IT and the Executive: Value Chain Analysis

Question: What is a Strategy(1) ?
The Oxford English Dictionary defines a strategy as follows:

1: 
The art of war.

2a: 
The management of an army or armies in a campaign.

2b: 
the art of moving troops, ships, aircraft, etc into favourable positions

3: 
A plan of action or policy in business or politics

So let us now ask this question again, and this time attempt to answer it using a more information systems and business oriented language. 

“Strategy is a rule for making decisions under conditions of partial ignorance, whereas policy is a contingent decision. Business strategy is the broad collection of decision rules and guidelines that define a business’s scope and growth direction.” [1]
“Strategy is the pattern  of objectives, purposes or goals and major policies and plans for achieving those goals stated in such a way as to define what business the company is in or to be in and what kind of company it is or is to be.” [2]

“Strategy formulation involves the interpretation of the environment and the development of consistent patterns in streams of organisational decisions.” [3]

“Strategy is a broad based formula for how business is going to compete, what its goals should be, and what policies will be needed to carry out those goals. The essence of formulating competitive strategy is relating a company to its environment.” [4]

“ Strategic decisions are concerned with:
· The scope of an organisation’s activities

· The matching of an organisation’s activities to its environment

· The matching of an organisation’s activities  to its resource capability

· The allocation and reallocation of major resources in an organisation

· The values, expectations and goals of those influencing strategy

· The direction in which the organisation will move in the long term.” [5]

Types of Strategy
Within every organisation there are four types of strategies at work. In order for us to develop a competitive advantage from the use of information technology we need to understand the role that each strategy plays within the organisation and how they interrelate. The four type of strategies are shown in Figure 1. 
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•    What businesses are we in ?

•    What objectives and 

      performance are we pursuing?

Business Strategy

•    What product-market position

      are we pursuing ?

•    What goals must we meet ?

Information Systems  Strategy

•    What systems does the business

      need ?

•    What systems can provide

      competitive advantages ?

Information Technology  Strategy

•    What technology policies do we 

       need ?

•    How  should we manage the

       technology ?


Figure 1 - Types of Stragegy

Generic Strategies
There are two generic strategies that a firm may adopt- Both have pluses and minuses. 

· A firm may either enhance its image in the market place and as a result obtain premium price. 

-
Such as Apple Computers Systems 

-
Lower market share so more vulnerable to changes in market. 

· Or, it offers a low cost no frills product or service.  


-
Lower profit margins, so needs to ship more items to maintain profit levels.

Analysing Strategic Capability
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Figure 2 - Analysing Strategic Capability
The Five Forces

So far the concern has been with understanding broad aspects of the environment. However, inherent within the notion of strategy is the search for the opportunity to identify bases of advantage. In business, this might be advantage over competitors; in the public sector, it might be advantage in procurement of resources. The aim is to identify if there are factors in the environment, which influence the capability of an organisation to position itself to such advantage. Figure 3 shows the Porter’s Five Forces Model [4] that have a direct effect upon the functioning of an organisation. 
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Figure 3 – The Five Forces Model

The Value Chain

Value chain analysis has been widely used as a means for describing the activities within and around an organisation, and relating them to an assessment of the competitive strength of an organisation. Value chain analysis [4] was originally introduced as an analysis tool that was designed to shed light on the “value added” of separate steps in complex manufacturing processes, in order to determine where costs improvements could be made and/or value creation improved.

One of the key aspects of value chain analysis is the recognition that organisations are much more than a random collection of machines, money and people. These resources are of no value unless deployed into activities and organised into routines and systems which ensure that products or services are produced which are valued by the finer customer/user. In other words, it is these competencies to perform particular activities and the ability to manage linkages between activities, which are the source of competitive advantage for organisations. 
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Figure 4 - The value Chain

An understanding of strategic capability must start with an identification of the value activities that an organisation performs. Figure 4 is a schematic representation of value chain within an organisation. Value chains target competitive advantage. They are a way of modelling the organisation in order to answer question activity by activity. Once an organisation has modelled its value chain it can ask:

•
Can we enhance the value added by that activity ?

•
Is there an opportunity to reduce the cost of that activity ?

•
Is there an opportunity to eliminate that activity ?

•
Can we use that activity to differentiate the organisation ?

In order to answer these questions the organisation must study the primary activities that get the product, or service, to the customer and the support activities that facilitate that. In addition, there are linkages between these activity processes. Increasingly it is with improvements to these linkages that information systems can offer the most support and help an organisation achieve a competitive advantage. 

The primary activities of the organisation are grouped into five main areas: inbound logistics, operations, outbound logistics, marketing and sales, and service. Each of primary activities is linked to support activities. The support activities can be divided into four areas: Procurement, Technology Development, Human Resource Management, and Infrastructure. 

Primary Activities
•
Inbound Logistics are the activities concerned with receiving, storing and distributing the inputs to the product/service. These include materials handling, stock control, transport, etc.

•
Operations transform these various inputs into the final product or service: for example, matching, packaging, assembly, testing, etc.

•
Outbound Logistics collect, store and distribute the product to the customers. For tangible products this would involve warehousing, materials handling, transport etc. In the case of services it may be more concerned with bringing customers to the service if it is at a fixed location.

•
Marketing and Sales provide the means whereby consumers/users are made aware of product/service and are able to purchase it. This would include sales administration, advertising, selling etc.

•
Service covers all those activities which enhance or maintain the value of a product/service, such as installation, repair, training, spares, etc. 

Support Activities
•
Infrastructure. The systems of planning, finance, quality control, etc. are crucially important to an organisation’s strategic capabilities in all primary activities. Infrastructure also consists of the structures and routines of the organisation which sustain its culture. 

•
Human Resource Management. This is a particularly important area which transcends all primary activities. It is concerned with those activities involved in recruiting, training, developing, and rewarding people within the organisation. 

•
Technology Development. All value activities have a technology, even if it is simply “know-how”. The key technologies may be concerned directly with the product, a process, or with a particular resource.

•
Procurement. This refers to the process for acquiring the various resource inputs to the primary activities. 

A Typical Supplier - Buyer Example

Figure 5 is a typical examples of a supplier - buyer value chain. 
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Figure 5 - A Typical Supplier
Industry Value Chain Showing Strategic Alliances Between Organisations

One of the key features of most organisations is that very rarely does a single organisation undertake all of the value activities from the product design through to the delivery of the final product or service to the final consumer. 

There is usually specialisation of the role and any one organisation is part of the wider value system. which creates a product or service (See Figure 6).
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Figure 6 - Strategic Alliances Between Organisation

In understanding the basis of an organisations strategic capability, it is not sufficient to look at the organisation’s internal position alone. Much of the value creation will occur in the supply and distribution chains, and this whole process needs to be analysed and understood. 

For example, the quality of an automobile when it reaches the final purchaser is not only influenced by the activities, which are undertaken within the manufacturing company itself. The quality of components and the performance of the distributors also determine it. 

The ability of an organisation to influence the performance of other organisations in the value chain may be a crucially important competence and a course of competitive advantage. 

This kind of analysis can lead organisations to creating new supply and servicing methods with each other. For example:

•
Just in Time - In this method of supply goods arrive at an organisation when they are needs. Thus the organisation that is consuming the goods does not have to keep large amounts of materials in stock. Just-in-Time is used by companies such as Rover and Honda [5]. 
Strategic Options Generator

[image: image7.wmf]What is the strategic target ?

Supplier

Customer

Competitor

What is the Mode ?

Offensive

Defensive

What is the Direction ?

What is the strategic thrust ?

Differentiation

Cost

Alliance

Innovation

Growth

Use

Provide


Figure 7 - Strategic Options Generator
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