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Bookshelf Online: Using MIS 2014
An organization responds to the structure of its industry by choosing a . Porter followed his five forces model 
with the model of competitive strategies, shown in . According to Porter, firms engage in one of these
strategies. An organization can focus on being the cost leader, or it can focus on differentiating its products or 
services from those of the competition. Further, the organization can employ the cost or differentiation 
strategy across an industry, or it can focus its strategy on a particular industry segment.


See the Ethics Guide on pages 86–87 to learn how a change in strategy can greatly affect a company’s 
culture.


Consider the car rental industry, for example. According to the first column of Figure 3-5, a car rental 
company can strive to provide the lowest-cost car rentals across the industry, or it can seek to provide the 
lowest-cost car rentals to an industry segment—say, U.S. domestic business travelers.


Figure 3-5 Porter’s Four Competitive Strategies


2Based on Michael Porter, Competitive Strategy (New York: Free Press, 1985).


Ethics Guide: YIKES! BIKES


Suppose you are an operations manager for Yikes! Bikes, an AllRoad Parts customer that manufactures 
high-end mountain bicycles. Yikes! has been in business more than 25 years and has an annual revenue of $35 
million. The founder and sole owner recently sold the business to an investment group, Major Capital. You 
know nothing about the sale until your boss introduces you to Andrea Parks, a partner at Major Capital, who is 
in charge of the acquisition. Parks explains to you that Yikes! has been sold to Major Capital and that she will 








in charge of the acquisition. Parks explains to you that Yikes! has been sold to Major Capital and that she will 
be the temporary general manager. She explains that the new owners see great potential in you, and they want 
to enlist your cooperation during the transition. She hints that if your potential is what she thinks it is, you will 
be made general manager of Yikes!


Parks explains that the new owners decided there are too many players in the high-end mountain bike 
business, and they plan to change the competitive strategy of Yikes! from high-end differentiation to lowest-
cost vendor. Accordingly, they will eliminate local manufacturing, fire most of the manufacturing department, 
and import bikes from China. Further, Major Capital sees a need to reduce expenses and plans a 10 percent 
across-the-board staff reduction and a cut of two-thirds of the customer support department. The new bikes 
will be of lesser quality than current Yikes! bikes, but the price will be substantially less. The new ownership 
group believes it will take a few years for the market to realize that Yikes! bikes are not the same quality as 
they were. Finally, Parks asks you to attend an all-employee meeting with the founder and her.


At the meeting, the founder explains that, due to his age and personal situation, he decided to sell Yikes! to 
Major Capital and that starting today Andrea Parks is the general manager. He thanks the employees for their 
many years of service, wishes them well, and leaves the building. Parks introduces herself to the employees 
and states that Major Capital is very excited to own such a great company with a strong, quality brand. She 
says she will take a few weeks to orient herself to the business and its environment and plans no major 
changes to the company.


You are reeling from all this news when Parks calls you into her office and explains that she needs you to 
prepare two reports. In one, she wants a list of all the employees in the manufacturing department, sorted by 
their salary (or wage for hourly employees). She explains that she intends to cut the most costly employees 
first. “I don’t want to be inflexible about this, though,” she says. “If there is someone whom you think we 
should keep, let me know, and we can talk about it.”








Source: Claudiu Paizan/Shutterstock and PSD photography/Shutterstock


She also wants a list of the employees in the customer support department, sorted by the average amount of 
time each support rep spends with customers. She explains, “I’m not so concerned with payroll expense in 
customer support. It’s not how much we’re paying someone, it’s how much time they’re wasting with 
customers. We’re going to have a bare-bones support department, and we want to get rid of the gabby chatters 
first.”


You are, understandably, shocked and surprised … not only at the speed with which the transition has 
occurred, but also because you wouldn’t think the founder would do this to the employees. You call him at 
home and tell him what is going on.


“Look,” he explains, “when I sold the company, I asked them to be sure to take care of the employees. They 
said they would. I’ll call Andrea, but there’s really nothing I can do at this point; they own the show.”


In a black mood of depression, you realize you don’t want to work for Yikes! anymore, but your wife is 6 
months pregnant with your first child. You need medical insurance for her at least until the baby is born. But 
what miserable tasks are you going to be asked to do before then? And you suspect that if you balk at any task, 
Parks won’t hesitate to fire you, too.


As you leave that night, you run into Lori, the most popular customer support representative and one of your 
favorite employees. “Hey,” Lori asks you, “what did you think of that meeting? Do you believe Andrea? Do you 
think they’ll let us continue to make great bikes?”


DISCUSSION QUESTIONS


1. In your opinion, did the new owners take any illegal action? Is there evidence of a crime in this 
scenario?
2. Consider the ethics of the statement that Parks made to all of the employees. Using both the 
categorical imperative (pages 20–21) and utilitarianism (pages 54–55), assess the ethics of that 
statement. Were you to question her about the ethics of her statement, how do you think she would 
justify herself?
3. What do you think Parks will tell the founder if he calls as a result of your conversation with him? 
Does he have any legal recourse? Is Major Capital’s behavior toward him unethical? Why or why not?
4. Parks is going to use data to perform staff cuts. What do you think about her criteria? Ethically, 
should she consider other factors, such as number of years of service, past employee reviews, or other 
criteria?
5. How do you respond to Lori? What are the consequences if you tell her what you know? What are 
the consequences of lying to her? What are the consequences of saying something noncommittal? 
Consider both the categorical imperative and utilitarianism perspectives in your response.
6. If you actually were in this situation, would you leave the company? Why or why not?
7. In business school, we talk of principles like competitive strategy as interesting academic topics. 
But, as you can see from the Yikes! case, competitive strategy decisions have human consequences. 
How do you plan to resolve conflicts between human needs and tough business decisions?
8. How do you define job security?


As shown in the second column, a car rental company can seek to differentiate its products from the 
competition. It can do so in various ways—for example, by providing a wide range of high-quality cars, by 
providing the best reservation system, by having the cleanest cars or the fastest check-in, or by some other 
means. The company can strive to provide product differentiation across the industry or within particular 
segments of the industry, such as U.S. domestic business travelers.


According to Porter, to be effective, the organization’s goals, objectives, culture, and activities must be 








According to Porter, to be effective, the organization’s goals, objectives, culture, and activities must be 
consistent with the organization’s strategy. To those in the MIS field, this means that all information systems 
in the organization must reflect and facilitate the organization’s competitive strategy.


AllRoad Parts has chosen the differentiation strategy of having the largest inventory of spare parts for the off-
road cycling, dirt bike, and off-road vehicle markets. This strategy is threatened by 3D printing, which is why 
the company is investigating it.


Q4 How Does Competitive Strategy Determine Value Chain Structure?


Organizations analyze the structure of their industry, and, using that analysis, they formulate a competitive 
strategy. They then need to organize and structure the organization to implement that strategy. If, for 
example, the competitive strategy is to be cost leader, then business activities need to be developed to provide 
essential functions at the lowest possible cost.


A business that selects a differentiation strategy would not necessarily structure itself around least-cost 
activities. Instead, such a business might choose to develop more costly processes, but it would do so only if 
those processes provided benefits that outweighed their costs. Jason at AllRoad Parts knows his large 
inventory is expensive, and he judges the extra costs worthwhile. He may judge 3D printing to be worthwhile, 
too.


Porter defined value as the amount of money that a customer is willing to pay for a resource, product, or 
service. The difference between the value that an activity generates and the cost of the activity is called the 
margin. A business with a differentiation strategy will add cost to an activity only as long as the activity has a 
positive margin.


A value chain is a network of value-creating activities. That generic chain consists of five primary 
activities and four support activities.


Primary Activities in the Value Chain


To understand the essence of the value chain, consider one of AllRoad Parts’ suppliers, a small manufacturer—
say, a bicycle maker (see Figure 3-6). First, the manufacturer acquires raw materials using the inbound 
logistics activity. This activity concerns the receiving and handling of raw materials and other inputs. The 
accumulation of those materials adds value in the sense that even a pile of unassembled parts is worth 
something to some customer. A collection of the parts needed to build a bicycle is worth more than an empty 
space on a shelf. The value is not only the parts themselves, but also the time required to contact vendors for 
those parts, to maintain business relationships with those vendors, to order the parts, to receive the shipment, 
and so forth.


In the operations activity, the bicycle maker transforms raw materials into a finished bicycle, a process that 
adds more value. Next, the company uses the outbound logistics activity to deliver the finished bicycle to a 
customer. Of course, there is no customer to send the bicycle to without the marketing and sales value activity. 
Finally, the service activity provides customer support to the bicycle users.


Figure 3-6 Bicycle Manufacturer’s Value Chain


Each stage of this generic chain accumulates costs and adds value to the product. The net result is the total 
margin of the chain, which is the difference between the total value added and the total costs incurred. Figure 
3-7 summarizes the primary activities of the value chain.


Support Activities in the Value Chain


The support activities in the generic value chain contribute indirectly to the production, sale, and service of the 
product. They include procurement, which consists of the processes of finding vendors, setting up contractual 
arrangements, and negotiating prices. (This differs from inbound logistics, which is concerned with ordering 








arrangements, and negotiating prices. (This differs from inbound logistics, which is concerned with ordering 
and receiving in accordance with agreements set up by procurement.)


Figure 3-7 Task Descriptions for Primary Activities of the Value Chain


Source: Based on Michael E. Porter, Competitive Advantage: Creating and Sustaining Superior Performance (The Free Press, a 
Division of Simon & Schuster Adult Publishing Group). Copyright © 1985, 1998 by Michael E. Porter.


Porter defined technology broadly. It includes research and development, but it also includes other activities 
within the firm for developing new techniques, methods, and procedures. He defined human resources as 
recruiting, compensation, evaluation, and training of full-time and part-time employees. Finally, firm 
infrastructure includes general management, finance, accounting, legal, and government affairs.


Supporting functions add value, albeit indirectly, and they also have costs. Hence, as shown in Figure 3-6, 
supporting activities contribute to a margin. In the case of supporting activities, it would be difficult to 
calculate the margin because the specific value added of, say, the manufacturer’s lobbyists in Washington, 
D.C., is difficult to know. But there is a value added, there are costs, and there is a margin, even if it is only in 
concept.


Value Chain Linkages


Porter’s model of business activities includes linkages, which are interactions across value activities. For 
example, manufacturing systems use linkages to reduce inventory costs. Such a system uses sales forecasts to 
plan production; it then uses the production plan to determine raw material needs and then uses the material 
needs to schedule purchases. The end result is just-in-time inventory, which reduces inventory sizes and costs.


By describing value chains and their linkages, Porter started a movement to create integrated, cross-
departmental business systems. Over time, Porter’s work led to the creation of a new discipline called business 
process design. The central idea is that organizations should not automate or improve existing functional 
systems. Rather, they should create new, more efficient business processes that integrate the activities of all 
departments involved in a value chain. You will see an example of a linkage in the next section.


Value chain analysis has a direct application to manufacturing businesses like the bicycle manufacturer. 
However, value chains also exist in service-oriented companies such as medical clinics. The difference is that 
most of the value in a service company is generated by the operations, marketing and sales, and service 
activities. Inbound and outbound logistics are not typically as important.


Q5 How Do Business Processes Generate Value?


A business process is a network of activities that generate value by transforming inputs into outputs. The 
cost of the business process is the cost of the inputs plus the cost of the activities. The margin of the business 
process is the value of the outputs minus the cost.


A business process is a network of activities. Each activity is a business function that receives inputs and 
produces outputs. An activity can be performed by a human, by a computer system, or by both. The inputs and 
outputs can be physical, like bicycle parts, or they can be data, such as a purchase order. A repository is a 
collection of something; a database is a repository of data and a raw material repository is an inventory of raw 
materials. We will refine and extend these definitions in Chapter 7 and again in Chapter 10, but these basic 
terms will get us started.


Consider the three business processes for a bicycle manufacturer shown in Figure 3-8. The materials 
ordering process transforms cash3 into a raw materials inventory. The manufacturing process transforms raw 
materials into finished goods. The sales process transforms finished goods into cash. Notice that the business 
processes span the value chain activities. The sales process involves sales and marketing as well as outbound 
logistics activities, as you would expect. Note, too, that while none of these three processes involve a customer-








service activity, customer service plays a role in other business processes.


3For simplicity, the flow of cash is abbreviated in Figure 3-8. Business processes for authorizing, controlling, making payments, 
and receiving revenue are, of course, vital.


Figure 3-8 Three Examples of Business Processes


Also notice that activities get and put data resources from and to databases. For example, the purchase-
bicycle-parts activity queries the raw materials database to determine the materials to order. The receiving 
activity updates the raw materials database to indicate the arrival of materials. The make-bicycle activity 
updates the raw materials database to indicate the consumption of materials. Similar actions are taken in the 
sales process against the finished goods database.


Business processes vary in cost and effectiveness. In fact, the streamlining of business processes to increase 
margin (add value, reduce costs, or both) is key to competitive advantage. You will learn about process design 
when we discuss business process management in Chapter 10. To get a flavor of process design, 
however, consider Figure 3-9, which shows an alternate process for the bicycle manufacturer. Here the 
purchase-bicycle-parts activity not only queries the raw materials inventory database, it also queries the 
finished goods inventory database. Querying both databases allows the purchasing department to make 
decisions not just on raw materials quantities, but also on customer demand. By using this data, purchasing 
can reduce the size of raw materials inventory, reducing production costs and thus adding margin to the value 
chain. This is an example of using a linkage across business processes to improve process margin.


As you will learn, however, changing business processes is not easy to do. Most process design requires people 
to work in new ways and to follow different procedures, and employees often resist such change. In Figure 3-
9, the employees who perform the purchase-bicycle-parts activity need to learn to adjust their ordering 
processes to use customer purchase patterns. Another complication is that data stored in the finished goods 
database likely will need to be redesigned to keep track of customer demand data. As you will learn in 
Chapter 10, that redesign effort will require that some application programs be changed as well.


Figure 3-9 Improved Material Ordering Process


Q6 How Does Competitive Strategy Determine Business Processes and the Structure of 
Information Systems?


Figure 3-10 shows a business process for renting bicycles. The value-generating activities are shown in the 
top of the table, and the implementation of those activities for two companies with different competitive 
strategies is shown in the rows below.


The first company has chosen a competitive strategy of low-cost rentals to students. Accordingly, this business 
implements business processes to minimize costs. The second company has chosen a differentiation strategy. 
It provides “best-of-breed” rentals to executives at a high-end conference resort. Notice that this business has 
designed its business processes to ensure superb service. To achieve a positive margin, it must ensure that the 
value added will exceed the costs of providing the service.


Now, consider the information systems required for these business processes. The student rental business 
uses a shoebox for its data facility. The only computer/software/data component in its business is the machine 
provided by its bank for processing credit card transactions.


The high-service business, however, makes extensive use of information systems, as shown in Figure 3-11. It 
has a sales tracking database that tracks past customer rental activity and an inventory database that is used to 
select and up-sell bicycle rentals as well as to control bicycle inventory with a minimum of fuss to its high-end 
customers.








Figure 3-10 Operations Value Chains for Bicycle Rental Companies


Figure 3-11 Business Process and Information Systems for High-Service Bike Rental


A GROUP EXERCISE Using MIS InClass 3: Competitive Strategy Over the Web


As shown in Figure 3-1, information systems’ requirements are a logical consequence of an organization’s 
analysis of industry structure via the chain of models. Consequently, you should be able to combine your 
knowledge of an organization’s market, together with observations of the structure and content of its Web 
storefront, to infer the organization’s competitive strategy and possibly make inferences about its value chains 
and business processes. The process you use here can be useful in preparing for job interviews as well.


Form a three-person team (or as directed by your professor) and perform the following exercises. Divide work 
as appropriate, but create common answers for the team.


1. The following pairs of Web storefronts have market segments that overlap in some way. Briefly visit 
each site of each pair:


• www.sportsauthority.com vs. www.soccer.com
• www.target.com vs. www.sephora.com
• www.woot.com vs. www.amazon.com
• www.petco.com vs. www.wag.com
• www.llbean.com vs. www.rei.com


2. Select two pairs from the list. For each pair of companies, answer the following questions:
a. How do the companies’ market segments differ?
b. How do their competitive pressures differ?
c. How do their competitive strategies differ?
d. How is the “feel” of the content of their Web sites different?
e. How is the “feel” of the user interface of their Web sites different?
f. How could either company change its Web site to better accomplish its competitive strategy?
g. Would the change you recommended in item f necessitate a change in one or more of the 
company’s value chains? Explain.


3. Use your answers in step 2 to explain the following statement: “The structure of an organization’s 
information system (here a Web storefront) is determined by its competitive strategy.” Write your 
answer so that you could use it in a job interview to demonstrate your overall knowledge of business 
planning.
4. Present your team’s answers to the rest of the class.


Source: Pavel Losevsky/Fotolia


Source: corinaldo/Fotolia


So the bottom line is this: Organizations analyze their industry and choose a competitive strategy. Given that 
strategy, they design business processes that span value-generating activities. Those processes determine the 
scope and requirements of each organization’s information systems. Given this background, we will now 
examine how information systems generate a competitive advantage.


Q7 How Do Information Systems Provide Competitive Advantages?


In your business strategy class, you will study the Porter models in greater detail than we have discussed here. 
When you do so, you will learn numerous ways that organizations respond to the five competitive forces. For 
our purposes, we can distill those ways into the list of principles shown in Figure 3-12. Keep in mind that we 
are applying these principles in the context of the organization’s competitive strategy.








You can also apply these principles to your personal competitive advantage, as discussed in the Guide on 
pages 102–103.


Some of these competitive techniques are created via products and services, and some are created via the 
development of business processes. Consider each.


Competitive Advantage via Products


The first three principles in Figure 3-12 concern products or services. Organizations gain a competitive 
advantage by creating new products or services, by enhancing existing products or services, and by 
differentiating their products and services from those of their competitors.


Information systems create competitive advantages either as part of a product or by providing support to a 
product. Consider, for example, a car rental agency like Hertz or Avis. An information system that produces 
information about the car’s location and provides driving instructions to destinations is part of the car rental, 
and thus is part of the product itself (see Figure 3-13a). In contrast, an information system that schedules car 
maintenance is not part of the product, but instead supports the product (see Figure 3-13b). Either way, 
information systems can help achieve the first three principles in Figure 3-12.


The remaining five principles in Figure 3-12 concern competitive advantage created by the implementation 
of business processes.


Competitive Advantage via Business Processes


Organizations can lock in customers by making it difficult or expensive for customers to switch to another 
product. This strategy is sometimes called establishing high switching costs. Organizations can lock in 
suppliers by making it difficult to switch to another organization, or, stated positively, by making it easy to 
connect to and work with the organization. Finally, competitive advantage can be gained by creating entry 
barriers that make it difficult and expensive for new competition to enter the market.


Another means to gain competitive advantage is to establish alliances with other organizations. Such alliances 
establish standards, promote product awareness and needs, develop market size, reduce purchasing costs, and 
provide other benefits. Finally, organizations can gain competitive advantage by reducing costs. Such 
reductions enable the organization to reduce prices and/or to increase profitability. Increased profitability 
means not just greater shareholder value, but also more cash, which can fund further infrastructure 
development for even greater competitive advantage.


One advantage a company can create is ensuring that it has the proper security procedures in place. For 
more information on security, see the Security Guide on pages 100–101.


All of these principles of competitive advantage make sense, but the question you may be asking is, “How do 
information systems help to create competitive advantage?” To answer that question, consider a sample 
information system.


Figure 3-12 Principles of Competitive Advantage


Figure 3-13 Two Roles for Information Systems Regarding Products


How Does an Actual Company Use IS to Create Competitive Advantages?


ABC, Inc.,4 is a worldwide shipper with sales well in excess of $1 billion. From its inception, ABC invested 
heavily in information technology and led the shipping industry in the application of information systems for 
competitive advantage. Here we consider one example of an information system that illustrates how ABC 
successfully uses information technology to gain competitive advantage.








ABC maintains customer account data that include not only the customer’s name, address, and billing 
information, but also data about the people, organizations, and locations to which the customer ships. Figure 
3-14 shows a Web form that an ABC customer is using to schedule a shipment. When the ABC system creates 
the form, it fills the Company name drop-down list with the names of companies that the customer has 
shipped to in the past. Here the user is selecting Pearson Education.


When the user clicks the Company name, the underlying ABC information system reads the customer’s 
contact data from a database. The data consist of names, addresses, and phone numbers of recipients from 
past shipments. The user then selects a Contact name, and the system inserts that contact’s address and other 
data into the form using data from the database, as shown in Figure 3-15. Thus, the system saves customers 
from having to reenter data for people to whom they have shipped in the past. Providing the data in this way 
also reduces data-entry errors.


Figure 3-16 (page 98) shows another feature of this system. On the right-hand side of this form, the 
customer can request that ABC send email messages to the sender (the customer), the recipient, and others as 
well. The customer can choose for ABC to send an email when the shipment is created and when it has been 
delivered. In Figure 3-16, the user has provided three email addresses. The customer wants all three 
addresses to receive delivery notification, but only the sender will receive shipment notification. The customer 
can add a personal message as well. By adding this capability to the shipment scheduling system, ABC has 
extended its product from a package-delivery service to a package- and information-delivery service.


4The information system described here is used by a major transportation company that did not want its name published in this 
textbook.


Figure 3-14 ABC, Inc., Web Page to Select a Recipient from the Customer’s Records


Figure 3-17 shows one other capability of this information system. It has generated a shipping label, 
complete with bar code, for the user to print. By doing this, the company not only reduces errors in the 
preparation of shipping labels, but it also causes the customer to provide the paper and ink for document 
printing! Millions of such documents are printed every day, resulting in a considerable savings to the 
company.


How Does This System Create a Competitive Advantage?


Now consider the ABC shipping information system in light of the competitive advantage factors in Figure 3-
12. This information system enhances an existing service because it eases the effort of creating a shipment to 
the customer while reducing errors. The information system also helps to differentiate the ABC package 
delivery service from competitors that do not have a similar system. Further, the generation of email messages 
when ABC picks up and delivers a package could be considered to be a new service.


Figure 3-15 ABC, Inc., Web Page to Select a Contact from the Customer’s Records


Because this information system captures and stores data about recipients, it reduces the amount of customer 
work when scheduling a shipment. Customers will be locked in by this system: If a customer wants to change 
to a different shipper, he or she will need to rekey recipient data for that new shipper. The disadvantage of 
rekeying data may well outweigh any advantage of switching to another shipper.


Figure 3-16 ABC, Inc., Web Page to Specify Email Notification


This system achieves a competitive advantage in two other ways as well. First, it raises the barriers to market 
entry. If another company wants to develop a shipping service, it will not only have to be able to ship packages, 
but it will also need to have a similar information system. In addition, the system reduces costs. It reduces 
errors in shipping documents, and it saves ABC paper, ink, and printing costs.








errors in shipping documents, and it saves ABC paper, ink, and printing costs.


Figure 3-17 ABC, Inc., Web Page to Print a Shipping Label


Of course, to determine if this system delivers a net savings in costs, the cost of developing and operating the 
information system will need to be offset against the gains in reduced errors and paper, ink, and printing 
costs. It may be that the system costs more than the savings. Even still, it may be a sound investment if the 
value of intangible benefits, such as locking in customers and raising entry barriers, exceeds the net cost.


Before continuing, review Figure 3-12. Make sure that you understand each of the principles of competitive 
advantage and how information systems can help achieve them. In fact, the list in Figure 3-12 probably is 
important enough to memorize, because you can also use it for non-IS applications. You can consider any 
business project or initiative in light of competitive advantage.


Q8 2024?


Models of business strategy, competitive advantages, and their relationship to processes and IS are unlikely to 
change in the next 10 years. They may evolve, there may be some new models that rise to the surface, but those 
new models are likely to be extensions of existing models, within the existing paradigms.


What is likely to change, however, is pace. Because of the Internet and related technology, the speed of 
business is accelerating. The Web, Twitter, Facebook, and other social sites enable the rapid spread of new 
ideas and innovations and require businesses to be constantly on the alert for changes that may affect their 
strategy in short periods of time.


AllRoad Parts is an excellent example. It has had a successful, growing business supplying parts for adventure 
equipment for some time. But 3D printing arises, and now, as discussed in Figure 3-4, it’s possible that some 
customers can manufacture some parts for themselves. Even more worrisome, some small manufacturers, 
local to AllRoad Parts’ customers, may also begin to manufacture spare parts as well. Both of these 
possibilities threaten AllRoad Parts’ differentiation strategy of having the largest parts inventory.


Many similar stories will occur in the next 10 years. How fast will Google Glass and copycat products be 
adopted? We don’t know, but if they’re as quickly adopted as, say, the iPhone or iPad, it will be fast. Businesses 
that depend on digital cameras, whether in phones or in other devices, need to attend to these new products. 
Like AllRoad Parts, they, too, need to evaluate and adapt their competitive strategies. Further, what 
opportunities will all that new, automatically generated image data create? What new businesses or business 
models become possible? We don’t know, but we do know that opportunities will abound.


So, we can reasonably assume that the pace of change and the pace of integration of new technology will be 
fast and increasing, possibly accelerating, in the next 10 years. We can lament this fact; we can ignore it, but 
doing so is like standing on the shore of the Mississippi, telling it to flow elsewhere.


Instead, we, and especially you, need to view this increased pace as rapidly creating opportunities in which 
you can excel. You know it’s coming; you know that, if not Google Glass, then Google Car, or Amazon TV, or 
some product that is today being constructed in someone’s garage, maybe with 3D printing, some new 
technology-based products will change the competitive landscape for the company for which you will work. 
Knowing that, how can you take advantage of it?


When gold was discovered along the Colorado River in Arizona in the 1850s, thousands of pioneers ran to the 
mine fields. The odds were slim on success, and only a few struck it rich. A much surer bet was made by those 
who started the clothing and supply stores, or the railroads that moved the raw ore to the smelter, or the 
steamships that carried goods up the Colorado from the Sea of Cortez.


Maybe you want to be a modern-day prospector and use technology to create new products like 3D printing. If 
so, do it. But, maybe, like AllRoad Parts, you want to attend to the innovative products that others are making 








and create new strategies or build new businesses that take advantage of the opportunities that new products 
create. You can be certain that, 10 years from now, you will have even more opportunity to do so.


Security Guide: DIFFERENTIATING ON SECURITY


Information systems and nearly free data storage and data communications have created new, valuable 
targets for crime. Before data was centralized in computers, data theft had limited scope. When criminals 
target credit card data in desk drawers in homes, a thief can steal the data for perhaps eight credit cards per 
day. And those thefts involve considerable physical risk. But a computer criminal can break into an 
organization’s database that holds data on millions of credit cards. Those millions of records can be 
downloaded to a computer in Africa and sold for $10 each from an Internet site in Uzbekistan to computer 
gamers in the United States, all within 24 hours. Or, even more graphically, a mugger waiting on a street 
corner can rob only a single person in a few hours; a computer criminal waiting on an Internet router 
(Chapter 6) can mug millions of people in those same few hours.


For some, such computer crime is just a problem, but others find a way to turn that problem into an 
opportunity to gain a competitive advantage. Namely, professionals and organizations that take steps to 
protect themselves and their organizations from such threats gain an advantage over those that do not. That 
sounds brutal, and perhaps it is, but it is also today’s reality.


Consider yourself as an example. Suppose you send your Social Security number in an email. Unless your 
email system is secure, and very few are, that Social Security number is vulnerable to an electronic mugger. 
Suppose your Social Security number is compromised, and someone gains control over your identity. Soon 
criminals have piled up a mountain of debt on your accounts, and your credit rating plummets. Your credit 
cards are useless, and you can’t obtain replacements. With considerable work, agony, and expense, you will be 
able to undo most of this damage, eventually. But the near-term impact on your time and reputation is severe.


Source: Benoit Daoust/Shutterstock


Now, compare your situation to that of one of your coworkers who learned not to send sensitive data in email. 
You are spending hours solving your credit problem while she is learning new skills, networking with other 
professionals, accomplishing extra projects at work, and so forth. Thus, knowledge of security and controls 
gives your coworkers a substantial competitive advantage over you.


Take this line of thought to the organizational level. Organizations that create strong security programs have a 
competitive advantage over those that do not. In fact, some organizations go even further to make security a 
differentiator of their product or service. A portion of that organization’s added value is strong security.


No organization, of course, is going to claim publicly, “We’ve never suffered a data loss due to a computer 
virus.” That statement is unlikely to be true, and if it were, making it would serve as a juicy invitation to every 
hacker in the world to attempt a break-in. But an organization can develop industry-leading security policies 
and procedures and use those policies and standards to support a competitive strategy of differentiation.


Consider Teleperformance, a multinational $3 billion company that provides call desk support as a service. 
Teleperformance employs 130,000 people in 250 data centers in 49 countries who perform customer service, 
technical support, telesales, and similar call desk support to their customers on a contract basis. If you visit 
www.teleperformance.com, you’ll see a menu item labeled Business Model Differentiators. Click on that 
item and you’ll see Security listed as one of their key differentiators. Click on Security and you’ll see the 
certifications that Teleperformance earned for its controls and other security safeguards as well as specific 
measures that it takes to control fraud. Clearly, Teleperformance makes security a key part of their service 
offerings.


According to the value chain model, organizations add costs to activities as long as those additions generate 
value greater than their cost. An organization that chooses to differentiate on security will add security 








value greater than their cost. An organization that chooses to differentiate on security will add security 
features as long as that improved security adds value greater than its cost. Viewed in this light, security is not 
just an overhead expense; it becomes a key part of the product or service. Consider viewing security the same 
way for yourself and make it a key part of your professional product.


DISCUSSION QUESTIONS


1. Summarize how knowledge of security can give you a professional competitive advantage. Do you 
believe this is just an academic exercise, or do you think security knowledge has true value? In what 
ways does your answer depend on your employer’s industry or products and services? To what extent 
does it depend on your job?
2. How can you demonstrate your security knowledge and skills to a potential employer? What courses 
might you take? What course projects might you do to demonstrate such knowledge? What else can 
you do?
3. Give five examples of business products and services that vary in the need for security. Rank your 
examples from 1 to 5, where 1 is a need for little security and 5 is a need for considerable security. 
Justify your rankings.
4. As a manager, how can you make security a key differentiator for you as a business professional? 
Use the examples in your answer to question 3 in your answer.
5. Visit www.teleperformance.com. Navigate to the description of their security differentiators. 
List the certifications that Teleperformance has earned. Search the Internet for one of those 
certifications and describe what it is and why it is important to Teleperformance security. To what 
extent does the award of that certification create a competitive advantage? Explain your answer.


Guide: YOUR PERSONAL COMPETITIVE ADVANTAGE


Consider the following possibility: You work hard, earning your degree in business, and you graduate, only 
to discover that you cannot find a job in your area of study. You look for 6 weeks or so, but then you run out of 
money. In desperation, you take a job waiting tables at a local restaurant. Two years go by, the economy picks 
up, and the jobs you had been looking for become available. Unfortunately, your degree is now 2 years old; you 
are competing with students who have just graduated with fresh degrees (and fresh knowledge). Two years of 
waiting tables, good as you are at it, does not appear to be good experience for the job you want. You’re stuck 
in a nightmare—one that will be hard to get out of, and one that you cannot allow to happen.


Examine Figure 3-12 again, but this time consider those elements of competitive advantage as they apply to 
you personally. As an employee, the skills and abilities you offer are your personal product. Examine the first 
three items in the list and ask yourself, “How can I use my time in school—and in this MIS class, in particular
—to create new skills, to enhance those I already have, and to differentiate my skills from the competition?” 
(By the way, you will enter a national/international market. Your competition is not just the students in your 
class; it’s also students in classes in Ohio, California, British Columbia, Florida, New York, and every place else 
they’re teaching MIS today.)


Suppose you are interested in professional sales. Perhaps you want to sell in the pharmaceutical industry. 
What skills can you learn from your MIS class that will make you more competitive as a future salesperson? 
Ask yourself, “How does the pharmaceutical industry use MIS to gain competitive advantage?” Get on the 
Internet and find examples of the use of information systems in the pharmaceutical industry. How does Pfizer, 
for example, use a customer information system to sell to doctors? How can your knowledge of such systems 
differentiate you from your competition for a job there? How does Pfizer use a knowledge management 
system? How does the firm keep track of drugs that have an adverse effect on each other?


Source: © styleuneed/Fotolia


The fourth and fifth items in Figure 3-12 concern locking in customers, buyers, and suppliers. How can you 
interpret those elements in terms of your personal competitive advantage? Well, to lock in a relationship, you 
first have to have one. So do you have an internship? If not, can you get one? And once you have an internship, 








first have to have one. So do you have an internship? If not, can you get one? And once you have an internship, 
how can you use your knowledge of MIS to lock in your job so that you get a job offer? Does the company you 
are interning for have a sales tracking system (or any other information system that is important to the 
company)? If users are happy with the system, what characteristics make it worthwhile? Can you lock in a job 
by becoming an expert user of this system? Becoming an expert user not only locks you into your job, but it 
also raises barriers to entry for others who might be competing for the job. Also, can you suggest ways to 
improve the system, thus using your knowledge of the company and the system to lock in an extension of your 
job?


Human resources personnel say that networking is one of the most effective ways of finding a job. How can 
you use this class to establish alliances with other students? Is there an email list server for the students in 
your class? What about Facebook? LinkedIn? Twitter? How can you use those facilities to develop job-seeking 
alliances with other students? Who in your class already has a job or an internship? Can any of those people 
provide hints or opportunities for finding a job?


Don’t restrict your job search to your local area. Are there regions of your country where jobs are more 
plentiful? How can you find out about student organizations in those regions? Search the Web for MIS classes 
in other cities, and make contact with students there. Find out what the hot opportunities are in other cities.


Finally, as you study MIS, think about how the knowledge you gain can help you save costs for your employers. 
Even more, see if you can build a case that an employer would actually save money by hiring you. The line of 
reasoning might be that because of your knowledge of IS you will be able to facilitate cost savings that more 
than compensate for your salary.


In truth, few of the ideas that you generate for a potential employer will be feasible or pragmatically useful. 
The fact that you are thinking creatively, however, will indicate to a potential employer that you have initiative 
and are grappling with the problems that real businesses have. As this course progresses, keep thinking about 
competitive advantage, and strive to understand how the topics you study can help you to accomplish, 
personally, one or more of the principles in Figure 3-12.


DISCUSSION QUESTIONS


1. Summarize the efforts you have taken thus far to build an employment record that will lead to job 
offers after graduation.
2. Considering the first three principles in Figure 3-12, describe one way in which you have a 
competitive advantage over your classmates. If you do not have such a competitive advantage, describe 
actions you can take to obtain one.
3. In order to build your network, you can use your status as a student to approach business 
professionals. Namely, you can contact them for help with an assignment or for career guidance. For 
example, suppose you want to work in banking and you know that your local bank has a customer 
information system. You could call the manager of that bank and ask him or her how that system 
creates a competitive advantage for the bank. You also could ask to interview other employees and go 
armed with the list in Figure 3-12. Describe two specific ways in which you can use your status as a 
student and the list in Figure 3-12 to build your network in this way.
4. Describe two ways that you can use student alliances to obtain a job. How can you use information 
systems to build, maintain, and operate such alliances?


ACTIVE REVIEW


Use this Active Review to verify that you understand the ideas and concepts that answer the chapter’s study 
questions.


Q1 How does organizational strategy determine information systems structure?


Diagram and explain the relationship of industry structure, competitive strategy, value chains, business 








Diagram and explain the relationship of industry structure, competitive strategy, value chains, business 
processes, and information systems. Working from industry structure to IS, explain how the knowledge you’ve 
gained in these first three chapters pertains to that diagram.


Q2 What five forces determine industry structure?


Name and briefly describe the five forces. Give your own examples of both strong and weak forces of each type, 
similar to those in Figure 3-3.


Q3 How does analysis of industry structure determine competitive strategy?


Describe four different strategies as defined by Porter. Give an example of four different companies that have 
implemented each of the strategies.


Q4 How does competitive strategy determine value chain structure?


Define the terms value, margin, and value chain. Explain why organizations that choose a differentiation 
strategy can use value to determine a limit on the amount of extra cost to pay for differentiation. Name the 
primary and support activities in the value chain and explain the purpose of each. Explain the concept of 
linkages.


Q5 How do business processes generate value?


Define business process, cost, and margin as they pertain to business processes. Explain the purpose of an 
activity and describe types of repository. Explain the importance of business process redesign and describe the 
difference between the business processes in Figure 3-8 and those in Figure 3-9.


Q6 How does competitive strategy determine business processes and the structure of 
information systems?


In your own words, explain how competitive strategy determines the structure of business processes. Use the 
examples of a clothing store that caters to struggling students and a clothing store that caters to professional 
businesspeople in a high-end neighborhood. List the activities in the business process for the two companies 
and create a chart like that in Figure 3-9. Explain how the information systems’ requirements differ between 
the two stores.


Q7 How do information systems provide competitive advantages?


List and briefly describe eight principles of competitive advantage. Consider your college bookstore. List one 
application of each of the eight principles. Strive to include examples that involve information systems.


Q8 2024?


Describe the ways that business strategies are likely to change in the next 10 years. Using Google Glass as an 
example, describe companies whose strategy is likely to be challenged. Summarize the lesson that gold mining 
on the Colorado River in the 1850s can teach us.


Using Your Knowledge with Allroad Parts


Explain in your own words how AllRoad Parts’ competitive strategy is threatened by 3D printing. Describe 
AllRoad Parts’ planned response and summarize the problems that Drew perceives with that response. 
Recommend a course of action for AllRoad Parts. Use the example of Drew’s idea for using vendor cost data as 
part of vendor selection to illustrate your answer.


KEY TERMS AND CONCEPTS


Activity 90


Business process 90
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My MIS Lab


Go to mymislab.com to complete the problems marked with this icon
.


USING YOUR KNOWLEDGE


 3-1. Apply the value chain model to a mail-order company such as L.L.Bean (www.llbean.com). 
What is its competitive strategy? Describe the tasks L.L.Bean must accomplish for each of the primary 
value chain activities. How does L.L.Bean’s competitive strategy and the nature of its business 
influence the general characteristics of its information systems?
 3-2. Suppose you decide to start a business that recruits students for summer jobs. You will match 
available students with available jobs. You need to learn what positions are available and what 
students are available for filling those positions. In starting your business, you know you will be 
competing with local newspapers, Craigslist (www.craigslist.org), and your college. You will 
probably have other local competitors as well.


a. Analyze the structure of this industry according to Porter’s five forces model.
b. Given your analysis in part a, recommend a competitive strategy.
c. Describe the primary value chain activities as they apply to this business.
d. Describe a business process for recruiting students.
e. Describe information systems that could be used to support the business process in part d.
f. Explain how the process you describe in part d and the system you describe in part e reflect 
your competitive strategy.


 3-3. Consider the two different bike rental companies in Figure 3-10. Think about the bikes that they 
rent. Clearly, the student bikes will be just about anything that can be ridden out of the shop. The bikes 
for the business executives, however, must be new, shiny, clean, and in tip-top shape.


a. Compare and contrast the operations value chains of these two businesses as they pertain to 
the management of bicycles.
b. Describe a business process for maintaining bicycles for both businesses.
c. Describe a business process for acquiring bicycles for both businesses.
d. Describe a business process for disposing of bicycles for both businesses.








d. Describe a business process for disposing of bicycles for both businesses.
e. What roles do you see for information systems in your answers to the earlier questions? The 
information systems can be those you develop within your company or they can be those 
developed by others, such as Craigslist.


COLLABORATION EXERCISE 3


Using the collaboration IS you built in Chapter 2 (pages 73–74), collaborate with a group of students to 
answer the following questions.


Singing Valley Resort is a top-end 50-unit resort located high in the Colorado mountains. Rooms rent for 
$400 to $4,500 per night, depending on the season and the type of accommodations. Singing Valley’s clientele 
are well-to-do; many are famous entertainers, sports figures, and business executives. They are accustomed to, 
and demand, superior service.


Singing Valley resides in a gorgeous mountain valley and is situated a few hundred yards from a serene 
mountain lake. It prides itself on superior accommodations; tip-top service; delicious, healthful, organic 
meals; and exceptional wines. Because it has been so successful, Singing Valley is 90 percent occupied except 
during the “shoulder seasons” (November, after the leaves change and before the snow arrives, and late April, 
when winter sports are finished but the snow is still on the ground).


Singing Valley’s owners want to increase revenue, but because the resort is nearly always full and because its 
rates are already at the top of the scale, it cannot do so via occupancy revenue. Thus, over the past several 
years it has focused on up-selling to its clientele activities such as fly-fishing, river rafting, cross-country 
skiing, snowshoeing, art lessons, yoga and other exercise classes, spa services, and the like.


To increase the sales of these optional activities, Singing Valley prepared in-room marketing materials to 
advertise their availability. Additionally, it trained all registration personnel on techniques of casually and 
appropriately suggesting such activities to guests on arrival.


The response to these promotions was only mediocre, so Singing Valley’s management stepped up its 
promotions. The first step was to send email to its clientele advising them of the activities available during 
their stay. An automated system produced emails personalized with names and personal data.


Unfortunately, the automated email system backfired. Immediately upon its execution, Singing Valley 
management received numerous complaints. One long-term customer objected that she had been coming to 
Singing Valley for 7 years and asked if they had yet noticed that she was confined to a wheelchair. If they had 
noticed, she said, why did they send her a personalized invitation for a hiking trip? The agent of another 
famous client complained that the personalized email was sent to her client and her husband, when anyone 
who had turned on a TV in the past 6 months knew the two of them were involved in an exceedingly 
acrimonious divorce. Yet another customer complained that, indeed, he and his wife had vacationed at Singing 
Valley 3 years ago, but he had not been there since. To his knowledge, his wife had not been there, either, so he 
was puzzled as to why the email referred to their visit last winter. He wanted to know if, indeed, his wife had 
recently been to the resort, without him. Of course, Singing Valley had no way of knowing about customers it 
had insulted who never complained.


During the time the automated email system was operational, sales of extra activities were up 15 percent. 
However, the strong customer complaints conflicted with its competitive strategy so, in spite of the extra 
revenue, Singing Valley stopped the automated email system, sacked the vendor who had developed it, and 
demoted the Singing Valley employee who had brokered the system. Singing Valley was left with the problem 
of how to increase its revenue.


Your team’s task is to develop two innovative ideas for solving Singing Valley’s problem. At the minimum, 
include the following in your response:


a. An analysis of the five forces of the Singing Valley market. Make and justify any necessary 








a. An analysis of the five forces of the Singing Valley market. Make and justify any necessary 
assumptions about their market.
b. A statement of Singing Valley’s competitive strategy.
c. A statement of the problem. Recall from Chapter 2 that a problem is a perceived difference 
between what is and what ought to be. If the members of your group have different perceptions of the 
problem, all the better. Use a collaborative process to obtain the best possible problem description to 
which all can agree.
d. Document in a general way (like the top row of Figure 3-10) the process of up-selling an activity.
e. Develop two innovative ideas for solving the Singing Valley problem. For each idea, provide:


• A brief description of the idea
• A process diagram (like Figure 3-11) of the idea. Figure 3-11 was produced using Microsoft 
Visio; if you have access to that product, you’ll save time and have a better result if you also use 
it.
• A description of the information system needed to implement the idea


f. Compare the advantages and disadvantages of your alternatives in part e and recommend one of 
them for implementation.


CASE STUDY 3: Fulfillment by Amazon (FBA)


As stated in Case Study 1 (page 31), Amazon has three primary product offerings: an online retail store, 
computing infrastructure that it leases on an elastic basis, and order fulfillment services. In this case, you’ll 
examine whether a company like AllRoad Parts might be able to use Amazon’s order fulfillment services 
advantageously.


To begin, what is it?


Fulfillment by Amazon (FBA) is an Amazon service by which other sellers can ship goods to Amazon 
warehouses for stocking, order packaging, and shipment. FBA customers pay a fee for the service as well as for 
inventory space. Amazon uses its own inventory management and order fulfillment business processes and 
information systems to fulfill the FBA customers’orders.


FBA customers can sell their goods on Amazon.com, sell them via their own sales channels, or both. If the 
FBA customer sells on Amazon.com, Amazon will provide customer service for order processing (handling 
returns, fixing erroneously packed orders, answering customer order queries, and the like).


The costs for Fulfillment by Amazon are as follows:


• Order handling per order is $0.00 through Amazon and a minimum of $1.90 if sold elsewhere.
• Pick and pack per item is $1.00 through Amazon and $.60 if sold elsewhere.
• Weight handling is a minimum of $.42 per pound if sold through Amazon and a minimum of $.45 per 
pound if sold elsewhere.
• Storage per cubic foot per month is a $.45 minimum, although rates vary throughout the year for 
products sold through Amazon. The price is the same for products sold elsewhere.


The list above summarizes the FBA fees for products like sporting goods as of May 2013. (By the way, in the 
past year, the price of order handling via Amazon.com has decreased from $1.00 to zero. The cost of order 
handling for goods sold elsewhere has decreased from a minimum of $4.75. Clearly, Amazon.com has 
achieved efficiencies somewhere.)5


If goods are sold via Amazon.com, Amazon uses its own information systems to drive the order fulfillment 
process. However, if the goods are sold via an FBA customer’s sales channel, then the FBA customer must 
connect its own information systems with those at Amazon. Amazon provides a standardized interface by 
which this is done called Amazon Marketplace Web Service (MWS). Using Web-standard technology (see 
Chapter 6), FBA customers’ order and payment data are directly linked to Amazon’s information systems.


FBA enables companies to outsource order fulfillment to Amazon, thus avoiding the cost of developing their 








FBA enables companies to outsource order fulfillment to Amazon, thus avoiding the cost of developing their 
own processes, facilities, and information systems for this purpose. Is FBA right for AllRoad Parts?


Questions


In answering questions 3-4 through 3-10, first assume that AllRoad Parts does not use 3D printing to 
manufacture parts.


3-4. In your own words, summarize AllRoad Parts’ competitive strategy.
3-5. Summarize the advantages and disadvantages for AllRoad Parts to sell items via Amazon.com. 
Would you recommend that the company do so?
3-6. For items that it sells itself, compute AllRoad Parts’ cost of using FBA to process:


a. An order of 10 sets of bicycle pedals weighing a total of 25 pounds.
b. An order of a single set of bicycle pedals weighing 2.5 pounds.
c. The cost of a cycling shirt weighing 10 ounces.
d. The cost of storing 1,000 sets of bicycle pedals for 3 months (using your own assumptions).


3-7. If AllRoad Parts were to use FBA, what business processes would it not need to develop? What 
costs would it save?
3-8. If AllRoad Parts were to use FBA, what information systems would it not need to develop? What 
costs would it save?
3-9. If AllRoad Parts were to use FBA, how would it integrate its information systems with Amazon’s? 
(To add depth to your answer, Google the term Amazon MWS.)
3-10. In your opinion, does it make sense for AllRoad Parts to use FBA? Justify your answer.
3-11. How, if at all, would your answers to questions 3-4 through 3-10 change if AllRoad Parts makes 
some of its parts using 3D printing?


5“Help Boost Your Sales with Amazon’s World-Class Fulfillment,” Amazon Services, accessed July 7, 2013, 
http://services.amazon.com/fulfillment-by-amazon/pricing.htm?ld=AS.


My MIS Lab


Go to mymislab.com for Auto-graded writing questions as well as the following Assisted-graded writing 
questions:


3-12. Samantha Green owns and operates Twigs Tree Trimming Service. Samantha graduated from 
the forestry program of a nearby university and worked for a large landscape design firm, performing 
tree trimming and removal. After several years of experience, she bought her own truck, stump 
grinder, and other equipment and opened her own business in St. Louis, Missouri. Although many of 
her jobs are one-time operations to remove a tree or stump, others are recurring, such as trimming a 
tree or groups of trees every year or every other year. When business is slow, she calls former clients to 
remind them of her services and of the need to trim their trees on a regular basis. Samantha has never 
heard of Michael Porter or any of his theories. She operates her business “by the seat of her pants.”


a. Explain how an analysis of the five competitive forces could help Samantha.
b. Do you think Samantha has a competitive strategy? What competitive strategy would seem 
to make sense for her?
c. How would knowledge of her competitive strategy help her sales and marketing efforts?
d. Describe, in general terms, the kind of information system that she needs to support sales 
and marketing efforts.


3-13. YourFire, Inc., is a small business owned by Curt and Julie Robards. Based in Brisbane, 
Australia, YourFire manufactures and sells a lightweight camping stove called the YourFire. Curt, who 
previously worked as an aerospace engineer, invented and patented a burning nozzle that enables the 
stove to stay lit in very high winds—up to 90 miles per hour. Julie, an industrial designer by training, 
developed an elegant folding design that is small, lightweight, easy to set up, and very stable. Curt and 
Julie manufacture the stove in their garage, and they sell it directly to their customers over the Internet 
and via phone.








and via phone.
a. Explain how an analysis of the five competitive forces could help YourFire.
b. What does the YourFire competitive strategy seem to be?
c. Briefly summarize how the primary value chain activities pertain to YourFire. How should 
the company design these value chains to conform to its competitive strategy?
d. Describe business processes that YourFire needs in order to implement its marketing and 
sales and also its service value chain activities.
e. Describe, in general terms, information systems to support your answer to part d.


3-14. Mymislab Only – comprehensive writing assignment for this chapter.
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