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Chapter 1 Information Systems in Global Business Today 

Computers are changing every aspect of our lives from entertainment to shopping, from the work we do and where we do it, to how we communicate with friends and relatives. Networking technologies are pervading almost everything we do professionally, socially, and recreationally. As you can see from the opening case in the text, many companies are remodeling their businesses and information systems with the Internet in mind. It has become more important than ever for you to understand not just how technology works but also how current and future advances affect your work life. 
1.1 How are information systems transforming business, and why are they so essential for running and managing a business today?
Ask managers to describe their most important resources and they’ll list money, equipment, materials, and people—not necessarily in that order. It’s very unusual for managers to consider information an important resource, and yet it is. As electronic business and electronic commerce grow in popularity and more firms digitize their operations, having useful information is becoming even more important to the global business community. 

This chapter gives you an overview of many of the subjects we’ll touch on in this course. It will help you understand how all firms today, large and small, local and global, use information systems to achieve important business objectives, such as operational efficiency, customer and supplier intimacy, better decision making, and new products and services.

How Information Systems Are Transforming Business

You can’t help but know about all the job cuts occurring in our country. It seems like every week we hear about thousands and thousands of people losing their jobs. Back in the 1980s most of the job losses were in the blue-collar sector. Now it seems many of the cuts are being made in white-collar, management jobs. Why? Think about it. Technology, to a large extent, has driven organizations to change the way they operate and that includes the way they manage. We’re going to take an in-depth look at how organizations work and how they’ve been transformed by technology on the world stage. 

Information systems are the foundation for conducting business today. In many industries, survival and even existence is difficult without extensive use of information technology. No longer can we imagine going to work and conducting business without them. As a society we have come to rely extensively on the use of information appliances such as cell phones, BlackBerrys, handhelds, and other hardware. Communicating and conducting business is increasingly being carried out through the use of e-mail, online conferencing, and international teleconferencing. Internet technologies have become essential business tools.
What’s New in Management Information Systems?

It seems that changes in technology are never-ending. The use of technology now extends far beyond the simple desktop computer, especially in the business world. As the text points out, three interrelated changes are affecting companies worldwide:

· The emerging mobile digital platform

· Growth of businesses use of “big data”
· Growth of “cloud computing”

Table 1-1 in the text divides the changes in management information systems into three categories and assesses the impact each change is having on businesses. It may be a fun exercise to peruse the list and see how many of the changes you’ve had experience with. 
Interactive Session: Management: Meet the New Mobile Workers (see page 41 of the text) describes the proliferation of mobile digital devices in businesses. Whether it’s an iPad, iPhone, Android phone, tablet, or other mobile handheld device, organizations of all kinds must adapt the way they work, communicate, and coordinate with employees, customers, and suppliers. 
Globalization Challenges and Opportunities: A Flattened World
Next time you purchase a product, any product, look at the fine print and see where it’s made. It could be China, or the Philippines, or a South American company, or even in the United States. You can disagree with the fact that many manufacturing jobs have moved from the United States to foreign countries. But look at the vast number of jobs that are being created in this country. Maybe they aren’t the traditional factory jobs we’re used to. In fact, many of our new jobs are in the information industry. Many of them service whole new markets that didn’t exist just a few years ago. There was no position called “Webmaster” in 1991. That’s because the Web didn’t exist. But now, that particular job category is one of the fastest growing in the United States and overseas. The global economy Laudon and Laudon talk about is being made possible by technology, and that’s why it’s so important that you understand how to use information systems technology instead of just computer technology. There’s a big difference between the two, and we’ll talk about it more. 
The Emerging Digital Firm
A digital firm is one in which nearly all of the organization’s significant business relationships with customers, suppliers, and employees are digitally enabled, and key corporate assets are managed through digital means. 
When a firm goes digital, it’s not about just adding a computer system to the mix. Throwing a computer system at outdated business processes is exactly the wrong thing to do. A truly digital firm has several characteristics that distinguish it from most of the firms claiming to be digitized:

· Significant business relationships with customers, suppliers, and employees are digitally enabled and mediated.

· Core business processes are accomplished through digital networks and span the entire organization or link multiple organizations.

· Key corporate assets—intellectual property, core competencies, and financial and human assets—are managed through digital means.

· Internal and external environments are quickly recognized and dealt with. 

And the number one reason digital firms experience greater opportunities for success and profits is because they view information technology as the core of the business and a primary management tool.
Strategic Business Objectives of Information Systems
Although many managers are familiar with the reasons why managing their typical resources such as equipment and people are important, it is worthwhile to take a moment to examine the growing interdependence between a firm’s ability to use information technology and its ability to implement corporate strategies and achieve corporate goals. Specifically, business firms invest heavily in information to achieve six strategic business objectives:

· Operational excellence

· New products, services, and business models

· Customer and supplier intimacy

· Improved decision making

· Competitive advantage

· Survival
Operational Excellence

Businesses continuously seek to improve the efficiency of their operations in order to achieve higher profitability. Information systems and technologies are some of the most important tools available to managers for achieving higher levels of efficiency and productivity in business operations, especially when coupled with changes in business practices and management behavior.
New Products, Services, and Business Models

Information systems and technologies are a major enabling tool for firms to create new products and services, as well as entirely new business models. A business model describes how a company produces, delivers, and sells a product or service to create wealth. As successful as Apple Inc., BestBuy, and Walmart were in their traditional brick-and-mortar existence, they have all introduced new products, services, and business models that have made them even more competitive and profitable.
Customer and Supplier Intimacy

When a business really knows its customers, and serves them well, the way they want to be served, customers generally respond by returning and purchasing more. The result is increased revenues and profits. Likewise with suppliers: The more a business engages its suppliers, the better the suppliers can provide vital inputs. The result is a lower cost of doing business. JCPenney is an excellent example of how the use of information systems and technologies are extensively used to better serve suppliers and retail customers. Its information system digitally links the supplier to each of its stores worldwide. Suppliers are able to ensure the continuous flow of products to the stores in order to satisfy customer demands. 
Improved Decision Making

Information systems and technologies have made it possible for managers to use real-time data from the marketplace when making decisions. Previously, managers did not have access to accurate and current data and as such relied on forecasts, best guesses, and luck. The inability to make informed decisions resulted in increased costs and lost customers.
Competitive Advantage

Doing things better than your competitors, charging less for superior products, and responding to customers and suppliers in real time all add up to higher sales and higher profits that your competitors cannot match. Toyota and Walmart are prime examples of how companies use information systems and technologies to separate themselves from their competition. Toyota worked its way to top of its industry with the help of its legendary information system. Walmart is the most efficient retail store in the industry based in large part on how well it uses its information resources.
Survival 

Firms also invest in information systems and technologies because they are necessities for doing business. Information systems are not a luxury. In most businesses, information systems and technology are the core to survival. In the text, the Laudons discuss how Citibank was the first banking firm to introduce ATMs. In doing so, they had a major competitive advantage over their competitors. In order to remain and survive in the retail banking industry, other banks had no choice but to provide ATM services to banking customers. 

New federal and state statutes and regulations have resulted in giving firms no choice but to turn to information systems and technologies in order to comply with the new requirements and regulations.

Bottom Line: Information systems do matter because of the increased need for capital management, the increased productivity that arises from their use, the strategic opportunities and advantages they offer, and because they are becoming the foundation of doing business around the world. 

1.2 What is an information system? How does it work? What are its management, organization, and technology components and why are complementary assets essential for ensuring that information systems provide genuine value for organizations?
Information technology (IT) consists of all the hardware and software that a firm needs to use in order to achieve its business objectives. 

What Is an Information System?
Too often you hear someone say, “Oh yeah, I know how to use a computer. I can surf the Web with the best of them and I can play online games with people all over the world for hours. I’m really good at computers.” 
Okay. So that person can pound a keyboard, use a mouse at lightning speed, and has a list of favorite Web sites a mile long. But the real question becomes: “Is that person information literate?” Just because you can pound the keyboard doesn’t necessarily mean you can leverage the technology to your advantage or to the advantage of your organization. An organization can gather and keep all the data on its customers that a hard drive can hold. You can get all the output reports that one desk can physically hold. You can have the fastest Internet connection created to date. But if the organization doesn’t take advantage of customer data to create new opportunities, then all it has is useless information. If the output report doesn’t tell management that it has a serious problem on the factory floor, then all that’s been accomplished is to kill a few more trees. If you don’t know how to analyze the information from a Web site to take advantage of new sales leads, then what have you really done for yourself? 

Most of us think only of hardware and software when we think of an information system. There is another component of the triangle that should be considered, and that’s the people side or “persware.” Think of it this way:
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In this section of the text, Laudon and Laudon discuss the components of an information system. They talk about the input, processing, output, and feedback processes. Most important is the feedback process; unfortunately, it’s the one most often overlooked. The hardware (input and output) and the software (processing) receive the most attention. With those two alone, you have computer literacy. But if you don’t use the “persware” side of the triangle to complete the feedback loop, you don’t accomplish much. Add the “persware” angle with good feedback and you have the beginnings of information literacy. 
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Fig 1.4 Functions of an Information System

Figure 1.4 shows how using feedback completes the information processing loop. To be a good information systems manager, however, you must bring into that loop far more than just computer data. For instance, your information system reports that you produced 100,000 widgets last week with a “throwback” rate of 10 percent. The feedback loop tells you that the throwback rate has fallen 2 percent in the last month. Wow, you say, that’s a pretty good improvement. So far, so good! But if you put that information into the broader context of the organization, you’re still costing the organization a huge sum of money because each percentage point on the throwback rate averages $100,000. And when you bring in available external environmental information, your company is 5 percent above the industry norm. Now that’s information you can use—to your advantage or disadvantage!

Dimensions of Information Systems
There is a distinct difference between possessing information systems literacy and simple computer literacy. If you can combine information from internal sources and external environments, if you can use data to help you make better decisions, if you can use information to help you improve your organization, you can consider yourself “information literate.”
Management information systems (MIS) deal with behavioral issues as well as technical issues surrounding the development, use, and impact of information systems used by managers and employees in the firm. As such, MIS is defined as the study of information systems focusing on their use in business and management.
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Fig 1.5 Information Systems Are More than Computers

Organizations 

Organizations are funny things. Each one tends to have its own individual personality and yet share many things in common with other organizations. Look at some of the organizations you may be associated with—a softball team, fraternity/sorority, health club, or a child’s soccer team. See, organizations exist everywhere, and each has its own structure, just as workplace organizations have structures and personalities to fit their needs, or in some cases, their old habits. 

The key elements of an organization are its:

· People

· Structure

· Business processes

· Politics

· Culture

In every organization you’ll find senior management making long-range decisions, middle management carrying out the plans and goals set by senior managers, and operational management handling the day-to-day operations of the company. As we’ll see, information systems output must be geared to each of these levels of management.

Just as every baseball team needs good players at different positions, a business organization requires different employees to help it succeed. Knowledge workers help create new knowledge for the organization and data workers help process the paperwork necessary to keep an organization functioning. Without production or service workers, how would the company get its products and services to the customer?

A baseball team needs talented, well-trained players at different positions. Sometimes, the success of the team depends on a good, well-informed coach or manager—so, too, with the workplace organization. Business organizations have their major business functions, which need many kinds of players with various talents, who are well-trained and well-informed, in order to succeed. 

The larger the organization, the more formal the management structure, including the need for standardized business processes. Most of these business processes have been developed over time and help managers and employees properly complete their tasks in a more efficient manner. Many companies now integrate these business processes into their information systems to ensure uniformity, consistency, and compliance. As we’ll see in upcoming chapters, many companies are even incorporating informal work processes into their information systems in an effort to capture as much corporate knowledge as possible. 

An organization’s culture is often an integral part of its information system. UPS’s culture focuses on customer service whereas Walmart’s culture is centered on being a low-cost retailer. Each company builds its information system differently to incorporate those organizational ideals. 
Management 

Every good organization needs good managers—pretty simple, pretty reasonable. Take professional baseball managers. They don’t actually play the game; they don’t hit the home run, catch the fly ball for the last out, or hang every decoration for the celebration party. They stay on the sidelines during the game. Their real role is to develop the game plan by analyzing their team’s strengths and weaknesses. But that’s not all; they also determine the competition’s strengths and weaknesses. Every good manager has a game plan before the team even comes out of the locker room. That plan may change as the game progresses, but managers pretty much know what they’re going to do if they are losing or if they are winning. 

Information Technology 

Do you own an Internet-enabled refrigerator? (Yes, they really do exist.) Probably not, because they’ve only been on the market for a short time. How old is your car or truck? Manufacturers are constantly offering us new vehicles, yet we tend to upgrade only every few years. Your personal computer may be a year old or three years old. Do you have all the latest gadgets? Chances are you don’t. Face it, you just can’t keep up with all the new computer hardware. No one can. 

Think about how hard, not to mention expensive, it is for an individual to acquire each new computer software program introduced to the marketplace. Think how difficult it sometimes is to learn how to use every feature of all those new products. 

No matter how big your storage technology device seems to be, you’re constantly running out of room to store all the new software programs and all the data you create. In order to keep track of all of the information you have stored, you will need data management software that is designed to organize the information so that you can readily retrieve what you are looking for.

As the products and services on networks expand every day, your need for new networking and telecommunications technology links just seems to grow and grow.

The fastest and biggest change in modern computing is the Internet. To say that the Internet is transforming the way we live, work, and play is probably the greatest understatement in years. Businesses can create new opportunities, but they can also lose opportunities just as quickly. Now an organization has to design new systems, or transform old ones, with not just the company in mind, but 100 million other users of the Internet, extranets, and intranets. They have to decide how much or how little information to provide, in what way, with what level of access, and how best to present it. It’s a huge job!

The World Wide Web allows big companies to act “small,” and small companies to act “big.” It has leveled the playing field so entrepreneurs can break into new markets previously closed to them. A Web site, consisting of a few pages or hundreds of pages, enables businesses to get close and stay close to their customers in new ways. It is truly a revolution in our global economy.

Now put these thoughts into a much larger context of an organization’s information technology (IT) infrastructure. Yes, it would be nice if your company could purchase new computers every three months so you could have the fastest, best technology on the market. But it can’t. Not only is it expensive to buy the hardware and the software, but the costs of installing, maintaining, updating, integrating, and training must all be taken into account. We’ll look at the hardware and software sides of the information systems triangle in upcoming chapters, but it’s important that you understand now how difficult it is for an organization, large or small, to take advantage of all the newest technology. 
Interactive Session: Technology: UPS Competes Globally with Information Technology (see page 55 of the textbook) describes how this giant company has transformed itself over the years by using technology to increase its competitive advantage. 

It Isn’t Just Technology: A Business Perspective on Information Systems
From a business perspective, an information system provides a solution to a problem or challenge facing a firm and provides real economic value to the business. The decision to build or maintain an information system assumes that the returns on this investment will be superior to other investments in buildings, machines, or other assets. These superior returns will be expressed as:

· Increased productivity

· Increased revenues

· Superior long-term strategic positioning
There are three ways an information system can add value to a business:
· Help managers make better decisions

· Help make business processes more efficient

· Increase profitability

Figure 1-7 diagrams the business information value chain. We’ll examine the elements of this figure in more detail throughout this text.
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Figure 1-7 The Business Information Value Chain

Complementary Assets: Organizational Capital and the Right Business Model
Once technology was considered “too technical” for the rest of us to understand. Computers were relegated to the back room with a few technicians running around in white coats. No one else understood what these people did or how they did it. It was a whole different world and actually seemed disconnected from the mainstream operations of the company. 

Technology and its associated information systems are now integrated throughout the organization. Everyone is concerned about its role and impact on their work activities. End users take on greater responsibility for the success of the information systems and are actually doing a lot of the work that belonged to the techies. Even the executive levels of an organization can no longer ignore the technology as they realize the importance of managing their organizational and management capital.
As a firm becomes more digital, its information system continues to extend beyond the traditional role of serving the employees. Developing the complementary assets associated with the information systems such as developing new business models and processes, changing management behavior and organizational culture, emphasizing employee training in technology, and creating new partnerships with suppliers, customers, and even competitors, is proving to be a daunting task. 

But the plain fact is that organizations, especially larger ones, just can’t change as fast as the technology. Companies make huge investments not just in hardware, but in software and persware. Training people, building new operating procedures around technology, and changing work processes take far longer than the technological pace will allow. 

Bottom Line: Information literacy is more than just clicking a mouse, pounding the computer keyboard, or surfing the Web. It’s about integrating the various elements of an organization, technical and nontechnical, into a successful enterprise. As a successful manager you must concentrate on all three parts of the information systems triangle (hardware, software, and persware) and integrate them into a single, cohesive system that serves the needs of the organization, the wants of the customer, and the desires of the employees; the more complex the system, the harder to manage, but the greater the payoff. Complementary assets are comprised from organization, managerial, and social assets of a firm.
1.3 What academic disciplines are used to study information systems and how does each contribute to an understanding of information systems?

The study of information systems deals with issues and insights contributed from technical and behavioral disciplines. The disciplines that contribute to the technical approach are computer science, management science, and operations research. The disciplines contributing to the behavioral approach are psychology, sociology, and economics.

Technical Approach
Think of this analogy: A “techie” looks at most things associated with computing as a series of zeroes or ones. After all, everything in a computer is ultimately reduced to a zero or a one. So using the technical approach, you could say that 2 + 2 = 4. 

Behavioral Approach
The behavioral approach, on the other hand, takes into account the very nature of human beings. Nothing is totally black and white. Therefore the behavioral approach to the same equation would be “2 + 2 = maybe 4 or perhaps 3.5 to 5.5, but we’ll have to put it before the committee and see what the last quarter’s figures say.” Neither approach is better than the other, depending on the situation. Neither approach is more right than the other, depending on the situation.

Approach of This Text: Sociotechnical Systems 
An organization can’t afford to view its information resources as belonging to either the techies (technical approach) or the nontechies (behavioral approach). Responsibility for information belongs to everyone in the organization. This is the sociotechnical approach —a combination of the two approaches. Everyone has to work together to ensure that information systems serve the entire organization.

To help you understand the importance of viewing management information systems using the sociotechnical approach, consider this: David Haskin, writing in the April 1999 issue of Windows Magazine, quotes Steve Roberts, vice president of information technology for Mind Spring Enterprises, an Atlanta-based Internet service provider: “The gap in understanding between technical and nontechnical people is the biggest challenge I’ve seen.” Haskin goes on to say, “Because technology is the bedrock on which successful businesses are built, the stakes in making this relationship work are high. Failing to use the correct technology can put you at a competitive disadvantage, and glitches in existing technologies can bring a business to a grinding halt.” 

Even though Roberts made his statement more than 13 years ago, his insight into the challenges of managing information systems hasn’t changed much.
Bottom Line: Information systems and the use of technology belong to everyone in an organization. This concept is best carried out through a sociotechnical approach to viewing information systems, which allows both the technical and behavioral approaches to be combined for the good of the organization. 
Discussion Questions:

1. Why is it important to understand the difference between computer literacy and information literacy?

2. Discuss the three elements of an information system (hardware, software, and persware) that managers must consider. Which of the three do you consider the most important?

3. Discuss how complementary social, managerial, and organizational assets help optimize returns from information technology investments.

4. 
Discuss the changes in the business environment brought about by technology in the last five years. Use Table 1-1 and your own personal experiences to formulate your answer.

5. 
Describe why it’s becoming increasingly important to view information systems and technology from a sociotechnical aspect.

Answers to Discussion Questions:
1. Information literacy is more concerned with creating information useful to an organization and its employees, whereas computer literacy focuses mainly on how computer hardware and software work. As technology uses spread beyond traditional computers, information literacy enables employees and organizations to gain an edge over their competition.

2. Hardware is centered on the input and output components of an information system. Software is centered on the processing component. Persware is centered on the feedback component and on how employees can effectively use an information system. Opinions vary on which element is most important; this text stresses the importance of the persware element. 

3. Table 1.3 (page 28), lists the organizational, managerial, and social assets required to optimize returns from information technology investments. Investing in information technology such as new hardware or software, is not enough to ensure an organization’s success. Supportive values, structures, and behavior patterns must accompany the technological changes or improvements in order for a company to realize the maximum value from its investments in organizational and management capital.

4. See Table 1.1. Answers should include references to the growing dependence on Internet technologies in the workplace, increased use of mobile handheld computing devices, increased globalization of businesses, 24/7 availability of many business processes to the customer, and the rise of the information economy.

5. The technical approach to information systems emphasizes the “hard” side of technology. The behavioral approach to information systems emphasizes the “soft” side of technology. As technology plays an increasing role in a business’s success or failure, it’s important to mesh both sides. Adopting a sociotechnical systems perspective helps avoid a purely technological approach to information systems. Organizations can achieve more efficient and effective organizational performance by jointly optimizing both the social and technical systems. 
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