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hese days, many companies face the need to embark on major business change. While infor-

mation technology (IT) can act as a means of accelerating business change, it can also stand
in the way of change. Whenever IT cannot change at the same pace as business does, IT constitutes
a “barrier to change.”

This paper follows on from “Corporate Change and the Use of IT,” NRI Papers, No. 178, pub-
lished on October 1, 2012, and examines the area(s) of business strategy that companies are trying
to review and the change that they are implementing. This paper also clarifies how IT has been
contributing to the achievement of the desired effects through change. Based on these analytical
findings, this paper proposes the use of IT that contributes to corporate change.

In December 2012, Nomura Research Institute (NRI) conducted a questionnaire survey of lead-
ing companies in Japan and received responses from 603 companies. The results of this survey
revealed a problem in that “in spite of their recognition of the need for reviewing business strategy,
many companies have actually been unable to do so.” It was also found that the reason behind
these companies not being able to take a step forward in reviewing business strategy was inade-
quacy in terms of both “change management” and “the use of IT for change.”

Of these two impeding factors, this paper focuses on the insufficient use of IT. The survey re-
sults confirmed that companies that were unable to review their business strategy were similarly
unable to achieve the desired effects through the use of IT, and that the root cause behind their
inability was attributable to inadequate IT management. Merely implementing perfunctory IT
management will not enable companies to surmount the “IT barrier.” Instead, they should adopt a

more proactive approach that goes one step beyond their previous efforts.

Copyright 2013 by Nomura Research Institute, Ltd.
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| Overall Structure of
Corporate Change and the
Use of IT

1 Overall structure of corporate change
and the use of IT

The author’s thoughts on the use of information technol-
ogy (IT) that contributes to corporate change remain the
same as those explained in “Corporate Change and the
Use of IT,” NRI Papers, No. 178, published on October
1, 2012. The overall structure of “corporate change and
the use of IT,” which was established by referring to lit-
erature based on studies and research conducted in the
past, is as follows. The “IT barrier to corporate change”
that is examined in this paper is based on this overall
structure (Figure 1), which consists of the following hy-
potheses.

(1) Given drastic changes in the business environ-
ment, companies must review a variety of business
strategies.

(2) Companies that have reviewed their business
strategy are implementing change at many differ-
ent levels.

(3) Companies that have reviewed their business
strategy are performing change management in
order to implement change.

(4) Companies that have reviewed their business
strategy are using IT in order to implement
change.

The following sections outline Items (1) to (4).

2 Four key areas for review of business
strategy

When creating a business strategy, a company generally
determines options for the strategy based on “appraisal
of the external situation” and “appraisal of the internal

situation.”' The external situation involves analysis of
customers and competition, while the internal situation
relates to analysis of a company’s strengths and weak-
nesses.

One way of determining the external situation is to
analyze customers and competition, which means that
the external situation can be determined based on the
market structure and the industrial structure. For exam-
ple, five competitive forces are evaluated: threat of new
entrants, bargaining power of suppliers, bargaining
power of buyers, threat of substitute products or services
and intensity of rivalry among existing firms. Based on
the results of this evaluation, one of the following three
generic competitive strategies is chosen: “cost leader-
ship,” “differentiation” or “focus.”

There is also a method for determining effective busi-
ness strategy based on the assets that form a company’s
strengths, which are part of the internal situation. The
assets of a company include physical resources, human
resources and organizational resources. With corporate
culture serving as a moderator, these resources are inte-
grated into a single resource bundle. Based on this
unique resource bundle, business strategy that leverages
the strengths of a company can be created.’

As a policy for implementing the business strategy
thus created, a company makes a set of four decisions,
which is known as the marketing mix.* From the per-
spective of suppliers, the marketing mix is defined as the
4Ps —product, price, place and promotion.’ From the
perspective of customers, the mix is defined as the
4Cs— customer solution, cost, convenience and com-
munication.®

In this paper, based on the above-mentioned studies
and research conducted in the past, the following four
key areas are assumed for the review of business strate-
gy that prompts a company to implement change.

(1) Markets and customers (customers)

(2) Industry and competition (competitors)

(3) Company strengths (company)

—The above three areas are referred to as the 3Cs.
(4) Marketing mix

Figure 1. Overall structure of corporate change and the use of IT

Environmental factors prompting a company to review business strategy

‘ Review of business strategy

Four key areas for review of business strategy

IT strategy
(Policy for the use of IT)

[ Change management

| Four measures

IT management

( A ( B (

I Change to business models

IT for changes to business models

I Change to business processes

IT for changes to processes

I Change to products/services

IT for changes to products/services

C

.
Improvement level Reform level

Creation level

IT Barrier Stands in the Way of Corporate Change

Copyright 2013 by Nomura Research Institute, Ltd.

2



NRI Papers No. 188

August 1, 2013

(1) Review of markets and customers

Because the markets and customers that a company has
targeted in the past have changed, there is a need to re-
define target customers as well as the value that a
company should provide to them.

(2) Review of industry and competition

In view of changes in competitive conditions in the in-
dustry, increased threats from new entrants and substitute
products/services and increased pressure from the up-
stream or downstream of a supply chain, it has become
necessary to review a company’s position in the industry
and a competition strategy.

(3) Review of company strengths

Because a company’s traditional strengths have lost
rareness and inimitability, and its organization is no lon-
ger able to maintain such strengths, new strengths must
be created.

(4) Review of marketing mix

Because the ways by which values are provided and de-
livered to customers have changed, a company must
review its marketing mix including the company’s prod-
ucts/services, their prices, the underlying cost structure,
the supply channels and the methods of communicating
with customers.

3 Targets and levels of change to be
implemented

Business activities are expressed as a chain of activities
such as product development, procurement, manufac-
turing, distribution, sales and after-sales service, which
are conducted by a company to generate value for its
customers. This chain is known as the “value chain.”’
Through the review of its business strategy, a company
inevitably makes changes to its value chain. Business
change consists of ‘“changes to products/services,’
which are the output of the value chain, “changes to pro-
cesses,” which constitute the value chain and “changes
to business models,” which represent the structure of the
value chain itself.

Changes to products/services can take several forms:
(1) change for the penetration of existing products/ser-
vices into existing markets, (2) change for bringing
existing products/services to new markets, (3) change
for launching new products/services in existing markets
and (4) change for developing new products/services for
new markets.®

These forms represent change at different levels. Item
(1) is at the “improvement level” in which existing
products/services are improved to better fit existing
markets. Item (2) is at the “reform level” where existing
products/services are considerably changed to tailor
them to new markets. Items (3) and (4), which involve
new products/services, are at the “creation level” where

new demand is stimulated by creating new products/ser-
vices.

Changes to processes can also be of the “improve-
ment,” “reform” and “creation” levels. Activities such as
quality management that are designed to continuously
improve customer satisfaction by constantly improving
all organizational processes are at the “improvement
level.”” Reengineering, in which thought is given to how
work should be done and what organizational structure
should be adopted if business activities were to restart
from scratch, is at the “reform level.”!° The creation of
new processes is part of a major rearrangement of the
value chain.

Because these levels of change cannot be clearly de-
fined simply as being “large” or “small,” in this paper,
the following definitions are applied to the “improve-
ment level,” “reform level” and “creation level” for all
areas of change, i.e., products/services, processes and
business models.

* “Improvement level” refers to change in which only
improvements are made with both existing func-
tions and existing methods to implement the
functions remaining unchanged.

» “Reform level” refers to change in which existing
functions are not changed, but the methods to im-
plement those functions are changed to new ones.

 “Creation level” refers to change in which new
functions are implemented by new methods.

In this way, change undertaken by companies takes
three forms, depending on the target of the change. The
forms are “changes to products/services,” which are the
output of the value chain, “changes to processes,” which
constitute the value chain and “changes to business
models,” which represent the structure of the value chain
itself. Furthermore, there are also three levels, depend-
ing on the extent of the required change. They are
“improvement level,” “reform level” and “creation lev-
el.” In this paper, corporate change is classified into
these “3 x 3” categories.

4 Change management

To undertake corporate change with the aim of success-
fully implementing business strategy, money, people
and things that are necessary must be effectively man-
aged. According to Peters and Waterman, for a company
to be successful, efforts must be made to skillfully man-
age the 7-S framework, which consists of “strategy,”
“structure,” “systems,” “skills,” “staff,” “style” and
“shared values.”!" Shared values are placed in the center
of the framework. The 7-S framework is also important
for achieving the desired change. Among these seven
elements, “shared values” and “(management) style”
correspond to “money (financial aspects),” which in-
volves the evaluation of value and results. “Skills” and

IT Barrier Stands in the Way of Corporate Change
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“staff” correspond to “people (personnel aspects),” and
“structure” and “systems” correspond to tangible and
intangible “things (physical aspects).” In this paper,
these seven elements are classified into four types of
management—three areas within an organization plus
one area that involves resources outside the organiza-
tion. Specifically:

e Shared values and management style are classified
as “value governance (control of business value cre-
ation processes).”

* Staff and skills are classified as “‘change capabilities
(management of human resources needed to under-
take change).”

e Structure and systems are classified as ‘“change
mechanisms (design and development of mecha-
nisms to implement change).”

In addition to the above three types of management
within an organization, the following fourth type is in-
cluded.

e The creation of collective strategy with network
members outside the organization'? is referred to as
“procurement of change resources.”

In order for a company to successfully undertake change,
business strategy itself must be appropriate. In addition,
these four types of management need to be properly
combined in implementing the determined strategy.

(1) Value governance

Value governance refers to the governance (control) of
the value creation through the implementation of
change, which is exerted in the capacity of a sponsor or
leader of change. Specifically, governance is exerted on
a series of business value creation processes, which in-
cludes presenting the principles of shared values,
creating change plans that are consistent with the goals
of business strategy, managing overall change projects
as portfolios, monitoring each individual change project
to ensure its implementation and promoting continued
improvements after the completion of any change proj-
ect.

(2) Change capabilities

Management related to change capabilities aims to im-
prove the abilities of employees to implement change.
Specific personnel management activities start by ac-
quiring employees who will be engaged in the
implementation of change. Based on a shared vision for
change, these employees set their own goals toward im-
plementation of change and commit to achieving these
goals. A company must vest them with the authority ac-
cording to their responsibility, equip them with the
necessary abilities and enable them to continuously im-
prove their skills.

(3) Change mechanisms

The creation of change mechanisms means establishing
mechanisms that function as a foundation for imple-
menting change. Specifically, the environment necessary
for change is developed, which includes setting up the
structure of an organization that implements change, en-
abling employees to share the knowledge, wisdom and
information that constitute the sources of change, intro-
ducing methodology and tools for change, designing
new business models, business processes and business
functions and actually applying such newly designed el-
ements to an organization as well as to its information
systems.

(4) Procurement of change resources

Management related to procurement of change resources
involves establishing a strategy for procuring resources,
which become necessary to operate the businesses that
are created through change. Based on this strategy, a
company should select the best external resources and
develop mutually beneficial relationships with external
partners. In this way, a company should be able to offer
the best products/services by combining optimal internal
and external resources.

5 Use of IT for change

IT acts as an enabler for accelerating the speed at which
change occurs.'® These days, IT is incorporated in most
products/services as their one common element. Most
processes applied to business activities are implemented
by information systems. The value chain linking inter-
nal and external organizations is networked by means of
IT, and this network functions as the essential basis for
creating a business model. As such, making the best use
of IT is very effective in implementing change in any of
the following fields: products/services, processes and
business models.

In sum, in an effort to pursue corporate change, IT can
be used in the following ways.

(1) Using IT for changes to products/services
(2) Using IT for changes to processes
(3) Using IT for changes to business models

I Premises: Correlation
between Corporate Change
and the Use of IT

In order to confirm that the overall structure of the as-
sumptions adopted regarding corporate change and the
use of IT is actually adopted by companies, Nomura Re-
search Institute (NRI) conducted the “Survey on the
Actual Status of the Use of IT by User Companies” in
2012.

IT Barrier Stands in the Way of Corporate Change
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m Premises of this research: Companies that
have reviewed their business strategy have
implemented change and change manage-
ment, and have been using IT for change.

1 Details of the survey

In the survey conducted in December 2012, question-
naires were mailed to the chief information officers and
heads of information systems departments of about
3,000 companies having the highest sales in Japan. Re-
sponses were received from 603 (a response rate of 20.1
percent). Because responses came from a full range of
industries, the answers can safely be assumed represen-
tative of Japan’s leading companies. While a similar
survey was conducted in December 2011, the 2012 sur-
vey used improved questions so that the responses
enabled more statistical analyses.

For necessity, extent of implementation, effective-
ness, extent of use and other items, the 2012 survey gave
choices on a scale of 1 to 5 points to each question. They
were: 5 points meaning “affirmative,” 4 points meaning
“somewhat affirmative,” 3 points meaning “can’t say ei-
ther way,” 2 points meaning “somewhat negative” and 1
point meaning “negative” (Figure 2). The point values
used in the explanation of the survey refer to the weight-
ed average of these points.

The following analyses were conducted based on the
data acquired from the survey.

(1) Has a greater number of companies that have re-
viewed their business strategy actually been
implementing change than those that have not re-
viewed their business strategy?

(2) Has a greater number of companies that have re-
viewed their business strategy actually been
implementing change management than those that
have not reviewed their business strategy?

(3) Has a greater number of companies that have re-
viewed their business strategy actually been using

Figure 2. Correlation between survey questions

IT for change than those that have not reviewed
their business strategy?

(4) Have those companies that have reviewed their
business strategy been able to create the desired
effects from change?

2 Implementation of review of business
strategy

While many companies recognize the need for review-
ing their business strategy, they are actually unable to do
SO.

More than 30 percent of responding companies se-
lected “necessary” for them to review all four key areas
of business strategy, which were specified in Chapter 1.
In particular, 47.3 percent selected “necessary” for “re-
view of markets and customers.” If responding companies
that selected “somewhat necessary” are added to those
that selected “necessary,” the rate exceeds 70 percent for
each of all four key areas. However, the percentage of
responding companies that are actually reviewing their
strategy was only 18.7 percent, even for the area of “re-
view of markets and customers,” for which the largest
number of companies selected “necessary.” For three
other areas, the percentage was on the order of 12 to 13
percent (Tables 1 and 2).

3 Correlation between review of business
strategy and implementation of change

Among 603 responding companies, 179 reviewed their
business strategy in at least one of the four key areas. In
this paper, these 179 companies are classified as Group
1 (G1). There were 249 companies that considered the
review of business strategy “necessary,” but that did not
review strategy in any of these areas (companies that
“reviewed to some extent” are counted as companies
that did not do so). These 249 companies are classified
as Group 2 (G2). Of the responding companies, 169 did
not select “necessary” for the question about the need

Review of strategy
leads to
implementation of

Review of business strategy

Necessity of review in four key areas
(1 to 5 points)

Review of strategy
leads to
implementation of

change

Extent of implementation (1 to 5 points)

change management

Implementation of change

3 areas x 3 levels
(1 to 5 points)

Review of strategy leads
to creation of effects

Creation of change effects

Change management

Necessity of four types of management

Created, not created (110 5 points)

?

(1 to 5 points)

Extent of implementation (1 to 5 points)

Use of IT for change

Effectiveness
(1 to 5 points)

Review of strategy
leads to use of IT

Extent of use (1 to 5 points)
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for review of business strategy in any of the four areas.

(In this paper, these companies are referred to as those
that consider that “review of business strategy is not
necessary.”) These 169 companies are classified as

Group 3 (G3).

Table 1. Need for review of business strategy

is

Relative to the G2 companies, which consider review
necessary but have not done so, and the G3 compa-

nies, which consider review is not necessary, a larger
proportion of G1 companies that reviewed strategy in

any of the four areas implemented change (Figure 3-1).

(Unit: %, N = 603)

N Somewhat Can’t say Not so Not Don’t k

ccessay, necessary either way necessary necessary ONLHKHOW
Review of markets and customers 47.3 38.0 8.1 35 1.5 1.6
Review of industry and competition 32.0 44.8 15.8 4.5 1.2 1.8
Review of company strengths 33.3 40.5 16.9 5.5 2.0 1.8
Marketing mix 33.8 36.0 19.6 5.8 1.7 3.2

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Table 2. Extent to which business strategy is reviewed

(Unit: %, N = 603)

Reviewed g:r‘::tise:: :i:;::: ‘SN?;, i“:,ai:;\zz Not reviewed | Don’t know
Review of markets and customers 18.7 52.1 15.6 8.5 3.3 1.8
Review of industry and competition 13.9 44.4 27.4 8.3 3.8 22
Review of company strengths 13.9 38.5 29.2 11.9 4.0 25
Marketing mix 12.4 40.0 28.0 10.3 6.0 3.3

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Figure 3. Correlation between review of business strategy and implementation of change

3-1. Correlation between review of business strategy and implementation of

change
Extent of implementation Whether business strategy was reviewed 3-2. Extent of implementation of changes to products/services
of change Reviewed one Review (?f Review of ;g L
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of strategy have not do}me 0| necessary aal o
G1 G2 G3 32} / s
Products/ | Improvement level 3.7 3.5 3.5 30
services [z otorm level 2.9 2.5 2.7 22 :
Creation level 2.8 2.4 2.6 24 |
Processes | Improvement level 3.6 3.3 3.4 22 | G2
Reform level 28 26 26 20 Imp‘)rovement Ref‘orm Creat‘ion
Creation level 2.6 23 2.4 level level level
Business | Improvement level 3.3 2.9 3.1
models Reform level 2.7 2.3 25
Creation level 2.6 2.3 25
N=179 N=249 N=169

3-3. Extent of implementation of changes to processes
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3-4. Extent of implementation of changes to business models
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Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

IT Barrier Stands in the Way of Corporate Change
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What is noteworthy here is that G2 companies record-
ed lower points than did G3 companies in terms of the
extent to which change is implemented in all three target
areas of products/services, processes and business mod-
els (Figures 3-2, 3-3 and 3-4). While G2 companies
recorded the same points as those of G3 companies at
the improvement level for products/services and at the
reform level for processes, G2 companies recorded few-
er points than G3 companies did in all other areas and
levels. As a result, to the question of whether the desired
effects are brought about by change, the G1 companies
recorded the highest points, followed by G3 companies,
with G2 companies recording the lowest points.

A question was made about the self-evaluation of
whether the desired effects are brought about by change
for the two indicators of “improvement of customer
evaluation” and “financial effects” on the scale of 1 to 5
points. While G1 recorded around 3.5 for both indica-
tors, G3 recorded 3.1 for both and G2 recorded 2.9 and
3.0, respectively (Figure 4).

Why is the extent to which change is implemented
low among G2 companies? The answer lies in the fewer
number of points recorded for the implementation of

Figure 4. Extent to which effects are brought about by change

change management. For all four types of management,
G2 companies, as do G1 companies, recognize the need
for review, with the point being high at more than 4.0,
which generates a difference of about 0.5 from G3 com-
panies (Figure 5). However, the extent of management
implementation by G2 companies is at similar levels as
are G3 companies, at around 3.0, generating a difference
of about 0.5 from G1 companies whose extent of imple-
mentation is high. In short, although G2 companies
recognize the need for the implementation of change
management, the extent to which they actually imple-
ment change management is at levels similar to those of
G3 companies, which do not recognize the need so
much (Figure 6).

A similar trend as that seen for change management is
seen for the use of IT for change. Next to G1 companies,
G2 companies highly recognize the effectiveness of the
use of IT for change in all three key areas of products/
services, processes and business models. However, the
extent to which IT is actually used for change is at levels
similar to those recorded by G3 companies, generating a
difference of more than 0.4 from those of G1 companies
(Figures 7 and 8).

G1 G2 G3
Improvement of customer evaluation 3.5 2.9 3.1
Financial effects 3.4 3.0 3.1

4.0

25

2.0

Il \mprovement of customer evaluation
[] Financial effects

G1

G2 G3

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Figure 5. Correlation between review of business strategy and change management (necessity)

Necessity | Value governance | Change capabilities | Change mechanisms | Procurement of change resources
G1 4.2 4.6 4.4 4.2
G2 4.1 4.5 4.3 4.0
G3 3.7 41 3.9 3.7
50 G1
a5t /

/

40t —

[

351
3.0
25}
2.0 . ‘
Value Change
governance capabilities

G2
G3
Il Il
Change Procurement of
mechanisms change resources

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

IT Barrier Stands in the Way of Corporate Change
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Figure 6. Correlation between review of business strategy and change management (extent of implementation)

Extent of implementation | Value governance | Change capabilities | Change mechanisms | Procurement of change resources
G1 3.5 3.4 3.5 3.3
G2 2.9 3.1 3.0 2.8
G3 3.0 3.2 3.1 2.9

5.0
4.5 G1
sof / a3
3.5 /
3.0
25
G2
Va‘lue Cha‘nge Ch;nge Procurément of
governance capabilities mechanisms change resources

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Figure 7. Correlation between review of business strategy and the use of IT for change (effectiveness)

Effectiveness | IT use for products/services | IT use for processes | IT use for business models

G1 3.8 4.2 3.9
G2 3.4 4.0 3.5
G3 3.3 3.7 3.2

4.5

G1

40f <

35}

3.0 |- G2

25} G3

Il Il Il
IT use for IT use for IT use for
products/services processes business models

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Figure 8. Correlation between review of business strategy and the use of IT for change (extent of use)

Extent of use | IT use for products/services | IT use for processes | IT use for business models

G1 3.4 3.8 3.3
G2 3.0 3.4 2.7
G3 2.8 3.3 2.9

4.0

G1

35| /

3.0

25

G2
| |
IT use for IT use for IT use for
products/services processes business models

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

4 Confirmation of research premises and
recognition of problems

Based on the results of the comparison and analyses de-
scribed above, it was confirmed that the correlation
assumed by this research does exist between corporate

change and the use of IT. Relative to G2 and G3 compa-
nies, which have not reviewed their business strategy, a
greater proportion of G1 companies, which have done
so, have implemented change and change management,
used IT for change and as a result, been successful in
achieving the desired effects.

IT Barrier Stands in the Way of Corporate Change
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On the other hand, a lower proportion of G2 compa-
nies, which recognize the need for the review of their
business strategy, but have not done so, have implement-
ed change than that of G3 companies, which consider
that the review of business strategy is not necessary, to
say nothing of that of G1 companies. These G2 compa-
nies face problems. The causes behind these problems
are assumed to come from the fact that although they
consider that both change management and the use of IT
for change are necessary, they are unable to adequately
implement them.

Il Use of IT that Does Not
Lead to Achieving the
Desired Results

G2 companies, which recognize the need for the review
of business strategy but are unable to take action, are
assumed to face the obstacles to change both in terms of
change management and the use of IT. Of these two ob-
stacles, this paper examines the use of I'T in more detail.
Examination of the actual status in which IT is not ade-
quately used revealed the following fact.

m Actual status: Companies that recognize the
need for reviewing their business strategy, but
have not done so are also unable to achieve
the desired results through the use of IT.

The 2012 survey asked the responding companies about
self-evaluation of the achievement of the desired results
for each purpose of IT investment such as “support for

LR T3

business/service creation,” “improvement of business

LR TS

efficiency,” “support for the use of information” and
“enhancement of management functions.”

For all IT investment purposes, a higher proportion of
G1 companies selected “very good” or “good” than did
other groups. The self-evaluation of G2 companies was
lower than that of G1 companies for all purposes, and
was somewhat higher than that of G3 companies for
“improvement of business efficiency” and “enhance-
ment of management functions.” However, for other
purposes, the self-evaluation of G2 companies was as
low as that of G3 companies (Figure 9).

To begin with, relative to G1 companies, many G2
and G3 companies have not made IT investments for
purposes other than “improvement of business efficien-
cy.” In particular, the proportion of these companies that
have not made IT investments for the purpose of “sup-
port for business/service creation” is large, at more than
50 percent (Figure 10).

Because many G3 companies consider that the need for
the use of IT for change in concert with the review of busi-
ness strategy is low, it is reasonable that they do not expect
much of IT. However, in the case of G2 companies, while
the achievement of the results brought about by the use of
IT is at the same level as that of G3 companies, such a
situation should not occur. It is assumed that the use of IT
that does not lead to the achievement of the desired results
hinders the implementation of change by G2 companies.

IV Hypothesis: Root Cause is
Inadequate IT Management

Why does the use of IT by G2 companies not lead to the
achievement of the desired results? In the same way as
change management is important when implementing

Figure 9. Achievement of results for each purpose of IT investment (companies selected “very good” or “good”)

(Unit: %)
Support for Improvement of Support for use Enhancement of
. ) . . - ; . ; Overall
business/service creation | business efficiency | of information | management functions
G1 18.4 31.3 17.8 21.3 22.9
G2 8.4 26.5 12.8 13.6 12.4
G3 7.7 22.5 12.4 11.2 12.4
(%)
35
et Mllc2[ a3
30
25
20
151
10
5 -
0
Support for  Improvement  Support for Enhancement Overall
business/service of business use of  of management
creation efficiency information functions

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.
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Figure 10. Achievement of results for each purpose of IT investment (companies that have not made investment for the

indicated purpose)

(Unit: %)
Support for Improvement of Support for use Enhancement of
) ) ) . - } ) ; Overall
business/service creation | business efficiency | of information | management functions
G1 39.1 5.0 12.3 9.5 1.7
G2 53.8 9.6 21.3 20.9 4.0
G3 50.9 7.7 19.5 20.7 1.8
(%)
60
et Mle2 [ a3
50 |
40 -
30
20
=l —E.
Support for  Improvement Support for Enhancement Overall
business/service of business use of  of management
creation efficiency information functions

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

change, the author believes that for the use of IT to be
successful, four types of management are important,
namely, “IT governance,” “IT capabilities,” “IT mecha-
nisms” and “IT resource procurement.”

The importance of IT management in the creation of
value is described in the following frameworks that were
proposed in the past.

¢ “Governance” has been defined in COBIT (Control
Objectives for Information and Related Technolo-
gy) developed by the Information Systems Audit
and Control Association (ISACA) of the U.S. —a
framework for IT governance and IT management
for creating value for enterprises.'*

“Capabilities” has been defined in UISS (Users’ In-
formation Skill Standards) developed by Japan’s
Information Technology Promotion Agency (IPA)
—definitions of skills of I'T human resources that IT
user companies are required to have."
“Mechanisms” has been defined in TOGAF (The
Open Group Architecture Framework) developed
by the Open Group of the UK —a framework for the
overall structure of business and information sys-
tems. '

“Resource procurement” has been defined in ITIL
(Information Technology Infrastructure Library) de-
veloped by the UK’s HM Government —a collection
of best management practices for the provision and
use of IT services."”

The following hypothesis is established for the correla-
tion between review of business strategy and the above
four types of management.

m Hypothesis: Companies that recognize the
need for reviewing their business strategy, but
that have not done so are not adequately
implementing IT management, which hinders
the implementation of change.

In order to prove this hypothesis, the following sections
examine the results of the 2012 survey to confirm that a
larger proportion of G1 companies is implementing IT
management than are G2 companies.
1 “Governance” for the use of IT
(1) Recognizing the role of IT
In the 2012 survey, a question was made about the role
of IT within a company, asking whether “IT is one of
your key facilities” or whether “IT is a core technology
that differentiates your company from competitors.” The
concept behind this question mirrors the thinking of Mc-
Farlan’s strategic grid, which divides the IT role into
four quadrants depending on whether IT is an asset on
which a company has a high degree of dependence or
whether IT has an impact on competition.'®

More than 60 percent of G1, G2 and G3 companies
recognize that IT is one of their key facilities. However,
between these groups, there is a difference in whether
they recognize IT as being a core technology, with
about 30 percent of G1 companies considering that IT
is “not a core technology,” and 49 percent of G2 com-
panies and about 64 percent of G3 companies having
the same opinion. Many G3 companies simply do not
see IT as being a means of differentiating themselves
(Figure 11).
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Figure 11. Role of IT within a company

(Unit: %)

IT is a key facility and | IT is a key facility, butis | IT is not a key facility, |IT is neither a key facility N
. ) o answer
is a core technology not a core technology | butis a core technology | nor a core technology

G1 48.0 223 20.1 8.4 11

G2 30.5 39.8 19.7 9.2 0.8

G3 18.3 46.7 17.8 17.2 -

- IT is a key facility and is a core technology - IT is not a key facility, but is a core technology D No answer

E] IT is a key facility, but is not a core technology

|:| IT is neither a key facility nor a core technology

0 10 20 30 40

50

90 100(%)

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

(2) Final decision makers in the area of IT

The 2012 survey asked who was responsible for making
the final decisions regarding “IT investment projects,’
“IT utilization policies,” “IT infrastructure policies” and
“IT application requirements.”

The decision-making structure is basically the same
in all G1, G2 and G3 companies. The involvement of the
chief executive officer (CEO)/president in “IT utiliza-
tion policy decisions” is slightly greater in G1 companies
than in other group companies, while the involvement of
the chief information officer (CIO) in “IT investment
project decisions” is again somewhat higher in G1 com-
panies than other group companies. However, separation
of the powers has been established for form’s sake in all
groups in which the CEO/president is involved in mat-
ters of company-wide importance such as “IT investment
project decisions” and “IT utilization policy decisions,”
while the CIO and the managers of information system
departments are responsible for matters particular to IT
such as “IT infrastructure policies” and “application re-
quirements” (Tables 3 and 4).

(3) Degree of actual CEO/president involvement in IT
The 2012 survey went on to ask about the details of
whether the CEO/president is involved in important I'T-
related matters to the degree that the CEO/president
himself/herself gives instructions for such matters. Spe-
cifically these important matters are:

e Understanding the content of IT cost (“content of IT
cost”)

* Giving instructions for improvement concerning the
lack of data (“‘data”)

* Giving instructions for responding to deficiencies in
internal control (“internal control’)

 Giving instructions for improving information secu-
rity (“information security”)

 Giving instructions for improving business continu-
ity (“business continuity”)

* Giving instructions for responding to a project fail-
ure (“project failure™)

* Giving instructions for responding to strategy
change (‘“strategy change”)

“Data” and “internal control” are related to the mainte-
nance of internal discipline, thus having a defensive
nature; “information security” and “business continu-
ity” are related to a robust business base and are
specialistic in nature; and “project failure” and “strategy
change” relate to the implementation of change, thus
having an aggressive nature.

In terms of the percentage of companies in which the
CEO/president is involved in all these matters, the CEO/
president was in control in more G1 companies than in
G2 and G3 companies. While G2 companies recorded
slightly higher percentage than G3 companies did for
“content of I'T cost” and the maintenance of internal dis-
cipline, they recorded considerably lower percentage
than G3 companies did for somewhat specialistic mat-
ters related to a business base as well as for the
implementation of change. As such, there is a major dif-
ference between G1 and G2 companies in the degree to
which the CEO/president actually has a good grasp of
IT operations (Figure 12).

(4) Method of evaluating the appropriateness of IT
operations

The 2012 survey asked about the method of objectively
evaluating the appropriateness of a company’s IT op-
erations as a whole. The following choices were given
as the evaluation methods: “self-evaluation by the IT
department and its report to the CEO/president,” “eval-
uation by the internal audit department,” “evaluation
by an external organization” and “no evaluation is
done.”

Relative to G2 and G3 companies, a larger proportion
of G1 companies has implemented evaluation, regard-
less of method. While a somewhat large proportion of
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Table 3. Percentage of companies in which the CEO/president makes the final decisions

(Unit: %)

IT investment
project decisions

IT utilization
policy decisions

IT infrastructure
policy decisions

Application
requirements decisions

G1 64.2 59.2 35.2 12.8
G2 63.5 49.0 39.0 17.3
G3 55.0 45.6 40.8 15.4

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Table 4. Percentage of companies in which the CIO makes the final decisions

(Unit: %)

IT investment
project decisions

IT utilization
policy decisions

IT infrastructure
policy decisions

Application
requirements decisions

G1 62.0 67.0 73.7 57.5
G2 51.4 64.3 67.5 55.0
G3 50.2 66.3 71.0 60.4

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Figure 12. Percentages of companies in which the CEO/president himself/herself gives instructions

(Unit: %)
Understanding GMr_}g instructions | Gilving |nstrupt|0ns Giving instructions | Giving instructions | Giving instructions Giving instructions
for improvement for responding to g : f : h )
the content of . S for improving for improving for responding to a for responding to
concerning the lack deficiencies in . . . . M . .
IT cost . information security | business continuity project failure strategy change
of data internal control
G1 39.1 15.6 34.6 32.4 34.5 27.9 30.7
G2 28.1 11.6 26.1 20.1 18.5 17.3 19.7
G3 26.6 8.9 20.7 29.6 23.7 18.9 20.7
(%)
50
45| et G2] ]G3
40 -
35
30 -
25
20 -
15
10 |
5 L
Understanding Giving Giving Giving Giving Giving Giving
the content of  instructions for instructions for instructions for instructions for instructions for instructions for
IT cost improvement  responding to improving improving responding to a responding to
concerning the  deficiencies in information business project failure strategy
lack of data internal control security continuity change

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

G2 companies adopted the method of “evaluation by the
internal audit department,” some G2 companies adopted
other methods, as is the case with G3 companies (Table
5).

These findings suggest that while G2 companies have
established IT governance for the sake of formality such
as requests for the CEO’s approval and internal audits,
few G2 companies see IT as being a core technology
that they can leverage to differentiate themselves, indi-
cating insufficient involvement of the CEO/president in
IT operations.

2 “Capabilities” for the use of IT

(1) Methods of fostering IT human resources

As part of the 2012 survey, questions were asked
about the types of IT human resources that were fos-
tered by companies. Choices given for the types of
human resources that should be fostered included:
“fostering IT employees as IT professionals,” “foster-
ing IT employees as generalists” and “fostering IT
employees as project leaders.” Questions went on to
ask “whether there is a career path” and “whether
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there is any rotation among departments” to develop
IT human resources.

Regardless of which types of human resources are be-
ing developed, the results revealed that the order always
ran G1 > G2 > G3. Compared to G3 companies, which
include many companies that do not consider IT being a
core technology, G2 companies are making greater ef-
forts to develop their I'T personnel.

However, many companies in every group selected
“fostering IT employees as IT professionals.” Even in
G1 companies, 35.2 percent selected “no career path in
particular” and 55.9 percent selected “almost no rotation
among departments.” There is basically no difference
between all groups in that they all stress “fostering IT
employees as IT professionals” within their IT depart-
ments (Table 6).

(2) Upstream IT human resources are lacking

The 2012 survey asked respondents to name upstream
IT human resources that are lacking. Upstream IT hu-
man resources refer to those responsible for planning,
design and promotion, which are processes positioned
above the creation of a system. Choices given as up-
stream IT human resources included “company-wide

IT strategy planners,” “business analysts,” “business
reform advocates,” “IT architects” and “project man-
agers.”

Every group has a strong sense of shortage of these
upstream IT human resources. Among G1 companies,
as many as 63.1 percent selected “company-wide IT
strategy planners” and “business reform advocates.” In
G3 companies, 58.6 percent selected “business ana-
lysts.” While G2 companies reported a shortage of all
types of upstream IT human resources, 55.4 percent se-
lected “project managers,” which is a larger percentage
than in any other group (Table 7).

(3) Human skills that IT human resources lack
Through the 2012 survey, a question was also asked
about which essential human skills for IT personnel
were missing. Choices given were those related to the
ability to lead IT-based change, rather than technical
skills. Specifically, they were “overall assembly of a
project,” “interview skills,” “scenario creation ability,”
“alternative proposal ability” and “presentation ability.”
The percentage of G1 companies that felt they were
lacking in human skills was larger than other two groups
for all such skills. Among G2 companies, the percentage

99 <6

Table 5. Percentages of companies evaluating the appropriateness of IT operations

(Unit: %)
Self-evaluation by the IT department | Evaluation by the internal Evaluation by an No evaluation
and its report to the CEO/president audit department external organization is done
G1 39.1 53.0 34.1 14.0
G2 27.3 44.6 221 229
G3 29.6 33.1 24.9 26.0
Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.
Table 6. Methods of fostering IT employees
(Unit: %)
Fostering IT employees | Fostering IT employees | Fostering IT employees | No career path | Almost no rotation
as IT professionals as generalists as project leaders in particular among departments
G1 55.3 15.6 31.3 35.2 55.9
G2 49.4 12.9 241 41.0 60.6
G3 43.8 10.7 195 40.8 61.5

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Table 7. Upstream IT human resources that are lacking

(Unit: %)
Company-wide IT . Business reform . .
strategy planners Business analysts EES IT architects Project managers
G1 63.1 55.3 63.1 46.9 49.7
G2 58.6 54.6 63.5 50.6 55.4
G3 55.6 58.6 56.8 50.9 49.7

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.
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of those that considered they were lacking in human
skills was less than that of G3 companies for all skills
other than “interview skills” (Figure 13).

While G2 companies claim a major shortage of up-
stream IT human resources, they only expect such
human resources to be in charge of the upstream pro-
cesses of system construction. They seem to be barely
aware that IT can be used to propose and create change.

3 “Mechanisms” for the use of IT

(1) Maturity of overall system structure

The 2012 survey questioned the maturity of a compa-
ny’s overall system structure. As choices to measure
maturity, “individually optimum type,” “standard IT in-
frastructure type,” “process/data integration type” and
“common module type” were given. These types are
based on the concept of the enterprise architecture matu-
rity model proposed by J. W. Ross."” In particular, the
“common module type” is the system structure that en-
ables agile system updates in response to any business
change, and is thought of as being an effective IT mech-
anism for supporting change.

Actually, when the points of only those companies
that adopted “common module type” were tallied up and
the weighted average point of the extent of implementa-
tion of review of business strategy was calculated, these
companies recorded higher points than did companies
that adopted other overall system structures in all four
key areas of the review of business strategy. In particu-
lar, the score was high at 4.6 for the “review of markets
and customers” and at 4.4 for the “review of company
strengths.” However, since only 6 percent of the re-
sponding companies were of the “common module
type,” the overall impact is limited.

Figure 13. Human skills that IT human resources lack

There is no significant difference among G1, G2 and
G3 companies in the percentage of each level of matu-
rity of the overall system structure. For all groups, the
order ran “standard IT infrastructure type” > “process/
data integration type” > “individually optimum type” >
“common module type.” However, there is a slight dif-
ference: the percentage of G1 companies adopting the
“common module type” was somewhat larger than were
the other groups at 8.4 percent; the percentage of G2
companies adopting the “process/data integration type”
was somewhat larger than were the other groups at 29.3
percent; and the percentage of G3 companies adopting
the “individually optimum type” was somewhat larger
than were the other groups at 18.3 percent (Table 8).

(2) Adoption of ERP

The survey asked about the types of business systems
for which ERP (Enterprise Resource Planning) had been
introduced, as well as the reasons for introducing ERP.

ERP is thought to provide an effective mechanism for
migrating a system to a highly consistent “process/data
integration type” system as well as for innovating com-
pany-wide business processes.

The survey revealed that in all groups, a large pro-
portion of companies had introduced ERP for their
head-office administrative function systems such as
“financial accounting,” “administrative accounting”
and “personnel management.” On the other hand, the
percentage of companies that had introduced ERP for
logistics-type business systems such as ‘“sales man-
agement,” “purchase management” and “production
management,” for which procedures vary from com-
pany to company, was somewhat low.

Within G1 companies, more companies had intro-
duced ERP for both their head-office administrative

(Unit: %)
Overall assembly . . Scenario Alternative Presentation
; Interview skills R L o -
of a project creation ability | proposal ability ability
G1 51.4 38.0 60.9 38.5 35.8
G2 43.8 31.7 49.0 33.7 29.7
G3 51.5 27.8 57.4 35.5 30.2
(%)
65
60 |- Clei G2 [ a3
55
50 -
45 -
40
35
30 -
25
20 -
Overall Interview Scenario Alternative  Presentation
assembly of skills creation proposal ability
a project ability ability

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.
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functions and logistics functions than in any of the other
groups. Compared not only to G1 companies but also to
G3 companies, the percentage of G2 companies that had
introduced ERP for their head-office administrative
functions was low (Table 9).

Regarding their motivation for introducing ERP,
many more G1 companies than G2 and G3 companies
had adopted ERP for achieving explicit business pur-
posesinashorttime such as “responding to globalization”
and “responding to change in accounting system.” On
the other hand, many G2 companies had introduced
ERP for the purpose of building a system quickly at low
cost. Among G2 companies, the reason for introducing
ERP is not so much as to bring about change, but rather
as a means of building a system (Table 10).

(3) Extent to which a process for evaluating the
effects of IT investment has been established
The 2012 survey asked if a process had been established
for evaluating the effects of IT investments before and
after investments had been made for each purpose of IT
investment. Choices given as the purposes included “in-
vestment for improving business efficiency,” “investment
for utilizing information,” “strategic investment” and
“infrastructure investment.” These choices are based on
P. Weill’s classification of the purposes of IT invest-
ments.?’

The trend seen in all groups is that more companies
had established a prior-investment evaluation process
than a post-investment evaluation process, with more
companies establishing processes for “infrastructure in-
vestment” and “investment for improving business
efficiency” than for “investment for utilizing informa-
tion” and “strategic investment.”

Compared to the other groups, a substantially large
proportion of G1 companies had established both pre-
and post-investment evaluation processes. With the
exception of the pre-investment evaluation process for
“infrastructure investment,” the proportion of G2 com-
panies that had established evaluation processes was
either almost the same or less than that of the G3 com-
panies. As such, the survey revealed that the G2
companies were also lagging behind the other groups in
terms of the software aspect such as establishing an IT
investment evaluation process (Figures 14 and 15).

4 “Resource procurement” for the use of IT

(1) Types of IT outsourcing

The 2012 survey asked a question of whether IT out-
sourcing took the form of “individual work outsourcing,”
“personnel dispatch/residency,” “package outsourcing,”
“comprehensive outsourcing,” “joint operation with a

vendor” or “other.”

Table 8. Percentage of each level of maturity of overall system structure

(Unit: %)
Individually Standard IT Process/data Common module
optimum type infrastructure type | integration type type
G1 13.4 50.8 26.8 8.4
G2 16.5 47.4 29.3 5.6
G3 18.3 49.7 24.9 5.3

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Table 9. Percentage of companies that had adopted ERP for each type of business

(Unit: %)
Financial Administrative Personnel Sales Purchase Production
accounting accounting management | management | management | management
G1 68.2 39.1 49.2 23.5 26.3 17.9
G2 58.6 32.1 41.4 221 19.7 14.1
G3 63.9 34.9 41.4 21.9 19.5 14.8
Note: ERP = Enterprise Resource Planning.
Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.
Table 10. Reason for introducing ERP
(Unit: %)
Business Responding to Responding to change Introducing Reducing Cutting
reform globalization in accounting system best practice | development period | development cost
G1 40.4 36.2 36.2 14.9 48.9 411
G2 39.1 26.1 28.3 13.6 48.9 48.4
G3 40.0 24.6 26.2 11.5 37.7 43.8

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.
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Figure 14. Percentage of companies that had established a pre-IT-investment evaluation process

(Unit: %)
Investment for improving | Investment for utilizing Strategic Infrastructure
business efficiency information investment investment
G1 33.0 24.6 26.8 36.9
G2 16.9 1.2 12.4 237
G3 18.9 15.4 14.8 19.5
(%)
40
sl CJer MGz ]G3
30
25 -
20
15
10
5 L
Investment for Investment for Strategic Infrastructure
improving business utilizing investment investment
efficiency information

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Figure 15. Percentage of companies that had established a post-IT-investment evaluation process

(Unit: %)
Investment for improving | Investment for utilizing Strategic Infrastructure
business efficiency information investment investment
G1 21.2 13.4 14.5 20.1
G2 6.0 3.2 5.6 9.6
G3 71 4.7 4.7 10.1
(%)
40
35| et MGz Jes
30 -
25+

Lok

Investment for Investment for Strategic Infrastructure
improving business utilizing investment investment
efficiency information

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

In all groups, about 70 percent of responding compa-
nies selected “individual work outsourcing” and around
35 to 40 percent selected “personnel dispatch/residen-
cy,” showing very little difference in the types of
outsourcing that they employ. Nevertheless, more G1
companies than those in other groups rely on “package
outsourcing,” and more G2 companies use “joint opera-
tion with a vendor” and more G3 companies adopt
“comprehensive outsourcing” than do those in other
groups (Table 11).

(2) Degree of achievement of goals of IT outsourcing
The survey also asked companies to evaluate, themselves,
the degree to which they thought the goals for outsourc-
ing had been achieved. As choices of goals, the survey

offered “supporting company strengths,” “ensuring speed

of change” and “ensuring proper QCD (quality, cost and
delivery),” all of which expect outside experts to provide
high added value, as well as “reducing a company’s IT
personnel,” “cutting system costs” and “variabilization of
system costs,” all of which help minimize a company’s
IT resources.

Looking at the total percentage of those companies
that had “achieved their goals” and “achieved their goals
to some degree,” the survey revealed that surprisingly,
the percentage of G2 companies was the highest for all
goals (Figure 16). It may be fair to assume that G2 com-
panies are adept at leveraging outside resources.

While all groups give importance to the minimization
of a company’s IT resources as the reason for outsourc-
ing, this trend is particularly pronounced among G2
companies. In addition, the percentage of G2 companies
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Table 11. Types of IT outsourcing

(Unit: %)
Individual work Personnel Package Comprehensive | Joint operation
outsourcing dispatch/residency | outsourcing outsourcing with a vendor Other
G1 73.7 45.3 28.5 18.4 6.7 4.5
G2 75.5 41.4 21.7 18.9 12.9 4.4
G3 69.2 33.7 21.9 23.1 8.9 3.0

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Figure 16. Extent of achievement of goals of IT outsourcing (percentage of companies that “achieved” plus those that

“achieved to some degree”)

(Unit: %)
Supporting Ensuring speed | Ensuring proper | Reducing a company’s | Cutting system | Variabilization
company strengths of change QCD IT personnel costs of system costs

G1 26.8 24.6 1.2 34.6 30.7 30.7
G2 41.8 31.0 18.8 39.4 42.2 38.2
G3 37.9 30.2 14.2 33.2 35.0 28.4
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Supporting Ensuring speed Ensuring proper Reducing a Cutting system Variabilization
company strengths of change QCD company’s IT costs of system costs
personnel

Note: QCD = quality, cost and delivery.

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

evaluating that they “had achieved these goals” was
high, at around 40 percent. Many G2 companies rely on
outside experts, even for the realization of high added
value, which is a matter that a company’s own employ-
ees should assume. In this sense, they seem to think
highly of outside experts.

On the other hand, G1 companies consider that high
added value should be achieved by their own employees,
with very few G1 companies taking on the use of outside
human resources for these purposes. In particular, 41.8
percent of G2 companies versus 26.8 percent of G1 com-
panies place emphasis on the purpose of “supporting
company strengths,” indicative of a major difference.

V Breaking through IT Barrier
Hindering Corporate Change

1 Conclusions that can be drawn from the
survey

The following sections reaffirm the percentage of the
three groups of companies defined in this paper by in-
dustry and sales.

Looking at the percentage by industry, for G1 compa-
nies, the service industry and information service
industry constitute 28.0 percent, for G2 companies, the
distribution industry constitutes 18.1 percent, and for
G3 companies, the manufacturing industry constitutes
45.7 percent. The percentage of companies in these in-
dustries was somewhat larger than that of other groups,
respectively. Nevertheless, in all groups, companies
from every industry are represented in the order of man-
ufacturing industry > service industry > distribution
industry (Table 12).

In terms of sales, G1 companies include a slightly
larger number of large-scale enterprises with sales in ex-
cess of JPY 100 billion, while G3 companies include a
slightly larger number of small businesses with sales of
no more than JPY 30 billion. Nevertheless, every group
includes both large- and small-scale companies (Table
13). G2 companies include somewhat more small-scale
businesses. However, a large proportion of G2 compa-
nies is not adequately implementing IT management as
compared to G3 companies that include more small-
scale companies than G2 companies, pointing to the fact
that a difference in business size is not necessarily a fac-
tor behind inadequate IT management.
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As such, differences that are seen between G1, G2
and G3 companies in the use of IT are not thought to be
attributable to differences between industries or in busi-
ness size.

Because the survey classified companies that con-
sider that “review of business strategy is not necessary”
as Group 3, G1 and G2 companies are obviously those
that similarly consider that review of business strategy
is necessary. The survey also confirmed that, compared
to G1 companies that actually reviewed their business
strategy, the following trend can be seen in G2 compa-
nies that did not review their business strategy: “a large
proportion of G2 companies did not use IT for change,
did not achieve the desired effects through the use of
IT and did not implement IT management.” These

Table 12. Percentage of responding companies by industry

findings can be interpreted as the following law of
cause and effect: “because G2 companies are not ade-
quately implementing IT management, the desired
effects through the use of IT cannot be achieved. One
of the effects that cannot be achieved is the ability to
use IT for change. As a result, the companies are un-
able to review their business strategy and implement
change (Figure 17).

2 IT management must be established as
a means of achieving change

Factors that prevent a company from reviewing its busi-
ness strategy and from implementing change include
inadequate change management and the use of IT that

(Unit: %)
Manufacturing | Distribution | Finance | Service | Information service | Other | No answer
G1 42.4 14.0 8.9 20.7 7.3 2.2 4.5
G2 37.9 18.1 10.0 19.6 4.8 5.2 4.4
G3 45.7 11.8 12.4 18.3 41 3.0 47

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Table 13. Percentage of responding companies by sales

(Unit: %, JPY)

Less than 30 billion — | 100 billion — | 300 billion — | 1 trillion or

30 billion 100 billion | 300 billion 1 trillion more Nojanswer
G1 35.8 16.8 17.3 14.0 10.1 6.1
G2 43.4 26.6 13.3 8.0 32 5.6
G3 45.6 21.3 13.6 6.5 53 7.7

Source: “Survey on the Actual Status of the Use of IT by User Companies” conducted by Nomura Research Institute in 2012.

Figure 17. Structure of verifying the hypothesis of IT barrier
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does not produce results. To embark on change, a com-
pany must first establish the four types of management,
namely, “value governance,” “change capabilities,”
“change mechanisms” and “procurement of change re-
sources.” In order for the use of IT to enable the creation
of business value and to contribute to change in busi-
ness, a company should establish the four types of
management for IT as well, which are defined by the
existing frameworks as explained at the beginning of
Chapter IV. The survey revealed that the companies
that are unable to review their business strategy are also
inadequately implementing the four types IT manage-
ment.

However, in addition to G1 companies that reviewed
their business strategy, G2 companies that considered
the review of their business strategy was necessary but
were unable to do so have also implemented for form’s
sake the four types of I'T management that were defined
by the existing frameworks. As such, the analysis made
it clear that simply looking at whether I'T management is
implemented does not reveal a major difference.

For example, matters such as the participation of the
CEO/president in I'T-related decision making, the imple-
mentation of internal system audits, the fostering of IT
professionals, the development of overall system struc-
ture and the use of external expertise through IT
outsourcing are being undertaken not only by G1 com-
panies but also by G2 and G3 companies with little
difference.

In concluding this paper, the author would like to
stress the necessity to move away from cursory manage-
ment efforts and instead make a more essential drive
toward change that goes one step beyond usual efforts as
a means of overcoming the obstacles that hinder the
implementation of change. Therefore, the author offers
the following recommendations for the four types of IT
management.

(1) IT governance

The CEO/president should make it clear within the en-
tire company that IT is an important tool for change, and
should himself/herself understand the company’s IT op-
eration down to the practical level. Merely having formal
approval and audit systems does not constitute valid
governance of IT. Rather, the appropriateness of a com-
pany’s IT operations should be objectively evaluated,
and all concerned personnel including the CEO/presi-
dent should share the results of evaluation so as to
improve the transparency of IT operations.

(2) IT capabilities

The CEO/president should make company-wide efforts
to foster upstream IT human resources that can play a
central role in IT operations and drive the efforts toward
change through the use of IT. Because these human re-
sources must have high levels of human skills that
enable them to be leaders in pursuing change, it would

not be possible to foster these personnel if the training
of experts were confined to the IT department.

(3) IT mechanisms

The adoption of “common modules” and “ERP” in the
system structure provides effective hardware-based
mechanisms to ensure system agility and improve re-
sponse capability in pursuing change. However, these
mechanisms will only be effective if they are intro-
duced with the clear purpose of engendering business
change. It is not only a hardware-based approach that is
effective, a software-based approach is also effective,
such as the establishment of processes for evaluating
the effects of IT investment. Because the development
of hardware-based mechanisms takes time, software-
based mechanisms that are quick in demonstrating their
effectiveness should be introduced in advance of the
hardware.

(4) Procurement of IT resources

IT outsourcing provides an effective means of flexibly
operating a system while minimizing the amount of re-
sources that a company needs. However, for those
companies that intend to implement change, their own
employees should play a central role in “supporting
company strengths,” “ensuring speed at which change
takes place” and “ensuring appropriate QCD.” They
should not be overly dependent on external experts for
these matters.

3 Future research themes

In this paper, the author clarified common issues in im-
plementing IT management that act as barriers to
companies trying to review their business strategy. How-
ever, it would not be necessary to develop the same level
of IT management in every company. Depending on the
situation facing a company, more detailed studies are
necessary. For example, what change is necessary to re-
view business strategy, and what is the specific content
of IT utilization and IT management to implement the
determined change, to which priority should be given.

To this end, rather than looking at G1, G2 and G3
classifications, it would be more effective to classify
the types of business change and the use of IT at com-
panies according to their business characteristics and
management performance. This paper has presented the
following basic structure.

* Four key areas of review of business strategy
* 3 x 3 types of change

* Four types of change management

* Three areas of IT utilization

* Four types of IT management

While using the above structure as a basic framework,
the author would next like to focus as a research theme

IT Barrier Stands in the Way of Corporate Change
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on how change and the use of IT should be depending
on the business characteristics of a company.
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