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APPENDIX A
THE EXECUTIVE SUPPORT SYSTEM (ESS)

1. The Introduction of the ESS

Nowadays, there_is little disagreement on the potential uses of information
technology as & competitive weapon In today’s business. Companies have realized
many opportunities * for improving their * business Performance_through the
development and use of information Systems. It is now almost impossible to operate

any husinesses without assistance from computer whether they are large or small
companies.

_ In many large or medium companies where resources are, [eadl%y available,
informatjon syStems are considered as a necessity to remain competitive. They usually
have their own IS managers or otherwise they hire the consult companies to design or
develop the effective systems for them. On the other hand, many small companies can
not afford to do that. They usually have limited personnel and time to locate for this
matter. Many of them afso have little or no exp,enence about strategic information
systems Plannmg. The development of information systems is.then Usually lack of
sufficient analysis or consideration for their E)artlcular comPetmve_ environment. The
results are inefficient systems that provide little or no benefit to their companies.

There is a variety of strategic planning frameworks written in mar]y books.
However, stil] so many owners or mana?ers ofthese small business have neither time
nor ogportunlty to Uriderstand and evaluate. many of the proposed frameworks that
have heen conducted to help identify strategic opportunities for information systems.
Therefore, the development of a“decision support tool that can help them to
understand how these frameworks or analysis tools can be best used for their
partioilar competitive environment IS necessary.

The obg'ective of this research is therefore, to design an, executive support

system ESS& 0 9uide the owners of small enterprise in developing a strategic plan
for using information systems in their business.

The designed ESS will provide the anal¥5|s of the three important perspectives
of a comﬁetltlve role for information systems in the business: the business
envirgnment, the enterprise environment, and the use of information systems. The
specific details in each one can be summarized as follows:

The business environment

Analysis of the external environment gCompetitive five forces, PEST analysis)

Analysis of pressure groups and stakenolders (customer, competitors,
stakeholders)
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The company environment

o Analysis of the internal environment of.the_company (SWOT analysis)
*  Development of the business vision, objectives/goals, and strategies.

The use of information systems

o Analysis of the critical success factors (CFSs) for business success.

» The Use of frameworks such as strategic thrusts and strategic option generator
for strategic information systems opportunities.

* |dentification of possible information skl_stem strategy.
*  Suggestion of criteria for strategy selection.

2. The Content of the ESS

The content of the ESS can be categorized into 4 major steps in developing
SIS as follows:

Screen
Understandin? and developing a business mission 3
Understanding a business mission 3
Understanding an influence of shareholders 4
Writing a business mission 5
Analyzing a business environment I
Macroenvironment (PEST analysis) . 8
Industry environment (5F|ve forCes analysis) 10
Internal environment (SWOT analysis) 12
Prioritizing internal and external factors 14
Developing a business strategy _ 16
Generating strategies using TOWS matrix 16
Evaluating strateies 17
ldentifying IS strate 18
|dentifying ngs o 18
|dentifying possible IS applications 19
Making the application portfoljo 20

Managjing the application portfolio 2
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3. The Finished Software

. Based on the model shown in chapter 3 and the requirements from the users
discussed in the previous section, the ESS is developed by using the Microsoft
Frontpage software 2000. It is presented in the form of weh pdges and can be viewed
on the Web browser such as Microsoft Internet Explorer veision 5.5 or higher. It
containg approximately 21 screens of content, mcIuqu frameworks, models, tables,
and information needed in unde,rstandln? and developing strategic information
systems. Users can use this ESS either off or on line (Somé processes though need
Vb server or personal web server to be done). The examples of some Screens in the
ESS are displayed in figure A-I below.

coneent E [AIIExe’ciittv*:SuppétSyste’gi;qéssy
|EI)Indagztim_ting a
SR MISSIEN Introduction
@ E|_ Nowadays, there is little disagreement on the potential uses of information
. technology as a competitive weapon in todays business. Companies have realized
klylahnlflg a many opportunities for improving their business performance through the
onnets

development and use ofinformation systems. It s now almost impossible to operate ;

any businesses without assistance from computer whether they arc large or small
companies.

aiyironment

. E | In-many large or medium companies where resources are readily available,
BEYelgomga information %stems are considered as a necessity to remain competitive. They
tillages; arateqy usually have their own IS managers or otherwise they hire the consult companies to

design or develop the effective Systems for them On the other hand, many small
companies can not afford to do that They usually have limited personnel and time to
-d allocate for tins matter. Many of them also have lithe or no experience about
strategic information systems planning. The development of information systems is

Figure A-1 The Example Screen of the ESS

The ESS hegins with the introduction of the desi%ned model content, the needs
for IS to sug ort and create competitive advantage for the business, and the quideline
to use the ESS. The content of the ESS IncludeS 4 important sections of developing

SIS: understanding a business missian, analyzing a business environment, developing
a husiness strategy and identifying IS strategy.
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4. The Components of the ESS
From figure A-I, the ESS is presented including the following components:
1) Content

The content includes the major 4 steps in developing strategic information

systems; understanding a business’ mission, analyzing a Dusiness environment,

eveloping a business Strategy and identifying IS stratedy. Users can move to, these

screens by smplg clicking édch label (some Screens though are not included in this
e

content but can be reached by clicking forward arrow or backward arrow shown in
header section).

2) Header

The header shows the current screen's name and forward and backward arrow
for moving to the next or previous screen.

3) Context

, The screen's context features pictures, tables, frameworks, and models needed
i developing_strategic information” systems, including explanations embedded in
these flqures. By simply clicking these figures, an explanation will be demonstrated in
the left Trame by replacing the content screen.
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b, How to use this ESS

At the first time, users should develop a preliminary_understandin% about the
overall content of this model and how, it works before using it. After that, 3]4 clicking
the start here button, users can begin to develop their own strategic information

systems. It is strongly recommended that users should follow the development path
screen by screen.

¢ Screen 1: The Opening Page of the ESS (Figure A-2)

Screen 1is an opening page. Users can enter this program by simply clicking
at the “Enter Here” icon.

¢ Screen 2: The Starting Page of the ESS (Figure A-3)

Screen 2 is a starting page. It includes the brief introduction, the conceptual
model, and the components 0f the ESS. When uses understand the overall concept of

this program, they can log in by clicking the “Start Here” icon and entering the
password for each’user’s account.

¢+ Screen 3: Understanding a business mission (Figure A-4)

The content of screen 3 is to understand a_business, mission.. In this screen,
three major components of a business mission: business definition, vision and goals,
and philosophies are discussed. Users can view the meaning of each one by clicking
at its icon. |t is recommended that users should start developing an understanding of

business mission first and then try to understand its three components later. There are
2 languages: Thai and English to Select.

¢ Screen 4: Understanding an influence of the shareholders (Figure A-5)

. The concept of screen 4 is to realize an inflyence of the shareholders. Users
can view the impartance of shareholder expectations by clicking at its icon. Users can
also view how Influential the shareholder s by clicking at the picture of shareholder
position. An explanation will appear at the left'frame ofthis screen.
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t - Screen 5: Writing a business mission (Figure A-6)

After users understand what a business mission is and realize the importance
of the shareholder influence, the next step is to write a business mission statement. In
this screen, there are some Selected questions for users to answer. Users should begin
answerlng from the first to,the last question. The answer of each question will provide
arough idea to write a business mission statement in the following screen.

¢+ Screen 6: Writing a business mission (continue) (Figure A-7)

~In'screen 6, users have to write a business mission statement, which includes
husiness definition, vision, goals, and philosophies. This mission statement will be
used as a Tgmdel_lne throughout the strategic tnformation systems development. The
answers of questions from'the previous scieen questions, will provide a rough idea for
owners/managers to identify the definition of their business regarding three
dimensions discussed in Abell’s model. The first drafted statement may be as Iong s
one page. But after keep refining and polishing, the final drafted statement should be
compréhensive and read fluently, may be ong or two, long, complicated sentences
ext,endln%,to perhaps half a page. Then later on, a vision or strategic direction, and
philosophies can be extracted from this statement.

¢ Screen 7: Analyzing a business environment (Figure A-8)

After a business mission statement is established, the next stage Is to analyze
the business environment in order to develop a business strategy. There are thiree
levels of business environment to be discussed in this screen: “macroenvironment,

indus,tr% environment, and organization. Users can view the description of each one
by clicking at its icon,

¢ Screen 8 Macroenvironment (PEST analysis) (Figure A-9)

_The first environment level to_be analyzed is the macroenvironment. PEST
analysis is used to analyze 4 crycial factors: political, economic, social, and
technology. Users can view the meaning of each one by clicking at its icon.

¢ Screen 9: Macroenvironment (PEST analysis continue) (Figure A-10)

In this screen, users are asked to write down issues deemed important in each
area of PEST analysis. These_issues will be used again in later stage. Users,can also

View examples of important issues in each area of PEST analysis by clicking at its
icon for both Thai and English.
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t  Screen 10: Industry environment (Five Forces analysis) (Figure A-I1)

Industry environment, the second level, is discussed in this screen. Porter’s
competitive five-force is the analysis tool used to analyze five forces that sha?e the
competition in the industry. Users can view the explanation and examples of each
force by clicking at its icon.

¢ Screen 11: Industry environment (Five Forces analysis continue) (Figure A-
12)

In this screen, users_are asked to write down issues deemed important in each
area of Five Forces analysis. User can view questions and issues %rowded to help

([Jenerate ideas by clicking at icon of each force. These issues will be used again in
ater stage.

¢ Screen 12: Internal analysis (SWOT analysis) (Figure A-13)

_This screen includes, the analysis at the organization level, the internal
analysis. . SWOT analysis is used to discuss 4. areas. strengths, weaknesses,

opportunities, and treats. Users can view the description of each one by clicking at Its
icon,

¢ Screen 13: Internal analysis (SWOT analysis continue) (Figure A-14)

. After users develop an understanding of SWOT analysis, users are now asked
to write down the issues relating to each area, Issues involving opportunities and
threats can be derived directly from PEST and Five Forces analysis. For strengths and
WeaknessesT users can derive from investigating the company capabilifies and

resources. There are also examples of important areas needed to consider embedded
In both icons of external and internal environment.

¢+ Screen 14: Prioritizing external factors (Figure A-15)

. After the SWOT table is completed. Users can prioritize these issues br
Wel%mnlg and rating each issue and then summing uP the total scores. The result will
be the [ist of prioritized issues. This screen s, Tor external factors, which are

olo,po_rtun,ltle_s and threats. Users can view steps in prioritizing external factors by
clicking Its icon.
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t  Screen 15: Prioritizing internal factors (Figure A-16)

Like screen 14, this screen is, for prioritizing internal factors: strengths and
weaknesses. Steps in prioritizing are similar to those in the screen 14,

¢ Screen 16: Generating strategies using TOWS matrix (Figure A-17)

The next step is to generate a business strateﬁy. TOWS matrix is used in this
screen. The prioritized factqrs in SWOT analysis will be used in this matrix, so, ST,
WO, and WT strategies will be developed m this screen hased on SWOT factors.
Steps in creating TOWS matrix can be viewed by clicking at its icon.

¢ Screen 17: Evaluating strategies (Figure A-18)

After the SO, ST, wo, and WT ,strategles are identified, the next step is to
evaluate_these strategies to priqritize the imporfance of each one. A QSPM is Used to
do that. The groces_s In evaluating is quite Similar to those of screen 14 and 15, Each
strateqy will be weighted against each factor in SWOT. analysis. The total scores will

indicate which strategy is the most important. Steps in developing a QSPM can be
viewed by clicking at'its icon.

¢+ Screen 18: Identifying critical success factors (Figure A-19)

Screen 18 involves, the identification of critical success factors and key
Peerformance_ Indicators against each husiness strategy. Each strategy must have, at

ast one critical success Tactor and key performance indicator. Steps in conducting
CSFs analysis can be viewed by clicking at its icon,

¢+ Screen 19: Identifying possible IS applications (Figure A-20)

. Inthis screen, the strategic option generator is used to |dent|fyyp035|ble S
apP_hcatlons based on the CSFs identified from the previous screen. The. strategic
option _?enerator,consmts of three strategic targets: customers, suppliers, mid
competifors and_five strategic thrusts: differentiation, cost, innovation, %row_th, and
alliance. Steps in usmg the strategic option generator begin with ide tlglng_the
business and’ continug through the Selection of Strategic thrusts, mode, and direction.
The results of several analyfses from the begl_nnln% plus key information requirements
derived from the CSF and 3/3|s_ should provide adequate information needed to help
|dentifying the potential strétegic IS opportunities by using this model.
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+ Screen 20: Making the application portfolio (Figure A-21)

~ Ater the possible IS applications are determined, the next step is to create the
application portfolio. There are 4 quadrants to be filled in: strategic, high potential,
key operational, and support. Users have to select each IS alopllc_anon and write down
Info each quadrant based on its business contribution. Explanations and examples to
help generate ideas can also be viewed by clicking at each icon of these 4 quadrants.

¢ Screen 21: Managing the application portfolio (Figure A-22)

Screen 21 describes how to manage IS applications in each quadrant in the

application portfolio. Users can view the explanation of each one by clicking at its
icon.

6. Mechanism of the ESS

. The mechanism of the ESS mostly emphasizes on embedding the explanation
of important meanings or instructions in" pictures, tables, or icons each stage of the
systems. There are &lso automatic links to transfer information from one”stage to
another for the convenience of users, (screen 14-17). The identified opportunities,
threats, strengths, and weaknesses in screen 13 “will automatically” appear on

prlorltizin? tables for both internal and external factors, TOWS matrix,and a QSPM
Inscreen 14, 15, 16, and 17 respectively.

A built-in calculator is also included in the ESS to facilitate users in ever
stage involving calculations such as rating or evaluating strategies in screen 14, 15,
and 17 Users can save or delete work ’E)/Iro ress by clicking submit or reset button.
Users can also use the ESS with 1CQ, MSN or ofher messenger software to set up
Internet meeting for brainstorming or exchange of ideas and information.
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APPENDIX B
THE QUESTIONNAIRE

The following information is given as brief introduction to information

sKstems:, strategic information systems, and strategic information systems planning to
the subject before filling in the questionnaire.

Information Systems (IS)
According to Andreu et al (1992), Information Systems (IS) is understood as:

“ The formal group of processes that, operating on a collection of data
structured according to the needs of a company, complies, elaborates and distributes
part of the information necessary for the operation of the company, and for the related
management and control activities, supporting, in part, the decision-making processes
necessary to carry out the husiness functions of the company. ”

Strategic Information Systems (SIS)

Strategic Information Systems (Slsg are characterized by its ability to support
or shaped the firm’s competitive strategy. SIS does this through its contribution to the
strategic goals of the company and/or its ability to increase performance, productivity,
and effectiveness significantly.

Strategic Information Systems Planning (SISP)

~ Remenyi (1991) identifies that a SISP is a process of establishing a program
for implementation and use of IS in such a manner that it will optimize the firm’s

information resources and use them to support the objectives of the whole corporate
as much as possible.

~ The concept of SISP has been evolving over the last decade. People have
realized that onl}/ the hardware and software requirements aﬁproach to 1S planning
was not enough for the company. In fact, SISP involves matching the IS applications

with the objectives of organizations. Earl (1993) summarizes that SISP includes the
following areas:

t  Aligning investment in IS with business goals.

t - Exploiting IS for competitive advantage.

t - Directing efficient and effective management of IS resources.
t - Developing technology policies and architectures.

~The first two areas involve with information systems strategy whereas the
third and fourth are concerned with information management strategy and information
technology strategy respectively.
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Questionnaire

_ The following questionnaire is developed by the author of this thesis. The
intent of the stud¥ is 10 evaluate the user's satisfaction of using the software designed
specifically to help developing strategic information systems. The questionnaire will
take only 5 to 10 minutes to fill out at your convenience. Your name and personal
information will in no way be connected with the questionnaire. Your answer will be
used for evaluation purpose only and will be held in the strictest confidence.

1. How long have you completed all the steps in this software?
1da
Q 10ryz weeks
more than 2 weeks

2. Do you need any assistence while using this software?
O "ves
O No
if yes, what kind of assistences are you needed? (more than one choice can be selected)
g Using instructions
Overall concept of this software
O The meanin?s of each steps
O Examples of how to complete in each step
O Advice from strategist

3. Comparing to your previous strate%y development, ifany, do you think that using this
software helps you organize your thinking more systematically?
O Yes, very much
O Yes, but only when | had used it for a while
O Yes, but only when I had my strategist helping me
O Not at all4

4. After using this software, please rate the following Items that you experience.

5 4 3 2 1
Ease of use

Understandability of operating instructions
Sufficiency of Information provided
ArranPement of order of context
LSJselfu r}ess in terms of decision support syste
tyle of presentation
Ability to help understanding of 0000
strategic information system development

Note: 5= Excellent, 4 = Good, 3 = Average, 2 = Fair, 1= Poor
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5. Comparing to your previous knowledge, did you think that your knowledge about
strategic information systems improved after using it?
O Significantly improved
O Slightly improved
0_ About the same
O Notatall

6. After using this software, do you think it meets your requirements?
0 Fully met

0_ Partially met
O Notatall

7. Considering the usefulness to strategic information system development,
how satisfied or dissatisfied are you with this software?
O Completely satisfied
Mostly satisfied
Neither satisfied or dissatisfied
O Mostly dissatisfied
O Completely dissatisfied8

8. What changes/improvements would you like to see in this software?

9. Finally, what 1s your overall comment of this software?
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The following questions are about personal information.

10. What is your highest level of education you have completed?

O No formal education O Some college

Some grade school O Completed college
O Completed grade school O Some graduate work
Q Some high school O A graduate degree

O Completed high school

11. What is your present occupation?
Business and professional
O Salaried and semiprofessional
O Skilled worker (87 7 \3)
Q Laborer gl 7@y )i
O Student \B\—* /s

12. Do you have your own business?
0 Yes

o
| des how important Information is to your business'7

Very important
O Somewhat important
Not important

13, (H)ave you considered using information systems in-your business or your organization?
Yes

0. No ,
O VYes, but not knowing where to startd

14. Have you ever involved with formulating any Information System strateqy before?
Q Yes

|des how did you do that? (more than one choice can be selected)

hire consultant
O did by yourself through reading books relating to strategy development

did by teamwork _ _
did by yourself without prior knowledge about strategic development



15, Are you satisfied with your existing Information System strategies, if any ?
O Yes
0 No
if not, what are you dissatisfied with about Your existing Information System
strategies? (more than one choice can be selected)
O They not properly serves your business objectives
They are not suitable to your existing business environment
They are not suitable to current technological environment
They are not capable of creating competitive advantage to your business

16. Before using this software, please select the following items that you familiar,
more than one choice can be selected)
PEST analysis
Q SWOT analysis
O Industry analysis (Competitive five forces)
0_ TOWS matrix
O Critical Success Factors analysis
O Strategic Option Generator
O The Application Portfolio

17. Have you ever used any of these analysis tools shown in question 7 before?
0. Yes
O Yes, but still not quite understand
O No

18. Have you ever used a software specifically designed for strategic information
sesstem development before?
Yes
O No

Thank you very much for your assistance.

99



100

Questionnaire Results

The following information is derived from the questionnaire sent to user 1 and 2 in
the subject case compan?/, the sales mana%er and the mark_etmﬂ manager, resgectlvely.
This result is shown only the first part of the questionnaire that relates to the use of

this software. The interpretation of the full questionnaire can be viewed in chapter 3 at
the questionnaire results section.

Interviewer no. 1

1. How long have you completed all the steps in this software?
0 lday
Q Zlor2weeks
more than 2 weeks

2. Do you need any assistence while using this software?
O “Yes
No
ifges, what kind of assistences are you needed? (more than one choice can be selected)

o

Using instructions

Overall concept of this software
O The meanin?s of each steps
O Examples of how to complete in each step
O Advice from strategist

3. Comparing to your previous strategy development, if any, do you think that using this
software helps you organize your thinking more systematically?
O Yes, very much
O Yes, but only when | had used it for a while
O Yes, but only when I had my strategist helping me
O Not atall4

4. After using this software, please rate the following items that you experience.

5 4 3 2 1
Ease of use

Understandability of operating instructions

Sufficiency of Information provided

Arrangement of order of context

Usefulness in terms of decision support system

Style of presentation

Ability to help understanding of

strategic information system development

Note: 5= Excellent, 4 = Good, 3 = Average, 2 = Fair, 1= Poor
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5. Comparing to your previous knowledge, did you think that your knowledge about
strategic information systems improved after using it?
0 Significantly improved
O Slightly improved
About the same

Not at all

6. After using this software, do you think it meets your requirements?
0 Fully met
(3 Partially met
3 Not at all

1. Considering the usefulness to strategic information system development,
how satisfied or dissatisfied are you with this software?
8 Completely satisfied
Mostly satisfied
O Neither satisfied or dissatisfied
O Mostly dissatisfied
O Completely dissatisfied

8. What changes/improvements would you like to see in this software?

more simple arrangement of content,
need sources for information support.

9. Finally, what is your overall comment of this software?

should have some options or helping choices for decision-making.
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Questionnaire Results

Interviewer no._ 2

1. How long have you completed all the steps in this software?

lda
Lor2 weeks

more than 2 weeks

2. Do you need any assistance while using this software?

O “Yes

No
ifges, what kind of assistance's are you needed? (more than one choice can be selected)

o

Using instructions

Overall concept of this software
O The meanin?s of each steps
O Examples of how to complete in each step
O Advice from strategist

3. Comparing to your previous strategy development, if any, do you think that using this
software helps you organize your thinking more systematically?
Yes, very much
O Yes, but only when | had used it for a while
O Yes, but only when | had my strategist helping me
O Notat all4

4. After using this software, please rate the following items that you experience.

5 4 3 2 1
Ease of use

Understandability of operating instructions

Sufficiency of Information provided

ArranFemer]t of order of context

Usefulness in terms of decision support system

Style of presentation

Ability to help understanding of

strategic information system development

Note: 5= Excellent, 4 = Good, 3 = Average, 2 Fair, 1= Poor
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B, Compari_n% to your previous knowledge, did you think that your knowledge about
strategic information systems improved after Using it?

Significantly improved
Slightly improved
About the same

<3 Notatall

6. After using this software, do you think it meets your requirements?
Fully met
Partially met
0 Notatall

1. Considering the usefulness to strategic information system development,
how satisfied or dissatisfied are you with this software?
O Completely satisfied
O Mostly satisfied
O Neither satisfied or dissatisfied
O Mostly dissatisfied
O Completely dissatisfied

8. What changes/improvements would you like to see in this software?

More features ahout example ideas, creative thinking, and considerations

9. Finally, what is your overall comment of this software?
Mostly satisfied
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APPENDIX C
CONCEPTS EMPLOYED IN THIS RESEARCH

This section contains academic materials used in developing a conceptual
model shown in figure L for the executive support systems (ESS).

A Business Mission

Steakholders
(Expectations)

¢+ Business
Definition
+ Vision and Goals

¢  Philosophies

Business Company

Environment \ Environment
(Opportunities, (Strengths and

Business strategy
choices

and Threats) Weaknesses)

A 4
Critical Success
Factors Analysis

(CSFs)

Strategic IS
Opportunities

Current Status of
Information

Systems and
Technology

¢+ Strategic Option
Generator

A

Future Potential IS

Informal/

+  Application Opportunistic
Portfolio

Figure C-l The Conceptual Model for the Executive Support System
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~ Figure C-I illustrates stegas in conceptual model for the ESS. The model
begins with the development of a business mission, generates husiness strategy,
identifies critical success factors, generates the possible IS applications, and then
creates the application portfolio.

To develop this model, many issues involving strategic information systems
have been investigated. The concepts used in this research can be concluded into two

sections: the strategy formulation process and the development of information
systems strategy.

11 The Strategy Formulation Process

111 The Business Mission

112 Developing a Business Mission Statement
113 The Business Environment

1.14 The Company Environment

1.15  Generating and Evaluating a Business Strategy

12 The Development of Information Systems Strategy

12.1  Critical Success Factors Analysis (CFS)
1.2.2 Using Model for SIS Opportunities

123 Current Status of 1S and IT in the Industry
124 Determ_lnm% the Fu_ture_Athcathn Portfolio
125 Managm?teAppl_lcatmn ortfolio
1.2.6  Informal/Opportunistic Creative Thinking

~Firstly, the first section includes the stra_tng formulation process. It begins
with the development of a business mission that includes business definition, vision,
goals, and philosophies. To generate a business strategy, the business environment
and the company environment must be investigafed. Several analysis and
development tools are also discussed in this section, including PEST analysis, TOWS
matrix, Five Forces analysis, SWOT, and QSPM.

_ After the business strategy has been identified, the development of
information systems strategy has been discussed. Critical success factors, the str_ateﬂl_c
option generator, and the application portfolio are the selected tools to be used in this
section. Details in each step are discussed in the following sections:
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1.1 The Business Strategy Formulation Process

~The strategy formulation is basically the process of analyzing the
organization’ external and internal environment and then selecting an appropriate
strategy._Hlll and Jones (1995) note that the traditional approach of strategy
formulation process as shown in figure C-2 begins with identifying the mission
statement and goals of the corporate, analyzing the external, internal environment, and
then determlnmﬁ strategic choices. This top-down strategy formulation apEroach IS

widely used when fonnulating and implementing intended strategies. Emergent
strategy, on the other hand, is usually a hottom-up approach bg_ considering each
emergent strategy whether it fits the organization’s needs and capabilities.
Mission .
and goals Exte m-al Mission Inte mz‘ll
analysis and goals analysis
3
: ; = g E )
External Strategic Intemal > x
analysis choice analysis Strate'gxc choice
< Does it fit?
Intended Strategy I
+ Emergent Strategy
Organization for e
implementation Organizational
grassroots

Source: Adapted from Hill and Jones (1995)

Figure C-2 The Strategic Management Process

There are, however, criticisms of formal Flanning systems like these two
models as shown in figure C-2. Prahalad and Hamel (1989, 1990) have attacked that
the formal strategic planing models, known as the fit models, are too static and
limiting. They state that adopting the fit model to strategy formulation lead
management to focus too much on the degree of fit between the existing resources of
a company and the current environmental opportunities, and not enough building
upon new resources and capabilities to create and exploit future opportunities
Therefore, strategies formulated by the fit model tend to be more concerned with
today’s problems than tomorrow’s opportunities. As a result, companies that depend

mostly on the fit model approach are unlikely to be able to create and sustain a
competitive advantage.
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~This is not meant that companies should neglect the analysis of external
environment to identify opportunities and threats, the analysis of internal environment
to realize their strengths and weaknesses, or the structural process required to
implement different strategies. On the other hand, they do have to do all the steps
mentioned earlier. What Prahad and Hamel suggest is that the strategic management
process should begin with challenging goals. Then through out the formulation
process the objective should be to find strategies to develop resources and capabilities
to achieve these goals rather than using the existing strengths to take advantage of
existing oPportunltles. Many successful companies in Japan, according to Prahad and
Hamel, all had bold ambitions, which usually beyond their existing resources and
capabilities. Then they are out to build the resources and capabilities that would
enable them to achieve their goals.

1.1.1 The Business Mission

~According to Ackoff (1987): “A business mission is the foundation for
priorities, strategies, plans, and work assignments. It is the starting point for the
design of managerial jobs, and, above all, for the design of managerial structures.
Nothing may seem simpler than to know what a company’s business is.”

To better understand a business mission, It s useful to start from the beginning
of the business. David (1997) suggests that basically, a new business is a collection of
creative ideas. An owner believe that a new company can offer some product or
service, to some customers, in some geographic areas, by using some type of
technology, at a profitable price. This concept and philosophy of the business, when
put into writing, reflects the same basic ideas that compose a mission statement.

Basically a mission statement includes three components: business definition,

vision and major goals, and philosophies. The development of each one is discussed
as follows:

+ Business definition

. A business definition is simply what our business . what it will be, and what
it should be. The answers vary, depending on whether the organization is a sque
business or a diversified enteiprise. For a single business company, to define the
business, Abell (5.1980)_has su%ges_ted that a company should deteirnine its business in
terms of three dimensions: who is being satisfied {customer groups), what is being

satisfied &c_ustomer needs), and how are customer needs being satisfied (by what skills
or distinctive competencies)?
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This model as shown in figure C-3 is very much a consumer-oriented not
product-oriented business definition since to satisfy customer is the priority of the
company’s function. Abell notes that using consumer-oriented business definition can
aslo prevent companies from being caught by major shifts in demand. Many
evidences have shown that product-oriented companies failed to see what their

business would become and ponseq_uentéy they declined such as the . . railroads,
which went bankrupt by defining their industry wrong.

What is being
satisfied?

‘ Definition 4 Customer needs
of business

Who is being
satisfied?

Customer groups

A

How are
customer needs
being satisfied?

Distinctive
compefencies

Source: Adapted from Abell (1980)
Figure C-3 Abell'sframework for defining the husiness

+ Vision and Major goals

~ Vision of a company is _basicallr a formal declaration of what the company is
trying to achieve over the medium to long-term. This gives the picture of what the
business will be in the future, and how it will be operated. It is common that most
visions commit the company to an ambitious goal like to be number one, the best, or
the most customer oriented. However, it is also important to ensure that a vision is not
too unrealistic and completely unattainable. Otherwise, a company might loose its
credibility among employees or customers.

~After stating their vision, a company can then identify the major goals in its
mission statement. These goals are the lists of major achievement that will accomplish
the vision. To be more precise, the purpose of these goals is to specify what must be
done if the compani/] IS top achieve its vision. Hill and Jones (1998) suggest that to be
meaningful, goals should have the following four characteristics

Precise and Measurable.
Address important issues.
Challenging but realistic.
Specify a time period.

vV V V VvV
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~ Normally, the most important goal of almost every business organizations is
survival since a company that is unable to survive will be incapable of satisfying the
aims of any of it stakeholders. As a time goes by, however, goals concerning other

i‘ssllljes may become among the most important. Examples of goals are shown as
ollows:

> Economic goals; survival, ggowth, and profitability.
> Social goals: deliver social benefits
> Competitive goals: beat competitors.

Both vision and goals will therefor provide the direction the company mission
statement and further guide the formulation of the strategy.

+ Corporate philosophy

~The corporate philosophy s the basic beliefs, values, aspirations and ethical
priorities. It implies how the company intends to do business and usually reflects what
responsibilities the company has to consumers, communities, minorities,
environmentalists, and other groups. The corporate philosophy has direct impacts to
the company’s customers, products and services, markets, technology, self-concept,
and the public image. The outlook of the business is sometimes quite important,

especially with large companies whose businesses involve with many people and
often many countries.

Business Stakeholders

~Another issue that has to be considered during the development of business
mission statement is the expectation form stakeholders. Rarely does ony one person
establish the business. There are always individuals or ?roups that provide a company
with capital and in exchange expect and a reasonable return on their investment.
Consequently, deciding the mission statement should be included the stakeholders’
interests and concerns. A company should first identify its own stakeholders and their
interests and concerns, evaluate what eercts are the most important and likely to be
made, and then determine their claims that can incorporate in the mission statement.
These claims are very important for identifying business strategy as well,

Mendelow 21991) proposes one of the most widely used and useful models as
shown in figure C-4 for understanding the influence of the stakeholders. According to
this model, the stakeholders can be ranked depending on two variables: interest and
power. Stakeholder interest refers to the willingness or the concern to influence the

organization while stakeholder power means the ability to influence the organization.
The result of the stakeholder influence is:

Stakeholder influence = power « interest
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Source: Adapted from Mendelow (1991)
Figure C-4 The Stakeholder Map

~ The position of the stakeholders will depend how influential they are to the
organization. A stakeholder with both hlgrh power and interest will be more influential
than one with lower power and interest. The results from this model are very useful to

help in evaluating the importance of each stakeholder expectations or claims for the
organization.

1.12 Developing a business mission statement

To help owners/imanagers in developing a business mission statement step by

step, Wootton and Home (1997) suggest that they need to answer the following
questions.

t - What do you sell or provide?

> Products: How many different types and ranﬂes?
> Services: Who could benefit form them and how?

t What do you intended to sell or provide in the future?

> Products: How many different types and ran%es?
> Services: Who could benefit form them and how?

t Why would people use your product or service rather others?
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+ Who are your customers?

> Individual members of the public?
> What social class and locality?
> Manufacturing companies? What size, nature, area?

t How do you reach your customers?

> Passing trade, press advertisements, direct mail shots or through sales
representatives or selling agencies?

t How do you obtain products or supplies?

> Manufacture from raw material?
> Assemble from intermediates?
t How do you provide your services?

> Through partners, employees, contractors, franchisees?
t How do you sell to your customers?

> Direct to the public, via manufacturers, through shops, using conventional or
electronic mail?

t How do you support your sales or services?

> How and where do you deliver?

The answers of these questions will provide a rough idea for owners/managers
to identify the definition of their business regarding three dimensions discussed earlier
in Abell’s model. The first drafted statement may be as long as one page. But after
keep refining and polishing, the final drafted statement should be comprehensive and
read fluently, may be one or two long, complicated sentences, extending to perhaps

half a page. Then later on, a vision or strategic direction can be extracted from this
statement.

A vision, as discusses earlier, should state an organization aspiration for the
future, embracing what it want and ought to do, as well as what it can do. After
having stated a vision that is established on a consumer-oriented definition of the

business, the next step is to identify ma}i’or goals or objectives. The examples of
desirable objectives are shown in figure C-
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Directional objectives ~ Examples

Market leadership Competitive ranking; rate of innovation;
market share; licensing deals.
Market spread Number of different markets;

number of customer groups; _
number of industries: number of countries.

Performance objectives

Growth Increase in sales, output, profit, capital.
Investment Return on capital; return on assets.
Profitability Profit margin on sales; earning per share.
Internal objectives

Efficiencr Ratio of sales to total assets; sales to stock
Personne Employee relations; morale; staff

development; average employee pay;
retention; levels of skill.

External objectives

Social responsibility Public relations; percentage recycled;
community involvement; emissions;
miles travelled by staff, suppliers,
customers or finished gooas.
Charitable donations, endowmwnts,
sponsorships.

Source: Adapted from Greenley (1986)

Figure C-5 Some Examples of Desirable Strategic Objectives
1.1.3 The business environment (External Analysis)

‘Basically, there are three layers as shown in figure C-6 to be considered when
analyzing the environment in which the organization operates: the macroenvironment,
the industry, and the organization itself. In this case, the analysis of the business or
external environment will consider both the macroenvironment and the industry

environment while the company or internal environment will include the analysis of
the company itself
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Macroenvironment

Political-
legal
forces

logical
forces

Organizatio

Social
forces

Economic'
forces

Source: Adapted from Wright et . (1996)

Figure C-6 Three levels of analysis

_ The analysis of the macroenvironment is very crucial since in practice every
industry is embedded in this environment. Changes in the macroenvironment can have
a significant impact on any part of the industry environment, thus shaping the
structure of the industry. Another key aspect of the business environment is the
industry in which a company competes. The analysis of the industry environment
provides a company an understanding the rules of competition. ldentifying and
evaluating these two determinants can enable companies to develop a clear mission
and design strategies to achieve their objectives.

¢ The Macroenvironment

C_han%es that occurred in the macroenvironment are mostly uncontrollable.
Companies have little or no influence over these external factors. Therefore,
identifying and evaluating them can significantly help companies to understand and
then design strategies to achieve objectives. Basically, the macroenvironment can he

divided into 4 factors: economic, social, political, and technology. Each factor is
discussed as follows:
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> Economic

According to Hill and Jones (1995?_, there are four major indicators of
economic environment to be considered. The first is the growth rate of economy since
it has a direct impact on competitive pressures. When economic grows, competition is
not much intense. Companies have an opportunity to expand their husinesses.
Conversely, when economy declines, competitive prressures are increased. Companies
have to compete with each other to be survived. The level of interest rates can also
determine the demand of a company’s product. Many consumers usually borrow
money to but products. If interest rates increase, buying power from these consumers

will be reduced. For a company point of view, rising interest rates can be viewed as a
threat for new opportunities.

_ Currency exchange rates are the third indicator in economic forces. Movement
in these exchange rates could turn the company’s situation up side down, especially
those who have debt with foreign companies or trade goods in foreign currency.
Finally, the inflation rates are also the important factor to be concerned. In an
inflationary environment, situations are unpredictable. It could slowdown economic
growth, fluctuate currency rates, or even increase the interest rates. Usually, high
Inflation rates are considered as a threat to companies.

The perfect example of economic effects to the industry . perhaps the
economic recession in the middle of 1997 through out Asia. For Thailand in
particular, almost every industry was declined. Buying power is significantly reduced.
Consumers become more conscious of buying unnecessary products. Man
companies were out of business overnight from the plunging of Baht’s value in 1997,
especially those who have debt in foreign currency. Therefore, it s necessary to
monitor all of these economic indicators regularly to be responsive to up-coming
situations.

> Social

Social environment can create both opportunities and threats to an industry.
New trends can create a different type of consumer, requirements, or preferences, and
consequently new set of strategies. These days, customers become more
knowledgeable and well educated. xgectatmns for the products are much higher.
Companies need to carefully analyze this factor. Lifestyle changes can also present
opportunities and threats. Many successful companies have recognized these changes

gﬁlrlyt and capitalized on the opportunities or defended themselves against major
reats.
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> Political

Political and legal factors can have a m,a{or effect to companies. Laws and
regulations |mﬁosed by government may restrict the opportunltles to expand the
business. On the contrary, by ellmlnatln? many legal restrictions, deregulation can
create many opportunities since barriers To entry are lower but competition is more
Intense as Well. Changes in a_political party to manage the government may result in
new sets of laws and r_eg?ulatlons. Therefore, political forecasting can be Crucial for
some companies, especially with those that have to deal a lot with“government.

> Technology

The revolutionary of technology can present both major opPortunltles and
threats that must be considered in formulating strategies. Advance technology can
create a whole new meaning of competition in the industry, for example new nidrkets,
new Products or services, New competitors, and new customers. On the other hand,
new technology can also eliminate the existing products from the market ovemight.
The replacement of personal computer with the typewriter is the example in this case.
In rapid technology change industries such s electronics. or communications,
identification and évaluation of possible technolo ¥ opportunities and, threats can be
the most important part of formulating strategy. Also in most industries, technology
management is ong of the key responsibilities of strateﬁlsts. An effective tech_n,ologiy
strateQy can enable a company to take advantage of technological opportunities 0
achieve and sustain competitivé advantage in the market.

_Campbell et al. (1999) also suggest that when managers carry out a_STEP
analysis, there are three important areas to consider how each factor” might impact
upon: the industry in which the organization competes, an organization’s markets, and
the internal parts of an organization. The anal¥5|s begins by _scannl,ng? and monlto_rlnP
the macroenvironment for actual or potential chanqes in socidl, technological,

economic, and political factors and then assessing the rélevance and importance 0f the
changes for these three areas.

Macroenvironmental Force Important Information

Political-Legal Outcomes ofelections, legislation, courtjudgments,

and the decision rendered by various federal, state, and
local agencies

Economic GDP, short and long-term interest rates, inflation, and
currency exchange rates

Technological Scientific improvements, inventions, and the rate of
technological change in the industry

Social Traditions, values, societal trends, consumer psychology,

and the public's expectations o fthe business

. Source: Adapted from Wright, et al. (1996) .
Figure C-7 The Macroenvironment Analysis Important Information
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Analyzing these environment factors is very useful for strategy formulation,
Johnson and SCholes (1993) suggest that. companies need to, determine what
environmental factors are affecting’the organization and then identify which of these
are the mogt important at present’time and in the next few years. The result of the
analysis will be very important to the identification of long-term drivers of chan%e
and “can helrn companies in long-term planning. as well.” Figure C-7 shows the
Important information needed to consider in analyzing the macrognvironment,

t The Industry Environment
> The Structural Analysis of Industries

~Industry structure has a strong impact_on the rules of competition and the
Potentlal strategies available to a_company. Formulating a competitive _s_trategx IS
therefore relating a company to its industry environment and finding a position where
it can best compete. Portér (1985) identifies that the state of Competition in an
Industry depends on five basic competitive forces: threat of new entrants, bargialnmg
nower ‘of suppliers, hargaining loower of buyers, threat of substitute products, an
[lvaIrY among existing firms. All_of these five forces komtl?/ create the intensity in
mdu%](ycompetltlon and profitability. Understanding these forces is.a good startin

point for stra egﬂy formulation. Figure C-8 illustrates the five competitive forces tha%
shape the industry competition.

Potential
Entrants

Threat of
New Entrants

Y

Bargaining Power Industry Bargaining Power
of Suppliers Competitors of Buyers

Suppliers > v < Buyers 1
S ——— |

Rivalry Among
Exssting Firms
A

Threat of
Substitute
Products
or Services

Substitutes

Source: Adapted from Porter (1985)

Figure C-8 The Five Competitive Forces that Determine Industry Profitability



> Threat of New Entrants

For established companies, new entrants mean more competitors and potential
threats to Profltabllgty. New companies often enter industries with higher quality
products, lower prices, and substantial resources, and thus making “them more
attractive. Managers need to carefully monitor these new companies in order to
counter attack with new strategies, if necessary. The threat of new entrants depends
on the barriers to entry that are present and the Teaction from the existing competitors.
Porter notes that there are seven major sources of barriers to entry to be considered.

These major sources imply whether there are significant costs or disadvantages to join
an industry.

Economies of Scale

Economigs of scale refer to the decline of unit cost when the production
volume_ per period increases. Large .companies, reduce their costs through, mass
production, standardized product, of discount on large purchases of raw materials. If
cost advantages are significant, then small companies are forced to either come in
small scale and put up with cost disadvantages, or spend heavily to produce large
volume to reduce their costs.

Product Differentiation

_ Inthis case, product differentiation means the brand recognition and customer
loyalties of established _com{)ames. Product differentiation forces new entrants to
spend more money and.time to build their brand name in order to overcome existing
customer loyaltiés with established companies. In some industries such &
pharmaceutical industry, building a new brand name to beat those of established
companies could be very difficultand costly task to be done.

Capital Requirements

_ Hi?h start-uP costs, expensive facilities, and other large financial resources
required fo enter the Industry can create a barrier to entry. The hu%e capital
requirements deter small companies or even large companies because the nsk .

usually. high. Investing large capital also means that it Is difficult to exit without
losses”If things go wroig.
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Switching Costs

. Switching costs are one-time costs facing the buyer to switch from_one
sup%her’s product or service fo another’s. If these Cost are hilgh, the buyer is unlikely

0 tc a{]ge supplier unless major improvement in cost or performance is given by new
entrants.

Access to Distribution Channels

Ifthe distribution channels are the major factor to the success of the industry
access {0 these channels can be an important barrier to the new entrants. Most of
established companies already have their distribution channels, Trying to persuade
these channels to accept new products or services might be difficulf. Sometimes this

barrier is so high and even forces new entrants to create their own channels if they
need to enter the industry.

Cost Disadvantage Independent of Scale

~ Sometimes established comPanles have their cost advantaPes that can not
replicable by new entrants. Product know-how, favorable access fo raw materials,
favorable locations, government subsidies, or learning curve is the example of these
cost advantages.

Government Policy

Government policy can be a crucial barrier to new entrants. In some industries,
government may limit a number of comPanles or the use of raw materials to some
extent in specific industries, This makes it much more difficult or even impossible for
new entrants to enter those industnes.

Another barrier to the new entrants is the expected reaction from existing
competitors. If the coming of new entrants is considered a ma{or threat to existing
competitors, they might try everything to force new entrants. ouit of their businesses.
Condition like this can deter potential entrants to come in the industry.
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> Intensity of Rivalry Among Existing Competitors

The intensity of rivalry among existing competitors. occurs when one or more
competitors either feels the_pressure “or spots the opportunity to improve position. If
this force is weak, companies have an opportunity 1o expand business, raise prices,
and earn qreater profits. Conversely, if this force iS strong, competition is much more
Intense. Price Ccuts, advertising” battles, resource cOmpetition, and retaliatory
countermoves are [ikely to happen. Porter identifies that the intense rivalry Is the
result of the following interacting structural factors:

Numerous or Equally Balanced Competitors

When numerous competitors exist in the mdustr%/, movements or strategy
pursued by some companies may not he noticed. On the other hand, if _exwtmg
competitor's are equally balanced, they may be prone to vigorously fight with eac
other to compete for their positions or"resodrces. When one Or a few companies, have
dominated the industry, the leader or leaders usually impose rules or disciplings in the
industry through devices like price leader ship.

Slow Industry Growth

In slow industry growth, competition .« usually expanding the market.
Companies are fighting in terms of market share competition. In Tapid industry
growth, companies are just keeping pace and expanding with the industry.

High Fixed or Storage Costs

If companies have high fixed costs, large production volume is exE,ected_ to
break even. This usually leads to excess capacity and price cuts eventually. Likewise,

I storage costs for products are costly, compariles are vulnerable to redce pnces in
ordler to increase sales.

Lack of Differentiation or Switching Costs

. The lack of differentiation (preferences and loyalties) and switching costs,
described earlier, can lead to intense competition, especially ‘in commodity market.
Purchasing decision from buyers. is mostly based on' prices or services. Therefore,
Intense price and service competition result.
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Capacity Augment in Large Increments

Large additional capacity can periodically affect the industry supply/demand
balance. Récumng periods of over capacity and price-cutting can occur, especially in

the industry where economies of scale and large incremental capacity are the key
factors of cost advantages.

Diverse Competitors

When facing diverse strategies, goals and characteristics from many
competitors, .the company may find" it difficult to compete properly with them.
Strategic options right for‘one competitor may be wrong for others.

High Strategic Stakes

. Ifthere are a number of companies having high stakes in achieving success in
the industry, rivalry among these companies bécomes very intense. Each one will

have to fight for itS own sticcess since there are not many differences in company’s
capabilities.

High Exit Barriers

High exit bamers can also keep companies compet_mg in business even they
may ea,rnl,ngz low or even negatlve returns on investment. High fixed costs of exit and
strategic interrelationships Detween businesses are the examples of these barriers.
Government_restrictions are also a major factor for companies to abandon their
businesses. The concern ofjob loss and regional economic effects force a government
to have requlations with companies_in some industries to stay for at least a_certain

p_eriodt before exiting the business. The battle of these desperate companies is often
violent.

> Threat of Substitute Products or Services

The existence of close substitute products present a strong competitive force
for a_company and often limits the price the company can”profitably charge.
Substitute products are the other products that can perform Tunction as the product'in
the industry. Porter suggzests two kinds of substitute products that deserve the most
attention: {1) those that are subject to trends improving their price-performance
tradeoff with the Industry” product or (2) those that afe produced by industries
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earning high profits. These kinds of substitute products can cause significant price
reduction or performance improvement in the industry.

> Bargaining Power of Buyers

Buyers can be viewed as a competitive force to companies when they force to
reduce prices or demand higher quality and more_ services. The significance of their
Pﬁ)wers depends on market situation characteristics and the relative importance of

eir purchases to the overall business. Porter identifies the following circumstances
where buyers are powerful:

When purchase volume is large. o ,
Whetq purchased products represents a significant fraction of the buyer’s costs or
urchases.

hen products are standard or undifferentiated.
When switching costs are few.
When buyer eams low profits. / \
When huyer pose a threat of backward integration. _
When thé product is nat important to the qualltg of buyers’ products or services.
Wher|1_ the t%uyer has full information about demand, actual market prices, and
supplier costs.

When buyers are in the driving seat, the?/ often negotiate selling prices,
warrantee coverage, and whatever options Eossnbe to a great extent. Companies,
however, may tryto alter this power by selecting buyers who possess the least power
as possible to be able to raise prices andl eams greater profits.

> Bargaining Power of Suppliers

. Suppliers can also pose a threat to companies by raising prices or reducing the
guallty of'goods and services, Weak suppliers, on the other_hand, give a company to
orce ‘down prices demand_ higher qual_lty of the products. The conditions that niake
suppliers powerful are clune a reflection to those of buyers. According to Porter,
suppliers are powerful if the followings apply:

\When only few companies dominate the industry.

Wot|1er1t suppliers are not obliged to contend with other substitute products in the
indus

When%e industry is not an important customer of the supplier group.
When the suppligrs’ product is an important part of the buyer’s business.

Whten the supplier group” products are differentiated Or it has high switching
COSS.

When the supplier group poses a credible threat of forward integration.

o _Qn:b_oo N
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Porter also suggests that labor can be viewed as a supplier as well. Highly
skilled employees can avea3|gn|f|can bargaining power {0 acompany for higher
paid. Again, companies can also reduce by posing a threat of backward integration or
seek to eliminate Switching costs as discussed in Bargaining power of buyers earlier.

To summarize the (}uestlons and issues to be considered durlng the analysis of
Porter’s five forces, the tive forces applied are shown in figure C-9.

t The Application of Porter’s Five Forces Model

ToAnalyze Ask These Questions: Consider These Issues:
Qustomers  How crical am 1to my customer? Brand |denmy

How crtical IS my customer to me? Switch

Hovv rmryaltemanvesd)myastoner rae’  Product |fferences

rg/ clistomer cermand pricing. concessons? -~ Impact on quahtylperfonance.
Would"1profit from an alliance with this Likelihood Of beckwerd integraion
Buyer concentration: supplier concentraton

Stppliers Should 1f0rm an dliance with this iet’? Supplier concentration

et options a0 | ave 1eS0es s Differentigtion of Supplier

What options does this wppherrwekacsne’? Threat offonvardl ranon

Is thls particular supplier Critical to my Sooess?

the good or sevice being stipplied Critical to L|kel|h00d 0 orward mtegraﬂon

Importance of volume to Stipplier
s supplier force ts cost inease on e n &%es Impact on 00st or differentiation

the form of higher su of suppliers and fims |
(e Sl cs? supplyro%stsrelawe total purchase in ind

New entrants V\lmwouldbermstllkel fo want to enter ths S\Mtchl
ol ¥

How canl retallaiev\lrm anaw enfrant comes 60?2&%
1 th\lAslou new compettors from n?;; : re}%}a%%s
entering this rmtket’)age _ A(IESSIS%JISIH bution
How &n asmlrmrrbentbemle Proprietary teaming curve

e
\Mwatao\mag&sm Id | heve
mainaNerMamsvmul medtoweroulTJE

How can| sgnal my intention to refaliate before
anewoompe or actually enters this merket?

Substittes  If goods or serdees like the anes | offerdid ot Switching
how would rmy customers meet thelr necs Buyer propelsnyto subsﬂtute

%ﬁmﬁﬂ%wm customer to Repm ws}%es

adopt an enhrely different approach 10 megting

% %B lemglr]\yesﬂp and senckes
ethere 0

D e Y

Is there arwe %ﬂng 0 develop atotally different

3% outsge aﬂa% be most interested

in Stealing my
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Source: Adapted from Miller (1998)

Figure C-9 The Five Forces Applied
1.14 The Company Environment (Internai Analysis)

, After assessment of external environment of the business, it .. equally
important to perform an internal audit to be able to identify the resources and strategic
capanility of the organization. All organizations have strengths and weaknesses in
their business. Understanding of these 1ssues is very critical to the formulation of the

business strateﬂy. According to Ward and Griffiths (1996), the internal analysis
includes the following analysis of.

tthe resource available within the organization for the use of products or services
being offered by the organlzatlon,

tthe financial status of the organization, ol N

tthe people, their skills, training, experience, motivation, and the competitiveness
of the organization, |

t the physical assets, technology employed, its usefulness, ,

t - research and development, the quality of the past history of R&D function,

b the o_rganlzanonh Its strycture, refationships, attitudes and culture, and the

effectiveness of the operation and management and its ability to adapt to changing
circumstances.

The Furpo_se of this analysis is to enable a company, to position itself to take
advantage of particular opporturiities and to avoid or minimize environmental threats.
This_type of analysis is often called SWOT (Strengths, Weaknesses, Opportunities
and Threats). SWOT_analysis 1s based on an assumption that an effective strategy
derives from a good fit between internal resources and capabilities of an organization
Estren ths and weaknesses) and its external environment situation (oP,portunltles and
hreatg). Once the analysis has been completed, a company can then find ways to use

its strengths to exploitopportunities, while identifying its weaknesses and defending
the possible threats.
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t SWOT Analysis
> Strengths

A strength 1s a resource advantage relative to competitors and the needs of the
market in which a company operates. A company’ strength that can not be easil
matched by competitors is called a distinctive competence. Reco_?mzed brand,
customer loyalty, product differentiation, cost advantage, or highly skilled employee
is the example of strengths to be considered.

> \Weaknesses

A weakness is a resource disadvantage relative to competitors that deter a
company performance. Limitation in human resources, capital, e(wlpment,
distribution channel, or lack of brand identity could be viewed as a possible threat to a
company, for example.

> QOpportunities

~ Opportunities are trends or situations that are favorable in a company’s
environment. For instance, growing market, increasing demand, laws or registrations

that are favorable to the company’s business could be considered as an opportunity to
the company.

> Threats

In contrast with opportunities, threats are major unfavorable in a company’s
environment. The entrance of new competitors, economic recession, increased
bargaining power of suppliers and customers, the up coming new substitute products,
new registrations or laws against the operation of the cc_)mp_an)(] are the examples of
possible threats that could endanger the company’s situation in the business

Figure C-10 summarizes the sources of possible external environmental
opportunities and threats and possible organizational strengths and weaknesses to be
considered. The results from the business environmental analysis discussed earlier

will provide the information needed to identify hoth external opportunities and
threats, the first part of WOT analysis.
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Source; Adapted from Wright et al. (1996)
Figure C-10 The Framework for SWOT Analysis

1.15 Generating and Evaluating A Business Strategy

After a company has identified its business mission statement, analyzed its
external environment, and internal environment, the next step of strateg%/ formulation
IS to generate feasible alternative strategies. David (1997) notes that there are three
major stages of a comprehensive strategy-formulation framework: the input stage, the
matching stage, and the decision stage. The input stage is to summarize the basic
input needed to formulate strategies such as external and internal analysis. The second
stage is to match external and internal factors in order to generate feasible alternative

strategies. Finally, the decision stage is to use input from stage 1 to objectively
evaluate alternative strategies definem stage 2
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t The Input Stage

~ The information from the external and internal analysis provides a number of
the lists of strengths, weaknesses, opportunities, and threats. These lists are often too
many issues to consider for most people to use in strategy formulation. Therefore, it is
more useful to condense these lists into a reasonable number like 10 or so strategic
factors. This is done by simply reviewing and weighting each factor by good
judgment. The result is the priority lists of each factor to be considered as a key factor
of the company success. Figure C-1 Lshows the selection of strategic factor priority.

Internal Factors Weight Rating Weighted Comments
Scored

Strengths

Sl 0.20 4 0.80

S2 0.10 3 0.30

S3 0.10 2 0.20

Weaknesses

Wl 0.15 2 0.30
2 0.25 4 T00
3 0.10 3 0.30
4 0.10 1 0.10

Total 100 3.00

External Factors Weight Rating Weighted Comments

Scored
Opportunities
01 0.15 5 0.75
02 0.25 4 T00
03 0.10 2 0.20
Threats
Tl 0.30 3 0.90
T2 0.05 1 0.05
T3 0.05 2 0.10
T4 0.05 1 0.05
T5 0.05 1 0.05
Total 0.95 3.10

Note: The weight column must total 1.00

Figure C-Il The Selection of Strategic Factor Priority

t The Matching stage

According to Wheelen and Hunger (2000), the TOWS matrix illustrates how
the external opFortunmes and threats facing a particular comPanfy can be matched
with its internal strengths and weaknesses to result in four set of possible strategic
alternatives: S0, W0, ST, and WT strategies. This matrix is a good way to collect
ideas from brainstorming to create alternative strategies, which otherwise might not

be considered. It can be used to generate corporate as well as business strategies.
Figure C-12 shows the TOWS matrix used in this study.
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N. INTERNAL
FACTORS Strengths ( ) W eaknesses ()
EXTERNALA list 5-10 internal List 5-10 internal
FACTORS strengths here weaknesses here
Opportunities () SO Strategies WO Strategies
Generate strategies here
List 5-10 external Generate strategies here  that take advantage of

opportunities here that use strengths to take  opportunities by
advantage of opportunities overcoming weaknesses

ST Strategies WT Strategies
Threats () Generate strategies here  Generate strategies here
. that use strengths to avoid  that minimize weaknesses
list 5-10 external :
threats here threats and avoid threats

Source: Adapted from Welhrich, (1982)
Figure C-12 TOWS Matrix

t - Steps in Using TOWS Matrix

> List external opportunities available in the company’s current and future
environment and external threats facing the company now and in the future.

> Hst the areas that the company has strengths and weaknesses now and in the
uture.

> Generate a series of possible strategies based on the considerations of the four
combinations of the matrix (SO, w o, ST, and WT strategies).

The lists of strengths, weaknesses, opportunities, and threats can be obtained
from the selection of strategic factors discussed in the previous section. The res«lts
obtained by this matrix are the lists of feasible alternative strategies. Not all of these

strategies will be selected for implementation. The selection of these strategic: is
discusses in the following section.
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t The Decision Stage

Given a number of feasible strategies that could benefit the company,
managers or strategists need to limit this number into a manageable set of most
attractive strategies to be implemented. There are a number of tools and techniques
conducted to provide an analysis of strategy evaluation. The selected method that will
be used in this research is the Quantitative Strategic Planning Matrix (QSPM). This
matrix uses input from the input stage and the matching stage described in the
previous section to decide ob e_ctwe(ljy among the given alternative strategies. Figure
C-13 shows a QSPM used in this study.

Strategic Alternatives
Strategy 1 Strategy 2
Key |l Factors Weight AS TAS Weight AS TAS

Strengths

Weaknesses

2
3
4

Opportunities

reats

—i

————
OISO PO—3T cnhwl\)I—"c

Total
Source: Adapted from David (1997)

Figure C-13 The Quantitative Strategic Planning Matrix (QSPM)
t Steps in Using QSPM

> List the four external and internal key factors in the left column. These factors
should be taken directly from the selection of strategic factor priority. _

> Assign weights to each factor. These weights are identical to those In the selection
of strategic factor priority. o o _

> |dentify strategic alternatives that the organization should consider implementing.

> Define the attractiveness score of eac strateg}/ relative to each external and
internal strategic factor by examining the effect ot each factor on a given strategy.
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> Compute the total attractiveness scores.
> Compute the sum of total attractiveness scores.

~The QSPM can be applied to virtually any type of or%anization. This
technique objectively indicates which alternative strategies are best. Evaluating
alternative strategies using QSPM also ensures that major external and internal factors
affecting these strategies are not overlooked. However, the QSPM obviously reqmres
good intuitive judgment. We|%ht|ng assigned to each factor and strategy should be
rational and reasonable. Therefore, discussion among managers, strategists,
emﬁloyees is required to make a rational decision. The other limitation of this model
IS that it largely depends on the information obtained from the analysis of external and
internal environment of the organization. If this analysis 1s* not appropriately
conducted, the result from QSPM 1s then unlikely to be appropriate.

1.2 The Development of Information Systems Strategy

~ After the business strategies have been established, the next step is to identify
the information that is critical to the success of these strateglc oals. Therefore, the
organization can identify what information systems are needed. There are a number of
techniques pro/gosed to develop a picture of an organization’ strate%u: information
requirements. Among them, Critical Success Factor analysis, one of the most widely
used techniques, will be used in this research.

1.2.1 Critical Success Factor Analysis (CSF)

Critical Success Factor analysis (CFS) was first proposed by Rockart (1979)
as a tool to help IS management identify their needs in terms of information that 1s
critical to them. The factors identified are then used as the basis for the company’s
management information systems. CSF analysis therefore clearly links the possible
information _sKstem applications to business objectives and "thus demonstrates
alignment with the business strategy. Ward and Griffiths (1_9963 state that CSF
analysis is a most effective technique in involving management in IS planning since it

IS comPIeter rooted in business issues, and in gaming their commitment to propose
IS applications.

~ Remenyi (1991) also confirms that these CSFs are the thing that must be
identified if the corporate strategic plan is to be realized. In the J)roce_ss of deve_lopmg
strategic information systems, these CSFs will be matched against specific |

application systems to assist the rationalization of the plan. Figure C-14 shows a role
of CSFs as abridge into information requirements.
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Figure C-14 Critical Success Factor Analysis as a bridge into information
requirements

t - Steps in Using a CSF analysis
> Interpret the business strategy

Interpreting the business strategy will result in specific objectives for parts of
the organization. These objectives are usually the strategic objectives or tactical
objectives, which the company wants to achieve in medium and short term.

> |dentify CSFs against each objective

The second step is to identify which factors are critical for accomplishing
these objectives. In this stage, a number of CSFs may occur. Therefore, pnontmng 1S
needed. Between 5-8 CSFs for each objective is a reasonable number to be analyzed.

> Determine key performance indicator

Key performance indicators serve as a bridge between what is important and
the 1S applications essential to support it (the Information requirement). These

ir_\dricators refer to measurements that can be used to identify whether things are going
right or not.
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t Sources of Critical Success Factors

> Industry (competitive forces in industry)

> Company (strategly,_strengths and weaknesse?

> Environment (political, economic, social, and technology) _

> Temporal (areas that might be important and required temporarily attention)
Objectives CSFs Key performance indicators

Improve customer  Improve product quality — Number of customer complaints
satisfaction Reduce service time Average service time/job
Reduce ordenng Iproce_sses Average _
Reduce delivery lead-time ~ Average lead-time/order

Increase sales Find new markets Sales reporting
Find new products
Find new customers

Figure C-15 The Example of Critical Success Factor Analysis

~ The results from CSF analysis are the most important part for the IS strategy
since they define the most important factors of the business success. However, It s
recommended that CSF analysis should be established by a group process involving
key personnel rather than Sseparate interviews since It is important to achieve
consensus throughout the I:process. Once agreement is reached, then the potential 1S

opportunities for each CSF should be considered. Figure C-15 shows the example of
critical success factor analysis.

1.2.2 Using model for Strategic Information System Opportunities

After identifying key information needs from a CSF analysis, the company can
then consider strategic information system opportunities to provide information
required. There are several IS strategic planning models to be considered such as
Porter and Millar’s model, McFarlan’s framework or Wiseman’s strategic option
generator. In this research, the author uses Wiseman’s strategic option generator to
Identify some possible IS specific opportunities in the decision support system.
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_ Based on the theory of strategic thrusts, Wiseman (1985) develops an
instrument, the strategic option generator, to identify possible strategic information
system opportunities. The strategic option generator Serves as a conceptual model by
Prom ting a series of questions related to four major issues: strategic targets, strategic
hrusts, mode, and direction to the users to systematically search for the possibility of
strategic IS opportunities.

What is the strategic target ?
Supplier l Customer T Competitor

\
What s the strategic thrust ?

Differentiation | Cost | Innovation lewth ] Alliance

\
What is the mode ?

Offensive Defensive

y
What is the direction ?

Use r Provide

Source: Adapted from Wiseman (1985)
Figure C-16 Strategic Option Generator

~ Wiseman suggests that the purpose of strategic option generator, as shown in

figure C-16, is to mmp!g to assist users in generating a hit list of potential strategic
targets as many as possible. It is from this list that the company selects those that are
likely to be suitable for attack by strategic thrusts and information systems.

~ The strategic option generator approach requires a thorough understanding of
the industry, the company’s competitive position, and a clearly understood of business
strategy. Therefore, the results of several analyses from the beglnnln? plus key
information requirements derived from the CSF analysis adequate 2/ provide
information needed to heIP identifying the potential strategic IS opportunities by
using this model. Details ot each stage of the strategic option generator are discussed
in the next sections.
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> Strategic Targets

~ According to this model, there are three generic classes of strate%ic targets:
suPphers, customers, and competitors that should be considered when usmg
information systems to gain a competitive advantage. Some companies have focuse

on multiple targets. However, it is important to identify and understand the primary
target. Callon (1996) sug%ests that the real value in using the strategic option

generator is to understand the focus and logic of a major business strategy that results
In the successful use of information systems.

1. Supplier targets

~Supplier targets include organizations that provide what the company needs to
make its product ready for sale such as those providing raw materials, finished goods,
labor, capital, utilities, services, transportation, and the like.

2. Customer targets

Customer targets include consumers and direct customer that purchase the
company’s product for their own use or for selling it to end-users such as consumers,
retailers, wholesalers, government, distributors, middlemen, or financial institutions.

3. Competitor targets

~ Competitor targiets include organizations selling or potentially selling very
similar or substitutable products to the company’s product. Wiseman defines
competitors into three subclasses: direct competitors (thos_e selling the similar or same
products), potential competitors (those who may enter industry to sell the same or

similar products, and substitute competitors “(those selling, or who may sell
substitutable products).

Evaluating what target is the primary target can be difficult since most of
competitive strategies have dlreth?/ or indirectly focused on industry competition. In
making this decision, it is essential to start with the target considering in the business
strategy. Then the company can think of possible IS to ?aln and sustaln_comBetltlve
advantage from them. Figure C-17 shows the example ot question that might e used
to the identification of the strategic targets.

Callon (1996) also suggests a logical and simple advice regarding this
evaluation that “ when in doubt, think customer”. It is probably safe for a new
company with a new business strategy supported by information systems to consider
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customers as the ﬁrimary target since impressing them from the first time is very
important to gain their supports for the next.

L Suppliers: can we use IS/IT to; . o . .
(%am leverage over our suppliers (improving our bargaining power or reducing theirs)?
Redluce buying oosts?

Redluce the stipplier's costs? ,

Be the better customer and obtain a better service?
|dentify alternative sources of supply?

Improve the quality of products/services purchased?

2. Customers: can we use IS/IT to:. _
Reduce customers costs an/or increase their revenue?
Increase our custormers switching costs (to altemative suppliers)?
Increase our customers' knowledge of ouai)roducts/sen/lces? N ,
Improve: support/service to customers anclor reduce the cost of existing Services?
Discover more ahout our customers and their needs?
|dentify new potential customers?

3. Competitors: can we use IS/IT to: :
Raise the entry cost of potential competitors?
Differentiate (or create new) products/services?
Reglice our costs/increase competitors' oosts?
Alter the channel of distribution?:
|dentify/establish a new market niche?
Formjoint ventures to enter new markets?

Source: Adapted from Ward and Griffiths (1996)
Figure C-17 The Strategic Targets Analysis Questions

> Strategic Thrusts
1. Differentiation

Differentiation is concerned with being better in terms of the quality of the
Br(_)duct or service, thus making competitors less ap?ealmg to the customers, and
eing better customer of SUﬁpheI‘S to obtain preferential service. Sources of
differentiation can be many things. Wiseman classifies differentiation into three
categories: expected product, augmented product, and marketing support. Expected
E)ro uct refers to the minimal expectations for the product from customers.
nformation systems used to support this is usually concerned with respect to
marketing mix elements such as:
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Product: products available, product features. _
Price; product prices, credit terms, discount, and allowance available
Distribution: channel of distribution, time of delivery.

Promotion: sales promotion, advertising.

Augmented product refers to thin?_s that beyond the customer’s minimal
expectation for the product. Whatever benefits or pleases customer and can be added
to the expected loroduct should be considered as a differentiation thrust for the

company. The followings are the examples of augmented product differentiation with
respect to the marketing mix elements.

I Product: new up coming products, new ordering methods.
I Price; daily updated price.

I Distribytion: product delivery status.

I Promotion: new methods of advertising.

The use of information systems to support or shape the_marketing support is
concerned with activities related to the company’s differentiated product. These

activities include product planning, marketing planning, media selection, promotion,
and research and development.

2, Cost

Strategic cost thrusts are strategies intended to reduce the company’s costs or
enable suppliers or customers to reduce their costs, thus making the comBany more
attractive to do business with them. Alternatively, some strategies may be used to

increase competitors’ costs. The examples of the uses of Information systems
regarding strategic cost thrusts are:

I Reduce labor costs bY using computer systems,

I Reduce inventory holding costs by forecasting demand in advance from marketing
information.

I Reduce the costs of purchasing by new ordering methods.3

3. Innovation

Innovation thrusts refer to adopting of new products, processes or services that
can help change the comgan /'S ope_ratmg style or even the competitive forces in the
industry. Innovation can be divided into 2 classes: a product innovation and a process
innovation. A product innovation provides unexpected satisfaction to customers while

a process innovation improves the efficiency or effectiveness of a process associated
with a product.
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4. Growth

The growth of companies involves 2 dimensions: product and function.
Product growth refers to the expansion of product lines or product ranges, thereby
entailing the expansion of markets, customer bases, or new technologies Functional
g_row_th concerns the activities relatln%to the company’ product such as production,
distribution, or inventory. However, these thrusts should not incur any additional or
indirect overhead costs to the company, if implemented effectively.

5. Alliances

~ Alliance thrusts include the use of information systems to enhance the
relationship with customers or suppliers. There are three forms of strategic alliances:
acquisition, joint venture, and agreement. Partnership may include the product
integration, product distribution, product extension, or product development. This

forming of partnership help to achieve advantage or increase the effectiveness of the
other thrusts mentioned earlier.

> Mode

The mode of a strategic thrust refers to whether the thrust is used offensively
to create a competitive advantage over selected targets or to defensively to reduce a
competitive advantage possessed by one of the targets. Selecting which mode depends
on the risks involved both business and technology. Being first could have a

sigrtl}i]fi(cjant advantage, but the risk might be higher than approaching with the proven
methods.

> Direction

The direction of a strategic thrust indicates the users of the information
systems selected by the company. If the information systems are used within the
boundaries of the company then the direction is “use” If the use of the systems

extends beyond the boundaries of the company that is providing the systems, the
direction is “provide”.
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t Using the Strategic Option Generator

~Steps in using the strategic option generator begin with identifying the
business and continue through the selection of strategic thrusts, mode, and direction.
The target identification is quite straightforward, common mistakes, however, usually
occur during the strategic thrust selection. According to Porter, differentiation or cost
must be selected, but not both. Beyond this, none or any of the combination of the
other thrusts can be logically added. The company can be either offensive or
defensive with the mode, and can select the direction of use or provide or both of
them for the purposes of information systems.

1.23 Current Status of Information Systems and Technology in the
Industry

Identifyingil IS applications 1s inevitably involving the technology at some
extent, Some applications need to be integrated with others in order to achieve the
intended objectives. Current technology in the industry then needs to be considered
before selecting the systems. If there are no facilities or systems to support, the
selected applications could not be implemented. Therefore, It 1s important that, while
|dent|f5r|ng IS a[[_){)_hcatlons, we have to consider the existing capabilities of
technologies, facilities, and support systems available in the industiy

1.2.4 Determining the Future Applications Portfolio

After refining the strategic information systems applications from the previous
pan, the company needs to bring those strategic and high potential applications
derived from various routes, assess them, and then classify them in terms of their

contribution to the business now and in the future order to ensure that they are
managed success fully.

t The Application Portfolio

The application portfolio is a simple model providing an analysis of existing,
planned, and ?otenUaI applications into four quadrants based on as assessment of the
current and future business importance of applications. An application can be

classified as strategic, hi%_h potential, key operational, and support, depending on its
current business contribution to the company.
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Strategic High Potentail

applications ~ applications
which are critical ~ which may be
to sustaining important in
future business  achieving future
strategy success
applications on o

which the applications
organization which are
currently valuable but not
depends for critical to success
SUCCess

Key Operational Support
Source: Adapted from Ward and Griffiths (1996)

IF:)ithJfrel_C-18 Information Systems and Their Business Contribution: Application
ortfolio

_Like the products, the IS applications in the portfolio have their life cycles.
The will move around the matrix over time. High potential applications could become
strategic applications. When these anImatlons are commonly in place across the
industry, they move to key operational. Ultimately, when the competition is changed,
applications may be of support value only.

1.25 Managing the Application Portfolio

~As mentioned in the previous section, the application portfolio will evolve
over time, The applications and products have their life cycles and will move around
the matrix over time. They need investment funding to for improvement or
maintenance. The IS applications in the portfolio therefore need to be properly
ma_na[ged and have resources located according to their business importance over
their life cycles. Ward and Griffiths suggest the following approaches to achieve this:

¢ Strategic

A strategic IS application is one that the comPany Is dependent upon for future
success in a competitive market where any advantage can be eroded quickly. The
value of the apPhcanon can be measured by its effectiveness against competitors. The
followings are the suggested approaches.
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Continuous innovation: The systems need to be continuously improved to
increase the value added by the systems as an integral part of the business.
Improvements should be Dusiness driven in order to sustain the perceive
advantage. Judging the decision to spend money should not be made only on ROI
calculations but also the risk involving if the systems fail.

High value added and vertical integration User has to decide how the systems
can add value to the business process and then have the ability to implement the
needs as when required. The systems management should be vertically integrated
with the business unit management to obtain maximum strategic advantage from
information as a value adding resourc.

Access to new information about markets, customers, competitors, suppliers, or other external
bodlies, to improve competitiveness.

Establishment of electronic links with external bodies, to speed up and improve communications,
and, in some cases, to lock in trading partners.

Access to external information, such as market research databases or database marketing facilities
to gain external intelligence.

Restructured existing information in order to meet the critical success factors of the business or its
external partners.

Capability to integrate and utilize multimedia data.

Very fast access to integrated information so that visibility is provided from end to end of the key
processes, and information-based services can be delivered effectively throughout the processes.

Access and filtering mechanisms for unstructured information to satisfy executive information
needs relating to crifical business issues.

Performance measures to monitor progress on strategic factors.
Modeling data to perform “what if" analysis on crucial business issues.
Better information about staffto enable more effective use ofthe human resource.5

Source: Adapted from Ward and Griffiths (1996)

Figure C-19 Typical Strategic Information Requirement

t High Potential

IS high potential applications include those dealing with high degree of
uncertainty of success. Many will fail, usually. Managing these kinds of IS
application involves dealing effectively with the failures and not wasting money and

resources. The followings are approaches to achieve this:

Process R&D  Focus on how to make, market, distribute, resource the new
Broduct, not just discover the ultimate in product design. Many IS have failed
ecause the organization have not implemented them appropriately.
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Minimal integration: Risky ventures should be separated from mainline activities
while being evaluated and the business should not have become dependent on
thehm. /[\j key part of evaluation is to decide how the integration can be best
achieved.

Cost control'. Budgeting should be considered carefully. Project evaluations must
be made in order to determine whether further investment is worthwhile.

t Key Operational

A company expects its key operational systems to make a significant

contribution to the business. This Involves maintaining the systems in line with
current market and business demands in the most cost-effective way.

|

Defersive innovation: Key operational systems should only be enhanced and

developed in response to changes or threats resulted from a reduction of their
competitive capability.

High Quality: Compromises on the key operational systems should be avoided if
they are expected to have an extended life over which they make a significant
business contribution.

Effective resource utilization: Key operational systems should not be allocated
resources as much as given to strategic systems. This implies that the systems
should share resources, supports, and expertise to reduce cost.

Support

Support IS applications are not critical to an organization’s future success

unless they waste valuable resources or the market changes. The management
approaches are therefore:

Disinvest/rationalize: An organization should rationalize the systems, which offer
no competitive advantage. Many systems can be replaced by outsourcing from the
other companies, so the organization’s commitments to systems are reduced.

Sustained quiality and efficiency: The quality of the system should be maintained
in appropriate proportion. Generally, the syStem should not be enhanced unless
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there is a clear demonstration of economical advantage to ensure that resource is
consumed where a return is certain.

Figure C-20 summarizes the critical issues in managing segments of the
portfolio.

Future Strategic Hiqi) Potential

Ris ~ High Risk ery High Risk
J Integration of |dentifying the best
application with way of obtainin?
Barticular/unique the business benefits
usiness needs to of applications
achieve maximum
advantage
Integration of Obtaining, organizing
related applications and using
and information information in the
resources-to most efficient way

satisfy all business
needs in the most

r effective way _
Existing  Known Risk Low Risk
Risks ~ Key Operational Support

Business Risk " A Financial Risk

Source: Adapted from Ward and Griffiths (1996)
Figure C-20 Critical Issues in Managing segments of the Portfolio

Although criticized that it is of limited value since_ever_Y company is likely to
have systems in all four categories, the application portfolio still has proved effective
in providing a framework to reach consensus on the portfolio of IS applications. Once
the agreement has been concluded, the company can then move toward the delivery of
the required portfolio. The value of the application portfolio also lies in the
recognition that applications in each quadrant require different management approach.
Understanding the issues raised by each seFment of applications provide a direction
toward planning and implementing of applications as they evolve over time. Some

key issues of driving forces and critical requirements to be satisfied in the deliver of
the applications are addressed in figure C-21.



Segment__ Driving forces

High potential New business idea or

Strategic

technological opportunity

Individual initiative, owned by

a "'product champion™

Need to demonstrate

tge value or otherwise of the
idea

Market requirements,
competitive pressures or
other external forces
Business objectives, success
factors and vision of how to
achieve them

Obtaining an advantage and
then sustaining it

Key operational Improving the performance

Suppoit

of existing activities (speed,
accuracy, economics)

Integration of data and systems

to avoid duplication,

Critical requirements

Rapid evaluation of
prototype and avoid
wasting effort/resource on
failures _
Understand the potential
(and the economics) in
relation to husiness strategy
|dentify the best way to
proceed, the next step

Rapid developmentto
meet the business objective,
and realize benefits within
the window of opportunity
Flexible system that can be
adapted in the future as

the business evolves

Link to an associated
business initiative to
sustain commitment

HiPh.quaIity, long life
solutions and effective data
management
Balancing costs with
benefits and business risks.

inconsistency and misinformatio identify the best solution

Avoiding a business
disadvantage or allowing a
business risk to become
critical

Improved
productivity/efficiency of
specific (often localized)
business tasks

Legal requirements

Most cost effective use of
IS/AT funds and resources
available

Evaluation of options
available by objective
feasibility" study

Low cost, long-term
solutions, often packaged
software to satisfy most
needs

Compromise the needs to
the software available
Objective cost/benefit
analysis to reduce financial
risk and then control costs
carefully

Source: Adapted from Ward and G riffiths (1996)

Figure C-21 Some Key Issues in the Segments of the Portfolio
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Ward and Griffiths conclude that the rationale behind adopting an application

portfolio mana(%ement concept as a core part of the IS/IT strategic management
approach consists of two parts:

1. The need to use business strategic lanning concepts to ensure the closest possible
linkage between business and IS/1T strategy.

2. The end result of the process is inevitably a set of applications, therefore the way

of producing and mana?mg them must always be a focus of attention, before,
during and after the development of a strategy.

3.2.6 Informa1/Opportunistic Creative Thinking

It is also important that informal, opportunistic, or creative thinking should be
brouaht into the application portfolio. In high potentla_f applications, most of them are
usually come from new business idea, “technological opportunity or individual
initiative. However, these kinds of creative ideas need to be reasonably demonstrated
their value or contribution to the business and then acquire a consensus agreement
before adopting them into the portfolio.

1.3 Summary

In this part, the. model for strate?m information systems planning has been
developed. This model includes important steps needed in relating the business needs
to the IS applications. It begins with the development of a business mission that
constitutes of business definition, vision, goals, and company philosophies. The
important issue to be considered during the development of a business mission is the
stakeholders’ expectation. A company should identify its own stakeholders, their
interests and concerns to the business, evaluate what expectations are the most

important and likely to be achieved, and then decide what to be include in the mission
statement,

The next step is to deveIoP a business strategy for the company. In doing so,
the business environment that the company is operating has to be considered.
Externally, there are two levels to be taken into account. macroenvironment and
industry environment. From this analysis, the _compan¥tshould be able to identify both
opportlnities and threats relating to' its business. After the assessment of external
environment of the business, it is equally important to perform an internal audit to be
able to identify the strengths and weaknesses in terms of the resources and strategic
capability of the company. By considering these four factors; opportunities, threats,
strengths, and weaknesses, the company can generate a set of feasible strategies that
appropriately match its external opportunities and threats with internal capabilities.
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~After the business strategies have been identified, the next step is to determine
the information that is critical to the success of these strategic goals. Critical success
factors are therefore served as a linkage between the comP_any’s strategies and the
information requirements. After identifying key information’ needs from a CSF
analysis, the company can then consider possible” IS applications to provide required
infoimation. Strategic option generator Is the selected tool to generate 1S choices
using the stratectylc thrust concepts: differentiation, cost, innovation, growth, and

alliance. During this step, the current status of information systems and technology in
the industry have to be taken into account too.

Fmallly, following the identification of the possible strategic information
s¥stem§ applications from the previous part, the company needs to bring those
strategic and high potential applications derived from various routes, assess them, and
then classify them into 4 quadrants of the ap#)hcatlon portfolio in terms of their
contribution’ to the business now and in the future order to ensure that they are
managed success fully.
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