For example, a society that prefers high power distance and low uncertainty avoidance (i.e., 

risk avoidance) would also prefer bureaucratic and hierarchically structured organisational 

models, whereas a low-power-distance society would prefer informal communication 

models and flatter organisational structures. This obviously has implications for global 

organisations where alliances span several different cultures. What is seen as an appropriate 

business model for a US corporation may not be viewed as an appropriate model in Japanese 

society. Similarly, management styles may be very different and require very different roles 

and communication channels within different international subsidiaries or partners in the 

multinational alliance model. 

'Japanese and American Management is 95% the same and differs in all important 

respects' (Adler, Doktor and Redding, 1989, p.27). 

These theories have been explored by many other researchers on organisational structures and 

strategy and Figure 6.5 shows an example of how organisational forms might be favoured by 

particular societies. This combines Hofstede’s work with that of Boisot (1998). 
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Figure 6.5 Association of Power Distance and Uncertainty Avoidance with Societal Culture 

HOFSTEDE 
High uncertainty avoidance Low uncertainty avoidance 

Key 

B - Boisot's form 

 

It would be foolish to believe that societal culture is the only factor to be considered in 

organisational development. However, Southeast Asian organisations, as an example, are 

thought generally to exhibit some distinctive structural features. 

 Firstly, they remain typically small and, even when large size is attained, select a 

mode where smaller scaled operations are loosely coupled to the central node, 

through the appointment of trusted persons reporting to the overall controlling 

family. 

 Secondly, they are characterised by higher levels of centralisation while resisting 

complexity and remaining structurally simple (Redding, 1990). 

 Finally, role differentiation and specialisation are also less extensive and rigid. 

Activity 6.3 

Table 6.1 summarises the work from a number of sociologists with regard to cultural 

differences between societies. Review this table and compare your own perceptions of 

cultural assumptions between your present country of residence and that of the US. 

Where do you see the major differences? Where are there strong similarities? What advice 

would you give a US manager who was about to take up a role as CEO for a joint venture 

based in Shanghai? 

In your tutorial session you should also compare your perceptions with those of your 

fellow students—do you all agree? 

To understand more about this model you are referred to Hofstede G.H., & Bond M.H. 

(1988). The Confucius Connection: From Cultural Roots to Economic Growth. 

Organisational Dynamics, 16(4), pp. 4-21. 

HOFSTEDE 

Low 

Power distance 

High 

Power distance 

 

German-speaking, 
Finland, Israel 

English-speaking, 
Scandinavia, Netherlands 

B: bureaucracy B: market 

Latin, Mediterranean, 
Islamic, Japan 

B: fief 

Southeast Asian 
(esp. HK, Singapore) 

B: clan 
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Table 6.1: A Composite Model of Cultural Dimensions 

Dimensions Cultural Assumptions 

relationship between people 

relationship with environment 

masculinity/femininity 

good/bad by nature 

dominance/harmony 

aggression/passiveness 

power distance 

space 

small/large 

private/public 

collectivist relationships individual/group 

active/reactive 

primary mode of activity 

talk/listen 

doing/being 

linear/multi-task 

time orientation 

procedural/unpredictable 

monochronic/polychronic 

Universalism generalist/particularist 

Context facts/opinions 

temporal orientation 

Confucian Work Dynamism 

past/present/future 

long- or short-term orientation 

 

5.2.  Culture and IT  

The impact of Information and Communication Technologies (ICT) has extended far beyond 

organisational boundaries and permeates almost every aspect of daily life around much of 

the globe. Many of the changes which ICT has brought about were foreseen and have been 

well documented. The concepts of the Information Society, virtual organisations, networked 

communities and home offices have all been touted as the result of the information explosion 

and the advancements in technology. However, many of these IT-based applications have 

unlooked-for consequences which relate directly to cultural mismatches between the 

philosophy of the system application or methodology and the cultural philosophy in which it 

is expected to operate. ICT innovations generally bring about greater user empowerment and 

help to promote flatter organisational structures, all of which are now held to be positive 

outcomes in the North-Americandominated management literature. The same attitude may 

not be held true in Southeast Asian societies, where high power distance and rigid 

hierarchies are the preferred 
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organisational model and low individualism but high social interaction is the preferred 

personal role. 

The division between subjective culture (referring to values, behavioural norms, attitudes and 

religion) and objective culture (referring to infrastructure, technology and other material 

objects) is important since it is the unique combination of the two which defines how 

information is communicated in a society. 

The United States and Japan both have access to the latest communication technologies, but 

whereas electronically mediated communication is heavily used in the U.S., Japan relies 

more on face-to-face or oral communication than the written or typed mode. In studying the 

effect on the use of e-mail and fax in Japan, significant differences have been found between 

Japanese and US knowledge workers in both perception and use of ICT. The determining 

factor appears not to be the degree of industrialisation but whether the country falls into a 

low-context or high-context culture which will give a relative emphasis to written or oral 

communication respectively. 

Boisot (1998) suggests that technology is itself an expression of culture and by 

institutionalising an organisation through ICT, an organisation is redefining a culture within 

certain boundaries. In current times, the results are often seen through the repercussions of 

downsizing and outsourcing. Just as each society strikes a balance between individual 

separateness and interdependence, between authority and freedom, between achievement 

and compassion, between rigidity and uncertainty, so the global, networked organisation 

must tailor its global systems through its virtual cultural alliances to reflect cultural values 

and enhance performance without disrupting societal norms. 

Activity 6.4 

Compare the ICT environment for e-business development and the extent of national and 

global IT penetration between your country of residence and the US. 

Identify five key differences and review the likely impacts of these. 

5.3. Virtual Cultural Alliances 

In conventional organisations, shared assumptions typically form around the functional 

units of the organization and are often based on members' similar educational 

backgrounds or experiences. This generalization assumes, however, that we define the 

boundaries of the organisation as the population of employees. What if we also include 

suppliers and customers? Developing a single culture of reliability in virtual 

organisations is very much more difficult because of such extended boundaries (including 

sub-contractors and other alliance members along the supply and demand chains) often 

encompassing several cultures. The existence of shared deep tacit assumptions and values 

across all members of the alliance, or of similar educational backgrounds or experience, is 

unlikely in such organisations, particularly if cultural lines are crossed. The various cultures 

represented in the different members of the network will almost surely introduce 

dysfunctionalities and miscommunications, as communication and functionality takes place 

across organisations that do not share common values, assumptions, or perceptions. Japanese 

firms, for example typically exhibit cultures that extend well beyond the normal legal 

boundaries of an organisation. 
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Virtual alliance strategies need to meld the varied cultures that comprise the system into a 

cohesive whole in which the deep assumptions and espoused values of each of the member 

organisations can be built around the need for reliability. This is extremely difficult in 

distributed, multicultural IOS aligned by temporary linkages that may dissolve as business 

opportunities and requirements change. Virtual alliances may also be plagued by 

vulnerabilities that make the development of a melded culture of reliability very difficult: 

 a proliferation of different languages and cultures 

 different power structures and organisational politics 

 communication between units and members of comparable stature but 

non-comparable experience and training 

 rivalry between alliance members; 

 a reluctance to listen and ask questions 

 an eagerness to ‘get the job done’ 

 ethnocentrism, a tendency to discredit members or individuals not of the same 

background or experience 

These characteristics are present in traditional multi-national corporations, but are 

exacerbated in virtual alliances because of the distributed interdependence and amorphous 

nature of such networks. As Schein (1996) emphasizes, too often behaviour is unwittingly in 

place that is dysfunctional to the system. For example, many organisations—virtual and 

otherwise—espouse teamwork and cooperation, but the behaviour that the incentive and 

control systems of the organization reward and encourage is based more on a shared tacit 

assumption that only individuals can be accountable and that the best results come from a 

system of individual competition and rewards. 

If the external situation truly demands teamwork, the group will develop some behaviour 

that looks, on the surface, like teamwork by conducting meetings and seeking consensus, but 

members will continue to share the belief that they can get ahead by individual effort and 

will act accordingly when rewards are given out. 

Attention to incentive and control systems can help prevent situations where shared cultures 

of deep and espoused values are required for success but are undermined by the individual 

members' reward and control systems, or by competing business opportunities. As noted in 

Block 5, the Balanced Scorecard is one approach to introduce appropriate performance-based 

compensation structures. 

5.4. Impact of culture on e-business 

One of the many challenges in the global virtual value alliance is deciding where a unified 

culture is essential and where ‘one thousand flowers’ may be allowed to grow. Some of the 

questions that need answering in relation to culture are: 

 Are virtual cultures industry-dependent or business-model-dependent? 

 Is the relationship between culture and the networked organisation one of 

diversity exploitation or controlled manipulation? 

 Is the extent of virtuality that can be exploited in the organisation constrained by the 

extent to which culture is defined by~ 

o shared goals? 
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o synchronicity of work? 

o co-locations? 

o reciprocity of risk and responsibility? 

 Are stronger cultures required at the interfaces of value alliances to ensure 

reliability enhancement? 

 Where member goals, roles, and responsibilities are more carefully articulated in a 

global network, does this imply the greater need for a unified culture? 

 How can the virtual organisation manage a diversity of cultures? 

 Will a desirable diversity of cultures be supported only under conditions of high 

trust and open communication? 

 To what extent should incentives and control systems be used in virtual 

organisations to develop unified cultures? 

Four areas should be considered part of a basic framework for reconstructing the 

organisation: 

 investment in extensive socialisation: managers need to be able to cope with 

diversity of race, gender, culture and intellect 

 development of language skills 

 extensive documentation for common understanding 

 extensive commitment to training, both analytic and experiential. 

The future belongs to the imaginative. 

5.5.  Culture and change  

Senge (1998) states that ‘the trouble with most business relationships is that they work like 

dysfunctional families. Everybody is basically concentrating on just pleasing the boss and 

avoiding getting their ass kicked, rather than on building real relationships.’ 

To survive crises and change, there needs to be a deep level of trust and regard, yet change 

induces stress~and under stress people revert to their most primitive behaviours. In an 

organization, this means management control, time pressure, do it faster, do it cheaper. The 

irony is that this is the antithesis of all that is preached about the virtual organisation and the 

development of a change culture. 

In order to be more adaptable and resilient, faster and more responsive, organisations must 

be more reflective and encourage people to really think together. An effective virtual 

organisation needs to be a learning organization, and this represents a significant shift in 

culture over the norm for western models of management and organisational development. 

This new mental model permeates through the organisation through different leadership 

styles, community behaviours and individual beliefs. 

Four core attributes of this new mental model for the ‘individualised’ corporation are: 

1 companies as collectors of people 

2 developers of horizontal knowledge flows 

3 builders of a trust-based culture 

4 the organisation as an integrated network 
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(Bartlett and Ghoshal, 1998) 

Whereas people are social animals and innately curious, interacting and learning from each 

other, the modern organisation has been constructed in such a way as to constrain, impede 

and sometimes kill these gregarious traits. Unlearning this construction and ‘learning to 

forget’ are perhaps the most difficult challenge that management face. In most organisations 

the ‘forgetting’ curve is flat and takes an enormous amount of effort to shift. 

One solution is the adoption of ‘vulnerability management’ approaches and the use of 

vulnerability audits. For example, during reengineering, vulnerability analysis can be used to 

predict how cutback of resources will be distributed, what disappears, what survives and 

what prospers. Organisations may be resilient against spending cuts but be highly vulnerable 

to staff cuts, marketing strategy, IT adoption or management training. Identifying and 

learning from these can assist the corporation to be prepared for the unthinkable. There is a 

need for the organisation to shift design and culture from one that suppresses unpalatable 

news to ones that actively seek different viewpoints, opinions, and contradictory 

information. 

Nevertheless, culture has become a concept thrown around by consultants as if it can be 

changed as easily as donning a new set of clothes or a radical hair restyle! Culture is not easy 

to change and in times of change, people will cling to culture for their stability. The 

organisation must consider whether gradual change is an acceptable solution or whether a 

complete culture change is the only route~and possibly accompanied by a complete change 

of personnel. Certainly the development of a one-company culture needs to be closely tied to 

reward systems aligned with learning-driven goals and objectives. Frequently the real target 

group should be the middle management level who can effectively act as a sink to prevent 

upward and downward flows of information. 

Activity 6.5 

An example of cultural change within an organisation can be seen through a change of 

business strategy. A simple example is the movement from a cost plus view to a price 

minus model. 

From Cost+Profit =Price to Price-Profit =Cost 

Consider this statement. What does it mean? Why would this require a ‘cultural’ change? 

Success in Cultural Change 

An example of successful cultural change is described by Buckman (1998) at Buckman 

International Laboratories as they designed a system and built a culture that facilitates the 

communication of whatever is needed across all the organisation's boundaries (1,200 people 

located in 21 countries, 90 countries for customers). The cost has been estimated at US$7,500 

per person (3.5-4.5% of revenue), but they believe the results justify every cent. Their 

philosophy has been to move the entire organisation to wherever it is needed at the time. This 

has been achieved by expanding the span of communication and influence for each 

individual to ‘work-anywhere-and-any-time (at your most efficient 
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mode of operation).’ Such a transformation is both a consequence of and driver for the 

further globalisation of the e-community. 

Globalisation is not necessarily a strategy to be embraced lightly, however, since it carries 

with it many more implications over and beyond the obvious cultural ones. E - businesses 

entering global markets need to learn from the experiences of long-term global players. 
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6. Global Community-building 

6.1.  Development Stages 

Venkatraman and Henderson (1998) outline three stages in the development of an e - 

community. These are summarised in Table 6.2. 

Vectors and 

Characteristics 

Stage 1 Stage 2 Stage 3 

Customer 

Interaction 

(Virtual 

Encounter) 

Remote experiences 

of products and 

services 

Dynamic 

customization 

Customer 

communities 

Asset 

Configuration 

(Virtual 

Sourcing) 

Sourcing modules Process 

interdependence 

Resource coalitions 

Knowledge 

Leverage (Virtual 

Expertise) 

Work-unit expertise Corporate asset Professional 

community expertise 

Target Locus Task units Organization Inter-organization 

Performance 

Objectives 

Improved operating 

Efficiency (ROI) 
Enhanced 

economic value 

added (EVA) 

Sustained innovation 

and growth (MVA) 

 

Table 6.2: Three levels of e-Community (after Venkatraman and Henderson 1998) 

ICT, particularly systemic (ERP-style) integration of the organisation's ICT infrastructure 

and applications, is seen as the foundation of this model. 

Increasing levels of e-community involve greater usage of ICT to increase the richness 

(particularly in terms of value-adding knowledge) and complexity of the relationships 

between the organisation and its supply chain partners, customers, and sources of 

expertise. 

Clearly, one would expect to see considerable differences in the communications 

networks, and particularly in how those networks are used, in organisations that are at 

different stages of development. 
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6.2. Shifting Locus of Core Competencies 

Prahalad and Ramaswamy (2000) suggest that organisations need to ‘create their future by 

harnessing competence in an enhanced network that includes customers.’ They also 

present a three-stage model that is summarised below in Table 6.3. 

Family/network of 

companies 

The extended 

enterprise: the 

company, its suppliers 

and its partners Access 

to other companies’ 

competencies and 

investments 

Enhanced network 

The whole system: the company, its 

suppliers, its partners, and its 

customers 

Access to other companies’ 

competencies and investments, as well 

as customers’ competencies and 

investments of time and effort 

Basis for 

access to 

competence 

Value added 

of managers 

Value 

creation 

Sources of 

managerial 

tension 

Internal 

company-specific 

processes 

Nurture and build 

competencies 

Autonomous 

Business-unit 

autonomy versus 

leveraging core 

competencies 

Privileged access to 

companies within the 

network 

Manage collaborative 

partnerships 

Collaborate with 

partner companies 

Partner is both 

collaborator and 

competitor for value 

Table 6. 3: Locus ofCore Competencies 

Table 6.3 shows that the idea of extending the organisation's ICT network and changing the 

nature of its usage to improve core competencies is a central component of their model. 

6.3. The Customer As King 

In the past, most practitioners and scholars have had a company-centric focus and have been 

primarily concerned with ‘alliances, networks, and collaborations among companies.’ The 

old idea of the ‘extended enterprise’ (i.e., a central organisation supported by a constellation 

of supply chain partners) should give way to the idea of an enhanced network of traditional 

suppliers, manufacturers, investors and customers. Managers need to recognise that 

consumers are a source of competence forces. Managers and researchers must focus on 

developing relationships with the consumer as the agent that is most dramatically 

transforming the industrial system as we know it rather than just their supply chain partners. 

Table 6.4 summarises the changing role of customers. 

Customers as a Customers as Active 

The company 

The company 

 

Unit of 

analysis 

Resources  
What is available 

within the 

company 

Infrastructure for active ongoing 

dialogue with diverse customers 

Harness customer competence, 

manage personalized experiences, 

and shape customer expectations 

Collaborate with partner companies 

and with active customers 

Customer is both collaborator and 

competitor for value 
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 Passive Audience Players 

Late 1980s and early 

1990s _______  

seen as passive role 

The customer is an 

individual statistic 

in a transaction 

Shift from selling to 

helping customers 

via help desks, call 

centres, and 

customer service 

programs; identify 

problems then 

redesign products 

and services 

Database 

marketing; two-way 

communication 

Lifetime bonds 

with individual 

customers 

1990s 

buyers with specific 

patterns of 

consumption 

The customer is a 

person; cultivate 

trust and 

relationships 

Providing for 

customers through 

observation of 

users; identify 

solutions from lead 

users, and 

re-configure 

products and 

services based on 

deep 

understanding of 

customers. 

Relationship 

marketing; 2-way 

communication 

and access. 

Customers as 

co-creators of value 

Beyond 2000 

Customers are part of the 

enhanced network; they 

co-create and extract 

business value as 

collaborators, 

co-developers, and 

competitors. ________  

The customer is not only 

an individual but also 

part of an emergent 

social and cultural fabric 

Customers are 

co-developers of 

personalized 

experiences. 

Companies and lead 

customers have joint 

roles in education, 

shaping expectations, 

and co-creating market 

acceptance for products 

and services. 

Active dialogue with 

customers to shape 

expectations and create 

buzz. Multilevel access 

& communication 

 

Table 6.4: The Evolution and Transformation of Customers 

Competence now is a function of the collective knowledge available across the whole of the 

enhanced network, and the market has become a forum in which consumers play an active 

role in creating and competing for value. The Internet is given as one of the main reasons 

why consumers have been increasingly engaging themselves in active and explicit dialogue 

with manufacturers of products and services and why corporations are no longer controlling 

dialogue. 

Activity 6.7 

Pacific Century Cyber Works www.cyberworks.com has as one of its mission statements: 

Transacting with 

individual buyers 
 

Nature 

business 

exchange 

role 

customer 

of  

& 

of 

Customers are 

predetermined 

 

Managerial The customer is an 

mind-set average statistic; 

groups of buyers 

are predetermined 

by the company 

Company’s Traditional market 

interaction with research and 

customers, & inquiries; products 

development of and services are 

products & created without 

services much feedback 

 
Purpose & flow 

of communic-

ation 

Gain access to and 

target 

predetermined 

groups of buyers. 

One-way 

communication 

 

 
 

Persuading 

predetermined  

groups of buyers 

1970s, early 1980s 

 

http://www.cyberworks.com/
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“Deliver innovative services that enhance the lifestyles and businesses of our customers.’ 

Review their Network of the World (NOW) service and evaluate the extent to which this is 

a customer driven model using Tables 6.3 and 6.4 as guides. 

6.4. The increasing power of the connected consumer 

Community and conversation are fundamental to human society. Prahalad and Ramaswamy 

maintain that in the past, giant bureaucracies were able to distance themselves from their 

customers and to suspend true market conversation.by using their special knowledge, the 

power of advertising and public relations and their sheer size and power. They show how the 

rise of the Internet has enabled people to restart conversations in a global world. The basic 

message of the book is that the balance of power is rapidly moving away from giant 

impersonal corporations and shifting toward well-informed and articulate consumers. One of 

the main reasons behind the increase in power of the consumer is the fact that the Internet 

provides a means whereby they can group together into powerful virtual communities. One 

of the messages in this book is that the large suppliers who try to ignore this change will do 

so at their own peril. 

One could argue that the balance of power, at least on the Internet, moved away from the 

giant corporations to articulate, well-informed and above all, well-connected consumers 

several years ago. This argument is supported by the 1994 Pentium fiasco. In June, 1994, 

Intel engineers discovered a division error in their new Pentium chip. Intel managers decided 

not inform anyone outside the company on the grounds that the division error could only 

affect a very few customers. On 24 October, Dr. T. R. Nicely, a math professor in Virginia 

(who double-checked all his work by computing everything twice, on two different 

computers) detected the error and contacted Intel technical support to report the error. Intel 

did not get back to Dr. Nicely and so on 30 October Dr. Nicely e - mailed a few people to 

inform them of the bug he had discovered. On 3 November Terje Mathisen of Norsk Hydro 

posted a message entitled ‘Glaring FDIV Bug in Pentium’ on the Internet newsgroup 

comp.sys.intel. By 24 November, the story had been reported by the New York Times and 

more than 200 other newspapers as well on the as radio and TV news networks. 

At this stage, Intel made an offer to replace a Pentium processor only after Intel had 

determined that the processor would cause a problem in the application in which it would be 

used. 

On 12 December, IBM issued a press release announcing that it had halted shipments of 

Pentium-based PCs and Intel stock had dropped by $3.25 that week. 

By 20 December, Intel finally agreed to replace all flawed Pentiums upon request. Intel had 

to set aside a reserve of $475 million to cover costs of the Pentium recall. On 18 January, 

1995 the Wall Street Journal (cited in (Hoovers-Online 1994)) reported that Intel's flawed 

Pentium chips had produced a 37 % drop in their fourth-quarter profit for 1994. 

The mistake made by Intel back in 1994 was to underestimate the power of, and fail to 

monitor the discussions of, their end-users who had become welded into a powerful virtual 

community by the Internet. Today, Intel posts all known flaws on the Internet to 

http://conversation.by/
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avoid a recurrence of this problem. It also provides a number of both technical and 

non-technical support forums for its user community. As Intel now say: 

"The support that Intel provides with electronic messaging (email and support forums) 

provides the same technical expertise that can be found on the telephone as well as the 

instant documentation that can be found with self-help services. With publicly accessible 

forums, you have all of the benefits of e-mail technical support, with the added benefit of 

the option of viewing previous messages written by other participants, and participating 

with pertinent suggestions and tips that can help others’ (Intel 1999). 

These forums also allow Intel to engage in conversation with their user communities and 

become a member of those communities. 

However, as a manager you are not just concerned with the increasing power of virtual 

groups of consumers. We are also very much concerned with the nature and role of 

markets and how they should be regarded as communities. 

6.5. Community-building through ICT 

Returning toVenkatraman and Henderson's concept of e-Communities, we might expect to 

see ICT vendors starting to market products aimed specifically at virtual community 

building. This has in fact happened. Indeed, in the ERP software arena, product 

developments have taken place almost exactly in accordance with the model. 

Consider the premier ERP software vendor, SAP, and the developments in SAP's product 

line (R/3) since the mid 1990s. Prior to the launch of launch of release 3.1, in 1997, R/3 

provided comprehensive and highly integrated functionality for virtually all of an 

organisation's internal business processes. However, it had no real facilities for 

interconnecting with either business partners or customers. Even traditional EDI was only 

supported if third-party products were bolted onto R/3. 

The launch of release 3.1H in1997, was the addition of a basic Internet Transaction Server 

layer to the traditional three-layer client-server architecture. Still, very little additional B2B 

or B2C functionality was provided with release 3.1. Then in 1998 and 1999, the launches of 

versions 4.5and 4.6 included a massive new range of EC and EB functionality. SAP now 

provides a whole range of Internet ready EC (front-end) and EB components providing 

linkages to the internal ERP components. 

Since the release of 4.5, SAP has refocussed on providing products that are designed to 

facilitate what Venkatraman and Henderson refer to as VO-ing and what. Prahalad and 

Ramaswamy refer to as enhanced networks of traditional suppliers, manufacturers, 

investors and customers. Their major product groups are now labeled 'marketplaces,' 

'workplaces' and 'business applications' ~and significantly they are presented in that order. 

Marketplace products are primarily concerned with the creation of electronic 

marketplaces and include components such as portal management, auction systems, 

webcasting, forums, chat services and even a community management service. 

The Workplace products provide a one-stop, Web-based enterprise portal that lets the 

employee or any other authorised person access the applications, information, and 

services available on the enhanced network. 
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The business applications include: 

 E-Commerce (including the usual electronic catalogues, shopping carts, payment 

systems, etc.) 

 Customer Relationship Management 

 Supply Chain Management 

 Strategic Enterprise Management 

 Business Intelligence 

 Knowledge Management 

All these are in addition to the original core internal functions of Human Resources, 

Logistics Execution, Manufacturing, Product Lifecycle Management, and Financials . 

SAP's new outward focus is characterised by their own corporate portal. This has been 

re-branded ‘mySAP.com’ and when accessed opens a window that displays: 

Share Your Thoughts About SAP's Web Site 

SAP values your opinion about all its products and services, and we would like to know 

what you think about our Web site. Our goal is to make SAP. com a truly customer-led site, 

and your comments are a critical part of our ongoing eforts to reach this goal. 

Another vendor, NetSage, has developed customer relationship software agents, called 

'Sages,' that integrate media with business and social rules. The software agents know when 

to intervene, what to say, and which product or recommendation is appropriate for a particular 

customer on the basis of what the customer has already done and the context of that 

customer's actions. The 'Sages' are claimed to be socially intelligent and able to interact with 

a particular customers throughout the entire spectrum of the customer relationship. 

NetSage state that the design of their software agents is based upon the psychological studies 

of Byron Reeves and Clifford Nass, who have demonstrated convincingly, in their book The 

Media Equation, that interactions with computers, television and new technologies are 

identical to real social relationships and to the navigation of real physical spaces. 

However, it is possible for a business to create a virtual community without having to use 

extremely sophisticated extended ERP software or intelligent social agents. This is 

demonstrated by the ActionAce.com case as introduced in Block Five. 

When ActionAce launched its website in June 1998, the site carried around 300 product 

items and had about 15,000 visitors in its first month. By August 1999, the site carried 

more than 1,000 items and attracted more than 2 million visitors. (Hong Kong Trade 

Development Centre, 1999) 

In the second half of 1999 it expanded its product line significantly and invested heavily in 

advertising in the US market to build up its brand name there. Its aim was to build a 

pop-culture community around its website. It already published a weekly magazine on toys, 

comics and movies at its site, and launched an auction market for collectible toys / action 

figures in quarter three of 1999. 

http://mysap.com/
http://sap.com/
http://actionace.com/
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By November 1999 the site had become the one of the web's premiere action 

entertainment portals with over 65,000 toys, action figures, videogames and animated 

titles in stock, daily entertainment news, and original episodic animated content. 

According to NCompass Labs (Vancouver, Canada): 

Actionace.com is raising the online experience to a new leve ~combining original 

content, a passionate community and e-commerce to create an all-inclusive action 

entertainment experience’ 

(NCompassLabs 1999). 

In the second quarter of 2000, ActionAce launched its new ‘NeoGlyphix’ service, which 

provided: 

. . . exciting webisodic animated shows that play through your PC or MAC on Netscape and 

Explorer, using the Macromedia Flash plug-in. 

They plan to introduce online gaming so that virtual community members can game 

together over the Internet. 

A visit to the ActionAce portal, and the services that lie behind, is more like spending time 

in a club than a retail outlet. 

Activity 6.8 

Compare the sites of the Lego company, Toys’r’Us, with ActionAce. 

Which of these do you think provides the most effective e-community? 

You should list three strengths and weaknesses of each site 

http://actionace.com/
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7. Global Branding and Customer Relationship 
Management 

7.1. e-Branding Creation and Positioning  

Plant (2000) suggests that there are four variations e-businesses may adopt as marketing 

strategies, all of which relate to the concept of brand image: 

 Brand creator 

 Brand reinforcer 

 Brand follower 

 Brand re-positioning 

These four strategies all have merits and must be assessed on the basis of the e-business 

strategy and the organisation’s market positioning. However, what is important is how the 

customer relationship will be managed in each of these strategies and how it can be 

measured. The term, which is normally used to measure this concept, is ‘Brand Equity’ and 

refers to the actual financially related value of the branding image. Coca Cola has a huge 

investment in brand equity as do Nike but a company supplying part-finished goods to 

branded suppliers has no brand equity and no need of one in these terms. (This should not be 

confused with company image and reputation). 

The four main drivers of brand equity are: 

 Brand name awareness 

 Brand loyalty 

 Perceived quality 

 Brand differentiation 

Generally, there are seven key factors which together can provide an indicator of brand 

strength: 

1 Leadership 

2 Stability 

3 Market 

4 International scope 

5 Trend 

6 Support 

7 Protection 
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These suggest that a global e-business needs to develop a multi-component strategy for the 

creation and protection of brand equity, focusing on brand leadership, stability and global 

market positioning through proactive corporate policies. 

Activity 6.9 

Plant (2000) suggests four branding strategies to create unique positioning in the 

marketplace through effective use of ICT. These are: 

 Brand Creation 

 Brand Reinforcement 

 Brand Reposition 

 Brand Follower 

Your CEO would like to understand these concepts and how to apply them in the 

organisation. Suggest answers to the following strategic questions posed by your CEO: 

1 What are the main advantages and disadvantages of each branding strategy? (You 

should provide between 1 and 3 for each) 

2 What examples are there of companies who have been successful in pursuing each of these 

strategies in the global marketplace? (Give at least one example of each). 

3 What examples can I look at in the local marketplace? (You can choose to give one 

example in detail or briefly mention several). 

7.2.  Customer Relationship Management  

Customer Orientation 

The Internet and e-Business technologies that are enabling our new organisational forms are 

radically changing the relationship between supplier and customer. Customer relationship 

handling is seen to be a strong asset as it brings the benefits of improved service, choice, and 

convenience to the customer and aids in customer retention and repeat orders for the 

organisation. Today’s electronic commerce isn’t limited to shopping over the Internet. 

Neither is it confined to supply chain transactions between large trading partners. Electronic 

commerce means doing business electronically—all of the aspects of doing business. It 

embodies the total business process—from advertising and marketing to sales, ordering, 

manufacturing, distribution, customer service, after-sales support, and replenishment of 

inventory—managing the entire customer and product lifecycle. 

When we look to apply e-Business strategies, we’re applying new technologies to 

streamline our business interactions. These technologies use the Internet as a backbone but 

are increasingly looking to integrate advanced telephone systems, handheld digital 

appliances, interactive TVs, self-service kiosks, smart cards, and a whole host of emerging 

technologies. All of these customer-facing technologies are supported, behind the scenes, 

by integrated customer databases, call centres, ERP and workflow systems, 
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and secure transactional systems. They require sophisticated management so that systems 

communicate—seamlessly, reliably, and securely—across corporate and geographic 

boundaries. 

Common Customer Management Themes 

When we look at how companies are looking to manage the customer experience in a new way, 

we can identify eight recurring themes. They are: 

1 Targeting the right customers 

2 Owning the customer’s total experience 

3 Streamlining business processes that affect the customer 

4 Providing an all-round view of the customer relationship 

5 Letting customers help themselves 

6 Helping customers do their jobs 

7 Delivering personalised service 

8 Fostering community 

Targeting the right customers 

Firstly, we need to ask whether we have identified the most profitable customer segment. 

Which people make or influence on purchasing decisions? Which group of desirable 

customers are defecting or choosing a competitor? Therein lies the first target market for 

your initiatives—to make it easy for the right customers to do business with you. 

Owning the customer’s total experience 

How much control do you have over your end user’s total experience? The customer’s 

experience starts with learning about your products, then choosing an item, making a 

purchase, taking delivery, setup, installation, after-care, purchasing follow-on products, 

taking delivery, receiving accurate bills, and perhaps filing a complaint or resolving a 

dispute. If you deal through channels, you are ultimately responsible for the customer’s 

entire experience with that channel partner. If you outsource delivery, service, or other 

operations, you still care about the quality of the experience the customer is having 

Streamlining business processes that affect the customer 

Federal Express and United Parcel Service (UPS) are good examples of companies that have 

automated and streamlined the entire end-to-end business process that affects the customer. 

Everything is a candidate for this process, from product design and manufacturing, shipment 

and delivery, pre-sales and post-sales service, to credit checking and billing. Most large 

companies have re-engineered internal operations to reduce cycle time or cut costs, but only 

a few companies have done this by focusing on the processes that have the greatest impact on 

customers. To be successful in e-Business, you’ll need to 
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streamline your business processes from the outside in—from your customers’ 

perspective—rather than from the inside out. 

Providing an all-round view of the customer relationship 

Efficient call centre and customer management are built on the same seamless 

infrastructure that gives customers (and customer service reps) direct access to all 

accounts and functions across computer systems, business units, and departments. This 

means that account reps and customers helping themselves have immediate access to 

every service the customer has asked for, the service history for each, and his or her 

current account status. 

Letting customers help themselves 

We can all learn how industry leaders are making a success of letting customers help 

themselves. A stroll though the online customer interfaces of Dell Online and iPrint shows 

how customers who want to help themselves can do so. They can not simply find 

information but also order products via the Web. These companies have thought through 

each step of the customer’s decision-making and procurement process. It is time to measure 

your organisation against this standard. How far can customers go in self-service? What 

happens when they reach a stumbling block? Can customers interact with your organization 

24 hours a day from anywhere? 

Once you get people to order online, or through any channel, for that matter, you need to 

allow them to check what is happening to the order. The Web provides the cheapest and 

simplest way for customers to do this~and give them an empowered feeling of importance 

while saving the company money. In Cisco’s case, as soon as they made online order 

status-checking available, calls to the call centre dropped to ten per cent of the former 

volume. Customers simply went to the Web, and liked it. 

Helping customers do their jobs 

Do you really understand your customers’ decision-making process? Do you know how 

your product or service fits into your customer’s job? Do you know what it would take to 

really integrate your product or service seamlessly into your customer’s job? 

Delivering personalised service 

Dow Jones’s Wall Street Journal Interactive and Liberty Financial’s Stein Roe Farhnham 

Web sites are great examples of delivering cost-effective personalized service on the Web. 

Both build dynamic Web sites for each individual based on that person’s profile. 

Personalization may mean tailoring the offer directly for each customer, as in the two 

examples above, or it may involve simply making account information available, or 

selectively alerting customers to items of particular interest to them. 

What, we may ask, is the difference between handmade shoes made to measure by the 

local cobbler versus the kitchen made to order by an Internet design service? Both 

provide customized service, but the latter combines it with post-industrial revolution 

economies of scale. This is achievable because the design service can serve a widely 
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spread geographical population, using the data transport provided by the Internet and the 

physical transport of our late 20th-century infrastructure, plus a database-driven 

manufacturing facility. 

Fostering community 

Why is fostering community a way to make it easier for customers to do business with you? 

At first, it seems like a ‘nice to have,’ but not essential, characteristic of an easy-touse Web 

site or a successful customer loyalty program. But as the success of Newsnet and online 

communities and chat rooms of many types demonstrates, customers gain a lot of value from 

interacting with one another and often find the community aspect of a Web site is what 

makes them feel taken care of. 

Cisco Systems’ incredible success in electronic commerce (in addition to good products) 

has been built on a foundation of community—customers helping each other to solve highly 

technical problems. Each company now needs to ask what its customers have in common. 

Would they value the opportunity to learn from one another? 

7.2.  Customer Relationship Management  

While companies like Dell and Amazon stay in the headlines, it is not surprising that many 

people believe that B2C e-Business is a strong new business event. The reality is that, as 

many large (mainly US) conglomerates know, the real value of e-business lies in B2B 

transactions. A survey by the US Census Bureau of the Commerce Department published in 

2001 shows that in 1999, B2B activity accounted for US$ 485 billion as against US$15 

billion in B2C transactions. This means that 12 per cent of manufacturing shipments were 

made as a result of e-Business transactions two years ago within the world’s largest 

economy. And the figure has been rising since then, particularly though industry portals and 

e-hubs. We therefore need to consider, as a matter of urgency, our strategy for managing the 

customers we have though these channels. 

Online Transactions – Personal or Impersonal? 

Nobody, in their role as customer or supplier, likes being reduced to a line item in a catalogue. 

We value being treated as individuals and enjoy dealing with other people. But once we start 

to think about online opportunities, all sorts of possibilities open up. Replacing the static 

catalogue, sending an e-mail, or possibly speaking with an inexperienced sales 

representative, sellers can use online technology to present their wares precisely the way they 

want. Instead of describing a product, suppliers will be able to show the product in use, offer 

real-time education and training, and actuate pop-up chat windows to speak with experts on 

the topic. Also, online-based sales methodologies are reliable. They aren’t renowned for 

having a bad hair day or leaving the office to play golf. Getting the best of both worlds, 

content gets presented in a consistent fashion and can still be customised for groups and 

individuals. 

Profiling and Segmentation Will Boom 

Exchanges that help suppliers develop close linkages with their customers through the 

marketplace will find it a lot easier to attract suppliers. They don’t want to treat every 
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customer the same, and customers have different needs and differ in importance to the 

supplier. An intermediary represents a potential barrier between transacting parties. 

Exchanges that make that barrier as permeable as possible and provide technology 

infrastructure to foster relationship-building should have a good value proposition for 

suppliers. 

Not surprisingly, a batch of specialist companies has emerged to provide the technology for 

profiling and segmenting customers by behavior traits—both online (Web site traffic) and 

offline. Analytical technologies for customer profiling and segmentation from companies 

like E-piphany, Broadbase, and Hyperion will be converted into marketplace services over 

time. So while buyers can compare suppliers on price, suppliers can also compare different 

types of buyers. Suppliers will be able to discover the 20% of the customers that represent 

60% of the profits. Buyers will see presentations created on the fly and addressing their 

specific needs. 

One - to - one marketing 

A notion gaining currency in the context of e-Business, both for B2C and B2B marketing, is 

that of one-to-one marketing. This activity uses customer databases and interactive 

communications to sell to each customer on each occasion a bundle if as many products as 

are needed in that sales period. To happen, this marketing strategy is based on the 

combination of a deep knowledge of the customer’s wants plus the company’s ability to 

customise the delivery of products and services: 

Serving the customer on the basis of lifetime worth, rather than single transaction-based 

profit opportunity, requires a combination of information gathering, storage and retrieval; and 

the ability to customize production and probably cooperate with other companies. 

Marketing Segmentation and Automation 

There is a strong counterbalancing opportunity to assure those who fear that large trading 

hubs and the widening of electronic markets will drive prices down everywhere, forcing 

many companies out of existence. That counterbalancing force is the potential for the digital 

medium to offer different customer segments different pricing, negotiated contracts, custom 

promotions, and related products and options. Suppliers will orchestrate marketing 

campaigns and promotions in the context of the marketplace. Suppliers have spent 

significant sums on marketing automation and aren’t about to revert to one-size-fits-all 

marketing because of exchanges. 

Personalization and Interactive Selling 

Exchanges will have to offer much more sophisticated selling metaphors over time to offer 

context-based promotions, suggestions, and configurations. Moreover, buyers want more 

information and context around the transaction to make more intelligent procurement 

decisions. Advanced technologies such as streaming and interactive video will provide 

immediate information in context. 



 22

9 

Cosset the Customer – Web-based Call Centres 

Before the Internet, we saw two major call centre technologies in operation. The first was the 

Interactive Voice Response (IVR) system which gave limited self-service to customers who 

used buttons on touch-tone telephones to navigate the customer service centre where they 

searched for answers to queries. By means of the other technology, Computer Telephony 

Integration (CTI), the caller—as well as information about his or her account history—was 

directed by computer to the selected call centre representative. 

Now however, for many customers, the Internet is the preferred channel of interaction with 

a business. Because of this, and because of the efficiencies involved, it is time to consider 

Web-enabled call centres to provide multiple contact points through which Internet users 

can access customer service at your company. The modern Web-enabled call centre 

includes a variety of vital functions: in particular, call back; automated email response; 

interactive chat; voice-over IP; and shared browser sessions. Let’s review how these work 

out in operation. 

Interactive chat 

The caller dials up the company Web site and uses a link on the browser to join up for an 

interactive chat session. The call is routed through the call centre to the appropriate 

service representative~identified by such factors as language, product/model and/or 

history of site navigation. He or she then types into an appropriate chat session. Each 

service representative deals with many users, each of whom sees themselves as having a 

one-on-one chat with the representative. 

Voice over Internet Protocol (VoIP) 

Again dialing up the Web site and linking through the browser, the caller indicates that he 

wants to join a voice session and is equipped for this purpose with a microphone and headset 

plugged into the computer. This starts a Voice-over IP call (meaning that the cost of 

long-distance rates is forgotten and the call is merely charged at local Internet link rates.) 

Typically, information about the caller and the last Web pages visited on the site are 

displayed on a screen to the receiving service handler. Replacing expensive dial-up 

long-distance, international or 1-800 numbers, this facility can be widely used. 

Shared Web Browser Sessions 

To use this service, the caller dials in as above, using VoIP, and the service agent and user 

communicate by VoIP. The service representative then synchronises the customer's 

browser so that both parties are seeing the same screen in front of them, and the service 

agent leads the user to specific Web site pages while communicating with him or her by 

voice. 

How far a company chooses to put in place one or more of these solutions depends on 

business strategy, products and the needs/preferences of customers. These solutions are 

typically layered, with visitor call-back often occurring as the starting point. For example, 

a customer service function that offers automated e-mail response would want to offer 

call-back as an option as well. 
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The Benefits 

Moving to a Web-based call centre is more a long-term decision than a tactical one for 

several reasons. It determines the face that an enterprise presents to the public. It needs an 

awareness of, and decision in the management strategy about, two of a company's most 

important assets—its prospects and its customers. A Web-based call centre will have 

wide-ranging impact on the technology infrastructure. It should call for a broad segment of 

the organisation to take part in serving customers. We suggest that this will certainly be used 

to competitive advantage—by you or your competitors. 

The value proposition to be made for the for the Web-enabled call centre and its major 

components includes: minimizing lost sales, transforming information gatherers into 

shoppers, increasing the size of the average sale, and increasing long-term customer 

value. 

Visitors arrive at your Web site to buy or to obtain information by which they can compare 

your product value to that of your competitors. There will be an increasing number of 

customers who prefer to interact with your company through Internet channels for speed, 

convenience and cost considerations. There will also be others who need help in navigating 

your site for information you have provided but which they have been unable to locate. 

Case Study 6.1 

Case 6.1. Farhoomand, A. and Chang, E. (2000). iTV: Marketing Interactive Services. 

University of Hong Kong. Ref 00/99c. 

1. Apply a competitive analysis to iTV using any of the models we have introduced in the 

course 

2. What are the major threats to iTV? 

3. How would you evaluate their marketing strategy and what do you think they should do 

next? 
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8. Summary 

The increasingly widespread use of the Internet means that corporations can no longer 

control the information and knowledge available to their customers, as was shown by the 

Pentium fiasco. Instead corporations should be leveraging the knowledge their customers 

possess in order to co-create value for the wider community as well as the organisation. 

The ICT required to do this is now readily available. Whether or not companies will make use 

of this technology to create their own customer communities remains to be seen. 

However, success within the global eCommunity will require: 

 Differentiation and the creation of attractive communities 

 Creation of unique value propositions 

 The ability to be a ’good citizen' and to enter into engaging dialogues with other 

members of the eCommunity. 

 Understanding of and compliance with political, legal and societal standards. 

Jarvenpaa and Tiller (1999) suggest that this complex economic, social, political and legal 

e-business environment must be addressed by managers assuming a policy-making and 

interventionist role far beyond that which would normally be expected in a traditional 

marketplace. Research that brings such issues together is essential for the evolving global 

player and should address the following: 

 What is the current and future landscape of policy affecting e-business? 

 What strategies either individually or collectively are being developed to confront 

policy issues and institutions? 

 How does e-business structure its assets and resources to take advantage of the 

uncertain policy environment? 

 How does the policy environment affect the relationship between the e-business 

and the consumer? 

 What is the role of the global e-business in policy choices and policy 

implementation? 

For the e-business organisation playing in a global world, there are no rules but many 

lessons to be learned from multinational and cross-cultural organizations. Those that 

survive accept a much broader portfolio of concerns and apply constant reappraisals to 

their marketplace. 
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1. Objectives 

On completion of this unit, you will be able to: 

1 Define the concepts of business transformation 

2 Give reasons for the need to build an infrastructure for managing change 

3 Formulate an effective implementation plan 

4 Manage the effects of convergence on organisations and people 



 5 

2. Overview 

This block looks at the processes of organisational transformation and IS and e-business 

implementation. We will be describing the processes involved and also examining some 

frameworks for successful change. In covering these issues we will also be attempting to 

draw together many of the concepts introduced in previous units and so in part this block 

will act as a revision guide. At the end of this unit, you will also be asked to complete 

your final assessment exercise, exploring the many issues studied throughout the course in 

the context of Amazon.com. 

We begin this block by reviewing two models of industry transformation and from this we 

explore the impacts which industry convergence will have on organisations and the people 

who work there. One of the issues which needs detailed consideration relates to 

outsourcing as a strategy for resource management and we look at this in Section Three. 

We complete this block by looking at e-business roll-out programs and IS implementation 

models and finally summarise all these concepts through a change management framework. 

This unit uses the case studies on Amazon.com to illustrate issues of growth strategy and 

profitability. This case is given in Block 8 of your study material, as case 7.1. 

Case Study: Amazon.com 

http://amazon.com/
http://amazon.com/
http://amazon.com/
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3. Models of Industry Transformation 

3.1. A Staged Transformation Model  

As we discussed in BlockTwo Consultants PriceWaterhouse present a model of 

contemporary and future business, taking account of and projecting developments 

concerning the Internet and e-commerce/e-business. It is now a good time to revisit this 

‘stages of growth’ model as shown again in Figure 7.1. This figure shows four stages of 

increasing business value resulting from the increasing leverage of e-business. 

Figure7.1 Model of Industry Transformation 

Enhancement 

Leverage of e-Business 

Stage one 

In stage one, companies exploit the Internet as an alternate or additional marketing, sales and 

payment channel. This might resemble the Virtual Face Model described in BlockThree and 

a great variety of implementation forms might be expected. The chief characteristics of this 

model as a stage is that it is advanced as both a desirable starting point for most, if not all 

organisations, and that it treats Internet tools as add-ons to be bolted on to pre-existing 

processes without question. This is not necessarily the best approach to change but certainly 

it is often the approach organisations select as the least cost and least disruptive in the short 

term. Long-term, it may prove far more expensive, since difficulties will arise with fully 

integrating processes into an e-business value network. 

Stage two 

In the second stage, Value Chain Integration, companies focus on their core value creating 

activities and integrate their value chains and information systems with the value 

 

Business Value 
 

Strategic 

Organisational 

change 
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chains of suppliers, logistics providers, distributors and retailers to maximize efficiencies 

and reduce costs. With the outsourcing of non-core activities and the integrating of business 

processes with efficient partners along the value chain, we have the creation of a virtual 

corporation consisting of the company and its value chain partners. 

At first glance, this looks like a restatement of our Value Chain Alliance but in a weaker and 

less useful form. Let us merely note that there are organisations whose position with their 

business environments may make it advantageous to adopt this position, but, again, it s not a 

recommended evolutionary stage for all. 

Stage three 

In stage three, Industry Transformation, a parting of the ways is reached as a consequence of 

e-Business strategy adoption. Some companies progress to the stage of focusing their core 

competencies on knowledge (Knowcos) and others focus their core competencies on 

excellence in physical processes (Physcos). 

Knowcos focus on such activities as market strategy, product design, marketing and 

customer management. They also have well-honed skills in managing relationships in 

networks of collaborating firms i.e. in virtual organisations or extended enterprises. Thus a 

Knowco will have the agility to take on threats from competitors and respond with new 

products and services more quickly, because it does not need to factor in costs and 

utilisation of physical assets, such as updating capital equipment, when making strategic 

decisions. Strategic networks of companies connected by high-speed "backbone" computer 

networks, will support the Knowcos. Among these will be: 

 Strategic service partn ers 

Strategic Service Partners (SSPs) will supply Knowcos with extensions of core business 

processes. If a Knowco wishes to design a new product but not manufacture, warehouse or 

distribute that product, then one or more SSPs may provide those functions. Thus for one 

product, product design and customer relationship management may stay with the 

Knowco while manufacturing, warehousing and distribution are provided by the chosen 

SSPs. Communications with SSPs are over a high-speed backbone communications 

network. The business processes and information systems of the SSPs and the Knowcos will 

be seamlessly integrated. 

 Value added suppliers 

Value Added Suppliers (VASs) would provide Knowcos with engineered or configured 

parts or subassemblies unique to their client specific requirements. 

 Commodity suppliers 

Commodity Suppliers (CSs) will provide component parts and subassemblies commonly 

available on the market – these may be sourced through horizontal or vertical portals as 

discussed in Blocksix. 

 Non-strategic service partners 

Non-strategic Service Partners (NSPs) will deliver outsourcing capabilities for commodity 

type administrative and other business processes, including accounting and finance, 
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human resources, indirect procurement, and travel -- all processes integral to a company's 

ability to operate. Such companies may be similar to the business service providers (BSPs) 

that are emerging today. 

 Network op erations partners 

Network Operations Partners (NOP's) use secure, high-speed backbone to connect 

companies with SSPs, CSs, VASs, and NSPs. It is believed that companies will turn to 

NOP's for full-service and applications-based information systems outsourcing. 

 Applications service providers 

Applications Service Providers (ASPs) will use the Internet or alternate fast computer 

networks to deploy, manage, and lease packaged application software to customers from 

centrally managed facilities.Thus, in this stage of Industry Transformation there is a 

differentiation of firms based on knowledge, and an even more extensive and significant use 

of outsourcing and partnering with efficient service and technology providers of all kinds. 

At this stage, the real problems begin and many organisations remain entrenched at this 

stage attempting to integrate front-end e-Business processes with back-end ERP based 

processes within the organisation. Even more complex is the required integration with 

other organisations along the alliance network. We will look at this again later in this Unit. 

Stage four 

Stage four, is a stage of convergence, the coming together of companies in different 

industries to provide goods and services to customers. Thus, finally, we not only have the 

blurring of organizational boundaries, but the blurring of industry boundaries. This comes 

about, not only as a result of the Internet and e-commerce, but also as a result of these 

developments together with other developments which are possibly just as significant 

change drivers for contemporary business, namely deregulation and globalisation. 

The above model is advanced by PriceWaterhouse Coopers as a helpful sense-making 

model of business today and in the future. It has been developed for consultants to use as a 

simple model when talking to business clients so that a common ground for action or advice 

can be established. The significance for this course is that it provides another lens through 

which to see the role and importance of change management, outsourcing and partnering for 

contemporary business. As business moves to more effective and agile organizational forms, 

the practices of outsourcing and partnering will be vital ones to do well, and the capabilities 

associated with outsourcing and partnering, such as relationship management, will be 

increasingly valued in business. 

The drawback of this model is that it tends to constrain thinking in a stage growth mode. It is 

too easy to see the four stages outlined above as necessary or optimal stages through which 

each enterprise should pass. This temptation should be resisted. While there is a stage 

growth model for the development of a butterfly not everything can, or should, turn into a 

butterfly. For this reason, you should consider the range of models introduced throughout 

the other units and select appropriate models based on your organisation’s specific needs 

and strategies. 
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3.2. The Alliance for Converging Technologies Model 

Another model for business in the Internet and internet-worked world of contemporary 

business is that presented by Don Tapscott and his colleagues at the Alliance for Converging 

Technologies, an international research and consulting group. They see the fundamental 

wealth-creating vehicle moving away from the integrated corporation of the industrial age 

toward fluid internet-worked congregations of businesses called business webs. Whereas 

the industrial corporation was ownership and power based, the business web is 

knowledge-based and relationship based. Embracing this new organizational form to greater 

or lesser extent is an essential part of business survival and success in the future. 

The business web is defined as a distinct system of suppliers, distributors, commerce 

service providers, infrastructure providers and customers that use the Internet for their 

primary business communications and transactions. Several business webs may compete 

with one another for market share within an industry. In mature business webs, each 

business focuses on a limited set of core competencies, the things that it does best. 

Key design dimensions 

There are a number of key design dimensions for effective and competitive business 

webs. Among the characteristics are the following: 

 multi- enterprise capability machine 

 co-opetition 

 customer-centricity 

 bathed in knowledge 

 value proposition innovation 

 Internet infrastructure 

Multi- enterprise capability machine 

By referring to business webs as “multi-enterprise capability machines” this emphasises that 

the business webs rely on a market model of partnering and alliances rather than the “internal 

monopoly” of a build-or-acquire model. Thus the traditional corporation defines its 

capabilities as its employees and the assets it owns, whereas the business web marshals the 

contributions of many participating enterprises. The advantages of this mode of organisation – 

cost, speed, innovation, quality and selection, typically outweigh the risks of partner 

opportunism. 

Co-opetition 

Co-opetition refers to the fact that business web participants simultaneously co-operate and 

compete with each other. Collaborative advantage is mixed with pure competitive 

advantage, and cooperative strategy becomes a focus alongside purely competitive 

strategy. 
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Customer-centricity 

Effective business webs function as highly responsive customer fulfillment networks. 

Members of traditional supply chains, such as the automobile industry, tend to focus only on 

the next link to which they ship their products. As competition moves from competition 

between firms to competition between supply chains, effective business webs encourage all 

participants to focus on the end customer. 

Knowledge management 

Knowledge is extremely important for business webs. Knowledge sharing, particularly 

knowledge of business processes and operations is important to establish competent, 

competitive and innovative supply chains that operate seamlessly across the boundaries of 

business web partners. The Internet is a vital low-cost tool in this knowledge sharing. It is 

worth noting in passing that business Web partners, of course, while sharing operational 

knowledge, are more cautious when it comes to strategic or competitive information or 

knowledge. 

Value proposition innovation 

Business webs are inherently innovative and often deliver new value propositions to 

customers that tend to render obsolete old ways of doing things. An example is the MP3 

business web of commercial service providers, technology providers and content providers 

(musicians), which enables the downloading of music and infinitely expands the music 

community. 

Internet infrastructure 

Internet infrastructure is another characteristic of business webs. The participants in the 

business web capitalise on the Internet’s ability to lower transaction costs, using it as their 

primary infrastructure for interpersonal communication and business transactions. 

Thus we have some idea of the characteristics of a mature business web. How then do 

such entities come about? A process of dis-aggregation and re-aggregation should take 

place. 

Dis-aggregation and Re-aggregation 

In dis-aggregation, one first examines the end customer value proposition, looking for those 

aspects of the end-customer experience that really give value. Then follows the examination 

of the value chain of activities that end in the delivery of that valued experience, including 

the analysis of the role of the particular firm and its partners in that value chain. We want to 

know what are the core competencies that the firm has, and how do they best contribute to the 

end customer’s valued experience. We also want to know what are the core competencies of 

potential partners, and how they could contribute. Further we want to know what is the 

potential role of technology and the Internet in creating value in this value chain. Once these 

questions have been answered the process of Re-aggregation begins. This is very similar to 

the SVA process we discussed in Block Five. 
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Given the analysis above, including the new role of the Internet and technology, how could 

we re-aggregate the value chain effectively? What things need to be done in what potentially 

new ways? What is the role of partners in this new enterprise? Thus to move away from the 

industrial age corporation toward the business web, new business partners and a careful 

outsourcing of business processes may be necessary. The business processes to be taken on by 

partners are likely to be different from the business processes in the original integrated firm. 

Tapscott gives a warning about attempting to move toward the business Web organizational 

form by old-style outsourcing of the quick-fix cost-cutting style. That kind of outsourcing of 

problem functions or activities is dead, he maintains. The new partnerships or relationships 

are not the type of situation where both players are in a zero-sum financial game lacking 

openness and trust. This mindset should be replaced by well-aligned harmonious and 

mutually beneficial relationships. 

Thus we have seen two models of the future of business – namely the 

PriceWaterhouseCoopers model and the Alliance for Converging Technologies model – in 

which management of different change processes outsourcing and partnering play vital roles. 

We will now examine in greater detail the effects of industry transformation on organisations, 

people, processes and technology before we look at the important concepts of outsourcing 

and partnering in turn as they are currently understood in this context. 

Activity 7.1 

Consider the two models of business transformation we have just examined. What do you see 

as the major differences between them? Try to identify at least three major issues here. 

Do you think one model is better than the other? 

Are the models useful? 
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4. Effects of Transformation and Convergence on 
Organisations 

4.1. Transformation Changes 

During the process of industry transformation organisations will create and execute very 

different business models from those they used in the past. This will involve major business 

change but allied with very fast decision making as organisations attempt to merge, acquire 

and ally with e-partnerships. The organisational transformation process is towards becoming 

the effective “Extraprise”. This involves massive restructuring and typically the flattening of 

hierarchies. This not only impacts on structure but also industry culture. 

Changes will impact at a number of different levels. 

4.2. Effects on People 

Much has been said in this course about the external drivers for e-business and how this 

concept will change how organisations work and the role of their employees. The same 

phenomenon has been noted in large organisations where ERP systems have been 

introduced impacting greatly on the internal structures and processes for labour and work 

division. 

This combination of technologies, e-business and Enterprise Resource Planning Systems, 

offers established companies the opportunity to build interactive relationships with partners 

and suppliers, improve efficiency and extend reach, all at a very low cost. For example, GE 

estimates to save $500 million to $700 million of its purchasing costs over three years and cut 

purchasing cycles by as much as 50%. The Norwegian company Statoil, processes more than 

350,000 invoices annually, and awards over 40,000 contracts through web enabled ERP 

commerce. The company expects a considerable improvement in the ratio of invoices to 

orders as well as a tangible contribution to revenue. . Eventually, both companies expect to 

buy the majority of their purchases through Web-based bidding systems. Faced with such 

e-business innovations companies are looking for effective solutions to marry the two 

technologies for strategic advantage. 

Inevitably this will have a major impact on their employee workforce, the processes they 

have to perform and their skill requirements. The workforce has had to embrace a new 

culture as a knowledge based community with far more flexible work roles. Increasingly, we 

are seeing the large traditional organisation breaking up and the emergence of new, 

networked organisational forms in which work is conducted by temporary teams that cross 

organisational lines. 

In this new climate, organisations have to learn new approaches to managing a workforce of 

knowledge workers yet, little information is available on how to implement this 

successfully and how to ensure more effective personnel performance as a result. 

Drucker (1998) suggests that the traditional role of managers telling workers what to do is 

no longer viable and instead managers must direct people as if they were unpaid volunteers, 

tied to the organisation by commitment to its aims and purposes and often expecting to 

participate in its governance. As information technologies continue to 



 13 

permeate all aspects of organisational life the role of the IT professional will also change and 

they will have to embrace a set of shared values and assumptions about how things work in 

the organisation. 

Markus et al, 2000, suggest that organisations will have to seek to harness the talents and 

energies of dispersed “communities of practice” and increasingly will face a workforce of 

volunteers as more people choose periods of less than full time work. The concept of virtual 

teams with project teams being formed from distributed locations without any physical 

contact is gaining in popularity. This obviously raises the question of how traditional 

management tasks of motivating and directing employees will have to change in the face of 

these new realities. 

Some key success factors are as follows: 

 Identify and target key staff as candidates for leadership roles overseeing the 

extraprise 

 Create new critical coordination roles 

 Build strong integrated work relationships 

 Drive continual communication 

 Build a culture as the extended family 

 Introduce new compensation measures 

  Introduce new employee evaluation metrics 

4.3. Effects on Processes and ICT 

Processes will need to be reengineered to comply to standards that enable scalability, 

portability, and automated control, integrating seamlessly across partner company 

boundaries. This level of efficiency will come only when ICT is being fully leveraged 

across the whole extended value chain. Data warehousing becomes critical and solutions 

must be found to enable companies to discover the true value of their information, to 

improve decision making, increase competitiveness, develop more focused marketing 

programs and better manage customer relationships. This must be supported by a high 

speed backbone and managed by a webmaster. The heart of the matter is that the 

organisation must be able to fulfill its business commitments. We have looked in depth at 

how this might be effected for the customer requirements cycle in the previous block but it is 

worth examining some of the issues which impact on standard B2B operations. 

Order Fulfillment 

Fulfillment is the process of accepting an order, assembling the component in production or 

in transit, and then packaging, shipping, and delivering the order. The area we call e - 

Business will look a lot more important a year or two from now. Somebody has to pick, 

pack, and ship until they figure out a way to squeeze baked beans down the phone line 

(which we aren’t ruling out just yet). It’s one thing to take an order, but the resources of 
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the extraprise can offer unprecedented levels of service in fulfillment areas like the 

following: 

 Accurate due delivery dates 

 Real-time product availability as opposed to what can be ordered 

 Coordination of multiple line items, maybe from different suppliers, to reduce 

shipping costs 

 Real-time shipping status – as popularized by Fedex® 

 Pricing options for preferred production/delivery options 

 Available to Promise — item made and delivery to order 

 Capability — product hasn’t been made but production capacity can be 

reserved 

 Intelligent, automated, alternatives to fill demand and optimize for market 

share, fill rates, profitability, or customer satisfaction 

 Integrated orders that span multiple manufacturers but give one order status 

and price for the final component 

Curing the Blind Spots 

Because the chain of commerce is fragmented, we are accustomed to many blind spots 

in the traditional fulfillment process. These cost money. All companies are at the mercy 

of the varying efficiency of trading partners, but coordinating fulfillment across multiple 

supply chains is difficult to do manually. And the problem is growing more acute. Raw 

competition is spawning more configurations and flavors of products with shorter life 

cycles. In 1981, 2,700 new products hit grocery shelves in the US; that figure had 

ballooned to 20,000 by 1996. That variation poses big problems for supply chain 

management. 

The first blind spot is end-market demand. 
Real-time demand is invisible to most companies because most sell 

through intermediaries or don’t have any lead-time from their customers on demand 

shifts. Manufacturers may forecast with historical data but often don’t have current 

information on shifts in demand. To avoid running out of stock and losing sales when 

demand escalates, companies build for all scenarios. Some makers require their 

suppliers to keep 90-150 days of inventory on hand and have resigned themselves to the 

cost of carrying this excess inventory in the supply chain. The US had a $1.37 trillion 

investment in inventory in 1998, and 40% of carry costs on this inventory was 

obsolescence! The better solution is to accept orders for things that haven’t yet been 

built and deliver them quickly. 

The second blind spot is through the supply chain. 
No company can tell what inventory and manufacturing capacity is available in their own 

supply chains: they’re too complex, and anyway, until now the time taken to find out 

meant that the information was necessarily out of date and inaccurate. Their suppliers in 

turn can’t see demand two or three levels up the chain. So they build inventory as well. 

Because manufacturers can’t get real-time product 
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availability from their suppliers, they assume fixed lead-times on all products, but life is 

variable. They can work to fixed lead-times if they require suppliers to carry excess 

inventory, but then the supplier has higher carrying costs and spoilage that show up in the 

final price. 

The Third Blind Spot –Building to inventory yields higher defect 
rates. 

You can’t see what’s wrong with products sitting in a warehouse — they have to be used 

first. Tightening the link between production and consumption provides more frequent 

product feedback that can be rolled into production plans. Matching production to 

real-time demand is an obvious objective but difficult to achieve. Pretty quickly, one gets 

the picture of the massive inventory blowout that could be reduced if the entire supply 

chain had transparency of process and demand. 

Virtual supply chains collaborating in real time represent the fastest return 
on the Dollar. 

At stake are billions of dollars in inventory reduction, transport costs, and process 

improvement. The recent explosion of industry horizontal and vertical portals and hubs 

(E-hubs) reflect natural points of integration and coordination to facilitate the 

synchronization of demand and supply chains. The standard tradition is for companies to 

create build-to-order environments. Today the goalposts have been shifted. The goal is to 

build less generic product for inventory (that has to be stored and handled) and more 

custom products for a known order – preferably being shipped right out the door. To do 

this, companies must create a global shop floor to link production more tightly to current 

demand. 

Once commerce is online, every demand is an input into production 
planning. 

We know that marketing campaigns, configuration events, rebates, advertising, quotes, 

bids, partner campaigns, and negotiations all combine to drive production. Usually, 

production is the last to find out about these events because of the complexity and costs 

associated with sharing this information with all the relevant parties that lie along the 

route between a raw material producer and the consumer’s point of purchase or 

consumption. E-commerce can help bring more precision to a historically imprecise 

process. The discontinuity between multiple parties in the chain of commerce, some 

within the same company, is immense and a small improvement could make a big 

difference. 

Manufacturers need broad product lines to be competitive and meet a wide variety of 

buyer preferences. Yet you can’t stay in business by offering all products in unlimited 

quantity all the time. You have to develop complex strategies for estimating which 

portions of the product line will sell over a given production horizon. All that 
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translates into stock outs and backorders or, conversely, excess inventory for the 

supplier. 

As a result, buyers want to reduce their risk of getting a backorder or stockout. 

They’d like to see detailed information about inventory and production capacity 

(available to promise, capable to promise). Instead of ordering and waiting for 

order status information, buyers would like real-time availability information and the 

ability to reserve products by serial and bin number. 

Exchanges Present and Future 

To date, exchanges have at best served as a rough and ready communications 

mechanism for shipment status. Typically, exchanges send the order to the supplier 

and leave the fulfillment and settling process to the trading partners working offline. 

Most exchanges can’t verify inventory before the order because they can’t see the 

supplier’s back-end systems. And, of course, if suppliers post product listings on 

multiple exchanges without real time inventory availability, they’ll end up selling 

products they haven’t produced, and compound the problems of backorders and 

stockouts. 

However, more advanced order management systems will accommodate the dynamic 

nature of Web- channels. All this isn’t simple and won’t happen overnight. Yes, 

companies have invested in supply chain software for years, but most of this has been 

inward looking and designed for internal planning and scheduling only. Today the 

Internet presents a platform for inter-enterprise optimization and planning with some 

exciting opportunities. Over the past two years hundreds of e-Hubs have begun 

operations and their processes are evolving rapidly. 

Activity 7.2 

In this section we have looked at the impact of organisational transformation (the move 

towards the extended enterprise as an extraprise or virtual organisation) on people and 

processes. 

What do you see as social consequences for the future if these changes come to pass? 

Should we be making changes now to the way we view employment? 



 17 

4.4. Drivers and Capabilities for Convergence 

Drivers of Convergence 

The key trends that interact to enable convergence are increasing customer sophistication and 

expectations, deregulation, competitive imperatives and technology. Figure 7.2 illustrates 

some of these. 

 Technology  Deregulation 

• E-commerce • Regulated markets opening up 

• Customer based IT • Fewer regulatory impediments in 

business 
• Death of distance   
  • Single currency zones 

• Digital convergence   
  • Changing boundaries of e-business 

• Growth of information content of 

products and services 
  

 
Competitive Imperatives 

 
Customer Sophistication 

• Imperatives: 

- Real growth 

• Demand for better and more convenient 

solutions 

 - Globalisation 
• Increased emphasis on service 

 - Customer orientation 
• Demand for added value 

 - Knowledge and capability as assets 
• Less tolerance of poor standards 

 - New entrants 
• Just-in-Time delivery 

  • Global influences 
• Enablers   

 
- Alliances 

- Outsourcing 

• Brand “savvy” 

 

Figure 7.2. Convergence key trends (adapted from Deise et al, 2000) 

This stage of convergence is one where organisations have moved from products and 

services to relationships and combine to offer a “bundle” of services. For example, the 

auto industry becomes a mobility service when the vehicle is combined with leasing, 

finance, insurance and roadside repair and recovery services. 
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Activity 7.3 

In 2002 the whole of the European Union moved to the Euro as a common currency. 

What impact do you think this will have on business in Europe and business globally? 

What do you see as the “people” issues in the adoption of a common currency? Would 

you support the adoption of a global currency? Why or why not? 

Capabilities for convergence 

Diese et al (2000) suggest there are effectively seven key dimensions of capabilities 

which will define the successful e-business: 

1. Alliances and partnerships- sustained relationships are often the most valuable 

2. Customer relations – adopting CRM 

3. Customer information – including customer interaction data 

4. Corporate brand – realise that this may be a barrier as well as an opportunity e.g. when 

Midland Bank UK (Now HSBC) opened a radically new form of banking service with 

First Direct they did not link it in any way with the Midland corporate brand which 

was too traditional. 

5. Facilitating technologies – these need to be constantly reviewed and managed 

6. Innovation – create and sustain the ability to stimulate and apply new ideas 

7. Regulatory environment – understand and manage the environment 

These convergent companies will be customer centric, project oriented, pragmatic with 

regard to technology, flexible with regard to resources and knowledge based. They will 

also continually evolve both product and service offers as well as business models, be 

expert at partnerships, networking effectively across boundaries and be virtually vertically 

integrated. This convergence will also involve multiple shifts in strategic emphasis. 

4.5. Convergence Strategies  

Various convergence strategies can be used, separately, in combination and 

simultaneously: 

 Leveraging relationships e.g. a supermarket might decide to offer a credit card service of 

its own to customers (or possibly form a consortium of retailers for the credit card) 

 Bundling e.g. combine a number of services into a product 
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 Gatekeeping e.g. create a captive customer for whom all purchases must be funneled 

through the gatekeeper e.g., the Frequent flyer programmes 

 Cross-Industry competence e.g. develop transferable services such as management of 

call centres 

 Disintermediation/Reintermediation e.g. moving from manufacturing into direct 

retailing 

 Brand Acquisition e.g. merging a vehicle fleet service with a white goods 

manufacturer 

 Technology convergence e.g. cross industry devices such as personal organisers and 

cell phones, 

 Market making e.g. create entirely new products and services – new entrants such as 

MRO.com are setting up services based on sourcing indirect goods and services. 

Whatever strategy is selected the organisation will then have to position itself across a 

number of dimensions such as sector, market and partnerships before deciding on the extent 

of change to which it will commit itself and the extent to which an aggressive strategy will 

be pursued. This has already been referred to extensively in Block Two. A particular 

approach to implementing these strategies is outsourcing and we look at this in depth in the 

next section. 

http://mro.com/
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5. Outsourcing and Partnering for the Virtual 
Organisation 

We have suggested that one useful concept of the convergent organisation is that of an 

opportunistic grouping of collaborating organisations, each of which focuses on a set of core 

competences or capabilities at which it excels. This opportunistic network of firms is fluid and 

changes according to circumstances and needs and is often referred to as a Virtual 

Organisation. Such a network of firms is likely to be created and sustained through the 

processes of outsourcing and partnering/alliance formation. 

As the trend toward moving away from non-core activities intensifies, and indeed as the 

relationship between companies and their suppliers becomes less and less like the 

purchasing of the service and more a more like a partnership, so the trend toward virtual 

organising will increase. Furthermore, as firms utilise IT and the Internet to expedite the 

information exchange elements of maintaining such relationships, we move even closer to the 

classically defined virtual organizational form. 

Outsourcing is the contracting out of the provision of the business process, service or 

function to an external vendor. Taking long-term view of outsourcing, the Corbett Group 

(www.Corbettgroup.com) defines outsourcing as the long-term results-oriented relationship 

with an external service provider for activities traditionally performed within the company. 

Outsourcing usually applies to a complete business process and implies a degree of 

managerial control and risk on the part of the provider. 

Outsourcing is a practice that is transforming the face of business today, redefining the firm 

to be more agile and nimble, more concentrated around its core competences, while 

networked with best-in-class business partners. Starting out as an efficiency-driven 

cost-cutting tactic, outsourcing has grown into a vast trend of business practice that is now 

become concerned with redefining and redesigning the firm for increased adaptability, 

flexibility and competitiveness. 

Starting as a small trend in the 1980s, outsourcing grew rapidly in the 1990s into a global 

phenomenon accounting for transactions priced at hundreds of billions of dollars. The 

Corbett Group’s 1999 Strategic Outsourcing Study found that one third of executive budgets 

are externally sourced today, and predict that that there is more external sourcing to come in 

the future. Dun & Bradstreet estimate that by 2001, global outsourcing will be worth over $1 

trillion. As the size of the outsourcing phenomenon has grown, so has the scope. While the 

early trend tended to see outsourcing being undertaken for specific functions or activities 

(such as cleaning services, canteen services, IT services and so on) outsourcing now 

encompasses almost all business services. The major business services outsourced are IT, 

human resources, marketing and sales, and administration, with IT comprising 30% of the 

total, human resources 16%, marketing and sales 14%, and administration 9%. 

http://www.corbettgroup.com/
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5.1. Outsourcing and External Sourcing  

Outsourcing can be viewed as one of a number of external sourcing options, which 

include: 

Supplemental staffing 

Supplemental staffing is an external sourcing option in which non-company personnel are 

used, often at times of peaks in demand, to help carry out business operations. Such personnel 

could be unskilled or skilled temporary operatives or clerical workers, consultants or 

contractors. 

Selective sourcing 

Selective sourcing refers to the outsourcing of aspects of a function or business process. 

For example an IT department may decide to outsource computer systems development 

and retain other IT services internally. Or more selectively still, only certain computer 

systems development projects may be outsourced. 

Total outsourcing 

The term total outsourcing can refer to the contracting out of an entire business process all 

function. How ever, often the term total outsourcing is used for a situation in which a large 

proportion, 80% or more, of a department or function is outsourced. 

Strategic alliances 

A strategic alliance refers to a situation in which investments are shared between one or 

more business partners, each business partner focusing on their areas of competence. In 

strategic alliances, separate revenue streams are maintained for each organisation. 

Joint ventures 

In a joint venture, the new business entity with its own revenue stream is created. 

Investments in the new entity are shared between business partners. 

Often, supplemental staffing, selective sourcing and the outsourcing of a business process or 

function are all collectively referred to as outsourcing. It is worth noting in passing that when 

outsourcing is viewed as a long-term relationship with a provider of business services, this 

relationship gets very close to what we have referred to above as a strategic alliance. 

However, outsourcing is essentially a fee-for-service relationship based around a contract. In 

a strategic alliance, not only do the strategic partners share resources, they also share in 

profits and losses. 

External sourcing then is sometimes taken to be more general than outsourcing in the sense 

that supplemental staffing is not taken to be outsourcing. In this block we will treat 

outsourcing as including supplemental staffing as well as selective sourcing. However we 

recommend that, with us, you distinguish between outsourcing and strategic alliances and 

joint ventures in which profits and losses are shared. 
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5.2. Strategic, Transformational and Tactical Outsourcing 

There are three broad approaches to outsourcing, namely strategic, transformational and 

tactical. 

Strategic outsourcing is an approach in which the firm invests internally in those business 

activities from which it derives a competitive advantage and outsources the other necessary 

business activities to best-in-class providers of those activities. Essentially the firm 

concentrates on its core competences and actively considers outsourcing its other business 

activities. 

In transformational outsourcing the firm utilises outsourcing to bring about innovative 

change. Relationships with world-class vendors of business operations and services are 

utilised to help move the firm to global best practice in all non-core business processes. 

Thus outsourcing helps in achieving the firm’s strategic vision, and supports the 

management of organizational transformation. 

Tactical outsourcing is the use of outsourcing to bring about operational efficiencies. In 

tactical outsourcing, internal business services and operations are benchmarked against 

the marketplace of external providers such services. If the costs and benefits of internal 

sourcing of such services do not compare well with external sourcing, the business 

service is outsourced. 

Strategic Outsourcing and Core Competences 

Strategic outsourcing rests on the proposition that resources and management time are 

focused on core competences while considering non-core activities as possible targets for 

outsourcing. But to be able to focus on, cultivate and grow core competences, one must 

first identify them. However, given that organizational core competencies are rare, 

complex and embedded in organizational routines and practices, it can be difficult to 

identify and characterise them. 

The core competence approach to outsourcing tells us that we may usefully see the 

defining characteristics of core competences as: 

 Skill and knowledge sets, not just products and functions 

 Broad areas subject to reassessment, adaptation and evolution 

 Limited in number 

 Unique sources of leverage in the value chain 

 Areas where the company can dominate 

 Elements important to customers in the long run 

 Embedded in the organisation’s systems and practices 

Core competences are unlikely to be located in products or functions. Competitors too easily 

imitate these. Core competences are likely to emanate from certain sets of skills and 

knowledge which are difficult to specify and imitate. The skills giving rise to core 

competences are likely to cut across several functions, and knowledge is likely to be tacit 
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rather than explicit. Core competences, because of their importance in underpinning the 

competitiveness and hence the survival of the firm, require intensity of focus and 

management dedication. 

For these reasons core competencies in the true sense should be limited to two or three in 

number, and certainly do not number more than five. They are concentrated in areas where 

the firm can dominate. Since each company is really in competition with every supplier of 

every activity in its value chain, is important that the activities in which it chooses to excel 

are areas in which it can really achieve preeminence. It is worth noting that at least one of 

these areas should be in the domain of understanding and managing the customer 

relationship, since this is so important to business competitiveness and survival. 

Finally, core competences are likely to be embedded in organizational systems, routines 

and practices thus not only rendering them difficult to imitate but also difficult to identify, 

understand and cultivate. Nonetheless core competences are vital capabilities that are 

important to nurture, evolve and grow. 

In common with the PriceWaterhouseCoopers thinking introduced in 7.1 above, this 

thinking stays with traditional thinking that there must be a single dominant player 

leading or controlling the consortium. This thinking is at odds with the more flexible 

models tacitly assumed throughout this course. 

Activity 7.4 

Many organisations have embraced the concept of outsourcing in the last decade but have 

found that there were problems which they had not considered. Some organisations have 

now gone as far as to revert to “in-sourcing” to overcome these problems. 

What do you see as problems? How might these be overcome? 

What are the advantages and disadvantages when a nation such as US outsources work to a 

nation such as India? What are the social implications if any? 
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5.3. Linking Outsourcing to Strategy 

It is important that an enterprise’s external sourcing decisions are aligned to its strategy. 

Insinga and Werle (2000) present a planning guide to help in this matter. The guide is 

structured around two basic dimensions (Figure 7.3 

more investment control of activity 

Potential Less investment control 

Internal capability of enterprise to perform in comparison to competitors 

Figure 7.3 

Firstly, the activities of the firm are considered for their potential to yield a competitive 

advantage, and are assessed as either key to producing a competitive advantage, emerging 

towards being the key activity, basic to the firm or simply commodity activities. Secondly, 

the activities of the firm are rated in terms of the firm’s capability at undertaking them, and 

assessed as activities in which the firm has a strong, moderate or weak capability. 

Generally speaking as one moves down and to the left of the matrix in the Figure 7.3 it is 

recommended that there be less investment in the activity, less knowledge of the particular 

business domain nurtured in the company, and less direct control over the day-to-day 

operations involved. Core competences are thus located in the upper right of the matrix and 

commodity activities, suitable for outsourcing to a business service provider, are located in 

the lower left. However when activities are examined in this way there may be significant 

differences between the recommended position of the activity in the company and its 

historical and present reality. Such differences require the attention of senior management, 

since these differences indicate other than the sensible and optimal allocation of resources. 

Figure 7.4 shows the use of this model as a planning guide to identify appropriate actions. 
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1. Get 

capability 
2. Build strength 3. Do in-house 

4a. Partner 

4b. 

Collaborate 

5a. Partner 

5b. Collaborate 

5c. Share risk 

6a. Do in-house 

6b. Share risk 

7. Buy 8a. Develop second 

source (external) 

8b. Buy 

9a. Make it a 

profit centre 

9b. Consider 

selling/buying 

10. Buy 11. Exit/Buy 

(sell, abandon, allow to 

weaken) 

12. Consider 

selling/buying 

 

Weak Moderate Strong 

Figure 7.4. Planning Guide to identify appropriate actions 

Cells 1,2, 4,5 indicate a need either to acquire the capability or to partner with an 

organisation that has the capability. Partnering implies investing in the collaborating 

organisation and positioning one's company to acquire more ownership if the particular 

activity emerges over time as more key or central to the competitive positioning of the 

company. As one moves to the lower levels of cells 4 and 5, and the activity is seemingly less 

critical to competitiveness, a collaborative positioning of pooling knowledge and sharing 

risk with less of an emphasis on ownership possibilities is recommended. 

Cells 3 and 6 indicate activities which are critical to competitiveness or are emerging 

towards such status. They are also activities in which the organisation has a strong internal 

capability. These activities should be being performed in-house under tight control. Where 

the activity is just emerging as being important to competitiveness, and there is uncertainty 

about its future criticality, as in the lower part of cell 6, a suitable position might be to 

collaborate to share risk. This would economise on resources expended in carrying out the 

activity, but position the organisation to take the activity in-house if necessary. 

Cells 7,8,10, 11 indicate both the weak or moderate internal capability in the activities, 

together with a low potential for yielding a competitive advantage. These characteristics of 

the activities indicate suitability for outsourcing to suitable external providers. As one 

moves toward the upper right of this set of activities, toward the top of cell 8, there is 

likelihood that one would keep more knowledge and control of these activities and perhaps 

engage in a selective sourcing of sub-activities. Alternatively, one might simply seek to 

reduce the dependency on internal capabilities by developing alternate sources of the 

activity. 

Competitive 

Absolutely 

Probably 

Possibly 

Not Likely 

None 

Key 

activities 

Emerging 

Activities 

Basic 

Activities 

Commodity 

Activities 
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Cells 9,12 indicate a similar low potential for competitive advantage, but indicate a 

relatively strong internal capability. The planning guide recommends that a company should 

consider selling such a capability to the marketplace and investing the proceeds in more 

critical capabilities. The necessary activities and skills should then be purchased in the 

marketplace from competent providers. 

Activity 7.5 

Using the planning guide presented in Figure 7.4 try and chart your own organisational 

activities – you will find it helpful to apply a strategic analysis tool such as the 

competitive forces model to identify specific systems which might lead to competitive 

advantage and then evaluate these against the model to identify internal capabilities to 

perform these activities. 

5.4. Leadership Issues 

Once an outsourcing strategy is in place and the extent and significance of outsourcing 

increases, one must consider the management of the outsourcing relationships. 

Management in an organisation with a significant number of outsourcing relationships 

requires a new blend of capabilities and talents. Useem and Harder (2000) claim that in the 

new organisation, characterised by extensive and significant outsourcing, manages must 

concentrate on negotiating results rather than issuing orders. They must add to and to some 

extent substitute the skills for sending work downward, and gain skills in arranging for 

sending work outward. They need to exercise lateral leadership. 

Four primary traits 

Useem and Harder argue that the following leadership capabilities are required of 

managers, as outsourcing becomes significant in firms: 

Strategic thinking 

Strategic thinking that links outsourcing considerations and decisions to issues of core 

competence and competitive advantage is a vital capability. Being informed by a strategic 

vision and perspective when deciding what to outsource and how structure the outsourcing 

relationship is vital to future business competitiveness and survival, particularly when 

significant amounts of outsourcing are taking place. 

Deal making 

Deal making skills are important in securing compatible and high-quality providers of the 

outsourced business processes and activities. Deal making also involves obtaining buy-in 

from those within the firm who must forge a seamless business process interface with the 

external provider. Thus, the dealmaker needs the skills to establish an effective and 
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mutually supportive web of relations between the organisation and the outsourcing 

provider that stretches seamlessly across the boundary of both organisations. 

Partnership governing 

Outsourcing to best in-class providers of business processes and activities will likely 

bring innovation and change to the organisation. 

Managing change 

As always, effective change management is required and is crucial to the success of the 

organizational change involved. 

After a deal is secured with an appropriate outsourcing vendor, a good relationship must be 

established and sustained so that both partners in the relationship work together 

constructively. This is particularly important in today's business world where situations of 

turbulence, change and innovation pertain in so many markets since legislating vendor 

behaviour under such conditions with a contract is often difficult and suboptimal. 

None of the qualities mentioned above, when taken singly is unique to the management of 

outsourcing, but their combination, is critical to managing organisations with important 

outsourcing relationships. In an extensive survey of US managers, a large proportion of the 

managers surveyed reported that they would pay a premium for persons with such skills. 
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6. Formulating e-Business Roll-out Strategies 

6.1. Development Options 

A number of options present themselves for e-business development: 

 Internal development 

 External development 

 Selective sourcing or partnering 

Together with four hosting options: 

 Dedicated hosting 

 Shared hosting 

 Internal hosting 

 Co-location 

The selected strategy will depend on a number of factors such as the stage of growth of the 

organisation as an e-business (or maturity), internal resources, competitive pressures, and the 

presence of a critical mass of customers and content. Damsgaard and Scheepers (2000) 

suggest that this leads to a four stage implementation model with three major crises – 

initially the intranet must be nurtured to evolve beyond its experimental beginnings; then a 

critical mass of consumers and content must be reached simultaneously and finally, the 

intranet must be controlled. 

6.2. Stages of Implementation 

As early as 1974 Richard Nolan identified a staged growth model of IS implementation 

(later extended to six stages as: Initiation, Contagion, Control, Integration, Data 

Administration and Maturity). This is a descriptive rather than prescriptive model used to 

explain different implementation strategies as an organisation progresses through stages of 

IS development. Damsgaard and Scheepers propose a similar model for Intranet 

implementation. They have combined this model with the Seven “S” model introduced in 

Block Two to provide a comprehensive framework for e-business implementation. 
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Stage Initiation Contagion Control Integration 

Strategy Selling the 

Intranet concept 

Reach 

followed by 

range 

Control vs 

standardisation 
Continuous 

optimisation 

Structure Independent 

individuals 

Informal 

project team 

Intranet 

steering group 

Dispersed multi- 

disciplinary entity 

Systems Use mode: 

publishing 

Use mode: 

publishing, 

interacting, 

searching 

Use mode: 

publishing, 

interacting, 

searching, 

transacting 

Use mode: 

publishing, 

interacting, 

searching, 

transacting, 

recording 

Staff Technology 

champions 

Sponsors, 

informal 

project leaders 

Formal 

coordinators 

centralised 

Process owners 

decentralised 

Style suspicion Laissez-faire formal committed 

Skills technical marketing Project 

management 

Knowledge 

management 

Super 

ordinate 

Goals 

Engaging a 

sponsor 
Reaching a 

critical mass of 

users and 

content 

Rationalisation 

and 

management 

control 

Intranet 

institutionalisation 

 

Table 7.1. Stages of Intranet use and management 

Activity 7.6 

1. Damsgaard, J. and Scheepers identify three crises which need to be managed – what 

are these? 

2. The four stages of implementation need very different strategies and skills (seven 

“S”s) - explain why this is so and how will this impact on the management of 

implementation? 

3. Is the integrated model useful to managers? 
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6.3.  Management Structures 

In the previous section we discussed some of the leadership traits required to act as a 

champion for strategic use of IT and the development of an effective extended extraprise. 

Leadership on its own, however, is insufficient to maintain sustainable competitiveness. The 

organisation also needs an effective management structure where the management of 

e-commerce is recognised as central and critical to the organisation. Plant describes this as an 

e-centric management structure with strong links to cross-functional groups which bring 

technical and managerial skills together. Of particular importance are the content owners to 

ensure continual realignment of content with the organisation’s strategic objectives. This 

group must also be responsible for access policies and standards setting. 

This whole process needs to be handled with care since it will involve many different 

groups with different views, some of whom will be highly reluctant to embrace change. In 

the final section of this block we examine a model for change management and summarise 

some of the critical issues for success. 
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7. A Framework for e-Business Change 
Management 

The model in Figure 7.5 identifies a useful framework within which to identify facilitators 

and inhibitors of successful e-business change. The relationships presented in the framework 

are based on relevant work in organisational change, strategic management innovation, and 

information systems adapted from Guha’s et al, (1997) work on “business process change 

management” 

Any significant business process change requires a strategic initiative where top 

managers act as leaders in defining and communicating a vision of change. The 

organisational environment, with ready culture, a willingness to share knowledge, 

balanced network relationships, and a capacity to learn, should facilitate the 

implementation of prescribed e-business management and change management. Both 

of these are requisite for customer success and ultimately in achieving measurable 

and sustainable competitive performance (p 121). 

Kalakota (1999) states “the creation and implementation of an e-business project is 

inextricably linked to the management of change”. This requires systematic attention to 

learning processes, organisational culture, technology infrastructure, people and systems 

thinking. These gain even greater significance when considering the alignment of these 

dimensions with respect to ERP and e-Business implementations. 

e-business change is defined here as an organisational initiative to design an e-business 

project to achieve significant (breakthrough) improvements in performance (eg quality, 

responsiveness, cost, flexibility, satisfaction, shareholder value, and other critical e - 

business measures) through changes in relationships between management, information, 

technology, organisational structure, and people. Planning and managing such systems 

requires an integrated multi-dimensional approach across the e-business and the 

development of new business process models. 

Therefore, in any examination of outcomes, consideration should be given to 

(a) the environmental conditions for change and 

(b) the ability of the organisation to manage change in those conditions. 

Successful e-business projects should tend to have facilitators over many dimensions but 

also failure is most likely to occur where too little consideration has been given to key 

factors such as cultural readiness or change management. 
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Figure 7.5. Framework for Change Management 
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7.1.  Analysing the Change Environment  

A recent study of international organisations implementing e-business change through 

ERP found the following factors as critical to e-business success (Ash and Burn, 2000). 

Change Environment 

Strategic Initiatives 

This was frequently driven by user management rather than IT management and was 

generally initiated in a local block rather than from centralised decision making. 

Cultural Readiness 

Champions were typical of change and necessary to promote the change. Frequently 

interdepartmental rivalry inhibited change and further a culture of resistance to accept 

change was introduced from other business partner organisations. 

Network Relationships 

In all successful cases the e-business project demonstrated positive inter-agency cooperation 

and the beginnings of cross-functional cooperation. As one IT manager stated “ Our 

Web-base solution assists the most casual user with global, personalised, and secure access to 

our corporate information on demand”. 

Learning Capacity 

In the most successful projects, learning by doing and learning from others helped improve 

the professional end-user IT skills. This enabled project managers to adapt to a quality 

decision making procedure. 

IT Leveragability and Knowledge Capability 

Generally, successful projects demonstrated positive local leadership, superior IT design for 

improved learning, and business-to-employee communication. To overcome resistance to 

change, knowledge capability must be aligned (along with the enabling technology) to the 

strategic e-business initiatives. 
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Change Management 

The pattern of change was reported to be a participative change tactic resulting in an 

evolutionary change. This was viewed as a “waterfall” progression of change, starting 

with an alleviation of dissatisfaction by end users and eventually arriving at a 

well-managed process: 

alleviation of dissatisfaction, 

vision for change, 

 

evolutionary change tactics, 

a well-managed process for change 

Outcomes and Performance gains 

Outcomes of e-business change can be measured at various levels of the broad complex 

phenomenon of any e-ERP project. More recently, leading firms that have begun to 

undertake e-Business to meet strategic goals recognise that they only accomplish their 

objectives through people. Therefore placing importance on improving the quality of 

work-life issues. If effectively managed, employees should ultimately be more productive in 

their work tasks and better able to serve customers, suppliers, and business partners. The key 

constructs that can be probed here are: gaps between effectiveness expectations (goals) and 

actual performance improvements, eg employee work satisfaction, efficient resourcing, and 

customer interaction (Venkatraman and Henderson, 1998). 

Outcomes 

It was found that where success was achieved, the project showed an improvement in one of 

the outcome constructs - the quality of work life from the outset thus motivating employees 

to support additional change processes. 

Performance Gains 

The performance gains were typically achieved from two sources; labour cost savings and 

greater operational efficiency through optimised resource allocation, and more effective 

decision making through access to more reliable real-time data frequently via mobile 

technology. 
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The intrinsic motivation and self-management of autonomous knowledge within the 

development teams played an important role in the successful implementation. The emphasis 

was very much more on collective performance rather than individual but at the same time 

development and maintenance of personal and professional reputations was a significant 

driver. 

7.2.  Successful Management of Change  

In the future, as e-business activities become common place, corporate portals for 

empowering employees will be considered as an economic necessity. The next wave of 

economic advantage lies in revenue generation from new business opportunities in other 

business-to-business models, such as business-to-consumer for customer satisfaction. 

These are complex problems that can never be solved with technology alone. They require 

leadership, appropriate problem solving skills, lots of hard work and executive 

commitment and a culture that embraces the ideals of the learning organisation (a team 

and community oriented work process). 

The organisational design, learning environment, and human-to-human communication and 

collaboration must be aligned to the enabling technology. One should always keep in mind 

the balance between people, business processes, and technology. 

In a labour force of cross-functional virtual teams management will be more about 

motivation and governance may be largely a question of self-regulation rather than 

traditional managerial control. IT professionals may well be better equipped for this change 

given the large “community of practice” with a strong, shared culture of technical 

professionalism and their extended use of technology for communication and decision 

making. 
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8. Summary 

In this block we have introduced you to a number of organisational transformation and 

change management models. We find that these models make much use of the concept of 

outsourcing, and we have tried to make sense of current uses of this term. 

There are inevitable confusions arising in this context. When is a product or process 

outsourced? Do we speak of outsourcing water? Electricity supply? Buildings? Perhaps the 

answer will alter between cultures, but no matter wherever we are, there will always be 

things we expect to bring in from outside, and those which our current state of industrial 

development leads us to expect to supply from within. 

At this stage of the course, we should pause to reflect that while the first half of the last 

century showed us that the most effective form of business enterprise was the hierarchical 

structure which subsumed suppliers and competitors horizontally and vertically as the 

(transaction cost-based) chance arose. During this time economies of scale were venerated, 

and in many cases realized, as firms organised into bureaucratic silos of divisions or 

functions. Information naturally flowed, like water, along the easiest paths – in this case 

determined by divisions and lines of authority. The coordination of power and responsibility 

was a central function of the apex of the pyramid, power being distributed from the center in 

the form of resources. 

By the 1980s it had become clear that enormous economic and social pressures had already 

effected great change to the previous beliefs about organisational structure and efficiency. 

Market convergence, the internationalization of competition and the advent of innovative 

information and communication technologies came together to produce restless 

marketplaces in which short-term shifts could easily destroy long-term survival. As well as 

strategy, firms were forced to rethink both structure and strategy to respond dynamically to 

change. The past hierarchies proved insufficiently responsive, and dynamic networks of 

organisations, or within organisations proved their worth. It is recognition of this that led to 

the positing of networks as novel, and the tired notion of the necessity of stage growth that has 

led to the PriceWaterhouse and Tapscott models introduced above. 

Similarly it is the retention of thinking in terms of central authority and control that 

necessitates thinking in outsourcing terms. We have introduced these here for you, but 

caution reliance on these when they are failing to demonstrate their relevance in the e - 

Business environment we are facing. 

It is our contention that this course as a whole will encourage you to see emerging business 

forms as taking advantage of new technologies and increasingly adopt network postures. At 

the same time, middle management function will be less to worry about making inhouse or 

outsourcing, but to replace internal administration task with the roles of information 

integrator and entrepreneur. 
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10. Assignment 

Please go to Case Study 7.1 Amazon. Com- A Business History by Sandeep Krishnamurthy 

in Block 8 of your study material and answer the questions posed in the text. 



 

Commonwealth of Learning Executive 

MBA/MPA 

C1 Management Information Systems 

Block 8 
An Enterprise Overview & Enterprise 

Resource Planning System (ERP) 
 



 2 

Contents 

 
1. OBJECTIVES  

2. OVERVIEW  

3. Organizational requirements and key elements  
 6 

 

Empirical Evolution of ERP 

OSS/BSS/DSS 

 

Strategic Management and Planning Cycle 

Readiness & Preparedness 

ERP Solutions 

Analysis of ERP Solution Expertise & Marketability 
(strengths & weaknesses) 

Responsiveness of Solution to Critical Business 
Benefits with ERP product 

High-level parameters to select best ERP Implementation 
solution for business: 

 

Return on Investment (ROI) 

 Preparation of RFP (Request for Proposal) 

 Bid Evaluation:  

 Award of Contract 

 Project Implementation Methodology 

 Elements of Implementation Methodology 

 

Approach to Implementation Methodology  

Implementation Methodologies 

 



 3 

Business Process Management: 

BPM/R before or after ERP Implementation  

Business Process Management Deployment  

Continuous Improvement and Performance Optimization 

Link to Quality Improvement Creating Competitive Edge 

Employee Involvement and Empowerment 

Core Benefits of ERP System Implementation 

References: 

 

 
Enterprise Resource Planning 

 

 

  

  

 
 

  

 
 

   

 
  

  



 4 

1. Objectives 

On completion of this unit, you will be able to: 

1 Understand the concepts of Key Elements of Organization and an 
enterprise  

2 Define the business requirements of Organization for ERP Implementation 
vis-à-vis ERP system solutions, Compare, Analyze and Select 

3 Develop approach to ERP Implementation Methodology 

4 Formulate an effective Business Process Management environment 
through ERP implementation plan 

5 Gain competitive-edge through Customer-Value Chain configuration & 
manage the position of market leadership with innovative BPM strategies



 

5 

2. Overview 

As the last seven blocks have been structured and sequenced to develop 
understanding the business imperatives and technological enablers, constructing clarity 
of  mind to organizational transformation and reforms through IS and e-business 
implementation propositions. By now you are prepared to ascertain and appreciate the 
business objectives vis-à-vis IS & technological (e-Business) interdependencies under 
prevalent market dynamics concerns. 

In this Block we will try to converge the entire business portfolio in an enterprise, taking 
a high-level business and technological account of a business entity, to approach a 
successful change, timely and cost-effective configuration of ERP (Enterprise Resource 
Planning) system infrastructure following customer value-chain roadmap.  

The first part discusses the general enterprise scenarios in the backdrop of business 
objectives, IS&T capabilities vis-à-vis knowledge based organizational learning 
imperatives that leverage the business strategies. The role of Information Systems & 
Technologies in organizational environments and its effects are also reviewed, 
identifying the key elements, functional & business areas with reference to possible 
challenges of a business entity. The enterprise is then analyzed and discussed as an 
organization, suggesting a methodology to ERP Implementation; preparedness concerns, 
approach to selection of solution process, technology specifications and configurations 
(architecture), volumetric and cost-benefit analysis etc. The core of the block begins with 
theory building of Project business modeling for an enterprise, followed by project 
management guidelines, and ERP Implementation methodology leading to deployment 
of business process management system. 

The business analysts & Subject Matter Experts (SME) of functional domain in general, 
and strategic management of industry in particular should be able to benefit their 
organizations, which are smitten by choices placed from business and IT professionals, 
stuck-up with paradoxical views and perspectives. One of the major objectives of this 
block is to remove basic conceptual confusions and conflicts generated due to difference 
in intellectual approaches of diverse disciplines, and enrich the multidisciplinary 
understanding and capability of high-level management to make erudite and informed 
decisions to create value to the organization, delivered to the entire satisfaction to the 
customers prevailing loyalty, in the best interest of general public (global consumer 
community) being the ultimate and rightful beneficiary of every business. 
 
The final and foremost concern of this Block is to configure a business entity cross-
functionally integrating functional resources, business activities optimizing value chains 
inter-organizationally vis-à-vis extending interface to extranets of different businesses 
and regulatory entities’ value-chains on its ERP platform creating end-to-end competitive 
edge driven by customer value-chain. The evaluation of performance optimization 
should be conducted through comparative analysis of customer value-chain 
requirements to process performance goals at the end of each production cycle to 
identify unmet expectations that demand further design improvement. The dynamic and 
embedded Business Process Management (i.e. BPM and BPR) in an organization is the 
ultimate strategy that analyzes as well as the communicates flows between jobs, 
activities and sub-processes revealing immediate modifications and differentiated new 
processes to feed into a business entity’s  total quality management activity. Such a 
feedback loop provides an audit of the performance of the redesigned process and 
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optimization eventually creating a differentiation of product or services, delivering true 
value to customer establishing competitive edge over other competitors. 
 
The ERP system implementation ensures an enterprise to establish a competitive edge 
in business industry, leveraging an e-nabled business advantage by virtue of knowledge 
based organizational learning strategy taking up the position of industry leadership with 
greater social and business responsibilities. 
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3. Enterprise Overview and ENTERPRISE RESOURCE 
PLANNING SYSTEM (ERP) 

Organizational requirements and key elements  

The basic concept of an Enterprise, its structures, who are the decision 

makers, what are the key functional areas & business functions, business 

processes & impact of Information Systems & Technologies etc. have 

already been discussed generically in different blocks. In this block we 

shall consolidate the information systems management approach in 

convergent solution that enables the business entity to create an edge in 

native industry through IS configuration across multi-dimensional business 

industries. 

The technology & customer demand patterns have forced the competitors 

to collaborate through sharing of their physical and virtual resources to 

optimize capacity utilization and creation of new products with value 

addition to services through continuous innovation to fetch competitive 

edge. The optimization of their business processes & functions with 

forward & backward integration is dependent upon an effective Information 

System (IS) model following OSS (Operation Support System), BSS 

(Business Support System) being Tactical and Decision Support System 

(DSS) strategies developing organizational learning curve enabled with 

pattern learning gaining wisdom to forecast with proactive business 

strategies.  

The emerging regulatory concerns demands business organizations to 

implement an Enterprise-wide Resource Planning (ERP) philosophy 

enabled with robust and proven IS solution integrating all business 

processes and functions across the company through optimum IT 

infrastructure/ platform with a live and effective disaster recovery platforms. 

The best practices and extended ERP implementation solution is the 

keyword to market edge as it will prepare, transform and position the 

enterprise to competition through marketing innovation & customer driven 

value-chain configuration, enabled with dynamic infrastructural 
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deployment of Business Process Management environment across 

organization. 

 

3.1 Organization: 
Organization can be defined as a socio-technical system whereby people 

work coherently to accomplish specific goals that evolve from the 

organization’s purpose. From a systems approach, organization, are open 

systems which mean that they interact with the surrounding environment. 

3.1.1 Organizational Key Elements 

Organization can be condensed to four key components or 

attributes that largely defines the strategic conditions, possibilities, 

and options available.  

These four elements are:  

 Structure  

 Culture 

 Resource 

 Processes 

Figure 1 S C R P Model 

 

S 

R 
 

C 
 

P 
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(Source: Smith, Robin W, page 181, 2003) 

Each of the above components is highly interactive with the others, and 

each can be linked to an important strategic question: 

3.1.1.1 Structure: How is the organization constructed and what is 

the relationship between its component parts? 

This refers to the physical form and composition of the 

organization – its basic architecture. It can be seen 

consisting of the levels and layers of its structure: the total 

number of divisions, units, SBUs and their combination and 

geographical spread; the size and configuration of the 

corporate center and its arrangement and relationships with 

the functional activity groups. 

3.1.1.2 Culture: how and why does the organization and its 

members act and behave the way they do? 

This refers to the attitudes, beliefs, values and related 

actions that together constitutes the personality and sharps 

the behaviors of the organization. Culture is the glue that 

holds the organization together and creates a sense of 

identity and self-awareness  

3.1.1.3 Processes: What does the organization do for a living and 

how does it go about meeting its needs to survive and grow? 

This refers to the systems and associates activities that 

facilitate the movement and utilization of resources (financial, 

human, technical, informational, intellectual etc.) within the 

organization towards the creation of defined outputs and 

outcomes. Processes are the methodologies and system 

developed by the organization, used to assemble, create, 

and employ its means of survival.  
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3.1.1.4 Resources: What are the organization’s capacities and 

competencies?  

This refers to the raw and processed materials (financial, 

human, technical, informational, intellectual, etc.) as well as 

the systems, tools, and technologies that the organization 

uses to create the appropriate mixes of outputs and 

outcomes, on which its long-term future is based. 

 The relationship between these four organizational 

components suggests that all elements in the model interact 

with one another and form an organizational equation of 

relationships. For any given strategic situation and context, 

the particular mix of (S+C+R+P) will create a corresponding 

set of outputs and outcomes for example, structure provides 

the framework for the organization around and through 

which the processes operates. A change in structure, such 

as opening and closing a product division, implies a 

rearrangement of relationship and changes in the process 

patterns (such as shifting between suppliers or accessing 

services from elsewhere within the organization itself). As 

well, interpersonal and inter-organizational relationships can 

be affected, causing work routines and employees shifted to 

new work groups or moving on to learn new shills (Smith, 

Robin W, 2003). 

3.2 ‘S’ for Structure 

3.2.1 Structure of an Organization 

There are a variety of organizational structures, which typically 

emerge as a function of strategy. The structure of an organization is 

usually depicted by its organization chart, which identifies its 

management structure according to the organizational units, 
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locations, functions and their reporting relationships. One can find 

the (formal) reporting relationships or chain-of-command within the 

organization from the organization chart and can see from the 

organization chart whether an organization is a centralized 

organization (tall structure) or decentralized organization (flat 

structure). In terms of decision making we have two basic structure 

of an organization  

a) Centralized (Tall Structure) 

Typical organizational chart of Centralized Organization (Tall Structured) 

 
Source: (LeCouvie, Kelly, Block 6, page: 4, 2002) 

 

Decision-making in centralized organization   

Decision-making authority is usually tightly controlled by top management 

in a centralized organization, but decision-making itself is often delegated 

to middle or lower management who are constrained by often exhaustive 

policy and procedure packages. Not all organizational decisions must be 

made every time at the top level-top management pre-empts this need 

through delegation and regulation of certain types and levels of decision. 
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1. De-centralized (Flat structure) 

Typical organizational chart of De-centralized Organization (Flat Structured) 

 
Source: (LeCouvie, Kelly, Block 6 page: 5, 2002) 

 

Decision-making in de-centralized organization   

While decision-making is often delegated to middle-level or lower-level 

management in a decentralized organization it does not mean that the top 

management does not make decision. In fact, coordinating decision-

making in flat organizations is essential, as no part can become ‘greater’ 

than the whole. Decisions in the units of a decentralized organization must 

be kept in line with the purpose, vision, mission, goals and objectives of 

the entire organization. You may observe, however, that the departments 

in many flat organizations often operate in a ‘tall’ mode, as many middle 

managers seem uncomfortable with decentralization. 

Organizations and the business environment in which they fight to achieve 

their purpose are not static. The purpose, Vision, Mission, Goals, 

Objectives, organizational structure, chain of command, and especially 

personnel (manager and subordinates) can change in response to 
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changes in the environment. In a healthy business organization, the only 

constant is change-in ways of responding to the business environment 

and dynamics at least.  

3.2.2 Functional Structure Approach 

The organization is structured according to functional areas instead 

of product lines. The functional structure groups specialize in 

similar skills in separate units. This structure is best used when 

creating specific, uniform products. A functional structure is well 

suited to organizations which have a single or dominant core 

product because each subunit becomes extremely adept at 

performing its particular portion of the process. They are 

economically efficient, but lack flexibility. Communication between 

functional areas can be difficult. 

3.2.3 Divisional Structure Approach 

Divisional structure is formed when an organization is split up into a 

number of self-contained business units, each of which operates as 

a profit center. Such a division may occur on the basis of product or 

market or a combination of the two with each unit tending to 

operate along functional or product lines, but with certain key 

function (e.g. finance, personnel, corporate planning) provided 

centrally, usually at company headquarters. 

3.3 ‘C’ for Culture 

Organizational Culture 

Culture is a pattern of basic assumptions, shared beliefs and values that 

have been developed by a given group as it learns to cope with its 

problems of external adaptation and internal integration. This ‘way of 

behaving’ gives validity to the way members think and feel. Culture 

creates a sense of identity for members within the organization and helps 

to establish a commitment beyond one’s self. 
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Organizational cultures are considered strong when the core values are 

both intensely held and widely shared.
 

In a strong culture where people 

share assumptions and values, the workplace is an environment in which 

people thrive and learn. Strong cultures foster high agreement among 

individuals, building loyalty, commitment and cohesiveness. As a result, 

employees show lower absenteeism and are less likely to leave the 

organization.  

The managers can set the foundation to build a strong organizational 

culture in 3 ways:
 

 

i- The senior management of the organization hire or retain employees 

who think and feel the same way they do;  

ii- Management indoctrinates and socializes members within the 

organization to their own way of thinking and feeling;  

iii- Top managers serve as role models – employees observe their 

behaviors, and eventually identify with them, and internalize their 

beliefs, values, and assumptions.  

It is logical that cultures are sometimes industry-specific. For example, it is 

likely that we would observe a very cautious and conservative culture in a 

nuclear power station, a financial institution or insurance company. On the 

other hand, a more aggressive, risk-taking culture might be found in an 

advertising company or a software development company. We often have 

seen mergers fail, not because there was a poor economic match or 

because synergies could not be realized based on each company’s 

strengths, but because the cultures collided to such an extent that 

untenable conflict emerged. 

There are specific elements of strong corporate culture:
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i- A widely shared real understanding of what the firm stands for, often 

embodied in slogans.  

ii- A concern for individuals over rules, policies, procedures and 

adherence to job duties.  

iii- Recognition of heroes whose actions illustrate the company’s shared 

philosophy and concerns.  

iv- A belief in ritual and ceremony as important to members and to 

building a common identity.  

v- A well-understood sense of the informal rules and expectations so that 

employees and managers understand what is expected of them.  

vi- A belief that what employees and managers do is important, and that it 

is important to share information and ideas.  

Classification of Organizational Culture 

The organizational culture is classified into four types: 

a) Family 

b) Eiffel Tower 

c) Guided Missile 

d) Incubator.  
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Table 1   Characteristics of corporate culture 

(Source: LeCouvie Kelly, Block 10, page 11, 2002) 

3.4 ‘R’ for Resource 

Functional Areas and Business Functions 

An enterprise (or business) function is a group of activities and processes 

put in place to support a specific part of the mission of the enterprise, and 

each activity or process is usually supported by a set of procedures. 

Be warned that enterprise functions may appear to be the basic building 

blocks of a business enterprise, yet the business structure may not be 

based upon them. Is a city’s commerce based upon the number of 
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buildings that can fit into its grid of roadways? Obviously not, yet the 

roadways permit many of the exchanges that commerce depends upon. In 

the same way, enterprise functions must be performed, no matter how the 

business organization is structured. The focus should be on what is done 

by the functions rather than how or where it is done (Burn Janice M, 2002).  

Enterprise functions, then, are the basic building blocks of an enterprise 

and they must be present, regardless of whether the organizational 

structure is functional divisional or matrix Enterprise functions are usually 

grouped under different functional areas such as human resources, 

finance, marketing and MIS. Each enterprise function consists of business 

processes that are supported by their respective business procedures. 

A business organization often includes functional areas such as: 

a) Human Resources 

b) Finance 

c) Procurement & Inventory (SCM) 

d) MIS (Management Information Systems) 

e) Production  

f) Sales & Marketing 

3.5 ‘P’ for Processes 

Business Processes & Procedures 

It is a conventional management belief, especially in companies run by 

professional managing groups rather than founding entrepreneurs, that all 

business organizations should have a pre-defined set of goals and 

objectives, and that it is the job of mangers to make sure that the goals 

and objectives of the company are realized. The performance of manger is 
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measured by the extent to which business organization can meet their 

goals and objectives; that is, can realize their mission and, perhaps, vision. 

Manager need to carry out certain tasks or processes in order to achieve 

these ends.  

 The enterprise functions can be subdivided into business processes—

processes that form the basic functions of a business manager. The 

following four processes are considered generic management processes 

(Burn Janice M, 2002): 

a) Planning 

b) Organizing 

c) Directing  

d) Controlling 

3.5.1 Planning 

Planning is determining and deciding who is going to do what 

when, where & by whom. Planning charts the course for an 

organization in a rapidly changing business environment, and 

planning steers the organization from where it is now to where 

it wants to go. Hence, the first step in a planning process is the 

definition---a clear understanding---of goals. Sometimes goals 

are not available; then, you should delineate goals from the 

corporate mission statement of corporate goals and objectives. 

Objectives must be targets that are measurable within a 

certain time frame.  

Having defined the goals and objectives, the strategy is 

formulated by taking into account competitors and external 

business, economics and political information. Hence, you 

should conduct a SWOT (Strength, Weakness, Opportunity 
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and Threat) analysis by capitalizing on the strength of the 

organization and exploiting opportunities in the marketplace 

while minimizing the risk that could arise due to the 

weaknesses of the organization and threats in the outside 

environment.  

Mangers usually plot more than one strategies and evaluate 

possible strategies using various methodologies; for instance, 

by assigning weights to different parameters before tallying 

and ranking the scores. Then they have to select from the 

possibilities. Most of the time, they cannot find the best 

strategy because the ‘best’ in a business context normally 

means the optimal alternative under a particular set of 

circumstances (Burn Janice M, 2002). 

In a so-called decentralized (flat) organization, any planning 

decisions could significantly influence the operations (and 

planning) of other functional area. Planning is not an isolated 

business process—more often than not, it must be a 

collaborative function and create diffraction in tightly lock-

horned competitive market through value-chain cycle. 

3.5.2 Organizing 

Having formulated a plan, managers must not only organize 

themselves in order to accomplish the objectives but also 

organize the activities of their subordinates. Such organizing 

includes obtaining necessary resources like finance and 

equipment, and organizing and scheduling their time. 

Organizing is assessing what task is to be achieved by when, 

breaking the task into smaller units, the sub-tasks, and 

allocating the sub-tasks to subordinates with definite 

completion date. In the words of business organizations, a 

manager must develop an action plan which essentially 
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coordinates and orchestrates the entire project on paper to 

allow the task to be completed on time. 

Keep in mind that organizing may require the support of other 

functional areas such as Human Resources (HR) (Burn Janice 

M, 2002).  

3.5.3 Directing 

The next step after organizing is directing. Directing means 

implementing or executing the plan, having organized and 

deployed personnel in an appropriate structure. The leader 

leads, motivates, delegates and coordinates in order to 

complete the task (Burn Janice M, 2002). 

3.5.4 Controlling 

As soon as manger have implemented a plan, they need to 

know the extent to which they have done what they set out to 

do; that is, find out what the gap is and then take action to 

bridge the gap. 

Controlling is the process of setting a standard, measuring the 

actual performance and reviewing the variance, which is the 

difference between the actual and the standard. If the variance 

is beyond the pre-defined tolerance level, some adjustments 

or remedial action must be arranged. The standard could be a 

capital budget, sales volume or defect level. 

Mangers typically check how far they have kept in line with the 

predicted (or hoped-for) amount of outcome and then add 

corrective actions to performance back in line with 

expectations. Because this happens over and over again, this 

process is known as iterative control, leading to change 

management process in the organization. 
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Apart from the generic management processes, business processes are 

usually specific to particular functions. A business enterprise function is a 

group of activities and processes for supporting a specific part of the 

mission of the enterprise. A ‘business process’ is a specific ordering of 

work/ structured activities across time and place with a beginning, an end, 

with stipulated scope, quality and cost and clearly identified inputs and 

outputs—a structure for action. Each process is supported by a set of 

specifically designed procedures. Business Process Management deals 

with the continuity and embedding of process orientation in the 

organization that leads the enterprise to evolve its resource planning 

system using information systems & technology solutions, building a 

dynamic organisation learning environment adapting to best practices. 

The activities which constitute business process management can be 

grouped into five categories: design, modeling, execution, monitoring, and 

optimization: 

i)  Design 

Process Design encompasses both the identification of 
existing processes and designing the "To-be" process. Areas 
of focus include: representation of the process flow, the 
actors within it, alerts & notifications, escalations, Standard 
Operating Procedures, Service Level Agreements, and task 
hand-over mechanisms. 

Good design reduces the number of problems over the 
lifetime of the process. Whether or not existing processes 
are considered, the aim of this step is to ensure that a 
correct and efficient theoretical design is prepared. 

The proposed improvement could be in human to human, 
human to system, and system to system workflows, and 
might target regulatory, market, or competitive challenges 
faced by the businesses or caused by any of the parameters 
of societal landscape (PESTLE).  
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ii) Modeling 

Modeling takes the theoretical design and introduces 
combinations of variables, for instance, changes in the cost 
of materials or increased rent that determine how the 
process might operate under different circumstances. 

It also involves running "what-if analysis" on the processes: 
What if I have 65% of resources to do the same task? What 
if I want to do the same job for 75% of the current cost? 

iii) Execution 

One way to automate processes is to develop or purchase 
an application that executes the required steps of the 
process; however, in practice, these applications rarely 
execute all the steps of the process accurately or 
completely. Another approach is to use a combination of 
software and human intervention; however this approach is 
more complex, making documenting a process difficult. 

As a response to these problems, software has been 
developed that enables the full business process (as 
developed in the process design activity) to be defined in a 
computer language which can be directly executed by the 
computer. The system will either use services in connected 
applications to perform business operations (e.g. calculating 
a repayment plan for a loan) or, when a step is too complex 
to automate, will message a human requesting input. 
Compared to either of the previous approaches, directly 
executing a process definition can be more straightforward 
and therefore easier to improve. However, automating a 
process definition requires flexible and comprehensive 
infrastructure which typically rules out implementing these 
systems in a legacy IT environment. 

Business rules have been used by systems to provide 
definitions for governing behavior, and a business rule 
engine can be used to drive process execution and 
resolution. 

iv) Monitoring 

Monitoring encompasses the tracking of individual processes 
so that information on their state can be easily seen and 
statistics on the performance of one or more processes 

http://en.wikipedia.org/wiki/Application_software
http://en.wikipedia.org/wiki/Computer_language
http://en.wikipedia.org/wiki/Business_rules
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provided. An example of the tracking is being able to 
determine the state of a customer order (e.g. ordered 
arrived, awaiting delivery, invoice paid) so that problems in 
its operation can be identified and corrected. 

In addition, this information can be used to work with 
customers and suppliers to improve their connected 
processes. Examples of the statistics are the generation of 
measures on how quickly a customer order is processed or 
how many orders were processed in the last month. These 
measures tend to fit into three categories: cycle time, defect 
rate and productivity. 

The degree of monitoring depends on what information the 
business wants to evaluate and analyze and how business 
wants it to be monitored, in real-time or ad-hoc.  

v) Optimization 

Process optimization includes retrieving process 
performance information from modeling or monitoring phase 
and identifying the potential or actual bottlenecks and 
potential rooms for cost savings or other improvements and 
then applying those enhancements in the design of the 
process thus continuing the value cycle of business process 
management. 

3.6 Integration of Business Processes and Information 
Systems: (Data Integration) 

An important process of information systems strategic planning is to 

establish the integration of business processes and information systems. 

We emphasis the need for a thorough and comprehensive understanding 

of the business processes prior to the planning and implementation of IS 

enterprise-wide. IS developments are usually based on business models 

as perceived by the systems analyst(s) and major users (may be qualified 

as functional or power users). The business model is a logical 

representation of the group of integrated business processes. The 

business model approach is considered an important start for reviewing an 

organization’s major functions, businesses processes and existing IS and 

data requirements. 
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In the planning, analysis and design of MIS, managers must usually 

review organizational and departmental mission statements, business 

goals, functions, processes and procedures. Changes to business 

functions and processes may also affect the organizational structure and 

the gap analysis determines the quantifiable variations across 

organizational key elements. Today, with the availability of networking and 

database, business process redesigned and cross-functional integration 

are common practices. These practices build infrastructure and linkages 

among functions and processes. Such changes must agree with the 

organizational mission and business strategy. 

Along with the above mentioned activates organizations should also 

manage its interaction with data, that must posses single version of truth. 

In today’s competitive environment, IT organizations are being challenged 

to meet the needs of dynamically changing business models. As 

companies focus on reducing redundancy, IT organizations are looking to 

formalize the best practice around people, processes, and technologies to 

help them deliver fast, consistent and reliable results cost-effectively. As a 

result, companies are embracing various Integration Competency 

Centers (ICC) models, which can improve a company’s ability to mange 

its total interaction with data. 

An ICC enables businesses to develop specialized skills and processes 

for data integration and leveraging them across projects. ICC is helping 

companies decrease cost and risk normally with silo-projects and data 

warehouses. 

ICCs apply the proverbial wisdom of combining and extending resources. 

ICCs combine the unique talents, resources and knowledge across 

multiple integration initiatives. That, in turn, increase development 

productivity with consistency and decrease time to value.  
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3.6.1 Benefits of ICC 
  

i. Make Better use of scarce resource by combining data 

integration skills, resources and processes into one group. 

ii. Reduce development, project lead time and maintenance 

costs. 

iii. Improve ROI through reuse of source definitions, application 

interfaces and codified business rules. 

iv. Decrease duplication of data and integration efforts. 

v. Learning from past failures to ensure optimum pathways to 

achieve the goals. 

vi. Build on past successes instead of reinventing the wheel 

with each project. 

3.6.2 The Four ICC Models 

 

a) Best Practices 

The Best Practices ICC model defines processes for data 

integration initiatives and recommends appropriate 

technology, but does not share the development workload 

with project teams. The result is higher overall ROI for each 

data integration initiative. 

b) Technology Standards 

The Technology Standard ICC model standardizes 

development processes on a single, unified technology 

platform, enabling greater reuse of work from project to 

project. Although neither technology nor people are shared, 

standardization creates synergies among disparate project 

teams. 
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c) Shared Services  

In Shared Services ICC model, processes are defined, 

architecture is standardized and a centralized team 

maintains shared work and environment, but most 

development work occurs in the distributed lines of business. 

The hybrid centralized/ decentralized model optimizes 

resources. 

d) Central Services 

Centralized integration initiatives can be the most efficient 

and has the most impact on the organization. In Central 

Services ICC model, standards and processes are defined, 

technology is shared, and a centralized team is responsible 

for all development work on integration initiatives. 

3.7 ENTERPRISE RESOURCE PLANNING SYSTEM 

An Enterprise is a group of people with a common goal, having resources 

to achieve that goal. Resources include money, manpower, materials, 

machines, technologies, etc. Planning is putting necessary functions in 

place and putting them together  

Enterprise Resource Planning systems (ERP's) integrate (or attempt to 

integrate) all data and processes of an organization into a unified system. 

A typical ERP system will use multiple components of computer software 

and hardware to achieve the integration. A key ingredient of most ERP 

systems is the use of a unified database to store data for the various 

system modules. 

The term ERP originally implied systems designed to plan the use of 

enterprise-wide resources. Although the acronym ERP originated in the 

manufacturing environment, today's use of the term ERP systems has 
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much broader scope. ERP systems typically attempt to cover all basic 

functions of an organization, regardless of the organization's business or 

charter. Business, non-profit organizations, non governmental 

organizations, governments, and other large entities utilize ERP systems. 

Additionally, it may be noted that to be considered an ERP system, a 

software package generally would only need to provide functionality in a 

single package that would normally be covered by two or more systems. 

Technically, a software package that provides both payroll and accounting 

functions (such as QuickBooks) would be considered an ERP software 

package. 

However, the term is typically reserved for larger, more broadly based 

applications. The introduction of an ERP system to replace two or more 

independent applications eliminates the need for external interfaces 

previously required between systems, and provides additional benefits 

that range from standardization and lower maintenance (one system 

instead of two or more) to easier and/or greater reporting capabilities (as 

all data is typically kept in one database). 

Examples of modules in an ERP which formerly would have been stand-

alone applications include: Manufacturing, Supply Chain, Financials, 

Customer Relationship Management (CRM), Human Resources, and 

Warehouse Management. 

Looking more closely at ERP systems, a key factor is the integration of 

data from all aspects of an organization. To accomplish this, an ERP 

system typically runs on a single database instance with multiple software 

modules providing the various business functions of an organization. 

Some organizations - typically those with sufficient in-house IT skills to 

integrate multiple software products - choose to only implement portions of 

an ERP system and develop an external interface to other ERP or stand-
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alone systems for their other application needs. For instance, the 

PeopleSoft HRMS and Financials systems may be perceived to be better 

than SAP's HRMS solution. And likewise, some may perceive SAP's 

manufacturing and CRM systems as better than PeopleSoft's equivalents. 

In this case these organizations may justify the purchase of an ERP 

system, but choose to purchase the PeopleSoft HRMS and Financials 

modules from Oracle, and their remaining applications from SAP. 

This is very common in the retail sector, where even a mid-sized retailer 

will have a discrete Point-of-Sale (POS) product and financials application, 

then a series of specialised applications to handle business requirements 

such as warehouse management, staff rostering, merchandising and 

logistics. 

Ideally, ERP delivers a single database that contains all data for the 

software modules, which would include the following… 

3.7.1 Manufacturing   

Engineering, Bills of Material, Scheduling, Capacity, Workflow 

Management, Quality Control, Cost Management, Manufacturing 

Process, Manufacturing Projects, Manufacturing Flow etc. 

3.7.2 Supply Chain Management   

Inventory, Order Entry, Purchasing, Product Configurator, Supply 

Chain Planning, Supplier Scheduling, Inspection of goods, Claim 

Processing, Commission Calculations etc. 

3.7.3 Financials   

General Ledger, Cash Management, Accounts Payable, Accounts 

Receivable, Fixed Assets etc. 

3.7.4 Projects   
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Costing, Billing, Time and Expense, Activity Management etc. 

3.7.5 Human Resources   

Human Capital, Recruitment, Personnel & Payroll, Training, Time & 

Attendance, Benefits, Career planning etc. 

3.7.6 Customer Relationship Management   

Sales and Marketing, Commissions, Service, Customer Contact & 

track record, and Call Center supports, Data warehouse 

applications, fraud management, Customer behaviour, learning 

patterns and analytics etc. 

…and, various Self-Service interfaces for Customers, Suppliers, and 

Employees.  

Enterprise Resource Planning is a term originally derived from 

manufacturing resource planning (MRP II) that followed material 

requirements planning (MRP). MRP evolved into ERP when "routings" 

became major part of the software architecture and a company's capacity 

planning activity also became a part of the standard software activity. ERP 

systems typically handle the manufacturing, logistics and distribution, 

inventory, shipping, invoicing, and accounting for a company. Enterprise 

Resource Planning or ERP software can aid in the control of many 

business activities, like sales, marketing, delivery, billing, production, 

inventory management, quality management, and human resources 

management. 

ERPs are often incorrectly called back office systems indicating that 

customers and the general public are not directly involved. This is 

contrasted with front office systems like customer relationship 

management (CRM) systems that deal directly with the customers, or the 
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eBusiness systems such as eCommerce, eGovernment, eTelecom, and 

eFinance, or Supplier Relationship Management (SRM) systems. 

ERPs are cross-functional and enterprise wide. All functional departments 

that are involved in operations or production are integrated in one system. 

In addition to manufacturing, warehousing, logistics, and Information 

Technology, this would include accounting, human resources, marketing, 

and strategic management. 

In the ever growing business environment the following demands are 

placed on the industry regardless of its nature and:  

i- Aggressive Cost control initiatives  

ii- Need to analyze costs / revenues on a product or customer basis  

iii- Flexibility to respond to changing business requirements  

iv- More informed management decision making  

v- Changes in ways of doing business  

Typically, before ERP implementation, each department has its own 

computer system optimized for the requirements that a department needs. 

As can be seen below: 

 

Figure 2 Stand alone System (Automation Concept) 



 

31 

 
(Source: Altekar Rahul V, Page 5, 2005.)  

 
ERP combines all the business requirements of the company together into a 

single, integrated software programme that runs off a single database so that the 

various departments can more easily share information and communicate with 

each other. As shown in the figure below: 

 

Figure 3 ERP Systems (Integration Concept) 
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(Source: Altekar Rahul V, Page 5, 2005.)  

 
ERP replaces the old standalone computer systems in finance, HR, Procurement, 

Inventory, manufacturing, etc. with a single application platform that facilitates 

various functional modules. Thus functional domain users will get their own 

advantages along with the added feature of availability of information across 

other departments to improve decision quality in optimum time. 

3.7.7 Empirical Evolution of ERP 

 

The emergence of concept for having a functionally integrated 

information system in an organization, started in the decade of 60s, 

when the manufacturing & production companies were constrained 

to meet the market needs due to limited financial resources, which 

were mostly gulped in heavy inventories and their poor 

management & controls. The costs used to run high due to 

inadequately planned procurements, high quantum of store 

materials and associated fixed & variable costs etc. putting major 

financial resources consumed & stuck in heavy inventories. The 
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optimum synchronization of market demand with production 

capacity of a plant – seamless stores & procurement flows of 

materials – controls over waste materials with quality concerns – 

and time to market, remained a nightmare for the managements to 

overcome constraints, and device such reporting systems those 

could improve health of their balance sheets (cash inflow/ outflows), 

resulting in sustained growth of business. The pressing demands of 

business dynamics of industrialization during last fifty years, turned 

out to be a paradigm shift from automation of functional business 

systems to an integration of an enterprise-wide resources planning 

information systems. A snapshot of empirical evolution of ERP 

systems may be viewed in the following table:    

              

Timeline System Description 

 

1960s 

 

Inventory Management & Control 

Inventory Management and control is the 
combination of information technology and 
business processes of maintaining the 
appropriate level of stock in a warehouse. 
The activities of inventory management 
include identifying inventory requirements, 
setting targets, providing replenishment 
techniques and options, monitoring item 
usages, reconciling the inventory balances, 
and reporting inventory status. 

 

1970s 

 

Material Requirement Planning (MRP) 

Materials Requirement Planning (MRP) 
utilizes software applications for scheduling 
production processes. MRP generates 
schedules for the operations and raw 
material purchases based on the production 
requirements of finished goods, the structure 
of the production system, the current 
inventories levels and the lot sizing 
procedure for each operation. 

 

1980s 

 

Manufacturing Requirements Planning 
(MRP II) 

Manufacturing Requirements Planning or 
MRP utilizes software applications for 
coordinating manufacturing processes, from 
product planning, parts purchasing, 
inventory control to product distribution. 
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1990s 

 

Enterprise Resource Planning (ERP) 

Enterprise Resource Planning or ERP uses 
multi-module application software for 
improving the performance of the internal 
business processes. ERP systems often 
integrate business activities across 
functional departments, from product 
planning, parts purchasing, inventory 
control, product distribution, fulfillment, to 
order tracking. ERP software systems may 
include application modules for supporting 
marketing, finance, accounting and human 
resources. 

Table 2    Empirical Evolution of ERP 
(Source: ERP Theory and planning by Altekar Rahul V; www.wikipedia.org) 

 

Difficulty in getting accurate data, timely information and improper 

interface of the complex natured business functions have been identified 

as the hurdles in the growth of any business. Time and again depending 

upon the velocity of the growing business needs, one or the other 

applications and planning systems have been introduced into the business 

world for crossing these hurdles and for achieving the required growth. 

They are:  

i- Management Information Systems (MIS)  

ii- Integrated Information Systems (IIS) 

iii- Executive Information Systems (EIS) 

iv- Corporate Information Systems (CIS)  

v- Enterprise Wide Systems (EWS)  

vi- Material Resource Planning (MRP)  

vii- Manufacturing Resource Planning (MRP II)  

viii-Money Resource Planning (MRP III)  

and, the latest planning approach and strategy added to the above list of 

tools is termed as Enterprise Resource Planning System (Bird eye-view is 

illustrated as below): 

Figure 4 A Typical ERP Structure 

http://www.wikipedia.org/
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Since 1990’s the development pattern of ERP implementation framework 

grew to accommodate the needs of the entire organization in a highly 

volatile technology based customer driven industries as illustrated below: 

Figure 5 Evolution of ERP (2000-2005) 
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3.8 Basic Support Systems of ERP 

As discussed earlier the ERP system comprises of number of modules 

each plays an important part. Considering the above figure a typical ERP 

consists of three basic systems  

i- Operational Support System (OSS) 

ii- Business Support System (BSS) 

iii- Decision Support system (DSS)  
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3.8.1 Operational Support Systems (OSS) 
  

Operational Support Systemrefers to systems that perform 

management, inventory, engineering, planning and repair functions 

for telecommunications service networks. The operational support 

systems are used by organizations to improve there business 

activities. Typical examples of such systems are: 

i- Taking a customer’s order 

ii- Configuring network components 

iii- Creating a bill and managing faults  

iv- Managing inventories etc. 

In the days long gone (i.e. before about 1985), OSS activities were 

normally performed by people passing paper around. However, it 

became plain around that time that much of this activity could be 

replaced by computers. In the next 5 years or so, the telephone 

companies created a number of computer systems (or software 

applications) which automated much of this activity. However, they 

were typically not linked to each other and therefore often required 

manual intervention. This manual intervention also effected the 

automated OSS as the data had to be reproduced to feed in to 

another system as discussed at the start of the chapter. With 

passsage of time the OSS were upgraded by the use of llinking 

methodologies and tools.  

Ideally, OSS architecture enables work flow electronically across 

the organization, providing visibility to the processes and resource 

utilization. It also should enable the service provider to manage the 

end-to-end service delivery process that often involves more than 

one type of order or transaction across the organization, as well as 
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with other service or network providers. Most importantly, this 

software should be available in a single solution, eliminating the 

complexity of dealing with a variety of systems. If a service provider 

cannot achieve this goal due to complex OSS requirements, the 

provider should carefully select best of the breed vendors offering 

proven, integrated solutions.  

In a nut shell OSS enhances the work flow efficiency of an 

organization by the use of IT (automation); and can be considered 

as source of collecting data for an organization. These systems are 

normally constructed within an organization for maximum 

customization while others purchase these systems. The 

challenges faced by these systems are the lack of decision making 

and lack of flexibility.  

3.8.2 Business Support System (BSS)  
 

Business Support Systems are the components that a telephone 

operator or telco uses to run its business operations. 

Typical types of activities that count as part of BSS are taking a 

customer’s order, managing customer data, managing order data, 

billing, rating, and offering B2B and B2C services. Business 

Support Systems are linked to Operational Support Systems (OSS) 

that maps processes into the functional areas of Fulfilment, 

Assurance and Billing where Assurance is typically covered by 

OSS platform. BSS and OSS platforms are linked in the need to 

support various end to end services. Each area has its own output 

of data and service responsibilities.  

i- The output of the BSS is refined information more 

specific to business objects as compared to OSS 
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ii- On the top of BSS is the DSS which is an integeral 

part of an ERP (as most organization stop there ERP 

implementation after reaching this stage) 

3.8.3 Decision Support System (DSS)  

 

Decision Support System is a highly flexible and interactive 

Information system which has a purpose of supporting decision 

making when the problem is not structured. It forms an alliance 

between the decision maker, and specialized support that is 

provided by IT. To improve the decision making one can bring the 

experience, intuition, judgement, and knowledge. The decision 

support system brings increased productivity, increased 

understanding, increased speed, increased flexibility, reduced 

problem complexity, and reduced cost. Information Technology 

brings speed, information, and processing capabilities. 

There are three fundamental components of DSS:  

a) Database management system (DBMS)  

b) Model-base management system (MBMS) 

c) Dialog generation and management system (DGMS). 

a) Data Management Component stores information (which 

can be further subdivided into that derived from an 

organization's traditional data repositories, from external 

sources such as the Internet, or from the personal insights 

and experiences of individual users) 

b) Model Management Component handles representations 

of events, facts, or situations (using various kinds of models, 

two examples being optimization models and goal-seeking 

models);  
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c) User Interface Management Component is of course the 

component that allows a user to interact with the system. 

A compound DSS is the most popular classification for a DSS. It is 

a hybrid system that includes two or more of the five basic 

structures described by Holsapple and Whinston (1996). 

According to Holsapple and Whinston (1996) DSS is classified into 

the following six frameworks: 

a) Text-oriented DSS 

b) Database-oriented DSS 

c) Spreadsheet-oriented DSS 

d) Solver-oriented DSS  

e) Rule-oriented DSS, 

f) Compound DSS 

The support given by DSS can be separated into three distinct 

interrelated categories 

i. Personal Support 

ii. Group Support 

iii. Organizational Support. 

Additionally, the build up of a DSS is also classified into a few 

characteristics:  

a) inputs: this is used so the DSS can have 

factors, numbers, and characteristics to 

analyze.  
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b) user knowledge and expertise: This allows the 

system to decide how much it is relied on, and 

exactly what inputs must be analyzed with or 

without the user. 

c) outputs: This is used so the user of the system 

can analyze the decisions that may be made  

d) make a decision: This decision making is made 

by the DSS, however, it is ultimately made by 

the user in order to decide on which criteria it 

should use. 

DSSs which perform selected cognitive 

decision-making functions and are based on 

artificial intelligence or intelligent agents’ 

technologies are called Intelligent Decision 

Support Systems (IDSS), (Gadomski et 

al.2001). 

The basic reason to implement DSS is to try and increase the 

chances of lifting the survival rate for the organization and 

positioning it for the future advantages making the best possible 

decisions and trying to be right as much as possible. It is also a 

central activity around which the organization may foster co-

operation and co-ordination towards agreed and mutual ends and 

means-expressed as the mission, goals, objectives, etc.  

This implementation enables the organization to look at a broader 

prospective and cope up with new frontiers that were never 

considered before such as:  

i- The competitive race: positioning and conditioning 
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ii- Organizational fitness and stretch  

iii- Organizational adaptability and flexibility 

iv- Evolutionary processes: life cycles, strategy and the 

passage of time  

v- Strategy integration and resource deployment  

vi- Organizational capacity for change etc. 

The organization’s sustained growth in a competitive market mainly 

depends upon its knowledge based resources and the capacity to 

translate the data into information and to knowledge leading to 

wisdom developing enhanced strategic vision and planning 

mechanism.  

The adoption of an organizational learning pathway transforms an 

entity into a knowledge-based enterprise lead by informed decision 

making, which should be taken as a strategic management 

challenge.       

4. Strategic Management and Planning Cycle 
 

Strategic management is that set of managerial decisions and actions 

that determines the long-run performance of a corporation. It includes 

environmental scanning, strategy formulation, strategy implementation 

and evaluation and control. 

There are number of features that separate strategic management and 

decision making form other types of managerial activity. All of them are 

concerned with survival and growth, and the longer rather than the 

shorter-term aspects of decision making. They include positioning, 

conditioning, fit, adaptability, flexibility, evolutionary effects, the 
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harmonization of parts with the whole, resource deployment and coping 

with change.  

In order for an organization to plan for the future and to cope with the 

above mentioned issues strategic management life cycle plays an 

important role along with the Porter’s five-force model  

Strategic Management and Planning Cycle(SMPC) 

 
(Source: Smith,Robin W, page 76, 2003) 

 

4.1 The Conditionals 

This component of the SMPC seeks to establish the patterns in 

organizational and environmental conditions that influence any 

decision about Means and Ends. The SWOT tool is most commonly 

used to develop the analysis. The SWOT is a powerful tool and well 

suited to this purpose. There are a variety of ways in which it may 
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be applied and the function it serves is crucial to good data 

collection, good analysis, and the testing of strategic options and 

choices. For existing organizations with some history, the legacy 

factors represent those traits and conditions that have shaped the 

organization that exists today. Knowing and understanding the past 

is a powerful advantage in shaping and selecting an appropriate 

future. 

4.2 The Database 

This sits underneath the conditionals and draws its content at least 

in the first instance form the results of the SWOT analysis. Its is 

best constructed and operated as relational database and like all 

relational databases the information that it contains should each be 

capable of being cross-linked to all others. Although the bulk of its 

information comes from the SWOT or other similar tools, Additions 

also flow in from other SMPC activates and especially from the 

results generated by the analytical. In this way database provides a 

store of knowledge about the organization to which the manager 

and planner can refer when, for example, they may wish to cross-

check proposals for action against possible barriers-the 

organizational weakness and environmental threats.  

4.3 Analytical 

These can consist of a wide variety of tools and techniques for 

gathering and analyzing information of relevance to strategic 

decision making: a knowledge of the state and condition of the 

industry within which the organization exists; how the organization 

assesses and deploy its resource; organizational culture and its 

impact on business attitude and behaviors: the creation and flow of 

value within the organization and between the organization and its 
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suppliers and customers; and the needs, requirement, and 

influence of its stakeholders on the strategy choice and selection.   

 
Figure 6 A Porters five forces analysis can complement other corporate strategies, 

including SWOT analysis.  

(Source: http://en.wikipedia.org/wiki/Porter%27s_5_Force_Model) 

 

SWOT analysis focuses on strengths, weaknesses opportunities 

and threats. Each element of a Porters five forces analysis can be 

looked at through the lens of a SWOT analysis. For instance, 

supplier power is increased if they are many rivals trying to get the 

supplies. But, also, entry barriers are increased if there are many 

tough rivals in the field.  

Other corporate strategies, like PESTLE analysis and Gap analysis, 

can add further dimensions. PESTLE analysis can give you an 

impression of the political, economic, sociological, technological, 

legal and ecological factors that influence Porter's five forces. Gap 

analysis allows you to see the gap between where a company is 

and where it should be, and what forces needed to be applied. 
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Bottom line all this can be achieved by the use of fully functional 

ERP system as it provides a broader and a new way of analyzing a 

company, market, economy, behaviors, customers and products 

etc. It considers economic rivalry to be of central importance, and 

suggests, one should concentrate on factors affecting the 

company's profit in a systemic model.  

4.4 Outputs and Outcomes 

This is where the actual goods and services produced by the 

organization are aligned with the benefits sought by the various 

stakeholder groups and most particularly the customers – industrial 

and or final user, channel or retail. It is the lynchpin relationship that 

locks into the end of value/ process chain and allows the 

organization to define and assess the effectiveness of its patterns 

of resource allocation and use. 

4.5 The Metrics 

These are the tools and measures employed to assess how 

effectively and efficiently the organization has implemented its 

strategic health of the organization as well as providing the data 

and information streams necessary for management to both 

amongst the measure that it uses are critical success factors and 

their related Key Performance Indicators (KPIs) (Smith,Robin W, 2003).  

After going through the above mentioned cycle the organization 

becomes prepared to interact with the industrial/environmental 

(societal) landscape.  
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5. Readiness & Preparedness 
 

The primary and foremost requisite for an organization to implement ERP 

is to ascertain the Readiness and Preparedness metric. The terms seam 

synonymous yet the states have significant difference and impact on the 

assessments if not understood explicitly.  Readiness may construe to 

willingness of the organization for change. If one declared to be “Ready” it 

does not qualify to be considered as “Prepared” or vise versa. Whereas, 

preparedness means understanding of scope of work, having plans in 

place, equipped with basic paraphernalia and the environment intact to 

execute the will. It may be exampled as if one may be asked if he is 

“ready” to go abroad and the answer would be YES! Yet when asked to 

take a plane within two hours from now, he may respond as he is “not 

prepared” to proceed!  

In another situation whenever a new term begins at universities, some 

faculty member will often say, "Well, I'm prepared, but I'm not ready yet!" 

This mean that their course-outline is prepared, their notes and handouts 

for the 1st lecture have been prepared, however, they are not ready to 

begin another term and wish to have a few more days. 

The organization must exercise the readiness and preparedness analysis 

before making a decision for ERP implementation which is one of the key 

successes determining factors that sustainability help in realistic planning 

of time, scope & cost dimensions of the project. 

5.1 Readiness Assessment  

The purpose of the readiness assessment review is to 

determine whether an organization is ready to implement an 

Enterprise Resource Planning programme. The assessment 

is a subjective measurement of the extent of willingness vis-

à-vis state of current conditions before beginning an ERP 

implementation regardless of the chosen software product. 
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The results will help ensure that an ERP implementation 

meets or exceeds the established goals that have been set 

for the initiative. It involves a wide range of questions and 

discussions to determine the preparedness in the following 

areas: 

The corporate Philosophy, Vision & Mission are reviewed 

and documented to ensure that all stakeholders have a 

common understanding of the values that drive the 

organization. 

This common understanding of business philosophy is vital 

to the success of any global initiative. Global business goals 

and objectives are reviewed and documented to ensure that 

there is consensus among the stakeholders regarding the 

path necessary to fulfill the vision and mission of the 

organization. These goals and objectives help establish 

specific ERP goals for guiding the management in making 

investment decisions on capability, scalability and cost. 

ERP Business goals and objectives are reviewed and 

documented to ensure that there is a clear definition and 

understanding of the business value that the ERP project is 

intended to deliver. These benchmarks become the baseline 

measurement for all decisions made regarding the design, 

execution of business processes, technology design, and 

implementation. With clear goals, the chances for a smooth 

implementation will increase and return on an ERP 

investment will be maximized. 

5.2 Preparedness Determinants 

An ERP implementation project warrants and requires a high 

level of detailed planning and preparation. Wherever the 

organization is in the process and whatever planning method 
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or approach is adopted, organization’s preparedness is to be 

determined in the following key areas: 

i- Communications 

ii- Leadership 

iii- Culture 

iv- Project Management 

v- Technical 

vi- Functional 

vii- Resources and Effort 

5.2.1 Communications Preparedness 

Communications is critical for a successful ERP 

implementation. However, most companies tend to take 

communications for granted and assume the organization 

will easily accept the change that an ERP brings which 

ultimately leads the organization to transformation process. 

In fact, the more focus and attention must be given to 

effective communication before and during your 

implementation, the better chance your project has for 

success. Early and continuous communications will help 

prepare for the significant cultural and business changes 

inherent in an ERP implementation. Identify the key 

milestones for your project, and plan to communicate these 

to constituents. Plan organization’s communications 

strategically – look at how and when information of varying 

detail and frequency should and will be dispersed to all 

stakeholders.  
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Some specific actions that have helped institutions improve 

their communications include:  

i- Assign or hire a communication specialist to be 

on the project team. 

ii- Develop a structured communication plan. 

iii- Require the project team to regularly monitor 

communication plan progress. 

5.2.2 Leadership Preparedness 

Project leadership is needed at all levels of the project– from 

executive and senior sponsorship, functional and 

departmental management, to the leadership of the 

implementation teams. Strong leaders at each of these 

levels are critical in ensuring goals and objectives are 

aligned and effectively and efficiently delivered. 

Leaders are also needed to drive resource support across 

functional and technical areas to ensure ongoing support 

and service work can be completed. Selecting the right 

project leadership can make or break the success of a 

project. If the leaders in your organization have never 

managed a project the size of an ERP implementation, 

accentuates training in leadership and project management 

prior to the kickoff of the project. Another resource would be 

to consider a third-party project manager to help implement 

the project and build strong leadership for future projects 

(Erickson Jennifer, 2005). 

5.2.3 Cultural Preparedness 

Teamwork and people interactions can also make or break 

large-scale projects. What are the interdepartmental 
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relationships at your organization like? Consider the 

following questions: 

i- What professional groups are there in your 

organization and what specific culture and 

attitude do they follow?  

ii- Do groups across your institution have a 

history of working well together? 

iii- Do institutional committees conduct meetings 

effectively? 

iv- Are goals reached and consensus-based 

decisions made without major conflict? 

v- Are institutional leaders aligned with the 

imperatives and priority of this project and 

other institution wide initiatives? 

vi- What is the general attitude across user ranks 

toward the ERP implementation? 

These questions may seem broad and generalized, but as a 

whole they contribute to your institutions’ culture as it relates 

to ERP implementation. Barriers in attitudes and working 

relationships can destroy chances of project success, and 

should be considered significant in your project planning. 

Any challenges being face now will likely be compounded 

under the stress of a large implementation. No matter what 

stage organization is in with ERP implementation, seek out 

the teamwork challenges, address them, and develop 

strategies to mitigate their impact on the project’s success 

(Erickson Jennifer, 2005). 
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5.2.4 Project Management Preparedness 

How will you manage a project of this magnitude? What 

project management structures, procedures and processes 

does the organization have in place? Consider the following 

additional questions: 

i- Have organization ever carried out a project 

similar in size and complexity to an ERP 

implementation? 

ii- If organization does not have experience with 

similar projects, then how has it managed other 

types of IS & T projects (standalone OSS/ BSS 

if any)? What are the outcomes of those 

projects? What lessons are learnt from the 

failures? What expertises are available and 

what resource is to be procured? 

iii- Having learnt from indigenous and industry 

experiences, has the organization ensured how 

not to Implementation ERP? 

iv- Is the organization accustomed to following a 

project management methodology or/ and it 

considers review to adapt a different approach 

to PMO structure? 

v- Are the basic concepts in project management 

of planning, scheduling, and controlling familiar 

to the project participants? 

vi- Will the organization resist following a 

methodical approach? Broad-based 

understanding of how a large-scale project 
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operates and how it affects your organization 

as a whole are critical.  

Using proven project management practices can greatly 

increase the likelihood of success of your ERP 

implementation. Regardless of the experience level with 

professional project management, one needs a well-defined 

scope and project schedule to detail how and when the 

project work will be accomplished. Equally important, a 

detailed scope and schedule will help determine what won’t 

be accomplished. One of the major risks in any ERP 

implementation is scope creep – this is when a project 

exceeds its original scope and deliverables. Outlining in 

specific terms what the project will and won’t include helps 

you mitigate the risk of scope creep. 

4.2.5 Technical Preparedness 

Technical staff plays a tremendous role in the 

implementation of an ERP system. Not only will the 

organization needs the right number of technical resources, 

but these resources will likely need training in new skills, 

especially moving from mainframe or mini legacy systems to 

more modern ERP architecture (Erickson Jennifer, 2005). 

Factors that will contribute to a technical preparedness 

judgment will include: 

i- Has the organization identified the internal and 

external resources to be assembled before 

project kick-off?  

ii- Has the organization been able to retain IT 

resources in the past? 
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iii- Does the organization have openings for 

specific skills they have not been able to fill? 

iv- Does the organization have any IT resources 

with experience in implementing application 

platform/ solutions similar in nature or size and 

complexity to an ERP system? 

An important consideration while examining organization’s 

technical preparedness is to determine if outsourcing or 

backfilling are possible options to support the technical work 

on the project. Most organizations find it difficult to release 

technical staff from their day-to-day operational 

responsibilities to complete project work and participate in 

the extensive training needed for an ERP. Providing “backfill” 

IT resources for daily routine operations can help free some 

staff members to devote the time needed on the ERP project 

(Erickson Jennifer, 2005).  

In some of the instances, particularly in deregulated telco  

business environment,  some of the organizations 

underestimate potential of their internal professional 

resources who have in-depth knowledge and experience 

across functional domain vertically and horizontally vis-à-vis 

IT projects management,  and prefer to procure parallels 

from the market assuming their implementation experience 

of an ERP product as an edge, whereas the organizational 

structure, culture, and processes knowledge remains a 

severe handicap to cover that requires in most of the cases 

more or less an equal time as of the project itself. This 

should be considered as a critical success factor as it proves 

to be the foremost process for an organization to be 

prepared for a strategic journey. 
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   4.2.6 Functional Preparedness 

While initiating implementation of an ERP system, 

organizations essentially have to choose between 

customizing the software to their existing SOPs and 

environment or modifying their business processes to the 

"Best Practices". The approach depends upon the policy of 

the corporate having mapped the existing practices in vogue 

across functional domains of the organization i.e. are the 

business processes well documented, optimized and meet 

all the requirements of an organization or it has moderate or 

significant variations from the industry’s best practices in line 

with the regulatory standards, recommendations and 

bindings. In case where either exist no documented 

business processes or lacks citations when referred, and 

business objectives are achieved through individual variant 

practices then Business Process Re-engineering (BPR) 

following technology-specific operations mapping framework 

should be an approach for the best practice. In such a 

scenario the organization is either re-designed from scratch, 

processes are adopted based on identified needs and 

requirements of the organization (having no legacy 

implications) following best practices or in case of an 

established entity having heavy legacies associated with 

multiple risk factors re-engineer and adapt  its variant 

business processes from the best practices.  

There can be a case where some of the functional units in 

the organization are structured while others are not. To cope 

up with such issues number of best practices exists for 

optimizing the functional domains, one of them is technology 

enabled re-engineering which begins with choices on 

approach and implementation methodology considered 
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before selection of ERP solution signifies the answers to the 

following questions: 

i- Is Re-engineering required, if so, what will be 

its scope? 

ii- Are all functional units fully structured and well 

documented if not than which units must be 

mapped and re-structured? 

iii- What stage the BPR will be initiated? 

iv- Which strategy should be adopted considering 

the time and resource constraint? 

v- While applying BPR number of issues must be 

considered from the organizational prospective, 

such as: analyze and map current business 

processes, exercise gap analysis and identify 

non-structured and non-value adding activities/ 

entities redesign or re-engineer the process to 

create value for the customer 

vi- Organization’s culture, existing IT resources, 

employee needs and promises relatively less 

disruption to routine work during the change 

programme must be considered. 

Along with functional units and business processes 

preparedness, staffing levels and the experience levels of 

the functional employees are just as critical and will thus 

form a crucial part in determining the “preparedness” of the 

organization to embark on the ERP project. Functional areas 

in many institutions have a few resource person or gurus of 
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their functional domain, which makes it difficult for individuals 

to be dedicated to work on the new ERP system and attend 

the necessary training. Functional staff generally finds it 

difficult to outsource some of their everyday duties. Hence 

an organization may need to configure and tightly couple its 

functional requisites with that of technical preparedness. 

4.2.7 Resource and Effort Preparedness  

 

Does the organization have an informed understanding of 

how big ERP implementation will be – especially in terms of 

the tremendous need for financial and people resources? 

Without previous experience, many organizations are blind 

to the vast amount of time and resources they will need. 

Here are some specific recommendations: 

i- Talk to business specific organizations which 

have implemented ERP systems. 

o Talk to their Information System and 

Technology departments. 

o Encourage the functional areas to talk 

with like functional departments. 

o Ask about their lessons learned from 

failures. 

o Mark turbulent and critical stages 

appearing during project’s different 

implementation phases and 

recommended measures taken to avoid 

risks.  
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o Find out what has changed after 

implementation. 

ii- Clarify and set realistic expectations across the 

organization, especially for the specific 

stakeholder groups involved. Make sure they 

all know how extensive this project will be and 

the levels of support that will be needed from 

all areas (Erickson Jennifer, 2005). 

5. Understanding ERP Solutions 

We shall introduce and compare the major ERP solutions and suggest the 

best possible off-the-shelf Industry Solution of Enterprise Software for 

business organizations. With so many different solutions available in the 

market, each offering a numerous unique attributes, sorting through them 

and selecting the right solution for an organization can be an extremely 

time-consuming and even daunting task. In fact, according to a recent 

study by The Wall Street Journal, 73% of all manufacturers are 

dissatisfied with their current ERP systems. However, following a clearly 

defined selection process and learning from others’ mistakes can 

drastically improve your chances of success. 

Selecting the right enterprise software for business, there are 4 common 

steps in the ERP selection process. Some of these steps are: 

 Define your critical product requirements 

 Develop a focused-list of solutions 

 Analyze vendor's strengths and weaknesses 

 Determine which solution is best for your business  
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ERP Software Selection Approach 

 
(Source: www.technologyevalution.com) 

 

The figure illustrated above visualizes the approach that will be followed 

for ERP solution selection.  

ERP system failures prove to be drastic and expensive by all means. A 

1998 study report found that certain ERP modules for finance and 

manufacturing had outages occur an average of 2.8 hours per week, with 

the average cost to business and productivity $39,950 per hour, for an 

overall average of $5 million per year. Obviously, risks leading to failures 

need to be minimized (Crawford Mike, 2002). The issues that follow have 

surfaced as the most frequent reasons for the failures, or lack of success, 

in these very expensive and endeavors strategic in nature: 

5.1 Misunderstandings about ERP Implementation 

http://www.technologyevalution.com/
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In first instance, as soon as organizations conceive the ERP 

implementation, it is taken as an IT project, which is the first 

blunder that puts the concept on a wrong track. ERP 

implementation should clearly be understood as a business 

management phenomenon. IT is an enabler to e-business 

enterprise & industry-wide. Yet, IT has one of the most 

significant responsibilities of ERP implementation 

management channelising IS as Ends and IT as Means. 

Secondly, ERP should be taken as a phenomenal strategy 

rather than a mere project (or one time activity), which 

ultimately determines the market & business positioning of 

the company by making erudite strategic decision on the 

subjects. It should not be forgotten, that there is an absolute 

difference between Automation and ERP implementation. 

Therefore handling the ERP implementation regime as an 

automation project will be considered as an utter fallacy.  

5.2 ERP: A Strategic Initiative or Operational Perspective 

The ERP implementation being a strategic initiative is 

usually viewed through operational perspective and a one 

time activity, whereas ERP is a strategic alliance with the 

product vendor having common view of benefits and loses. 

Therefore, conceptually ERP is a marriage between 

organization and ERP vendor. 

5.2.1 Inadequate Planning 

In order to change a system, it needs to be thoroughly 

understood, from top to bottom. A working system, although 

requiring a restructuring, does not necessarily equate to a 

mapped and logically comprehended system, yet the latter 
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level of understanding should be achieved before a 

successful ERP installation can be planned. A complete 

analysis of the targeted issues will afford the ability to plan 

the intended changes and foretell difficulties in integration, 

before they rise. 

5.2.2 Lack of Resolve 

Because of the huge expense that will be incurred from the 

purchase and integration of an ERP package, a real need 

should exist that all the participants, from the CEO, all the 

way to the end user can recognize. The transition should 

hold the potential for alleviating real effort in their daily work 

lives. ERP implementations fail because of politics and lack 

of understanding of the concepts, so everyone must be on 

board and agree the new ERP system is going to be an 

improvement over the current way of doing things. . 

The magnitude of the task of implementing any Enterprise 

Resource Plan needs to emphasize at every level of 

discussion with all stakeholders. Many cited instances of 

installation failure resulted from management, the 

participants or both losing resolve in the face of continuing 

unrequited effort. 

5.2.3 Inadequate Support 

Several of the case histories cited the inability of the 

consulting team to perform as promised, as the underlying 

reason for failure or success. It was stressed that a large 

part of the design process includes the review and selection 

of the best available consulting group. The functional 

modules and integration team resources should have 
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requisite industry specific ERP implementations & support 

experiences without which the project implementation 

becomes an R&D platform directly implicating triple 

constraint triangle (Time, Cost and Scope) concerns.  

5.2.4 Lack of Pre-Transition Training 

Most ERP publishing companies incorporate training plans 

to prepare the client company’s staff for the coming 

transition. There are typically scaled programs for the end-

user all the way up to the enterprise manager. The degree of 

preparation has direct correlation on the degree of success. 

It signifies the identification and deputation of functional 

domain experts lined-up with Subject Matter Experts (SME) 

vis-à-vis nature of users & their levels across organization.  

5.2.5 Lack of Corporate Sponsorship 

Another aspect to consider when choosing an ERP is 

whether, or how much the company is willing to change to 

adapt to the ERP, or whether they want the ERP to change 

and adapt the way they do business. An organization should 

keep in mind that customizing applications is expensive and 

also make the system more unstable and harder to maintain. 

Moreover, being a strategic initiative, the ROI and payback 

period, time and cost overruns possibilities, realistic, 

consistent & sustained policy factors should be examined 

and applied to ensure corporate sponsorship and 

commitment to ERP implementation.  

5.2.6 Compromises on Technology Roadmap 
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As the ERP implementation involves huge expense either in 

terms of human or financial resources as well as bare high 

stake in business industry, organizations still try to cut down 

cost by selecting the second best solution (skipping vague or 

inferior technology roadmap concerns). Consequently the 

organization suffers low ROI and operational chaos raising 

change management crisis in highly volatile technology 

environment. An organization should pay high value to the 

technology road map of the vendor’s solution based on 

continued past, present, future Investment & Release plans, 

Supports and continuity commitments, Industry and 

technology standard frameworks compliance etc. to carry the 

enterprise well into the next decade and to help drive future 

growth. 

Any compromise of the mentioned parameters vis-à-vis 

Service Oriented Architecture (SoA) based solutions takes 

the organizations to a road to no-where As ERP projects 

require lots of resources, it is essential for the organization to 

plan for at least five to eight years and pay significant 

importance to technology roadmap as it will ensure better 

ROI, operational efficiency, and competitive edge in the 

industry.  

5.3 Critical Product Requirements 
 

Operational excellence -- while providing visibility across the 

extended enterprise. Business organization should be able to 

quickly translate customer signals into operational response, both 

internally and with key partners.  

Faster response to business change -- to analyze information 

recorded in day-to-day operations, plus structured and unstructured 
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information from across the enterprise, in an executive dashboard. 

Business Organization should be able to respond faster to business 

and market changes, gaining competitive advantage.  

Seamless integration -- is required for mature optimum solution 

for the integration challenge from a business perspective by 

providing built-in application integration design and an open 

platform. It should be based on fully interoperable Web-based 

cross-application platform and remove incompatibility among 

enabling products, seamlessly integrating information and 

processes from geographically dispersed locations using diverse 

technologies, including Microsoft's .NET, IBM's WebSphere and 

Sun's Java technologies, etc. The organization should benefit from 

end-to-end process management and low total cost of ownership.  

Rapid time to benefit – that solves the implementation challenge 

by providing industry-specific best-practices templates and 

framework. The development of business specific industry solutions 

is driven by the needs of customers in multifaceted markets. As a 

result, organization should be able to accelerate implementation -- 

and its time to benefit.  

Global operations – allowing companies (particularly suppliers / 

vendors, interconnect customers, and extranet entities) to integrate 

their global operations by leveraging ERP solution’s core 

competences vis-à-vis  expertise in running large-scale, global 

implementations supported by more languages and country 

versions.  

Reliable support and operations -- powered by a sustained and 

pragmatic approach to technology (i.e. technology roadmap) that 

ensures reliable and scalable operations at least over a decade 

being a strategic business reliance phenomenon.  
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Adaptability – provisioned across breadth and depth of 

functionality that drives continuous innovation within the 

organization and allied companies and helps adapt to change. 

 

 

5.4 Focused-list of solutions 

Based on the business requirements of the organization some of 

the leading software companies have designed ERP software 

solutions which offer integration to all the functional units, thus 

transforming the organization into a single enterprise wide resource 

planning. Some of the most renowned service providers are briefly 

discussed below:  

5.4.1 SAP AG  

Founded in 1972 in Waldorf, Germany, SAP AG 

(Systems, Applications and Products in Data Processing) 

is a leading global provider of client/server business 

application solutions. Most prominent among SAP’s 

product range are the enterprise application suites R/2 

and R/3 applications for centralized and distributed 

systems architectures and the more recent mySAP 

solution for open client/server application 

implementations. 

SAP provides a core concept of ERP functional modules 

those encompass end-to-end functional business cycle, 

such as MM (Material Management Module) comprise of  

Purchasing, Inventory Management, Logistics Invoice 

Verification, Physical Inventory, Valuation, Material 

Requirements Planning (MRP) etc. integrated with FI/ CO 
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(Financials & Controlling Module) transacting interactively 

through  General Ledger, Accounts Payable, Banks, 

Budgeting, Funds Management, Cost Center Accounting, 

Internal Orders etc. 

SAP is a medium to large size enterprises’ choice and 

right solution planning to organizational transformation 

and configures the enterprise with external entities 

following value-chain models. 

With over 1000 business processes and applications built 

into the software, SAP platform has the embedded-

integration architecture supported by modular 

implementation methodologies with scalable designs for 

a company’s entire organization. A company’s business 

information is shared real-time with employees, suppliers, 

regulators, other business competitors and cooptioners, 

distribution channels, intermediaries to consumers/ 

customers providing end-to end solution whether the 

company (manufacturing or services providing) has 50 

employees or 100,000 regardless of size, and nature of 

industry (Altekar Rahul V, 2005). 

SAP Industry Solutions 

SAP industry solutions offer in-depth functionality for 21 

business groups, building on the powerful functions and 

comprehensive capabilities of our cross-industry 

solutions. These solutions fall under the following two 

categories: Manufacturing and Service as shown in table 

below: 

 

Manufacturing Service 
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Aerospace & Defense Banking 

Automotive Financial Service Providers 

Chemicals Telecommunication  

Consumer products Higher education & research 

Engineering & construction Insurance 

High Tech Media 

Mill Products Public Sector 

Mining Retail 

Oil & gas Service Providers 

Pharmaceuticals Healthcare  

Table 3 SAP Industry solutions 

(Source: Altekar Rahul V, Page: 40, 2005) 

5.4.2 ORACLE 

Oracle, the world’s second-largest software company, 

has an enterprise package solution in almost all business 

areas: the Oracle Applications include Oracle Financials, 

Oracle Manufacturing, Oracle HRMS (payroll, personnel), 

and Oracle Supply Chain Management. More than 4000 

customers in over 60 countries worldwide use Oracle 

applications. Oracle’s revenue from applications software 

licenses and application-related services is growing 

rapidly. Among these business areas, Oracle has the 

resources to develop a product could be a significant 

player in the financial area. Oracle Financials is a 

function financial management and accounting solution 

that includes: general ledger, fixed assets, order entry, 

accounts payable, purchasing, accounts receivable, 

inventory revenue accounting, and project accounting.  

Oracle e-Business Suite is a complete set of independent 

business applications (provide choices from small scope 

of automation to multiple modular combinations building 

integrated ERP environment) that enables you to 

efficiently manage customer interactions, deliver services, 

manufacture products, ship orders, collect payments and 
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more-all from a system built unified information 

architecture(Altekar Rahul V, 2005).  

Oracle Industry Specific Solutions 

Oracle’s industry specific solutions are as shown: 

Manufacturing Service 

Aerospace & Defense Banking 

Automotive Financial Services Providers 

Chemicals Healthcare 

Consumer products Higher education & Technology 

Engineering & construction Insurance 

High Tech Media 

Mill Products Travel and transportation 

Industrial manufacturing Retail 

Energy Service Providers 

Life Sciences Telecommunication  

 Government 

Table 4 ORACLE Industry solutions 

(Source: Altekar Rahul V, Page: 41-42, 2005) 

5.4.3 PeopleSoft 

PeopleSoft Inc. was founded by Dave Duffield and Ken 

Morris in 1987, when they built the first human resources 

application on a client-server platform. PeopleSoft 

develops markets and supports enterprise-wide software 

solutions to handle core business functions including 

Human Resource Management, Project Management, 

Treasury Management, performance Measurement, and 

Supply Chain Management. 

Extremely renowned for its customer service PeopleSoft, 

dedicates proximately 47 per cent of its staff to customer 

service in the areas of accounts management, product 

support, professional services, educational services and 

communication services (Altekar Rahul V, 2005). 

Industry Solutions 
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PeopleSoft industry solutions leverage best practices and 

industry domain expertise to deliver the best fit for the 

specific company’s needs. It delivers specific solutions 

for every industry as it has its own requirements—

whether they are regulatory, feature functionality, 

industry-specific products or complete solutions. The 

industries catered by PeopleSoft are: 

Manufacturing Service 

Consumer products Banking and Capital Market 

High Tech Healthcare 

 Higher education & Technology 

 Insurance 

 Service Providers 

 Communication  

 Public sector 

Table 5 PeopleSoft Industry solutions 

(Source: Altekar Rahul V, Page: 43, 2005) 

 

One of the features of PeopleSoft is that it focuses on medium-sized 

companies. Its packaged software PeopleSoft Select offers solutions that 

simplify application selection and implementation process on Microsoft NT 

and SQL server platforms. 

5.4.4 BAAN 

Baan is a business application and consulting company 

whose headquarters is in Netherlands and California. It 

delivers comprehensive enterprise-wide business 

Wholesale Distribution management software to 

companies’ worldwide requiring best-in-class 

manufacturing capabilities. BMCS (Baan Manufacturing 

Control System) was the first package developed by 

Baan for MRP-l, CRP and MRP-H. 

More than 4000 companies use Baan in 5000 sites 

worldwide. Baan conducts manufacturing, finance, 
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distribution, and service and maintenance operations. 

Baan applications support multiple currency, language, 

and taxation features. (Altekar Rahul V, 2005) 

Baan Industry Specific Solutions 

Manufacturing Service 

Aerospace & Defense Logistics 

Automotive  

Equipment & machinery  

Process Manufacturing  

Table 6 BAAN Industry solutions 

(Source: Altekar Rahul V, Page: 44, 2005) 

5.4.5 J.D. Edwards 

Founded in 1977 by Jack Thomson, Dan Gregory, and 

Ed McVaney and headquartered in Denver (Colorado), 

J.D. Edwards focuses on long-term business 

partnerships helping its 6700 customers in more than 110 

countries. The company through electronic medium 

collaborates with its customer’s business to manage their 

processes, supply chains, enterprise assets, and supplier 

and customer relationships. J.D. Edwards makes 

customers stronger, enabling them to solve their most 

important business challenges. The company offers 

collaborative enterprise software as well as consulting, 

education and support services. These offerings are 

differentiated by a deeply ingrained attitude of listening to 

customers, innovating on their behalf, and delivering 

solutions as part of a result-oriented relationship. It is a 

leading provider of Idea to Action enterprise applications, 

encompassing flexible, integrated software for distribution, 

finance, human resources, manufacturing and supply 

chain management (Altekar Rahul V, 2005). 
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J.D. Edwards Industry Specific Solutions 

Manufacturing Service 

Automotive Field Services 

Chemicals Public Services 

Consumer products Real Estate  

Engineering & construction Telecommunication 

High Tech/Electronics  

Mill Products  

Industrial manufacturing  

Energy  

Life Sciences  

Mining  

Paper  

Table 7 J.D Edward Industry solutions 

(Source: Altekar Rahul V, Page: 47, 2005) 

 

5.5 Analysis of ERP Solution Expertise & Marketability 
(Strengths & Weaknesses) 

 

We have seen above known popular brands of ERP and their 

claims. It is quite a cumbersome job to compare and analyze the 

strengths and weaknesses of these brands. However, by defining 

the parameters of qualifications according to the vision, mission & 

goals of organization, scope & costs, implementation strategies, 

and the analytics will lead to more objective choices. 

Here we’ll start with the market position of ERP solution providers. 

This will provide the first parameter of choice towards selection of 

the well positioned and established products recognized amongst 

popularly claimed ERP solutions. The challenges in determining the 

right ERP product/ solution are a bit complex while one considers 

several companies labeling software packages specifically 

designed to be ERP solution. Therefore, the selection criteria 

should not merely be parameterized on market position or share, 

but also consider parameters such as:  

 Marketability, 
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 Technology-roadmap, 

 Future trends, 

 Subscriber-base & customer support, 

 Ease of adoption, 

 Training,  

 Telecom industry’s specific business solutions 

 Suitability, etc… 

Table 8 Comparative ERP Products / Solutions Profile 

Source: Altekar Rahul V, page 57, 2005)

Company/ 

Criteria 

 

SAP 
Oracle 

 

PeopleSoft 

 

Baan 

 

J.D Edwards 

 

Year of 
establishment 

1972 1977 1987 1978 1977 

Country Germany USA USA Netherlands USA 

Flagship product R/3 
Oracle 
Application 

PeopleSoft 8 Baan IV OneWorld 

Strength area 
Presence across 
all functions & 
industry verticals 

Financials 
Human capital 
management 

Manufacturing Construction/Energy 

Latest offering 
mySAP 
SCM/CRM/PLM 

Oracle 11i AppConnect  iBaan World Software 

Development 
tool 

ABAP/4 Oracle forms Peopletools BaanC J.D. Power tools 

Comprehensive 
& industry 
specific 

Yes Yes No No Yes 

Major 
implementations 

High end- & 
med- market 
complete (end to 
end) 
implementations  

High end / mid-
small market 
(customized & 
modular 
implementations] 

Mid- market 
(Functional Module 
specific 
Implementations) 

High end & Mid-
market 

Mid-market 
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Figure 7 ERP Vendors Market Share 

                        Figure 30(b) 

Market Share of ERP solution providers (2000) 
     Figure 30(a) Market Share of ERP solution providers (2004) 

 

 

 

 
Source: 

www.technologyevalution.

com

SOLUTION Market Share (%) 

SAP 25 

Oracle 14.2 

Multiple Packages 9.8 

PeopleSoft 8.8 

J.D. Edwards 7.4 

BAAN 5.0 

QAD 2.5 

Other Packages 27 

Product Market Share (%) 

SAP 56 

Oracle/PeopleSoft 23 

Seibel 9 

Microsoft 12 

Microsoft, 12 

Seibel, 9 

Oracle/PeopleSoft 
 , 23 

SAP, 56 

SAP 
25% 

Oracle 
14% 

PeopleSoft 
9% 

Other Packages 
27% 

Multiple Packages 
10% 

J.D. Edwards 
7% 

BAA

N 5% 

QAD 
3% 

  



 

 

Considering the above table, software vendors and their respective 

products, SAP and Oracle are the two top companies offering 

Enterprise Resource Planning solutions.  

According to current status PeoplesSoft and J.D. Edwards having 

specialized area of competences in their product line such as HR 

and SCM finally ended-up in mergers with Oracle to strengthen 

their business base against SAP and are still in configuration 

stages yet not been proven to be seamlessly embedded products 

for a medium or large enterprise and sizable ERP implementation.  

Therefore, the natural choice for comparison of products/ solutions 

reduces to SAP and Oracle.  

As discussed earlier, the two ERP platforms reviewed here are 

currently the top competitors because each have successfully 

addressed the existing business needs and trends such as 

globalization issues and Internet solutions, albeit often in different 

fashions, scale & size of organization and nature/ insight of their 

planning (operational, tactical or strategic) vis-à-vis with different 

modules and methods. 

Oracle Corporation develops, publishes and services business 

management software. Their software is an enterprise level 

modular management package, running on an Internet platform, to 

develop and utilize applications on the Internet and corporate 

Intranets. Internet business applications software allows users to 

access and modify information or use the applications through an 

Internet browser on any client computer. The intended result is the 

automation of specific business data processing functions such as 

financial management, procurement, project management, human 

resources management, supply chain management, and customer 

relationship management. 



 

 

On the other hand, SAP is the current leader in providing ERP 

solutions (single core-competence) to large companies. SAP offers 

21 different industry specific solutions ranging from mining to 

healthcare to telecommunications. Through mySAP.com, 

companies can take advantage of a variety of e-business solutions 

that SAP now offers. For companies currently looking for an ERP 

package, the market share position and core strengths in data and 

transaction processing are deciding factors for upper management. 

A long history of successful integration along with a huge number of 

partners and supporting products make SAP solutions a very sound 

choice. SAP is well suited for extensive international systems 

where conversions will be a major issue. Some of the negative 

aspects of SAP include; written in a difficult language (ABAP/4), 

which includes many comments and references in German, very 

expensive to implement for small organizations while proves to be 

cost-effective in the long-run following economies of scale.   

We may discuss briefly the competences claimed by the vendors, 

with customers’ responsiveness to have driven a subjective opinion 

before proceeding to specific parametric comparisons. 

5.6 Responsiveness of Solution to Critical Business 
Benefits with ERP product 

The responsiveness comprise of a comprehensive family of 

business applications that allow companies to manage their entire 

value chain. Business benefits include: 

a. Operational excellence – Solution should enable 

operational excellence while providing visibility across the 

extended enterprise. Companies can quickly translate 

customer signals into operational response, both internally 

and with key partners.  



 

 

b. Faster response to business change -- Solution should 

allow companies to analyze information recorded in day-to-

day operations, plus structured and unstructured information 

from across the enterprise, in an executive dashboard. 

Companies can respond faster to business and market 

changes, gaining competitive advantage.  

c. Seamless Integration -- Solution should solve the 

integration challenge from a business perspective by 

providing built-in application integration and an open 

platform based on Enterprise Service Architecture (ESA) and 

companies may benefit from end-to-end process 

management and low total cost of ownership.  

d. Rapid Time to Benefit -- Solution should solve the 

implementation challenge by providing industry-specific best-

practices templates. The development of industry solutions 

is driven by the needs of customers in each market. As a 

result, companies can accelerate implementation -- and their 

time to benefit.  

e. Global Operations -- Solution should allow companies to 

integrate their global operations powered by the product 

through pragmatic approach to technology that ensures 

reliable and scalable operations and leveraging in running 

large-scale, global implementations. It should support more 

language and country versions than any other application 

suite.  

f. Adaptability -- Solution should provide a breadth and depth 

of functionality that drives continuous innovation within 

companies and helps them adapt to change. 



 

 

5.6.1 High-level parameters to select best ERP 
Implementation solution for business  

The Solution/ Product should at least be analyzed on the 

following qualifications: 

a) Quantitative & Qualitative merit based on laid down 

criteria   following organization’s documented 

evaluation methodology 

b) Seamless & fully Integrated real time ERP product 

c) Open system based on Enterprise Services 

Architecture 

d) Broader platform support for ERP implementation (e.g. 

communication middleware, languages, databases, 

OS and heterogeneous platform configurations) that 

strengthen the technology roadmap & strategies 

substantiating reliable, open, flexible & strong 

application based framework for  mission critical 

business goals   

e) A robust embedded Supply-Chain Management 

solution originally integrating (by design) Strategic 

Enterprise Management (SEM), Strategic Sourcing & 

SRM , e-procurement, Inventories and logistic 

management, Materials Requirement Planning (MRP-

I), Network lifecycle Management, Enterprise Assets 

Management,  Financial & Accounting Management  

f) Seamless configuration of OSS/ BSSes vis-à-vis 

practical migration methodology of other existing 

systems through Integration platform 



 

 

g) Aligned and synchronized to the most widely used 

and accepted standard for business processes in the 

specific business industry, ensuring organizational 

transformation following clear change management 

framework 

h) Having proven ERP implementation strategies those 

enhance/ raise the organizational learning curve in 

parallel,  empowering with knowledge base across 

company leading to informed decision making flat 

organization 

i) Total Quality Management approached ERP solution/ 

product following Value Chain processes based upon 

Strategic Management & Planning Life Cycle model 

enabling the organization to ensure competitive edge 

in industrial landscape through customer driven 

strategy 

j) Core competence in ERP systems, committed to 

comprehensive technology, product & customer 

support roadmap, having no other product line 

k) Imperative of ERP implementation being a mission 

critical business concern of long-term in nature leads 

to a strategic alliance with the solution provider rather 

than short-term contract, as it is a dynamic 

phenomenon not a one time activity. 

The fourth step in solution selection is the enterprise 

requirement; whatever decision an enterprise takes it should 

complement its business objectives and goals. For instance, 

after considering its internal requirements, business goals, 



 

 

strategic landscape, budget and other constraints the SAP/ 

Oracle solution may not seem to be a better choice as 

compared to other solutions.   

Now, ERP implementation selection signifies the project 

justification in terms of Financial / Cost Benefit analyses (e.g. 

ROI, Payback period (Years), Net Present Value (NPV), 

Average yearly cost of ownership and IRR etc.). The 

computation of these financial indicators is not in the scope 

of this course. However, one must understand the terms and 

their significance at the stage of planning being managers of 

an organization.  

5.6.2 Return on Investment (ROI) 

Today companies face a number of choices, and often these 

choices have subtle differences in capabilities, strengths, 

and weaknesses. It is not always obvious which technology 

is the best for your situation, or even whether you should 

replace an existing solution or wait. ROI is the best used to 

compare potential projects with other internal decisions and 

success factors.  

The first step while calculating the ROI is gathering the cost 

information. Most people know what they are planning to 

spend, so adding it up won't be too difficult. Unfortunately, 

it's easy to get confused and start including costs that are 

not directly associated with the project. Here are the generic 

rules to follow:  

 Count everything that is directly associated 

with the project. (I purchased a new server for 

this project) 



 

 

 Don't count infrastructure items not associated 

with the project. (I leveraged the existing 

network servers) 

  Do count infrastructure items that were driven 

by the project. (The company purchased a 

server because of this project and two others 

like it; include 1/3 of the cost) 

5.6.2.1 Basic Estimated Data 

There are six categories of cost. If you run through 

these in order, you're unlikely to miss anything. Keep 

in mind that some costs are one time and others are 

recurring. For instance, you purchase hardware once 

but pay maintenance on it every year (till defined 

useful life of the project). 

Software: This includes all software purchased for 

the project as well as the ongoing cost of 

maintenance.  

Hardware: As with software, include all of the costs 

and be sure to include maintenance. If you plan to 

depreciate hardware (or software), gather the total 

cost and the depreciation amount at each year (for 5-

year straight line, it's 20% per year). 

Personnel: Calculate the number of hours of internal 

personnel time (particularly IT personnel dedicated for 

the job) and multiply that by the fully loaded cost. 

Consulting: If you hire outside help, here's the place 

to include it. Don't forget, consultants have a way of 

returning year after year. 



 

 

Training: How many employees spent how many 

hours in training? Multiply this by the fully loaded cost. 

Include items such as trainer time and airfare. 

Other: this category includes services such as usage 

of media, telemarketing, direct mailing, web casting, 

airfare etc. 

The second phase in calculating refers to benefit 

analysis; there are two types of benefits that must be 

considered at this stage:  

 Direct/ Quantifiable 

 Indirect or Intangible or non-financial 
benefits  

Quantifiable Benefits 

 

Quantifiable benefits include items such as: 

a) Inventory reduction 

b)  Material cost reductions 

c)  Labor cost reductions  

d) Improved customer service and sales 

e) Improved accounting controls 

f) Positive impact on stock price 

Other quantifiable benefits include decreasing paper 

costs, reducing accounts receivable, limiting express 

mail, reducing or reassigning staff, selling old 

hardware, etc. while calculating the ROI one should 

keep in mind that some savings are one time (selling 



 

 

old hardware) while others are recurring (reducing 

staff).  

Indirect/ Intangible benefits  

 

The Intangible benefits of an integrated enterprise 

resource planning (ERP) system will increase 

efficiency for accounting, sales and management 

information system (MIS) functions and others.  

With a common database (due to ERP), accounting 

will no longer require duplicate files and redundant 

data entry.  Financial reports can be easily 

customized to meet the needs of various decision 

makers.  

Customer service can be improved by making valid 

delivery promises and then meeting those promises. 

Custom product quotations can be developed faster 

and more accurately, which improves job estimating.  

Delivery lead times can be shortened and customer 

inquiries on order status can be answered 

immediately.  

e-Commerce capabilities enable customers to place 

orders and check status over the internet at any time. 

In addition to customer convenience, this reduces the 

time requirement for sales and customer service 

personnel. 

Other example of indirect savings includes "reducing 

the time needed to test new software by 25%" or "the 

financial audit now takes 1 week rather than 3 

weeks." If one expects the company to increase sales 

by 10% because of the new sales support system, 



 

 

don't include both the profit on the increased sales 

and the value of your services becoming 20~50% 

more efficient.  This leads delivery of values with 

optimal time to market making business entity cost 

leader, through product/ services differentiation 

creating and maneuvering with focus/ niche 

manifestations by virtue of strategic organizational 

change (channel enhancement , leading in industry 

transformation, organizational transformation & 

convergence) ensuring the increase in profit. It's 

always better to count the more direct result (profit) 

rather than the indirect result (increased productivity). 

Such financial indicators play a significant part and 

prove to be an integral activity for the justification of 

the project and also provide the time frame on which 

the total cost of the project can be recovered.  

 

6. Approach to ERP Solution acquisitioning & Implementation 
Methodology  
 

Further to the above discussed activities the approach to acquisitioning, 

contracting and project management for ERP implementation may be 

adopted as briefly pointed out as follows: 

 

6.1 Preparation of RFP (Request for Proposal) 

A Request for Proposal (referred to as RFP) being one of the very 

basic documents designed for an invitation form suppliers, through 

a bidding process, to submit a proposal on a specific product or 

service. 



 

 

An RFP particularly in case of an ERP Implementation involves 

much more than  prices as it should seek basic corporate 

information and history, financial information (can the company 

deliver without risk of bankruptcy), technical capability (used on 

major procurements of services, where the item has not previously 

been made or where the requirement could be met by varying 

technical means), product & services information such as stock 

availability and estimated completion period, and customer 

references that can be checked to determine a company's 

suitability. 

RFP for ERP Implementation solution should include organization’s 

understanding on the subject, assumption & constraints, 

organizational functional domains, existing infrastructure & 

operational scenario etc. and specifications of the items, project or 

service for which a proposal is requested. The more detailed and 

structured the specifications, the better the chances that the 

proposal provided will be accurate and specific. Such specialized 

RFP should be launched across pre-qualified (commercially and 

technically reputed) suppliers or vendors (solution providers). 

6.2 Bid Evaluation:  

The bidders return a proposal by a set date and time. The 

proposals are used to evaluate the suitability as a supplier, vendor, 

or institutional partner. Discussions should be held on the proposals 

(often to clarify technical capabilities or to note errors in a proposal). 

In some instances, all or only selected bidders may be invited to 

participate in subsequent bids, or may be asked to submit their best 

technical and financial proposal, commonly referred to as a Best 

and Final Offer (BAFO). The Bidder should provide a complete pre-

qualification proposal taking into account all the clauses in this RFP. 



 

 

Point-Quantification schema for the purposes of pre-qualification 

weight-age may be awarded according to the Bidder’s capability.  

6.3 Award of Contract 

Subject to “Detailed Evaluation” the business organization should 

award contract to the successful bidder who scores highest in the 

evaluation criteria further that the bidder is determined to be 

qualified to satisfactorily perform the contract. 

The final evaluation of proposal of the bidders by a team of high-

level commercial & technical professional should be further 

evaluated through qualitative parameters and subject to the best of 

fit technical solution (Approach, Compliance to the requirements, 

Methodology, Project team composition, timeline) at lowest bid-

price over 5 years lifetime of the project, be awarded with the 

contract. 

7 Project Implementation Methodology 

Enterprise resource planning (ERP) systems have become very important 

in modern business operations. These systems have been credited with 

reducing inventories, shortening cycle times, lowering costs, and 

improving supply-chain management practices. ERP systems are 

designed to integrate all of an organization’s information system 

computing. ERP has been credited with increasing the speed with which 

information flows through a company. 

ERP has also been credited with creating value through integrating 

activities across a firm, implementing best practices for each business 

process, standardizing processes within organizations, creating one-

source data that results in less confusion and error, and providing on-line 

access to information. All of these features facilitate better organizational 

planning, communication, and collaboration.  



 

 

While there are problems between the conception of an ERP system and 

the delivery, ERP is an attractive idea. ERP can provide lower costs of 

doing business, making it a competitive tool in many industries. Often 

business partners within supply chains require use of ERP. The concept of 

ERP has revolutionized the information system/information technology 

(IS/IT) field. 

7.1 Elements of Implementation Methodology 

Assuming a decision on the BRP and ERP product has been taken, 

the implementation of ERP normally of five stages: 

 Design 

 Implementation 

 Stabilization 

 Continues improvement  

 Transformation 

This structured implementation programme will speed up system 

deployment and return on investment (ROI) adopting following 

approach: 

 conducting an effective gap assessment 

 business and technical processes 

 organizations measures 

 data conversion and data clean-up 

 agreeing on the implementation boundaries 

 project sponsorship and governance 



 

 

There are three commonly used ways of implementing ERP 

(Altekar Rahul V.,2005): 

The Big Bang: in this approach, which is the ambitious and difficult 

of approaches to ERP implementation, companies cast off there 

legacy system at once and install a single ERP system across the 

entire company. This approach proves to be devastating in most of 

the cases and is not recommended for telco business enterprises in 

particularly.  

Slam-dunk: Slam-dunk approach is generally followed by smaller 

companies expecting to grow into ERP. The goal here is to get 

ERP up and running quickly and to ditch the fancy re-engineering in 

favor of the ERP systems “canned processes”. Only the few 

companies that have approached ERP this way can claim much 

pay back from the new system. Therefore, a sizable company 

should not adventure into this approach.  

Franchising Strategy: this approach suits large or diversified 

companies that may or may not share many common processes 

across business units. Independent ERP systems are installed at 

each unit, while linking common processes across the enterprise.  

7.2 Approach to Implementation Methodology  

 

ERP generally refers to software that supports a wide set of an 

activity which helps the company manage its important functions 

like Planning, Finance, Supply Chain, HR, Network operations, 

Sales & Marketing etc. managements. As such, ERP consists of a 

multi-module application, which allows data to flow from one 

module to the other. It therefore not only integrates the business 

processes, but also offers intelligent information by correlating data 

from various modules. There are various methodologies in practice 

for implementation of ERP systems. These are based upon the 



 

 

experience gained through numerous implementations in 

heterogeneous environment meeting diversified business needs. A 

typical ERP system will use multiple components of computer 

software and hardware to achieve the integration. A key ingredient 

of most ERP systems is the use of a unified database to store data 

for the various system modules. 

7.3 Implementation Methodologies 

 

A methodology is a roadmap to an implementation. The purpose of 

a methodology is to deliver an implementation on time, according 

to specifications and within budget. Most vendors, especially in the 

software industry, have developed their own methodologies. 

Consulting companies also developed their own methodologies in 

relation to a product. Vendors primarily use methodologies as a 

marketing tool in order to alleviate the fears of the upper 

management when they are considering implementing a major 

software application (Enterprise Resource Planning, Supply 

Chain Management, and Customer Relationship Management etc.). 

Nowadays, ERP methodologies are beyond just marketing tools. 

They are now useful because vendors have gained from 

experience, and these methodologies have lived through several 

generations. Methodologies are now applied and used by project 

managers and their teams. If we just look at the ERP 

methodologies: they range from vendor-specific methodologies, 

such as “AcceleratedSAP” (ASAP) from SAP, to consulting firm 

products such as “The Total Solution” from Ernst & Young LLP and 

the “Fast Track Workplan” from Deloitte & Touche or Ascendant 

Oracle method developed with PricewaterhouseCoopers Consulting 

based on the Oracle AIM etc. 



 

 

If we try to generalize from the popular methodologies: a proven 

methodology is a complex tool that has been used over the years, 

and trial and error has perfected it. It usually comes from a 

reputable vendor that can afford to sustain this positive feedback 

loop that makes its methodology better. It is specific to the product 

or solution you are implementing. It is not a one-size-fits-all. 

Otherwise, it defeats the purpose. Therefore, the project team will 

have to fine tune the methodology from globalization perspectives 

understanding ethnocentric, region centric, polycentric, to 

geocentric factors according to the nature of business and project 

demands. This can be done internally, but it’s usually done by a 

consulting firm or the vendor. 

8. Business Process Management: 

Business Process Management (BPM) is a field of knowledge at the 

intersection between Management and Information Technology, 

encompassing methods, techniques and tools to design, enact, control, and 

analyze operational business processes involving humans, organizations, 

applications, documents and other sources of information. The term 

'operational business processes' refers to repetitive business processes 

performed by organizations in the context of their day-to-day operations, as 

opposed to strategic decision-making processes which are performed by the 

top-level management of an organization. BPM covers activities performed by 

organizations to manage and, if necessary, to improve their business 

processes to reach best practices. BPM differs from business process 

reengineering (BPR); a management approach to unbiased review of a 

company’s business processes, rapidly adopted by a huge number of firms, 

which are striving for transformation of business entity with renewed e-

enabled competitiveness, which they have lost or anticipate to lose due to the 

market entrance of foreign competitors, their inability to deliver the added 

value to satisfy customer needs, their insufficient cost structure or strategic 



 

 

vision. BPR does not aim at one-off revolutionary changes to business 

processes, but a continuous and dynamic evolution of unique, cost and time 

effective with differentiating quality product or service leading to TQM-

intensive business entity. 

8.1 BPM/R before or after ERP Implementation  

 

Processes, organizational structure and IT are the key components 

of BPR which automates business processes across the enterprise 

and provides an organization with a well designed and well 

managed information systems implementation, operations and 

maintenance. Generally organizations have two options: 

8.1.1 Directly Implement ERP and Avoid Re-engineering 

 

This option for implementing the ERP package is to adopt ERP with 

minimum deviation from the standard setting. All the processes in a 

company should conform to the ERP model and the organizations 

have to change its current work practices and switch over to what 

the ERP system offers. Although this implementation may provide 

high class system efficiency but if the employees do not have 

understanding of their internal customer needs or current 

processes or if these processes are not well defined and 

documented, employees would lack process ownership and 

orientation. Issues like organization structure, culture, lack of 

involvement of people, etc. can lead to major implementation 

difficulties, and full benefits of standard ERP package may not be 

achieved. It may lead to a situation where the organization may 

have to again reengineer its processes and abandon its legacy 

systems.  This could turn out to be a very costly mistake (Altekar 

Rahul V, 2005). The company having no legacy of business (clean 

slate) or just plans to establish new business may follow industry 

best practices structuring an ERP enabled enterprise with cutting 



 

 

edge in competitive market.   The ERP enabled entity following 

clean slate best practices after project implementation may be 

viewed as First Fit: 

Figure 8 FIRST FIT Scenario 

 
Whereas, a company is likely to doom if it strategize to enforce its hard-

coded/ rigid business policies and processes on an industry best practices 

driven ERP solution, which one may visualize as Worst Fit, illustrated 

below: 

 
 

Figure 9 WORST FIT Scenario 



 

 

 

8.1.2 Pre-ERP Implementation Business Processes Re-
engineer 

According to this re-engineering option, organizations needs to 

analysis current processes, map existing business processes, 

identify non-value adding activities, redesign the process to create 

value for the customer, and then customize ERP application to suit 

the organization’s requirements. According to this view, employees 

will develop a good sense of process orientation and ownership 

(Altekar Rahul V, 2005). 

This would be customized solution considering the organization’s 

structure, culture, existing IT resources, employee needs and 

promises relatively less disruption to routine work during the change 

programme. It is likely to have a high probability of implementation. 

As the BPR process itself in general not followed by the best in the 

class, the organization should adopt the industry specific world-

class research and best practices framework. Adopting industry 



 

 

best practices and customization followed by optimization of 

specialized exiting processes in conformance to industry specific 

frameworks will lead the company to successful implementation 

with best ROI and creating ERP enabled organization with 

competitive edge.  This will drive the Best Fit scenario as: 

 

Figure 10 BEST FIT Scenario 

 

8.2 Business Process Management Deployment  

The deployment of Business Process Management organization is 

the soft-core objective of ERP implementation. It should be planned 

through Building the  Business Process Model for the organization. 

The strategy for building business process management model is 

adopting the industry best practices and standards through laid 

down methodology such as: 



 

 

 Project Management for Best Practices & Standards 
Deployment   

 Process Mapping Case Study 

 Future Plan 

The activity may be divided into three major phases  

Figure 11 Process Management Programme 

 
 

After completion of BPR phase this would take the ERP 

implementation to its journey passing through the phases defined in 

models discussed above following project management plan and 

contingency planning, monitoring and control. The final and 

foremost concern of this topic is to configure a business 

organization cross-functionally integrating functional resources 

business activities optimizing value chains inter-organizationally 

vis-à-vis extending interface to extranet of different business and 

regulatory entities’ value-chains on its ERP platform creating end-

to-end competitive edge driven by customer value-chain. 

 The Post ERP Implementation measurement and dynamically 

continuous value-upgrading in organizational value-chain is the 

final phase to determine whether performance goals could be met. 



 

 

8.3 Continuous Improvement and Performance Optimization 

The evaluation of performance optimization includes the monitoring 

of qualitative and quantitative business and customer satisfaction 

performance measures should be conducted the change planning 

management. A comparative analysis of customer value-chain 

requirements to process performance goals should be conducted at 

the end of each production cycle to identify unmet expectations that 

demand further design improvement. Due to BPR's greater reliance 

on self-managed team structures and the use of generalists, a 

detailed audit of the redesigned processes may be prudent to 

ensure process integrity. Individual and team satisfaction measures 

should be analyzed as well as the communications flows between 

jobs, activities and sub-processes. The results of this evaluation 

may require immediate modifications to the new process or feed 

into a organization’s total quality management activity. Such a 

feedback loop provides an audit of the performance of the 

redesigned process and optimization eventually creating a 

differentiation of product or services, delivering true value to 

customer establishing competitive edge over other competitors. 

8.4 Link to Quality Improvement Creating Competitive Edge 

While the BPR goals differ from quality programs that aim at 

incremental gains, the continuous improvement phase provides a 

fundamental link between the more radical focus of BPR and the 

continuous incremental improvements of TQM. It may be necessary 

to continually fine tune certain aspects of the new process until 

acceptable performance gains are achieved. By using traditional 

TQM techniques the defined business process performance 

measurements can be monitored continuously to ensure that 

additional process improvements are made over a period of time. 

This link between BPR and quality improvement can be seen as 



 

 

soon as the ERP implementation project is commissioned and put 

in production within one and a half year as per ROI and Payback 

period indicators presented under cost-benefit data analysis.  

The enterprise will be able to achieve its organizational objectives 

subject to application of professional management skills, erudite 

and expeditious decision making. The highest risk to the project 

remains the handling and managing three Ps, i.e. People-HR, 

Processes- Business Process and Platforms- IT Infrastructure & 

Operations. 

In dynamic re-generating environment the new service/ product 

development process by adopting techniques of the Quality 

Function Deployment (QFD) from TQM to translate customer needs 

into specific product requirements. ERP Implementation will 

differentiate organization from market competitors, new entrants, 

rivals and substitute services/ products and create competitive 

edge in business industry being the only QFD-enabled enterprise. 

This BPR/TQM link is the heart of ERP corporate strategy that 

embeds quality and business process re-engineering 

managements to set services trends, quality standards and market 

leadership.  

ERP Implementation will push the organization to identifying critical 

customer attributes and to create a specific link between customer 

attributes and services design parameters through quality function 

deployment. It will help business management to design: 

 What Attributes are critical to organization and 

competitors’ customers? 

 What design parameters are important in driving those 

attributes? 

 What should the design parameter targets be for the new 

design? 



 

 

 How would the designed parameters of new designs 

ensure organization gain competitive edge in the 

business industry? 

The business industry model of ERP Implementation designed for 

the organization makes its market and more precisely consumer 

driven entity having a sharp customer focus produce designs that 

are responsive to customer needs ,expectations and value-added 

satisfaction establishing the business entity a uniquely proactive. 

8.5 Employee Involvement and Empowerment 

Processes and organizational transformation cannot be improved if 

employees are either not fully involved or fully empowered. Having 

implemented ERP in enterprise employee’s involvement becomes 

an integral component of the organization having well defined KPI 

and performance evaluation leading each employee’s contribution 

toward achieving the organizational goals. These contributions are 

valued by the management and they both recognize that Telco's 

success depends on total employee involvement. Employee 

empowerment under ERP-deployed organization means 

authorization of employees to identify and solve problems hindering 

quality efforts. Process owners must be empowered by the 

management to recognize and solve problems. For effective TQM 

driven ERP Implementation capacitate and empower the process 

owners across organization to use organizational resources for 

eliminating all types of problems and effectively improve quality 

management. 

Employees involvement requires management's willingness to 

empower subordinates and through self-servicing and interactive 

audit feedback tracking system. Through ERP based organizational 

information strategy the enterprise management can define the 

common vision for Telco so that empowered employees know what 



 

 

their roles are in achieving these objectives. Concurrently the 

employees become trained properly to take up organized problem 

solving initiatives using organizational resources to perform better 

and add value to organizational outcome.  

Thus employee involvement and empowerment are one of the 

major achievements of an enterprise to tap the full potential of the 

workforce in attaining organizational objectives. Discretionary 

efforts of empowered employees can be recognized and tapped for 

ensuring the success of continuous improvement programs through 

ownership commitments and involvement in setting up systems to 

support customer driven value chain within organization vis-à-vis 

external entities (industrial landscape, intermediaries and 

consumers) aligned with information system based quality 

management activities.  

 
8.6 Core Benefits of ERP System Implementation: 
 

The implementation of an ERP System shall result into the 

following core benefits (as discussed in chapter 2): 

a) Compliments the overall strategic objectives of the 

organization 

b) Company-wide Integrated Information System (IIS) 

covering all important business functions such as 

creating differentiated services, Product designing, Sales 

& Marketing, Distribution channels, Customer Care & 

Services, Payables, Receivables, Inventory, Accounts, 

Human resources, Purchases / Supplier Relationship 

Management etc.  

c) Bridge the information gap across the organization.  



 

 

d) Complete integration of Systems not only across the 

departments in a company but also external business 

entities/ organizations following back & forward 

integration approach i.e. B2B, B2C, B2E, B2G etc. 

e) Automatic introduction of latest technologies like 

Electronic Fund Transfer (EFT), Electronic Data 

Interchange (EDI), Internet, Intranet, Video conferencing, 

e-Commerce etc.  

f) Will eliminate most of the business problems like Material 

shortages, Inventory & Quality problems and optimize 

Productivity enhancement , Customer service, Cash 

Management, Prompt delivery and time to markets etc.,  

g) Addresses the current requirements of the company but 

also provides the opportunity of continually improving and 

refining business processes strengthening the 

organization’s vibrancy.    

h) Business intelligence tools like Decision Support 

Systems (DSS), Executive Information System (EIS), 

Reporting, Data Mining and Early Warning Systems 

(Robots) for enabling people to make better decisions 

and thus improve their business processes.  

i) Integrates and streamline the entire business processes 

of core functional departments 

j) Improves visibility into business, financials, and 

compliance performance across the enterprise 

k) Improves the coordination among core functions of 

organization 



 

 

l) Shares the meaningful critical information for timely and 

informed decision making horizontally and vertically 

across the organization 

m) Provides a single data source for all integration software 

applications resulting in single version of truth 

n) Enables to meet the complex regulatory demands in de-

regulated environment 

o) Strengthens control to enforce compliance with company 

and regulatory policies  

 
ERP system implementation  ensure that the organization establish a competitive 

edge in business industry, leveraging a e-nabled business advantage by virtue of 

knowledge based organizational learning strategy taking up the position of 

industry leadership with greater social and business responsibilities. 

 

The key to the success is the management’s capacity & capability to make lucid, 

informed and erudite decisions faster than the time (building the DECISION to 

TIME theory of relativity) and learn from experiences. 



 

 

 
CASE STUDY 

 

ERP Implementation Approach- Management’s Understanding: 

Determining Factor for Failure or Success 

(FoxMeyer Case Study) 

 

Probably the most famous implementation of ERP was by FoxMeyer Drug, a 

holding company in the health care services industry specializing. In the 

wholesale distribution of drugs and beauty aid. Its customers were drugstores, 

Chains, hospitals, and care facilities. FoxMeyer had 23 distribution centers 

across the United States. Due to an aging population and growth in the United 

States, FoxMeyer anticipated high growth in the industry, but extreme price 

competition in the industry threatened FoxMeyer’s margins. 

Fox Mayer adopted long term strategies of efficiently managing inventory, 

seeking low operating expenses building stronger sales and marketing efforts, 

and expanding services. 

 

Before adoption of SAP’s ERP FoxMeyer had three linked data processing 

centers. Its old system involved customers filling out electronic orders, which 

were sent to one of three data processing centers. Orders were filled manually 

and packaged within 24 hours. The company had recently completed a national 

distribution center with multiple carousels and automated picking, with the 

capability of tracking inventory to secondary locations. 

 

Misfortune strikes… 

The new distribution system was adopted to capitalize on growth. FoxMeyer 

anticipated large volumes to enable it to lower unit costs, and thus undercut 

competitors on price. The company hoped to save $40 million in annual 

operating costs. The new ERP would need to handle hundreds of thousands of 

transactions, and meet Drug Enforcement Administration (DEA) and Food and 

Drug Administration (FDA) regulations. SAP’s R/3 system was selected, and 



 

 

Andersen Consulting was hired to integrate the $65 million system. At the same 

time, FoxMeyer adopted an $18 million project with another firm to install a 

warehouse automation system. 

 

The major fundamental error FoxMeyer seems to have committed was to 

anticipate full savings from its ERP and warehouse systems based upon timely 

project completion within 18 months. To take full advantage of these anticipated 

savings, the company signed large new contracts, underbidding competitors 

based upon new expected lower costs. How ever, there were coordination 

problems across systems, as might reasonably have been anticipated. The new 

contracts that FoxMeyer signed also forced changes in system requirements. 

Unfortunately, these changes needed to be made after testing and development 

were under way. Because the ERP project was running late, FoxMeyer revised 

its schedule arbitrarily, telling project management to complete it 90 days earlier 

than project management thought reasonable. 

 

At the same time, the warehouse system consistently failed, suffering from late 

orders, incorrect and lost shipments, and operating losses of more than $15 

million. In August 1996, FoxMeyer filed for bankruptcy, subsequently, the firm’s 

assets were purchased by McKesson. 

 

While It Is impossible to know exactly why the project went amiss, some issues 

seem relatively clear. SAP takes the position that its system was successfully 

installed and functioned appropriately. The apparent factor of concern was an Uri 

merited confidence in the project keeping on schedule, and working as planned. 

Historically, IS/IT projects tend not to do that. It is only prudent to allow for some 

slippage in time and budget, and to not count on full project functionality until 

after testing and installations are complete. 

 

Case Questions: (Activity) 

1. Risk analysis: Fox Meyer’s project management failed to consider the 



 

 

possibility of project delays. Unfortunately, information systems project 
are notorious for time overruns (Gartner Group often cities figures in the 
70 percent range). The magnitude of Fox Mayer’s ERP project, and its 
importance to operations, made delay very damaging. There are two 
broad approaches to developing an information system project-do it all at 
once (referred to as the “big-bang” approach in ERP literature) or 
develop the project in phases. Would Fox Meyer’s have benefited from 
as more conservative project development approach? 
 

2. Change management: Another risk-related factor was reliance upon 
key customers. FoxMeyer suffered the loss of a key customers in the 
midst of its ERP development. It reacted by aggressively seeking 
replacement business by assuming the system was going to work as 
planned, and cost no more than planned. Using these optimistic costs, 
FoxMeyer bid low on new work.  Costs did not turn out to be as a low as 
expected, Should FoxMeyer have anticipated this? What would have 
been a better approach to solve its problem of lost business?  
 

3. Human issues: FoxMeyer included a warehouse automation project in 
its strategic plans.  Employees at the warehouse saw the writing on the 
wall and apparently did not cooperate to the fullest. One primary reason 
information systems projects are adopted is to reduce cost by getting 
more done with fewer people, Which means fewer employees if there is 
not significant increase in volume of work.  The employees accurately 
perceived the impact of the automated system on their futures.  What 
could FoxMeyer have don’t to avoid this problem? 
 

Sources:   
a) Most information on Fox Meyer Drug was gathered by Jason Donalson, Julie Seibold, 

Matthew Welch, and Sok Woo Yoon, graduate students at Texas A&M University, as part 
of the requirements of a semester project. 

b) T. Ehrhart, “Tech Lawsuits, Insurance Costs Escalate-as Does Cost of Doing Nothing, 
“ National Underwriter 10, no.46(November 12,2001). 

 

 

 

 

Getting Success out of Failure… 

After FoxMeyer’s bankruptcy filing, the major drug firm McKesson purchased 

FoxMeyer’s assets and reported some success with ERP. But before that, 

McKesson had adopted SAP’s R/3 for an initial implementation in the mid- 1990s. 

This project was cancelled in 1996 after spending $15 million. It had included 

business process reengineering but the new processes didn’t mesh well with R/3. 

In 1997, McKesson acquired FoxMeyer Corporation. Based upon its past 



 

 

experiences, McKesson carefully designed a new R/3 implementation project. 

 

The new project was scaled back by dropping a number of modules, and it was 

implemented one module at a time to ensure proper functionality. The project 

management team developed a cautious rollout schedule and rigorously held to 

that schedule. A separate group was formed to test the ERP system to avoid 

developer bias. This approach proved successful. The final phase of the $50 

million system neared on-time completion within budget and without business 

disruptions. 

 

The system imposed tremendous changes in end-user jobs. The implementation 

included careful analysis of these changes, with surveys, focus groups, 

demonstrations, and computer-based training adopted before formal training 

classes. Over 3,000 end users were expected to work on the system by 

completion of project implementation. 

This example demonstrates that it is possible to bring an ERP implementation 

project in on time, within budget, and with full functionality. However, as 

demonstrated by McKesson’s experience, such success comes at the cost of a 

great deal of planning and project management efforts.  

 

 
 
References: 

1. Kazi, Mohammad Adil A , ERP System Implementation: as 
PTCL’s Competitive Edge in Telecom Services Business 
Industry in Pakistan, 2006-2007 

2. Smith, Robin W, Strategic Management ,Col 2003, page:181-
182,page:76-78, Commonwealth of learning, Vancouver, 
Canada, 2002   

3. LeCouvie Kelly, Management and Organization Block 10 ,Col 
2002, page:8,page:10-11, Commonwealth of learning, 
Vancouver, Canada, 2002  



 

 

4. LeCouvie Kelly, Management and Organization Block 6 ,Col 
2002, page:4, page:12, page: 14-15, Commonwealth of 
learning, Vancouver, Canada, 2002  

5. Altekar Rahul V, Enterprise Resource Planning Theory and 
Planning, 2005, page: 4-5, page:39,page: 40-41, page:42 ,page: 
43-44, page: 45, page: 98-99, page: 100-101. Asoke K. Ghosh, 
Prentice-Hall, New Delhi, India, January 2005   

6. Erickson Jennifer, 
URL:http://www.collegiateproject.com/articles/Ready%20or 
%20 Not.pdf , 2005, page: 2-4, Accessed October  09, 2006 

7. LeCouvie Kelly, Management & Organization, Col 2003, 
page:113-115, 189, Commonwealth of learning, Vancouver, 
Canada, 2003 

8. Smith, Robin W, Strategic Management, Col 2003, page:113-
115, 189, Commonwealth of learning, Vancouver, Canada, 2003 

9. David Olson, Managerial Issues of Enterprise Resource 
Planning, 2004, page 13. Tata McGraw-Hill Publishing 
Company Limited, New Delhi, India 

  

 


	1.pdf
	2.pdf
	3.pdf
	4.pdf
	5.pdf
	6.pdf
	7.pdf
	8.pdf

