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ABSTRACT

THE EFFECTS OF COMPETITION AND RESOURCE ON FIRM PERFORMANCE
IN LOCAL INFORMATION SERVICE ON THE WEB

By

Ghee-Young Noh

The promise of a market for Web-based local information service (WLIS) has
attracted nearly all forms of media including broadcasters, newspapers, and Internet
ventures to a new cross-media competition and coordination. The present research is
the first effort to empirically explore the mechanism of firms’ competitive advantage
and performance in the WLIS. Web survey research was used to collect 183 firm data
from 81 metropolitan markets.

The first purpose was to assess how competition intensity affects firms’
financial commitments and performance. The competitive environment was found to
strongly impact the resources available to the WLIS firm and its strategic choices. A
firm’s competition intensity was also positively related to market and financial
growth performance controlling for market size, income, and service age.

The second purpose was to provide evidence that valuable and unique firm
resources and capabilities provide the key sources of competitive advantage. Firm
resources were found to be very important to the opportunity for competitive
advantages. In particular, the effects of a firm’s intangible resources were stronger on
firm performance and product quality than those of tangible resources controlling for

competition intensity.



Two competitive strategies were examined to identify the effects of firm
performance and product quality. A firm’s large-scale strategy was found to have a
strong impact on firm performance and product quality, while earlier entry strategy
was not. The result indicates that in the WLIS industry, without effective strategies
such as large-scale strategy and intangible resource commitment, first mover
advantage has no effects on product quality and firm growth performance. In
addition, the effects of firm’s resources were found to be stronger than the effects of
market competition on firm performance.

Third, the present research identified three organizational goals in the WLIS:
service quality, profitability, and business competition. The goals of firms with
different boundaries were found to be reflected in their allocation of resources and
competitive behavior, and result in different levels of firm performance

Finally, venture origin was found to be associated with a firm’s financial
commitments, competitive strategies, and performance. Considering the market share
and market growth performance, the current WLIS market seems to be characterized
by strong competition between daily newspapers and Internet ventures.

This research elaborated the link between market structure and firm
performance by analyzing how market level effects are mediated by firm level
conduct for firm performance and product quality. It provides empirical evidence for
theoretical linkage between the financial commitment and the resource-based theory

of the firm in a developing monopolistic competitive market.
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Chapter I

INTRODUCTION

In early 1998, 51 percent of Internet users had already accessed local
applications such as news, weather, sports, real estate, and e-commerce. Moreover,
46 percent indicated that they would use sites that aggregate local content at least
once a week (Krasilovsky, 1998). The promise of a market for Web-based local
information service (WLIS) has attracted nearly all forms of media including
television, radio broadcasters, newspapers, and Internet ventures to a new cross-
media competition and coordination. There are now more than 2,900 newspapers
online and more than 980 television station sites in the United States (Editor &
Publisher MediaLink, March 2000). In any given local market, there can be as
many as twenty local information service sites competing against one another. The
marketer of local information service may have a newspaper site, an alternative
weekly site, a local branch of a city guide chain such as CitySearch and Digital
Cities, several TV and radio station sites, and joint ventures between media groups.

Some news companies reported annual new media profits in the millions of
dollars. The Web site of WCCO of Minneapolis was the first local TV site to claim
profitability. Even if there have been incredible efforts to gain a competitive
advantage in the industry, a model of competitive advantage and firm performance
still should be established. The present research is the first effort to empirically
explore the mechanism of firms’ competitive advantage and performance in the

WLIS.



In particular, this research focuses on local competition, firms' diverse
resources, and competitive strategies to explain firm performance in Web-based
local information services (WLIS). It will contribute to a further understanding of
the WLIS market and industry, expand the limited body of studies on firm behaviors
and resources in media research, and advance some important linkages between firm

resources and performance to theoretical foundations.

Purpose of the Research

The first purpose of the present research is to identify organizational goals
and objectives in WLIS. According to system theory, before the inputs are released
into the systems and before the processes take place, direction in the form of goals
and objectives is given to the organizational system (Connellan, 1978). In other
words, a firm should have some specific goals and objectives before the firm adopts
a specific conduct. The objectives of firms with different boundaries may differ
systematically, may be reflected in their competitive behavior, and could result in
different levels of firm performance. Exploring the organizational goals may be the
first step to picture the industry and firm behavior for the emerging business and
market.

The second purpose is to identify which factor is the primary cause of firms'
performance in WLIS. Traditional economic research focuses on market structure
such as competition as the primary cause of performance,' while the resource-based
view of the firm tends to emphasize the importance of firm-specific resources and

capabilities. McGahan and Porter (1997) confirm that both market and firm effects

! Economists usually use the term market structure to describe how competition



are important in shaping profitability. But they argue that the partitioning differs
across sectors of industry. The present research examines partitioning and
complementarity between firm and market effects on performance, and thereby
elaborates the link between market structure and firm performance.

The third purpose comes from theoretical concerns in media economics and
management. The financial commitment approach is based on the competitive
newspaper and local television news markets, which are characterized as oligopolies
with product competition. An important theoretical issue is the applicability to
media markets that contain large numbers of firms, which is characteristic of perfect
competition (Lacy, 1992). This research attempts to apply the financial
commitment approach to the emerging market of the WLIS.

Finally, for future research in WLIS, this research methodologically attempts
to propose and develop several measures for economic and management variables
such as competition, firm resources, and performance. Figure 1 summarizes the

scheme of the present research.

takes place within a geographic area (Lacy, 1993).
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Chapter 11

LITERATURE REVIEW AND HYPOTHESES

WLIS Product and Market Structure

The industrial organizational model allows the analysis of a particular
industry or market by examining the market structure. The structure-conduct-
performance (SCP) paradigm posits a causal relationship wherein external market
structure affects firm strategy or conduct, which in turn affects firm performance
(Bain 1956, 1968; Mason, 1957). Market structure models are derived from
microeconomic theories such as perfect competition, monopolistic competition,
oligopoly and monopoly. Given the geographic market, market structure is
determined by three dimensions: the number of firms, the homogeneity of products
within the market, and the extent of barriers to entry (Lacy & Simon, 1993).

According to three dimensions of market structure, traditional media markets
have been defined as oligopolies with product competition (Prisuta, 1979; Litman,
1988; Lacy, 1992). For example, Litman (1988) places newspaper markets between
oligopolies and monopolies. An oligopoly is characterized by a market with a few
firms that recognize their strategic interdependence. The growing number of media
outlets in large markets, however, have made the application of oligopoly more and
more questionable (Lacy, Atwater, & Qin, 1989). Recently, Chan-Olmsted (1997)
proposed a multichannel media competition model by applying monopolistic

competition theory at the industry level and oligopoly theory at the group level.



Unlike the traditional media markets, the Web-based local information
service market has a larger number of firms and lower barriers to entry even in local
markets which are characteristic of perfect competition. Perfect competition
markets are those with many sellers, homogeneous products, and low barriers to
entry. In the perfect competition market, each firm assumes that the market price is
independent of its own level of output. At higher prices, the firm sells nothing, and
below the market price it faces the entire market demand curve (Varian, 1996).

WLIS products, however, are not homogeneous. Each WLIS firm attempts
to make consumers think that its product is different from the products of its
competitors to create some degree of market power. The primary incentive for
sellers to differentiate is the reduced substitutability between products. With
reduced substitutability between products, price-cutting does not result in a
complete loss of one's market share. Product differentiation thus gives a firm a
certain power within its own market. Such a market is called a monopolistically
competitive market (Chamberlin, 1962).

The first step in examining the market structure is defining the market in
terms of geography and product. WLIS markets are difficult to strictly define by
geographic market. Chyi and Sylvie (1998) suggested electronic newspapers
perform in four separate submarkets: the local information market, the long-distance
information market, the local advertising market, and the long-distance advertising
market. Moreover, the local information market is not limited to the resident users
of the market. Long distance users can access specific local contents if they are

willing to pay their attention.



Another difficulty in defining the WLIS market mainly comes from its joint
product nature which serves two markets with one production process. The WLIS
sells information and entertainment to consumers and space to advertisers. Even the
WLIS products are multiproducts that can serve markets other than the information
and advertising markets (Lacy & Noh, 1997). WLISs provide electronic commerce
transactions on their Web sites which may be an important revenue stream. For
example, New York Times' New York Today (http://www.nytoday.com) launched a
restaurant reservation service in February 2000. As Lacy and Noh (1997) argue,
electronic media have ceased being just about content and allow new behaviors
related to other markets.

WLIS products are quasi-public goods. Even if a user consumes information
or entertainment on WLIS, this action does not diminish its availability to others.
The WLIS products are not used up by the act of consumption, which is called non-
exhaustibility or joint of supply (Barry & Hardin, 1982). Every member also has a
chance to benefit from the Web contents. In other words, it is impossible to exclude
some users from consuming the Web content. Public goods are not affected by
supply and demand in the same way that private goods are affected (Picard, 1989).
Although most WLISs are available to all consumers, there exist some premium
Web services. When users begin to pay for the WLIS in the form of subscription
fees or pay-per-article, the price element begins to affect demand by losing viewers
who would surf only if the price were lower. Due to these hybrid characteristics,

WLISs are quasi-public goods.



The WLIS products are also experience goods. Experience goods are defined
as “those whose qualities and characteristics can be discovered only after the actual
purchase of the good has occurred” (Ekelund & Saurman, 1988, p.63). Consumers
must experience or sample them to evaluate the quality of Web content. For many
experience goods, repeat purchases by consumers are commonplace. As a result, the
quality of the products can be quickly discovered. In the WLIS market, consumers
have a high degree of market power by repeat visiting. They can discontinue using
the WLIS and move to other WLISs. The important factor, therefore, may not be
the quantity of people a WLIS attracts but the quality of their experience. A WLIS
that attracts just a few thousand loyal customers may ultimately be more valuable
than one in which a million new people visit each month but never return (Schwartz,
1996). WLISs with loyal customers can extract higher advertising revenue from
advertisers. Customer information may be valuable to advertisers and direct
marketers (New York Times, October 20, 1998). The retention efforts are more

important to keep customers and deter them from switching to another service.

Financial Commitment

Media economics uses the term market structure to describe how competition
takes place. Various studies on the structure of media markets have indicated a
relationship between competition and firm conduct. Litman and Bridges (1986)
found that competition had an impact on the amount of money spent on the product.
Competitive newspapers tended to have more wire services and larger newsholes.
They called the tendency to increase financial expenditures on the news product

“financial commitment." Lacy (1989, 1992) conceptualized the financial



commitment theory with a set of explicit theoretical statements, which are

applicable to newspaper and local TV news competition. According to the theory, as
intensity of competition increases, the amount of money committed to news content
increases (Lacy, 1992).

Newspaper research found that competition resulted in more financial
commitment on product (Kenny & Lacy, 1987; Nixon & Jones, 1956; Litman &
Bridges, 1986; Lacy, 1987, 1988, 1990; Mullins, 1975; Everett & Everett, 1989).
The number of wire services carried and the number of reporters per amount of
news space were related positively to intensity of competition (Lacy, 1987). This is
because newspapers facing intense competition must increase expenditures on the
information product to attract readers (Lacy, Atwater, & Qin, 1989).

Even if the financial commitment theory originated with the newspaper
industry, research also confirmed the relationship between competition and financial
commitment in local television news (Busterna, 1980, 1988a; Lacy, Atwater, Qin &
Powers, 1988; Lacy, Atwater, & Qin, 1989; Lacy & Bernstein, 1991; Litman, 1979,
Power and Lacy, 1991; Powers, 1993). For example, Litman (1979) found that an
increase in competition between television networks resulted in increased
programming expenditures. Busterna (1988) also found that competition in local
television news was significantly related to staff size. Local news competition with
another station was positively related to the number of employees in a station’s
news department per daily newscast (Lacy, Atwater, & Qin, 1989).

The competitive environment impacts the resources available to the venture

and, as a result, its strategic choices (Chandler & Hanks 1994; Tsai, MacMillan, &



Low, 1991). Even if no published studies could be found concerning the impact of
competition on human resources commitment in the WLIS, traditional media
research suggests a possible connection between competition intensity and human
resources commitment. The rationale is that industry conditions, competition
intensity, influence the opportunities available for the firm. WLIS firms facing
intense competition are likely to try to differentiate their products by hiring more
people and higher quality people who can do a better job. The following hypotheses
attempt to extend the relationship between competition and financial commitment to
the WLIS market. Moreover, in proposing a hypothesis regarding this relationship,
we should point out that this relationship may be other market variable-dependent;
requiring controls for market size and market income level. The effects of service
age are also controlled for these hypotheses (see p.21).

Hla: For Web-based local information service, a firm’s competition intensity

with other firms will be positively related to larger quantity of human

resources controlling for market size, income, and service age.

H1b: For Web-based local information service, a firm’s competition intensity

with other firms will be positively related to higher quality of human

resources controlling for market size, income, and service age.

H2: For Web-based local information service, a firm’s competition intensity

with other firms will be positively related to larger scale of entry into market
controlling for market size, income, and service age.

Competition and Performance

Sandberg and Hofer (1987) suggest that industry conditions greatly impact a
firm’s performance. The competitive environment influences the market's
acceptance of its products. As the intensity of competition increases in a market,

the market will tend to accept the higher quality products. Previous studies support
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the relationship between competition and content quality in the newspaper industry
(Wanta, Johnson, & Williams, 1990; White & Andsager, 1990; Sylvie, 1991). In the
competitive market, a firm will try to establish higher quality products for the
formation and survival of a new venture. A WLIS firm faces intense competition.
Therefore, it is likely to spend more money to differentiate its product which means
a higher quality of product.

Editorial content is the most important element to define the quality of WLIS
products. Without the visual impact of shape, color, and contrast, however, WLIS
content will not motivate the viewer to investigate their content. The Web design
concept has two dimensions: aesthetic and functional (Noh, 1998). The aesthetic
design concept refers to the extent to which Web design takes full advantage of the
artistic potential of the medium. WLIS may also contain diverse levels of
functionality. Functionality refers to the quality of WLIS that is characterized by
increased control over the communications process by customers. For example, ease
of searching is often the most important functional attribute because users rarely
spend enough time on any individual Web site to become expert users (Nielson,
1998).

Research has supported to some degree that daily newspaper competition
increases product quality in the form of more news space, more news services, and
increased use of color and graphics. Kenny and Lacy (1987) found that the use of
color and graphics on the front page of newspapers increased when the intensity of
the competition increased. Lacy (1988) reported that increasing intensity of

intercity competition among daily newspapers resulted in increases in the
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percentage of total newsholes given to local news. Research using an index of
quality in newspapers found a relationship between competition and quality (Lacy &
Fico, 1989). Competition in local television news was positively related to the
minutes of local news, as well as the number of minutes of all local programming
(Busterna, 1988). Intensely competitive WLISs are likely to have higher quality
ratings for their service products and firm performance.
H3: For Web-based local information service, a firm’s competition intensity
with other firms will be positively related to higher quality of product
controlling for market size, income, and service age.
H4a: For Web-based local information service, a firm’s competition intensity
with other firms will be positively related to stronger emphasis on market
performance within its business unit controlling for market size, income, and
service age.
H4b: For Web-based local information service, a firm’s competition intensity
with other firms will be positively related to higher level of market growth
performance controlling for market size, income, and service age.
H4c: For Web-based local information service, a firm’s competition intensity
with other firms will be positively related to higher level of financial growth
performance controlling for market size, income, and service age.
H4d: For Web-based local information service, a firm’s competition intensity
with other firms will be positively related to higher level of market share
controlling for market size, income, and service age.
Resource-based Theory of the Firm
Resource-based theory emerged from dissatisfaction with the SCP paradigm
of industrial organization and neoclassical economics (Bogner, Mahoney, &
Thomas, 1998). The neoclassical theory of the firm was originally designed for the

theory of price determination and resource allocation. Within the industrial

organization model, firms in an industry were considered to be alike in all respects
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except for scale. There is little heterogeneity of firms in the model. As a result, the
industrial organizational model emphasizes industry condition, market structure, as
the primary basis for superior firm performance.

The structural view has been criticized because the causal assumption
ignores the dynamic influences that a firm’s strategic actions have on the industry
structure (Chan-Olmsted, 1997). Penrose (1959) noted that it is inappropriate to try
to reconcile the neoclassical theory of the firm with organizational theory.
Neoclassical microeconomics is inadequate in dealing with dynamic growth
processes based on heterogeneity of firms. As Rumelt (1974) argued, "the central
concerns of business policy are the observed heterogeneity of firms and firm’s
choice of product-market commitments" (p.560). They require a focus on the
individual firm.

The resource-based theory of the firm takes the perspective that valuable and
unique firm resources and capabilities provide the key sources of sustainable
competitive advantage (Barney, 1991; Conner, 1991; Hart, 1995). The resource
base focuses on rents other than monopoly rents, the returns to market power. Thus
the resource-based theory assumes that business strategy and performance should be
viewed more as a quest for Ricardian rents (Grant, 1991). Unlike monopoly rents
by market power, Ricardian rents are based on the possession of scarce and valuable
resources (Barney, 1986: Peteraf, 1993). They suggest the returns to the resources
from competitive advantage are over and above the real costs of the resources. The
theory highlights how the deployment of unique and idiosyncratic organizational

resources and capabilities can result in superior performance. Even for the new
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venturing firm, research has shown that resources and capabilities are the source of
competitive advantage (Chandler & Hanks, 1994; McGrath et. al., 1994).

Sustained competitive advantage grows from firm-specific resources that
cannot easily be imitated or substituted. Product strategies are dependent on
resources and therefore strategy formulation starts with a resource assessment.
Penrose (1959) provided a new conceptual schema for the firm as a collection of
resources. Mata, Fuerst, and Barney (1995) suggested that the firm's resources be
based on two characteristics: resource heterogeneity and immobility. Resource
heterogeneity means that the resources and capabilities possessed by competing
firms may differ; resource immobility means that these differences may be long
lasting. If a firm possesses a resource that is possessed by other competing firms,
that resource cannot be a source of competitive advantage. Thus common resources
do not meet the resource heterogeneity requirement. On the other hand, a resource is
immobile if firms without a resource face a cost disadvantage in developing,
acquiring, and using that resource compared to firms that already possess and use it
(Mata, Fuerst & Barney, 1995).

Firms are comprised of heterogeneous bundles of resources. Six major
categories of resources have been suggested: physical, financial, human, reputation,
organizational, and technological resourcés (Barney, 1991; Conner, 1991; Peteraf,
1993, Grant, 1991). Although physical and financial resources may produce a

temporary advantage for a firm, competitors or new entrants often can readily
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acquire them on factor markets.? Important resources in a firm must be difficult to
replicate and therefore raise a "barrier to imitation" (Rumelt, 1984).

Human Resources

Brush and Chaganti (1998) showed that human and organizational resources
are more strongly associated with certain performance outcomes than strategy in
small service and retail firms. For example, technological and marketing skills
significantly influence firm performance (Roberts, 1992). In particular, the most
important resources are tacit or socially complex. The tacit resources are skill-
based and people-intensive (Hart, 1995). Chandler (1962) highlights the importance
of critical human resources: “(O)f these resources, trained personnel with
manufacturing, marketing, engineering, scientific, and managerial skills often
become even more valuable than warehouses, plants, offices, and other physical
factors (p.383).”

Even if the translation of resources into content quality is not perfect because
some waste always occurs in the process (Lacy, 1992), media research has
supported the relationship between resource commitment and product quality (Lacy
& Fico, 1989; Lacy, Fico, & Simon, 1989). Lacy and Fico (1989) found that as
human resources for a given amount of space increased, the quality of the
newspaper increased. For direct performance effects, research has also suggested
that staff sizes are positively related to performance in the newspaper industry
(Lacy, Fico, & Simon, 1989). Power and Lacy (1991) found that size of newsroom

staff was positively related to audience share for the early evening newscast.

2 Moreover, financial resources of a larger firm are not indicative of financial
resources the firm has allocated or is willing to invest in the new venture. This
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However, the quantity of human resources is only part of human resources
dimensions. Hiring more people does not guarantee higher quality which can do a
complete job for superior performance. Sometimes, the quality of human resources
has a stronger impact on firm performance than the quantity of human resources.
Therefore, the effects of each dimension should be examined for product quality and

firm performance.

HSa: The quantity of human resources will be positively related to higher
quality of product controlling for firm’s competition intensity, market size,
income, and service age.

HS5b: The quantity of human resources will be positively related to higher
level of market growth performance controlling for firm’s competition
intensity, market size, income, and service age.

HSc: The quantity of human resources will be positively related to higher
level of financial growth performance controlling for firm’s competition
intensity, market size, income, and service age.

HSd: The quantity of human resources will be positively related to higher
level of market share controlling for firm’s competition intensity, market
size, income, and service age.

Hé6a: The quality of human resources will be positively related to higher
quality of product controlling for firm’s competition intensity, market size,
income, and service age.

H6b: The quality of human resources will be positively related to higher
level of market growth performance controlling for firm’s competition
intensity, market size, income, and service age.

Hé6c: The quality of human resources will be positively related to higher level
of financial growth performance controlling for firm’s competition intensity,
market size, income, and service age.

would not be disclosed.
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Organizational Coordination

Creating competitive advantage is not simply a matter of assembling a set of
resources. Rents are usually earned not necessarily because of better resources, but
because of better use of resources (Penrose, 1959). Resources are basic inputs into
the production process. Productive activity, however, requires the cooperation and
coordination of teams of resources (Chandler & Hanks, 1994). Socially complex
resources depend on large numbers of people engaged in coordinated action such
that few individuals have sufficient breadth of knowledge to understand the overall
phenomenon (Barney, 1991; Reed & DeFillippi, 1990)

Organizational coordination involves processes that redefine the firm’s
product strategies, reconfigure chains of resources the firm can use, and redeploy
resources through organizational structures (Sanchez, 1995). The organizational
coordination builds a pattern of organizational routines within the firm.
Organizational routines are regular and predictable patterns of activity which are
made up of a sequence of coordinated actions by individuals. The organizational
systems and routines such as relationship, planning, and structure, are central to
achieving efficiencies in operations and providing superior levels of service (Brush
& Chaganti, 1998). Andrews (1980) suggested that the essence of coordination is
the way in which subdivided functions and interests are resynthesized.

Sustainable competitive advantage involves complex patterns of coordination
between people and between people and other resources (Grant, 1991). Dynamic

product markets such as Web information service require frequent adjustments in
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product strategies and coordinating the uses of product creation resources.
Therefore, the following hypotheses of organizational coordination were addressed.
H7a: Organizational coordination will be positively related to higher quality
of product controlling for firm’s competition intensity, market size, income,
and service age.
H7b: Organizational coordination will be positively related to higher level of
market growth performance controlling for firm’s competition intensity,
market size, income, and service age.
H7c¢: Organizational coordination will be positively related to higher level of

financial growth performance controlling for firm’s competition intensity,
market size, income, and service age.

Innovation Resources

Innovation in combining or deploying resources can lead to a competitive
advantage or superior performance (Grant, 1991; Barney, 1991). Being first to
market allows the firm to establish its products as the standard, which forces later
entrants to follow the pioneer's rules of competition (Zahra, Nash, & Bickford,
1995). Rapid product introductions can meet customers' needs, generate profits, and
preempt the competition (Zahra, 1996). In other words, they enhance the firm's
ability to differentiate itself from the competition.

In the early developmental stage of the WLIS, there is still much
experimentation, research, and development that need to be funded by WLIS firms.
For superior performance, it is essential to create a new and innovative application
that others will want to copy (Outing, October 23, 1999). Companies to compete
based on innovative products should be in the best position to take advantage of
opportunities in rapidly changing industries such as WLIS.

HB8a: Innovation resources will be positively related to higher quality of

product controlling for firm’s competition intensity, market size, income, and
service age.
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H8b: Innovation resources will be positively related to higher level of market
growth performance controlling for firm’s competition intensity, market size,
income, and service age.

H8c: Innovation resources will be positively related to higher level of
financial growth performance controlling for firm’s competition intensity,
market size, income, and service age.

Market and Resources

Market-level effects that promote homogeneity among firms coexist with
firm-level effects that generate heterogeneity, just as various forms of competition
coexist within the same industry (Mauri & Michaels, 1998). Thus there is a
complementarity between resource-based and industrial organizations perspectives,
including financial commitment theory, to explain the mechanism of firm
performance. For example, Mauri and Michaels (1998) found the strong influence
of industry-level drivers on R & D and advertising investment, whereas the results
for performance confirmed the strong effect of firm-level drivers from the variance
components methodology. Chandler and Hanks (1994) confirmed that both
perceived market attractiveness and resource-based capabilities were significantly
related to venture performance.

Although industry effects are important, the resource-based view places
primary emphasis on investigating firm-level effects on performance. Rumelt
(1991) found that the variance within markets is greater than variance across
markets. Roquebert, Phillips and Westfall (1996) also confirmed the dominance of
firm effects on performance using variance components analysis. McGahan and
Porter (1997) found that there are significant stable business segment-specific

effects of 32% while industry effects on firm profitability was 19% of the total
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variation. Even when firms follow similar strategies, the idiosyncrasy in their
resources leads to different performance outcomes (Lawless, Bergh, & Wilsted,
1989).

RQla: Are the effects of firm’s resources on product quality stronger than
those of firm’s competition intensity?

RQI1b: Are the effects of firm’s resources on market growth performance
stronger than those of firm’s competition intensity?

RQIlc: Are the effects of firm’s resources on financial growth performance

stronger than those of firm’s competition intensity?

Competitive Strategies
Scale Strategy

Literature on competitive strategies for new ventures differs significantly on
the domain breadth for new ventures, small- versus large-scale entry. Small scale
position argued that new ventures should pursue ‘niche’ strategies concentrating on
specialized products, localized business operation (Hosmer, 1957) and customized
market segments, and high quality of customer services (Cohen and Lindberg,
1972). Thus they should avoid direct competition with large established firms.

On the other hand, MacMillan and Day (1987) found that large-scale entry
was more successful than small-scale entry. Large-scale strategies include high
levels of capacity, sales promotion, service quality, advertising, and sales force
expenditures. Cooper, Willard and Woo's (1986) also suggested that with the large-
scale combination of resources, new ventures may develop strategies of direct

competition with larger and established market leaders.
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WLIS is defined as increasing returns business. The essence of an increasing
returns business is that the product or service becomes more valuable as more
customers purchase it (Hagel, 1999). The increasing returns business of WLIS
mainly comes from the feature of discretionary database. Connolly and Thorn
(1993) defined it as “a shared pool of data to which several participants may, if they
choose, separately contribute information.” When someone contributes information
to the Web, other consumers enjoy some benefit from using the information on the
WLIS. WLIS include many kinds of discretionary databases such as local forum,
real-chatting, diverse opinion from customers, information of local events, and even
advertising. In the increasing returns business, the firm is likely to have to be
aggressive to drive success in this business. It is essential to achieve a critical mass
point to maximize WLIS utility, which results in product differentiation. Therefore
the following hypotheses were addressed.

H9a: For Web-based local information service, large-scale entry strategy will

be positively related to higher quality of product controlling for firm’s

competition intensity, market size, income, and service age.

H9b: For Web-based local information service, large-scale entry strategy

will be positively related to higher level of market growth performance

controlling for firm’s competition intensity, market size, income, and service
age.

H9c: For Web-based local information service, large-scale entry strategy will

be positively related to higher level of financial growth performance

controlling for firm’s competition intensity, market size, income, and service
age.

H9d: For Web-based local information service, large-scale entry strategy will

be positively related to higher level of market share controlling for firm’s
competition intensity, market size, income, and service age.

21



Time of Entry

By engaging in pioneering, the firm takes the competition to a new arena
where its early mover status is hoped to create some basis for sustainable
competitive advantage (Covin, Slevin, & Heeley, 1999). Research supported that
firm age strongly impacts an organization’s resources and performance (Aldrich &
Auster, 1986, Venkataraman & Low, 1994; Brush & Chaganti, 1998). Mosakowski
(1993) found that firms of different ages have different combinations of human and
organizational resources correlated to performance.

Early entry into a young industry is also associated with higher levels of
long-term performance. Many researchers have found that first entrants maintain
higher market performance and higher chance of survival (Mitchell, 1991; Lambkin,
1979; Robinson & Fornell, 1985; Mascarenhas, 1997). This is because the
investments made in an industry's early period create a set of strategic assets for
firms that conditions their later choices (Oster, 1994). Thus, the early entrants may
choose employees and agents and obtain equipment at lower market prices than later
entrants. Most of all, customers may view first entrants as prototypical of the new
product category (Mascarenhas, 1997). Therefore, a firm’s earlier entry into market
is likely to have higher sustainable competitive advantage, which results in higher
firm performance.

H10a: For Web-based local information service, earlier entry into market will

be positively related to higher quality of product controlling for market size,

income, competition intensity, and scale of entry.

H10b: For Web-based local information service, earlier entry into market

will be positively related to higher level of market growth performance
controlling for market size, income, competition intensity, and scale of entry.
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H10c: For Web-based local information service, earlier entry into market will
be positively related to higher level of financial growth performance
controlling for market size, income, competition intensity, and scale of entry.
H10d: For Web-based local information service, earlier entry into market
will be positively related to higher level of market share controlling for
market size, income, competition intensity, and scale of entry.
Product Quality
Product quality has long been recognized and advocated as bases for
competitive differentiation in growing industries. Product quality may be described
as the characteristics of a product or service that can contribute to the fulfillment of
stated or implied customer needs and wants (Garvin, 1984, Reeves & Bednar, 1994).
The level of product quality reflects product differentiation. Product differentiation
has two dimensions: horizontal and vertical (Whinston, Stahl, & Choi, 1997).
Products are considered to be differentiated horizontally if the difference is based on
appearance or consumer preference. When all consumers prefer a product among
equally priced products, the products are considered to be vertically differentiated.
Thus products are differentiated vertically if their qualities are different.
Cost-reducing mass production technology is no longer a major concern for
digital products. If products are differentiated, each seller has some degree of
market power over those consumers who prefer their product. Customization is an
extreme example of product differentiation in which products are produced to match
the specific demand of a small group of consumers or even one individual
(Whinston, Stahl, & Choi, 1997).

Empirical evidence is supportive of the proposition that product quality

should enhance market performance in media industry. For example, the level of
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newspaper quality was positively related to circulation (Lacy & Fico, 1989). Lacy
and Sohn (1990) found that as inches of copy devoted to stories about the suburbs
increased, metro daily penetration increased. Customers tend to be drawn to quality
outputs and form loyalties toward the providers (Kroll, Wright, & Heiens, 1999). A
WLIS competing for the same customers must match the quality of the competing
WLIS in most areas and differentiate themselves in other areas for higher level of
firm performance.

H11a: For Web-based local information service, product quality will be

positively related to higher level of market growth performance controlling

for firm’s competition intensity, market size, income, and service age.

H11b: For Web-based local information service, product quality will be

positively related to higher level of financial growth performance controlling

for firm’s competition intensity, market size, income, and service age.

Hllc: For Web-based local information service, product quality will be

positively related to higher level of market share controlling for firm’s

competition intensity, market size, income, and service age.
Organizational Goals

The firm's goal in traditional microeconomic theory is assumed as profit
maximization. Criticizing the simplicity of the firm's assumed goals, other
alternative theories regarding the goals of firms suggests goals other than profit
maximization. Baumol (1967) has suggested that firms work to maximize sales
revenue. Marris (1964) argued that the goals of the firm are to maximize
shareholder's capitalization.

All goals in the end may relate to maximize profit or shareholder's value but

the firm has a number of subgoals. The firm cannot be sure of the relative

contribution of any single subgoal to the profit or shareholder's value. Some of the
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multiple goals involved in performance evaluation will be compatible, but others
may come into conflict. When multiple goals exit, how do we determine which one
is influencing strategic behavior? This may depend in part on the structure of the
set of goals. Research suggests that the structure of goals is hierarchical in nature
(Beach 1985; Maslow 1970). However, the organization of goals has a more fluid
arrangement. One goal can sometimes be more or less important than alternatives.
For example, profitability may not be an important goal in the initial stage of a new
venture. Regardless of the structure, research on the organization of goals suggests
that separate but compatible goals be grouped into relatively homogeneous
categories of goals (Murphy & Cleveland, 1995).

Demers (1996) reported three homogeneous categories from newspaper
management: product quality, profit, and community involvement. Rhea (1970)
also conducted research on the goals of broadcast news directors. He included 11
task-oriented goals including profit, product quality, community involvement,
licensing, and market position. Bates (1997) found that the primary focus of local
television sites remains promotional, with a secondary emphasis on providing
information content. Some WLIS firms are competing for the future. The firms
should be concerned not only with the present profitability, but also with its future
positions and source of competitive advantage (Hamel & Prahalad, 1994).

With firms that have different sets of goals, the impact of management
pursuing the goals can vary. The goals of firms with different boundaries may
differ systematically, may be reflected in their allocation of resources and

competitive behavior, and could result in different levels of firm performance. The
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following research questions attempt to identify organizational goals and the effects
of the goals on resource allocation and competitive strategies in WLIS.
RQ2a: What kinds of organizational goals are most likely to be sought
through local Web-based local information service?
RQ2b: How do firm's organizational goals affect firm resources such as i)
quantity of human resources, ii) quality of human resources, iii)

organizational coordination, and iv) innovation resources?

RQ2c¢: How do firm's organizational goals affect large-scale entry to compete
with other firms?

RQ2d: How do firm's organizational goals affect i) product quality, ii)
market growth performance, iii) market share, and iv) financial growth
performance?

Venture Origin

Five venture origins are found in Web-based local information service. The
market of WLIS may have daily, weekly newspaper sites, TV station sites, radio
station sites, and Internet ventures. The Internet venture is defined as a local branch
of a city guide chain such as CitySearch or Digital Cities, independent city guide,
and joint venture between media groups.

Newspapers have a big advantage in being able to easily port over news
content composed for print directly to a Web site. TV stations have their most
valuable content in video form, which when ported to the Web presents serious
bandwidth problems. One successful business model is the 'cluster' strategy where
several weekly newspapers are grouped together on one site. By clustering groups
of weekly newspapers onto shared regional sites, the content is updated more

frequently—either every day or every few days. This schedule means that the Web
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site gets fresh news almost every day from at least one of the cluster weeklies on the
site (Sullivan, 1998).

Oster (1994) defined a strategic alliance broadly to include any arrangement
in which two or more firms combine resources outside of the market in order to
accomplish a particular task or set of tasks. In a joint venture, a separate entity is
set up and the contributing firms each transfer resources to the partnership and
receive ownership rights over the common property. Strategic alliances have been
particularly common in the WLIS industry. For example, TV-newspaper joint
ventures can combine newspaper reporting with video from the TV station ported to
the Web. Research suggests that venture origin is an important source of resource
differences, and a source of differences in strategies and performance (Knight,
1989; Miller & Camp, 1985; Shrader & Simon, 1997). The origins may be a
powerful variable in explaining the differences of resources as well as firm
performance. Figure 2 displays a diagram of hypotheses and research questions for
the present research.

RQ3a: How does variation in venture origin affect firm's organizational

goals?

RQ3b: How does variation in venture origin affect firm's i) quantity of

human resources, ii) quality of human resources, iii) organizational

coordination, and iv) innovation resources?

RQ3c: How does variation in venture origin affect firm’s i) product quality,

it) market growth performance, iii) financial growth performance, and iv)
market share?
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Chapter I11

METHODS

Sampling and Data Collection

The first step was to identify markets for Web-based local information service
(WLIS). The top 100 metropolitan statistical areas (MSAs) were chosen from the
Editor & Publisher Market 1999 Guide. To create a master list of WLISs in the top
100 MSAs, media Web search engines were used, the E & P Online Media Links?,
Ultimate TV*, and Yahoo® search engines. Even though the E & P Online Media
search engine includes comprehensive URL information across all types of media, it is
specialized in newspapers and city guides. The E & P Online Media Lin<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>