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CHAPTER 1

B OBJECTIVES

questions:

FOCUS ON THE FEATURES

CASE STUDIES

OPENING CAsE: |.C. Penney’s Invisible Supplier
WINDOW ON TEcHNOLOGY UPS Competes
Globally with Information Technology

WINDOW ON ORGANIZATIONS A Brazilian
Dime Store Becomes an E-Commerce Success

Managing the Digital Firm

As a manager, you'll need to know how information systems can make businesses more competi-
tive, efficient, and profitable. After reading this chapter, you will be able to answer the following

1. What is the role of information systems in today’s competitive business environment?

2. What exactly is an information system? What do managers need to know about information systems?
3. How are information systems transforming organizations and management?

4. How have the Internet and Internet technology transformed business and government?

5. What are the major management challenges to building and using information systems?

WEB ACTIVITIES .
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C[ J.C. PENNEY’S INVISIBLE SUPPLIER

)

On a blustery Saturday afternoon in
January, Scott Olson browsed through
the shirts at a J.C. Penney store in the
Rosedale Mall in Roseville, Minnesota,
and bought a white, wrinkle-free
Penney-brand dress shirt, size 16
neck, 32/33 sleeve. The record of the
sale was instantly transmitted to a computer in Hong
Kong. By the following Wednesday afternoon, a Taiwan
factory had shipped an identical replacement shirt to the
same Roseville Penney store.

Since adopting this streamlined supply chain and pro-
duction system, Penney stores now hold almost no inven-
tory of house-brand dress shirts. A Hong Kong shirtmaker
called TAL Apparel Ltd. runs the entire supply and produc-
tion process for Penney-brand dress shirts. TAL collects
point-of-sale data on Penney shirts directly from Penney
stores in North America and runs the numbers through a
computer model it designed to determine how many
shirts to make in what sizes, styles, and colors. Based on
past sales data, TALs sales forecasting system determines
the ideal inventory level for each specific shirt size, color,
and style and directs its Taiwan manufacturer to produce
only the exact amount of each item that each Penney
store needs. TAL's manufacturer then ships the shirts
directly to each Penney store, bypassing Penney ware-
houses entirely. The manufacturer assigns article numbers
and bar codes for accurate and easy scanning of products
and faster movement across loading docks, sending

Make | T Your

BUSINESS

Penney advanced shipping notices of the contents and
destination of each package. Penney can access TALs sys-
tems electronically to check on production and shipping
status and to obtain inventory information. Delivery
accuracy has reached 100 percent.

TAL is a behind-the-scenes giant in fashion apparel. It
is the world’s largest producer of dress shirts, making
one out of every eight dress shirts sold in the United
States. With low-cost Asian manufacturing facilities and
powerful information systems, it supplies labels that
include Calvin Klein, Ralph Lauren, Tommy Hilfiger, J.
Crew, Banana Republic, Liz Claiborne, and Brooks
Brothers. TAL coordinates its work with its overseas
offices and factories in Thailand, Malaysia, Indonesia,
China, and Mexico using a network based on Web tech-
nology.

Big-name retailers are turning to outsourcers such as
TAL to manage their critical production and inventory
functions because TAL can perform them better and at
lower cost. Before working with TAL, Penney routinely
held up to six months of inventory in its warehouses and
three months of inventory in its stores. Its sales forecasts
were based on outdated information systems that often
overestimated the amount of inventory it had to keep in
stock. For Penney-brand shirts manufactured by TAL, its
inventory is now zero. By reducing the amount of inven-
tory they hold, retailers such as Penney can cut ware-
housing costs and reduce the amount of unsold goods
that have to be marked down in price. It costs Penney 29
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4 PART | | Organizations, Management, and the Networked Enterprise

cents per shirt to have its own warehouse workers sort
out orders in the United States. TAL can accomplish the
same task for 14 cents per shirt, and it can immediately
restock hot-selling styles. Because there are no TAL-made
shirts in Penney’s regional warehouses, TAL will air-
freight shirts that have sold out more quickly than its
computer model predicted. ;

Penney has started to let TAL use its powerful infor-
mation systems and expertise to take over the design
and market testing of new shirt styles. Within a month
after TAL design teams in New York and Dallas create a
new style, TAL factories can produce 100,000 new shirts
in a wide array of colors and sizes for test marketing at

the number of shirts to make in each size and color for
Penney. TAL manages the entire production process, from
design to ordering thread and fabric, so it can bring a
new style from testing to full retail rollout within four
months, much faster than Penney could on its own. In a
market where stagnant retail prices and rising manufac-
turing costs are squeezing profits, TAL's systems have
produced startling efficiencies and cost savings.

Sources: Gabriel Kahn, “Invisible Supplier Has Penney’s Shirts All
Buttoned Up,” The Wall Street Journal, September 11, 2003; “IBM
Boosts Quality and Productivity at TAL,” www.ibm.com, accessed
September 18, 2003; “Electronic Commerce in Hong Kong
Reference Case: TAL Apparel Ltd.,” Government of Hong Kong,

2002; “TAL Case Study 2003,” www.tradecard.com, accessed

September 26, 2003; and www.tapgroup.com accessed September
18, 2003.

50 J.C. Penney stores. TAL uses data from the sales of
these shirts to determine if the new style will sell and

T he changes taking place at J.C. Penney and TAL Apparel exemplify the transformation of
business firms throughout the world as they rebuild themselves as fully digital firms. Such
digital firms use the Internet and networking technology to make data flow seamlessly
among different parts of the organization; streamline the flow of work; and create electronic
links with customers, suppliers, and other organizations.

All types of businesses, large and small, are using information systems, networks, and
Internet technology to conduct more of their business electronically, achieving new levels of
efficiency, competitiveness, and profitability. In this chapter we begin our investigation of
information systems and organizations by describing information systems from both techni-
cal and behavioral perspectives and by surveying the changes they are bringing to organiza-
tions and management.

<1 .1 WHY INFORMATION SYSTEMS? )

Today, it is widely recognized that information systems knowledge is essential for managers
because most organizations need information systems to survive and prosper. Information
systems can help companies extend their reach to faraway locations, offer new products and

services, reshape jobs and workflows, and perhaps profoundly change the way they conduct
business.

THE COMPETITIVE BUSINESS ENVIRONMENT AND THE
EMERGING DIGITAL FIRM “

Four powerful worldwide changes have altered the business environment. The first change
is the emergence and strengthening of the global economy. The second change is the trans-
formation of industrial economies and societies into knowledge- and information-based
service economies. The third is the transformation of the business enterprise. The fourth is
the emergence of the digital firm. These changes in the business environment and climate,
summarized in Table 1-1, pose a number of new challenges to business firms and their
managements.

Globalization

A growing percentage of the American economy —and other advanced industrial economies
in Europe and Asia—depends on imports and exports. Foreign trade, both exports and
imports, accounts for more than 25 percent of the goods and services produced in the
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m The Changing Contemporary Business Environment >

Globalization

Management and control in a global marketplace
Competition in world markets

Global workgroups

Global delivery systems

Rise of the Information Economy

Knowledge- and information-based economies
New products and services

Knowledge: a central productive and strategic asset
Time-based competition

Shorter product life

Turbulent environment

Limited employee knowledge base

Transformation of the Business Enterprise

Flattening

Decentralization

Flexibility

Location independence

Low transaction and coordination costs
Empowerment

Collaborative work and teamwork

Emergence of the Digital Firm

Digitally enabled relationships with customers, suppliers, and employees
Core business processes accomplished via digital networks

Digital management of key corporate assets

Rapid sensing and responding to environmental changes

United States, and even more in countries such as Japan and Germany. Companies are also
distributing core business functions in product design, manufacturing, finance, and cus-
tomer support to locations in other countries/regions where the work can be performed
more cost effectively. ].C. Penney’s outsourcing of its inventory management to TAL App-
arel Ltd. in Hong Kong, described in the chapter-opening case, is one example. The
success of firms today and in the future depends on their ability to operate globally.

Today, information systems provide the communication and analytic power that firms
need to conduct trade and manage businesses on a global scale. Controlling the far-flung
global corporation —communicating with distributors and suppliers, operating 24 hours a
day in different national environments, coordinating global work teams, and servicing local
and international reporting needs—is a major business challenge that requires powerful
information system responses.

Globalization and information technology also bring new threats to domestic business
firms: Because of global communication and management systems, customers now can shop
in a worldwide marketplace, obtaining price and quality information reliably 24 hours a day.
To become competitive participants in international markets, firms need powerful informa-
tion and communication systems.

Rise of the Information Economy

The United States, Japan, Germany, and other major industrial powers are being transformed
from industrial economies to knowledge- and information-based service economies, whereas
manufacturing has been moving to lower-wage countries. In a knowledge- and information-
based economy, knowledge and information are key ingredients in creating wealth.
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m The growth of the information economy >

Since the beginning of the
twentieth century, the United
States has experienced a steady
decline in the number of farm
workers and blue-collar workers
who are employed in factories.
At the same time, the country is
experiencing a rise in the num-
ber of white-collar workers who
produce economic value using
knowledge and information.
Sources: U.S. Department of
Commerce, Bureau of the Census,
Statistical Abstract of the United
States, 2002, Table 588; and
Historical Statistics of the United

States, Colonial Times to 1970, Vol.
1, Series D, pp. 182-232.
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The knowledge and information revolution began at the turn of the twentieth century and
has gradually accelerated. By 1976, the number of white-collar workers employed in offices
surpassed the number of farm workers, service workers, and blue-collar workers employed in
manufacturing (see Figure 1-1). Today, most people no longer work on farms or in factories
but instead are found in sales, education, health care, banks, insurance firms, and law firms;
they also provide business services, such as copying, computer programming, or making
deliveries. These jobs primarily involve working with, distributing, or creating new knowl-
edge and information. In fact, knowledge and information work now account for a signifi-
cant 60 percent of the U.S. gross national product and nearly 55 percent of the labor force.

In knowledge- and information-based economies, the market value of many firms is based
on largely intangible assets, such as proprietary knowledge, information, unique business
methods, brands, and other “intellectual capital.” Physical assets, such as buildings, machin-
ery, tools, and inventory, now account for less than 20 percent of the market value of many
public firms in the United States (Lev, 2001). Knowledge and information provide the foun-
dation for valuable new products and services, such as credit cards, overnight package deliv-
ery, or worldwide reservation systems. Knowledge- and information-intense products, such
as computer games, require a great deal of knowledge to produce, and knowledge is used
more intensively in the production of traditional products as well. In the automobile indus-
try, for instance, both design and production now rely heavily on knowledge and information
technology.

So much of contemporary business is driven by knowledge and information that informa-
tion technology and systems have taken on tremendous importance. Investment in informa-
tion technology now accounts for more than one-third of all capital invested in the United
States and more than 50 percent of invested capital in information-intensive industries, such
as finance, insurance, and real estate. Figure 1-2 shows that between 1980 and 2003, private
business investment in information technology grew from 19 percent to more than 35 percent
of all domestic private business investment. If one included investments in managerial and
organizational change programs required to use this technology effectively, information—
system-related business and consulting services, or the cost of labor to firms using computer
equipment, total information technology expenditures would actually be double this amount.

Transformation of the Business Enterprise

There has been a transformation in the possibilities for organizing and managing the business
enterprise. Some firms have begun to take advantage of these new possibilities. The traditional
business firm was—and still is—a hierarchical, centralized, structured arrangement of special-



