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Case Stuty [

But Groupon added to its business strategy with mobile capability and new services. In February 2012, it purchased
Kima Labs, 2 mobiie payment specialist, and Hyperpublic, a company that builds datahases of local information, In May
2011, in a few cities, the company lauached Groupon Now, a time-based focal application that gives customers instant deals
at merchants nearby uging location-based software. CEQ Andrew Mason told Wall Street analysts in February 2082 that he
raw significant growth potential, inciuding working on new features that will help customers personalize offers and avoid
deals they don't want.

Discussion Questions

1. How does information technotogy help Groupon compete?
Do you agree or disagree with the statement that "Groupon has no sustainable competitive advantage’” Please explain
your point of view.

]

Hew does Groupon add value to the companies whose offers are sold on the site?

What impact, if any, wilk Groupon Now have on Groupow's competitive positiun? Expluta,
What would you advise Groupon leaders to consider as their next appbication?

Analyze the business model of Groupon using Porter’s five forces model.
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—  Sources: Adapted from hop:? mashablecom/2010/08/19/gap-groupon (accessed February 21, 2012); Fitp//wwiw forbas.com/elies/
petercohan/2011/06/06/mema-to-sec-groupon-has-no-competiive-advantage-stop-its-ipo/ (accessed February 21, 2032); hitp://blogs.
wej.com/veniurecapital/2010/09/29/rice-university-study-grouponsenewalrate-notso-hot/ (accessed February 21, 2012); hitp://articies.
chicagovribune.com/2011-05-18/business/ct biz-0519-graupon-now-20110518 1_groupan-chief-execstive-andrew-mason-iirst-phase
(accessed February 21, 2012); hitp://www.reuters.com/article/2012/02/09/ us-groupor-idUSTRES1727 B20120209 {arcessed Pebruary 21,
2002).

B CASE STUDY 2-2 Ziprar

Zipcar is an answer for customers who want to rent a car for a few hours in their home city rather than for a few days from
a traditional rental agency. Car reservations are for i specific pick-up time and location around the city, often in neighbor-
hoods so the customess need only to waik to pick up their reserved car. Customers apply for a Zipcard, which enables them
ko reserve a car onfine and unlock their car when they arrive at its location.

The company operates with & very smail staff compared to traditional rentat agencies. Very listle human interaction is
reyuired between the cusiomer and Zipcar for a transaction. A cusionier reserves a car online, enters into the reserved car by
waving the RFID-enabled Zipcard against the card reader mounted behind the driver's side windshield, selurns the car io the
same location, and is billed on the credit card already on file. The customer can check il reatal records and print receipts
from the online reservation system. The system also bas a color-caded time churt showing the availability and kocation of all
rental cars in the vicinity. This transparent information cxchange silows a customer to pick the car he ot she wants, if avail-
able, or delay the reservation untif that car is returned by another customer. Zipcar also created and installed a GIPS-enabled
wireless device in each car, which allows members to find and reserve a vehicle nearby using a cell phone. Customers also

Zipear sends text alerts near the end of the renta! period, and customers can text back if they want io extend their rental time.

All cars were outfitted with putenied wireless technology. Zipear's proprietary I'T plutforn carries information flow bet-
ween customers, vehicles, ard the company. It is ssed to ntonitor car security, fulfill reservations, record hourly usage, and
mainiain mileage information. The platform also relays vital lechnical informztion such as battery veltage and fuel jevel. It
even informs the central system if a customer orgot to tamn off headlights, which can quickly drain battery power.

This business model provides unique advaniages over traditional car rentals. Customers do not have to stand in line or
filk cut papers to rent a car. They know exactly which make and model they will be getting, Unlike most off-nirpon rental
agency locatians, which are open only during business hours, Zipear locations are open 24 hours. The company’s rates aiso
include the cost of gas and insurance as well as reserved parking spots at some locations.

Additionaily, the company uses sociul networking technologies to develop an onlite community of Zipear members—
Zipsters. It encourages Zipsters to talk about their Zipirips {i.e., share their personal experiences with Zipcar).

Thus, information technology is not only the key enabler of this business model but also & facilitator in creating a
buzz and encouraging community developiment around the concept. Zipcur changed the rules of the rentad car industry by
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can gse an iPhone or Android app on their iFhane or Android mobile device i find and reserve a Zipcar on n 24/7 basis.
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m Strategic Use of information Resources

bringing the new Web 2.0 mind-set of focusing on sutomation, customer empowerment, transparency, and community.
Zipcar is very successful; as of August 2015, its Website boasts aver 900,000 paying members and renting over 10,000
vehicles in 30 major metro markets in the United States, Cannda, and the United Kingdom, as well as 400 coliege cam-
puses and 50 airports.

Biscussion Questions

1. Apply the resource-based view to Zipcar's business model ko show how information resources may be used to gain and
sustain competitive advantage.

2. Discuss the synergy between the business strategy of Zipear and information technelogy.

3. What retwork effects are part of Zipear's strategy? How do they add value?

4. As the CEO of Zipcar, what is vour most threatening competition? What would you do to sustain a competitive
advantage?

BHBHTHHIT G BRI

Sourcea: Adapted from Paul Boutin, "A SeliService Rental Car” Businessweek (May 3, 2008), hitpc//www.bloomberg.com/bw/
stories/2006-05-03/p-sell-service-rental-car (accassed August 19, 2015); Mary K. Eratt, “RFID: A Ticket 1o Ride,” Computerwortd (Decam-
bar 18, 2008), hitp://www.computerworld.com/article/2554153/moblie-wireless/riid—aicket-to-idehtml (accessed August 19, 2015}
“Zipcar: Our Technology Downloaded,” hitp:/ fwww.zipcarcom/how/technology; Zipcar: "Zipcar Overview,” hiip:/ /www.zipcar.com/
prezs/overview (eccessed August 19, 2015). = —
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Strategic Use of chapler

Information Resources

- — S i

This chapter introduces the concept of buliding competitive advamtage using infarmation
systems-based applications, It begins with a discussion of a set of eras that describe the use
of informaticn resources historically. it then presents information rescurces as strategic tools,
diseussing information technology {{T) assets and IT capabilities. Michae| Porter's Five Com-
petitive Forces model then provides a framework for discussing strategic advantage, and
his-Value Chain-model addresses tacticat ways organizations link their business processes |
to create strategic partnerships. We then introduce the Piccoli and ive's model to show how
strategic advantage may be sustained in light of competitive barriers while the Resource-
Based View focuses on gaining and maintaining strategic advantage through infarmation
and other resources of the firm. The chapter concludes with a byief discussion of strategic
alliances, co-opetition, risks of strategic use of IY, and cacreating IT and business strategy.
Just as a note: this chapter uses the terms compelitive advantage and strategic advantage
interchangeably.

Zura, a global retail and appacel manufacturer based in Arteixo. Spain, needed a dynamic business
maodel w keep up with the ever-changing demunds of its customers and indusiry. AL the heart of its
medel was 4 vel of business processes and an information system that linked demand 10 manulfuactas-
ing and manufacturing o disribution. The strategy a0 Zava stores was siinply 10 hove a continuous
flow of new products that were typically in limited supply. As a result, regular customers visited
their stoves oflen—an aversge of 17 Gmes a year whereas many rétail stores averaged only four
times a year. When customers suw something they liked, they bought il on the spot because they
kacw il would probably be gone the next time they visited the store. The result was a very loyal and
satistied customer buse and o wildly profitubic business modet,

How did Zara de 117 Bt was possible in part because the compuny aligned its information system
strafegy with its business strategy. s corporate Wely site gave some insight:

Zara's approach to dasign is closely linked to our customers. A non-stop flow of information from

storas conveys shoppers' desiras and demands, inspiring our 203-person strong creative team.'

The catire process Erom fzctory to shop Hoor is coordinated from Zuara's headguarters by using
information systenis. The point-of-saie (POS) sysiern on the shop ooe records the information from
cach sade, und the information is transmitted o headquarters at the end of cach business day. Using
o handheld device, the Zara shop managers wlso report doily fo the designers ail headguarters io let
them know what has sold and whal the customers wanted but cotldn’t find, The information is used
to determine which produst lines and colors should be kept and which should be attered or dropped.

* Inditex Wil siee, Bip/fwww.i
comshoppingleara.bml (access

ilex.comvenfwha wa arafconcopesfanmm Jacressed Febrisasy 20, 2012 ipeda ww.masinabiy sands.
ed May 2, 20158
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Strategic Use of information Resources

The designers communicale direetly with the production s126] 1w plan lor the incredible sumber of designs—mnore
than 30,000—that will be manufactured cvery year.”

The shop mumagers huve the option to onder rew desipns twice 1 week using handiicld compuiers. Before order-
ing, they can use these deviees to check out the aew designs. Once an order is reccived at the manufaciuning plant at
headyuarters, a large compuler<onirolied plece of equipment cakeubates how t position patlerns to minimize scrap
and cut up 10 100 layers of fabric sl a time. The cut fabric is then sent from Zara factories 1o external workshops for
sewing. The compleied products wre sent o distribetion centers where miles ol automated conveyor beils are used
to sort the garmenis and recombine them into shipments for cach store. Zura’s Information Systems (187 department
wrole the applications controlling the conveyors, olen in collaboration with veadors of the conveyor cguiprnernt.

Asx the Lura example Hlustrales, innovative use of o fiom's information resources can provide it substantiul
and sustainable advarmtages over competitors. Every business depends on 1S, making its 2se g necessury eesource
every manager must consider. 18 also can vrowle a sirategie advantage For fions who bring creativity, vision, and
innewvadion o their 1S use. The Zara case 15 an example. This chagier uses the business strategy Toundation from
Chapier 1 1o hefp general munagers visualize how to use information resources for competitive advamage. This
chapler highfights the differcace between simply using IS and using I8 seategicully. I also explores the use of
information resources 1o support the sirategic gouls ol an organization.

The material-inthis-chapter-can-enabie a-general- manager to-understand the linkages-between-business-strategy
and infurmation strategy on the Information Systems Steategy Triangle. General managers want (0 Gnd answers o
guestions such as: Does using information resources provide a sestainable and delendable competitive advanage?
What tools are avaifable to help shape strategic ase of information? Whal are the risks ol using information resources
€0 gain strafegic advaniage”

Evolution of Information Resources

‘Fhe Eras model (Figure 2,17 sununarizes the evolution of informuation resources over the past six decades. To think
strategically about how to use information resources now and in the future within the firm, 4 manager mast uader-
stand how the compuny wrived at where 11 is today, This model provides u good overview of trends and uses that
have gotten the compuny from simple automation of tasks 0 extending relutionships and manuging their business
coeosysiemy o where it is toduy.

18 strafegy from the 1960s to the 19905 was driven by inlemal crgantzational needs. First came the oeed to
lower existing transuction costs. Next was the need to provide suppuorl for managers by collecting snd distributing
information followed by the peed fo redesign business processes. As competilors buill simitar systems, organi-
zalions lost any advantages they had derived {rom their B5, und competition within o given industry onee again
was driven by forces thal existed prior o Use new technology. Most receatly, enerprises have found that social IF
platforms and capabilitics drive a new cvolution of applications. processes, and strategic opporturitics thut ofien
involve an evosystenss of pastners eather than s fist of supplicrs. Business ecosystetns are collections of interacting
participants, including vendurs, cuslomers, und other relaled partics, scting in concert 16 do business.”

In Eras | through L, the vidue of information was tied to physical delivery mechunisins, In these eras, value was
derived {rom scarcity reflected in the cost (6 produace the information. lnformation, like dirmoads, zold, and MBA
degrees, wus more vifeable because i was found in limited quantitics, However, the networked economy beginning
im Eru IV drove a new model of value—salue {rom plenitude. Network effects offered a reason for value derived
from plenitude: the value of o network node 10 a person or organization in the network increased when others joined
the petwork. For example, an e-mail account has no value withoul at least one other c-mail wecount with which o
communicate. As c-muil accounts become refatively sbiguitous, the value of having an c-mail sccount increascs
as its podential for use increases. Further, copying additional people on an e-mail is done at 2 very low cost {virtu-
ully zero), and the information does siot wear out (although it can become obsolete). As the cost of producing an

* Shensy Kentisls. Zaza (€ctober 1K, 2011y, hap:dunilifemagazine.com.aafspecial-inlerestzam faecessad Apeil 16, 2012
" For lurilee discussion of business ecosystems, pledase vefer to Mickokus Yildard and Haydea Shaughnessy, The Elstiv Enterprive (Loaghoat Key, FL;
Telemachus Press, 2012).
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Evolution af Informatian Resaurces m

_ | Emi1960s | Erali%70s | EraB1980s | EralVi90s | EeV2000 | EmVIZO00-
Primary Role | Efficiency Eﬂewveneas Strategy Strategy Yaiue Value extenslon
of IT - — = croation —
Aulomate Solve |Increase Transform Create Create Conmctlnq
existing problems Individuat and | industry/ collaborative | community | intelligent
paper-based | and create group organization | parnerships | and soclal davices
processes opporwnitles | eflectiveness buginess !
TJustify T Return on Increasa in | Competlive | Competitive | Added vaiue |Creationo! | Automated
Expenditures | Investment praductivity | posiion position relstionships | information
and beller | exchange
decizion
[ quality |
Target of Organization | Organization/ | Individual Businass Customer/ Customar/ | Intelligont
Systemns Group | manager/ - processes Supplier Employee/ [ davices
Group ralatlenships | supplier
ecosystern |
Informatlon | Applicatiorn | Dala driven User drlven Businees Knowledge |People | Data
Moadels speciiic | | driven driven driven (or exchange
relationship | driven
| drivan)
| Dominant Mainfrarne, Mimicomputer, | Microromputar, | Client server, | Internet, Soclal |mellgem
Technology | “cenvalized |mostly "decentralized | “diglributed | global platorms, devices,
intelligance” | “centrallzed | Imteligence” Intelligance” | “ubiquitous | sociat BEMSOS,
intelligeace” inteligenee” | natworks, electronics
| raobila, cloud |
Basis of Scarcity Secarcity | Scarcity Plenitude Plenitude Hypeatplenltude
Value |
Underdylng | Beonomics of | Economices of ] Economics af | Economics of | Economics of Economics of | Ecanomics of
Ecoromics Infermation | information j Infermation information information relationships | informatlon
bundied with | bundied with | bundled with | separated separaled bundled with | bundiad with
economics of | economics of | economics of | from from economics of | aconomics of
things things things aconomics economics | information | things
| of things of things
FIGURE21 Eras ofinformation usage in organizatiens.

additional copy of an information product within a network becomes trivial, the value of that network increases.
Therefore, rather than using production cosis to guide the determinaiion of price, information products might be
priced to reflect their value to the buyer.*

As each era begins, organizations adopt a strategic role for IS (o adidress not only the frm's inlemnal circum-
stances but also its external circumstunces. Thus, in the value-creation era (Era V), companies seek those appli-
cations that again provide them an advastage over their competition and keep thern from being outgunned by
start-ups with innovative business models or traditional companies entering new markets. For example, companies
like Microsoft, Google, Apple, and Facebook have created and maintained a competitive advantage by bullding
technical platforms and organizational compelencies that allow them to bring in partners as necessary to create
new producis and services for their customers. Their business ccosystems give them agility as well as access fo
talend and knowledge, extending the capabilities of their internal staff. Other firms simply ity to solve ail cusiomer
reguests themselves.

Erm V1 has brought another paradigm shift ia the use of information with an era of hyperplenitude: seem-
ingly unlimited availability of information resources such as the Internet and processing and storage through

* Adopted fvom M. Boowdbert, P Weill, asd D. Clair. "The Implications of Information Techoology frastucturs for Business Process Redesign.” MIS
Quarterly 23, 5io, 2 (1999}, §63.
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cloud computing sparked new value sources such as community and social business and the Internet of Things
{connecting intetligent devices, sensors, and other clectronics).

The Information System Strategy Triangle intreduced in Chapter | reflects the linkages between & firm’s 1S strat-
egy. organizational strategy, and business strategy. A link between IS strategy and business strategy focuses on the
firm's external requirements whereas a link between IS stratepy and organizational strategy fulfills and enhances
internal requirements of the firm. Maximizing the cffectivensss of the firm’s business strategy requires that the
general manager be able both to identify and use information resources. This chapier deseribes how information
resources can he used strategically by gencral managers.

Information Resources as Strategic Tools

Crafting o stralegic edvantage reguires e general manager to cleverly combine all the finn’s resources, includ-
ing financial, production, human, and information, and to consider external resources such as the Internet and
opportunities in the global arena. Information resources are more than just the infrastructure. This generic term,
information resources, is defined as the available data, technology, people, and processes within an organization

Lo be used by the manager (o perform business processes and tasks. Information resources can either be assets or
capabilities. An IT asset is any thing, tangible or intangible, that can be used by a firm to create, produce, andfor
offer its products {goods or services). Examples of I'T assets include 2 finm’s Web site, data files, or computer equip-
ment. An IT capability is something that is learned or developed over time for the fiem to create, produce, ot offer
its products. An IT capability makes it possible for a firm (o use its IT assets effectively.® The ability and knowledge
to create a Web site, work with data files, and take advantage of IT equipment are examples of capabititics.

An IS infrastructure {a concept that is discussed in detail in Chapter 6) is an IT assel. I includes cach of an
information resource’s consfituent components (i.e., data, technology, people, and processes). The infrastructure
provides the foundation for the delivery of a firm’s products or services. Another IT assel i8 an information repos-
iory. which is logically related data captured, organized, and retrieved by the fimm. Some infermation repositories
are filled with internally oriented information designed to improve the firm’s cfficieney. Other repositories Lap the
external environment and contain significant knowledge ahout the industry, the competitors, and the customers.
Although most firms have these types of information repositories, not all firms use them effectively.

In the continually expanding Web space, the view of IT assets is broadening to include potential resources that
are available to the firm but that arc not neeessarily owned by it. These additional information resources are often
available as a service rather than as a system to be procured and implemented internatly. For example, internet-
based software (also catled software as a service, or SAAS), such as SalesForee com, offers managers the opporty-
nity to find mew ways to manage their customer information with an externally based IT resource. Social networking
systems such as Facebook and LinkedIn offer managers the opportunity 10 find expertise or an entire network of
individuals ready to participate in the corporate innovation processes using relatively little capital or expense.

The three major categories of IT capabilities are technical skills, IT management skills, and relationship skiils,
Technical skills ate applicd to designing, developing, and implementing information systems. iT management skills
are critical for managing the IS department and 1S projects. They include an understanding of business processes,
the ability to oversee the development and maintenance of systems to sapport these processes effectively, and the
ability 1o plan and work with the business units in undertaking change. Relarionship skills can be focused either
exiernally or internally. An externally focused refationship skill includes the ability to sespond to the firm’s market
and to work with customers and suppliers. The internal relationship between a firm’s IS managers and its business
managers is a spanning relationship skill and includes the ability of IS 10 manage partnerships with the business
units. Even thoegh it focuses on relationships in the firm, it requires spanning beyond the IS depariment. Rela-
tionship skills develop over time and require mutual respeet and trust. They, like the other information resources,
can create & unique advantage for a firm. Figure 2.2 summarizes the differeat types of information resources and
provides examples of each.

* G. Piccoli and B. Ives, “IT-Dependent Srategie Inftiatives and Sustained Competitive Advantage: A Review and Synthesis of the Literture,” MIS
Quarterly 29, 5o, 4 (2003), TAT-76.
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[ mames | mCapabliities
iT Infrasteucture Tachnical Skills
¢ Hardware s Proficiency in systems analysis
s Software and company apps » Programming and Web design skills
» Network » Data analysis/data scientist ekiliz
* Data s Netwark design and implemantation skills
) %b ad IT Managemant Skills
Informiation Repository ¢ Businass process knowledge
» Curtormner information » Ability to evaluate technology options
» Ermployee information » Project management skills
+ Marketplace information s Envisioning innovative [T solutions
« Vendor infformation Relationship Skils
* Spanning skills such as business-IT
relationship management
» External skills such as vendor management

AGUREZ2 informalion resources. - - — i
Source: Adapled from G. Piccoli and B. Ives, “IT-Dependent Sirategic Inltialives and Sustained Competitive Advantage: A Review
and Synthagsie of the Literature,” MIS Quarterly 39, na. 4 (2005}, 755.

Information resources exist in a company alongside other resousces. The general manager is responsible For
organizing all resourees so that business goals are mel. Understanding the nature of the resouroes at hand is a pre-
requisite to using them effectively. By atigning IS steategy with business strategy, the general manager maximizes
the company’s profi{ potential. To ensure that information resources being deployed for strategic advantage are used
wisely, the general manager must identify what makes the information resource valuable (and the Eras model may
provide some direction) and sustainable. Meanwhile, the firm’s competitors are working to do the same. In this
compeltitive environment, how should the information resources be organized and applied to enable the organiza-
tion to compete most effectively?

How Can Information Resources Be Used Strategically?

The general manager confronts many elements that influence the competitive environment of his or her emterprise.
Overlooking a single clement can bring nbout disasirous results for the firm. This slim tolerance for error requires
Lhe manager to take mualtiple views of the strategic landscape. Three such views can help a penersl manager align
IS strategy with business strategy. The first view uses the five competitive forces model by Michael Porter to look
at the major influcnces on & firm’s competitive environment. Information resources should he directed strategically
io alter the competitive forces (o benefit the firm's position in the indusiry. The second view uses Porter's value
chain model 1o assess the internal operations of the organization and partners in its supply chain, Information
resources should be directed at altering the value-creating or value-supporting activities of the firm. We extend this
view further to consider the value chain of an entire indusiry to identify opportunities for the organization to gain
competitive advantage. The third view specifically focuses on the types of I8 resources needed to gain and sustain
competitive advantage. These three views provide a pencral manager with varied perspectives from which to iden-
iify stralegic opportunitics (o apply the firm’s information resources.

Using Information Resources to Influence Competitive Forces

Porter provides the general manager a classic view of the major forees that shape the competitive environment of an
industry, which affects firms within the industry. These five competitive forces are shown in Figure 2.3 along with
some examples of how information resources can be applied to inflsence each foree. This view reminds the general
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Strategic use Sﬂamgrc use
s Cost effectivensss Switching costs
«  Markel access Potentiat Threat of «  Accass to disiribution
s  Differentiation of New Entranis channals
product or service * Econemies of scale
Bargaining Power " ) Bargaining Power
of Suppliers 2 of Buyers
Industry Compatitors =
Strategic use Stratogic use
o Selaction of supplier ¢ Buyer selection
¢  Threat of backward = Switching costs
integeation *  Diffisrontiation
Threat of Substitute N
Strategic use
Produtts *  Redefine products and
Bervices
+  hmprove price/performance

FBUREZE Five compaetitive forces with potentiat strategic use of information resources.

Sewces: Adapted frorm M. Porter, Competilive Strategy (New York: The Free Press, 1998); and Lynds M. Apptegate, F. Warren
McFarlan, and James L. McKenney, Cerporate Information Systems Management : The lssues Facing Senlor Executives, 4th ed.
(Homewoaod, IL: rwin, 1996).

manager thai competitive forces resull from more than just the actions of direct competitors. We explore cach force
in detail from an IS perspective.

Potentiat Threat of New Entrants

Existing firms within an industry oflea try 1o reduce the threat of new entrants to the markelplace by erecting bar-
riers o entry. New entrants seem (o come oul of nowhere; established firms can diversily their business models and
begin to compele in the space occupied by existing firms, or an enterprising entrepreneur can create a new business
that changes the game for existing firms. Barricrs to entry— including 2 firm’s controlied aceess to Hmited distriba-
tion channels, public image of a firm, unigue relationships with customners, and an understanding of their industry’s
government regulations--help the fimm create a stronghold by offeriag products or services that are difficuft to dis-
place in the eyes of customers based on apparently unique features. Information rescurces alsoe can be used to build
barriers that discourage compotitors from cnteritig an indusiry. For example, Google's search algorithm is a source
of competitive advantage for the search company, and #'s & basrier of entey for new entrants that would have to cre-
ate something better to compete against Google. New entrants have failed to erode Google's market share, which
holds fast at 65% in the United States and af over 90% in Europe,® Walmart, another example, effectively blocks
competition with its inventory control system, which helps it drive down expenses and ultimately effer lower costs
to customers. Any company entering Walmart's markeiplace would have 1o spend mitlions of doHars 1o build the
inventory control systern and IS required to provide its operations with the same capabilities. Therefore, the system
at Walmart may be a barrier to eniry for new companies.

Search engine optimization {actions that a firm can take to improve its prominence in search resulis) has served
as a barrier to entry for sorme businesses. Consider the Web site that has the number one position in a user’s search.
There is only one number one position, making it an advantage for the company enjoying that position and a barrier
for all other Web sites secking that position.

¢ "Vigwed as a Monopoly in Enrope, Google Takes on Role as 2 Wireless Tinest-Buster in U.S.” New Yook Times (May B, 2015}, BY, B6.
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Bargairing Power Bargaining Fower
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FIBURE2d Five competitive forces with patentiat strategic use of information resources.

Seurces: Adapled from M. Pader, Compelitive Strategy (New York: The Free Press, 1993); and Lynda M. Applegate, F. Warren
McFarlan, and James L McKenney, Corporate Informalion Systems Management : The lssues Facing Senior Execulives, 4t ed.
{Homewaoad, iL: frwin, 1994).

manager that compelitive forces resuli from more than just the actions of direct competifors, We explore each force
in detail from an IS perspective.

Potentiat Threat of New Entrants

Existing firms within an industry oftea try 1o reduce the threat of new entrants 1o the marketplace by erecting bar-
riers to entry. New eatrants seem to come out of nowhere; extablished firms can diversify their business models and
begin to compete in the space eccupied by existing firms, or an enterprising entreprenenr ean creale a new business
that changes the game for existing firms. Barriers 1o entry— including a firm’s controlled aceess (o Himited distribni-
tion channels, public image of a firm, unigue relationships with casiomers, and an understanding of their industry’s
govemmient regulations-—help the fism create a stronghold by effering products or services that are difficult to dis-
place in the eyes of customers based on apparently unique features. Information resources also can be used to build
barriers that discourage competitors frotn enteéring an industry. For exaraple, Google's search algorithm is 2 source
of competitive advantage for the scarch company, and #’s a barrier of enfry for new cntrants that would have to cre-
ate something betier to compete against Google. New entrants have fasfed to erode Google's market share, which
holds fast at 65% in the United States and at over 90% in Europe.® Walmart, ancther example, effectively blocks
competition with its inventory control system, which helps it drive down expenses and ultimately offer lower costs
to customers. Any company ertering Walmart’s markeiplace would have to spend millions of dollars 10 build the
inventory control system and IS required to provide its operations with the same capabilities. Therefore, the system
at Walmart may be a barrier to entry for new compantes.

Search engine optimization (sctions that a firm can take to improve its prominence in search results) has served
as a barrier to entry for some businesses. Consider the Web site that has the number one position in a user’s search.
There is only one number one position, making it an advantage for the company erjoying that position and a barrier
for alf other Web sites sceking that position.

- * “Viewed a5 « Monopoly in Europe. Qoagle Takes on Role as 2 Wircfess Trust-Buster in U.8.." New York Times (May 8, 20151, Bi. B6.
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How Can informalicn Resources Be tsad Siralegically? m

Bargaining Power of Buyers

Customers often have substantial power to aflect the competitive environment. This power can take the form of
casy consumer access to several retail outlets to purchase the same produet or the opportunity to purchase in large
volumes af supersiores like Walmart. Information resources can be used to build switching costs that make it less
aitractive for castomers o purchase from compelitors. Switehing costs can be any aspect of a buyer’s purchas-
ing decision that decreases the likefihood of “switching™ his or her purchase to a comnpetitor. Such an approach
requires a deep understanding of how a customer obtains the product or service. For example, Amazen.com’s
patented One Click option envourages returs purchases by making buying easicr. Amazon.com stores buyer
information, including a default credit card number, shipping method, and “ship-to™ address so thal purchases
can be made with one click, saving consumers the effort of data reentry and further repetitive choices. Similarly,
Apple’s iTunes simple-to-use interface and proprictary software For downloading and Hsiening to music makes
it difficuli for customers to use other formats and technologies, elfectively reducing the power of the buyers, the
cusiomers.

Bargaining Power of Suppliers

. Suppliers’ bargaining power can reduce a finn's-options and ultimately its profitability. Suppliers-oflen sirive-to
“lock in” customers through the use of systems (and other mechanisms). For example, there are many oplions for
individuals 1o back up their laptop data, including many “cloud” options. The power of any one supplier is low
because there are a number of options. But Apple’s operating system enables easy crestion of backups and increases
Apple’s bargaining power. Millions of customers find it easy to use the iCloud, and they do.

The foree of bargaining power is strongest when & firm has few suppliers from which to choose. the quality of
supplier inpots is cruecial to the finished product, or the volume of purchases is insignificant to the supplier. For
example, steel firms lost some of their bargaining power over the automobile industry because car manufacturers
developed technofogieally advanced guality control systems for evaluating the steel they purchase, Manufaciurers
can now reject steel from suppliers when it does aot meet the reguired quatity levels.

Through the Internet, firms conlinue to provide information for free as they attempt to increase their share of
visitors to their Web sites and gaiher information about them. This decision reduces the power of information sup-
pliers and necessitates finding new ways for content providers to develop and distribute information. Many [ntemet
firms are integrating backward or sideways within the industry, that is, creating their own information supply and
resetling it 1o other Internet sites. Weil-funded firms simply acquire these content providers, which is often quicker
than building the capability from scratch. Onc example of this was Amazon.com’s purchase of Zappos, the shoe
retailer. More recently, in 2015 Linkedln acquired online learning compuny Lyadu.com to add a capability to offer
professional development to the company’s business of networking, recruitment, and adveriising.

Threat of Substitute Products

The potential of a substitule product in the marketplace depends on the buyers” willingness to substitute, the
relative price-to-performance ratic of the substitute, and the level of switching costs a buyer faces. laformation
resources can create advantages by reducing the threat of substitution. Substitules that cause a threat comne from
many sources. Internal innovations can cannibalize existing revenue streams for a firm. For example, new iPhones
motivale current customers to upgrade, essentially cannibalizing the older product line revenue. Of course, this is
also a preemplive move 1o keep eustomers in the iPhone product family rather than to switch to another competi-
tor's product. The threal might come from poientially new innovations that make the previous product obsolete.
Tablets have reduced the market for laplops and personal computers. GPS systemns have become substitutes for
paper maps, digital cameras have made filin and film cameras obsolete, and MP3 music has sharply reduced the
market for vinyl records, record players, CDs, and CD players. Free Web-based applications are a threat to soft-
ware vendors who charge for their praducts and who do not have Web-based delivery. Revolutions of many kinds
and levels of maturity seem to be hurking everywhere. Cloud services are a substitute for data centers. Uber offers a
substitute for taxicabs. Managers must watch for potential substitutes from many different sources to fully manage
this competitive threat.
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industry Competitors

Rivalry among the lirms competing within an industry is high when it is expensive for a firm 1o leave the industry,
the growth mate of the industry is declining, or products have lost dilferentiation. Under these circumstances, the
firm must focus on the competitive actions of rivals to protect ils own market share. Intense rivalry in an industry
ensures thal competitors respond quickly Lo any strategic actions. Facebook enjoys a competitive advantage in the
social networking industry. Gther sites have tried to compete with Facebook by offering a different focus, cither a
different type of interface or additional ways to network. Competition is fieree and many start-ups hope 1o “be the
next Facebook.” However, Facebook continues (o fead the industry, in part by continued innovation and in part by
its huge customer base, which continues Lo raise the bar for competitors.

The procesees that firms use (e manage their operations and to lower costs or increase efficiencies can provide
an advantage for cost-focus firms. However, as firms within an industry begin to implement standurd business
processes and technologics—ollen using enterprisewide systems such as those of SAP and Oracie—the industry
becomes more attractive to consotidation through acquisition. Standardizing IS lowers the coordination costs of
merging two enterprises and can result in a less competitive environment in the indusiry.

One way competitors differentiate themselves with an otherwise undifferentiated product is through creative use
of IS. Information provides advantages in snch competition when added to an existing product. For example, the
1Pod, iPhene, iPad, and iWatch are differentiated in part because of the iTunes slore and the applications available
enly to users of these devices. Competitors offer seme of the same information services, bul Apple was able to take
an carly lead by using information systemns to differentiate their products. Credit card companies normally compete
on financial services sich as interest rate, fees, and payment period. But Cagital One differentiated its credit cands
by adding information to ks services; it provided customers Heir credit scores.

Each of the competitive forees identified by Porter's moded is acting on firms at all times, but perhaps 1o a greater
or lesser degree. There are forces from polential new entrants, buyers, sellers, substituies, and competitors at all
times, but their threat varies. Consider Zara, the case disvussed in at the beginning of this chapter. See Figure 2.4
for a summary of these five forees working cimultancously at the retailer and manufacturer.

General managers can use the five competitive forces model o identify the key forces currently affecting compe-
tition, o recognize uses of information resources to influence forces, and 1o consider likely changes in these forces

| Competitive Force  Tinfluence on Competitive Force

Threat of New Entrant Zara's IT supports its tlghﬂy knit group of damgnem market spaclallm
production managers, and production planners. New entrants are unlikely 1o
ba able to provida IT to support such ralationships that have been built ovar
time at Zara. Further, it has a rich information repository about customers that
weould be hard to raplicate.

Bargaining Power of Buyars Recently, 7ara has employed laser technology 1o measure 10,000 women
volunteers so that it can add the measurements of “real” customers into its
information repositorias. This means that the new products will be more lkely
to fit Zara custorners.

Bargaining Power of Suppliers fte computer-conlrolied cutting machine cute up to 1,000 layers at & time.
A large number of sellers are available for tha simple task of sewing the
| pieces togethar. Zara has great flexibility in cheosing the sewing companias.

Industry Compaetitors Zara tracks breaking trends and focuses on meeting customer preferences for
. trandy, low~cost fashion. The rasult is the highest sales per square ioot in its
| Industry, virtually no advertising, onty %% of stock remaining unsold, very low
| inventory levels, new products offered in 15 days from idea to shelves, and
| extremely afficient mamutacturing and distribution operations.

Threat of Substitute Products il helps Zara a offer extremaly fashionable lines that are expected to last for
approximately 10 wears. IT enables Zara to offer trendy, appealing apparei at

| hard-to-beat prices, making substitutes difficul

FAGURE2L Application of five compelitive forces madel for Zara.
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Haw Can informalicn Resaurces Be Used Strategically? n

over fime. The changing forces drive both the business stralegy and IS strategy, and this model provides a way to
think about how information resources can ereate competitive advantage for a business unit and, even more broadly,
for the firm. The forces also ¢an reshape an entite industry—compelling pencral managers to take actions to help
their firm gain or sustain competitive advantage.

Using Information Resources to Alter the Value Chain

A second lens for describing the sirategic use of information systems is Porter’s value chain. The value chain model
addresses the activities that create, defiver, and support a company’s product or service. Porter divided these activ-
itics into two broad categories (Figure 2.5): support and primary setivities. Primary activities relate directly to the
value created in a product or service whereas support activities make it possible for the primary activitics to exist
and remain coordinated. Each activity may affect how other activities are performed, suggesting that information
resources should not be applied in isolation. For example, more efficieat IS for repairing a product may increase
the possible number of repairs per week, but the customier does not receive any value unless his or her product is
repaired, which requires that the spare parts be available. Changing the rate of repair also affects the rate of spare
parts ordering. If information resources are {ocused o narrowly on a specific activity, then the expected value may
ot be realized because other parts of the chain have not adjusted:

The value chain framework suggests that competition siems from two souarces: lowering the cost to perforim
activities and adding value to 2 product or service so thal bayers will pay more. To achieve true competitive
advantage, a firm requires zccurale information on elements outside itself. Lowering activily costs achieves an
advantage only if the firm possesses information about its competitors” cost structures, Even though reducing
isolated costs can improve profits iemporarily, it does not provide a clear competitive advantage unless the
firm can lower its costs below a competitor’s, Doing so enables the firm to lower s prices as a way to grow its
market share.

For example, many Web sites sell memory to upgrade laplops. But some sites, such as crucial.com, have an
option that automates the process prior to the sales process. These sites have the “Crucial System Scanner Tool,”
which scans the customer's laptop, identifies the current configuration and the capacity, and then suggests com-
patible memory upgrade kits. The customer uses the scanner, which identifies the configuration of the laplop, and
automaticatly opens a Web page with the appropriate memory upgrades. The eustomer does not have o figare out
the configuration or requirements; ii’s done automatically. By combining a sofiware program like its configurator
with the sates process, crucial.com has added value 1o the customer’s expericace by automating a key process.

Organization \

Human RAesources \
Technology \
Purchasing \

Inbound | Operations | Outbound | Marketing | Service
Lagistics Logistics | and Sales
Materials | Manufacturing| Ordar Product Customer service,
handii Assemb Pri Fapair
Delm?yg Y hlpg:vlng“g Pmmion -

Place

Primary Activities Support Activites

HGURE2E Value chain of the firm.
Source: Adaptad from Michael Parter and Victor Millar, “How Infarmation Gives You Competitive Advantage,” Harvard Business
Review {(July-Augus! 1985), reprint no. 85415,
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Chains Chain Chains Chains

HEURE2E The value system: Interconnecting refationships between organizations.

Although the value chain framework emphasizes the activities of the individual firm, it can be extended, as
in Figure 2.6, to include the firm in 2 larger vatue system. This value system is a collection of firm value chains
connecied through a business relationship and through technology. From this perspective, a variety of sirategic
opportunities exist to use information resources {0 gain a compeiitive advantage. Understanding how information is
used within each value chain of the system can lead to new opportunities to change the information component of
value-added activities. It can also lead to shakeouts within the industey as firms that fail to provide value are foreed
out and as surviving firms adopt new business models.

Opportunity also exists in the transfer of information across value chains. For example, sales forecasts gener-
ated by a manufacturer, such as a compuicr or automolive company, and linked to supplier systems create orders
for the manufacture of the necessary components for the computer or vehicle. Often this coupling is repeated from
manufacturing company to vendor/supplier for several layers, linking the vafue chains of multiple organizations. In
this way, each member of the supply chain adds value by directly kinking the elements of its value chains to others.

Optimizing a company’s internal processes, such as its supply chain, operations, and costomer relationship
processes, can be another source of competitive advantage. Tools are routinely used w automate the internal oper-
ations of a firm’s value chain, such as supply chals management (SCM}) to source materials for operations,
enterprise resource planning (ERP) systems to antomate functions of the operations activities of the value chain,
and customer relationship management (CRM) systems to optimize the processing of customer information.
These systems are discussed in more detail in Chapler 5.

in an application of the vaiue chain model 1o the Zara example discussed carlier, Figure 2.7 describes the value
added to Zara’s primary and support activities provided by information svstems. The foeus in Figure 2.7 is on
value added io Zara's processes, but supplicrs and cuslomers in its supply chain also realize the value added by
information systems. Most notably, the customer is better served as a result of the systems. For example, the stores
place orders twice a week over personal digital assisiants (PDAs). Each night, managers use their PDAs to learn
about newly available garments. The orders are received and promptly processed and delivered. In this way, Zara
can be very timely in responding to custemer preferences.

Uniike the five compelitive forces model, which focuses on indusiry dynamics, the focus of the value chain is
on the firm's activities. Yet, using the value chain as a fens for understanding strategic use of information resources
affects competitive forces because technology innovations add value to suppliers, customers, or even competitors
and potential new entrants.
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Suslaining Competllive Advantage -

h I e
Primary Activities
inbound Logistice [T-anablad just-intime {JiT) strategy resulis in inventory being received when needed. Most

dyes are purchased from its own subsidiaries to better support JIT sirateqy and reduce
costs. Many suppliers ane located near its production facilities.

Operations Information systems support decisions about the fabric, cut, and price points. Cloth is ironed
and products are packed on hangers so they don't need ironing when they armive at stores.
Price tags are already on the products. Zara produces 4% of its merchandise in house.
Fabric is cut and dyed by robots in 23 highly automated Spanish factories.

Outbound Logistice Clothes move on miles of automated conveyor belis at distribution centers and reach stores
within 48 houss of the order.

Marketing and Sales Limited inventory allows low percantage of unsold ilﬁrnntory {10%}; POS at stores linkad
to headquaners track how items are selling; customers ask for what they wan, and thig
information is transmitted daily from stores to designers ovar handheld computers.

Service ) | No focus on sarvice on products.

Eirud ol A Sl 4 = = _ .

Organization 1T supports tightly knit collaboration amang desigrers, store managers, market specialists,
production managers, and production planners.

Human Resources Managers are trained to understand what's selling and report data to designers every day.

| The manager is key to making customers feel istened 1o and to communicating with head-
| ‘quarters to kaep each siore &nd tha entire Zara clothing line at tha cutting edge of fashion.

Technology Tachnology is mtagratsd o support ail primary activities. Zara's IT staff works with vendors
to develop automated convayors to suppor distribution activities.
Purchasing  Vertical integration reduces amount of putchasing neaded.

FIGURE2? Application ar value chain model te Zara.

Sustaining Competitive Advantage

It might seem obvious that a firm would try 1o sustuin #s competitive advantage. Afier all, the i might have
worked very hard to create advaatages, such as those previousty discussed. However, there is some controversy
aboul trying to sustain & competitive advantage.

On once side are these who wam of hypercompetition as discussed in Chapter 1.7 In an industry facing hyper-
competition, recall that trying to susiain an advantage can be a deadly distraction. Consider the banking industry as
a good example that has undergone much change over the past five decades. In the 1960s, people needed 16 visit a
physical bank for all transactions, including withdrawing from or depositing 1o their accounts and transferring among
accounts. In the 1970« some banks took a chance and invested in awtomated teller machines (ATMs) and were
among the innovators in the industry. In the 1980%, some banks pioneered “bank-by-phone” services that enabled
customers Lo pay bills by phone, attempting to estublish competitive advantage with technology. In the Iate 1990,
Web sites served to augmest banking services, and “bank-by.web” was the new, exciling way lo compete. Most
recently, many banks are providing mobile banking, enabling customers to make deposits by using their smartphone
camera io lake photos of chiecks that previously needed to be turned in physically. Thea the checks ean be destroyed.

The obvious picture 10 paint here is that competitors caught up with the leaders very quickly, and competitive
advantage was brief. When ATMs were introduced, it did not take tong for others 1o adopt the same technology.
Even small banks found thet they could band together with competitors and invest in the same 1echnologies. The
same imitation game took place with “bank by phone.” “bank by Web,” and mobile banking.

More interestingly, what sounds like an exciling way (o show off the power of technology can also be interpreted
as a way Lo increase the cost of doing business. Although some investments, such as using ATMs 1o replace teliers,
lowered costs, other investments raised costs (such as needing to offer phone, Web, and mobile banking options to
customers ).

" Doa Goeltz, “Hypercompetition,” vol. t of Tiw Encvilopedia of Management Theary, ed. Eric Kessler (Los Angpfes: Sage, 20:13), 359-64),
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i project barrier it would be a large undensking for a * Requires 8 large investmant
competitor io build the system to copy | ®* Reguirae a iong time to build
the capability. = Complicated to build

IT assets and capabilities barries Competitors might iack the [T resources | » Database of customers that cannot
1o copy the capability. be copied

! * Expent developers or project
. ] managers
Complementary resources barrier | The firm has other resources that create | » Respected brand
| a synergy with the if that provides » Partnership agreements
| compatitive edvantage. o Exclusivity amangements
| ¢ Good location

Preemption barrier | The firm "got thera first.” s Loyal customer base built atthe

| beglnning

s Firm known as “the” source

FGURE2E Barriers to competition and bullding sustainabillty.

Rather than arguing that sustaining 2 compelitive advantage is a deadly distraction, Piccoli and Ives® provide
a framework that outlines the ways in which a firm can provide barriers 1o competitors, which weuld build sas-
tzinability. The framework outlines four types of barrers: IT project barrer, IT resources and capabilities barrier,
complementary resources barrier, and preemplion barrier. See Figure 2.8 for a brief definition and a few examples
of each.

So, should a firm focus attention on building barriers to the competition, or should it just give up on the
established competitive advantage and focus on sceking the next revolution? Given that some technologies can be
copied guickly, or cven just purchased from the same well-kown vendor who supplied it go the Teader, it seems
prudent to spend some time to explore cach technological eption in the Piccoli and Ives’ framework and determine
where the firm can increase susiainabibity. 1f the project is rather smabl, then the firm should focus on the other
three barriers. If the firm can build loyalty with customers who appreciate innovation, a two-month eompetitive
advantage might lum into a two-year or longer advantage (thus building a preemption barrier). If a firm can capture
valuable data right at the beginning, 2 copycat firm may Fall further behind. Also, building partnerships or securing
exclusive rights to some of the technologies can further slow down a competitor.

It would pot be wise fo stop there, however. The firm should continue Lo seek ways in which IT can improve
offerings or service to customers. And the firm should go beyond those steps, focusing ont how it might change
its entire industry. Onc cxample is the way in which Netflix continued 1o speed its DVD delivery service while
focusing on movie streaming, a technology that will someday make the defivery service obsolete. Netflix was more
than awarc thal its revenue was falling cvery quarter, but it expected and embraced the shorifall with its steategic
move into streaming.’ Givea that other services such as Amazon and many cable companies had begun streaming,
Netflix has created original series offerings such as Howse of Cards and Orange Is the New Black.

Therefore, a firm might (1) seek ways 1o build sustainability by looking into each of the four poiential barriers
to identify promising ways 1o block the competition and at the same time (2) continue to innovate and change the
industry. Neiffix has done both by building 2 dependable and efficient mailing business and ereating new business
models such as streaming and series production. Focusing only on building sustainability has the potential cffect of
fighting a losing batile, and focusing only on new business models might be oo risky as the sole source of growth.
The last strategic framework, resource-based view, is more gencral and emphasizes ways in which to exploit is
many potential resources. The framework, described next, can be helpful for sustaining and creating competitive
advantage.

* Piccoli and Ives, "TT-Dependent Strategic Injtintives and Sustained C itive Advantage,” 755.

* Cieg Sandovul, “Netflix CEO, DVD Subseribers to Decline Now and Farever,” CNET, hutp:fiwww,cact.com/mews/netflis-ceo-dvd-subscribers-to-
decline-now-and-forever (accessed August E9, 3005),
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Using the Resource-Based View (RBV)

A fourth framework, the ressurce-based view (RBV),' i uselul for determining whether a firnt's strategy has
created value by using IT. Like the value chain model, the RBY concentrates on arcas that add value to the fiem,
Whereas the value chain model Focuses on a firm’s activilies, the resource-based view focuses on the resources that
it can manage strategically in & rapidly changing competitive environment. Like the Piccoli and Ives framework,
the RBV focuses on sustaining competitive advantage but through use of resources rather than by raising compet-
itive barriers.

The RBYV has been appliod in the area ol ES 1o help identify iwo types of information resources: those that enable
a fira W0 atfain competitive advantage and those that enable a firm to sustain the advantage over the long term,
From the IS perspective,’! some Lypes of resources are better than others for ereating attributes that enabie a firm to
altain competilive advantage (i.¢., value, rarity) whereas other resources are betier for creating attributes to sustain
competitive value (e.g., low substitutability, low mobility, tow imitability}.

Resources to Aftain Competitive Advantage

Valuable and rare resources that finns must leverage Lo establish a superior resource position help companics attain

-———compelitive advantage: A resource is considered valuable-wherrit enables the firm-to become more efficient; effec-
tive, or innovative. Itis & rare resource when other firms do not possess i, For example, many banks today would
not think of doing business without a mobile banking app. Mobile banking apps are very valuable to the banks in
terms of their operations. A bank’s customers expect it to provide a mobile banking app that can be used on any
mobile device. However, because many other banks alse have mobile banking apps, they are not a rarc resource,
and they do not offer a strategic advantage. Some call them table siakes or resources reguired just to be in the
business. Many systems in Eras 1 and 1], and especially Era II{, were justified on their ability o provide a rare and
valuahle resource. In some cases these very systems have become table stakes.

Resources to Sustain Competitive Advantage

Mauny firms that invested in systems leamed that gaining a competitive advantage does not awtomatically mean that
they coudd sustain it over the long term. The only way to do that is to continue (o innevate and to protect against
resource imitation, substitution, or transfer. For example, Walmart’s complex logistics management is decply
embedded in both its own and #ts suppliers” operations so that imitations by other firms is unlikely. The Oakland
Athletics’ use of information systenss propelied it to viclory, as depicted in the movie Moneybali, but as soon as
ether teams leamed aboiit the secrct behind the success Oakland was having with analytics and information sys-
tems, they, too began to use similar techniques, reducing the advantage Oakland initially enjoved. Finally, to sustain
competitive advantage, resources must be difficuli to transfer or replicate, or refatively immobile. Some information
resources can be easily bought. However, technical knowledge—especially that which relates to a firm’s opera-
tion—an aggressive and opportunistic company culture, deep relationships with customers, and managerial experi-
ence in the firm’s environment is less easy to obtain and, henee, considered harder to runsfer to other firms,

Some IT management skills arc general enough in nature to make them easier to transfer and imitate. Although
it clearly is important for IS executives to manage internally oriented resources such as IS infrastrucrre, systems
development, and running cost-effective IS operations, these skills can be acguired in many different forms. They
are basic I'T management skills possessed by virtually all good IS managers. Other skills, however, are unigue te a
firm and tequire considerable time and resources to devetop. For example, it takes time to learn how the firm oper-
ates and to understand its critical processes and socially complex working refationships. However, the message sug-
gested by the RBY is thai IS executives must look beyend their own IS shop and concentrate on cullivating resources

® The resource-bused view was originally proposed by munagement researchiers, ost geominently Jay Bamcy, "Firm Researces and Sustained Compet-
itive Advantage.” Journal of Management 17, no. 1 (199E), 99-120 und "I the Resource-Based *View’ u Useful Perspective For Steategic M.

Research? Yes,” Acadeimy of Managewmess Review 26, o, i {X01), 41-56; M. Wade and J. Hulland, “Revicw: The Resource-Based View and lumim
Systems Res; Review, Bxtension and Suggestions for Futuse Rescorch,” MIS errulv 28, 0. 4 EEEIN} 16742, This anicle reviewed the resource-
besed view's upplication in the MES literature und derived & framework 1o better i  its application 10 IS

¥ httpr/fwwwminoaline.comibest_of web/Best-of -the-Web-CommunitySocial-Netwarking kU]aSJltml taceessed Fanoary B, 2002).
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that help the firm understand changing business environments and allow it 10 work well with all its external siake-
holders. Even when considering internally oriented information resources, there are differences in the extent to
which these resoutrces add value. Many argue that IS personnel are willing to move, especially when offered higher
salaries by firms needing these skills. Yet, some technical skifls, such as knowledge of a firm's use of technology to
support business processes, and technology integration skitls are not easily exported to, or imported from, another
firm. Farther, hardware and many software applications can be purchased or outsourced, making thers highly imita-
ble and transferrable. Because it is unlikely that two firms have exactly the same stralegic allematives, resousces at
one finm might have only moderate substitetability in the other fisny,

Zara and RBV

Figare 2.9 indicates (he extent to which the atiributes of cach information resource may add vafue to Zara, the
company discussed earlier in the chapter. Zara's advantage did not come from the specific hardware or software
technologies it employed. Its management apent five to ten times less on technology than its rivals. In contrast,

Vilus Creation B  Value Sustainability |

IT ASSET {

IT Infrastructura Moderate bacause of its skilfuluse | Easy to imitate and tranefer its infrastructure
2;:::;2;2%‘::3:; 22’.:32:5::5‘ Moderate for substitution of infrastructure (automated
and computer-controlled equipment | “onveyers)
to cut patterns, but similar
technology could ba purchased

- end used by competitors

information High value and rarity because of Difficult to imitate and transter

Regosiiory, ::;m::: :nzb:::iﬁsr::him difficult to substiiute because of the volume
Zara leverages strategically; well and nature of the data
integrated with Zara's cparations
and personnal; retail information
analyzed by designers to identify

| future products

m CAPABELHY

 Technical Skills Low value/rarity because IS MM difficult o |mnate, subsmute, or transfer;
professionals could be hired | some sustainability resulls because the skills are used to
relatively easily to pertorm the | imegrate across a range of systermns

s technlcai work

IT Managemern Hldr value/mrlty because thay were W 1o imitate, substitute, or transfer; resources

Skills _| acquired over time 'I | leveraged well

Retationship High value from re reiahonshlm with Difficult 2o imitate, substltuta, or tzansfer tumaround time

Skills—Extornatly European manufacturers | of under 5 weeks from conception to distsibution

fog Moderate rarity because other
companies also have relationships
with manufacturers although required
time to develop the relationship

Relationship High rarity of panning | Difficult to imitate, substitute, or ranster spanning; unusual

Skills—Spanning tight-knit teams at headquartars not easy fo imitate of

purchase in the marketpiace, allowing the ability to
B | correctyinterpret and quickly respond to customsr needs

FIGURE2S information resources at Zara, by altribute.
Source: Based on M. Wade and 1 Hulland, “The Resource-Based View and Information Systems Research: Reviaw, Extension and
Suggestions for Futura Research,” MIS Quarterly 28, no. 1 (2004), 107-42.
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Siralegic Alliances m

=Social Business Lens: Social Capital

A management theory that is gaining In popuiarity as a tool in understanding s social business is the social capital
theory. Soclal capltal Is the sum of the actual and potential rescurces embedded within, avallable through, and
| derivad from the netwark of relationships possessed by an individual or social unit. Relationships associated with
netwaorks have the potential of being a valuable resource for businesses. The theory's focus is not on managing
| individualz but on managing relationships.
| The value from natworks may be derived in one of three intarrelated ways: structural, relational, and cognitive,
| The structuraldimension is concerned with the pattern of relationships in the network—who is connected to whom.
| The relationsi dimension tooks at the nalure of relationships among members in the network (i.e., respect, friend-
| ship}—how the connected people interact. The third cognitive dimension looks at the way people think about
[ Ihings in the network, in particular whether they have a shared language, systemn of mearings or interpretations—
| how the connectad people think. The unusual thing about social capital is that no one persen owns it. Rather, the
people in the relationship own it jointly. Thus, it can't be traded easily, but t can be used to do certain things more
| easily. In particular, in social business applications, social capital may maka it easier to get the information needed
| to perform a task or connect with certain key people. In IS development teams, social capital may improve the
i willingness and abiity of ieam members to coordinate their tasks in completing a project.

Sorew: L Nubagriet aned 8. Ghosal, “ Sl Capivad, bntebleenaul Capital and 1he Ovgasizaginnad Vilue, “dewdeing of Manageienr
Review, 23, no. 2 (F908), 242-06,

Zara has created considerable value from the other information asset—its valuable information repository with cas-
lomers’ preferences and body types.

In terms of information capability, much of Zara’s value creation is from its valuable and rarc IT management
skills. Zara's relationship skills also serve as a tool for value creation and sustainability. Overall, Zara is able to
create high value from its IT management and relationship skills. It wonld be moederately to extremely difficult 1o
substitute, imitate, or transfer them,

The resource-based theory, although highly cited, has received its share of eriticism.” The major eriticise is that
it doesn't clearly distinguish between value and strategic competitive advantage. Another criticism of the original
theory is that it doesn’t consider different iypes of resources. However, IS rescarchers addressed this coneern when
they categorized resources into assets and capabilities and then provided examples of cach. In applying the theory,
it is important to recognize that it is focused on internat sources of a firm’s competitive advantage and, thas, does
not thoroughly take into account the environment in which the firm is embedded, especially when the environment
is quite dynamic,

Most firms don’t reatly have a choice of creating competitive sdvantage by manipulating industry forces either
through their use of information resources or IT-enhanced activities. Yet, ke Zara, they can leverage the IT
resources they do have to create and sustain strategic vatue for their firms.

Strategic Alliances

The value chain helps a firm focus on adding value to the areas of most value 10 its partners. The resource-based
view saggests adding value using externally oriented relationship <kills. The Eras framework emphasizes the
importance of collaborative partnerships and relationships. The increasing number of Web applications focused on
collaboration and secial networking only foreshadow even more emphasis on alliances. These relationships can
take many forms, including joint ventures, joint projects, trade associations, buyer—supplier partacrships, or car-
tels. Often such partnerships use information technologies to support strategic alliances and integrate data across

“* For an excelient discussion of criticisms of the resource-based view, see J. Krunijenbrink, 1-C Spender, and A, 5. Groen “The Rescurce-Bused View:
A Review and Assessment of Its Critiques.” Jasrmof of Maragenmesni, 36, no. 1, (2016), 349-72,
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partners’ information systems. A strategic alliance is an interorganizationat relationship that affords one or mere
companies in the relationship a strategic advantage. An example is the strategic alliance between game maker
Zynga and Facebook. As documenied in Facebook's 1PO filing in January 2012, the relationship is a muatually
beneficial one. Zynga developed some of the most popalar games found on Facebook, including Mafia Wars,
Farmville, and WordsWithFriends. Facebook has exclusive rights to Zynga’s games, many of which have generated
thousands of new membess for Facebook. It also gained access to Zynga’s customer datsbase. The alliance gen-
erates significant revenue for both parties because players of these games purchase virtual goods with real money
and Zynga purchases significant advertising space from Facebuok to promote its games. Zynga benefits from the
revenue resulting from its gamers on Facebook community.™

Business ecosystems are ofien groups of strategic alliances in which a number of pariners provide important ser-
vices 10 esch other and jointly ercate value for custormers. The Facebook ecosystem could be said to include many
of the companies that use that platform to deliver their apps, that allow customers to post dircetly on their Facebook
page from the app, or that allow customers to log on to their site using their Facebook account, This adds value
for customers by providing greater convenience, and by offering the ability to automatically update their activity
stream with information from the app, asd both Facebouok and the app provider benefit from their atliance.

IS often provides the platform upon which a strategic alliance funciions. Technology can help preduce the prod-

-~ uctdeveloped by the alliance, share information sesources actoss the partness” existing value systems, or-facilitate

communication and coordination among the partners. Because many services are information based today, an IS
platform is used to defiver these servieos to customers. The Facebook-- Zyngu alliance is an example of this type of
i$ platform. Further, linking value chaing through supply chain management (SCM) is another way that firms build
an IT-facililated strategic atliance.

Co-opetition

Clearly, not all strategic alliances are formed with suppliers or customers as pariners. Rather, co-opelition is an
increasingly popular aitemative model. As defined by Brandenburg and Nalebull in their book of the same narne,
co-opetition is a strategy whereby companics cooperate and compete at the same Ume with companies in their
value net. " The value net includes a company and iis competitors and complementors as well as its customers and
suppliers and the interactions among all of them. A complementor is s company whose product or service is used in
conjunction with a particular product ar service to make a more useful set for the cestomer. For example, Goodyear
is a complementor to Ford and GM because tires are a complementary product 1o vehicles. Likewise, Amazon is a
complementor to Apple in part because the Amazon reading application, the Kindle, the reading tablet that Amazon
sells, is one of the most popular apps for the iPad. Finally, a cellular service is a complementor to Google’s search
engine because the service allows more consumers to use Google’s search function.

Co-opetition, then, is the strategy for creating the best possible outcome for a business by optimally combining
competition and cooperation. It can also be used us a strategy for sourcing as discussed in Chapter 10, It fre-
guently creales competitive advantage by giving power in the form of information to other organizations or groups.
For example, Covisint.com hosts the auto industry’s e-markegplace, which grew out of a consertium of compet-
itors, including General Motars, Ford, DaimlerChrysler, Nissan, and Renault. By addressing multiple autormo-
tive functional needs across the entire product life cycle, Covisint offers suppont for colishoration, supply chain
management, proecurement, and quality management. Covisint.com has extended this business-to-partner platform
to other industries including health care, manufacuring, life sciences, food and beverage, and oil and gas. Thas,
co-opetition as demonstrated by Covisint not only streamlines the internal operations of its backers but also has the
polential to transforin an industry.

¥ Adapted from N. Wingficld, “Vinual Products, Real Profits” Fhe Wil Suver Josrmal (September 9, 2011}, AL, [6; L B, Boker, “Zynga's Safes Soar
on Faccbook Connection,” Reusers News (Februury 2, 2042). httpi/fwww.reaters.comiaiticle/201 202/02/us-zynga-shares-idUS TRES L 1 1POMH 20202
(sceessed Septernber 14, 2D85); Jackie Cohen, “So Much for the Facebook Eftect: Zyaga Sees $978.6 Milkion Loss In 201 1.7 Yakoo News {February 14,
2012), hipe/iwww.allfoccbock comvfucehook-zynga-eps-210] 2-02 {uccessed Febauary 20, 20125

“ A. Brandenburg and B. Nalebuff, Co-npeiition {New York: Doubleday, [996).
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Riske n
Risks
As demonstrated throughout this chapies, information resources may be used to gain strategic advantage even if that

advantage is fleeting. When information systems are chosen as the tool to outpace a finn’s competitors, executives
shuuld be aware of the many risks that may surface. Some of these risks include the (oflowing:

* Awakening a sleeping giant: A firm can implement S {0 gain competitive advantage only to find that it
nudged a larger competitor with deeper pockets into implementing an 18 with even better features. FedEx
offered its customers the ability to trace the transit and defivery of their packages online. FedEx's much
farger competitor, UPS, rose fo the challenge. UPS not only implemented the same services but also added
a new set of features eroding some of the advantages FedEx enjoved, causing FedEx to update its offerings.
Both the UPS and FedEx sites passed through multiple Web site ilerations as the ducling delivery companies
confinue to struggle for competitive advantage.

= Demonstrating bad timing: Sometimes customers are not ready to use the technology designed to gain
strategic advantage. For example, Grid Systems created the GRIDPAD in 1989, It was a tablet computer
designed for businesses to use in the feld and was well reviewed at that time. But it didn’t get traction.
Three decades later, in 2010, Apple introduced the iPad. and wblet computing took off.

* Implementing IS poorly: Stories abound of information systems that Fail because they are poorly imple-
menied, Typically, these systems arc complex and often global in their reach. An implementation fasco took
place at Hershey Foods when it aitempled to implement its supply and inventory systern. Hershey devel-
opers brought the complex system np 100 guickly and then failed to test it adequately. Related systems prob-
lems crippled shipments during the critical Halloween shopping sesson, resulting in large declines in sales
and niet income. More recently, in 2012, more than 100,000 Austin Energy customers received incorreet util-
ity bitls due to problems with the company®s vendor-supplied bilt coliection system. Some customers went
months without a bill, and others were incorreetly bilfed. Some businesses that owed $3,000 were billed
$300,000. S1ill others tried to pay their bill enline only 10 be told that the payment had not recerded when it
had been. The utility calcutated thal the problers cost it more than $8 million. ¥

* Failing 1o deliver whar users want: Systems that do not meet the needs of the firm’s targel market are likely
to fail. For example, in 2011, Netflix leadership divided the company into two, calling the DVD-rental
business Qwikster and keeping the streaming business under Netflix. But customess complained, and worse,
closed their accounts, and less than a month fater, Quikster was gone. Netflix reunited both businesses
under the Netflix name. "

* Rumning afoul of the law: Using IS strategically may promote litigation if the IS results in the violation of
laws or regulations. Years ago, American Airlines’ reservation sysiem, Sabre, was challenged by the airline’s
competitors on the grounds that it violated antitrost laws. More recently, in 2010, Google said it was no
longer witling 1o adhese to Chinese censorship. The Chinese governtnent responded by banning searching
via all Google search sifes (not only google.cn but ali language versions, e.g., google.co.jp. googie.com.au},
including Google Mobile. Google then created an automatic redirect (0 Google Hong Kong, which stopped
Jume 38, 2610, so that Google would rot lose its license 1o operate in China. Today, Google, Inc. is acting
in compliance with the Chinese government’s censorship laws and Chinese users of Google.en see filtered
results as before. More recently, European antitrust officials claimed that Google's search engine unfairly
generates results that faver its shopping sites over those of its competitors and that #ts Android mobile phone
operating systern unfairly features Google as the default search engine.”

" Marty Toohey, * Mm 1han ID(B 000 Austin Energy Cugiomers Hit by Billing Ervoss from $55 Mittion IRM Sysiem.” Staresmin (Febeuary 18, 2002),
herp:Favww: mone-than- § 00)-GOD-austin- cmwg) -custorers-kit-2185031 luml (accessed Febauary 20, 2012).

? Quikster = Gmer (October 10, 20§1), hepeffwww.bneaki Mretflix-Kills-qwikster ( d February 20, 20E2)

2 "Viewed as 1 Monopoly in Eusepe, Google Tikes on Role as a\h’zr\.’}cm Trust-Busler in .S, The New York Thaes (May 8, 2015). B1. BS.
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= Geographic Box: Mobile-Only Intemet Users Dominate Emerging Countries

More than 25% of moblie Web users in emerging markets connect to the internet solely through mobile devices,
This is the case tor 70% of mobile Web users in Egypt, 59% in India, and 50% in Nigeria but only for 25% of U.S. and
i 22% of UK. mobile Web users. Malaysia is emerging as a test case for a mobile-only Internet. It has rolied out a
next-generation, high-speed broadband network that covers most of its population. This infrastructure makes it
posiible 16 make videeo calls with Apple’s FaceTime application in locations throughout the country using a tiny
pocket router that accesses a WiMAX wireless-broadband network set up by a local conglomerate, YTL Corp.
Bhd. To further encourage the spread of Internet, Malaysia's [saders have pledged not to censor the Internet,

Souzees: G Damawny, “Mobile-Ouly Birere Users Diatedinure Finerging Markers™ dalotas.coan {Octalor 24, 201 2). hege/fwww.adonss.
! voun/20 o 110 nubile-only-imernet-nsers-dmudnate-vinerging-markets/ {aceesed Auguse 19, 2005): § Uockway. “Broadiund in
| thie Trapics.” The Walf senvet fovriad {(Sepieber 210 2011), Bo.

Every business decision has risks associated with it. However, with the large expenditure of IT resources needed
—————toereate sustainable; strategic advantages; the manager should carefully identify and then design a mitigation strat- _—
egy to manage the associated risks.

Co-Creating IT and Business Strategy

This chapter has discussed the alignment of IT strategy with business strategy. Centainly, the two stralegies must
be carefully choreographed to ensuse receiving maximum value from 1T investments and obiaining the maximum
opportunity to achieve the business strategy. However, in the fast-paced business environment where information
is increasingly a core component of the product or service offered by the firm, managers must eo-create 1T and
business strategy. That is to say that [T strategy is business stralegy; one cannot be ereated independently of the
other. In many cases, they are now one in the same.

For companies whose main product is information, such as financial services companies, it’s clear that information
management is the core of the business strategy itself. How an investment firm manages the clients’ accounts, how
its cliemts interact with the company, and how mvestments are made are all done through the meanagement of
information. A financial services company must co-create business and T strategy.

But consider a company fike FedEx, most well known as the package delivery company. Are customers paying
to have 8 package delivered or to have information about that package’s delivery route and timetable? One conld
argue that they are one in the sume and that increasingly the company’s business strategy is its I8 strategy. Certainly,
there are components of the operation that sre more than just information. There are actual packages 1o be loaded
on actual trucks and planes, which are then actuatly delivered to their destinations. However, o make it all work,
the company must rely on 1S. Should the 18 stop working or have a serious failure, FedEx would be unable 1o do
business. A company like this mutst co-create IT stralegy and business stralegy.

This was not true a few years ago. Companies could often separate 1S strategy from business strategy in part
because their products or services did not have a large information component. For example, & few years ago,
should the IS of a trucking company stop working, the irucks would still be able (v lake their shipments to their
destination and pick up new ones. It might be slower or a bit more chaotic, but the business wouldn’t stop. Today,
that’s not the case. Complicated logistics are the norm, and IS are the foundation of the business as seen at FedEx.

With the increasing number of IS applications on the Web and on mobile devices, fims increasingly need to
co-create business and [T strategy. Managers who think they can buitd a business model without considering the
opportunitics and irnpact of information systems, using both the resvurces owned by the firm and those available on
the Web, will find they have significant difficulties creating business opportunities as well as sustainable advantage
in their markeiplace.
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Discussion Questions n

SUMMARY

Information resources include data, technology, peopte, and processes within an organization, Information resources can
be either assels or capabilities.

IT infrastructure and irformation repositories are [T assets. Three major categories of 1T capabilities are techrical skills,
IT management skills, and relationship skills.

Uaing 1S for strategic advantage requires an awareness of the many relationships that affact both competitive business
and information strategies. '

The five competitive forces made] implies Biat more than just tie local competitors influence the reality of the business
situation, Anslyzing the five competitive forcez—tireat of new entrants, buyers’ bargaining power, suppliers’ bargaining
power, industry competitors, and threst of substitate products—{rom both a business view and au information systems
view helps general managers use information resources to minimize the effect of these forces on the organization.

The value chain highlights how infermation systems add value 1o the primary and support activities of a firm's internal
operations az well as to the activities of its customers and of other components of its supply chain.

The _m_snurcpbased view {l_ui_\fl} helps a ﬁrm'!.mdemap_q___ the value created by its strategy. RBV maintains that compet-
itive advantage comes from a firm’s information resources. Resources enable 4 firm to altain and sustain compelitive
advantage.

IT can facititate strategic atliances. Ecosystens are groups of strategic afliances working together to deliver goods and
services. Supply chain management (SCM) is a2 mechanism that muy be used for creating stralegic ziliances.
Co-apetition is the complex arrangernent through which companies cooperate and compeie al the same time with other
companies in their value net.

Numerous risks are associated with using information systems to gain strategic advantage: awaking a sleeping giant,

demonstrating bad timing, implementing georly, failing to deliver what customers want, avolding mobile-based alterna-
tives, and running afoul of the law.

KEY TERMS
business ccosystem {p. 34) information resources (p. 36) social capital (p. 47}
co-opetition (p. 48) IT asset (p. 36) supply chain munagerent
customer relationship management ¥T capability (p. 36} {SCM) {p. 42)
(CRM) (p. 42) network effects (p. 34)
enlerprise resource planging resnurce-based view (RBV) (p. 45)

(ERP) (p. 42) strategic alliance (p. 48)

DISCUSSION QUESTIONS

1. How coan information itseif provide a competitive advantage to an organization? Give two or three examples. For each
example, describe its associated rigks.

2.

Use the five competitive forces model as described in this chapter to describe how information lechnology might be used 1o
provide a winning position for each of these businesses:

a. A global advertising agency

b. A bocal restauzant

€. A mobile applications provider

d. Aninsurance company

e. A Web-based audio book service
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3. Using the value chain modet, describe how irformation techrology might be used to provide s winning posision for each of
these businesses:
a. A global advertising agency
b. A local restaurant
€. A mobile applications provider
d. Aninsurance company
e. A Web-based audio book service

4. Use the resource-based view as described in this chapter (o describe how information technelogy might be used to provide
and sustain a winning position for each of these businesses:
a. A global advertising agency
b. A tocal restanrant
e. A mobite applications provider
d. Aninsurance company
2. A Web-based audio book service

5. Some claim that the only sustaisable competitive advantage for an organization is its relationships with its customers, Akl
other advantages eventually erade. Do you agree or disagree? How can information systems play a role in mointaining the
organization®s relattonship with its cugtomers? Defend your position.

6. Cisco Systems has a network of component suppliers, distributcrs, and centract manufacturers that are linked through
Ciseo's extranet. When a customer orders & Cisco product a2 its Web site, the vrder triggers contsacts to manufaciurers of
printed circuit board assembties whenr approprinte and alernts distributors and component suppliers. Cisco's contract manu-
facturers are aware of the order becanse they can log on to its extranet and link with Cisco’s own manufacturing execution
systems. What are the advantages of Cisco's strategic alfiances? What are the risks to Cisco? ‘o the suppliers?

B CASE STUDY 2-1 Groupon

Groupon, Inc. raised $700 million at its [PO in the fall of 2011, instantly providing a valuation of almost $13 billion for a
company that was only three years old at the time. Some question the value, claiming Groupon kas ne sustzinable compet-
itive advantage. Others see Groupon as an innovative company with high potential,

Groupon sells Ineernet cospons for events, servives, and other popular items that customers might want to buy. Customers
sign up for daily e-nwails targeted to their local market. The daily deal, offered for one-day only and only if a predetermined
minimur aumber of customers buy it, gives customers 505 off the “nekzil” price. For example, 2 $100 three-month heatih
clulr membership would self for $50 on Groupon. The customer pays $50 to Groupon and prints a cestificate to redeem at the
health chth. Groupon keeps S0% of the revenve, or $25 in this case, and gives the rest to the healih club. Effectively, retailers
are offering 75% off with the customer saving 50% and Groupen taking the rest.

Groupon pays the retailer when the coupon is redeemed, making money both on the float batween the time revenue is
collected and the time the retailer is paid and on the certificates that are never redeemed at b, which the industry calis break-
age. Retailers make money in the long mun by introducing customess to their products, selting them additional products and
services when they come in ko redeem their coupoms. ard turning them into repest customers. And retailers berefit from the
buzz created when their business is on Groupan.

In Augest 2010, Groupon launched its first national deal. a coupon worth $50 of Gap apparel and accessories for $25,

it sold over 440,000 coupons, netting Groupor and the Gap ctose to $11 million. But not all vendors are the size of the
Gap, and smalier vendors have been overwhelmed with toe many conpans. One local business owner said the company lost
- 38,000 en its Groupon promotion when toe many coupons were issued. ki fact, a study of 150 retailers showed that only
= 66% found their deals profitable.
Around the time of the IPO, analysts and observers alike ciaimed that Groupoa's business model was not sustainable. In
addition to the lurge number of retaiters who found their deals unprofitable, observers noted that Groupon does not produce
anything of value, and it ise’t adding value to the retailers. Further, there afe no barriers to eniry Lo stop competitors. In May
2011, more than 450 competitors offering discounts and deals included LivingSociat, anosher daily deal site; restourant.com,
a site for restaurant gif certificates 4t a deep discount; and overstock.com and woot.com, sites offering discounted merchan-
dise, rot to mention deep-pocketed competitors like Amazon.com.
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