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Information Systems and Organizations

 The interaction between information technology and 
organizations is complex and is influenced by many 
mediating factors.

The Two-Way Relationship between Organizations and Information Technology 







• All organizations have some similar  “structural” 
features:

 Clear division of labour 
 Hierarchy
 Explicit rules and procedures
 Impartial judgments
 Technical qualifications for positions
 Maximum organizational efficiency

Common Features of Organizations



• Routines are patterns of individual behavior.

• Business processes are a collection of routines.

• Business firms are a collection of business 
processes.

• Business processes enable organizations to cope 
with all recurring expected situations.

Routines and Business Processes



Routines, Business Processes, and Firms



• What products the organization should produce

• How and where it should be produced

• For whom the products should be produced

Organizational Culture



• Structures

• Goals

• Constituencies

• Leadership styles

• Tasks

• Surrounding environments

Unique Features of Organizations



• Organizations and environments have a reciprocal 
relationship.

• Organizations are open to, and dependent on, the 
social and physical environment.

• Organizations can influence their environments.

Organizations and Environments 



Organizations and Environments 



 Environments shape what organizations can do, 
but organizations can influence their 
environments and decide to change 
environments altogether.

 Information technology plays a critical role in 
helping organizations perceive environmental 
change and in helping organizations act on their 
environment.

Organizations and Environments 



• Ultimate goals

• Different groups and constituencies

• Nature of leadership

• Tasks and technology

Other Differences Among Organizations



Organizing the IT Function

• Hardware

• Software

• Data storage

• Networks

The information systems department is 
responsible for maintaining: 



Information Technology Services

Figure 3-6



Includes Specialists:

• Programmers:  Highly trained, writers of the software 
instructions for computers

• Systems analysts: Translate business problems into 
solutions, act as liaisons between the information 
systems department and rest of the organization

• Information system managers: Leaders of various 
specialists

Information Technology Services



• Chief Information Officer (CIO): Senior manager in 
charge of information systems function in the firm

• End users: Department representatives outside the 
information system department for whom applications 
are developed

Includes Specialists: (Continued)

Information Technology Services



• IT changes both the relative costs of capital and the 
costs of information. 

• Information systems technology is a factor of 
production, like capital and labor.

Economic Impacts



• Transaction cost theory: Firms seek to economize on 
the cost of participating in markets (transaction 
costs).

• IT lowers market transaction costs for firm, making it 
worthwhile for firms to transact with other firms rather 
than grow the number of employees.

Economic Impacts





The Transaction Cost Theory of the Impact of 
Information Technology on the Organization

Figure 3-7



• Agency theory: Firm is nexus of contracts among 
self-interested parties requiring supervision.

• Firms experience agency costs (the cost of managing 
and supervising).

• IT can reduce agency costs, making it possible for 
firms to grow without adding to the costs of 
supervising, and without adding employees.

Economic Impacts



The Agency Cost Theory of the Impact of 
Information Technology on the Organization

Figure 3-8



Organizational and Behavioral Impacts

IT Flattens Organizations:

• Facilitates flattening of hierarchies
• Broadens the distribution of timely information 
• Increases the speed of decision making 
• Empowers lower-level employees to make decisions 

without supervision and increase management 
efficiency 

• Management span of control (the number of 
employees supervised by each manager) will also 
grow.



Flattening Organizations

Figure 3-9



Postindustrial Organizations and Virtual Firms

Postindustrial Organizations:

• Authority increasingly relies on knowledge and 
competence.

• Information technology encourages task 
force-networked organizations.



Virtual Firms:

• Use networks to link people, assets, and ideas

• Can ally with suppliers, customers to create 
and distribute new products and services 

• Not limited to traditional organizational boundaries 
or physical locations

Postindustrial Organizations and Virtual Firms



• Information systems give both large and small 
organizations additional flexibility to overcome the 
limitations posed by their size.

• Small organizations use information systems to acquire 
some of the muscle and reach of larger organizations.

Increasing Flexibility of Organizations:

How Information Systems Impact Organizations 
and Business Firms



• Large organizations use information technology to 
achieve some of the agility and responsiveness of small 
organizations. 

• Customization and personalization: IT makes it possible 
to  tailor products and  services to individuals.

Increasing Flexibility of Organizations: (Continued)

How Information Systems Impact Organizations 
and Business Firms



• Information systems become bound up in organizational 
politics because they influence access to a key resource. 

• Information systems potentially change an organization’s 
structure, culture, politics, and work.

• Most common reason for failure of large projects is due to 
organizational and political resistance to change.

Understanding Organizational Resistance to Change: 

How Information Systems Impact Organizations 
and Business Firms



Organizational Resistance and the Mutually Adjusting Relationship 
between Technology and the Organization

Figure 3-10
Source: Reprinted by permission of 
James G. March.

How Information Systems Impact Organizations 
and Business Firms



How Information Systems Impact Organizations 
and Business Firms



• The Internet increases the accessibility, storage, 
distribution of information and knowledge for business 
firms. 

• The Internet lowers the transaction and agency costs of 
firms.

• Businesses are rapidly rebuilding their key business 
processes based on Internet technology.  Example: online 
order entry, customer service, and fulfillment of orders.

The Internet and Organizations

How Information Systems Impact Organizations 
and Business Firms



The Impact of IT on Management 
Decision Making

• Organizational environment 

• Organizational structure, hierarchy, specialization, routines, 
and business processes

• The organization’s culture and politics

Factors to consider while planning a new system:

Implications for the Design and Understanding of Information 
Systems



• The type of organization and its style of leadership

• Groups affected by the system and the attitudes of workers 
who will be using the system

• The kinds of tasks, decisions, and business processes that 
the information system is designed to assist

The Impact of IT on Management 
Decision Making



• Flexibility and multiple options for handling data and 
evaluating information

• Capability to support a variety of management styles, skills, 
and knowledge 

• Capability to keep track of many alternatives and 
consequences

• Sensitivity to the organization’s bureaucratic and political 
requirements

Characteristics to be kept in mind while Designing 
Systems:

The Impact of IT on Management 
Decision Making



Business strategy decisions of the firms will 
determine the following:

• The products and services a firm produces

• The industries in which the firm competes

• Competitors, suppliers, and customers of the firm

• Long-term goals of the firm

The Impact of IT on Management 
Decision Making



Information Systems and Business 
Strategy 

Business-Level Strategy: The Value Chain Model

The most common generic business level strategies are:

• Become the low-cost  producer

• Differentiate your product from competitors’ products

• Change the scope of competition by enlarging the market 
or narrowing it to a specialized niche



Value Chain Model: 
• Highlights the primary or support activities that add 

business value 

• A good tool for understanding strategy at the business firm 
level

Primary Activities: 
• Directly related to the production and distribution of a firm’s 

products or services

Information Systems and Business 
Strategy 



Support Activities: 
• Make the delivery of primary activities possible

• Consist of the organization’s infrastructure, human 
resources, technology, and procurement

Information Systems and Business 
Strategy 



Value Chain

Figure 3-5



What Is a Value Chain?

 Network of value-creating activities
 Primary activities
 Support activities
 Linkages



Primary Activities

 Five activities
 Inbound logistics
 Operations
 Outbound logistics
 Marketing and sales
 Service

 Stages accumulate costs and add value to product
 Net result is total margin of chain



Support Activities

 Four activities
 Firm infrastructure
 Human resources
 Technological development
 Procurement

 Contribute indirectly to production, sale, and service
 Add value and costs

 Produce margin that is difficult to calculate



Linkages

 Interactions across value activities
 Sources of efficiencies
 Readily supported by information systems
 Reduce inventory costs



Benefits of value chains

 Support decisions for various business activities.
 Diagnose points of ineffectiveness for corrective action.
 Understand linkages and dependencies between 

different activities and areas in the business. For 
example, issues in human resources management and 
technology can permeate nearly all business activities.

 Optimize activities to maximize output and minimize 
organizational expenses.

 Potentially create a cost advantage over competitors.
 Understand core competencies and areas of 

improvement.



The Firm Value Chain and the Industry Value Chain

Figure 3-11

Information Systems and Business 
Strategy 



• How can IT be used at each point in the value chain to 
lower costs, differentiate products, and change the scope 
of competition?

Strategic question: 

Information Systems and Business 
Strategy 



Internet-enabled Web of cooperating firms 

• Customer-driven network of independent firms 

• Uses information technology to coordinate value chains of 
separate firms for collectively producing a product or 
service 

Value Web: 

Information Systems and Business 
Strategy 



The Value Web

Figure 3-12

Information Systems and Business 
Strategy 



Systems that Create Product Differentiation:

• Firms can use IT to develop differentiated products.

• Create brand loyalty by developing new and unique 
products and services 

• Product and services not easily duplicated by competitors

Examples: Dell, Orbitz

Information Systems Products and Services

Information Systems and Business 
Strategy 



• Uses intensive analysis of customer data to support new 
ways of contacting and serving the customer

• Enables development of new market niches for specialized 
products or services

• A niche market is a segment of a larger market that can be 
defined by its own unique needs, preferences, or identity 
that makes it different from the market at large.

Systems that Support Focused Differentiation:

Information Systems and Business 
Strategy 



In the larger environment, there are five main forces or 
threats:
• New market entrants

• Substitute products and services

• Suppliers

• Customers

• Other firms competing directly 

Porter’s Five Forces Model 

Information Systems and Business 
Strategy 



Porter’s Competitive Forces Model

Figure 3-15

Information Systems and Business 
Strategy 



• Encourage new entrants.  Example: NetFlix (offers 
thousands of movies and TV shows for a flat monthly rate)
vs. Blockbuster (a pay-per-view video-on-demand service 
(you rent or buy each title individually)

• Increase customer bargaining power.  Example: 
Expedia.com ( travelling agency) and others. 

IT and the Internet can greatly change the strength of 
these competitive forces: 

Information Systems and Business 
Strategy 



• Decrease in supplier power.  Example: eCampus.com 
increases the efficiency of used textbook market, reducing 
publisher profits 

• Substitute products.  Example: online music lowers value 
of record stores

IT and the Internet can greatly change the strength of these 
competitive forces: (Continued)

Information Systems and Business 
Strategy 



https://www.youtube.com/watch?v=fO4hzG4u3-Q

https://www.youtube.com/watch?v=QU3dRhXmC_8



Organizational Strategy

 Determines organization’s goal and objectives
 Developed from organizational structure
 Creates the value chain for organization
 Establishes the structure, features, and functions of 

information systems



What Is Competitive Strategy?

 Organization’s response to structure of its industry 
structure:

 The structure of the industry refers to the nature of 
barriers to entry and competitive dynamics in the 
industry. 

 Four characteristics of industry structure are 
particularly important to the performance of new firms 
in the industry:

 Capital intensity
 Advertising intensity, 
 Concentration, 
 Average firm size.



Organizational Strategy

 Porter identified four competitive strategies:
 Cost leadership across industry
 Cost leadership focused on particular industry segment
 Differentiation across industry
 Differentiation focused on particular industry segment

 Porter says goals, objectives, culture, and activities 
must be consistent with strategy



Achieving Competitive Advantage

 Businesses determine competitive strategies
 Create processes to achieve strategies
 Information systems developed to support business 

processes
 Help organizations achieve competitive advantage
 Need to avoid creating systems that are unrelated to 

organization’s strategy



Business Functions



Fundamental Types of Information Systems 
within Organizations

 Calculation systems
 Functional systems
 Cross-functional systems



Calculation Systems

 Antiquates system
 Relieved workers of repetitive calculations
 Labor-saving devices
 Produced little information
 Examples: systems that computed payroll and wrote 

paychecks; inventory tracking



Functional Systems

 Facilitates work of single department or function
 Functions added to calculation system programs to 

provide more value
 Islands of automation

• Work independently from each other
• Effective as independent functions
• Inefficient working in cooperation with other processes 

across entire business
 Examples: human resources; financial reporting



Functional Systems



Functional Silos



Functional Systems

 Data Integrity Issues:



Functional Systems

 Costly Functional Systems



Integrated, Cross-Functional Systems

 Cross-department systems operate across 
departmental boundaries
• Increased functionality

 Process-based systems support complete business 
processes
• Integrated processing systems are more efficient
• Needs clear line of authority



Integrated, Cross-Functional Systems



Functional Systems Problems

 Systems provide tremendous benefits, but are limited 
because they operate in isolation
• Data duplication results from each application having own 

database
• Potential lack of data integrity
• Business processes disjointed across functions
• Produces lack of integrated enterprise information
• Limited information available at any one source
• Inefficient decisions based on limited knowledge
• Increased costs to organization



Cross-Functional Systems and the Value 
Chain

 Cross-functional systems designed to overcome 
problems in functional systems

 Customer relationship management systems (CRM)
• Integrates all of the primary business activities
• Makes the organization customer-centric
• All customer data stored in single database

 Enterprise resource management systems (ERP)
• Integrates primary value chain activities with human 

resources and accounting
• Enterprise-wide systems



Business Process Design

 Porter’s idea 
 Create integrated, cross-departmental business 

systems
 Do not automate or improve existing systems
 Instead, create new processes: 

• Integrate activities of all departments
• Across entire value chain



Business Processes

 Network of activities, resources, facilities, and 
information

 Accomplish a business function
 Implement value chains or portions of value chains



Organizational Strategy Determines 
Information Systems

Figure 3-1



Competitive Advantage via Products

 Organizations gain a competitive advantage by:
• Creating new products or services
• Enhancing existing products or services
• Differentiating their products or services



Competitive Advantage via Business 
Processes

 Organizations can gain a competitive advantage by 
implementing business systems
 Locking in customers

• High switching costs
 Locking in suppliers

• Making it easy to connect to and work with 
organization



Competitive Advantage via Business 
Processes, continued

 Create entry barriers
• Making it expensive for new competition to 

enter market
 Establish alliances

• Establish standards
• Promote product awareness

 Reducing costs
• Increased profitability
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