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E-Business Strategies : The Antecedents and Conseqguences
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& Abstract =

E-business strategy has interests in issues of strategic positioning and its impact on firm performance. These Stud-
ies address the environmental factors as antecedents to strategic decision makings and its consequences such like
firm performance, However most studies has not considered the role of business models in explaining e-business firm
performance. We adopt Porter's generic Strategies to the e-business context. We identify business models and e-busi-
ness environmental factors as antecedents and then examine these factors influence on firm performance. We find
that uncertainty of environment has a negatively related to the strategic choices of e-Business firms: in contrast,
market turbulence positively affects the level of adoption of all the strategies. Among the strategies, marketing differ-
entiation only makes an impact on firm performance.

Keyword : Porter's Generic Strategy, e-business Model, Firm Performance
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1. Intfoduction

The Internet, in particular the Web, has be-
come a critical aspect of today’s business so that
understanding how organizations utilize technol-
ogy to compete is invaluable for a firm’s survival
and profitability [35]. Currently, firms use the
Internet for a wide range of business activities,
including advertising, sales and customer serv-
ices and rely on the Web as an alternate or major
channel for branding their products, transactions
and public relations {1]. E-business sales will in-
crease from $85.7 hillion in 2003 to $229.0 billion
in 2008 and online retail sales will reach 10% of
total U.S. retail sales in 2008, as estimated [62].
However, the business impact of the Internet is
a double-edged sword. While the use of the
Internet can reduce coordination and transaction
costs, it also has the potential to threaten the
survival of inefficient firms by reducing profit
opportunities {1, 5].

Strategic positioning is critical to the long-run
survival of any firm [32], particularly to e-busi-
ness companies since operating on the Internet
brings almost transparent information sharing
and consequently, hyper-competition to the mar-
ket. Note that we define e-business as aggre-
gated business activities via online networks, in
particular via the Internet [31]. To establish ef-
fective strategies that include new venues for
creative rethinking of business models, proc-
esses, and relationships formed by the new tech-
nology [19], it is necessary to better understand
the issues related to strategy formulations, mar-
ket environment, business models and their im-
pact on firm performance [44, 57].

Previous studies in e-business strategy focus
on the issues of strategic positioning and its im-

pact on firm performance within the dynamic
Internet market [33, 36, 37, 43, 44].
these studies do not address the antecedents to

However,

business strategies formulation and their impacts
on business performance, as well as the role of
business models in explaining e-business firm
performance. Therefore, the research questions
are : What are the environmental factors and
business models that influence the formulation of
e-business strategies? Which business strat-
egies increase an e-business firm's perform-
ance? In order to address the proposed research
questions, we first apply Porter’s generic strat-
egies to the e-business context. Next, we identi-
fy business models and environmental factors
present in the e-business market. Finally, we ex—
amine how these factors influence e-business
firm performance.

Insight into the role of environmental factors
and business models associated with each busi-
ness strategy leads to a more informed decision
process and a better decision outcome. In addi-
tion, understanding the relationship between
e-business strategies and firm performance al-
lows managers to focus effective business strat-
egies relevant to their firms.

In the remainder of this paper, we discuss
e-business strategies based on Porter's com-
petitive strategies. Subsequently, we elaborate
the proposed research model and hypotheses. We
then discuss the research methodology and re-
sults in the discussion and implications section.
Finally, we conclude with the implications and

recommendations for future research.

2. Theoretical Background

In this section we review the theoretical foun-
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dation for the current study, Porter's framework
of competitive strategy, one of the most widely
accepted business planning models [9, 53, 57, 67].
Porter (2001) argues that companies participat-
ing in e-business need to establish their own ge-
neric competitive strategies to effectively take
advantage of Internet technologies. In particular,
Porter [55] suggests three different types of ge-
neric strategies - cost leadership, differentiation
or focus as the response to industry structure
and sustainable competitive advantage. This
model (1980) provides a general framework for
understanding how firms gain and maintain com-
petitive advantages in the competitive e-busi-
ness environment.

With the advent of information technology and
the emergence of new business models that
change market dynamics, new studies applying
this framework to e-business are needed. Sever-
al studies [25,37,60] report that e-business
companies rely more on product differentiation
and market focus strategies rather than cost
leadership strategy. These studies also argue
that the strategic position of a firm has a sig-
nificant impact on its performance. However, the
studies do not provide substantial evidence to
draw this conclusion. This study will explore the
antecedents to e-business strategies and the im-
pact of the strategy on firm performance and
provide empirical evidence. In the remainder of
this section, we elaborate on each type of strat—

egy in the specific context of e-business.

2.1 Cost leadership

Cost leadership focuses on low cost, relative
to that of competitors, without overlooking other

areas, including quality and service [55). This

strategy has been taken by many companies in
stable markets where firms can maximize their
profits by lowering operating costs or by de-
manding a premium price [47, 57]. Cost advant-
age can be accomplished through economies of
scale or superior process effectiveness [68].
Accordingly, the rules of the game of cost lead-
ership are determined by the amount of acces-
sible resources. Companies enjoying greater ac-
cess to resources are, in general, more likely to
lean toward cost leadership initiatives, but firms
with less access to resources tend to focus on
differentiating products and services for a nar-
rowly defined market [71]. This argument holds
true for traditional market competitions. However,
the growth of the Internet and e-business has
significantly changed the market dynamics
where even small firms may have greater access
to resources than large firms do [10].

It is often presupposed that electronic markets
will force firms to compete on price, as the
Internet lowers search costs, reduces information
asymmetry for both sellers and buyers and ac-
commodates many competing vendors offering
similar products and services [5, 10]. For exam-
ple, prices for books and CDs sold on the Internet
are 9 to 16 percent lower on average than those
sold through conventional channels [10]. Further-
more, electronic markets lower entry barriers
and operational costs helping to keep the costs
low [10]. On the contrary, there is evidence that
contradicts the increasing price competition as-
sumption in e-business [14]. Even in e-business,
brand-loyal customers are less sensitive to price
[52] so that companies with the ability to provide
superior product information to build trust and
loyalty can counter the price advantage of com—

petitors [40]. Moreover, in some cases, including
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car auction markets [38] and retailing [3], tradi-
tional market prices are higher than online mar-
ket prices.

Hence, even though e-business companies are
facing the pressure of cutting prices in general,
due to low entry barriers, lower operating costs
and symmetric information sharing, they may
not pursue the cost leadership strategy to
compete. Cost leadership is still effective as a
strategic initiative ; even a small company with
low operating costs can pursue this strategic

venue.

2.2 Marketing differentiation

Differentiation strategies require companies to
provide customers with unique and valuable
products and services to increase loyalty [55].
Differentiation strategies, particularly in e~busi-
ness, allow firms to charge abnormal margins for
products and services deemed unique by cus—
tomers [68]. Execution can be facilitated by in-
formation technology that allows creatively ex-
ploiting electronic market channels [56). In many
cases, the first movers to or adopters of e-busi—-
ness benefit from the unique service or product
offerings on the Internet, because those offerings
were regarded as a fresh trial and reduced the
transaction costs of traditional shopping.

However, by the very nature of the Internet,
such as low entry barriers and hyper-competi—
tion, the abnormal returns for early movers could
not last long. Competitors with more resources
quickly move to the market and provide the same
or even superior products and services. For ex-
ample, upstart online firms may possess fewer
resources including information about customers

and brand name, so that competitors can easily

take over the niche market developed by the up-
start online firms [6, 7, 61]. Many brick-and-mor-
tar companies with more resources and experi-
ence quickly deploy online channels and compete
head-to-head with upstart online firms [57].

With the growth of information technology
and electronic business adoption, companies are
asked to be more creative and unique to gain a
better strategic position in the market. To differ-
entiate themselves from competitors, companies
may have to build their reputation through high
quality, reliability, convenience or prestige [63],
keep strengths by marketing differentiation in
terms of brand name, like Amazon [6’7’ 61] and
establish voluminous customer information, ac-
curate forecasting ability, and industry standards
[70]. These activities increase switching costs of
customers, which in turn enhances repurchase
rate {41].

2.3 Innovative differentiation

Miller (46,47} extends Porter's competitive
strategy framework to propose innovation-based
differentiation strategy that varies from opera-
tional and marketing efficiency-based strategy.
Innovative differentiation strategy concerns a
dynamic market environment that could provide
the innovator with a substantial advantage over
its competitors [45]. The core driver of innova-
tive differentiation strategy is technology, in
particular information technology [20].

Information technology as a business enabler
provides e-business companies with oppor-
tunities to be innovative and to differentiate
themselves in the market [20]. There are several
examples of the innovative use of technology to

create a strong strategic position in the market.
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The highly efficient warehousing and delivery
system Amazon.com built creatively uses in-
formation technology to help the firm outperform
both traditional and online competitors [2]. The
transaction system built by Priceline.com is an—
other excellent example of applying information
technology to innovate in a new business en-—
vironment. The transaction system based on the
concept of reverse auction allows customers to
initiate a transaction process by “naming their
own prices” and wait for sellers to respond.
However, it is hard to sustain this competitive
advantage over an extended period of time.
Companies must continuously introduce new in—
novations and pioneer creative ways of conduct-
ing business to keep their strength [56]. For
e-business companies, methods to obtain val-
uable personalized marketing information or
tools to simplify and improve security of trans-
action processes may enhance their business

Scope.

2.4 Focus

Market focus strategy refers to initiatives
where companies focus on a specific market seg-
ment such as a particular group of customers,
geographic markets or product line segments [55,
68]. Market focus strategy is also believed to be
appropriate for firms with fewer resources to
compete with firms that have greater access to
resources [71].

In the e-business context, there are companies
in several anecdotal studies that successfully im-
plemented the focus strategy. However, it is not
clear how market focus strategy works in the
context of e—business. No empirical studies have

been completed to understand the strategic be-

haviors of firms and the role of this strategy in
determining firm performance in the electronic
market. In addition, many startup companies
were reported to concentrate their attention on
specific products, not on markets, because the
target customers could not be easily identified
due to the lack of transaction history and knowl-
edge about the customers. This is why tradi-
tional businesses like Barnes & Noble rely on
their existing resources such as national net-
works of bookstores, experienced sales forces
and established brand name, while online compa-
nies like Amazon.com try to introduce innovative
customer services along with wider availability
of books and competitive pricing [24]. In the cur-
rent study, the role of the market focus strategy
in explaining firm performance is explored to

provide empirical evidence.

3. Research Model

In formulating the research model, we argue
that a firm's business environment and business
model influence the strategic choice of e-busi-
ness companies, which in turn affect firm per-
formance, as shown in [Figure 1].

Buslness Environment Hie & H2e
1 ;
-Market turbulence
Hia- Hid
H2a- H2d
H4
oBizStrategles Firm Performance
-Cost i -ROE
-Market differentiation -ROS
-Innovative differentiation %?‘; masgin
Foeus - Total profit

H3

eBlzModel
~Pure online
-Click & Mortar

[Figure 1] Research Model



The environmental factors in this study are
“factors that reflect environmental and unique
situation that could affect sustainability” [32].
Environmental factors significantly affect firm’s
survival and success particularly in a turbulent
environment [65] and can dictate the choice of
business strategies. The importance of environ—
mental factors in firm's strategy has been recog-
nized in the contingency theory of firms [16],
which posits that a firm’s performance and
choice of strategy are contingent on the environ-
ment in which it operates. We drew on the exist-
ing literature and empirical evidence to identify
two of the most important environmental factors
that could affect the choice of strategies and
firms' performance. They are uncertainty and
market turbulence.

With regard to e-business models that also in-
fluence the strategic positioning of a firm, we
identify two types : pure online and click-and-
mortar. The firms with the pure e-business
model opt to exclusively operate in the Internet

market and use it as a substitute for traditional

markets. In this model, the firm does not have

any physical presence for the purpose of busi-
ness transaction with its customers. On the con-
trary, the firms with the click-and-mortar model
tend to participate in the Internet market in a
complementary manner and enhance their activ—-
ities in its traditional markets, enabling custom-
ers to purchase through its physical presence or
its Internet stores. Our categorization of these
models corresponds to previous studies, such as
Internet retailers and Internet hybrid, physical
retailers and electronic retailers and net firms
and non-net firms [10, 18, 66). In the current study,
the e-business models are aléo assumed to carry
differential impacts on both business strategy

formation and firm performance.

In the remainder of this section, we elaborate
the impacts of the antecedents on both the choice
of strategic positions of e-business firms and
firm performance. The antecedents include envi-

ronmental factors and e-business models.

3.1 Environmental factors and strategy

With the tremendous technological advances,
most firms are confronted with unpredictability
and dynamism, in which firms are unable to
forecast other competitor's behavior [29, 48]. In
particular, the Internet and information technol-
ogy have transformed market dynamics by low-
ering search cost, increasing information sym-—
metry for both sellers and buyers, and allowing
many competing vendors to offer similar prod-
ucts and services at competitive prices [5, 10].
Cao and Gruca [13] argue that when a hybrid
firm with loyal offline customers lowers its on-
line price to attract new online customers, it must
also lower the price for its offline customers.
Consequently, the firm will have lower profits in
both online and offline markets. Therefore, each
firm needs to seriously recognize such ongoing
changes to maintain a stable level of performance
(50].

Environmental changes are characterized as
uncertainties and market turbulence that influ-
ence decisions, structure and performance of
firms {29]. Uncertainty in this study refers to the
lack of knowledge about competitors’ action, the
number of possible competitors and customers’
preferences resulting from changes in market
conditions. The uncertainty caused by the varie-
ty of products/services offered through the Inter-

net make it difficult to forecast consumer’s de-



mand, which may negatively affect the strategic
formation of companies. Miller [48] argues that
pursuing cost leadership under uncertain envi-
ronments results in the loss of profitability. On
the other hand, market turbulence refers to the
volatility of products and services, consumer de-
mand and sales attributable to technological,
economical, and cultural change [15]. The fre-
quent changes in market conditions require firms
to be more innovative and flexible, which asks
companies to focus more on changes in consumer
needs [15].

Accordingly, to survive the uncertain environ-
ment and turbulent market, companies must take
an appropriate strategic positioning [27]. For ex-
ample, Google.com focuses on the depth of its
business in search engines and Barnes and Noble
concentrates its business in bookselling and tries
to provide more convenient services to custo-
mers. The Yahoo.com portal site and Amazon.
com e-book store have extended their services
with B2C transaction handling [68]. As Porter
[57] asserted, most successful online retailers
have focused on developing a distinctive strategy
to obtain competitive advantages. Therefore,
with regard to the impact of two environmental
factors on strategy formulation and firm per-
formance, the following two sets of hypotheses
can be postulated.

Hla-HIld : The level of uncertainty influences
the level of the adoption of cost-
leadership, marketing differentiation,
innovative differentiation and focus
strategy.

Hle : The level of uncertainty negatively
influences firm performance.

HZ2a~-H2d - The level of market turbulence influ-
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ences the level of the adoption of
cost-leadership, marketing differenti-
ation, innovative differentiation, and
focus strategy.

HZe : The level of market turbulence neg-

atively influences firm performance.

3.2 e-Business models : Pure online versus
click-and-mortar firms

In general, firms competing in the electronic
market can be categorized into pure online firms
like Amazon.com and click-and-mortar firms
like Barnes & Noble. Due to the low entry bar-
riers, online firms easily enter the market and
compete with traditional brick-and-mortar firms.
Traditional firms also benefit from entering the
Internet market by reaching customers that have
been considered out of reach due to geographic
and market barriers.

These two types of firms behave quite differ—
ently when formulating their strategic position,
because they have different motivations and re—
sources and compete on different strategic
strengths (2001). The online firms tend to max-
imize the use of the Internet as their only busi—
ness channel, whereas click-and-mortar firms
are likely to leverage their existing resources to
maximize profit from e-business as well as to
avoid channel conflicts [24]. As discussed earlier,
pure online firms can create, through a creative
use of technology, a highly efficient warehousing
and delivery system or an unprecedented trans-
action system based on the concept of reverse
auction to compete with incumbent firms [2].
Traditional businesses leverage their resources
including strong reputation on quality, reliability
and convenience and customer base to offer



unique products and services, proprietary con-
tents, distinctive physical activities, sophisti—
cated product information and personalized cus-
tomer services.

The type of e-business model may affect the
choice of strategic positions and the choice of
strategic position affects firm performance.
Therefore, we hypothesize that :

H3a-H3d : E-business models are associated
with the level of adoption of cost-
leadership, marketing differentiation,
innovative differentiation and focus

strategy

3.3 Strategic positions and firm performance

Different environment, strategy and structural
combinations make an impact on firm perform-
ance [13,26,39]. In particular, formulating ap~
propriate strategic positioning through the un-
derstanding of industry structure and internal
strengths is critical to the long-run survival of
firms [35). Therefore, in order to survive and
make profit in the growing Internet market, firms
have to establish and execute effective market
strategies. Several studies on the relationship
between strategic position and firm performance
[33, 36] indicate that in the e-business context,
strategic choices have a close relationship with
firm performance. In some cases, the strategic
position chosen by a company significantly af-
fects firm performance across environmental
factors [15]. Thus, the following hypothesis con-
cerning firm performance can be postulated.

H4a-H4b : The different types of strategies are

associated with firm performance.

4. Research Method

4.1 Data coliection

To test the hypotheses we conducted a survey
with firms operating in Korea. We developed a
survey instrument with questions derived from
the literature on Porter’s competitive strategies,
environmental factors and business performance
discussed in earlier sections. The instrument
was first prepared in English and then translated
into Korean. To reduce semantic disparity due
to cultural and linguistic differences, the instru-
ment in Korean was translated back into English
and any potentially confusing wording and phras-
es were carefully revised. The questionnaire was
then pre-tested with founders of 13 Internet
businesses to improve the clarity and relevance
of the questions.

We extracted a sample for the study from a
directory published by the Korea National Stat-
istical Office. We randomly chose 1,000 firms
from the directory and distributed the ques-
tionnaire. A total of one hundred and twenty
three firms (n = 123) responded with a response
rate of 12.3 percent.

4.2 Demographics

Of the 123 firms surveyed, 68 were classified
as pure online firms and 55 as click-and-mortar.
<Table 1> breaks down the demographics of
participating firms.

4.3 Measurement

We measured the constructs based on thor-
ough literature review in order to obtain content

validity. First, we measured strategies based on
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{Table 1> Demographics of Sample

By Industry Type

Pure Online Click-and-Mortar Total
Retail 24 21 45(36.6%)
Online Service 25 18 43(35.0%)
Financial Service 15 11 26(21.1%)
Manufacturing 0 2 2( 1.6%)
Other 4 3 7( 5.1%)

By Business Model

Sales ($ million)

Years in Business

Number of Employees

Pure Online 107 29 69.2
Click-and-Mortar 237 42 159.8
By Respondent Position

Pure Online Click-and-Mortar Total
Mid-level Manager 40 31 71(57.7%)
Senior Manager 17 20 37(30.1%)
CEOQ/Founder 11 4 15(12.296)

the definitions provided by Porter [55] and the
items used in previous studies [17, 21, 34]. Cost
leadership was measured using three items -
price leadership, production and operation cost
advantage. Marketing differentiation was meas-
ured using four items - design and quality of
product and service, quality of customer service,
and breadth of produce and service. Design
uniqueness of products and services, business
process uniqueness and unique technology for
product/service differentiation were used in
measuring innovative differentiation strategy.
Focus was measured using four items - cost re-
duction effort for the target market, price com-
petitiveness in the target market, innovative
process for the target market and the geographic
segmentation of the market [17, 21, 34].
Uncertainty was measured using three items
- easy to predict competitors’ action, easy to pre-
dict the number of possible competitors and easy
to predict demand and customers’ tastes [49].

Market turbulence was measured using three

items - changes in customers’ products/services
preferences, product/service demand and sales
patterns [30]. In measuring business perform-
ance, respondents were asked to indicate their
performance in comparison with their com-
petitors in terms of return on sales (ROS), return
on assets (ROA), return on equity (ROE), total
profit and total revenue over the past few years
[59, 69].

Finally, respondents were asked to indicate
their business model as either pure online or
click-and-mortar firms. <Table 2> summarizes
the items used in this study.

4.4 Reliability and validity

The exploratory factor analyses assessed initial
validity and showed no significant cross loading.
The results of exploratory factor analysis (EFA)
indicated that there were six different factors for
all independent constructs and no cross loading
above 040 as reported in Appendix A [42].
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(Table 2> Constructs and ltems Used in Study

Constructs

Items

Cost Leadership (CL)

What is the position of your firm via in comparison to your competitors, regarding :
(Very low - very high)

CL1 : Price leadership

CL2 : Production and service cost advantage

CL3 : Operation cost advantage

Marketing
Differentiation (MD)

What is the position of your firm vis-a-vis your main competitors, regarding :
(Very weak - very strong)

MD1 : Design of products and services

MD?2 : Quality of products and services

MD3 : Quality of customer services

MDA : Breadth of product or services

Market Focus (MF)

What is the position of your firm via your competitors, regarding---
(Very low - very high)

MF1 : Cost reduction effort for the target market

MEF2 : Price competitiveness in the target market

MEF3 : Innovative process for the target market

MF4 : Geographical segmentation of the market

Innovative
Differentiation (ID)

How difficult is it for your main competitors to imitate, regarding: -
(Very easy - very difficult)

ID1 : Design of products and services (design uniqueness)

ID2 : Business processes (process uniqueness)

ID3 : Unique technology for product/service differentiation

Uncertainty (UNCER)

How does your company perceive each of the following environmental factors?
(Very easy - very hard)

UNCERI : to predict the action of competitor

UNCER2 : to predict the number of competitors who'are well established

UNCERS : to predict demand and consumer tastes

Market Turbulence
(MT)

How rapidly does the composition of customers and their preferences change?
(Very low - very high)
MT1 : Customer’s preferences change quite a bit over time
MT2 : Demand for our product/service from customers
MTS3 : New customers tend to order product-related needs that are different from the past.

Performance (PER)

How do you assess your company’s performance in comparison to your competltors with
regard to each of the following performance criteria?

PERI : Return on sales(ROS)

PER2 : Return on  asset(ROA)

PER3 : Return on equity(ROE)

PERA4 : Total profit

PER5 : Total margin

e-Business Model

Pure Online or Click-and-Mortar

The reliability of the constructs was measured
using Cronbach alpha, composite factor reli-
ability (CFR) and average variance extracted
(AVE) and are reported in <Table 3>. All Cron-
bach’s alpha values are well above the threshold

of 0.70. Similarly, all CFR values are well above
the cut-off value of 0.70 and all AVE values are
well above the cut-off value of 0.50 [64], together
providing support for the reliability of the

constructs.



(Table 3) Reliability Measures for Model Constructs
and Construct Correlation

Constructs Cronbach | (e Aypd
Alpha
Uncertainty (UNCER) 083 08 | 0.68
Market Turbulence (MT) 0.79 08 | 066 °
Cost Leadership (CL) 084 088 | 0.71

Marketing Differentiation (MD) | 083 | 0.8 | 058
Innovative Differentiation (ID) 089 | 088|072
Focus (FO) 0.84 087 | 063
Performance (PER) 094 (0% ]074

Note) ?: Composite factor reliability
®: Average variance extracted

Confirmatory factor analysis (CFA) estab-
lished the convergent validity. The CFA factor
loadings, t-values and items R® are reported in
<Table 4>.

{Table 4> Confirmatory Factor Analysis :
Measurement Model

Loading | t-value R?

Constructs Items

Uncerl 078 | 1071 | 056
Uncer2 1.00 000 | 070

Uncertainty

(UNCER) | Uneers | 088 | 1238 | 058
Market MTL | 084 | 968 | 053
Turbulence MT2 1.00 000 | 071
(MT) MT3 | 078 | 848 | 047

CL1 1.00 000 | 082
CL2 073 | 11.02 | 063
CL3 066 | 1064 | 051

MD1 071 743 | 041
MD?2 083 | 104 | 060
MD3 1.00 000 | 070
MD4 081 809 | 053

Cost Leadership|
Strategy (CL)

Marketing
Differentiation
Strategy (MD)

Innovative D1 09% | 1505 | 0.80
Differentiation D2 1.00 000 | 0.84
Strategy (ID) D3 076 | 1132 | 059

FO1 0.85 852 | 045
Focus Strategy FO2 1.00 000 | 0.70

(FO) FO3 094 | 1225 | 067
FO4 091 905 | 049

RCE 100 000 | 074
ROS 091 | 1637 | 0.76
ROA 094 | 1703 | 076

Total Profit | 097 | 1601 | 0.74
Total Margin| 094 | 1686 | 0.77

Performance
(PER)
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Mplus software developed by Muthén and
Muthén [51] was used for the estimation of the
measurement model and the SEM estimation of
the research model. The high values for factor
loadings support convergent validity for the
constructs. Furthermore, the t-values for factor
loadings of manifest variables were well above
2.0 as shown in <Table 4>, supporting the stat-
istical significance of factor loadings [51]. The
measurement model fit indices are reported in
<Table 5>. The normed chi-square was 1.19,
which is desirably below the cut-off value of 3.0
[35]. RMSEA was 0.04, below the 0.06 cut-off
[28], indicating a satisfactory model fit. CFI and
TLI indices were 0.97, both above the cut-off
value of 0.90 for the continuous outcomes case
[8, 28, 35). GFI was 0.85, which is below the rec-
ommended threshold. However, AGFI is 0.82,
which is above the cut-off value of 0.80 [22].
Furthermore, NNFI (Non-normed Fit Index) was
0.97, which is above the cut-off value of 0.90.
These results suggest that the measurement
model adequately fits the data. In addition, we
investigated the standardized Root Mean Square
Residual (SRMR) as an index for badness-of-fit,
as suggested by Muthén and Muthén [51]. The
SRMR for the measurement model was 0.055,
well below the suggested threshold of 0.10, pro—
viding further support for the model fit [11, 28].

Following the procedure suggested by Gefen
et al. [23], we assessed discriminant validity by
comparing original measurement model (CFA)
with seven latent variables against other meas—
urement models with seven constructs, which
included every possible combination of collapsing
two constructs into one. While the fit indices of
the estimated models suggests an acceptable fit
to the data as reported in <Table 4> above, the
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(Table 5, Fit Indices for the Measurement Model and Estimated Model

Goodness of Fit Indices

Normed Chi-square (Chi-square / d.f)

CFI (Comparative Fit Index)

TLI (Tucker-Lewis Index)

GFI (Goodness of Fit Index)

AGFI (Adjusted Goodness of Fit Index)

RMSEA (Root Mean Square Error of Approximation)
NNFI (Non-normed Fit Index)

SRMR (Standardized Root Mean Square Residual)

Measurement Model | Estimated Model Recommended Cut-off

1.19 133 Below 3

097 095 Above 0.90
097 04 Above 0.90
0.8 0.81 Above 0.9
0.82 0.80 Above 0.80
0.039 0.052 Below 0.06
097 094 Above 0.90
0.055 0.083 Below 0.10

chi-square value in the original CFA was sig-
nificantly better (smaller) than all combinations
of the reduced measurement models. <Table
A-2> in Appendix A indicates that there exists
sound discriminant validity. Another guideline
for discriminant validity is the square root of
AVE for each construct should be greater than
the correlation values of the construct with other
constructs [8, 64]. Table A-3 shows the correla-
tion among constructs and the AVE for each
construct.

4.5 Results of structural model test

Testing our research model was based on
structural equation modeling. The estimation re-
sults of the research including the estimated
model parameters, their t-values, and R2 values
for constructs are shown in [Figure 2] below.

The SEM estimation has normed Chi-square
of 1.33, which is below the recommended thresh-
old of 3. As <Table 5> shows, other fit indices,
RMSEA, CFI, TLI, AGFI, NNFI and SRMR are
desirably at or well above the recommended
threshold values. However, GFI is below the rec-
ommended threshold value.

Hypotheses la to 1d posited that uncertainty
influences four different types of strategies
formulation. The estimation results lend support

Uncertainty

Cost leadership’

lurbulence

0.31(2.94)
Fim
performance
(0.35)

Innovative
differentiation
(0.31)

eBizMode!

[Figure 2] The Estimated Model

for Hla and Hlc, with t-values -2.69 and -4.84,
respectively. Hypotheses 2a to 2d in [Figure 1]
posited market turbulence significantly influen-
ces strategies formulation. The estimation re-
sults support all four hypotheses with t-values
ranging from 2.87 to 4.80. Hypotheses le and 2e
posited that uncertainty and market turbulence
influence firms’ performance. Only hypothesis le
was supported with a t-value of -2.92. Hypothe-
ses 3a to 3d posited that e-Business model is as—
sociated with strategies formulation. Hypothe-
ses 3b and 3c were supported. In addition, R? val-
ues for four different strategy types were (.16,
0.26, 0.31, and 0.14, respectively. Finally, in for-
mulating hypotheses 4a to 4d, we argued that
different types of strategies influence firms’
performance. However, we found only marketing
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differentiation strategy influences firms per-
formance with a t-value of 2.94.

In sum, the results indicate that business envi-
ronment and e-business model have some effects
on formulating e-business strategy. Also, busi-
ness environment and e-business strategy type

influence firm performance.

5. Discussion and
Implication

In the current study, we set out to explore the
role of environmental factors and e-business
models in explaining the choice of strategic posi-
tions and to examine the impact of the strategic
position on firm performance. Initially, we ap-
plied Porter’s generic strategies [55] and Miller’s
extended model [46, 47] to the e-business context
to verify the relevance of those strategies. We
then identified environmental factors and e-busi-
ness models as the antecedents to strategic
formation. Finally, we examined how the envi-
ronmental factors and e-business models affect
the choice of strategic positioning and firm per—
formance and the relationship between strategy
and firm performance. The results of the struc-
tural model test show a partial support for the
model, as discussed above. [Figure 2] illustrates
the significant paths of the estimated model.

According to the results, uncertainty neg-—
atively affects the adoption of cost leadership and
innovative differentiation strategy and firm per-
formance, which confirms the argument that
firms which pursue cost leadership under un-
certain environments may experience the loss of
profitability [48]. This result indicates that it is
risky to pursue cost leadership and innovative

differentiation strategy when the market con-

dition is uncertain, because these strategies en-
tail heavy investments in technology to achieve
economies of scale, process effectiveness and
innovation. In addition, the difficulty in predicting
consumer demand may cause problems with
production schedule and material purchase and
thus lead to low firm performance. On the con-
trary, the results show that market turbulence
positively influences the level of the adoption of
all strategies, while it does not have a direct im-
pact on firm performance. As discussed earlier,
to survive the turbulent market caused by tech-
nological innovation and hyper—-competition,
companies must be more innovative and flexible
to adapt their strategic positions to changes in
the market and consumer needs. This strategic
adaptation may mediate the impact of market
turbulence to firm performance. The swift and
relevant adaptation of the strategic positions al—-
lows firms to respond to the volatility of market
conditions commensurately such that the com-
panies can sustain a stable level of performance
(501.

The results also indicate that e-business mod-
els carry some influence on the choice of distinc-
tive strategic positions such as market and in-
novative differentiation. As discussed earlier,
click-and-mortar businesses tend to leverage
their resources to offer unique products and
services, distinctive physical activities and per-
sonalized customer services [24,57]. This ten-
dency and the result can be understood in terms
of the notion of complementarity. The effect of
the e-business channel investment on firm per-
formance can be easily realized with the presence
of off-line business infrastructure that permits
the exploitation of investments in e-business and

leads to better outcomes. I brick-and-mortar
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firms obtain a fully coordinated move in struc-
ture, processes and boundaries, they can enjoy
significantly positive performance [54, 70]. For
example, if companies offer unique and speci-
alized products and services to customers using
their knowledge base acquired from their exist-
ing businesses, they can benefit from the e-busi-
ness more than pure online firms.

Finally, the results indicate that among the
strategies, marketing differentiation strategy
may have a significant effect on firm perfor-
mance. This result is congruent with the con-
tention that the advent of information technology
facilitates market segmentation and allows com-
panies to creatively exploit electronic market
channels [56]. E-business companies can ac-
quire, through various Internet tools including
cookies and logs, detailed information about the
customers and their behaviors in the Internet.
They can then categorize the customers based
on criteria to serve each segment in a different
manner such as different prices and specialized
services. Providing differentiated products and
services can enhance customer loyalty to a com-
pany, increase switching costs of customers and
thus increase customer loyalty for repurchase [41].

The findings of this study indicate that un-
certainty has a negative impact on the choice of
strategic position of e-business firms, whereas
market turbulence positively affects the level of
adoption of all the strategies. Among the strate-
gic positions, marketing differentiation strategy

positively influences firm performance.

5.1 Conciuding remarks

The current study examined the impact of en-

vironmental factors such as uncertainty and

market turbulence and e-business models on the
choice of strategic positions and firm performance.
The proposed research model was partially sup-
ported by the data. This study is expected to
contribute to the literature in two ways. First,
this study positioned environmental factors and
e-business models together as the antecedent
variables that affect the choice of competitive
strategy in the electronic market. The insight in-
to the role of environmental factors and business
models may allow managers to make more in-
formed decisions resulting in better decision
outcomes. Second, this study examined the rela-
tionships between various strategic positions
and firm performance. The understanding of
these relationships allows managers to focus on
effective business strategies relevant to their
firms.

However, this study is not free from limi-
tations and we advise readers to exercise caution
when they interpret the results. Data was col-
lected from a sample of medium to small size
firms, so the results may not be readily applied
in the case of large firms. The current study fo-
cuses on the environmental factors and e-busi-
ness models as the antecedents to strategic
choice and firm performance. It does not inves-
tigate how firm's existing strengths and capa-
bilities can be used to further competitive advan-
tages and performance. Therefore, future study
needs to be extended to examine and apply re~
source based perspectives to e-business contexts.
The current study did not include other variables
such as the nature of the industry and market
and organizational characteristics that may have
affected the results. Future studies are asked to
analyze the effect of these variables on strategic

formation and firm performance.
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Appendix A : Supporting Tables

{Table A-1) Exploratory Factor Analysis

Items F1 F2 F3 F4 F5 F6 F7
UNCER1 -0.106 -0.104 0.045 -0.098 0.060 0.829 0.225
UNCER2 -0.255 0.135 0.006 -0.066 -0.074 0.799 0.165
UNCER3 -0.080 0151 0.008 -0.147 -0.162 0.837 0.027

MT1 -0.024 -0.015 0.052 0132 0075 0.141 0.836

MT2 0170 0108 0.089 0.065 -0.019 0.170 0.825

MT3 0.146 0151 0.071 0.063 0.080 0.060 0.711

CL1 0.198 0.111 0.08 0108 0.855 -0.148 0.039

CL2 0.026 0071 0.140 0.044 0.848 -0.134 0115

CL3 0.060 0177 0.052 0134 0.826 0.099 -0.006

MD1 0.089 0.046 0.774 0.206 -0.048 0.069 -0.008

MD2 0171 0.187 0.7%4 0.147 0.032 -0.0%4 0106

MD3 0.1% 0.221 0.775 0.09 0.170 0.019 0.078

M4 0.136 0.19 0.706 0130 0221 0.063 0.094

D1 0.133 0.024 0212 0.866 0.09 -0.1% 0.031
D2 0.140 0.064 0223 0.858 0.140 -0.124 0.105
D3 0.225 0.042 0.144 0.817 0078 -0.025 0.165

FO1 -0.053 0.791 0070 0011 0.09 0.098 -0.009

FO2 0.111 0.828 0.120 0.061 0121 0.080 0.178

FO3 0.119 0.812 0.204 0.094 0.083 0.049 0.063

FO4 0.180 0.742 0.183 -0.038 0.069 -0.062 0.050

ROE 0.844 0.073 0.289 0.045 0.087 -0.063 0.085

ROS 0.855 0071 0.073 0.118 0.118 -0.142 0108

ROA 0.840 0.119 0117 0148 0.09%6 -0.197 0103
TPROFIT 0.875 0.100 0.138 0.111 0.028 -0.044 0.008

TMARGIN 0.892 0.042 0.060 0.142 0.030 -0.073 0.069
% of variance 215 136 92 84 7.3 56 42
Eigen value 6.88 340 2.30 211 1.82 1.39 1.04
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(Table A-2> Pariwise Discriminant Anatysis of Constructs (*)

Models Xt x? difference from original

Original measurement model xz, = 30148 -

Performance and Cost leadership x3, = 460.87 159.39
Performance and Marketing differentiation Xa = 47831 176.83
Performance and Innovative differentiation X0 = 51505 21357
Performance and Focus Xan = 50269 201.21
Performance and Uncertainty X% = 453.36 151.88
Performance and Market turbulence Xoo = 42747 12599
Cost leadership and Marketing differentiation X = 442.14 14066
Cost leadership and Innovative differentiation X = 45384 152.36
Cost leadership and Focus xxo = 49078 149.30
Cost leadership and Uncertainty X450 = 460.70 159.22
Cost leadership and Market turbulence x50 = 47398 17250
Marketing and Innovative differentiation Xap = 40594 15446
Marketing differentiation and Focus Xao = 43213 13065
Marketing differentiation and Uncertainty Xz = 47364 172.16
Marketing differentiation and Market turbulence x&o = 41795 116.47
Innovative differentiation and Focus X% = 54681 245.33
Innovative differentiation and Uncertainty x%, = 453.76 152.28
Innovative differentiation and Market turbulence X3 = 429.40 127.92
Focus and Uncertainty X% = 469.98 16850
Focus and Market turbulence . X = 41835 116.87
Uncertainty and Market turbulence x%o = 44789 146.41

Note) Based on [23], <Table A-2> shows that the chi-square of the original CFA is significantly smaller
than the CFA of any alternative model. Since combining two latent variables adds six degrees of free-
dom to the model, the chi-square differences between the original CFA and any alternative model
should be greater than at least 2048. As <Table A-2> .shows, all differences are above the threshold.

(Table A-3)> Construct Correlation Values and Comparison with Average Variance Extracted in the
Measurement Model

1 2 3 4 5 6 7 AVE
1. Uncertainty | 082) 0.68
2. Market Turbulence 0.33 (0.81) 0.66
3. Cost Leadership -0.22 0.15 0.84) 071
4. Marketing Differentiation -0.01 0.28 0.35 (0.76) 058
5. Innovative Differentiation -0.29 0.23 0.32 047 (0.85) 0.72
6. Focus 014 029 031 050 0.19 0.79) 063
7. Performance -0.32 025 0.30 042 0.37 0.27 (0.86) 0.74

Note) The numbers in parentheses are the square root of each AVE value.



