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Abstract- Information Technology (IT) has revolutionized the wagitess is

done around the world. But the question remains, vérefits from IT? Does
using IT create value for an organization? The answé&sudsed include the
idea that it is the consumer who gains the most. A&lgen if IT does not create
value, attempting to do business without leveraging IT ne8ult in serious

setbacks, which make IT not an optional component ohéss And whether
one interprets the results of IT as advantages or disaegas for society, the
option of going back to a world without computers lsedbes not exist.

Information Technology and Value Creation

Since the beginning of recorded history, individuals harganized society
in order to gain profit (economic or otherwise). The eadgords of the
establishment of Babylon and other civilizations in thed¥idEast attest to this.
Business today continues to seek to organize society (atiarpof it) in order
to make a profit; looking to trade products or servicegémnomic advantage.

Particularly since the advent of the industrial era, busindésaasleveraged
new technologies in seeking to maximize their return on ingtmIn the
1700s it was the steam engine, in the 1800s trains, rthitie i1900s cars, trucks
and airplanes have changed the way business is doneheFast 50 years or
so, information technology (IT) has been used by businessténg to improve
their profit.

Very few would question the fact that IT has drastically ckdnipe way
we do business today. The ability to rapidly process langmbers of
transactions, search through large volumes of data, and igstantimunicate
allows organizations to operate in new ways. The reatiquethat we need to
address is: Does IT really create value? And if so, famih

What is “Value™?

In order to address this question, we must first defimlee. As Warren
Buffet has stated and investors have quoted ever since gseexdmple
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Etheredge, 2003, p. W366), “Price is what you pay. V#duahat you get.”

According to a dictionary, value is “worth in usefulnessmapartance to the
possessor; utility or merit” (American Heritage Dictionar§0@). In order to

have value, therefore, some party must believe that ieislusr important. Not

only should it be useful or important, but if we are teate value, the value
perceived must be greater than the amount paid. Otherwisewiheled be no

value creation: there would merely be a business transaatimre there is no
additional value added.

Who Benefits from IT?

Who receives value from an organization? Organizations genéale
many stakeholders, and most organizations also have custombestypical
for-profit business organization will have one or moreners, employees,
suppliers and customers. Even non-profit organization® fmvners (the
constituents). No organization is exempted from the fatttthremain viable in
the long-term it is imperative to satisfy the ownersbifnérwise the owners will
cease to operate the business) and the customers. A club dationrmay not
have customers, but it still has to achieve the goalstiash it was designed.

We must conclude then, that if IT is to create value, theeosy employees,
suppliers or customers must benefit from it. In 1998t and Brynjolfsson
from MIT published what is seen by many as a key article erwthole issue.
They argued that there were three different measures for valding
productivity, business profitability, and consumer swpluProductivity and
business profitability are of interest to the owners ef dhganization and the
consumer surplus is of interest to the consumer. Thay shcused on the
impact of investment in IT across organizations, and sotglitetermine if
investing additional resources in IT enabled companidsat@ larger profits.
There was no discussion or consideration of the value pfdVided to either
the employees or the company’s suppliers. Hitt and Brysjtffound clear
indications that investing in IT was important to thevauad of the business.
Those businesses that did not invest enough (to “keeythpghe Joneses”) lost
market share and were significantly less profitable thanethitbat did.
However, the results presented do not support the betiesgending more on
IT can produce increased profitability. Rather, the evidenciated that
investing in IT is a necessity if companies are to remain cotiyeetbut that
beyond a certain level of spending (varying by industrggitional spending in
IT does not produce additional positive financial resioitshe business.

How Organizations can Value IT

IT should not be valued based on the operating resutteecorganization,
but rather based on financial market analysis (Bharadwaj, aBhaj &
Konsynski, 1999). Analysis shows that financial markketplace a value on
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IT, particularly with a longer-term view. This would asgfor IT being a long-

term investment, with value accrued not in the short-terrhpber time. This

research should be considered in the light of the late 1@®0som era, where
any company that was “investing” in technology was rapidtrdasing their

stock market valuation. Looking at today’s market valuatiocompanies, it is

quite possible that the results would actually be oppoaiteost as a backlash
to the dot-com bust), where the companies investing heavtlychnology are

undervalued.

More recently, an article titleld doesn’t matte(Carr, 2003) argued that IT
did not provide value to organizations. The fundamenthjse is that IT has
become a commodity that can quickly be replicated by competitdradapted
by other organizations. Carr does not argue that ITotsuseful, or that it
should not be used. He does not argue whether or noteldtes value, but
rather that the competitive advantage gained through IT g anpassing
advantage, which can be outstripped by competitors.

The answer to the question of whether IT adds value odem@nds on the
perspective of the person making the judgment. For conspiihErsauses the
price to be lower than it would be otherwise, it has addedumer surplus (see
Hitt & Brynjolfsson, 1996). For owners of for-prbfbusinesses, it is the
increased equity that matters (either directly through profitat least market
valuation). For the constituents of non-profit organ@sj value is defined in
terms of being able to do more with the same resources d¢faar human).
For employees, the value is gained through workplace improusnfeasier
work, more time off, etc.). Suppliers benefit when tbst ©f doing business is
lowered, thus improving their profit. Let us look atleate of these groups.

Looking first at the owners, the results are not encoogagn that there
appears to be no competitive gain from investing in ITeotthan merely
keeping up with the competition. What has not been addieksavever, is
whether the whole industry might be more profitable tharthan past, or if
possibly even though a given industry is not more tabl, those businesses
investing in IT may be more profitable than those not imvgsh IT. At this
time, we have not found any studies which address this.iss

There is no question that during the last few years there baen large
productivity gains in the workplace. This has been well udwmnted,
particularly in the US, particularly by the Bureau of LaBeatistics (n.d.). For
the past decade, overall US productivity has increased steadilyaverage rate
of over 2.7% per year. According to a review of the ewidein 2001 by the
Federal Reserve Board (Stiroh, 2001), much of this increpseductivity
should be attributed to IT. There is little questiomttlthis increase in
productivity could result in additional value to the owne® for-profit
businesses and the constituents of non-profit organizatibltsvever, because
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most organizations are using IT to enable productivityggaiompetition often
means that the organization itself may not gain much benefityather the
consumers benefit from the increased productivity (Hittr&iblfsson, 1996).

Suppliers have undoubtedly benefited from the possikoli having rapid
electronic communication with their customers. Using todagt&hnology,
suppliers are able to rapidly set up links with the custs, even receiving
orders electronically and confirming all financial and logistidatails of the
transaction. However, have the suppliers really gained fris@ thn reality,
customers can access a much larger pool of suppliers, ofténgdpurchase
costs down. So the supplier wins some (lower costg),l@ses some (lower
selling price), and is essentially put into the positiohafing to invest in IT in
order to stay in business.

Employees are probably the least thought of in the analysiseovalue
created by IT. IT has dramatically changed employees’ work, eatistant
connections, instant communication, and an expectation of irameedisponses
to what before could wait hours, if not days or even weéksployees are able
to get more done, but the drive to get even more accomplishdétre, and
therefore the stress increases significantly. At the same, the flexibility
allowed by IT (telecommuting, flexible schedules, teleconferepaogs have
the potential to improve the quality of life for employeés.essence, this leaves
the employees with some potential gains, and some poterstsad, but no clear
value gained.

Customers have clearly benefited from using IT to locaterigiees for
the goods. Online shopping services have made it much mioverdent to find
the right product at a reasonable price. In the same wag av¢nage shopper
goes to a shopping center to do all their shoppinghéstop, on-line shoppers
take advantage of the internet to find their desired preduthe advantages of
convenience in terms of schedule (shopping is possible @ma@yand location
(it is possible to shop worldwide) does create value ®ictnsumer, even if the
price is no better (and often it is better). Additionallyg must recognize that
through the increased productivity from IT many items alable today at a
lower cost than they would otherwise be.

On the other hand, consumers are faced with making much moy@eco
choices in terms of product. They are no longer limitethédr local suppliers,
but now have the breadth of the whole world. As price besotne driving
factor, brand loyalty may decline, and relationships may cease &s strong,
leading to more disputes and dissatisfaction. In essenceunserss have
profited through the introduction of IT, yet in many caskesy may also
experience significant negative effects from it, includinfprimation overload
and a loss in the time available to process information,irfiequalmost
immediate decision-making.
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So, who has derived value from IT? Everybody has gaioeg: sand lost
some. Few would want to return to an era without IT,dgélly we hear people
in the office complaining about technology that does notkwar that has
“caused” a problem. The truth is that the large benefite lgone to the
innovators: those who have used IT to enable new wagsiog things. IBM
was dominant, and ceased to be after the PC revolution, ethers innovated
faster than they did. The creators of the Blackberry™, @&MgAmazon™,
and other technology-centric companies have profited handsdicetainly
creating value for their owners). Significant value is neated through mere
replication of others’ implementations (though that replicatinay well ensure
the survival of the organization). The value is in the pmaghd the creativity
with which they are able to apply technology to solve problemgrovide
opportunities. In some cases, we did not know we had a ,"neatl the
technology became available. Think of innovations suche#pple iPod, or
Amazon’'s case of ensuring one-stop shopping for all skiofl books (later
expanded to other areas).

Does IT Really Create Value?

Without a doubt, IT helps process more information acelytatThis may
produce better decisions, or at least decisions made on more accurate
information. The data so far would suggest that organizatioust invest in IT
to survive (Hitt & Brynjolfsson, 1996), and since wual is a positive outcome,
we could say that IT does create some value.

The answer to the fundamental question of whether IT reedigtes value
must be a relative one: everybody gains, and everybodg ksmething. IT
helps us find information quickly and make more accurate desisidt also
creates problems such as information overload and stressdebiesions must
be made much more rapidly. In some cases, IT does create vabtieeiis it is
a breakeven proposition. To some organizations, ingesidT is actually a
hindrance to value creation. As long as we as a society vaktant
communication and instant gratification, IT will be seen tpedy. As
consumers we appreciate what IT can do for us. But can wewlith the
consequences of it?

Are We Better Off with IT?

Is society better off with IT? While IT has created value various
segments of the economy, has IT created value for society® clear that
society today would not be what it is without IT. Becaukélomany things
happen faster, many routine tasks are eliminated througmation, freeing up
time for other activities.
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Are these changes positive? Like all changes, these chhagescaused
certain individuals to be uncomfortable. Automation has nihdeunskilled
employee often unnecessary. Those who are not IT literateHerdselves in
unskilled service jobs, if they can find any employmenglat IT also means
that in today’s connected environment, work (in the forre-afail, cell phones,
etc.) never ends.

The truth regarding the value of IT to society at largeadly a function of
the values of society. Some sectors of society find thatal§ dreated an
enormous amount of value. But what one segment of socigise@ates,
another will not. It is evident from the rapid worldwidgpansion of IT in
today’s society, however, that many value what IT bringsatQeast they fear
what would happen if they were forced to live without it.
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