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INTRODUCTION

Enterprise Resource Planning (ERP) systems claim to
meet the information needs of organizations. These off-
the-shelf software packages replace hard to maintain
solutions created by IS departments or older off-the-shelf
packages that often provided only piecemeal solutions to
an organization’s information needs. ERP systems evolved
from material requirements planning systems (MRP) and
manufacturing resources planning systems (MRP II). ERP
serves the entire enterprise, not just manufacturing and
inventory control as with its predecessors. ERP inte-
grates information for the entire organization in a single
database. But ERP implementations are often complex and
experience serious problems. Failures, abandoned projects
and general dissatisfaction have been well publicized in
the business press. ERP systems are “expensive and
difficult to implement, often imposing their own logic on
a company’s strategy and existing culture” (Pozzebon,
2000).

BACKGROUND

Three characteristics distinguish ERP implementations
from other IT projects (Somers, Ragowsky, Nelson, &
Stern, 2001).

• ERP systems are “profoundly complex pieces of
software, and installing them requires large invest-
ments of money, time and expertise” (Davenport,
1998).

• The packages may require changes in business
processes and procedure, may induce customization,
and leave the implementing firm dependent on a
vendor for support and updates (Lucas, Walton, &
Ginsberg, 1988).

• The adopting firm is usually required to reengineer
its business processes. As a result, the project must
be managed as a broad program of organizational
change rather than a software implementation
(Markus & Tanis, 2000; Somers et al., 2001).

Despite these risks, global firms were spending $10
billion on ERP software and another $10 billion on con-
sultants to implement the systems in the late 1990s (Dav-

enport, 1998).  An AMR study expected firms to spend $47
billion on ERP packages in 2001(Cotteleer, 2002).

WHY DO FIRMS ADOPT ERP?

Firms adopt ERP for technical and business reasons. The
technical reasons include: reducing systems operating
costs, solving specific problems, such as Y2K, accommo-
dating increased system capacity, and solving mainte-
nance problems with legacy systems. Business reasons
may include: presenting a single face to the customer,
quoting realistic delivery times, accommodating business
growth, improvement of business processes, standard-
ization of data, reduction of inventory carrying costs, and
elimination of delays in filling orders (Markus & Tanis,
2000).

Watson and Schneider (1999) attribute the rapid growth
of the commercial market for ERP to the following factors:

• Use of the popular client/server platform.
• Can be used as an enabler for reengineering projects
• Y2K compliant.
• Marketed to CEO’s and CFO’s as “strategic solu-

tions” rather than as transaction processing soft-
ware.

• A way to outsource a significant part of the IS
function. (Watson & Schneider, 1999).

Advantages of ERP systems include:

• Reliable information access by using a single data-
base.

• Avoiding multiple data entries, reducing cost and
improving accuracy.

• Delivery and cycle time reduction minimizing delays
in reporting.

• Cost reduction including time saving and improved
controls.

• Easy adaptability with business process options
based on best practices easy to adapt.

• Improved scalability.
• Improved maintenance with long-term vendor con-

tracts.
• Global outreach with extensions to modules such as

CRM and SCM.
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• E-commerce and e-business capabilities (Rashid,
Hossain, & Patrick, 2002).

An example of a decision to adopt an ERP system is
provided by Geneva Pharmaceuticals, a manufacturer of
generic drugs. Faced with eroding margins and continu-
ing price pressure, the existing systems were proving
inadequate. Data shared across business units had to be
re-keyed resulting in frequent errors. Data was locked in
“functional silos” and did not support new processes.
Geneva adopted ERP in order to:

• Implement best practices in business processes.
• Integrate data across business units (hence reduce

Re-keying and maintenance costs).
• Enforce data standardization (to reduce software

maintenance costs),
• Integrate well with new technologies or systems of

acquired companies
• Provide scalability with growing product and cus-

tomer base, and be Y2K (year 2000) compliant”
(Bhattacherjee, 2000).

With the identification of the prospective benefits of
ERP why have some firms not adopted ERP?

WHY DO FIRMS NOT ADOPT ERP?

Markus and Tanis (2000) identified three very broad
categories of reasons why firms that otherwise have all or
some of the reasons to adopt ERP systems, do not adopt
it or only adopt ERP in part. These firms may adopt only
certain modules and rely on legacy systems or new cus-
tom systems for their needs.  Other firms may begin an
implementation only to discontinue it for a variety of
reasons.  The reason for this non-adoption or partial
adoption can be categorized as follows:

1. Lack of feature-function fit.
2. Company growth, strategic flexibility and decen-

tralized decision-making.
3. Availability of alternatives to increase systems in-

tegration.

Lack of feature-function fit may be due to the design
of most ERP for discrete manufacturing. Many companies
have specialized processes common to their industry,
which may not be solved by the best practices embedded
in ERP systems. The various modules may not fully
support process manufacturing industries, such as food
processing and paper manufacturing, project industries,
such as aerospace, or industries that manufacture prod-
ucts with dimensionality, such as clothing or footwear

(Markus & Tanis, 2000). Although as the ERP market
becomes saturated, vendors are designing packages for
industries that were previously viewed as too complex.

Companies concerned with maintaining rapid growth
rates, those needing strategic flexibility and those with-
out a top down decision making style may be non-adopt-
ers or partial adopters of ERP systems. Dell Computer
Corp. planned full implementation of SAP R/3 but discon-
tinued the implementation after installing the human re-
source module. Dell’s CIO expressed concern with the
software’s ability to keep pace with Dell’s extraordinary
growth rate. Visio, a software company subsequently
acquired by Microsoft, expressed concern with the ability
of SAP to handle the frequent changes it required to its
sales analysis and commission requirements (Markus &
Tanis, 2000).

The experiences of Dell and Visio focus on the need for
efficiency and flexibility in dealing with the external envi-
ronment and internal processes. In a stable environment,
mechanistic structures are appropriate consisting of “high
degrees of standardization, formalization, specialization
and hierarchy” (Newell, Huang, Galliers, & Pan, 2003).  In
a dynamic environment, organic structures are needed to
enable organizations to be flexible to change products,
processes and structures. In these organizations low
levels of standardization, formalization, specialization
and hierarchy are most appropriate. ERP may maximize
organizational efficiency at the cost of flexibility (Newell
et al., 2003). The result may be an inability to respond
quickly to changes in the environment, reducing the
firm’s competitiveness.

Organizational culture may also be a factor in non-
adoption or partial adoption of ERP systems. Kraft Foods
Inc. was highly decentralized but slowly moving to a one-
company philosophy. ERP was regarded as culturally
inappropriate with this strategy (Markus & Tanis, 2000).

Lean enterprises succeed “as a growth strategy for
increasing sales by trimming the company’s product
delivery system into a competitive weapon” (Bradford &
Mayfield, 2001). Lean enterprises have difficulty using
ERP systems due to the lack of flexibility. “ERP creates
many nonvalue-added transactions by making compa-
nies track every activity and material price in the factory.
This is counter to Lean philosophy, which aims at speed-
ing up and smoothing production” (Bradford & Mayfield,
2001).

Alternatives to ERP systems include data warehous-
ing technologies that integrate data from source systems
for query and analysis. These systems, sometimes de-
scribed as “poor man’s ERP,” are limited by the quality of
the underlying source systems (Markus & Tanis, 2000). In
1993 Great Atlantic & Pacific Tea Company, Inc. com-
pleted a supply chain and business process infrastructure
based on a “robust data warehousing capacity for cat-



 

 

4 more pages are available in the full version of this document, which may be

purchased using the "Add to Cart" button on the publisher's webpage:

www.igi-global.com/chapter/balancing-risks-rewards-erp/14238

Related Content

Gender and ICT Policies and Programmes in an Indian State
Malathi Subramanianand Anupama Saxena (2008). Information Communication Technologies: Concepts,

Methodologies, Tools, and Applications  (pp. 897-903).

www.irma-international.org/chapter/gender-ict-policies-programmes-indian/22710

Knowledge Management Systems Acceptance
Fredrik Ericssonand Anders Avdic (2009). Encyclopedia of Information Science and Technology, Second

Edition (pp. 2368-2372).

www.irma-international.org/chapter/knowledge-management-systems-acceptance/13913

The Planned and Materialized Implementation of an Information System
Pekka Reijonenand Jukka Heikkila (1999). Success and Pitfalls of Information Technology Management

(pp. 48-59).

www.irma-international.org/article/planned-materialized-implementation-information-system/33479

Cultural Diversity in Collaborative Learning Systems
Yingqin Zhongand John Lim (2009). Encyclopedia of Information Science and Technology, Second Edition

(pp. 852-857).

www.irma-international.org/chapter/cultural-diversity-collaborative-learning-systems/13676

Today’s Action is Better than Tomorrow’s Cure - Evaluating Information Security at a Premier

Indian Business School
Saini Das, Arunabha Mukhopadhyayand Bharat Bhasker (2013). Journal of Cases on Information

Technology (pp. 1-23).

www.irma-international.org/article/todays-action-is-better-than-tomorrows-cure---evaluating-information-security-at-a-

premier-indian-business-school/100806

http://www.igi-global.com/chapter/balancing-risks-rewards-erp/14238
http://www.irma-international.org/chapter/gender-ict-policies-programmes-indian/22710
http://www.irma-international.org/chapter/knowledge-management-systems-acceptance/13913
http://www.irma-international.org/article/planned-materialized-implementation-information-system/33479
http://www.irma-international.org/chapter/cultural-diversity-collaborative-learning-systems/13676
http://www.irma-international.org/article/todays-action-is-better-than-tomorrows-cure---evaluating-information-security-at-a-premier-indian-business-school/100806
http://www.irma-international.org/article/todays-action-is-better-than-tomorrows-cure---evaluating-information-security-at-a-premier-indian-business-school/100806

