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Effects of Strategy and Internet Business Adoption on Performance
By
Shu-Hung Hsu
Abstract

Organizations that implement competitive strategies and Internet business
adoption in the market place can gain a competitive advantage and improved financial
performance. The purposes of this explanatory and exploratory, mixed method study,
were threefold: 1) to describe the relationship between competitive strategies and Internet
business adoption, the relationship between competitive strategy and financial
performance, and the relationship between Internet business adoption and financial
performance; 2) to examine the effects of the different levels of Internet business
adoption (prospecting, business integration and business transformation) and different
strategic types (cost leadership and differentiation) on financial performance (profit
margin, asset turnover, return on assets and return on equity); and 3) to generate
implications for the effect of strategic types and Internet business adoption levels on
financial ratios of business organizations.

The entire accessible population of this study was used as a sample; 961 U.S.
companies met the eligibility criteria. Among the 961 companies, 327 (34%) provided
useable secondary data. This study proposed that strategy types supported by higher
levels of Internet business adoption can contribute to financial performance of business
organizations. In addition, a hypothesized model was examined. A paragraph approach
was used to report a firm’s strategic types and Internet business adoption levels, and

financial ratios evaluated a firm’s profitability and efficiency. A 2x3 factorial research



design using ANOVA statistical analysis explained the effects of an Internet business
adoption level and a strategic type on performance.

The study results revealed that the type of competitive strategy used or the level
of Internet business adoption employed, were important factors influencing financial
performance of U.S. business organizations. The results indicated that the effect of
strategic types and Internet business adoption levels on financial performance of firms
was supported. The findings provided useable information that a firm, which
implemented a differentiation strategy and a higher level of Internet business adoption,
can earn higher profit from the Internet business markets.

The limitations of the study and recommendations for future research were also
included. A limitation of the study was the question of the reliability of the secondary
data used. Future research should assess the effect of the level of Internet business
adoption and type of competitive strategy used in countries other than the Unitieé States
and conducts the data collection procedure with a mail or on-line survey instead of using
secondary data. This study could be benefited academic research and provided practical

implications for managers.
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CHAPTER I

INTRODUCTION TO THE STUDY
Introduction and Background to the Problem

A business needs to develop strategies that not only achieves long term
profitability, but also creates a competitive advantage. A firm with a strategy is better
than one without a strategy (Porter, 1980). The successful business strategy is decided on
by the marketplace (Aijo & Blomgqvist, 2003). Therefore, organizations developing new
business strategies have to create organizational capabilities (for example, strategy, and
Internet business adoption) to meet market demands.

Garden (2000) stated that a company does not have a business strategy if its plans
do not include using the Internet. Today, firms use the Internet to support their business
strategies and to achieve a true competitive advantage, which is reflected in their long-
term profitability. The Internet itself is neither a competitive advantage nor a distinct
business strategy, but it is a method that can enhance a firm’s business strategies and
create economic value (Apigian, 2003).

It is important for firms to create a competitive advantage, a basic factor used to
create economic value and improve performance. Internet business is fundamentally
changing the way business and the economy is conducted (Shin, 2001). A strategy
supported by the use of Internet business is stronger than one without such support
(Porter, 2001). Therefore, it is necessary for a more successful firm to use competitive
strategies and to integrate Internet business.

The question of the effect of business strategy and Internet business adoption on

performance based on the marketplace is one of the gaps in the current research streams



for linking Internet business adoption and business strategies to performance (Moore,
2002; Teng, 2000). Several researchers (for example, Lages, Lages & Rita, 2004; Lynch,
1998; Marijke, 2004; Zhu & Kramer, 2002) have studied the relationship of businesses
strategy and performance, or information technology (IT) information system (IS) and
performance. None of them have reported any findings that relate to the use or adoption
of competitive strategies and Internet business adoption within the organization that
affect performance. The present investigation closed that gap in the literature.
Purpose

The effect of competitive strategies and Internet business adoption on financial
performance was explored in this research study. It is important for organizations to use
business strategies and Internet business to achieve competitive advantages that lead to
enhanced performance. This study investigated how the use of competitive strategies and
Internet business adoption in business organizations can increase their value and
performance.

The study analyzed and measured the current organizations’ use of competitive
strategies and Internet business adoption, and how the integration of competitive strategy
and Internet business impacts financial performance. The theoretical and empirical
literature regarding the effects of business strategies and Internet business adoption on

financial performance was examined and presented.



Definition of Terms
Independent Variables
Internet Business Adoption

Theoretical definition. Zwass defined Internet business adoption as “the
establishment of a company website to share information, maintain relationships and
conduct transformations qsing electronic networks™ (as cited in Parnet & Gemino, 2004,
p. 148). Internet business adoption is “the use of electronic networks and associated
technologies to enable, improve, enhance, transform or invent a business process or
business system to create superior value for current or potential customers” (Sawheny &
Zabin, 2001, p. 15).

Operational definition. In this study, the Internet business adoption factor was
focused on three levels of Internet adoption: 1) prospecting, 2) business integration, and 3)
business transformation. Levels of Internet adoption were measured using three
paragraphs description of Internet adoption level known as the paragraph approach
(Appendix B). These three paragraph descriptions were based on Teo and Pian’s (2003)
measurement of the level of Internet business adoption.

Prospecting as a type of Internet adoption level. Prospecting was defined as the
level a company limits use of the Internet (Teo & Pian, 2003). This was measured by
using one paragraph of the paragraph approach (Appendix B).

Business integration as a type of Internet adoption level. This level was defined
as a company’s “business integration and takes into account the integration of business
processes marked by the incorporation of the Internet into the business model” (Teo &

Pian, 2003, p. 81). This was measured by using one paragraph of the paragraph



approach (Appendix B).

Business transformation as a type of Internet adoption level. Business
transformation level was defined as a company’s aim to “transform the business and
represents the highest level of Internet adoption” (Teo & Pian, 2003, p. 81). This was
measured by using one paragraph of the paragraph approach (Appendix B).

Business Strategies

Theoretical definition. Croteau and Bergeron (2001) defined business strategy as
“the outcome of decisions made to guide an organization with respect to the environment,
structure and processes that influence its organizational performance” (p. 78). Business
strategy, which includes a detailed plan, is the path a company chooses to achieve long-
term goals (Formisano, 2003).

Operational definition. The business strategy factor was focused on two types of
competitive strategies: 1) cost leadership and 2) differentiation. Types of competitive
strategies were measured by using two paragraphs of the strategic type of paragraph
approach (Appendix B). These two paragraph descriptions were based on Porter’s (1980,
1985) definition of competitive strategy.

Cost leadership as a type of business strategy. Cost leadership strategy was
defined as a company’s targeting of large markets while becoming the low-cost producer
in its industry. Successful cost leaders help suppliers and customers reduce their costs
(Porter, 1985; Smith, 1990). This type of strategy was measured using one paragraph of
the paragraph approach (Appendix B).

Differentiation as a type of business strategy. Differentiation strategy was

defined as a firm’s attempt to be unique in its industry. A firm’s products, technology etc.



was perceived as different from prior studies as the objective was to secure higher profit

margins by making customers less sensitive to price (Porter, 1985; Smith, 1990). This

strategy was measured using one paragraph of the paragraph approach (Appendix B).
Dependent Variable

Financial Performance

Theoretical definition. Financial performance measures the economic success of
a company (Freeman, 2004). Financial performance refers to economic objectives that
are measured through various financial ratios.

Operational definition. Financial performance focused on four ratio components
of the DuPont financial analysis model instrument: 1) profit margin (PM), 2) asset
turnover (ATO), 3) return on assets (ROA), and 4) return on equity (ROE). These four
ratios were computed using standard formula.

Profit margin (PM) as a type of financial performance. Net profit margin was
measured as “the percentage of each sales dollar remaining available to the firm after all
expenses (including taxes) have been deducted” (Brown, Fuller & Kirby, 1999, p. 60).
The PM was represented by a ratio and computed using the standard formula: PM = net
income/ sales.

Asset turnover (ATO) as a type of financial performance. Asset turnover
indicates “the efficiency with which the firm uses all its assets” (Brown, Fuller & Kirby,
1999, p. 60). The ATO was represented by a ratio and computed using the standard
formula: ATO = sales/ total assets.

Return on assets (ROA) as a type of financial performance. Return on assets

assesses “management’s effectiveness in producing profits with all the available assets”



(Brown, Fuller & Kirby, 1999, p. 60). The ROA was represented by a ratio and computed
using the standard formula: ROA = [net profit margin] x [total asset turnover].

Return on equity (ROE) as a type of financial performance. Return on equity
reflected “the return earned on the owner’s investment in the firm” (Brown, Fuller &
Kirby, 1999, p. 60). The ROE was represented by a ratio and computed using the
standard formula: [net income/ total assets] x [total assets/total equity].

Justification for Research

This study addressed a firm’s business strategy model in association with Internet
business that can enable a firm to create better marketing opportunities and enhance
financial performance. Its original contribution is the identification of the level of Internet
business adoption associated with business strategies that positively impacted
performance. The research was significant due to the contribution it made to the
knowledge of business strategies (Porter, 1980), Internet business adoption (Teo & Pian,
2003), and performance (DuPont model). It is important for business organizations to use
Internet business and competitive strategies to build sustainable competitive advantages,
and hence enhance financial performance.

This study adopted both a theoretical and empirical perspective. The theoretical
framework proposed was based on a modified Porter’s (1980) generic strategy theory,
Teo and Pian’s (2003) Internet business adoption model, and the DuPont financial
analysis model (Ellinger, 2005). The study was feasible because the research methods
(time, cost, and facility) could be adopted, could be implemented within a reasonable
amount of time, contained measurable concepts, and included reasonable costs. The

investigator developed a conceptual model to test the effects of strategic types and



Internet business adoption levels on financial performance of business organizations. It
was researchable because it asked a research question using variables that could be
measured and used it statistical analysis to test the hypotheses and the model. This study
was implemented in a reasonable amount of time and the research conceptual framework
could be measured. Finally, the human right subjects were protected.

Delimitations and Scope of the Research

1. The geographic area was limited to the United States.

2. The study only used companies listed in Hoover’s online United States
records in 2005.

3. All of accessible population was used to obtain a larger sample size from the
target population. Companies were selected using their three-digit standard
industrial classification (SIC) codes and were limited to those with annual
sales between $50 and $200 million.

4. On companies that had on Internet business and employed a competitive
strategy were used. The research only focused on the specific concepts of
Internet business adoption, business strategies, and financial performance.

5. Secondary data analysis was used. An outside researcher audit was employed
to analyze the primary data.

The research investigated the relationships among the levels of Internet business
adoption, the types of business strategies, and financial performance indicators. Chapter I
introduced the study and justified it as significant, researchable, and feasible. Chapter II
presents a literature review, the theoretical framework, the research questions and the

hypotheses identified for this study of the relationships among Internet business adoption,



competitive strategies, and financial performance.

Chapter III presents the research methodology that includes the research design,
sampling plan and setting, data collection procedures, methods of data analysis, and
evaluation of methodology. Chapter IV presents the results of the data collection and data
analysis. Chapter V discusses thé findings and interprets the statistical results. In addition,

the limitations of the study and recommendations for future research are included.



CHAPTER IT
LITERATURE REVIEW, THEORETICAL FRAMEWORK, RESEARCH
QUESTION, AND HYPOTHESES
Review of Literature

The purpose of this literature review was to critically analyze the current literature
on competitive strategies, Internet business adoption and financial performance. The
review also examined the theoretical and empirical literature regarding the effect of
Internet business adoption levels and business strategic types on the financial
performance of business organization.

The Internet is an effective method for firms to prepare their entry into global
business and an efficient method to help firms conduct global business. The Internet itself
is not a competitive advantage, but when used with other business strategies, a
sustainable competitive advantage may be achieved (Apigian, 2003).

This chapter reviewed, analyzed and synthesized the literature on strategic
typology, competitive advantage, factors and levels of Internet business adoption,
financial performance, the effects of competitive strategies on performance, and the
effects of Internet business adoption on performance. Different types of business strategy
achieve optimal performance in different situations. A mature adoption of Internet
business refers to the levels of Internet business adoption that would be presented as
different activities affecting performance (Teo & Pian, 2003).

Internet Business Adoption and Business Strategy
The Internet

The Internet is a technology that enables the transmission of multimedia digital



information (Apigian, 2003). The Internet includes e-business, e-commerce, and the Web,
in addition to Internet technology, such as electronic mail, wireless technology, peer-to-
peer networks, file transfer protocol (FTP), XML technology, and other devices used to
deliver information or data (Apigian, 2003). Since the Internet has no territorial
boundaries, businesses are able to transmit information by a computer network from
place-to-place (Gordon, 2000). The Internet was originally introduced as the World Wide
Web and enabled publication and retrieval of information (Marijke, 2004). The Internet
provides five services: file transfer protocol (FTP) and Telnet, Electronic mail (e-mail),
discussion lists (ListServs) and newsgroups (Usenet), Gopher, and World Wide Web
(WWW) (Gordon, 2000). Two of fhese services, e-mail and WWW links, dominate the
Internet. Internet Protocol address (IP-address) and the Domain Name system (DNS) are
two of the WWW concepts (Gordon, 2000). No entity owns the Internet; it originated
when the United States Department of Defense created ARPANET (Gordon, 2000).

The Internet began in 1957, when the first artificial satellite Sputnik was launched
by the Union of Soviet Socialist Republics (Cronin, 1996). Inresponse, the United States
established a leading position in technology to form the Advanced Research Projects
Agency (ARPA) (Cronin, 1996). Lawrence G. Roberts published the first design paper on
ARPANET (as cited in Cronin, 1996). On January 2, 1969, the ARPANET was
commissioned by the Department of Defense (DoD) to do research into networking
(Cronin, 1996), and the network became known as the ARPANET (Gordon, 2000).

The first Internet was a network between UCLA, UC Santa Barbara, Stanford
University, and the University of Utah (Apigian, 2003). In 1978, the Computer Bulletin

Board System (CBBS) was created and was used until 1991, when the World Wide Web

10



was invented (Apigian, 2003). As of July 28, 1997, more than 182 countries were
connected to the Internet (Gordon, 2000). E-business or Internet commerce is still in its
early development stage. Although the Internet has actually existed for more than 30
years, Internet commerce is, only about 10 years old (Apigian, 2003).

Internet Business Adoption

Duan (2000) stated that Internet commerce has become a huge business with the
potentiai to benefit all types of products. Kidd (2001) reported that Internet business
technologies help firms improve their knowledge of customer requirements and support
customer service. Firms are using this new technology to enter new markets, increase
market share, and change the rules of competition (Kidd, 2001). Porter (2001) asserts that
the Internet economy provides buyer bargaining power, reduces barriers to entry, and
reduces variable costs. Internet marketing service and customer support occur 365 days a
year, 7 days a week, 24 hours a day. Silverstein (2002) identified the marketing benefits
~ of the Internet that included expanding firms’ markets and territories, developing global
marketing partnerships, and providing worldwide customer service.

Wenna (2002) stated that Internet business means doing business electronically.
Internet business has evolved from traditional business into electronic technology
business (IBM, 2003a; Meckel, Walters, Greenwood & Baugh, 2004) and the use of
Internet technology has transformed key business processes (IBM, 2003b). Marijke (2004)
defined Internet business as the selling and buying of products on the Internet and the use
of information and communication technology (ICT) in external and internal processes to
describe external transaction and communication functions relating to flows of

information between departments, subsidiaries, and branches. Boonchanya (2000)
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defined Internet business as ‘“a combination of electronic commerce, customer
relationship management, supply chain management, business intelligence, knowledge
management, and collaboration technologies” (p. 14).

Internet business is also known as electronic commerce (EC or e-commerce) or
electronic business (e-business). Large businesses and multinationals are very often
associated with electronic business (Marijke, 2004). Rogers (2003) indicated that larger
organizations are more innovative. However, small and medium enterprises (SMEs)
using the Internet have greater flexibility to provide customer service, improve the
company image, and increase sales (Riquelme, 2002).

The use or adoption of Internet business is an innovative and revolutionary way to
conduct commercial transactions (Marijke, 2004). Internet businesses use electronic
networks, a company website, and associated technologies to maintain supplier and
customer relationships, share information and conduct transformations to create superior
value for current or potential customers (MacKay, Parnet & Gemino, 2004; Sawheny &
Zabin, 2001). Marijke (2004) stated that Internet business adoption is about business
processes supported with ICTs that create value.

Successful companies have adopted the Internet business model for their market.
Marijke (2004) indicated that customer-focused motivation was the most important
reason for a firm to adopt e-business. Internet business adoption can promote a firm’s
competitiveness and economic growth.

Marijke (2004) stated that many researchers conceptualize the e-business
integration process as an innovation adoption process. Internet business is a radical

innovative method to do business (Teng, 2000; Zhu & Kraemer, 2005). Some researchers
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who studied Internet business adoption (for example, Jarrett, 2003; Teng, 2000; Marijke,
2004), used the theory of innovation adoption and diffusion framework for their studies.

Rogers (1962) introduced the seminal theory of Diffusion of Innovation. Rogers’
Diffusing of Innovation Theory model is broadly used for diffusion of Internet adoption
or E-business adoption. Rogers (2003) defined diffusion as “the process which an
.innovation is communicated through certain channels over time among the members of a
social system” (p. 5) and innovation as “an idea, practice, or object that is perceived as
new by an individual or other unit of adoption” (p. 12). Rogers (1962) stated that the
innovation-decision process has five stages: 1) “knowledge of an innovation”, 2)
“persuasion to adopt”, 3) “making a decision to adopt or reject”, 4) ‘implementation”,
and 5) “confirmation of decision to adopt” (p. 170).

Rogers’ (1962) model defined five perceived innovation characteristics that fit
the characteristics of Internet business (Rujinarong, 2000). Rogers (1962) identifies five
attributes of innovations: 1) relative advantage- “the degree to which an innovation is
perceived as better than the idea it supersedes” ; 2) compatibility- “the degree to which an
innovation is perceived as consistent with existing values, past experiences, and thé needs
of potential adopters™; 3) complexity- “the degree to which an innovation is perceived as
relatively difficult to understand and use™; 4) trialability- “the degree to which an
innovation may be experimented with on a limited basis”; and 5) observability- “the
degree to which the results of an innovation are visible to others” (p. 15-16).
Compatibility, relative advantage, and complexity are the characteristics frequently tested
related to e-business adoption (Marijke, 2004). Jarrett (2003) viewed Rogers’ diffusion of

innovation theory as having four steps: 1) beliefs of evaluation, 2) attitude toward
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behavior, 3) behavioral intention, and 4) actual behavior.

Rogers (1962) outlined five adopter categories of innovativeness that are related
to Internet business adopter categories: 1) innovator- characterized as the pioneers who
are interested in new ideas, 2) early adopter- those with greater potential to adopt an
innovation, 3) early majority- deliberates adopting new ideas before most others have
done so, 4) late majority- is skeptical to adopt until most others have already done so, and
5) laggards- traditionally the last to adopt an innovation. The adopter category is
“generally sought by change agents as a local missionary for speeding the diffusion
process” (Prammanee, 2006, p. 2).

Marijke (2004) mentioned that previous research characterized e-business
adoption from six aspects: 1) activity- the way a company is supported by ICT; 2)
application- the use of certain applications e.g. e-mail, WWW, website, and electronic
data interchange (EDI) etc.; 3) value creation- the value of using Internet-based
applications; 4) intensity use- the number of times the Internet is used per day or the
number of departments with an Intranet application; 5) first time use- when the Internet
was adopted; and 6) stage of development- the stage or level of the development model.

Davis (1986) introduced the Technology Acceptance Model (TAM) that plays a
central role in perceived innovation attributions, and was based on Ajzen and Fishbein
(1975, 1980) Theory of Reasoned Action (TRA). TAM is an individual level adoption
model used to explain computer usage behavior. The TRA model postulates that
influences and attitudes “consecutively lead to intentions, then direct or make behaviors™
(Park, Lee & Ahn, 2004, p. 8). The TAM and TRA models were tested in Internet

business adoption related studies (Jarrett, 2003; Marijke, 2003). The ability of TRA and
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TAM as tested by researchers (for example, Davis, Bagozzi & Washaw, 1992; Park, Lee
& Ahn, 2004) explained and predicted user acceptance or rejection of computer-based
technology (Jarrett, 2003).

Goode and Stevens (2000) analyzed the business characteristics of non-adopters
and adopters of Internet technology and referred to six business characteristics of Internet
adoption: business size, business age, business industry, information technology support,
information technology budget, and information technology experience. Teng (2000)
identified that various studies have listed the characteristics of e-business adoption as: 1)
innovation, 2) organization leaders, 3) organization, 4) environment, 5) organizational
context, 6) environmental context, and 7) technological context.

The factors of adoption influence early stages of Internet business adoption
(MacKay, Parent & Gemino, 2004). Gatignon and Robertson (1989) cited four factors to
explain adoption or rejection behavior for high technology innovation: the supply side
competitive environment, the adopter industry environment, organization/task
characteristics, and decision-maker information-processing characteristics.

Sohn and Wang (1998) divided the diffusion factors into two groups. The first
were internal factors that included the existence of a champion, top management support,
inclination toward new technology, cost incentive, and absorptive capacity. The second
were external factors that included competitors’ moves, institutional support, and
customer pressure. An internal factor of diffusion predicted the level of adoption (Sohn &
Wang, 1998). Sohn and Wang (1999) indicated that the four categories of adopters are
non-adopters, those planning to adopt, limited users, and sophisticated users. Sohn and

Wang (1998, 1999) categorized this as the level of adoption.
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Teo and Pian (2003) stated that the maturity of Internet business adoption is the
level of Internet adoption. Sohn and Wang (1998) found different levels of usage in the
Internet market. Different levels of Internet adoption facilitated different kinds of
business activities (Teo & Pian, 2003). The value of an Internet business depends on the
level of Internet adoption (Teo & Pian, 2003).

A model of the levels of Internet adoption presented by Teo and Pian (2003)
indicated five levels: level 0 — “e-mail adoption”, level 1 — “Internet presence”, level 2 —
“prospecting”, level 3 — “business integration”, and level 4 — “business transformation” (p.
80-81). Teo and Pian defined each level as follows: a) e-mail adoption level - when the
company dose not have a web site but an e-mail account, b) Internet presence level -
when the company has made the adoption decision but still is in the process of
implementation, c) the prospecting level - when the company has limited use of the
Internet for business, d) business integration level - when that company’s business
integration takes into account business processes integration marked by the incorporation
of the Internet into the business model, and e) business transformation level - when that
company intends to transform the business and illustrate the highest level of Internet
adoption.

Sohn and Wang (1998, 1999) classified the four levels of adoption in their study
as non-adopter, made adoption decision, low-level implementation, and high-level
implementation. Nambisan and Wang (1999) identified three levels of adoption of Web
technology as information access (level 1) a firm with corporate web sites and intranets,
work collaboration (level 2) a firm with a corporate intranet/ extranet, Internet-based

EDI, and Internet telephony/video phony, and core business transaction (level 3) a firm
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in e-commerce, Internet-based extended Enterprise Resource Planning (ERP).

Sohn and Wang (1998) indicated that a firm with higher levels of Internet
adoption better financial opportunities. Zhu and Kraemer (2005) found that a higher
degree of Internet business adoption created greater value and improved firm
performance.

Grounded in the literature, the diffusion of innovation theory is broadly used in
the early-adoption stage, including factors of adoption, decision of adoption or rejection,
and characteristics of innovation (Dayton, 2004; Rujinarong, 2000; Teng, 2000). But
the post-adoption stage was the basis used for linking to the Resource-Based Theory
(also known as the resource-based view or RBV) for value creation (Barney, 1991; Zhu
& Kraemer, 2005). E-business diffusion can thus be viewed as a multistage process
beginning with adoption. The resource-based view (RBV) of E-business can be
extended to usage and value creation (Zhu & Kraemer, 2005). The resource-based view
of the firm refers to the value of Internet business and links firm performance to
organizational Internet business resources and capabilities (Zhu & Kraemer, 2002).

The RBV explains the relationship between Internet business usage and value
(Zhu & Kraemer, 2005) and success with adoption and the use of Internet business
(Caldeira & Ward, 2003). RBV is used to examine the efficiency and competitive
advantage for firm implementation of IT-based resources (Melville, Kraecmer &
Gurbaxzni, 2004). Resources include “all assets, capabilities, organizational processes,
firm attributes, information, knowledge, eté. controlled by a firm that enable the firm to
conceive and implement strategies that improve its efficiency and effectiveness”

(Barney, 1991, p. 101). In the literature, resource-based theory for a prospective firm’s
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resources were be the “main driver of firm performance” (Ravichandran &
Lertwongsatien, 2005, p. 240) and identified various resources (for example, Internet, IT
technology) that “served as a potential source of competitive advantage” (Bharadwaj,
2000, p. 171). In a dynamic and competitive environment, a firm’s resources (for
example, Internet access, [T technology) can be predicted as its competitive advantage
with resulting financial performance (Irwin & Hoffman, 1998; Zhung & McCulloug
2005). E-business technology resources can enhance Internet business and firm
performance (Zhung, 2000; Zhung & Lederer, 2006).

Marijke (2004) conducted a study of e-business adoption. He used a non-
experimental, causal comparative, quantitative design of 1,596 companies. Marijke’s
literature review compared and contrasted theories about diffusion of the innovation
theory, TAM, and e-business adoption theory.

A non-probability sampling plan of nine industry sectors resulted in the self-
selected, data producing sample of 614 participants; a response rate of 40%. A 5-points
Likert scale was used to measure perceived opportunity characteristics, general firm
characteristics, and specific firm characteristics, as independent variables, and value
creation and e-business adoption as dependent variables. Reliability estimates for
Cronbach’s alpha for each construct was above 0.7 for internal consistency, and construct
and criterion related validity was established. Data collection procedures were clearly
described. The data was analyzed using regression analysis. Findings supported the
hypothesis and Marijke’s interpretations of these findings were that the firm
characteristics model and IT sophistication were important determinants of e-business

adoption, and business processes were supported by information technology. The
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adoption of e-business could promote a firm’s competitiveness and contribute to
economic growth. The strengths of this study were in the hypotheses testing of
propositions in the e-business adoption theory, the reliability and validity of the
instrument used to measure the variables, which resulted in a high level of data quality
and data analysis, and clearly defined procedures allowing replication. Limitations of the
study were in the external validity; findings were limited to the time variables that were
ignored in the survey. Marijke (2004) identified continued research to test the firm’s
characteristics in a different line of business as an area for future study.

Teo and Pian (2003) conducted a study on how contingency factors affected
levels of Internet adoption that positively impact on competitive advantage. The
researchers used a non-experimental, causal and comparative quantitative design of the
“Singapore 1000” and “Small and Medium Enterprise (SME) 500” companies, published
by the Data Processing (DP) Information Network 2000. Teo and Pian’s (2003) literature
compared and contrasted various theories of business technology strategies. Empirical
studies of the creation of a competitive advantage were also examined. This examination
resulted in Teo and Pian’s (2003) testing the proposition of the level of Internet adoption
and how Internet adoption affected the five competitive advantages-- differentiation, cost
reduction, innovation, growth, and alliance of a competitive strategy.

A non-probability sampling plan of the firm’s top executives resulted in a self-
selected, data-producing sample of 159 firms with a response rate of 28.8%. Over 90% of
the respondents held managerial positions. A 7 points Likert Scale was used to measure
contingency variables. Data collection procedures were clearly described, except that

there were no reports of an institutional review board (IRB).
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Teo and Pian (2003) found that business technology strategy had a positive
relationship to the level of Internet adoption, and Internet adoption had a positive impact
on competitive advantage. This result led to the conclusion that the level of Internet
adoption as a business strategy was a significant factor in gaining a competitive
advantage and had implications for a firm’s business strategy. However, Internet
technology adoptions can “never be successful as a competitive advantage resource, if
they do not support the right business strategies™ (Teo & Pian, 2003, p. 89). The strengths
of this study were in its hypotheses testing of the relationship between Internet adoption
and competitive advantage, the reliability and validity of the Likert Scale measures of
variables resulting in a high level of data quality and data analysis, and clearly defined
procedures allowing replication. Limitations reported by Teo and Pian (2003) were that
the survey was only sent to top management staff, that the survey only examined a subset
of contingency factors, and that the study took place in Singapore. The researchers
suggested that future studies: collect data from more than one respondent per firm;
examine other contingency factors using a longitudinal study; examine the distribution of
the level of Internet adoption; and examine the factors influencing Internet adoption.

Zhu and Kraemer (2005) assessed the “diffusion and consequence of e-business at
the firm level” (p. 61). They used a non-experimental, causal comparative and
quantitative design of 5,400 firms. Zhu and Kraemer examined theories of technology
diffusion, innovation and the resource-based view. Empirical studies of e-business use
and value were examined, leading to discovery about company spending on Internet-
related technology, and the diffusion perception of lacking of e-business value (Zhu &

Kraemer, 2005).
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A non-probability sampling plan of firm’s top executives resulted in a self-
selected, data producing sample of 624 valid cases with a response rate of 13%. A 5
points Likert scale was used to measure technology context, organization context,
environment context, e-business value, and e-business use. Reliability estimate for
Cronbach’s alpha for each construct was above 0.7 for internal consistency, and construct
and criterion related validity was established. Data collection procedures were clearly
described. One-way ANOVA and Kolmogorov-Smirnov test findings supported all
hypotheses. Zhu and Kraemer’s (2005) interpretation of these findings was that
antecedents of e-business used are related to firm size, financial resources, international
scope, technology competence, regulatory support, and competitive pressure. This result
led to the conclusion that e-business values contribute by capabilities both of the back-
end and front-end. The strengths of this study were its descriptive conceptual model of
the study for audiences, resulting in a high level of data quality and data analysis, and
clearly defined and replicable procedures. The limitation of this study was that data
responses were provided by firm managers. A recommendation for future study was to
expand the research into other industries.

Business Strategy

Porter (1996) stated that strategy involves different sets of activities to create a
valuable position. Strategies are designed to achieve a firm’s long-term goals and
objectives. Therefore, strategy is about the decisions and actions that contribute to the
success of a business (Formisano, 2003).

Jouirou and Kalika (2004) classified business strategies into three categories:

corporate strategy, business strategy, and functional strategy (see Figure 2-1).
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Corporate Strategy

(The overall company aims)

Business Strategy

(A product or SBU)

¥

Functional Strategy

(Individual departments or functions based on a business strategy)

Figure 2-1. Levels of strategy.

Note. From “Internet strategy: An integrated complement to an organization’s exiting business
practices,” by C. H. Apigian, 2003, Dissertation Abstracts International, (UMI No. 3085581), p.18.

Copyright 2003 by C. H. Apigian. Used with permission of the author.

Corporate strategy is defined as the relationship among business units that deal
with policies and plans for the aims of the company (Apigian, 2003; Jouirou & Kalika,
2004). Business strategy is “the way in which a single business firm or an individual
business unit of a larger firm competes within a particular industry” (Apigian, 2003, p.
18). Croteau and Bergeron (2001) defined business strategy as “the outcome of decisions
made to guide an organization with respect to the environment, structure and processes
that influence its organizational performance” (p. 78). Business strategy is the path a
company chooses and includes a detailed plan for achieving long-term goals (Formisano,
2003). A business strategy is used for strategic business units (SBUs), which are

organizational units (Narver & Slater, 1990). Functional strategy applies to a company’s
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departments or functional areas, which may include marketing, operations, human
resources, finance, engineering, research and development, distribution channel, and
supply chain that will support the firm’s competitive strategy (Apigian, 2003).

Miles and Snow’s (1978) strategic typology is widely accepted, as are Porter’s
(1980) three generic competitive strategies. Miles and Snow (1978) introduced their
seminal theory of strategic typology based on the qualitative, phenomenological studies
of four strategic types of originations: Defenders, Analyzers, Prospectors and Reactors.
The major propositions are theories of management and other areas _of business (Miles,
Snow, Meyer & Coleman, 1978). Miles and Snow (1978) developed the strategic
typology as a useful theoretical framework for analyzing organizations’ marketing
strategies and how they interacted with their environment (McDaniel & Kolari, 1987).

Miles and Snow’s (1978) classified four strategic types of originations. First,
defenders seek to protect their position in a narrow segment of the total potential market
by producing only a stable set of products to create a stable domain, and do not look
outside their domains for new opportunities. Second, prospectors explore new product
and market opportunities to change the industry (Miles & Snow, 1978). Third, analyzers
combine the strengths of the Defenders and Prospectors to minimize risk while
maximizing profit. Fourth, reactors lack a consistent or stable strategy and only respond
when faced with a changing environment.

Porter (1980) introduced his seminal theory of generic competitive strategy based
on his qualitative, phenomenological studies about business strategy. Businesses seek
strategies that will make them successful. Porter’s (1985) theory of successful business

strategies involves three elements that create a competitive advantage: (a) cost leadership,
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(b) differentiation, and (c) focus. Conley (2000) calls Porter’s three basic generic
strategies- cost leadership, differentiation or focus - the keys to a company obtaining a
competitive advantage in its industry.

Cost leadership strategy involves a company targeting a large market while
becoming the low-cost producer in its industry. Successful cost leaders provide
opportunities for suppliers and customers to reduce their costs and prices (Porter, 1985;
Smith, 1990).

Differentiation strategy occurs when a firm seeks being unique and difterent in its
market. A firm’s products are perceived as different from its competitors’ products. As a
result, the differentiator’s aim is to secure higher profit margins by making customers less
sensitive to price (Porter, 1985; Smith, 1990).

Focus strategy creates a specialized focus on a particular market segment. Dess
and Davis (1984) defined a focus strategy when the firm “concentrates on a particular
group of customers, geographic markets, or product line segments” (p. 465).
Differentiation focus and cost leadership focus are the two types of focus strategy that
involve concentrating on a particular geographic market, buyer, or product line (Apigian,

2003; Porter, 1985).
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Figure 2-2. Porter’s generic competitive strategies.

Note. From Competitive Advantage: Creating and Sustaining Superior Performance (p. 12), by M. E.

Porter, 1985, New York: Free Press. Copyright 1985 by Free Press. Used with permission of the author.

In recent years, many researchers (for example, Homburg, Krohmer & Workman,
1999; Obilade, 2002; Slater & Olson, 2001; Zott & Amit, 2004) who studied Porter’s
three generic competitive strategies condensed the three into cost leadership and
differentiation strategies eliminating focus strategy. Cost leadership and differentiation
strategy are most likely to be pursued by business organizations (Homburg, Krohmer &
Workman, 1999; Slater & Olson, 2000).

Managers select a business strategy position that will most likely distinguish their
companies from their competitors (Wilson, 2002). Porter (2001) listed the six principles
of a company’s strategic positioning: First, “it must start with the right goal: superior
long-term return on investment”; second, “a company’s strategy must enable it to deliver
a value proposition, or a set of benefits from those that competitors offer”; third, “strategy
needs to be reflected in a distinctive value chain”; fourth, “robust strategies involve trade-
offs; fifth, “strategy defines how all the elements of what a company does fit together”;

finally, “strategy involves continuity of direction” (p. 71).
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Business strategies include several foundational strategies, such as, marketing
strategies. Marketing strategies are a set of decisions by which a business seeks to reach
its marketing objectives and connect to the value required by its customers that supports
the business purpose (Slater & Olson, 2001). Marketing strategies are concerned with a
demonstrated relationship to target market segments and purposes. This leads to a
positioning strategy based on an appropriate marketing mix (Slater & Olson, 2001).

McCarthy (1960) introduced his classification of marketing activities based on his
qualitative, phenomenological studies of marketing. McCarthy (1960) introduced the
marketing mix, ot the 4Ps classification, of product, price, promotion and place strategies.
Product strategy relates to the firm’s product or service, including brand, packaging,
appearance, quality, functionality, warranty, service, and support. Price strategy relates to
competing on price, such as list price, financing, leasing options, allowances, and
discounts. Promotion strategy consists of marketing communications, such as advertising,
professional selling, direct sales, sale promotion, and public relations. Place strategy
means having sales at the right place, such as location, Internet (virtual location), service
level, channel member and motivation, logistics, and market coverage (McCarthy, 1960).

Business strategies also include financial strategies. A financial strategy is the
result of the firm’s financing, and dividend decisions (Slater & Zwirlein, 1996).
Modigliani and Miller (1958) (MM) introduced their theory of capital structure of
financial strategy. Modigliani and Miller assumed that switching between debt and equity
of financing has no material impact on the cost or availability of capital or on the value of
the firm (as cited in Myers, 2001). MM theory concluded that a firm’s overall cost of

capital and its value, is independent of its capital structure (Moyer, McGuigan & Kretlow,
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2006). Capital structure is the common stock, preferred stock, and long term debt used to
finance a firm (Moyer, McGuigan & Kretlow, 2006). Modigliani and Miller’s logic is
accepted in the field of finance (as cited in Myers, 2001). MM’s theory also clarified the
capital structure concept (Brounen & Eichholtz, 2001).

Dess and Davis (1984) studied Porter’s generic strategies to support the presence
of strategic groups. Dess and Davis used a non-experimental, causal comparative,
quantitative design, using the 4-digit Standard Industrial Classification (SIC) code for
firms. Dess and Davis’s literature review was thorough, comparing and contrasting
theories about generic strategies.

A non-probability sampling plan resulted in the self-selected, data producing
sample of 78 with a response rate of 79%. A questionnaire was used to measure a set of
variables and data collection procedures were clearly described. Dess and Davis (1984)
presented a three-stage study. Phase 1 examined the relationship between Porter’s generic
strategies and a firm’s “intended or espoused” strategy (Mintzberg, 1978). Phase 2
consisted of a panel of experts that assessed the importance of generic strategy along with
intended strategy. Phase 3 clustered the firms into groups with a similar strategic
orientation based on the perception of chief executive officers. Dess and Davis found that
performance was related to strategic group membership. This finding led to the
conclusion that a strategic group reflected unique strategic and performances orientations
which had implications for practice in the identified firm’s strategy position. Strengths of
the study reported by Dess and Davis were that the importance of performance was
impacted by strategic orientation. They suggested that future study: establish the

similarities that exist among the strategic typologies to classify firms.
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Using the Miles and Snow strategic typology, McDaniel and Kolari (1987)
conducted a study of marketing strategy. They used a non-experimental, causal
comparative, quantitative design of 1,000 U. S. banks. McDaniel and Kolari’s literature
review was thorough, comparing and contrasting theories about Miles and Snow’s
strategic typology. Empirical studies of four strategic types of organizations were
examined which led to identifying a major gap and conflict in the literature about
strategic types as significant determinants of consumers’ behavior. This finding resulted
in McDaniel and Kolari’s testing the proposition that four strategic types of organizations
interacted with their market environment as developed by Miles and Snow (1978). A
non-probability sampling plan resulted in the self-selected, data producing sample of 310,
a response rate of 31 percent. The Measure of Strategic Type questionnaire was used to
measure (1) investigator inference, (2) self-typing, external assessment, and (3) objective
indictors. Data collection procedures were clearly described. McDaniel and Kolari’s
(1987) interpretation of findings were that in the banking environment “prospectors and
analyzers tend to view each of the four strategies more positively than do defenders™ (p.
27). McDaniel and Kolari’s conclusion was that strategic typology is a useful tool for
organizations to understand the type of strategies in the area of marketing strategy. The
strength of the study was a well organized literature review. There were no limitations to
the study or implications for future research presented in this article.

Slater and Olson (2000) studied strategy types (cost leadership and differentiation)
and performance. Slater and Olson used a non-experimental, causal comparative,
quantitative design of 1,000 companies. Slater and Olson’s literature review was

thorough and current, and compared and contrasted the theories of Miles and Snow’s
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strategic typologies and Porter’s generic competitive strategies. Empirical studies of the
relationships between sales force management and performance for each strategic
typology was examined.

A non-probability sampling plan resulted in the self-selected, data producing
sample of 278, a response rate of 28%. The strategy type and performance questionnaire
was used to measure performance, two strategy types, selling strategy, internalization of
selling activities, compensation, and market turbulence. Data collection procedures were
clearly described. Slater and Olson found that different strategic typologies influence
sales force management. This finding led to the conclusion that business strategy
contributes to marketing. The strength of the study is the matching of marketing practice
to business strategy. This study did not identify any limitations or provide
recommendations for future research.

Business Strategy and the Internet

‘Managers need to use the Internet to support their business strategy (Porter, 2001).
A firm cannot be successful without strategic support of certain technology capabilities
(Lynch, 1998), such as Internet business capabilities (Tallon & Kraemer, 2005). Firms
can use Internet technology to enhance a core competency, business strategy and
competitive advantage (Evém & Smith, 2004). Internet business can offer firms a
considerable advantage over their competitors (Teng, 2000).

Thomas (2005) stated that the best business strategies use Internet technology to
overcome the traditional aspect of the business. For example, information technology
affects business strategy in three areas: 1) internal strategy, 2) competitive strategy, and 3)

business portfolio strategy (Bakos & Treacy, 1986). Internet companies need to create
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greater economic value, not imitate rivals (Porter, 2001). Value adding and cost-reducing
are two elements of an Internet strategy approach that improves customer stratification
(Duan, 2000). The Internet facilitates cost and price advantages that help companies
operate efficiently; that is, to do better than a competitor does, and to achieve strategic
positions that “deliver a unique type of value” to its customers (Porter, 2001, p. 70).

In the last 40 years, McCarthy’s 4Ps classification (product, price, place,
promotion) has been adapted by most marketers, and only McCarthy’s classification has
survived the many classification systems that have been proposed over the years
(MacElroy, 2002). MacElroy asserts that the 4Ps classification can be enhanced in the
new economy. The 4Ps is socially significant issues regarding strategy in the marketing
practice. Thus, it is a comprehensive guide to the new economy. MacElroy (2002)
concluded that the Internet promises a reduction in time spent on marketing and offers a
useful means of conducting marketing research and implementation, policy
implementation, and product development research, pricing, and promotion.

Wilson (2002) elaborated upon McCarthy’s 4Ps marketing mix classification for
achieving a competitive advantage. This model has been adapted to Internet marketing
(Wilson, 2002). Specifically, Wilson asserts that Internet product strategy enables
customers to get the information easily on a company’s products and services. With an
Internet price strategy, customers can compare prices between different products or
services across suppliers. With respect to Internet promotion strategies, companies can
offer promotions through their Websites. Finally, the Internet can be a distribution
channel for a company’s supply chain (Wilson, 2002). Wilson (2002) concludes that

companies need to integrate the 4Ps into the Internet economy to create profitability.
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Allen and Fjermestad (2001) analyzed Nabisco Corporation, which used an
Internet strategy framework to integrate its corporate strategy of total brand value into the
grocery industry. Company managers integrated the traditional 4Ps classification into an
online strategic framework. Allen and Fjermestad (2001) stated that online grocers will
be a great retail force in the industry. Their conclusion was that Nabisco should continue
its online marketing strategy.

Fernandez and Nieto (2005) studied the Internet to establish it as a useful tool for
supporting business strategies. The researchers used a non-experimental, causal
comparative, quantitative design study of 176 companies. Fernandez and Nieto’s (2005)
literature review was thorough and current in comparing and contrasting theories about
Internet usage and different strategies, organization changes, inter-organizational
relationships and the value chain reconfiguration. Empirical studies of positive
relationships between product differentiation and the use of the Internet were examined
and resulted in Fernandez and Nieto’s study that tested the proposition of Porter’s (2001)
value chain.

A non-probability sampling plan of 176 companies resulted in a self-selected,
data-producing sample of 88 companies for the treatment sample and 88 for the matched
control sample from the survey of business strategies (SBS). A firm panel data bank was
extracted from the Spanish Ministry of Science and Technology. SBS offered valuable
information about companies’ characteristics. The study was used to measure four
independent variables: differentiation strategy, organizational changes, value chain
reconfiguration, and inter-organizational relationships. Using t-tests to analyze the results,

findings supported the hypotheses. Fernandez and Nieto’s (2005) conclusions were that
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the Internet modified a firm’s boundaries, significantly reducing transactions costs, and
presenting opportunities for differentiation strategy. The strength of this study was its
sampling design. There were no limitations reported. The researchers recommended that
future studies improve the amount and quality of the information available.

Apigian (2003) conducted a different study of Internet strategies, using a non-
experimental, causal comparative, quantitative design of 257 IT professionals, with a
response rate of 4.8%. Apigian’s literature review was thorough and current in comparing
and contrasting the theories of Internet strategy. Empirical studies of Internet use in
business suggested that the Internet can enhance a company’s strategic position and
competitive advantage. Apigian’s study tested the proposition of Porter’s (1980)
competitive strategy theory.

The initial corrected item-total correlation (CITC) and Cronbach’s alpha were
used to assess each item and each dimension and construct. An ANOVA test was used to
compare means, and a Spearman’s Rho correlation coefficient was calculated. The
Kaiser-Meyer-Olkin (KMO) was used to perform statistical analysis. Reliability estimates
for all alpha scores were above 0.98 and KMO values were above 0.86 for internal
consistency, and construct and criterion-related validity were established. Data collection
procedures were clearly described. Apigian’s interpretation found a significant
relationship between an integrated Internet strategy and performance.

Apigian (2003) concluded that the best business practice was for a company to
first determine its business strategy and then develop an Internet strategy that increased
revenues, reduced time and costs, and enhanced business relationships. The strengths of

this study were its hypotheses testing of propositions in competitive strategy theory and
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the reliability and the validity of Kaiser-Meyer-Olkin (KMO) measures of variables,
resulting in a high level of data quality, data analysis, and clearly defined procedures
allowing replication. Apigian (2003) stated that future researchers should study the use of
the Internet for data collection.

Auger, Barnir and Gallaugher (2003) studied firms that use the Internet to support
their strategy. The researchers used a non-experimental, causal comparative, quantitative
design of firms from the magazine publishing industry. The Auger et al. (2003) literature
review was thorough and current and compared and contrasted theories about strategic
orientation, competition, and Internet based electronic commerce (IBEC). The purpose of
this study was to investigate the relationships between strategic orientation and IBEC,
and the use of the electronic commerce to assist firms in creating a competitive advantage.
This research resulted in their study testing the proposition of IBEC to provide firms with
innovative tools to establish their market positions.

A non-probability sampling plan resulted in the self-selected data-producing
sample of 980 magazine publishers, with a response rate of 15.3%. The companies’
Internet-based business activities (IBEC) were used to measure business activities,
services, sources of revenues, and use of the Internet (IBEC) including seven control
variables that were examined in the research. These variables are the questionnaire,
nature of the business, geographical coverage, the circulation of the magazine, the
number of periodicals published by the magazine, frequency of publication, and
magazine type (Auger et al., 2003).

Reliability estimates were (.87 for internal consistency, and construct and

criterion-related validity were established. Data collection procedures were clearly
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described, except there were no reports of an IRB. The study found a positive relationship
between technology policy and Internet-based electronic commerce.

Auger et al.’s (2003) interpretation was that an entrepreneurial orientation (EQ)
and technology policy (TP) had a highly positive relationship to the use of IBEC. This
research led to the conclusion that IBEC can create new opportunities and implications
for practice with respect to market selection, market scanning, and market entry timing.
Strengths of the study reported by Auger et al. (2003) were in hypothesis testing of
propositions concerning the relationship between IBEC and strategic success under
different industry conditions, a high level of data quality, data analysis, and clearly
defined procedures allowing replication. A limitation reported by Auger et al. (2003) was
the newness of electronic commerce as a research area. The researchers suggested that
future studies investigate the relationship between IBEC and strategy and study the
factors enhancing IBEC’s effectiveness.

Competitive Advantage

A company’s sustainable competitive advantage is a key for its long term success
and improves the company’s performance (Porter, 1985). Competitive advantage
improves firm performance (Evans & Smith, 2004). A company that introduces new
abilities and innovations before its competitors has a competitive advantage in the
marketplace, at least until its competitors acquire the same abilities (Porter, 1985).

Porter (1985) indicated that competitive sustainability was certain when the
challenger was going to close the market share gap before the leader could respond. The
sustainable competitive advantage was achieved by the firm’s capabilities to make

defensible niches (Veliyath & Fitzgerald, 2000). Strategic positioning companies select
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and implement strategies that can ensure a sustainable competitive advantage
(Schermerhorn, Cattaneo & Templer, 1995).

Of the businesses that use the Internet routinely, many gain traditional
competitive advantages (Porter, 2001). The use of Internet business can create economic
value and determine a company’s sustainable competitive advantage (Porter, 2001).
Slater and Olson (2001) indicated that business strategy is concerned with achieving
competitive advantage. Bartlett and Ghodhsl (2002) stated that strategy is a resource that
allows a firm to build competitive advantage.

Porter (2001) asserted that businesses need to develop strategies using the Internet
to obtain a sustainable competitive advantage. Porter (1998) indicated that business
strategies using the Internet become the source of sustainable competitive advantage.
Evan and Smith (2004) indicated that organizations that adopted an Internet-based
competitive strategy proved the Internet to be innovative in sustainable ways.

Porter (2001) introduced a business strategy that used the Internet to enhance a
company’s ability to create competitive advantage. Porter stated that the Internet provides
a better opportunity to establish strategic positioning for companies that makes strategy
more essential than ever. This conceptualization identifies the Internet as a powerful tool
to influence industry structure and enhance a company’s sustainable competitive
advantage. Porter’s theory explained that industry structure and sustainable competitive
advantage can be used to create economic value.

Porter (1985, 2001) indicated that the most important factor for strategy planning
is how industry trends affect industry structure. Porter (1985, 2001) claimed that an

industry consists of five competitive forces and a value chain. Porter introduced his
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theory of five competitive forces, based on his qualitative, phenomenological studies on
industry environment. This concept identified five constructs and competitive forces
including “the entry of new competitors”, “the threat of substitutes”, “the bargaining
power of buyers”, “the bargaining power of suppliers”, and “the rivalry among the
existing competitors” (Porter, 2001, p. 67), see Figure 2-3. Over the years, the five forces

model has been adapted to integrate technology into business strategy (Ghemawat, 2002).

New Entrants

Barriers to Entry

Industry

. Competitors
Suppliers ] Buyers
o Rivalry among o
Bargaining Power |—» - «—| Bargaining Power of
Existing

of Suppliers Channels or Users

Competitors

Substitutes
Threat of Substitute

Products or

Services

Figure 2-3. The five competitive forces model.
Note. From “How competitive forces shape strategy,” by M. E. Porter, 1979, Harvard Business Review,

57(2), p. 141. Copyright 1979 by Harvard Business Review. Used with permission of the author.
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Porter (2001) proposed that five forces determined competitive advantage. The
theory has been adapted to new (high technology) and old (traditional) organizational
situations and populations. Porter (1985) stated that business strategy is embodied in the
five competitive forces. Determining the five competitive forces in an industry may
contribute to a company’s success (Porter, 2001). Porter’s five forces approach to
understanding an industry environment has been supported by empirical research
(Ghemawat, 2002; Karagiannopoulos, Georgopoulas & Nikolopoulos, 2005).

Value chain was used to identify competitive advantage by companies (Evans and
Smith, 2004). The value chain is a framework for analyzing the effect of a company’s
“costs and the value delivered to buyers” (Porter, 2001, p. 74) and for understanding the
influence of the Internet (Porter, 2001). Porter (2001) stated that the Internet is the “latest
stage in the ongoing evolution of information technology” (p. 74) and will ultimately
affect the value chain.

Use of the value chain framework’s five stages are a) firm infrastructure; b)
human resource management; ¢) technology development; d) procurement; and e)
primary activities - inbound logistics, operations, outbound logistics, marketing and sales,
and after sales service (Porter, 2001), see Figure 2-4. The value chain with the three
generic strategies of a) low cost, b) differentiation, and c¢) focus (Porter, 1985) can create

a sustainable competitive advantage.
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Firm Infrastructure

Human Resource Management

Technology Development

Procurement
Inbound Operations Outbound Marketing After Sales
Logistics Logistics and Sales Service

Figure 2-4. Prominent application of the Internet in the value chain.

Note. From “Strategy and the Internet,” by M.E. Porter, 2001, Harvard Business Review, 79(3), p. 75.

Copyright 2003 by Harvard Business School Publishing. Used with permission of the author.

According to Porter (2001), there were five stages in the evolution of information
technology. The first stage was the earliest Internet Technology systems automate
transactions such as order entry and counting (Porter, 2001). The second stage involved
functional achievement of individual activities such as sales force operations, human
resource management, and product design (Porter, 2001). The third stage involved the
implementation of cross-activity, such as joint sales activities with other processing
(Porter, 2001). The fourth stage was the implementation of the value chain and entire
value system in an entire industry, including those of tiers of channels, suppliers, and

customers (Porter, 2001). The fifth stage, information technology, connected these

activities in the value system and in real time (Porter, 2001).
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Table 2-1

Porter’s Business Theories

Porter’s Theories Year
Value Chain 1985, 2001
Generic Competitive Strategies 1980
Five Forces 1980
Competitive Advantages 1985

Shin’s (2001) theoretical study identified Porter’s five competitive forces” model
and the marketing mix 4Ps classification scheme as having a significant impact on
Internet marketing. The study used Porter’s five competitive forces classification scheme
and the 4Ps model to identify companies’ Internet business and strategies that contribute
to their increasing profitability and competitive advantage.

Shin’s (2001) research posed two questions: 1) what impact does the Internet have
on Porter’s five competitive forces model and the marketing mix 4Ps classification
scheme? and 2) what strategies can be derived from the 4Ps marketing mix that will
affect the five competitive forces and thereby bring a competitive advantage to e-
businesses? The study argued that companies require unique strategies to gain
competitive advantage. Shin (2001) concluded that Internet strategies increased
companies’ profits and customer purchasing power while lowering customers’ search
costs and potential competitor’s entry barriers. Thus, the five forces model combined
with the 4Ps classification scheme brings competitive advantage to the market (Shin,
2001).

Riquelme (2002) conducted a study on firms’ competitive advantage in small and

medium size Chinese enterprises. The researcher used a non-experimental, causal
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comparative, quantitative design to study 378 Chinese SME companies. Riquelme’s
literature review was thorough and current in comparing and contrasting theories about
significant and different benefits between large and small companies. Empirical study of
firms’ building information technology to contribute to business was examined, leading
to the gap and conflict in the literature about the competitiveness of SMEs in this market.

A non-probability sampling plan resulted in the self-selected, data-producing
sample of 378 companies that were identified, but only 248 completed the questionnaire,
a response rate of 66%. The ¢-test was used to measure an Internet connection to increase
the customer base and gain competitive advantage. Data collection procedures were
clearly described. Findings supported the hypotheses indicating the different benefits
between large and small companies with business strategies and the Internet connection
can be a critical source of competitive advantage. Riquelme (2003) stated that the Internet
brought many benefits including increased sales and cost savings. This finding led to the
conclusion that the Internet itself has no role in gaining competitive advantage; the
Internet should be aligned with existing business strategies to achieve competitive
advantage and differing practices in the SMEs. Strengths of the study were clear analysis
and a discussion of the results and how they related to each other. Weaknesses of the
study were not mentioned.

Performance

Performance is an outcome of business processes in an organization and indicates
company success (Zhang & McCullough, 2005). A firm’s performance is an important
component for strategic business management, and it is of interest to both managers and

scholars (Dess & Robinson, 1984; Yamin, Gunasekaran & Mavondo, 1999). The linkage
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between Internet business and performance or business strategy and performance was
studied by Jouirou and Kalika (2004), Teo and Pian (2003), Zhu and Kraemer (2005),
and others.

Strategy and Performance

An appropriate and well-planned strategy should lead to a firm’s success (Chan,
1992; Lynch, 1998). A number of researchers (for example, Dess & Davis, 1984;
Homburg, Hoyer & Fassnacht, 2002; Lenz, 1980; Miller, 1987; Segev, 1987; Sharma,
2004; White, 1986; Willis, 2001) have conducted studies on the relationship of strategy
and performance. Croteau and Bergeron (2001) indicated that the dimensions of business
strategy are positively associated with successful performance. Strategy and distinctive
competence are highly related to organizational performance, and researchers have found
a positive relationship between them (Robinson & Pearce, 1988; Snow & Hrebiniak,
1980).

Homburg, Hoyer and Fassnacht (2002) reported that the higher the service
orientation of the business strategy, the better the performance of the company in the
market. Beard and Dess’s (1981) study found that a firm’s profitability was significantly
affected by corporate- or business-level strategy. Venkatraman’s (1989) conceptual
model identified strategic orientation of business enterprises (STROE) or business
strategies that directly impact sales growth and profitability. Doty’s (1990) conceptual
model found that business strategies impact performance. The study concluded with the
dimensions used to determine constructs for strategies based on strategic clarity, futurity,
product/market development, and focus on efficiency, scope, and environmental scanning.

Different business strategies required “different configurations of organization

41



practices to achieve optimal performance” (Slater & Olson, 2000, p. 813). Narver and
Slater (1990) reported a valid measure of strategic business unit (SBU) that first analyzed
its effects on profitability and then found a positive effect of the type of strategy on
profitability. Miles and Snow’s (1978) strategic typology has been used to evaluate the
impact of business strategies on performance (Croteau & Bergeron, 2001). Conant,
Mokwa and Varadarajan (1990) used Miles and Snow’s (1978) strategic typology to
analyze the relationship between strategic type and firm performance, and found that all
of the strategies are equally effective in terms of profitability.

Parnell and Carraher (2001) stated that a firm applying Porter’s strategy
framework “can maximize performance”, either by endeavoring “to be the- low cost
producer” or “by differentiating its line of products or services” (p. 3). Miller and Friesen
(1986) examined Porter’s generic strategies and performance to determine whether
differentiation, cost leadership, and force type are displayed in a firm’s growth and the
return on investment. Homburg et al. (1999) stated a firm with a differentiation strategy
increased its performance more positively than did a company with a low cost strategy in
a dynamic market.

Lynch (1998) conducted a study on the role of capabilities in strategy and firm
performance. He used a non-experimental, causal comparative, quantitative design with a
sample population of 480. Lynch’s literature review was thorough, comparing and
contrasting current theories about the generic relationship among capabilities, business
strategies and firm performance.

A non-probability sampling plan of firms’ top executives resulted in a self-

selected, data producing sample of 480 with a response rate of 18%. The capabilities and
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strategy questionnaire was used to measure the performance capabilities, corporate
strategy, logistics strategy, strategic types, business competencies, and corporate
performance. Reliability estimates were from .83 to .95, using Cronbach’s alpha for
internal consistency, and construct and criterion related validity were established. Data
collection procedures were clearly described. Lynch’s (1998) interpretation of the
findings was that the link between cost leadership strategy and firm performance was not
significant, but the differentiation strategy had a significant link to performance. This
research concluded that a firm’s capabilities with an appropriate business strategy created
superior firm performance and had implications for practice in business. Strengths of the
study were a clear descr.iption of the research questions and a clear analysis of data.
Limitations reported by Lynch were that only the retail grocery industry was studied and
the respondents were at either the CEO/President or Vice President levels. He proposed
an examination of strategies and performance relationships of other industries as an area
for future study.

Zott and Amit (2004) explored the use of business strategies and business models
that enhanced firm performance. The researchers used a non-experimental, causal
comparative, quantitative design of Internet-related firms that had public stock offerings
in Europe or the U.S. between 1996 and 2000. Zott and Amit’s (2004) literature review
was thorough and current and compared and contrasted theories about “the contingent
effects of product market strategy and business model design on firm performance” (p. 2).
They reviewed empirical studies of companies’ product market strategies and the design
of the firms’ business models’ to determine the effect on firm performance. The study

tested the proposition of product market strategies - the strategy of differentiation, the
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strategy of cost leadership, and the effect on performance of the timing of market entry
(Zott & Amit, 2004).

A non-probability sampling plan resulted in the self-selected, data-producing
random sample of 170 from a total population of 300 firms, with a response rate of 20%.
Reliability estimates were a Cronbach’s alpha (@) of 0.92 and a Pearson correlation
coefficient () of 0.91 for internal consistency.‘ Construct and criterion-related validity
were established. Data collection procedures were clearly described, and the study was
approved by the INSEAD-Wharton Alliance Center.

Using regression anélysis, the researchers’ findings supported the hypothesis. Zott
and Amit’s (2004) interpretation of these findings was that a business model using either
differentiation or cost leadership strategies enhances firm performance. These findings
led to the conclusion that product market strategy and business model design are
important in affecting firm performance. Primary strengths of the study reported by Zott
and Amit (2004) were its contributions toward product marketing strategy and the
structure of the business model to enhance a firm’s competitive advantage. Additional
strengths of this study were in the hypothesis testing of propositions in business strategy
theory, and the high reliability and validity measures of variables, the data analysis, and
clearly defined procedures allowing replication. Zott and Amit (2004) suggested further
investigation of the competition among various business models for a single industry.
Internet Adoption and Performance

A number of studies (for example, Croteau & Bergeron, 2001; Tallon & Kraemer,
2005; Wu, Mahajan, & Balasubramanian, 2003; Santhanam & Hartono, 2003; Zhu &

Kramer, 2002) examined the effects of Internet adoption or IT related technology
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adoption on organizational performance. Wu, Mahajan, and Balasubramanian (2003)
indicated that e-business positively affects performance outcome. Zhu and Kramer’s
(2002) empirical analysis on Internet-enhanced organizations found a significant
relationship between EC capability and performance. Some researchers found a positive
relationship between information technology and firm performance (Zhang &
McCullough, 2005; Zhu & Kramer, 2002). The successful use of IT enables competitive
advantage and increases profitability and efficiency (Chen & Zhu, 2004; Croteau &
Raymond, 2004; Dehning & Stratopoulos, 2002; Lim, 2006; Melville, Kraemer &
Gurbaxzni, 2004; Raghunathan, Raghunathan & Tu, 1999; Schwager, Byrd & Turner,
2000; Tallon & Kraemer, 2005). |

The level of Internet adoption positively impacts firms’ competitive advantage
and performance (Teo & Pian, 2003). Higher levels of Internet business adoption and the
capabilities of firms (for example, e-commerce) will enhance firm performance (Zhu &
Kraemer, 2005). Zhu and Kraemer (2005) indicated traditional companies’ need to adopt
e-commerce capabilities to enhance organizational performance.

Zhu and Kramer (2002) conducted a study to assess the value of e-commerce on
firm performance. They used a non-experimental, causal comparative, quantitative design
of 260 companies from the Fortune 1000 list, and obtained a response rate of 26%. Zhu
and Kramer’s literature review was thorough in comparing and contrasting theories about
dynamic capabilities and resource-based theory for firms. Zhu and Kraemer stated that
the level of integration was greater in technology companies than in traditional
companies. Empirical studies on the value of the Internet and e-commerce capabilities

were examined, leading to a major gap and conflict in the literature about e-commerce
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capabilities combined with IT infrastructure contributing to firm performance.

A non-probability sampling plan resulted in the self-selected, data sample of 260,
with a response rate of 26%. Confirmatory factor analysis was used to measure
independent variables - IT infrastructure metrics and e-commerce capabilities - with four
levels of capabilities: 1) information, 2) transaction, 3) interaction and customization, and
4) supplier connection. Control variables were firm size and industry concentration; the
dependent variable was firm performance metrics. Reliability estimates were 0.65-0.93
for internal consistency, and construct and criterion related validity were established.
Data collection procedures were clearly described. Using regression and correlation
analysis the findings supported the hypotheses of a significant relationship between EC
capability and firm performance. Zhu and Kramer (2002) found that high EC capabilities
and IT infrastructure led to differential performance, and there was a significant
relationship between EC capabilities and firm performance. This study concluded that
traditional companies needed to improve their EC capabilities and IT infrastructure in
order to create more value for the firm. The strengths of this study were in its hypotheses
testing of propositions for resource-based theory for net-enhanced organizations, the
reliability and the validity of factor analysis measures of variables, the high level of data
quality, data analysis, and the clearly defined procedures allowing future replication.
Limitations and recommendations for future study were not reported in the study.

Tallon and Kraemer (2005) studied the effect of Internet Technology capabilities
on firm performance. They used a non-experimental, causal comparative, quantitative
design of IT executives from 1,600 small and medium-sized U.S. firms. Tallon and

Kraemer’s literature review compared and contrasted theories on how IT capabilities

46



enhanced a firm’s business activities and performance.

A non-probability sampling plan resulted in the self-selected, data producing
sample of 241 firms, with a response rate of 15%. A survey instrument was used to
measure business strategies, IT capabilities and firm performance. The reliability
estimates of Cronbach’s alpha for each construct was above 0.7 for internal consistency,
and construct and criterion related validity were established. Data collection procedures
were clearly described. Tallon and Kraemer’s interpretation was that [T strongly related
to strategic alignment, and strategic alignment strongly relates to firm performance. The
conclusions were a positive relationship between IT capabilities and firm performance
and implications for practice in the IT field. Strengths of the study are its contributions to
the aspects of IT and the resource-based view (RBV) of the firm. The limitation reported
by Tallon and Kraemer was the focus on small and medium-size firms. A future study
area suggested was the investigation in information systems conceptual work.

Wu, Mahajan, and Balasubramanian (2003) studied the impact of e-business
adoption on business performance. They used a non-experimental, causal comparative,
quantitative design of 1,021 U.S. technology firms. Their literature review was thorough
in comparing and contrasting e-business adoption theories.

A non-probability sampling plan resulted in a self-selected, data producing
sample of 144 firms, a response rate of 13.1%. A survey instrument was used to measure
the antecedents of e-business adoption, the intensity of e-business adoption, and
performance outcomes. Reliability estimates for each construct’s Cronbach’s alpha was
over (.7 for internal consistency, and construct and criterion related validity were

established. Data collection procedures were clearly described. Using regression analysis,
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the findings positively supported all hypotheses of e-business impact on performance.
Wu, Mahajan, and Balasubramanian’s interpretation of these findings is that a firm’s e-
business adoption positively affects performance outcomes. The conclusion was a firm’s
e-business adoption leads to improved performance. The strengths of this study were in
the hypotheses testing of propositions in the e-business adoption model, the reliability
and validity of factor analysis measures of intensity of e-business adoption and
performance, a high level of data quality, and data analysis, and clearly defined
procedures allowing replication. A limitation reported by Wu, Mahajan, and
Balasubramanian (2003) was that most of the sampled SBUs had fewer than 1,000
employees. An area of was that researchers future study area is considered total assets in
the context of e-business.
Internet, Strategy and Performance

Although most firms had less experience using Internet business to support a
strategy in the 1990s and the strategic building of an Internet business model was not as
widely implemented as had been anticipated, Internet business influence on company
performance was significant (Lai & Wong, 2005). Lai and Wong (2005) suggested that
the business strategic type (for example, Porter’s generic strategy) has a significant effect
on company performance. Competitive strategy also has a significant impact on the
correlation between business performance and information technology adoption (Jahangir,
Yash & Somers, 1996). Information technology’s alignment with strategy can improve
financial performance (Tallon & Kraemer, 2005). Jouirou and Kalika (2004) found that
performance of an SME improved if information technology strategy was aligned with

corporate strategy. Internet business strategy had not been widely implemented by the
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companies, but it had a significant influence on performance (Lai & Wong, 2005).
Kamssu, Reithel and Ziegelmayer (2003) indicated that choosing the Internet to
implement business strategy had a significant effect on a firm’s financial performance.
An e-marketing strategy may impact performance at the firm level and the type of
strategy (for example, Porter’s competitive strategies) chosen by companies may lead to
excellent performance (Lages & Portugal, 2004).

Saini and Johnson (2002) used the Miles and Snow (1978) typology to examine
its effect on the performance of an Internet-enabled firm at two levels - the firm’s web
site performance and its e-commerce performance. Firm e-commerce performance was
dependent on profitability, growth, and sales of its Internet adoption (Saini & Johnson,
2002).

Lages, Lages, and Rita (2004) introduced their concept of a strategy framework
within the web context based on their qualitative, phenomenological studies of E-market
strategy on performance. This theory identifies five factors: “a) internal forces, b)
external forces, c) past web performance, d) current web and firm performance, and e) e-
marketing strategy” (Lages, Lages, & Rita, 2004, p. 2) that were defined as the 4Ws
“Web-Design, Web-Promotion, Web-Price, and Web-CRM” (customer relationship
management) (Lages, Lages, & Rita, 2004, p. 2). The propositions of this model
depended on the nature of internal and external factors and the relationship between
performance levels in past and current years. Lages, Lages, and Rita (2004) claimed that
the Internet was an important channel for companies to distribute products and services
and provided great opportunities for market testing and optimization.

This model addressed essential issues of business strategy within the e-marketing
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strategy and is a well-developed guide to e-marketing strategy. The model strikes a good
balance between simplicity and complexity, contributing to its usefulness. The model has
been adapted to e-marketing situations and manager populations (Lages, Lages, & Rita,
2004). This is the predominant concept used to examine how impact of e-marketing
strategy on performance with well developed propositions (Lages, Lages, & Rita, 2004).
The conclusion of this study was that the relationships between Performance to E-
marketing effects and E-marketing to Performance effects should be considered. Lages,
Lages, and Rita (2004) recommended that contingent forces effect on performance by e-
market strategies become an area of future study.

Jouirou and Kalika (2004) studied the concept of the Strategic Alignment Model
(SAM), which asserts that alignment of IT with business strategy and organizational
structure enhanced performance of small and medium enterprises (SMEs). Such
alignment improves production, reduces cost, strengthens the ability to innovate, and
ensures customer satisfaction. The authors used a non-experimental, causal comparative,
quantitative design of 381 SMEs. Jouirou and Kalika’s literature review was thorough,
current and compared and contrasted theories on business strategy and IT strategy.

A non-probability sampling plan resulted in the self-selected, data-producing
sample of 381 SMEs. Respondent SMEs had between 50 and 500 employees. A 5 point
scale Likert scale was used to measure corporate strategy, IT strategy, organizational
structure and organizational performance. Descriptive analysis was obtained using SPSS
software and AMOS 4.0 structural equation modeling software. Data collection
procedures were clearly described, except that there were no reports of IRB approval.

Using chi-square to analyze the data, Findings supported the researchers’
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hypothesis that IT was aligned with a firm’s corporate strategy, organizational structure,
and performance improvements. Jouirou and Kalika’s (2004) interpretation of these
findings were that IT strategy alignment with organizational structure improved firms’
performance in the areas of production, cost reduction, innovation, and customer
satisfaction. This led to the conclusion that SMEs perform best when IT strategy is
aligned with business strategy and organizational structure. The strengths of this study
were in hypotheses testing of propositions in strategic alignment theory, the reliability
and validity of alignment and structure performance measures of variables, a high level of
data quality and data analysis, and clearly defined procedures allowing for replication.
The authors recommended future study: focus research on SMEs in only one sector.

Croteau and Bergeron (2001) studied business strategy, using Miles and Snow’s
Strategies Typology, information system and performance. They used a non-experimental,
causal comparative, quantitative design of 1,949 Canadian firms listed in Dun and
Bradstreet’s. The authors’ literature review was thorough and current, and compared and
contrasted theories about the alignment of strategic information systems with business
strategy that contributed directly to a firm’s performance.

A non-probability sampling plan resulted in the self-selected data producing
sample of 253 with a response rate of 11.4%. A 7 points Likert-type scale questionnaire
was used to measure technological deployment, strategic activities, and organizational
performance. Data collection procedures were clearly described. Cx.‘oteau and Bergeron’s
interpretation of the findings was that information technology involved in prospector and

defender strategic activities had no effect on organizational performance. This finding led

to the conclusions that technological deployment did not directly enhance performance,
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but prospector and analyzer strategic activities could enhance performance. Strengths of
the study reported by Croteau and Bergeron (2001) included a well designed framework
and clear results analysis. Limitations reported by Croteau and Bergeron were using the
Miles and Snow’s (1978) instrument and a closed-end questionnaire design.
Financial Performance Measurement

There is no universal recognition of how to measure performance (Yamin,
Gunasekaran & Mavondo, 1999). This lack of consensus on the definition of performance
makes for difficulties in measuring performance (Zhang & McCullough, 2005). Different
researchers or stakeholders (employer, employee, customer, or shareholders)
conceptualize performance in different ways and these results in a variety of
measurements (Chan, Huff, Barclay & Copeland, 1997; Zhang & McCullough, 2005).

The conceptualization of performance measurement, according to Homburg,
Hoyer and Fassnacht’s (2002) research indicated that performance measurement is
different for a non-financial company and a financial company. Homburg, Hoyer and
Fassnacht (2002) stated that they differentiate as:

Non-financial company performance is related to the effectiveness of an

organization’s marketing activities and includes variables, such as customer

satisfaction, customer loyalty, customer benefit, and market share. Financial

company performance essentially is related to profitability measures, including

return on sales, return on investment, and return on assets. (p. 89)

Dess and Robinson (1984) stated that objective and subjective measurements are
the two ways to measure performance. The objective measurement is based on financial

data or results, and the subjective is based on organizational effectiveness (not the
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financial data) (Snow & Hrebiniak, 1980; Yamin, Gunasekaran & Mavondo, 1999).
Evaluation of performance is related to a firm’s results as compared to expectations or
goals (Jouirou & Kalika, 2004; Zhang & McCullough, 2005).

Tallon and Kraemer (2005) developed an objective way to evaluate organizational
performance in their study to include the return on sales (ROS) or profit margin, the
return on assets (ROA), and the relationship of operating income to assets (OI/A).
Jouirou and Kalika (2004) developed a subjective way to evaluate organizational
performance in their study: improved production, the ability to innovate, cost reduction,
and customer satisfaction. Croteau and Bergeron (2001) conducted both objective and
subjective measurement studies.

Sales volume, profitability and market share, and perceived satisfaction are
involved to establish and measure performance (Chan, Huff, Barclay & Copeland, 1997).
Sabherwal and Chan (2001) indicated eight items to measure performance that include:
“1) reputation among major customer segments, 2) frequency of new product or service
introduction, 3) return on investment, 4) net profits, 5) technological developments and
/or other innovations in the business operations, 6) product or service segments, 7)
market share gains, and 8) revenue growth,” (p. 19).

Obilade (2002) stated that according to the current literature, measuring firm
performance could be done by focusing on financial performance in the e-business
environment. Financial performance measures the economic success of a company
(Freeman, 2004). Various literature studies conducted financial performance
measurements reflected by ratios, such as return on assets (ROA), return on investment

(ROI), return on equity (ROE), and market share (Paulette, & Rajan, 1987; Yamin,
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Gunasekaran & Mavondo, 1999).

Financial performance may also be an objective measurement technique that uses
ratios. The objective technique measures various ratios, including leverage ratios,
liquidity ratios, turnover ratios, valuation ratios and profitability ratios (Ross, Westerfield
& Bradford, 2003). Liquidity ratios measure the ability of business firms to meet their
near-term obligations (Ross, Westerfield & Bradford, 2003). One such liquidity ratio is
leverage ratios that measure the ability of business firms to cover long-term debt
obligations, including leverage multipliers (Ross, Westerfield & Bradford, 2003).
Another such ratio is turnover ratios that measure the activity level of a firm in relation to
the amount of resources used, for instance asset turnover (Ross, Westerfield & Bradford,
2003). Profitability ratios measure the profit of a firm in relation to the amount of
resources used, such as profit margin, return on investment (ROI), return on equity (ROE)
and return on assets (ROA) (Ross, Westerfield & Bradford, 2003). Finally, valuation
ratios measure the market price of a firm in relation to assets or earnings (Ross,
Westerfield & Bradford, 2003).

Companies commonly and widely accept “return on investment” as a method of
business success measurement (Dess & Robinson, 1984). Lai and Wong (2005) indicated
that “the web site online financial reports of all Growth Enterprise Market (GEM)
companies in 2001 were evaluated for three financial performance indicators: Profit
margin (PM), return on assets (ROA), and return on equity (ROE)” (p. 82). Higher
performance (for example, marketing, operation) reflects higher profitability of the firm
(Homburg, Hoyer & Fassnacht, 2002).

The DuPont financial analysis model is a powerful financial tool to analyze a
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firm’s profitability and efficiency (Milbourn & Haight, 2005). It uses a ratio analysis to
evaluate a company’s financial position, such as a firm’s profitability and return on
equity (Scott, Martin, Petty & Keown, 1998). The DuPont analysis is a method that is
used to compare the relationship between the balance sheet and the income statement to
indicate firm performance, including financial profitability and return (Milbourn &
Haight, 2005). The DuPont financial analysis model was created by F. Donaldson Brown
in 1914 (Blumenthal, 1998). The DuPont company began using the model to analyze firm
financial performance in 1919 (Ellinger, 2005). The DuPont system is also referred to as
the DuPont model, the DuPont equation, or the DuPont formula (Brown, Fuller & Kirby,
1999).

The DuPont analysis provides information on a firm’s profitability, liquidity,
leverage status, and efficiency, and discloses how well a firm is operating as a result of
changes in one or more of these factors (Milbourn & Haight, 2005). The DuPont analysis
provides a firm the means to understand the relationship of the balance sheet, income
statement, and firm profitability and to illustrate how to use a firm’s balance sheet and
income statement and firm profitability to evaluate performance (Milbourn & Haight,
2005). In addition, the DuPont financial analysis model is useful for researchers, as well
" as mangers, to analyze firm profitability and firm efficiency (for example, Dehning &
Stratopoulos, 2002; Eisemanann, 1997; Soliman, 2003).

DuPont analysis is “an approach to evaluate firm’s profitability and return on
equity” (Scott et al. 1998, p. 109). The ratio is based on measuring a firm’s sales and total
assets (Feng, Chen & Liou, 2005). The ratio indicates profit margin, sales volume, and

leverage paths that can be used to gain or identify a return for a firm’s owners (Eisemann,
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1997). The DuPont analysis breaks down return on equity and then analyzes its
determinants. This analyzes the firm’s return on equity (ROE) and return on assets (ROA)
ratios (Scott et al., 1998) and begins by using return on assets (Milbourn & Haight, 2005)
and emphasizing the importance of return on equity (Eisemann, 1997). Brown, Fuller &
Kirby (1999) indicated that the DuPont system uses two distinct equations: 1) ROA = net
profit margin x asset turnover; and 2) ROE = return on assets x leverage multiplier.
Return on assets (ROA) focuses on the overall firm performance and measures this as net
income divided by total assets (Lim, 2006). When return on assets is higher, that reflects
a more profitable firm (Milbourn & Haight, 2005). Return on equity compares “the
profits generated by a company to the investment made by the company’s stockholders™
(Lim, 2006, p. 8).

Four component ratios are use for the DuPont system. These are 1) return on
assets, 2) net profit margin, 3) asset turnover, and 4) return on equity (Brown, Fuller and
Kirby, 1999). Net profit margin measures “the percentage of each sales dollar remaining
and available to the firm after all expenses (including taxes) have been deducted” (Brown,
Fuller & Kirby, 1999, p. 60). Asset turnover indicates “the efficiency with which the firm
uses all its assets” (Brown, Fuller & Kirby, 1999, p. 60). Return on assets assesses
“management’s effectiveness in producing profits with all the available assets™ (Brown,
Fuller & Kirby, 1999, p. 60). Return on equity reflects “the return earned on the owner’s
investment in the firm” (Brown, Fuller & Kirby, 1999, p. 60).

Soliman (2003) conducted a study on how to use the DuPont analysis to predict
future profitability and returns. He used a non-experimental, causal and comparative,

quantitative design, of the public data from the Center for Research in Security Prices
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(CRSP) and Compustat. Soliman’s literature review was thorough and compared and
contrasted the process of examining a firm’s financial ratios. This research resulted in
another Soliman (2003) study that tested the basic proposition of the DuPont analysis.

A non-probability sampling plan resulted in a self-selected, data producing
sample of 8,924 companies. Soliman used return-on-net-operating assets (RNOA) to
measure a firm’s profitability within an industry. The data collection procedures were
clearly described. Soliman’s interpretation of the findings was that financial statement
analysis is useful in predicting future returns and earnings. This result led to the
conclusions that the DuPont analysis provided a useful tool when conducted within an
industry. The study explored DuPont analysis as a useful tool for measuring profitability.
Soliman recommended that future study investigate how the financial market uses

industry information when pricing securities.
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Based on the literature review, several studies examined the relationship between
businesses strategy and performance (Parnell & Carraher, 2001; Zott & Amit, 2004), or
information technology (IT) and information system (IS) (Tallon & Kraemer, 2005; Wu,
Mahajan & Balasubramanian, 2003; Zhu & Kramer, 2002) and financial performance
(Croteau & Bergeron, 2001; Jouirou & Kalika, 2004). However, no study specifically
examined or investigated the effect of competitive strategy and Internet business adoption
on performance. A gap in the research stream is the effectiveness of business strategies
and Internet business adoption on performance.

Theoretical Framework

The theoretical framework is based on the literature that identifies the relationship
between competitive strategies and Internet business adoption within an organization and
how the use of competitive strategies and Internet business adoption affect financial
performance. In this study, the researcher analyzed and measured the effects of Internet
business adoption and competitive strategy on business financial performance.

According to Porter (2001), companies develop their strategies and Internet
business adoption as a strategy decision to create a competitive advantage to allow them
to perform more effectively, ensuring sustainability and financial profitability.

Theorists (for example, Miles & Snow, 1978; Porter, 1980) have introduced their
competitive strategy theories. Porter (1980, 1985) defined three generic strategies as cost
leadership, differentiation, and focus. Porter’s (1980) generic strategy theory is broadly
used in academic research and in organizational practices.

Rogers’ (1995) theory of the diffusion of innovations examines the role of the

adopter for diffusion of Internet business concept. The theory classifies five adopter
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categories based on their innovativeness, including “innovators”, “early adopters”, “early
majotity”, “late majority”, and “laggards” (Rogers, 1995, p. 281). Barney’s (1991)
resource-based theory assumption states that firm resources and capabilities are the main
drivers of performance. The resource-based view of a firm can also be used to explain
success upon adoption of Internet technology (Caldeira & Ward, 2003). Teo and Pain
(2003) provided a level of Internet adoption model identified five categories for success
when using the Internet. Those five categories are e-mail adoption level (level 0), Internet
presence level (level 1), prospecting level (level 2), business integration level (level 3),
and business transformation level (level 4). |

Various studies conducted performance measurements that reflected on efficiency
and profitability. The DuPont model is a powerful financial tool that uses a ratio analysis
to evaluate a company’s financial position including a firm’s profitability and efficiency
(Scott et al., 1998; Milbourn & Haight, 2005). DuPont model analysis is based on
financial ratios that include profit margin, asset turnover, return on assets, and return on
equity. These four financial ratios are measured using a standardized process.

A theoretical framework was developed based on a review grounded in Porter’s
generic competitive strategy, the level of Internet adoption model and the DuPont
financial analysis model. This framework proposed that the interaction of competitive
strategy and Internet business adoption had a positive effect on financial performance.
This theoretical framework is comprised of three components: 1) Internet business
adoption (Teo and Pain, 2003), 2) competitive strategy (Porter, 1980, 1985), and 3)
financial performance (DuPont analysis). Internet business adoption focused on three

levels of Internet adoption, namely, 1) prospecting, 2) business integration and 3)
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business transformation (Teo and Pain, 2003), as shown in Figure 2-5. Business strategy
focused on two primary types of competitive strategies, namely, cost leadership and
differentiation. Financial performance (DuPont analysis) focused on four financial ratios
that include profit margin (MP), asset turnover (ATO), return on assets (ROA), and return

on equity (ROE).
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Internet Business Adoption
(Teo & Pian)

Levels of Internet Adoption:

® Prospecting

@ Business integration

® Business transformation

Business Strategies

(Porter)

Types:

® Cost Leadership
® Differentiation

Figure 2-5. Theoretical framework.
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Financial Performance
(DuPont)

Financial Ratios:

® Profit margin

®  Asset turnover

® Return on assets

® Return on equity




Research Question
1. What are the types of strategies (cost leadership or differentiation) and levels of
Internet business adoption (prospecting, business integration or business
transformation) that result in the highest financial performance for a business
organization?
Hypotheses
Based on the literature, the degree of Internet business adoption within an
organization has a significant positive relationship to a firm’s competitive advantage,
growth, cost reduction, and higher profitability (Teo & Pian, 2003; Wu, Mahajan &
Balasubramanian, 2003; Zhu & Kraemer, 2002). Higher levels of Internet business
adoption is associated with improved firm performance (Zhu & Kraemer, 2005). Strategy
is even “more important for differentiation and competitive advantage in the Internet era”
(Evans & Smith, 2004, p. 69). Lederér et al. (1997) examined the relationship of a firm’s
business strategy to e-business, suggesting that “firms perceive differentiation but not
cost leadership” as a benefit of e-business (as cited in Teo & Pian, 2003). Earning profit
is more significant for a differentiation strategy than it is for a cost leadership strategy
(HomBurg, Krohmer & Workman, 1999) in Internet business marketing (Teo & Pian,
2003). The hypotheses for this study proposed that 1) the t'ype of strategy and level of
Internet adoption have a positive effect on financial performance, and 2) a firm with a
differentiation strategies and a high level of Internet adoption will have the greatest effect
on financial performance of organizations.
Hi: Effect of type of strategy and level of Internet adoption on profit margin

(PM).
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H]a:

Hlbi

Firms with a differentiation strategy have a greater effect on profit
margin than firms with a cost leadership strategy.

Firms with a business transformation level of Internet adoption have a
greater effect on profit margin than firms with a prospecting or a business

integration level of Internet adoption.

. Firms with a differentiation strategy and a business transformation level

of Internet adoption have a greater effect on profit margin than other

combinations of strategy types and Internet adoption levels.

H,: Effect of type of strategy and level of Internet adoption on asset turnover

(ATO).

HZa:

szl

HZC:

Firms with a differentiation strategy have a greater effect on asset
turnover than firms with a cost leadership strategy.

Firms with a business transformation level of Internet adoption have a
greater effect on asset turnover than firms with a prospecting or a
business integration level of Internet adoption.

Firms with a differentiation strategy and a business transformation level
of Internet adoption have a greater effect on asset turnover than other

combinations of strategy types and Internet adoption levels.

Hj: Effect of type of strategy and level of Internet adoption on return on assets

(ROA).

H3ai

Hjy:

Firms with a differentiation strategy have a greater effect on return on
assets than firms with a cost leadership strategy.

Firms with a business transformation level of Internet adoption have a
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greater effect on return on assets than firms with a prospecting or a
business integration level of Internet adoption.

Hi.: Firms with a differentiation strategy and a business transformation level
of Internet adoption have a greater effect on return on assets than other
combinations of strategy types and Internet adoption levels.

Hy: Effect of type of strategy and level of Internet adoption on return on equity

(ROE).

Hi,: Firms with a differentiation strategy have a greater effect on return on
equity than firms with a cost leadership strategy.

Hup: Firms with a business transformation level of Internet adoption have a
greater effect on return on equity than firms with a prospecting or a
business integration level of Internet adoption.

Hae: Firms with a differentiation strategy and a business transformation level
of Internet adoption have a greater effect on return on equity than other
combinations of strategy types and Internet adoption levels.

Chapter II provided a literature review, the theoretical framework, the research
questions and the hypotheses identified for the key concepts of Internet business
adoption, competitive strategies, and financial performance. Chapter III presents the
research methodology employed to answer the research question and test the hypotheses

of the study.
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CHAPTER III
RESEARCH METHODOLOGY

Implementing information systems to enhance performance or using business
strategies to enhance performance was a popular methodology that had been studied in a
number of research literatures (Croteau & Bergeron, 2001; Jouirou & Kalika, 2004). In
this study, the research used an exploratory (comparative), mixed methods and secondary
data analysis research design to examine the effects of competitive strategies (Porter,
1980) and Internet business adoption (Teo & Pian, 2003) on financial performance
(DuPont analysis). In this chapter, the research methods chosen to test the model (Figure
2-5) and measure the variable elements of the model are described. This chapter presents
the research methodology that includes research design, sampling plan and setting,
measurement, data collection procedures, methods of data analysis, and evaluation of
methodology.

Research Design

The theory for this study was based on a review of literature related to the effect
of business strategies and Internet business adoption on financial performance. The
research design examined the relationships between Internet business adoption, business
strategy, and financial performance. The research design enabled the exploration of the
relationships between Internet business within organizations and a firm’s business
strategies using content analysis of Internet sites and data from Internet sources. Included
were firm’s websites, Securities and Exchange Commission (SEC) Filings, and the
EDGAR online database to search for company information (including annual report,

level of Internet business adoption and competitive strategy). Companies were selected
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from Hoover’s In-Depth records. The content analysis resulted from the researcher
categorizing the strategy type and the level of Internet adoption. A firm’s adoption of the
Internet and business strategies can affect sustainable competitive advantages (Porter,
2001).

This study used a 2 x 3 factorial design and a secondary data research design, with
both qualitative and quantitative methods, to answer the research question and test the
hypotheses. Two factors were included as independent variables and determined through
content analysis of web sites. The first factor strategy fype consisted of two levels: cost
leadership and differentiation. The second factor, level of Internet adoption consisted of
three levels: prospecting, business integration, and business transformation. The
dependent variable was financial performance measured by the application of the DuPont
Financial Analysis Model. Factorial design includes “every possible combination of the
levels of independent variables” (Kepple, 1991, p. 185). Data analysis used one way and
two way (or factorial) ANOVA which permitted examination of the independent effects
of each factor on the dependent variable of financial performance and an interaction
between the two factors (strategy type and Internet business adoption) on financial
performance.

Population and Sampling Plan
Target Population
The target population included the following:
1. The companies listed in Hoover’s online U.S. records in 2006; Hoover's In-
Depth records, which contains a list of approximately 40,000 company

records.
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2. Geography was focused on only United States based business organizations.

3. Company annual sales must be between $50 million and $200 million.

4. Companies that used Internet business and competitive strategy.

Accessible Population

1. Selected companies must have one of the following three-digit standard
industrial classification (SIC) codes: 737 (business services - computer
programming, data processing and other related service); and 357 (computer
and office equipment). These were chosen for this study.

2. A total of 961 companies was selected from the Hoover's In-Depth records to
meet the requirement of the target population of United States firms with
annual sales between $50 million and 200 million, and with 3-digital SIC
codes of 737 and 357.

Sampling Plan
The 961 companies in the accessible population constituted the sample. As
sample selection must be representative of the population to avoid sampling bias, the
researcher selected an appropriate sample size of 961 from the accessible population.

The general description and purpose of the sampling needed to be concerned with

several aspects of this study, including industry sector and firm revenues. General

information about the sampling plan is shown in Table 3-1.
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Table 3-1

General Information on Sampling

General Information Specific Information
Region U.S. firms

SIC codes 737, 357

Annual sales $50-200 million

The information from Hoover's In-Depth records resulted in a self-selected data

producing sample. The entire accessible population constituted the sample for this study.

Inclusion Criteria

1.

2,

Exclusion

1

2.

The companies were listed in the Hoover's In-Depth 2006 records.
The companies were between located in United States.
The companies’ SIC codes were 737 or 357.

The companies’ annual sales were between $50 million to 200 million.

. Companies that used Internet business in one of three categories of Internet

adopting according to Teo and Pian levels: Level 2 — prospecting, Level 3 -
business integration, or Level 4 - business transformation.

Criteria

The companies were not listed in the Hoover's In-Depth 2006 records.

The companies were located outside U.S. organizations.

The companies’ SIC codes were not 737 or 357.

The companies’ annual sales were not between $50 million to 200 million.
Companies that did not use the Internet business: e-mail adoption or Level 1 -
Internet presented only according to Teo and Pian’s (2003) levels of Internet

adopting.
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Measurement
Paragraph Approach for Content Analysis

The approach based on a paragraph description, was first developed by Snow and
Hrebiniak (1980) and based on Miles and Snow’s (1978) paragraph approach method
(Raghuram & Arvey, 1994). It has been used to measure strategic activity or orientation
and has been accepted and practiced (Moore, 2002; Slater & Olson, 2000). In this study,
instead of a company representative participating in the paragraph approach, the
researcher analyzed various Internet sites and determined the strategy type and level of
Internet adoption.
Part One: Strategic Type

The strategy was classified as cost leadership or differentiation based on the
definition of the strategy as provided by Porter (1980, 1985). The paragraph description
used a modified version of the measurement used by Homburg, Krohmer and Workman
(1999), Kumar and Subramanian (1998), and Obilade’s (2002). The researcher searched
for themes on the Internet in order to classify the company strategic type using
modifications of strategy type by Homburg, Krohmer and Workman (1999), Kumar and
Subramanian (1998), and Obilade (2002) of cost leadership and differentiation strategy as
follows (Appendix B):

1. Cost leadership means: the firm is “achieving lower cost of services than

2 13

competitors”, “making services/ procedures more cost efficient”, “improving
the time/cost required for coordination of various services”, “improving the

utilization of variable equipment, services and facilities, performing analysis

of costs associated with various services”, and “improving the availability of
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diagnostic equipment and auxiliary services to control costs” (Kumar &
Subramanian, 1998, p. 112). The firm “pursues operating efficiencies”, “cost
advantages in raw material procurement”, and “economies of scale”
(Homburg, Krohmer & Workman, 1999, p. 356). The firm uses “internal
production efficiency”, “cost controls”, “low costs”, and “price reduction”
(Obilade, 2002, p. 154). The firm has “a large plant and warehouse”, “focuses
on the standardization of its products, makes shipments in large lots, has many
suppliers”, and “aggressively pursues a pricing policy” (Obilade, 2002, p.
154).

2. Differentiation implies that the firm engages in “introducing new services/
procedures”, “differentiating services from competitors”, “offering a broader
range of services than competitors”, and “utilizing market research to identify
new services” (Kumar & Subramanian, 1998, p. 112). The firm is “creating
superior customer value through services accompanying the products”,
“building up a premium product or brand image”, and “obtaining high prices
from the market”, and “advertising” (Homburg, Krohmer & Workman, 1999,
p. 356). The firm is focusing on “uniqueness”, “brand image”, and “quality of
its product or service” (Obilade, 2002, p. 154). The firm focuses on “a specific
market segment”, “emphasizes quality or image rather than low price”,
“maintains a close relationship with suppliers”, and “provides extensive
service warranties” (Obilade, 2002, p. 154).

Kumar and Subramanian (1998) reported in their study that the reliability

assessments for cost leadership strategy were approximately .85, and for differentiation
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strategy, approximately .86. Homburg, Krohmer and Workman’s (1999) reported in their
study reliability assessments for cost leadership ranging from .84 to .87 and
differentiation as approximately .71. Content validity for Kumar and Subramanian’s
(1998) instrument was highly consistent with items and strategy type.

Part Two: Level of Internet Adoption

The measurement of Internet adoption level used the paragraphs based on Teo and
Pian’s (2003) study instrument. Teo and Pian identified five levels of Internet adopting
including Level 0 — “e-mail adoption”, Level 1 — “Internet presence”, Level 2 —
“prospecting”, Level 3 — “business integration”, and Level 4 — “business transformation"
(p. 80-81). Teo and Pian’s (2003) validation check of the paragraph approach for the
Internet adoption levels was assessed through pre-testing /pilot testing, interviews with
respondents, and by examining the websites of the firms that responded to the survey to
ensure the validity of the measurement.

Because the researcher is used the Internet, companies without Internet presence,
were excluded as their data was not available. Furthermore, companies identified as
Level 1, according to Teo and Pian, are non-strategic. Therefore, only companies that fell
into the categories of prospecting, business integration, and business transformation were
included in the study. The researcher searched for themes on the Internet in order to
classify the company’s level of adoption using modifications of Teo and Pian’s study
description of Internet adoption level as follows (Appendix B):

1. Prospecting: The firm has “established its Web site, and the features provided

on the Web site include extensive information about the firm and its products,

feedback form, e-mail support and simple search” (Teo & Pian, p. 92).
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2. Business integration: The firm’s “Internet strategy uses the Internet for
business support and cost reduction” (Teo & Pian, p. 92). The web site
includes “advanced features, such as interactive marketing and sales, online
communities, and secures online ordering” (Teo & Pian, p. 92).

3. Business transformation: The firm has external integration, internal
integration, online payment, and online transformation. The firm’s business
strategy is “transformed by Internet adoption, and there is cross-enterprise
involvement with a focus on building relationships and developing knowledge
to create new business opportunities” (Teo & Pian, p. 92). The firm is
“electronically integrated with key suppliers and customers for procurement
and/or supply chain activities” (Teo & Pian, p. 92).

Content Analysis

The procedure for the qualitative content analysis was a coding method.
Secondary data involved the coding of the contents. Hoepfl (1997) reported that coding
methods used to analyze “words, phrases or events that appear to be similar can be
grouped into the same category” (p. 1). In this study, texts from firms’ web sites, articles,
annual report and 10K reports served as the sources of data.
The researcher identified the type of strategy and level of Internet business adoption
pursued by the firms. The type of strategy was coded as cost leadership — Al and
differentiation — A2. Al classified the first choice and A2 classified the second choice of
strategic type in the paragraph approach. The level of Internet business adoption was
coded as prospecting — B1, business integration — B2 and business transformation — B3.

B1 was classified the first choice, B2 was classified the second choice, and B3 was
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classified the third choice of Internet business adoption in the paragraph approach. As the
Content Analysis procedure (Appendix B) using in this study was employed in previous
studies (Homburg, Krohmer & Workman’s, 1999; Kumar & Subramanian, 1998;
Obilade’s, 2002) to measuring items by the description of a paragraph, content validity of
the measurement was enhanced.

Table 3-2

Coding Strategy type and Internet Business Adoption Coding

Coding Groups

Cost Leadership Al
Differentiation A2
Prospecting Bl
Business Integration B2
Business Transformation B3

Coding Strategy Types

Two types of strategy were identified from the sample text in the secondary data,
including cost leadership and differentiation. This study used Porter’s (1980, 1985)
definition of the strategy and previous research (Homburg, Krohmer & Workman, 1999;
Kumar & Subramanian, 1998; Obilade, 2002) to identify each of strategies.

1. Cost leadership: the company’s secondary data has the statement, text or
words to express themes such as “achieving lower cost of services than
competitors”, “making services/ procedures more cost efficient”, “improving
the time/cost required for coordination of various services”, “improving the
utilization of variable equipment, services and facilities”, “performing

analysis of costs associated with various services”, “improving the availability

of diagnostic equipment and auxiliary services to control costs”, “pursuing
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operating efficiencies ursuing cost advantages in raw material”, “pursuin
P s
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economies of scale”, “internal production efficiency”, “cost controls”, “low

costs”, “price reduction”, “having a large plant and warehouse”, “focusing on

b

the standardization of its products”, “shipments making in large lots”, “having
many suppliers”, and “aggressively pursuing a pricing policy”.

Differentiation: the company’s secondary data has the statement, text or words
to express themes such as “introducing new services/ procedures”,
“differentiating services from competitors”, “offering a broader range of

services than competitors”, “utilizing market research to identify new
p

2 13

services”, “creating superior customer value through services accompanying

3%

the products”, “building up a premium product or brand image”, “obtaining

22 13

high prices from the market”, “advertising”, “uniqueness”, “brand image”,

“focusing on quality of its product or service”, “focusing on a specific market
q

2% L

segment”,

3% &C

emphasizing quality or image rather than low price”, “maintaining
close relationship with suppliers”, and “providing extensive service

warranties”.

Coding Internet Business Adoption Level

Three levels of Internet adoption were identified from the content in the

secondary data and web sites, including prospecting, business integration and business

transformation. This study used Teo and Pian’s (2003) definition of Internet business

adoption level to identify each of strategies.

Prospecting: the company’s secondary data has indicated that the firm has

established its web site, and the features provided on the web site include
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extensive information about the firm and its products, feedback form, e-mail
support, and simple search.

. Business integration: the company’s secondary data has indicated that the
firm’s Internet strategy uses the Internet for business support and cost
reduction. The web site includes advanced features, such as interactive
marketing and sales, online communities, and secures online ordering.

. Business transformation: the company’s secondary data has indicated that the
firm has external integration, internal integration, online payment, and online
transformation. The firm’s business strategy is transformed by Internet
adoption, and there is cross-enterprise involvement with a focus on building
relationships and developing knowledge to create new business opportunities.
The firm is electronically integrated with key suppliers and customers for

procurement and/or supply chain activities.

Paragraph Approach

Paragraph approaches are commonly used in organizational research (Conant,

Mokwa & Varardarajan, 1990; James & Hatten, 1995; King & Teo, 1997, Snow &

Hrebiniak, 1980). Paragraph style descriptions are “the most commonly used approach to

making classification schemes operational and have been shown to be a reliable and valid

measurement approach” (Slater & Olson, 2001, p. 1059). A number of researchers

(Conant, Mokwa & Varardarajan, 1990; James & Hatten, 1995; McDaniel & Kolari,

1987; Moore, 2002; Shortcell & Zajac, 1990; Slater & Olson, 2001; Snow & Hrebiniak,

1980) conducted studies to demonstrate that the paragraph approaches were a valid

measurement approach. Shortell and Zajac’s (1990) study found good reliability by
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assessing the convergent validity for a modified paragraph approach (James & Hatten,
1995).
Trustworthiness of Secondary Data

Secondary data was the source of information to analyze a firm’s competitive type
and Internet adoption level in this study. The sources of the data were archival databases
including Hoover’s online U.S. records, firm websites, Securities and Exchange
Commission (SEC) Filings and EDGAR online database. Those data sources are legal
requirements and require accurate reporting and are considered highly reliable. Outside
researcher audit analysis primary data was used to establish trustworthiness in this study.

DuPont Financial Analysis Model

The DuPont financial analysis model was used to analyze financial performance.
The DuPont analysis was developed by the DuPont Corporation to evaluate a company’s
financial position based on four financial ratios: profit margin, asset turnover, return on
assets, and return on equity. These four financial ratios were measured by a standardized
process that explored how successful each firm was. The researcher computed these four
ratios by using each firm’s balance sheet and income statement for the 2005 fiscal year to
evaluate and compare the different financial performance of each firm.

In this study, the four key components of financial ratios are as follows (Brown,
Fuller & Kirby, 1999):

1. Profit margin (PM) - the formula is:

PM = net income/ sales
2. Asset turnover (ATO) - the formula is:

ATO = sales/ total assets
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3. Return on assets (ROA) - the formula is:
ROA = [net profit margin] * [total asset turnover]
= [net income/sales] * [sales/total assets]

4. Return on equity (ROE) - the formula is:

ROE = [net income/sales] * [sales/ total assets] * [total assets/total equity].
= [net income/ total assets] * [total assets/total equity].

These four key financial variables were the tools used to measure each firm’s
financial performance through secondary data analysis. This formula indicates the ratios
of PM, ATO, ROE and ROA and evaluates a firm’s profitability and efﬁciency. A higher
ratio indicated better profitability and greater efficiency and financial performance can
indicate the success of a firm.

DuPont Financial Analysis

Researchers commonly use the DuPont model to analyze a firm’s profitability and
efficiency, for example, Dehning and Stratopoulos (2002), Milbourn and Haight (2005),
and Solimen (2003). A number of researchers (Dehning & Stratopoulos, 2002; Eisemann,
1997; Feroz, Kim & Raab, 2003; Lehtinen, 1996; Milbourn & Haight, 2005; Solimen,
2003; Vooehis, 1981) and companies conducted a DuPont analysis as measurement of
financial performance and have demonstrated that it is a reliable and valid measurement
approach. Previous studies have shown the validity of the DuPont model (profit margin,
asset turnover, return on assets, and return on equity) and its correlation with profitability
and efficiency. For example, Lehtinen (1996) found strong reliability and validity of the
financial ratios in his study. Soliman’s (2003) study provided a “predictive validity” of

the DuPont model, financial ratios computed by a standard formula that is widely used
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for business firms to enhance the reliability and validity of financial ratios.

DuPont analysis is a standardized formula used to compute four financial ratios:

profit margin, asset turnover, return on assets, and return on equity. In this study, the

researcher used firm websites and the SEC’s EDGAR online database to obtain financial

information such as a firm’s net income, total assets, revenue, equity, income statement,

balance sheet and annual report on form 10K.

Procedures: Ethical Considerations and Data Collection Methods

Procedures for the data collection methods and ethical considerations of the study

included the following:

1.

4.

Used all companies that met eligibility requirements for the accessible
population appearing in Hoover's In-Depth records.

Obtained permission from the instrument developers to use the measurements
employed in this study.

Analyzed Internet websites to determine the competitive strategy type and
Internet business adoption level, and analyzed each firm’s financial ratios, to
answer the research question and hypotheses. In this study, secondary data
was a firm’s public websites and annual report for the 2005 fiscal year, which
was publicly -available and comprised a firm’s financial, strategy and Internet
adoption information. The purpose of collecting a firm’s public records
information was to compute financial ratios and to measure, explore, explain,
and describe the cause-effect relationship of the variables.

Analyzed Internet websites to determine competitive strategy type and

Internet business adoption level, using each firm’s website, Securities and
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10.

Exchange Commission (SEC) Filings and EDGAR online database to search
for company information (including annual reports, level of Internet business
adoption and competitive strategy).

No deception was used in this study. The entire procedure brought no harm to
any of the research subjects. For ethical considerations, a current research
protocol required that the dissertation design be approved by the University’s
Institutional Review Board (IRB). Therefore, this procedural statement in the
research methods was submitted to Lynn University’s IRB concerning any
human subjects. The date of approval by the IRB was August 8, 2006.

After receiving IRB approval, the researcher used the Internet to gather
secondary data. Collection of data, took place during a one- to two-month
period, but no longer than one year.

Secondary data was the basis for the researcher to analyze a firm’s strategic
type and Internet adoption level. The researcher used the paragraph approach
(see Appendix B) to classify the type of strategy and Internet adoption level
that best fit the specifics of each firm.

The researcher used income statements and balance sheets in the annual report
to calculate each firm’s financial ratios (profit margin, asset turnover, return
on assets, and return on equity).

The researcher conducted data analysis after all the firms’ competitive
strategies, Internet business adoption levels and financial ratios were obtained.
The researcher submitted IRB form 8 on August 8, 2006 and with in five

months, data collection was completed (December 31, 2006).
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Methods of Data Analysis

Data analysis methods were used to answer the research question and hypotheses
in this study. Using qualitative methods, the researcher first content analyzed the strategy
type into one of two types, and the Internet adoption level of each firm into one of three
levels in preparation for factor analysis. Each factor is nominal data and financial data are
quantitative. Quantitative research methods and statistical methods were used to answer
the research question and test the hypotheses. The SPSS 11.5 for windows statistical
package was used.

The data analysis to answer the research question used Analysis Of Variance
(ANOVA) to test for statistical significance. The purpose of ANOVA was to test the
difference between the means of more than two groups of variables. The researcher
applied ANOVA to compare the financial performance of companies according to six
classifications of companies by types of strategy and levels of Internet adoption. When
there were significant differences, a post hoc comparison was used.

A 2x3 factorial design was used in this study. Two independent variables were
types of strategy and levels of Internet adoption, factor A and factor B. Factor A was the
types of competitive strategies including two levels: Al - cost leadership strategy or A2 -
differentiation strategy. Factor B was the levels of Internet adoption, which includes three
levels: B1 - prospective level, B2 - integration level or B3 - transformation level.
Therefore, there are two (independent) factors for this study including types of business
strategy and levels of Internet adoption.

1. Main Effect A was to compare the main effects between 2 groups of strategy

(A1 versus A2) on firm performance.
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2. Main Effect B was to compare the main effects among 3 groups (B1, B2, and
B3) on firm performance.

3. Interaction Effect was determined if there was an interaction between the two
independent variables A*B on firm performance (strategy type * level of e-
business adoption on firm performance).

There were six-group combinations of variables (see Table 3): A1B1, A1B2,
A1B3, A2B1, A2B2, and A2B3. A factorial ANOVA analysis was used to compare the
different financial performances among these six groups. For the main effects, Factor A
(column) and Factor B (row) was analyzed with factorial ANOVA. Interaction effects

between the two factors on financial performance were analyzed with the factorial

ANOVA.

Table 3-3

2 x 3 Factorial Design

Strategy (Factor A)
Adoption(Factor B)
Al = Cost leadership A2= Differentiation

B1 = Prospecting A1*B1 = firm performance A2*BI1 = firm performance
B2 = Integration A1*B2 = firm performance A2*B2= firm performance
B3 = Transformation A1*B3 = firm performance A2*B3 = firm performance

Through content analysis, the researcher classified the types of strategy for a
company as either a 1 or 2; the levels of Internet adoption was classified as 1, 2, or 3; and

financial performance was measured by four ratios.
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Table 3-4

Company Type and Level

Company Name Type Level Performance
Company A lor2 1,2,0r3 ratio
Company B 1or2 1,2,0r3 ratio
Company C lor?2 1,2,0r3 ratio

Ratios were used to analyze data to normalize differences in company
profitability. Each of these six combination groups had an average financial ratio in their
group, and the analysis compared and analyzed financial performance (profit margin,
asset turnover, return on assets, and return on equity) of companies. The six combination
groups were: Group 1 were firms with a cost leadership strategy and a prospecting level
of Internet business adoption, Group 2 were firms with a cost leadership strategy and a
business integration level of Internet business adoption, Group 3 were firms with a cost
leadership strategy and a business transformation level of Internet business adoption,
Group 4 were firms with a differentiation strategy and a prospecting level of Internet
business adoption, Group 5 were firms with a differentiation strategy and a business
integration level of Internet business adoption, and Group 6 were firms with a
differentiation strategy and a business transformation level of Internet business adoption.

The SPSS version statistical software package was used for analysis of the
hypotheses. Hj,, Haa, Hia, and Hi, used one-way ANOVA to explore the relationship
between cost leadership and differentiation strategy. Hyp,, Hap, Hap, and H4y, used one-way
ANOVA to examine the financial performance among the three levels. Hc, Hae, Hae, Hyc
used 2x3 factorial ANOVA to determine tﬁe effects of strategy types and Internet

adoption levels on four profitability ratios.
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Evaluation of Research Methods

The following points describe the strengths and weakness of this study’s research
methods:

1. The large population strengthened the reliability of this study.

2. The research used the entire accessible population to strengthen internal

validity and reduce selection bias.

3. The prediction model considered the influence of predictor variables to

enhance the internal validity.

4. As the study used statistical procedures to answer the research hypotheses, it

strengthened the internal validity.

5. The study adopted a non-experimental research design to avoid the

weaknesses of other research methods.

Chapter IIT presented the research methodology that addressed the hypotheses
regarding the effects of strategy and Internet business adoption on firm performance.
This chapter described the research design, the population and sampling plan,
measurement, data collection procedures, and methods of data analysis. The results of the

study are presented in the next chapter.

83



CHAPTER IV
RESULTS

This chapter presents the results of the data collection and data analysis
described in Chapter III regarding the use of a competitive strategy and Internet business
adoption to result in successful financial performance. Each of the independent and
dependent variables were assessed using a descriptive statistical analysis in which
descriptive statistics were computed.

Secondary data were collected and used to analyze each firm’s profitability ratios,
competitive strategies, and Internet business adoption. The statistical methods used in this
study to answer the research question and hypotheses included descriptive statistics,
mean comparison tests, and factorial ANOVA to answer the research question and
hypotheses.

The research question and hypotheses were tested using ANOVA which had
several varieties including one-way, two-way and factorial ANOVA. ANOVA is a
flexible statistical technique that enables the researcher to examine the effect of the
independent variables. One-way (or one factor) ANOVA comprises only one independent
variable with one dependent variable. Two-way (or two factors or factorial) ANOVA
comprises more than one independent variable with only one dependent variable.
ANOVAs compare groups formed by the levels of independent variables or factors; that
is, each single independent variable or factor involved two or more levels, such as two
types of strategies (cost leadership and differentiation), or three levels of Internet
adoption (prospecting, business integration, and business transformation).

In the ANOVA testing, the main factors were the independent variables. A 2x3
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factorial ANOVA, which had only one dependent variable with two independent
variables, was used to test each of the observed variables. The two independent variables
can define the interactions between two independent variables. The researcher used
factorial ANOVA to study the main effect of variables, including the main independent
variables with multiple levels or distinct values in each variable. Two independent
variables were crossed with each other to become pairs; this study involved six pairs.
This analysis was designed to assess the strategy type independent variables (cost
leadership or differentiation) at the three Internet adoption levels (prospecting, business
integration, or business transformation) to determine their effect on the dependent
variable (profit margin, asset turnover, return on assets, and return on equity).

ANOVA employs F-value, degrees of freedom, and p-values. Statistically
significant results using ANOVA were accepted. In testing a hypothesis, a p-value was
used to define the level of significance of a measure of a specific statistical outcome. If p
was at or above the .05 level, the hypotheses were rejected, meaning that there were no
significant differences between groups. The ANOVA study result is reported as the F
value, followed by the p-values. A p-value equal to or less than .05 means there were
significant differences between groups. A p value less than .05 as the level of confidence
means that the given outcome could have occurred by chance less then 5 in 100 times.

Secondary Data Collection

The experimenter used secondary data (including firm websites, SEC filings,
EDGAR online database, and annual reports for the 2005 fiscal year) to analyze the
independent and dependent variables. When the secondary data were collected, the

researcher reviewed each firm’s data to analyze and code its types of strategies and levels
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of Internet adoption. Then the researcher used the paragraph approach (see Appendix B)
to classify strategy type and Internet adoption level that best fits specifics of each firm.

The classified data were used to describe each firm’s type of competitive strategy
and level of Internet business adoption. The income statements and balance sheets in the
annual reports were used to calculate each firm’s financial ratios by the DuPont formula.
The researcher used these classified data and financial reports to answer the research
question and test the hypotheses.

The researcher used the Internet to collect secondary data from the entire
accessible population of 961 companies. Of the 961 companies, there were 327 with valid
data collected and 634 companies with invalid data collected. These 634 companies were
either missing an annual report (not a publicly listed company), or didn’t have a website.
Valid data gathered from 327 of the 961 companies were found to be usable. Therefore,
34% of the sample was usable and this percentage was acceptable for this research. The
results are shown in Table 4-1 which gives frequency distribution of the sample.

Table 4-1

Statistics Frequencies of Samples (N=961)

Frequency Percentage
N Valid Sample 327 34%
Missing Sample 634 66%
Total 961 100%

SPSS was utilized to analyze the 327 valid datasets. The version was statistically
descriptive of each of the independent and dependent variances. As shown in Table 4-2,
the 327 datasets had 147 companies (45%) with a cost leadership strategy (paragraph 1 of

part one of Appendix B), and 180 companies (55%) with a differentiation strategy
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(paragraph 2 of part one of Appendix B). More companies utilized a differentiation
strategy than a cost leadership strategy.

Table 4-2

Frequencies of Types of Competitive Strategies

Frequency Percent Valid Percent Cumulative Percent

Valid Cost Leadership 147 153 45.0 45.0
Differentiation 180 18.7 55.0 100.0
Total 327 34.0 100.0
Invalid System 634 66.0
Total 961 100.0

As shown in Table 4-3 for the levels of Internet business adoption, these 327
datasets had 53 companies (16.2%) with a prospecting level (paragraph 1 of part two of
Appendix B), 120 companies (36.7%) with a business integration level (paragraph 2 of
part two of Appendix B), and 154 companies (47.1%) with a business transformation
level (paragraph 3 of part two of Appendix B). In addition, as Table 4-4 indicates, more
companies incorporated a bﬁsiness transformation level of Internet adoption than the
other two levels of Internet business adoption.

Table 4-3

Frequencies of Levels of Internet Business Adoption

Frequency Percent Valid Percent Cumulative Percent

Valid Prospecting 33 3.3 16.2 16.2
Integration 120 12.5 36.7 52.9
Transformation 154 16.0 47.1 100
Total 327 34.0 100.0
Invalid System 634 66.0 '
Total 961 100.0
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As shown on Table 4-4, there were six combination groups for these 327 datasets
with 24 companies (7.3%) in Group 1 (a firm with a cost leadership strategy and a
prospecting level of Internet business adoption), 65 companies (19.9%) in Group 2 (a
firm with a cost leadership strategy and a business integration level of Internet business
adoption), 58 companies (17.7%) in Group 3 (a firm with a cost leadership strategy and a
business transformation level of Internet business adoption), 29 companies (8.9%) in
Group 4 (a firm with a differentiation strategy and a prospecting level of Internet business
adoption), 55 companies (6.8%) in Group 5 (a firm with a differentiation strategy and a
business integration level of Internet business adoption), and 96 companies (29.4%) in
Group 6 (a firm with a differentiation strategy and a business transformation level of
Internet business adoption). More companies belonged to Group 6 than to the remaining
groups. Figure 4-1 shows the frequency distribution of groups.
Table 4-4

Frequencies of Distribution Groups

Groups Frequency Percent Valid Percent Cumulative Percent

Valid Group 1(Cost and 24 73 7.3 7.3

Prospecting)

Group 2 (Cost and 65 19.9 19.9 2T.2

Integration

Group 3 (Cost and 58 17.7 173 449

Transformation)

Group 4 (Differentiation 29 8.9 8.9 53.8

and Prospecting)

Group 5 (Differentiation 55 16.8 16.8 70.6

and Integration)

Group 6 (Differentiation 96 294 29.4 100.0

and Transformation)

Total ki 100.0 100.0
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Figure 4-1. Frequency distribution of groups (N=327)
Research Question Test Results

What are the types of strategies and levels of Internet business adoption that result
in the highest financial performance for a business organization?

Statistical analysis for this research question included testing three results: 1) the
effect of types of strategies on financial performance, 2) the effect of levels of Internet
business adoption on financial performance, and 3) the effect of competitive strategies
and Internet business adoption on financial performance.

Descriptive Statistics

This study conducted a descriptive statistics analysis on several key variables
using two types of strategies, three levels of Internet adoption and four ratios. The
DuPont analysis formula was used to compute the four ratios: profit margin (PM), asset
turnover (ATO), return on assets (ROA), and return on equity (ROE).

A higher average of PM, ATO, ROA, or ROE ratio was due to the fact that

business organizations had higher financial performance. A higher mean for the ratios
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(PM, ATO, ROA, and ROE) indicated higher financial performance of business
organizations. This study was also statistically descriptive for means of the four financial
ratios of each strategy type, Internet business level, and combination group.

In the 327 datasets, the mean profit margin (PM) was 1.53 percent. As shown in
Table 4-5, a mean profit margin (PM) ratio was higher for firms with a differentiation
strategy than for firms with a cost leadership strategy. Table 4-5 showed the means,
standard deviation, maximum value, and minimum value of the profit margin for Internet
business adoption, which were higher for firms with a business integration level of
Internet adoption than firms with a prospecting level and a business transformation level
of Internet business adoption. The business integration level of Internet adoption had the
highest mean for the profit margin (PM) ratio.

Analyzing the profit margin (PM) ratio, Table 4-5 reflected a higher mean for the
profit margin (PM) ratio for the differentiation strategy, and business integration level,
and business transformation level of Internet adoption. The findings suggest that a firm’s
profit margin ratio depends on strategy. Additionally business integration level and
business transformation level of Internet adoption should be taken into account.

Table 4-5 _
Descriptive Statistics of Profit Margin

Variables Variables Std. Deviation Minimum Maximum

Types of Competitive Strategy

Cost Leadership -.01788 24.72828 -135.82993  96.08871
Differentiation 2.79830 21.54318 -191.12302 55.17977
Level of Internet Business

Adoption

Prospecting -3.58290 30.54817  -191.12302 40.83208
Business Integration 2.89532 17.84902 -98.65830  96.08871
Business Transformation 2.23065 23.55243 -135.82993  83.72309
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For the 327 datasets, the mean of asset turnover (ATO) was 99.98 percent. As
reflected in Table 4-6, the cost leadership strategy had a higher mean, standard deviation,
and maximum value of asset turnover (ATO) ratio than did the differentiation strategy.
Among the three levels of Internet adoption, firms with a prospecting level of Internet
adoption demonstrated a higher mean than those with either a business integration level
or a business transformation level of Internet business adoption. However, the business
prospecting level of Internet adoption had the highest mean for the asset turnover (ATO)
ratio in Table 4-6.

In analyzing the asset turnover (ATO) ratio, two strategy types and three Internet
business adoptions showed higher means. The finding suggested that the asset turnover
(ATO) ratio appeared to be more dependent on cost leadership strategy or business
prospecting level of Internet adoption than differentiation strategy, business integration
level, or business transformation level of Internet adoption.

Table 4-6

Descriptive Statistics of Asset Turnover

Variables Mean Std. Deviation Minimum Maximum

Types of Competitive

Strategy

Cost Leadership 105.31146 74.782098 1.50165 510.41925
Differentiation 95.61854 67.97660 3.49826  399.3482
Level of Internet Business

Adoption

Prospecting 124.51690 83.9545 16.76166  399.3482
Business Integration 90.10158 58.17863 1.50165 369.60998

Business Transformation 99.22426 74.01671 3.49826 510.41925
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For the 327 datasets, the mean of return on assets (ROA) was -1.07 percent. As
shown in Table 4-7, the mean, standard deviation, the minimum and maximum values of
return on assets (ROA) ratio. Table 4-7 showed a low and negative mean of return on
assets ratio for the two types of competitive strategies. Among the three levels of Internet
adoption, firms with a business integration level of Internet adoption had a higher mean
than firms with other levels of adoption; however, business integration level of Internet
adoption has the highest mean of return on assets (ROA) ratio. Analyzing the return on
assets (ROA) ratio, two strategy types and three Internet business adoptions indicated
lower means, as shown in Table 4-7. The results indicated that the return on assets ratio
was higher for a firm with a business integration level of Internet adoption rather than a
firm with prospecting or business transformation level of Internet adoption.

Table 4-7

Descriptive Statistics of Return on Assets

Variables Mean Std. Deviation Minimum Maximum
Types of Competitive

Strategy

Cost Leadership -1.90224 20.73305 -139.20228 31.51798
Differentiation -.39415 2525732 -233.33666  31.00883
Level of Internet Business

Adoption

Prospecting -5.55869 30.51224  -157.25818 26.71936
Business Integration 2.04286 10.68098 -45.30961  31.00883
Business Transformation -1.95525 2715175 -233.33666 31.51798

For the 327 datasets, the mean of return on equity (ROE) was 14.08 percent. As

shown in Table 4-8, the means of return on equity (ROE) for the different types of
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strategies are given. Results indicate that the cost leadership strategy had a higher mean
and standard deviation than the differentiation strategy. For the levels of Internet
adoption, the prospecting level of Internet adoption had a higher return on equity (ROE)
ratio than the business integration or business transformation levels of Internet adoption.
However, the prospecting level of Internet adoption had the highest mean for the return
on equity (ROE) ratio. The findings suggested that a firm’s return on equity (ROE) ratio
depends on competitive strategy. Additionally Internet business adoption should be taken
into account.

Table 4-8
Descriptive Statistics of Return on Equity

Variables Mean  Std. Deviation Minimum  Maximum

Types of Competitive

Strategy

Cost Leadership 31.77686  356.85698 -320.00365 4216.12903
Differentiation -.37900 128.96888 -1474.2701  803.16329
Level of Internet Business

Adoption

Prospecting 91.90324  590.99629 -306.88600 4216.12903
Business Integration 6.09943 64.88536 -255.76132  601.94611

Business Transformation -6.49237  130.26922 -1474.2701  400.76108

Comparing among the six combination groups, Table 4-9 revealed that Group 5 (a
firm with a differentiation strategy and a business integration level of Internet adoption)
had the highest mean for the PM ratio; Groupl (a firm with a cost leadership and a
prospecting level of Internet adoption) had the highest mean for the ATO ratio; Group 5

had the highest mean for the ROA ratio; and Group 1 had the highest mean for the ROE
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ratio.
Table 4-9

Means of PM, ATO, ROA, and ROE Ratios in Groups

Groups PM ATO ROA ROE
Group One -3.21051 127.84708 -4.00090 176.10266
Group Two 1.77088 87.29534 1.12708 5.50240
Group Three -.70144 116.17685 -4.42876 1.50136
Group Four -3.89106 121.76090 -6.84790 22.22097
Group Five 4.22421 93.41805 3.125134 6.80501
Group Six 4.00211 88.98207 -.46083 11.32192

A higher mean for the ratios indicated a higher level of performance; a negative
mean for the ratios indicated a lower level of performance. Analyzing the four ratios
among the six combination groups, the results revealed higher means in the asset turnover
(ATO) and return on equity (ROE) ratios. These findings suggested that a firm with a
competitive strategy type and Internet business adoption level impacted financial
performance.

ANOVA

One-way and factorial ANOVA statistic analysis was used to test the research
question and hypotheses in this study. One-way ANOVA compares the means between
group differences. Factorial ANOVA tests means and interaction factors that affected the
levels of the factor category. If the results shown a significance level at p = .05 or p <.05,
then this is acceptable for the study. When the p level was less than 0.05 there was
statistical significance between the groups.

In Table 4-10, the one-way ANOVA showed the effect of competitive strategy on
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the four financial ratios. The results revealed no significant differences in the effect of
competitive strategy on the four profitability ratios. This finding suggested a firms’
financial performance was not dependent on a firm’s competitive strategy.

Table 4-10

One—Way ANOVA (Competitive Strategy)

Sum of Squares df Mean Square F Sig.

Profit Margin ~ Between 641.748 1 641.748 1.210 272
(PM) Groups

Within Groups ~ 172352.622 325  530.316

Total 172994369 326
Asset Turnover Between 7602.409 1 7602.409  1.503 221
(ATO) Groups

Within Groups ~ 1643611.370 325  5057.266

Total 1651213.779 326
Return on Between 184.035 ! 184.035 338 .561
Assets (ROA)  Groups

Within Groups ~ 176949.363 325  544.460

Total 177133.398 326
Return on Between 83668.604 1 83668.604 1.261 .262
Equity (ROE)  Groups

Within Groups  21569950.262 325 66369.078

Total 21653618.886 326

From the one-way ANOVA shown in Table 4-11 of the effects of Internet
business adoption on the four financial ratios, there was a significant effect on asset
turnover (ATO) (F= 4.405, p= .013) and ROE (F= 3.001, p= .051). However, the table
showed no significant effects of Internet business adoption on profit margin (PM) and

return on assets (ROA) ratios. These findings suggested that firms with Internet business
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adoption positively influenced asset turnover (ATO) and return on equity (ROE) ratios;
therefore, Internet business adoption was important for financial performance for a
business organization.

Table 4-11

One-Way ANOVA (Internet Business Adoption)

Sum of Squares df Mean Square F  Sig.
Profit Margin ~ Between Groups 1684.801 p 842.400  1.593 .205
(PM)

Within Groups 171309.569 324  528.733

Total 172994369 326
Asset Turnover Between Groups 43707.090 2 21853.545 4.405 .013
(ATO)

Within Groups 1607506.688 324  4961.440

Total 1651213.779 326
Return on Between Groups 2351.332 2 1175.666  2.179 .115
Assets (ROA)

Within Groups 174782.066 324 539451

Total 177133.398 326
Return on Between Groups ~ 393811.240 2 196905.620 3.001 .051
Equity (ROE)

Within Groups 21259807.626 324 65616.690

Total 21653618.866 326

A factorial ANOVA was conducted on the two main factors that affect the
dependent variables of this study. The factorial ANOVA tables illustrated the interaction
of competitive strategy and Internet business adoption on the four performance ratios.

Table 4-12 and Figure 4-2 showed the interaction of strategy types and Internet

business adoption level, while factorial ANOVA found no significant difference effects
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on profit margin (PM). The finding suggested that the interaction of strategic types and
Internet business adoption levels had no guaranty for a higher PM performance.
Table 4-12

Factorial ANOVA (Competitive Strategy and Internet Business Adoption * PM)

Source Sum of Squares  df Mean Square F Sig.
Corrected Model 2670.086 5 534.017 1.006 414
Intercept 35.046 1 35.046 066 197
Strategy (S) 305.320 1 305.320 575 449
Internet Business Adoption (I) 1597.139 2 798.570 1.505 224
S*I 291.608 2 145.804 275 .760
Error 170324.283 321  530.605

Total 173762.155 327

Corrected Total 172994.369 326

Means of Profit Margin
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Figure 4-2. Interaction plots for means of profit margin.
Table 4-13 and Figure 4-3 revealed the interaction of the main factors effect on
asset turnover (ATO). As shown in the table, factorial ANOVA found no significant

difference effect on asset turnover. The finding suggested that the interaction of
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competitive strategy types and Internet business adoption levels have no guaranty for a
higher ATO performance.
Table 4-13

Factorial ANOVA (Competitive Strategy and Internet Business Adoption * ATO)

Source Sum of Squares  df Mean Square  F Sig.
Corrected Model 72049.628 5 14409926 2929  .013
Intercept 2939679.106 1 2939679.106 597.555 .000
Strategy (S) 5369.077 1 5369.077 1.091 297
Internet Business Adoption (I) 43484.031 2 21742.016 4420  .013
S*1 18532.751 2 9266.376 1.884  .154
Error 1579164.151 321  4919.514

Total 4919638331 327

Corrected Total 1651213.779 326
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Figure 4-3. Interaction plots for means of asset turnover.
The observation of interaction of the two factors as they effect on return on assets
(ROA) was shown in Table 4-14 and Figure 4-4. As shown in Table 4-14, factorial

ANOVA found that the two factors had no significant different effect on return on assets.
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This factorial ANOVA testing result suggested that the interaction of strategic types and
Internet adoption levels had no guaranty in higher ROA performance.

Table 4-14

Factorial ANOVA (Competitive Strategy and Internet Business Adoption * ROA)

Source Sum of Squares  df Mean Square F Sig.
Corrected Model 3145.963 5 629.193 1.161 328
Intercept 960.388 1 960.388 L2 184
Strategy (S) 70.815 1 70.815 131 718
Internet Business Adoption (I) 2479.738 2 1239.869 2288  .103
S #] 447.840 2 223.920 413 .662
Error 173987.434 321 542.017

Total 177509.249 327

Corrected Total 177133.398 326

Means of Return on As=ts
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Figure 4-4. Interaction plots for means of return on assets.
The factorial ANOVA in Table 4-15 and Figure 4-5 revealed the interaction of
competitive strategies and Internet business adoption on ROE. This table showed no

significant different effects of competitive strategy and Internet business adoption on
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ROE.
Table 4-15

Factorial ANOVA (Competitive Strategy and Internet Business Adoption * ROE)

Source Sum of Squares ~ df Mean Square F Sig.
Corrected Model 710769.113 5 142153.823 2.179  .056
Intercept 293540.838 1 293540.838 4.499  .035
Strategy (S) 199149.488 1 199149.488 3.052  .082
Internet Business Adoption (I) 437975.754 2 218987.877 3.357 036
S*1 241324.754 2 120662377 1.849  .159
Error 20942849.754 321 65242.523

Total 21718412.172 327

Corrected Total 21653618.866 326

Means of Return on Equity
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Figure 4-5. Interaction plots for means of return on equity.

Results of the effect of types of competitive strategies and levels of Internet
business adoption on financial performance revealed that a firm with a competitive
strategy type and Internet business adoption level had no guaranty of greater financial

performance for a business organization.
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Hypotheses Test Results

ANOVA was used to analyze the 327 datasets for the hypotheses. A 2x3 factorial
ANOVA was conducted to evaluate the two main effects and interaction effects of the
experimental variables. The procedures were utilized to determine whether these
competitive strategies and Internet business adoption had a significant effect on PM,
ATO, ROA and ROE ratios, and whether the interaction between these two main factors
had a significant effect on these four ratios.

Factorial ANOVA statistics using six combination groups of strategy types (cost
leadership and differentiation) and Internet business adoption levels (prospecting,
business integration, and business transformation) examined the different effects on
financial performance (profit margin, asset turnover, return on assets, and return on
equity). Examination of the significant differences (F-values, p-value) revealed which
combination group differed from the other groups.

A 2x3 factorial ANOVA tested the hypotheses and each of the two main effects
on the four financial performances was measured. Examining the significant results for
the hypotheses, the study made three observations: 1) The one-way ANOVA statistically
described the different levels of the main factor A’s effect the dependent variables
including Hi,, Hza, Hs,, and Hi, 2) The one-way ANOVA statistically described the
different levels of the main factor B’s effect on the dependent variables including Hyy,
Hsp, Hap, and Hsp, and 3) The 2x3 factorial ANOVA statistically described the interaction
of the main factors A and B’ different effects on the dependent variables including Hjq,

Hzc, H3c, and H4c.
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H;: Effect of type of strategy and level of Internet adoption on profit margin (PM).

H,.: Firms with a differentiation strategy have a greater effect on profit margin

(PM) than firms with a cost leadership strategy.

This study proposed that a firm’s competitive strategy type should be considered
as a key factor in examining the effect on its financial performance. One-way ANOVA
was conducted to test each type of competitive strategy for its effects on four ratios. For
competitive strategy, the firms were classified as using a cost leadership or a
differentiation strategy. In Table 4-16, the ANOVA analysis indicated these two
strategies types had no significant differential effects on profit margin. This table showed
that H;, was not supported at the 0.05 significance level.

The data analysis indicated that the type of competitive strategy was not always a
key factor that positively influenced the profit margin ratio. The findings suggested that
firms with a differentiation strategy had no greater effect on profit margin than those with
a cost leadership strategy. Therefore, H;, was not supported by these results.

Table 4-16

One-Way ANOVA (Types of Competitive Strategies * Profit Margin)

Sum of Squares df Mean Square  F Sig.

Cost Leadership Between 479.708 2 239.854 389 678
Groups
Within Groups ~ 88797.484 144  616.649
Total 89277.192 146

Differentiation ~ Between 1548.630 2 774315  1.681 .189
Groups
Within Groups 81526.799 177  460.603
Total 83075.429 179
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H,p: Firms with a business transformation level of Internet adoption have a greater
effect on profit margin (PM) than firms with a prospecting or a business
integration level of Internet adoption.

For Internet adoption levels, the firms were classified as using a prospecting level,
business integration level, or business transformation level. One-way ANOVA was
conducted to test each level of Internet adoption and its effect on PM. In Table 4-17, the
one-way ANOVA analysis showed no statistically significant effect on profit margin
among the three levels of Internet adoption. Results found that Hy, was not supported at
the 0.05 significance level. Comparing the three levels of Internet adoption, the results
revealed business transformation levels had no greater effect on PM than do prospecting
or business integration levels. Consequently, Hy, was not supported by these results.
Table 4-17

One-Way ANOVA (Levels of Internet Business Adoption * Profit Margin)

Sum of Squares df Mean Square  F Sig.

Prospecting Between 6.082 1 6.082 .006 .937
Groups
Within Groups 48519.841 51 951.369
Total 48525.923 52
Business Between 179,313 1 179.313 561 455
Integration Groups
Within Groups 37732.603 118  319.768
Total 37911.916 119
Business Between 799.891 1 799.891 1.446 231
Transformation Groups
Within Groups 84071.839 152 553.104
Total 84871.730 153
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H,.: Firms with a differentiation strategy and a business transformation level of
Internet adoption have a greater effect on profit margin (PM) than other
combinations of strategy types and Internet adoption levels.

For the combination of competitive strategy types and Internet business adoption

levels, the firms classified with the six combination groups are Group 1 through Group 6.
A 2x3 factorial ANOVA was conducted to examine the interaction of the two factors’
effect on the dependent variables. A 2x3 factorial ANOVA procedure examined
differences in the effectiveness of each of the six groups on the four ratios.

As shown in Table 4-18, the 2x3 factorial ANOVA testing result revealed that
Group 5 (F=12.928, p=.001) and Group 6 (F = 3.885, p = .052) had a significant effect
on profit margin (PM). Of the six groups, the results indicated that only Group 5 and
Group 6 were significant for an effect on profit margin (PM). The significant findings in
these six combination groups indicated that a firm with a differentiation strategy and
business integration level of Internet adoption (Group 5) or a firm with a differentiation
strategy and business transformation level of Internet adoption (Group 6) had a greater
profit margin (PM) performance. Therefore, H,. was supported by these results.

Based on the results of the analysis for Hj, it appeared that a firm with a
differentiation strategy and a high level of Internet adoption (e.g., business integration or
business transformation) can expect positive effects on the profit margin. These findings
suggested that two main factors affect the profit margin (PM) ratio. Therefore, H; was

partially supported.
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Table 4-18

Factorial ANOVA Tests of Between-Subjects Effects (Groups * Profit Margin)

Type of Level of Group  Source Typelll df Mean F  Sg
Strategy Internet Sum of Square
Adoption Squares
Cost Leadership Prospecting el Corrected .000 0
(Cost * Model
Prospecting)
Intercept 247.378 1 247378 .655 427
Strategy .000 0
)
Internet (I) .000 0
S*I .000 0
Error 8689.241 23 377.793
Total 8936.619 24
Corrected 8689.241 23
Total
Cost Leadership Business s L Corrected .000 0
Integration (Cost * Model
Integration)
Intercept 302.840 1 302.840 .388 .536
Strategy .000 0
(S
Internet (1) .000 0
8 €] .000 0
Error 33633.077 64 525.517
Total 33836.917 65
Corrected  33633.007 64
Total
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Table 4-18 (continued)

Type of  Level of Group  Source TypeIll df Mean F Sg

Strategy Internet Sum of Square
Adoption Squares
Cost Leadership Business Groap.3 Corrected .000 0
Transformation (Cost * Model

Transformation)
Intercept 28.537 1 28.537 .035 .852
Strategy .000 0
(S
Internet (I) .000 0

S*I .000 0
Error 46475.16 57 815354
Total 46503.70 58
Corrected  46475.16 57
Total
Differentiation Prospecting SR Corrected .000 0

(Differentiation Model

* Prospecting)

Intercept 439.072 1 439.720 .309 .583
Strategy .000 0

(8)

Internet (I) .000

§*] .000

Error 39830.60 28 1422.521
Total 40269.67 29
Corrected 39830.60 28

Total
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Table 4-18 (continued)

Type of  Level of Group Source Typelll df Mean F Sg
Strategy Internet Sum of Square
Adoption Squares
Cost Leadership Business Group 5 Corrected .000 0
Integration (Differentiation Model
* Integration)
Intercept 081.420 1 981.420 12.928 .001
Strategy (S) .000 0
Internet (I) .000 0
S*1 .000 0
Error 4099.526 54 75917
Total 5080.947 55
Corrected 4099.526 54
Total
Differentiation Business Group 6 Corrected .000 0
Transformation (Differentiation Model
Transformation)
Intercept 1537.625 1 1537.62 3.885 .052
Strategy (S) 000 0
Internet (I) .000 0
S*1 .000 0
Error 37596.673 95 395.754
Total 39134.297 96
Corrected ~ 37596.637 95
Total
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H,: Effect of type of strategy and level of Internet adoption on asset turnover (ATO).

H,,: Firms with a differentiation strategy have a greater effect on asset turnover

(ATO) than firms with a cost leadership strategy.

This hypothesis analyzed the effects of different types of competitive strategies on
asset turnover. As shown in Table 4-19, one-way ANOVA procedures found that cost
leadership strategy had a significant effect (F' = 3.722, p = .027) on ATO. The results
indicated that the cost leadership strategy can enhance ATO performance. Therefore,
strategy type was a key factor in determining the effect on asset turnover.

Comparing the two types of competitive strategies, firms with a cost leadership
strategy had a better asset turnover than firms with a differentiation strategy. The data
indicated that each type of competitive strategy does not equally effect the asset turnover
ratio. The analysis suggested that a differentiation strategy demonstrated less significant
influence on asset turnover than the cost leadership strategy. Therefore, Hy, was not
supported by these results.

Table 4-19

One-Way ANOVA (Types of Competitive Strategies * Asset Turnover)

Sum of Squares ~ df Mean Square  F Sig.
Cost Between 479.708 2 20066.768 3.722 .027

Leadership Groups
Within Groups 88797.484 144 5391.329

Total 89277.192 146
Differentiation Between 24313.683 2 12156.841  2.680 .071
Groups
Within Groups 802812.806 177  4535.666
Total 827126.489 179
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H,y: Firms with a business transformation level of Internet adoption have a greater
effect on asset turnover (ATO) than firms with a prospecting or a business
integration level of Internet adoption.

In Table 4-22, the one-way ANOVA analysis showed the effects of different

levels of Internet business adoption on asset turnover (ATO). As revealed in Table 4-20,
business transformation level (F = 5.009, p = .027) had a significant effect on ATO.
Table 4-20 reflected no significant differences for business integration and prospecting
levels on ATO.

Comparing these three levels of Internet adoption, the results indicated that firms
with a business transformation level had a significantly greater effect on asset turnover
(ATO) than firms with prospecting or business integration levels. Therefore, Ha, was
supported by these results.

Table 4-20

One-Way ANOVA (Levels of Internet Business Adoption * Asset Turnover)

Sum of Squares df Mean Square F  Sig.

Prospecting Between Groups 486.434 1 486.434 068 796
Within Groups 366028.300 51  7177.025
Total 366514.734 52
Business Between Groups 1116.818 1 116.818 328 568
Integration

Within Groups 401668.797 118  3403.973

Total 402785.615 119
Business Between Groups 26739.285 1 26739.285 5.009 .027
Transformation

Within Groups 811467.054 152 5338.599

Total 838206.339 153
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H,.: Firms with a differentiation strategy and a business transformation level of
Internet adoption have a greater effect on asset turnover (ATO) than other
combinations of strategy types and Internet adoption levels.

A significant finding was observed for the interaction between the two main
effects (competitive strategy and Internet business adoption) on asset turnover (ATO).
Table 4-21, 2x3 factorial ANOVA analysis indicated that each of the six groups had a
significant effect on asset turnover (ATO), Group 1 (a cost leadership and a prospecting
level) F'= 65.834, p = .000, Group 2 (a cost leadership and a business integration level) F
= 238.144, p = .000, Group 3 (a cost leadership strategy and a business transformation
level) F'= 88.152, p = .000, Group 4 (a differentiation strategy and a prospecting level) F
= 52.574, p = .000, Group 5 (a differentiation strategy and a business integration level)
= 96.514, p = .000, and Group 6 (a differentiation strategy and a business transformation
level) F = 236.538, p = .000. All of the six groups had a significant effect on asset
turnover.

In addition, a firm’s type of competitive strategy and level of Internet business
adoption served as key factors in affecting asset turnover (ATO). The analysis suggested
that firms with a differentiation strategy and a business transformation level of Internet
adoption had a greater effect on asset turnover (ATO). Consequently, Hy. was supported
by these results.

The results of this study found that the type of competitive strategy and level of
Internet business adoption affected financial performance. Based on the Hj analysis, the
findings provided evidence that the type of competitive strategy and level of Internet

adoption affected asset turnover (ATO). Therefore, H, was partially supported.

110



Table 4-21

Factorial ANOVA Tests of Between-Subjects Effects (Groups * Asset Turnover)

Type of Levelof Group  Source  Typelll df  Mean F Sg
Strategy  Internet Sum of Square
Adoption Squares
Cost Prospecting wees | Corrected .000 0
Leadership (Cost * Model
Prospecting)
Intercept 392277.033 1 392277.033 65.834 .000
Strategy (S) .000 0
Internet (I) .000 0
S*I .000 0
Error 137046.632 23 5958.549
Total 529323.665 24
Corrected ~ 137046.632 23
Total
Cost Business el Corrected .000 0
Leadership  Integration (Cost * Model
Integration)
Intercept 495330951 1 495330.95 238.144 .000
Strategy (S) .000 0
Internet (I) .000 0
S*I .000 0
Error 133117.867 64 2079.967
Total 628448.818 65
Corrected  133117.867 64
Total
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~ Table 4-21 (continued)

Type of  Level of Group  Source Typelll df Mean F  Sg

Strategy Internet Sum of Square
Adoption Squares
Cost Leadership Business Coms Corrected .000 0
Transformation (Cost * Model

Transformation)

Intercept  782829.559 1 782829.55 88.152 .000

Strategy .000 0
(S)

Internet (I) 000 0
S*I .000 0

Error 506186.846 57
Total 1289016.40 58
Corrected 506186.846 57
Total

Group 4
Differentiation Prospecting ¥ Corrected .000 0

(Differentiation Model
* Prospecting)
Intercept ~ 429945.752 1 429945.75 52.574 .000
Strategy .000 0
(S)
Internet (I) .000 0
S*] .000 0
Error 228981.668 28 8177.917
Total 658927.421 29
Corrected  228981.668 28

Total
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Table 4-21 (continued)

Typeof  Level of Group  Source Typelll df Mean F Sg

Strategy Internet Sum of Square
Adoption Squares
Cost Leadership Business Group 5 Corrected .000 0
Integration (Differentiation Model

* Integration)

Intercept  479981.277 1 479981.27 96.514 .000

Strategy .000 0
(S)

Internet (1) .000 0
S*I .000 0

Etror 26855.930 54 4973.165
Total 748532.207 55
Corrected  268550.930 54
Total
Differentiation Business Group 6 Corrected .000 0
Transformation (Differentiation Model

*

Transformation)

Intercept ~ 760109.607 1 760109.60 236.53 .000

8
Strategy .000 0
(S)
Internet (I) .000 0
S%1 .000 0

Error 305280.208 95 3213.476
Total 1065389.81 96

5
Corrected  305280.208 95

Total




Hi: Effect of type of strategy and level of Internet adoption on return on assets.
Hi,: Firms with a differentiation strategy have a greater effect on return on assets
(ROA) than firms with a cost leadership strategy.

Shown in Table 4-22 is the one-way ANOVA for the effects of different types of
competitive strategies on return on assets (ROA). As reflected in Table 4-22, the
ANOVA analysis found no significant differences for the cost leadership strategy or
differentiation strategy and Hs, was rejected at the 0.05 significance level. The results
further suggested that the type of competitive strategy did not positively contribute to
return on assets (ROA). According to the analysis, the type of competitive strategy was
not an important factor affecting return on assets (ROA).

Comparing the two strategic types, the significant finding was that a firm with a
differentiation strategy had no better return on assets than a firm with a cost leadership
strategy. Consequently, no single strategy type was identified that can guarantee a higher
return on assets (ROA). Therefore, Hs, was not supported by these results.

Table 4-22

One-Way ANOVA (Types of Competitive Strategies * Return on Assets)

Sum of Squares ~ df Mean Square F  Sig.
Cost Between 1072.429 2 536.24 1.252 289

Leadership Groups
Within Groups 61687.025 144 428.382

Total 62759.453 146
Differentiation Between 1889.500 2 944750  1.489 .228
Groups
Within Groups 112300.410 177 634.466
Total 114189.909 179
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Hsp,: Firms with a business transformation level of Internet adoption have a greater
effect on return on assets (ROA) than firms with a prospecting or a business
integration level of Internet adoption.

Table 4-23 shows the one-way ANOVA testing for the effects of different levels
of Internet business ddoption on return on assets (ROA). As shown in Table 4-25, one-
way ANOVA analysis found that the prospecting level, business integration level, and
business transformation level had no significant effect on return on assets (ROA). The
result revealed that Hs, was rejected at the 0.05 significance level. Comparing the three
levels of Internet adoption, firms with a business transformation level had no different
effect on return on assets (ROA) than did firms with prospecting and business integration
levels. Therefore, these results did not support Hsp,.

Table 4-23

One-Way ANOVA (Levels of Internet Business Adoption * Return on Assets)

Sum of Squares df Mean Square F  Sig.

Prospecting Between 106.441 1 106.441 A12 739
Groups
Within Groups 48305.398 51 947.165
Total 48411.839 52
Business  Between 118,935 1 118.935  1.043 .309
Integration Groups
Within Groups 13456.976 118 114.042
Total 13575.911 119
Business Between 569.225 1 569.255 771 381

Transformation ~ Groups
Within Groups ~ 112225.060 152 738.323
Total 112794316 153
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Hs.: Firms with a differentiation strategy and a business transformation level of
Internet adoption have a greater effect on return on assets (ROA) than other
combinations of strategy types and Internet adoption levels.

For this hypothesis, a significant finding was seen in the interaction of two of the
main factors on return on assets (ROA). In Table 4-24, the results for the six groups, the
2x3 factorial ANOVA analysis shows that Group 5 (F'=9.236, p = .004) héd a significant
effect on return on assets (ROA). This result suggested that a particular combination of
the competitive strategy type and Internet business adoption level affected return on
assets (ROA).

However, in comparing the six combination groups, the results did not indicate
that firms with a differentiation strategy and a business transformation level of Internet
adoption affected return on assets (ROA) more than other combination groups.
Significant findings indicated that a firm with the combination of a differentiation
strategy and a business integration level of Internet adoption (Group 5) had a better return
on assets (ROA) than did other combinations of strategy types and Internet adoption
levels. Therefore, Hi. was not supported by these results.

Based on the analysis of Hj, strategy type and Internet adoption level had an
apparent effect on return on assets. The findings indicated that a firm with a
differentiation strategy and a business integration level of Internet adoption experienced a
significant effect on the return on assets rétio. Therefore, Hs was partially supported by

the results.
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Table 4-24

Factorial ANOVA Tests of Between-Subjects Effects (Groups * Return on Assets)

Type of  Level of Group Source  Typelll df Mean F Sg
Strategy Internet Sum of Square
Adoption Squares
Cost Leadership Prospecting Group 1 Corrected .000 0
.(Cost * Model
Prospecting)
Intercept 384.173 1 384.173 1.169 .291
Strategy (S) .000 0
Internet (1) | .000 0
S*I .000 0
Error 7556.387 23 328.539
Total 7940.559 24
Corrected 7556.387 23
Total
Cost Leadership Business Sl Corrected .000 0
Integration (Cost * Model
Integration)
Intercept 82.570 1 82570 .512 477
Strategy (S) .000 0
Internet (I) .000 0
SAT 000 0
Error 10316.328 64 161.193
Total 10398.899 65
Corrected 10316.328 064
Total
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Table 4-24 (continued)

Typeof  Level of Group Source  Typelll df Mean F  Sg

Strategy Internet Sum of Square
Adoption Squares
Cost Leadership Business — Corrected .000 0
Transformation (Cost * Model
Transformation)
Intercept 1137.609 1 1137.609 1.480 .229
Strategy (S) .000 0
Internet (I) .000 0
S*1 .000 0
Error 43814.310 57 769.672
Total 44951.919 58
Corrected ~ 43814.310 57
Total
Difeerfialioy Prospesing O Corracied 000 0
(Differentiation Model
* Prospecting)
Intercept 1359918 1 1359918 .934 342
Strategy (S) .000 0
Internet (1) .000 0
S*] .000 0
Error 40749.011 28 1455.322
Total 42108.929 29
Corrected ~ 40749.011 28
Total
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Table 4-24 (continued)

Type of Level of Group Source  TypelIll df Mean F  Sg
Strategy Internet Sum of Square
Adoption Squares
Cost Leadership Business Group 5 Corrected .000 0

Integration

Differentiation Business

(Differentiation Model

* Integration)

Transformation (Differentiation Model

Intercept 537.157 1
Strategy (S) .000 0
Internet (1) .000 0
Q] .000 0
Error 3140.648 54 58.160
Total 3677.805 55
Corrected 3140.648 54
Total '
Group 6 Corrected .000 0
Transformation)
Intercept 20.387 1 20.387
Strategy (S) .000 0
Internet (I) .000 0
§*1 .000 0
Error 68410.751 95 720.113
Total 68431.138 96
Corrected 68410.751 95

Total

537.157 9.236 .004

028 .867
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H,: Effect of type of strategy and level of Internet adoption on return on equity.
Hi,: Firms with a differentiation strategy have a greater effect on return on equity
(ROE) than firms with a cost leadership strategy.

Finally, the study proposed that a firm’s competitive strategy type should be a
factor that affects return on equity. As shown in Table 4-25, for each type of competitive
strategy (cost leadership and differentiation), one-way ANOVA indicated both
competitive strategy types had no significant effects on return on equity and Hy, was
rejected at the 0.05 significance level. The results indicated no single competitive strategy
type affected return on equity.

Significant findings for the type of competitive strategy indicated that a firm with
a differentiation strategy had no different effect on return on equity than did a firm with a
cost leadership strategy. The findings suggested that these competitive strategy types
were not guaranteed to affect return on equity. Therefore, Hs, was not supported by these
results.

Table 4-25

One-Way ANOVA (Types of Competitive Strategies * Return on Equity)

Sum of Squares df Mean Square  F Sig.

Cost Leadership Between 597954.206 2 298977.103 2393 0.95
Groups
Within Groups  17994693.898 144 124963.152
Total 18592648.104 146

Differentiation ~ Between 29146.302 2 14573.151  .875 419
Groups
Within Groups  2948155.855 177  16656.248
Total 2977302.158 179
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Hyp: Firms with a business transformation level of Internet adoption have a greater
effect on return on equity (ROE) than firms with a prospecting or a business
integration level of Internet adoption.

In Table 4-28, the one-way ANOVA examined the effects of different levels of
Internet adoption on return on equity (ROE). As shown in Table 4-26, one-way ANOVA
analysis found that the prospecting level (F' =.888, p =.035) had a significant effect on
return on equity. Significant findings for the three Internet adoption levels indicated that a
firm with a prospecting level had a greater effect on return on equity than a firm with
business integration or business transformation level. Furthermore, firms with a business
transformation level of Internet adoption demonstrated no better effect on return on
equity than the other two levels. Therefdre, Hyp, was not supported by these results.

Table 4-26

One-Way ANOVA (Levels of Internet Business Adoption * Return on Equity)

Sum of Squares df Mean Square  F Sig.

Prospecting Between 310961.985 1 310961.985 .888  .035
Groups
Within Groups  17851421.729 51  350027.877
Total 18162383.714 52
Business Between 50.550 1 50.550 12 913
Integration Groups
Within Groups ~ 500951.599 118 4245.361
Total 501003.149 119
Business Between 5945.337 1 5945337 349 556

Transformation Groups
Within Groups ~ 2590475.426 152 17042.601
Total 2596420.763 153




Hi.: Firms with a differentiation strategy and a business transformation level of
Internet adoption have a greater effect on return on equity (ROE) than other
combinations of strategy types and Internet adoption levels.

The hypothesis examined the interaction between the two main effects
(competitive strategy and Internet business adoption) on return on equity (ROE). A 2x3
factorial ANOVA examined the effects of differences of the six combination groups on
return on equity. Table 4-27 shows that Group 5 had a significant effect on return on
equity (= 10.721, p = .002). Therefore, a firm’s type of competitive strategy and level
of Internet business adoption affected return on equity (ROE).

Significant findings for these six combination groups indicated that a firm with a
differentiation strategy and a business integration level of Internet adoption (Group 5)
had a higher return on equity (ROE) than did firms with other combinations of strategy
types and Internet business adoption levels. However, firms with a differentiation
strategy and a business transformation level of Internet adoption did not demonstrate a
greater return on equity (ROE) effect than other combinations. Therefore, Hyc was not
supported by the results.

From this analysis of Hy, no single combination group appears to be uniquely
effective in return on equity performance. In other words, the results indicated that a
firm’s differentiation strategy and business integration level of Internet adoption affected
return on equity. The finding suggested that the type of strategy and level of Internet

adoption affected return on equity. Therefore, Hy was partially supported by the results.
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Table 4-27

Factorial ANOVA Tests of Between-Subjects Effects (Groups * Return on Equity)

Typeof Levelof Group Source Type Il Sum df  Mean F  Sg

Strategy  Internet of Squares Square
Adoption
Cost Leadership Prospecting PR Corrected .000 | 0
(Cost * Model

Prospecting)
Intercept ~ 744291.554 1 744291.554 1.000 .328

Strategy 000 0
(S)

Internet (I) .000 0
S*I .000 0

Error 17122982.571 23 744477.503
Total 17867274.125 24
Corrected 17122982.571 23

Total
Group 2
Cost Leadership Business ? Corrected .000 0
Integration (Cost * Model

Integration)

Intercept 1967.969 1 1967.969 258 613
Strategy .000 0

(S)
Internet (1) .000 0

S*I .000 0

Error 488124425 64 7626.944
Total 490092.394 65

Corrected  488124.425 64

Total
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Table 4-27 (continued)

Typeof  Level of Group Source  Typelll df  Mean F Sg
Strategy Internet Sum of Square
Adoption Squares
Cost Leadership Business R Corrected .000 0
Transformation (Cqst * Model
Transformation)

Intercept 130.736 1 130.736 .017 .890
Strategy .000 0
(S)
Internet (I) .000 0
S*1 .000 0
Error 383586.902 57 6729.595

. o . Group 4
Differentiation Prospecting

(Differentiation

* Prospecting)

Total 383717.639 358
Corrected  383586.902 57

Total

Corrected .000 0

Model

Intercept ~ 14319.370 1 14319.370 .550 464
Strategy .000 0

(S)

Internet (1) .000 0

S*I 000 0

Error 728439.158 28 26015.684

Total 742758.528 29

Corrected 728439.158 28

Total
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Table 4-27 (continued)

Typeof  Level of Group  Source Typelll df Mean F Sg
Strategy Internet Sum of Square
Adoption Squares
Cost Leadership Business Group 5 Corrected .000 0
Integration (Differentiation Model
* Integration)
Intercept ~ 2546.940 1 2546.949 10.72 .002
Strategy .000 0
(8)
Internet (1) .000 0
S*1 .000 0
Error 12828.174 54 237.559
Total 15375.123 55
Corrected 12828.174 54
Total
Differentiation Business Group 6 Corrected .000 0
Transformation (Differentiation Model
Transformation)
Intercept ~ 12305.839 1 12305.839 .530 .469
Strategy .000 0
(S
[nternet (I) .000 0
S*I .000 0
Error 2206888.52 95 23230.406
Total 2219194.36 96

Corrected 2206888.52 95

Total
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This study used mixed methods (quantitative and qualitative) and secondary
analysis to investigate the relationships among competitive strategy type, Internet
business adoption level, and financial performance. This evidence from the hypotheses
tested indicated that competitive strategy type and Internet business adoption level were
major factors affecting financial performance.

The theoretical framework of this study indicated that business integration level
and business transformation level are the higher levels of Internet business adoption (Teo
& Pian, 2003), and that differentiation strategy is more important in earning profit in the
Internet business market than is the cost leadership strategy (HomBurg, Krohmer &
Workman, 1999; Obilade, 2002). Study hypotheses suggested that a differentiation
strategy and a higher level of Internet business adoption would lead to greater financial
performance for an organization.

The findings of the research question and the hypotheses showed that different
combinations of strategy types and Internet business adoption levels had differing effects
on the four ratios. In testing the hypotheses, the findings revealed that: 1) firms with the
combination of a differentiation strategy and a business integration level of Internet
adoption (Group 5) had better performance on profit margin (PM), asset turnover (ATO),
return on assets (ROA), and return on equity (ROE) than did firms with other
combinations of strategy types and Internet adoption levels, 2) firms with a
differentiation strategy and a business transformation level of Internet adoption (Group 6)
showed a greater effect on PM and asset turnover (ATO) performance, and 3) All of the
six combination groups of competitive strategy types and Internet business adoption

levels had a greater asset turnover (ATO). Consequently, these findings supported the
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proposed hypotheses.

The results indicated that higher levels of Internet business adoption created better
profit opportunities for business organizations; firms with a differentiation strategy and a
higher level of Internet business adoption were more likely to demonstrate greater
financial performance in the e-market than firms with a cost leadership strategy and a
lower level of Internet business adoption. Consequently, the findings indicated that
different combinations of competitive strategy types and Internet business adoption levels
had an effect on financial performance.

Chapter IV presented the results of the data collection and data analysis. Chapter
V discusses the findings and interprets the statistical results, and includes the limitations

of the study and recommendations for future research.
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CHAPTER YV
DISCUSSION

The summary of the study’s results in the previous chapter identified the key
findings for the research question and hypotheses. This chapter described the purposes of
this research, discussed the findings and interpreted the statistical results of the effect of
competitive strategy and Internet business adoption on performance.

This study examined how the use of the types of competitive strategy and the
levels of Internet business adoption in business organizations may increase value and
performance. The independent variables were the competitive strategy (including cost
leadership and differentiation), and Internet business adoption (including prospecting,
business integration and business transformation). The dependent variable was financial
performance: profit margin (PM), asset turnover (ATO), return on assets (ROA), and
return on equity (ROE). Business organizations which implemented competitive
strategies in the Internet business market had a significant impact on financial
performance (Kamssu, Reithel & Ziegelmayer, 2003; Lai & Wong, 2005; Porter, 2003).
Different types of competitive strategies (Porter, 2003; Slater & Olson, 2000) or levels of
Internet adoption (Teo & Pian, 2003; Sohn & Wang, 1999) effected business
performance.

The three purposes of this study were: 1) to describe the relationships among
competitive strategy, Internet business adoption, and financial performance, 2) to
examine the effectiveness of competitive strategy (cost leadership and differentiation)
and Internet business adoption (prospecting, business integration and business

transformation) on four financial ratios (profit margin, asset turnover, return on assets and
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return on equity), and 3) to explore the importance of the combination of strategic types
and Internet business adoption levels which may result in creating profitability for U. S.
business organizations.

Among U.S. business organizations, 961 companies met the eligibility criteria of
this study with annual sales between 50 to 200 million dollars, and the 3-digital SIC
codes of 737 and 357. As a result of using the entire accessible population as a sample,
this study was strengthened by decreased error, associated with selection bias. The
secondary data and paragraph approach for content analysis had been successfully
utilized to assess two main factors (two strategic types and three business adoption
levels), and the DuPont analysis formula was useful in calculating the four financial
ratios.

The study found that financial ratios were achieved by firms with competitive
strategies and Internet business adoption. Chapter 5 discusses the study limitations,
results interpretations, practical discussion, theory implication, and future research
recommendations concerning the effect of competitive strategies and Internet business
adoption on financial performance.

Interpretations

The entire accessible population was used as a sample in which each firm had an
equal chance of being selected. Among the 961 companies, 327 (34%) provided usable
secondary data. These secondary data were used to categorize the main factors and to
compute four financial ratios, and then to answer the research question and test the
hypotheses.

A 2 x 3 factorial design, secondary data research design, mixed method study was
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used to answer the research question and test the hypotheses. The study had two
independent variables, competitive strategy (including, cost leadership and differentiation)
and Internet business adoption (including, prospecting, business integration and business
transformation), and the dependent variable of financial performance (including, profit
margin, asset turnover, return on assets, and return on equity). Six combination groups
were used to compare and analyze financial performance (profit margin, asset turnover,
return on asset.s, and return on equity) of companies. Group 1 was a firm with a cost
leadership strategy and a prospecting level of Internet business adoption, Group 2 was a
firm with a cost leadership strategy and a business integration level of Internet business
adoption, Group 3 was a firm with a cost leadership strategy and a business
transformation level of Internet business adoption, Group 4 was a firm with a
differentiation strategy and a prospecting level of Internet business adoption, Group 5
was a firm with a differentiation strategy and a business integration level of Internet
business adoption, and Group 6 was a firm with a differentiation strategy and a business
transformation level of Internet business adoption.
Research Question

The purposes of this study were to statistically analyze ch€ effects of strategy type
on financial performance, the effects of Internet business adoption levels on financial
performance, and the effects of the combination of competitive strategies and Internet
business adoption levels on financial performance. According to the statistical descriptive
analysis of 327 companies’ data, more companies had a differentiated strategy (55
percent) than a cost leadership strategy (45 percent); furthermore, more companies had a

business transformation level (47.1 percent) of Internet business adoption than a business
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integration (36.7 percent) or a prospecting (16.2 percent) level of Internet adoption. Of
the six combinations of groups, most companies belonged to Group 6 (a firm with a
differentiation strategy and a business transformation level of Internet adoption); 29.4
percent higher than the percentage for the other groups.

The researcher collected data from the 2005 fiscal year annual reports from each
of the 327 companies and utilized the DuPont formula to compute each firm’s four
financial ratios. The study examined the means of financial ratios for each of two strategy
types, three Internet adoption levels, and six combination groups. A higher mean for the
profitability ratio indicated higher financial performance. Comparing the two types of
competitive strategy, the differentiation strategy had a higher mean for the profit margin
ratio (PM) than a cost leadership strategy. Among the three Internet business adoption
levels, the business integration level had a higher mean for the profit margin ratio (PM)
and return on assets (ROA) ratio than the prospecting and business transformation levels
of Internet adoption. Of the six combination groups, the results indicated that Group 5 (a
firm with a differentiation strategy and a business integration level of Internet business
adoption) had the highest mean for the margin ratio (PM) and return on assets (ROA)
ratio. The one-way ANOVA analysis findings suggested that Internet business adoption
was important for financial performance. The factorial ANOVA analysis findings
suggested that a firm with competitive strategies and Internet business adoption had no
guarantee of the highest financial performance for business organization.

Hypotheses
The hypotheses compared the effects of strategies on four financial ratios, the

effects of Internet business adoption on four financial ratios, and the effects of six
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combination groups of competitive strategy types and Internet business adoption levels
on four financial ratios. The purpose of this study was to find the strategy type and
Internet business adoption level that had a positive impact on the financial performance
of business organizations.

For the two types of competitive strategy, the one-way ANOVA analysis
indicated that the cost leadership strategy had a significant effect on the asset turnover
(ATO) ratio, which was statistically significant at the F = 3.722, p = 0.027 level.
Therefore, the findings supported the effect of strategy types on financial performance
reported by Porter’s (1980) generic strategy theory and the empirical findings reported by
Homburg, Krohmer, and Workman (1999), Kunar and Subramanian (1998), and Obilade
(2002).

For the three levels of Internet business adoption, the one-way ANOVA analysis
indicated that the business transformation level had a significant effect on asset turnover
(ATO), which was statistically significant at the F = 5.009, p = 0.027 level. The
prospecting level of Internet business adoption demonstrated a significant effect on the
return on equity (ROE) ratio, which was statistically significant at the F" = 0.888, p =
0.035 level. Therefore, the findings supported the effects of the Internet adoption level on
financial performance reported by Teo and Pian’s (2003) model of level of Internet
adoption.

For the six combination groups, the 2x3 factorial ANOVA analyses indicated that
Group 5 (firms with a differentiation strategy and a business integration level of Internet
business adoption) had a significant effect on profit margin (/' =12.928, p = 0.01), asset

turnover (F' = 96.514, p = 0.00), return on assets (/" = 9.236, p = 0.04), and return on
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equity (F = 10.721, p = 0.02) ratios. Group 6 (firms with a differentiation strategy and a
business transformation level of Internet business adoption) had a significant effect on
profit margin (F = 3.885, p = 0.05) and asset turnover (¥ = 236.538, p = 0.00) ratios.
Group 1 - firms with a cost leadership strategy and a prospecting level of Internet
business adoption - (¥'= 65.834, p = 0.00), Group 2 - firms with a cost leadership strategy
and a business integration level of Internet business adoption - (' = 238.144, p = 0.00),
Group 3 - firms with a cost leadership strategy and a business transtormation level of
Internet business adoption - (F = 88.152, p = 0.00), and Group 4 - firms with a
differentiations strategy and a prospecting level of Internet business adoption - (F' =
52.574, p = 0.00) had a significant effect on the asset turnover (ATO) ratio in this study.
The findings indicated that firms with a differentiation strategy and a high level of
Internet business adoption increased their financial performance more significantly.

The results revealed that all different combinations of strategies types and Internet
business adoption levels affected financial performance, while Group 5 (firms with a
differentiation strategy and a business integration level of Internet business adoption)
demonstrated statistical significance at the p = < 0.05 level on four ratios. Therefore, the
finding suggested that Hypotheses 1, 2, 3, and 4 were partially supported. This study
examined 12 hypotheses of which; three (H;., Hyp, and Hj) were supported, while the

other nine were not. Table 5-1 outlines the results of the hypotheses.
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Table 5-1

Results of Hypotheses
Hypotheses Results
H;: Effects of type of strategy and level of Internet adoption on profit Partially
margin (PM). Supported
(Group 5 and 6)

Hi,: Firms with a differentiation strategy have a greater effect on profit Not Supported

margin than firms with a cost leadership strategy.

Hjp: Firms with a business transformation level of Internet adoption Not Supported

have a greater effect on profit margin than firms with a prospecting or a

business integration level of Internet adoption.

H,.: Firms with a differentiation strategy and a business transformation Supported

level of Internet adoption have a greater effect on profit margin than

other combinations of strategy types and Internet adoption levels.

H,: Effects of type of strategy and level of Internet adoption on asset Partially

turnover (ATO). Supported
(Group 5)

H,.: Firms with a differentiation strategy have a greater effect on asset Supported

turnover than firms with a cost leadership strategy.

H,,: Firms with a business transformation level of Internet adoption

have a greater effect on asset turnover than firms with a prospecting or a

business integration level of Internet adoption.

H,.: Firms with a differentiation strategy and a business transformation Supported

level of Internet adoption have a greater effect on asset turnover than

other combinations of strategy types and Internet adoption levels.

Hs: Effects of type of strategy and level of Internet adoption on return Partially

on assets (ROA). Supported
(Group 5)

Hs,: Firms with a differentiation strategy have a greater effect on return Not Supported

on assets than firms with a cost leadership strategy.

Hsp: Firms with a business transformation level of Internet adoption Not Supported

have a greater effect on return on assets than firms with a prospecting or

a business integration level of Internet adoption.
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Table 5-1 (continued)

Hypotheses Results

Hi.: Firms with a differentiation strategy and a business transformation Not Supported

level of Internet adoption have a greater effect on return on assets than

other combinations of strategy types and Internet adoption levels.

Hy: Effects of type of strategy and level of Internet adoption on return Partially

on equity (ROE). Supported
(Group 5)

Hy.: Firms with a differentiation strategy have a greater effect on return Not Supported

on equity than firms with a cost leadership strategy.

Hyp: Firms with a business transformation level of Internet adoption Not Supported

have a greater effect on return on equity than firms with a prospecting

or a business integration level of Internet adoption.

Ha.: Firms with a differentiation strategy and a business transformation Not Supported

level of Internet adoption have a greater effect on return on equity than

other combinations of strategy types and Internet adoption levels.

The hypotheses of this study suggested that firms with a differentiation strategy
and a high level of Internet business adoption can enhance their financial performance
more than firms adopting a cost leadership strategy and a low level of Internet business
adoption. In this study, the business integration level and business transformation level of
Internet adoption was representative of the high level of Internet business adoption (Teo
& Pian, 2003). A business organization with a high level of Internet business adoption
may encounter more profit opportunities (Shon & Wang, 1998). Furthermore, the
differentiation strategy is even more competitive than cost leadership strategies in the
Internet business market (Evans & Smith, 2004).

According to the statistical results, the most effective combination group was
Group 5 (firms with a differentiation strategy and a business integration level of Internet

business adoption); however, Group 1 (firms with a cost leadership strategy and a
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prospecting level of Internet business adoption), Group 2 (firms with a cost leadership
strategy and a business integration level of Internet business adoption), Group 3 (firms
with a cost leadership strategy and a business transformation level of Internet business
adoption), Group 4 (firms with a differentiation strategy and a prospecting level of
Internet business adoption), and Group 6 (firms with a differentiation strategy and a
business transformation level of Internet business adoption) also demonstrated an effect
on financial performance. The findings of the hypotheses tested indicated that the effects
of the types of competitive strategies and levels of Internet busiﬁess adoption on financial
performance confirmed Porter’s generic strategies (2001) theories and the empirical
findings reported by Homburg, Krohmer, and Workman (1999), Kunar and Subramanian
(1998), and Obilade (2002), as well as Sohn and Wang (1998, 1999), and Teo and Pian’s
(2003) Internet adoption level model.

Practical Implications

1. This study had both practical and academic implications. The study was based
on theoretical implications that are applicable and extend to real businesses.
Because the findings were theoretical, the consequences for practice
implications are implied.

2. Internet business adoption is the use of the Internet to conduct a firm’s daily
business. According to the study results, firms with a high level of Internet
business adoption see improved business performance in the Internet business
market. Higher levels of Internet business adoption could improve companies’
e-business service, whereas, a higher level of Internet business adoption along

with a better website design and checkout system may allow for business
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support, lower costs, and create new business opportunities.
. The findings indicate that firms could improve their profitability and
competitive advantage by using a differentiation strategy and a business
integration level of Internet adoption to enable them to maximize their
profitability. This should be a fundamental requirement for business
organizations. Firms with a differentiation strategy and a business
transformation level of Internet adoption can also improve their profitability.
The results of this study contribute to the literature regarding how firms in
many industries compete.

Conclusions
. The type of competitive strategy used may be a factor influencing financial
performance of U.S. business organizations. Cost leadership has a great effect
on asset turnover (ATO); firms with cost leadership may increase their value
and performance. These results supported Porter’s (1980) generic strategies
theory and the empirical findings reported by Homburg, Krohmer, and
Workman (1999), Kunar and Subramanian (1998), and Obilade (2002).
. Internet business adoption can be an important factor influencing financial
performance. Firms adopting a prospecting level of Internet business will have
a great effect on their profit margin (PM) and return on equity (ROE) ratios.
Firms adopting a business transformation level of Internet business will
generate a great effect on their asset turnover (ATO) ratio. These finding
supported the model of level of Internet adoption reported by Sohn and Wang

(1998, 1999), and Teo and Pian (2003).
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3. Firms with a differentiation strategy and a business integration level of
Internet business adoption (Group 5) had positive influences on their profit
margin (PM), asset turnover (ATO), return on assets (ROA), and return on
equity (ROE); Firms with a differentiation strategy and a business
transformation level of Internet business adoption (Group 6) had positively
influences on its profit margin (PM) and asset turnover (ATO); and firms with
a cost leadership strategy and a prospecting level of Internet business adoption
(Group 1), a cost leadership strategy and a business integration level of
Internet business adoption (Group 2), a cost leadership strategy and a business
transformation level of Internet business adoption (Group 3), and a
differentiation strategy and a prospecting level of Internet business adoption
(Group 4) had positive influences on its asset turnover (ATO). Therefore, the
type of competitive strategy and the level of Internet business adoption had a
significant positive relationship with financial performance.

4. A high tech firm with the combination of a differentiation strategy and a
higher level of Internet business adoption (business integration or business
transformation) will increase financial performance and improve its value;
that is the key to success.

5. A higher level of Internet business adoption creates positive improved
financial performance for business organizations.

6. Firms with a low cost strategy can perform better than these with a
differentiation strategy in a real world market but not in the e-market. A

differentiation strategy is more important in the Internet business than a low
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cost strategy. With a differentiation strategy (such as unique product,
advertising, high price or building brand image) firms can be succeed in the
cyber world market.
. The results indicated that the contributions of this study could benefit
academic research and provide practical implications for managers.
Limitations
The fact that this study used only selected researchers from a significant body
of literature may limit the results.
. The interpreted variables were limited to the theoretical and statistical analysis
selected. Identifying the effects of competitive strategy and Internet business
adoption on financial performance in this study was limited to the detection of
how financial performance was affected by competitive strategy types and
Internet business adoption levels.
The use of the DuPont analysis to calculate the financial ratios (profit margin,
asset turnover, return on assets, and return on equity) might have affected the
results of this study.
This study was limited to U.S. business ‘organizations reporting annual sales
between $50 and $200 million with the three-digit SIC codes of 737 and 357.
A larger sample might provide better results. Arranging 327 companies into
six combination groups may have limited the opportunity for equal sizing to
compare effectiveness on financial performance. For example, Group 1 (firms
with a cost leadership strategy and a prospecting level of Internet business

adoption) included 24 companies while Group 6 (firms with a differentiation
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strategy and a business transformation level of Internet business adoption) had
96 companies.
A limitation in this study was the reliability of the secondary data used. Firms’
strategic type and Internet adoption levels were drawn from their annual
reports and websites. In using archival data, the conclusion may have been
affected by errors in the secondary data.

Recommendations for Future Study
This study was narrowed to examine the two strategy types (cost leadership,
and differentiation), three Internet adoption levels (prospecting, business
integration, and business transformation) and four profitability ratios (profit
margin, asset turnover, retqrn on assets, and return on equity). Future studies
should test McCarthy’s 4Ps strategies: product, price, promotion and place
strategies.
Future studies should explore a target population located outside of the U.S. as
well as business organizations whose annual sales are not within the $50 to
$200 million range, and whose three-digit SIC code is not 737 or 357 in order
to provide a comparison group for the findings of the current study, i.e.,
researchers should select a larger sample, possibly one with greater annual
sales and no SIC code limitations, in order to increase the entire accessible
population. Such a larger sample may produce different results.
This study tested four financial ratios: profit margin (PM), asset turnover
(ATO), return on assets (ROA), and return on equity (ROE). Future studies

should examine other financial ratios as well, such as liquidity and leverage
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ratios, thereby continuing the research that this study has begun.
4. As this study was limited to firms in the U.S., a suggestion for future is to
assess the level of Internet adoption in other countries’ business organizations.
5. Having more than one researcher obtain and code the data is another
suggestion for future researchers.
Chapter V had discussed the research question and hypotheses as well as
interpreted the findings. The implications for theory and practice were addressed. In
addition, the limitations of the study and recommendations for future research were

included.
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Business Strategy Theories
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Business Strategy Theories

Buzzell, Gale & Sultan (1975)

Miles & Snow (1978)

Aaggressiveness Strategies

Hofer & Schendel (1978)

Barney (1980)

Porter (1980)

generic strategies

Prahalad & Hamel (1990)

Day (1994)

Kotler & Andreason (1996)

Dominance Strategies

Teece, Pisano & Shuen (1997)
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Appendix B

Paragraph Approach for Content Analysis
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Part One
Strategic Type
Content analysis of Internet websites for each company will result in checking one of the
following two types of strategies:
The firm is achieving lower cost of services than competitors, making services/
procedures more cost efficient, improving the time/cost required for
coordination of various services, improving the utilization of variable
equipment, services and facilities, performing analysis of costs associated with
various services, and improving the availability of diagnostic equipment and
auxiliary services to control costs. The firm pursues operating efficiencies, cost
advantages in raw material procurement, and economies df scale. The firm uses
internal production efficiency, cost controls, low costs, and price reduction. The
firm has a large plant and warehouse, focuses on the standardization of its
products, makes shipments in large lots, has many suppliers, and aggressively

pursues a pricing policy.

The firm engages in introducing new services/ procedures, differentiating
services from competitors, offering a broader range of services than
competitors, and utilizing market research to identify new services. The firm is
creating superior customer value through services accompanying the products,
building up a premium product or brand image, and obtaining high prices from
the market, and advertising. The firm is focusing on uniqueness, brand image,

and quality of its product or service. The firm focuses on a specific market
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segment, emphasizes quality or image rather than low price, maintains a close

relationship with suppliers, and provides extensive service warranties.

Other. Describe.

Note: Sources are from

“Strategic Consensus and Performance: The Role of Strategy Type and Market-Related Dynamism,” by C.
Homburg, H. Krohmer and J. P. Workman, 1999, Strategic Management Journal, 20(4), p. 356. Copyright
1999 by Strategic Management Journal. Used with permission of the author.

“Porter’s Strategic Types: Different in Internal Processes and Their Impact on Performance,” by K. Kumar
and R. Subramanian, 1998, Journal of Applied Business Research, 14(1), p. 112. Copyright 1998 by
Journal of Applied Business Research. Used with permission of the author.

“Alternative E-commerce Business Models and Firm Performance in Competitive and Hypercompetitive
Environments,” by S. O. Obilade, 2002, Dissertation Abstracts International, (UMI No. 3083245), P. 154,

Copyright 2002 by S. O. Obilade. Used with permission of the author.
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Part Two
Internet Business Adoption
Content analysis of Internet websites for each company will result in checking one of the
following three levels of Internet adoption for each company.
The firm has established its website, and the features provided on the website
include extensive information about the firm and its products, feedback form, e-

mail support, and simple search.

The firm’s Internet strategy uses the Internet for business support and cost
reduction. The website includes advanced features, such as interactive

marketing and sales, online communities, and secures online ordering.

The firm has external integration, internal integration, online payment, and
online transformation. The firm’s business strategy is transformed by Internet
adoption, and there is cross-enterprise involvement with a focus on building
relationships and developing knowledge to create new business opportunities.
The firm is electronically integrated with key suppliers and customers for

procurement and/or supply chain activities.

Other. Describe.

Note: Source is from “A Contingency Perspective on Internet Adoption and Competitive Advantage,” by T.
Teo and Y. Pian, 2003, European Journal of Information System, 12, p. 92. Copyright 2003 by European

Journal of Information System. Used with permission of the author.
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‘Lynn University

“Principal Investigator: Shu-Hung Hsu

‘Project Title: Effects of Strategy and Internet Business Adoption on Performance

'IRB Project Number 2006-030: .
APPLICATION AND PROTOCOL FOR REVIEW OF RESEARCH INVOLVING HUMAN SUBJECTS OF A
NEW PROJECT: Request for Exempt Status  Expedited Review __ Convened Full-Board _X_

"IRB ACTION by the CONVENED FULL BOARD

‘Date of IRB Review of Application and Research Protocol 08/08/2006

IRB ACTION: Approved _X_ Approved w/provision(s) Not Approved ‘Other
'COMMENTS
Consent Required:  No Yes _X_ Not Applicable Written _X_ Signed

Consent forms must bear the research protocol expiration date of 08/08/2007.
Application to Continue/Renew including an updated consent, is due:

(1) For a Convened Full-Board Review, two months prior to the due date for renewal X
(1) For an Expedited IRB Review, cne month prior to the due date for renewal
(3) For review of research with exempt status, one meonth prior to the due date for renewal

‘Name of IRB Chair (Print) Farideh Farazmand

‘Signature of IRB Chair Date: 08/08/06

Cc. Dr. Norcio

Institutional Review Board for the Protection of Human Subjects
Lynn University
3601 N. Military Trail Boca Raton, Florida 33431

178



'Lynn University

‘Principal Investigator: Shu-Hung Hsu
Project Title: Effects of Competitive Strategy and Internet Business Adoption on Performance

IRB Project Number 2006-030

APPLICATION FOR PROCEDURAL REVISIONS OF OR CHANGES IN RESEARCH
PROTOCOL AND/OR INFORMED CONSENT FORM 1 OF A PREVIOUSLY APPROVED
PROJECT

Initial Review: Full X Expedited 7Exempt__' Date of most recent continuation
approval:

IRB ACTION by the IRB Chair or Another Member or Members Designed by the Chair

‘Procedural Revision(s): Approved _ X ; Approved w/provision(s)
Referred For Convened Full-Board Review

'COMMENTS )
Consent Required: No X Yes ___ Not Applicable Written Signed
Consent Form Revised: No_ _ Yes . If yes, the Consent forms must bear the research

protocol expiration date of )
Date for Application to Continue/Renew is as noted on initial application or most recent renewal

‘Name of IRB Chair Farideh Farazmand

International Review Board for the Protection of Human Subjects
Lynn University
3601 N. Military Trail Boca Raton, F133431
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From: Shu-Hung Hsu
Sent: Wednesday, December 13, 2006 2:58 AM
To: Kumar, kamalesh

Subject: Request Permission

Dear Sir,

I am a doctoral student in the Ph. D. program at Lynn University in

Boca Raton, Florida.

I found your paper, "Porter's Strategic Types: Differences in Internal Processes and Their
Impact on Performance," an invaluable resource for developing my research study. I
would greatly appreciate your permission & use the instrument in your study to measure

strategic types, as it relates to my study.

Your consideration of this request is greatly appreciated.

Regards,
Amanda (Shu-Hung) Hsu

From: Kumar, kamalesh [_

Sent: Wed 12/13/2006 11.32 AM
To: Shu-Hung Hsu

Subject: Re: Requesting Permission

That will be fine. Good luck.
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From: Shu-Hung Hsu
Sent: Wednesday, December 13, 2006 2:05 AM
To: Workman, John P.

Subject: Requesting Permission

Dear Sir,

I am a doctoral student in the Ph. D. program at Lynn University in Boca Raton, Florida.
I found your paper, "Strategic consensus and performance: The role of

strategy type and market-related dynamism," an invaluable resource for

developing my research study. I would greatly appreciate your permission & use the
instrument in your study to measure strategic types, as it relates to my study.

Your consideration of this request is greatly appreciated.

Regards,
Amanda (Shu-Hung) Hsu

From: Workman, John P.
Sent: Wed 12/3/2006 11.20 AM

To: Shu-Hung Hsu [

Subject: Requesting Permission

Permission granted.

Dr. Workman

Dr. John P. Workman, Jr.

Professor of Marketing

Creighton University

College of Business Administration

2500 California Plaza

Omaha, NE 68178

phonc S o S
Office: Eppley Building, Room 413

E-mail: _ Website:

http://people.creighton.edu\~workman
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From: Shu-Hung Hsu

Sent: Wed 12/13/2006 2:16 AM
To:

Subject: Requesting Permission

Dear Sir,

I am a doctoral student in the Ph. D. program at Lynn University in Boca Raton, Florida.
I found your paper, “Alternative E-commerce business models and firm performance in
competitive and hypercompetitive environments,” an invaluable resource for developing
my research study. I would greatly appreciate your permission & use the measurement in

your study to measure strategic types, as it relates to my study.

Your consideration of this request is greatly appreciated.

Regards,

Amanda (Shu-Hung) Hsu

From: Obilade, Sandra
Sent: Thursday 12/14/2006 4:16 AM

To: ShuHung Hsu [

Subject: Re: Requesting Permission
Hi Amanda,

Thanks for your e-mail. You certainly have my permission to use the measurement in my
study as you requested.
Let me know if I can be of further assistance.

Good luck with your Ph.D. program.

Sandra

Sandra Obilade, Ph.D.

Director, Master of Science in Management Program

William H. Thompson School of Business
Brescia University
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From: Shu-Hung Hsu [

Sent: Wed 12/13/2006 2:46 AM
To: Thompson Sian Hin Teo
Subject: Requesting Permission

Dear Sir,

I am a doctoral student in the Ph. D. program at Lynn University in Boca Raton, Florida.
I found your paper, "A contingency perspective on Internet adoption and competitive
advantage," an invaluable resource for developing my research study. I would greatly
appreciate your permission & use the instrument in your study to measure the intensity of
Internet adoption, as it relates to my study.

Your consideration of this request is greatly appreciated.

Regards,
Amanda (Shu-Hung) Hsu

From: Thompson Sian Hin Teo —

Sent: Wed 12/13/2006 8:30 AM
To: Shu-Hung Hsu
Subject: RE: Requesting Permission

Hi Amanda,

Yes certainly.
Good luck.

1T
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From: Shu-Hung Hou (I

Sent: Friday 6/1/2006 12:52 PM
To: Charles H. Apigian
Subject: Requesting the permission to use figure of the levels of strategy

Dear Sir,

I am a doctoral student in the Ph. D. program at Lynn University in Boca Raton, Florida.
I found your paper, "Internet strategy: An integrated complement to an organization’s
exiting business practices,” an invaluable resource for developing my research study. I
would greatly appreciate your permission and use the figure of “levels of strategy and
Internet” in your study to define of level of strategy, as it relates to my study.

Your consideration of this request is greatly appreciated.

Regards,
Amanda (Shu-Hung) Hsu

From: Charles H. Apigian [ G

Sent: Friday 6/1/2007 9:58 PM
To: Shu-Hung Hsu
Subject: RE: Requesting the permission to use figure of the levels of strategy

Nice to hear from you. You have my permission but please make sure to properly cite.

Charles H. Apigian, PhD.
Associate Professor of IS
MTSU
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-----Original Message-----

From: Shu-Hung Hsu

Sent: Friday 6/1/2006 1:56 PM

To: Michael E. Porter ~

Subject: Requesting the permission to use the figure of generic competitive strategies

Dear Sir,

[ am a doctoral student in the Ph. D. program at Lynn University in Boca Raton, Florida.
I found your book, “Competitive Advantage: Creating and Sustaining Superior
Performance,” an invaluable resource for developing my research study. I would greatly
appreciate your permission and use the figure of “Generic Competitive Strategies” in
your study to define of competitive strategies, as it relates to my study.

Your consideration of this request is greatly appreciated.

Regards,
Amanda (Shu-Hung) Hsu

From: Michael E. Porter ||| GG—_

Sent: Friday 6/1/2007 2:37 PM

To: Shu-Hung Hsu

Subject: RE: RE: Requesting the permission to use the figure of generic competitive
strategies

You have my permission to use the figure, with citation of the book. Good luck with

your work.

Michael Porter
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From: Shu-Hung Hsu

Sent: Friday 6/1/2006 1:17 PM

To: Michael E. Porter

Subject: Requesting the permission to use the figure of five competitive forces model

Dear Sir,

I am a doctoral student in the Ph. D. program at Lynn University in Boca Raton, Florida.
I found your paper, “Strategy and the Internet,” an invaluable resource for developing my
research study. I would greatly appreciate your permission and use the figure of “Five
Competitive Forces Model” in your study to define of competitive forces, as it relates to
my study.

Your consideration of this request is greatly appreciated.

Regards,
Amanda (Shu-Hung) Hsu

From: Michael E. Porter

Sent: Friday 6/1/2007 2:40 PM

To: Shu-Hung Hsu

Subject: RE: Requesting the permission to use the figure of five competitive forces model

You should be aware that the five forces model was originated in the Harvard Business
Review article "How Competitive Forces Shape Strategy" in 1979, as well as in my book
Competitive Strategy (1980). The figure in the Strategy and the Internet article was an

application. You can use whatever you like, but please be aware of the original citation.

Michael Porter
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From: Shu-Hung Hsu

Sent: Saturday 6/2/2006 3:15 PM

To: Michael E. Porter

Subject: Requesting the permission to use figure of the prominent application of the
Internet in the value chain

Dear Sir,

I am a doctoral student in the Ph. D. program at Lynn University in Boca Raton, Florida.
I found your paper, “Strategy and the Internet,” an invaluable resource for developing my
research study. I would greatly appreciate your permission and use the figure of
“Prominent Application of the Internet in the Value Chain” in your study to define

of application of the Internet in the value chain, as it relates to my study.

Your consideration of this request is greatly appreciated.

Regards,
Amanda (Shu-Hung) Hsu

From: Michael E. Porter |||

Sent: Sunday 6/3/2007 2:42 PM

To: Shu-Hung Hsu

Subject: RE: RE: Requesting the permission to use figure of the prominent application of
the Internet in the value chain

You have my permission.

Michael Porter
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