Assets and Actions: Firm-Specific
Factors in the Internationalization of

By providing a nearly instant con-
nection among parties at opposite
corners of the world and enabling a
variety of commercial exchanges,
the Internet emerged as the technol-
ogy expected to create a truly global
market space. Internet firms faced
the challenge of capitalizing on this
development. In this paper we ex-
amine what firm-specific factors are
associated with the propensity of
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enhance their international pres-
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website traffic—are positively re-
lated to the degree of international-
ization; so are the levels of compet-
itive and cooperative activity, and
the interaction effects between rep-
utation and competitive and coop-

he emergence of the Internet has cre-
T ated the possibility of a truly global
marketplace. International Data Corpora-
tion, a research firm, has projected that
by 2003 the share of U.S. firms in this
global marketplace will decrease from
over 80 percent to 53 percent, whereas
the share of Western European firms will
increase from 16 percent to 33 percent.
Asian firms will account for the remain-
ing 14 percent. These forecasts have not
escaped the attention of U.S. Internet
firms. As competition in U.S. e-com-
merce has intensified, many U.S. firms
(e.g., AOL, Amazon.com, Lycos, and Ya-
hoo!) rushed to establish country-spe-
cific websites in Europe, Asia, and Latin
America before local competitors could
create dominant franchises of their own.
This rapidly unfolding internationaliza-
tion of Internet firms has remained em-
pirically unexplored.

In this paper, we address the following
question: What firm-level factors affect
the propensity of U.S.-based pure Inter-
net firms to internationalize their web
presence? Using a sample of U.S.-based
Internet firms, we examine the degree to
which these firms seek to establish a
country-specific presence on the Inter-
net. In principle, an Internet firm gains
immediate access to international cus-
tomers by virtue of launching a website.
By establishing a country-specific web-
site, however, a firm makes an additional
investment in internationalization that,
in the context of e-commerce, can be
viewed as equivalent to a foreign direct
investment. This, in turn, signals the

‘erative activity. These findings sug-

gest that ideas from both resource-
based theory and research on
competitive dynamics can contrib-
ute to understanding the interna-
tionalization of Internet firms.

firm’s commitment to internationaliza-
tion as a strategic course of action. Such
commitment of resources to interna-
tional markets can be viewed as an im-
portant stage in the internationalization
process of firms (Andersen, 1993).

Both external and internal factors af-
fect a firm’s decision to internationalize
(Dunning, 1980). On the one hand, the
incentives to internationalize depend on
the context—the degree to which local
conditions such as regulations, telecom
infrastructure, technology adoption pat-
terns, taxation, and exchange rates sup-
port the firm’s business model (Kuem-
merle, 1999). On the other hand, firms
must have some firm-specific advantage
that they can effectively transfer interna-
tionally (Hymer, 1976; Dunning, 1980;
Chang, 1995; Zaheer, 1995). In this pa-
per, we explore how the second set of
factors—firm-specific characteristics and
behaviors—affect the degree to which In-
ternet firms internationalize.

A significant body of international
business research has focused on identi-
fying conditions under which corpora-
tions are likely to expand into overseas
markets (Kindleberger, 1969; Hymer,
1976; Dunning, 1977 and 1980; Kogut,
1983; McClain, 1983; Andersen, 1993;
Caves, 1996). This research has long
recognized firm-specific advantages as
the raison d’etre of internationalization
(Birkinshaw, Hood, and Jonsson, 1998).
Hymer (1976) first demonstrated the
need for firms to possess proprietary ad-
vantages that compensate for the natural
disadvantages of operating in a foreign
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environment. Subsequent research has
focused on identifying those sources of
advantage that compensate for the “lia-
bility of foreignness” (Buckley and Cas-
son, 1976 and 1998; Dunning, 1977;
Hennart, 1982; Zaheer, 1995; Caves,
1996; Dunbar and Kotha, 2000). This re-
search has suggested that technology and
marketing skills (e.g., branding or repu-
tation) developed in the firm’s home
market are key elements in successful
foreign entry.

To what degree do Internet firms also
need a firm-specific advantage to embark
on an international strategy? Internet
firms are often described as being born
global. This is because an Internet firm
‘enters’ numerous foreign markets by vir-
tue of launching a website, and therefore
has little incentive to incur the addi-
tional costs of country-specific invest-
ments. In reality, however, a number of
Internet firms have chosen to develop
country-specific websites and to incur
costs related to incorporating local con-
tent, culture, and demand preferences in
their website features and offerings
(Plumley, 2000).

Relative to traditional firms, however,
Internet firms may experience “liability
of foreignness” to a lesser degree. The
reason for this is that many (although not
all) products and services provided by
Internet firms are information goods and,
as such, do not impose the logistical,
transportation, cultural and regulatory
demands associated with international
commerce and foreign investment in
physical goods and services. As Kobrin
{1999) has pointed out, the Internet is a
marketplace unlike any other because in
many instances no physical product
crosses geographic boundaries, no paper
currency changes hands between a buyer
and seller, and there is often no tangible
record of the transaction itself. There-

fore, internationalization by Internet
firms may be less dependent on a com-
pensating advantage than is the case for
their traditional brick-and-mortar coun-
terparts.

THEORY AND HYPOTHESES

Most research on firm-specific sources
of advantage in the internationalization
of traditional firms has focused on the
firm’s possession of intangible assets,
such as knowledge, proprietary technol-
ogy, and reputation (cf., Kogut and
Singh, 1988; Caves, 1996). This ap-
proach to understanding international-
ization parallels resource-based theory
of the firm in strategy research, which
emphasizes the possession of valuable
and scarce resources as a source of com-
petitive advantage. Recent strategy re-
search, however, has suggested that com-
petitive advantage is gained and sus-
tained through strategic actions (Chen,
1996; Young, Smith and Grimm, 1996;
Grimm and Smith, 1997; Shay and Roth-
aermel, 1999). The relationship between
domestic strategic actions and firm inter-
nationalization has yet to receive schol-
arly attention. In this paper we combine
this dynamic strategic perspective with
resource-based approaches to interna-
tionalization to examine firm-specific
drivers of internationalization in the dy-
namic context of the Internet.

Intangible Assets and
Competitive Advantage

The parallels between international-
ization theory and resource-based view
(RBV) in strategy (Wernerfelt, 1984) de-
rive from their focus on the resources—
assets and capabilities—that a firm con-
trols. According to RBV, resources that
are unique, proprietary, and difficult to
imitate or substitute provide firms with
sustainable competitive advantage (Bar-
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ney, 1991; Amit and Schoemaker, 1993).
Further, RBV emphasizes intangible as-
sets as central determinants of a firm’s
sustainable competitive advantage (Hall,
1992) because they are developed
through socially complex processes, and
as such are difficult to trade, imitate, or
substitute (Barney, 1991). Further, intan-
gible assets are also more likely to be
deployed in international growth strate-
gies because they are more flexible and
do not depreciate with use.

Reputation is often highlighted as an
intangible asset that is most difficult to
create, imitate, or substitute (Dierickx
and Cool, 1989; Barney, 1991) and,
therefore, an important source of sus-
tainable competitive advantage. The
value of reputation as an asset derives
from the reduced uncertainty for other
market participants about the reliability,
trustworthiness, and quality of a partic-
ular firm (Fombrun, 1996). The Internet
market space is ridden with uncertainty
about the reliability and trustworthiness
of competing firms because many of
them are new entrants with short histo-
ries (Cheskin Research, 2000). Addition-
ally, with no physical drivers of con-
sumer demand (e.g., proximity), demand
on the Internet is largely driven by
awareness and attention (Rajgopal, Kotha
and Venkatachalam, 2000; Rindova and
Kotha 2000; Rindova, Kotha and Rajgo-
pal, 2001). Research has shown that at-
tention tends to be allocated to the most
prominent and better-regarded firms
(Fombrun and Shanley, 1990). There-
fore, Internet firms with an established
reputation in their home environment
are more likely to attract the attention of
international users than Internet firms
without such reputations.

Web traffic is another intangible asset
likely to be particularly important to the
internationalization of Internet firms.

Given that Internet firms have no loca-
tion-based advantages relative to con-
sumer demand, traffic indicates the de-
gree to which users are aware of and
interested in a website." The value of
web traffic increases exponentially with
its size. As the number of visitors grows,
more and more users find that website
attractive because they can interact with
other users as well as share and contrib-
ute to member-generated content (e.g.,
book reviews posted by readers at Ama-
zon.com (Rajgopal et al., 2000)). Interna-
tional users are more likely to be at-
tracted to websites with high levels of
traffic, just as domestic users are.

Finally, research on traditional firms
has emphasized investment in technolo-
gy-related assets as a driver of interna-
tionalization. Numerous studies on de-
terminants of foreign direct investments
confirm that R&D intensity tends to be
significant and positively correlated
with their propensity to engage in for-
eign production (cf,, Pugel, 1985; Kogut
and Chang, 1991; Kogut and Zander,
1993; Chang, 1995). Thus, we also expect
technology-related assets to be associ-
ated with the degree to which Internet
firms seek to internationalize.

Overall, RBV has highlighted the value
of intangible resources in general, but
has not sought to classify and distin-
guish intangible assets based on their rel-
ative value to gaining or sustaining com-
petitive advantage. Hall (1992) found
that managers considered firm and prod-
uct reputation as the most valuable in-
tangible assets of their firms. In contrast
research on internationalization has
found “unique” technologies, and
“brands” as factors leading firms to en-
gage in foreign direct investment (Caves,
1996). Therefore, we propose a positive
relationship between possession of in-
tangible assets by Internet firms and their
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propensity to internationalize. We ex-
plore the relationship using three opera-
tionalizations of the construct of intangi-
bles, which we expect to be particularly
relevant for predicting the international-
ization of Internet firms: firm reputation,
website traffic, and investments in tech-
nology-related assets. Therefore, we sug-
gest that:

Hypothesis 1: The more intangible as-
sets an Internet firm has, the greater
will be its propensity to international-
ize.

Competitive Activity and
Competitive Advantage

Researchers studying competitive dy-
namics emphasize actions and interac-
tions of competing firms as drivers of
competitive advantage because actions
disrupt the linkages between strategy
and performance in a given market
(Young, Smith and Grimm, 1996; Grimm
and Smith, 1997). Action-based research
derives its premises from Schumpeter’s
(1942) notion of creative destruction,
which suggests that innovative actions,
such as developing new products, tech-
nologies or distribution channels, under-
mine the competitive advantage of estab-
lished competitors. The success of these
innovating firms, however, provokes
competitive responses from existing
firms and new entrants. Thus, competi-
tive actions constitute the primary mech-
anism through which firms establish and
protect their own advantage, as well as
erode the advantage of competitors. Re-
search on hyper-competitive environ-
ments has demonstrated that firms tak-
ing more competitive actions have supe-
rior performance (Young et al., 1996).

Certain attributes of strategic actions,
as well as a firm’s action propensity

among specific competitors have a differ-
ential effect on their relative market po-
sition and performance (e.g., challenging
a market leader (Ferrier, Smith, and
Grimm, 1999)). The action propensity of
a firm (Miller and Chen, 1996; Young et
al., 1996) captures how proactively it en-
gages in competitive action to sustain
its own competitive advantage. Research
on hyper-competition suggests that in
highly competitive environments, such
as the Internet, continuous innovation
may be more important to competitive
advantage than protection of assets
(D’Aveni, 1994; Garud, Jain and Phelps,
1998; Kotha, 1998; Rindova and Kotha,
forthcoming). Therefore, we expect that
Internet firms with higher action propen-
sity—manifested in their level of com-
petitive activity—will have superior
competitive advantage and will be more
likely to internationalize. Based on these
ideas we suggest that:

Hypothesis 2: The greater the level of
competitive activity of an Internet
firm, the greater will be its propensity
to internationalize.

Partnering and Competitive
Advantage

Competitive and cooperative actions
can be viewed as two sides of the same
coin. Firms with a high level of cooper-
ative activity also tend to have a high
level of competitive activity, and both
are positively related to performance
(Young et al., 1996). In addition, re-
search on inter-firm cooperation suggests
that cooperative activity, such as part-
nering in strategic alliances, is motivated
by the complementarity of assets pos-
sessed by potential partners (Teece,
1992; Rothaermel, 2000 and 2001) as
well as by potential learning gains for the
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partners, together or individually (Pow-
ell, Koput and Smith-Doerr, 1996;
Khanna, Gulati and Nohria, 1998). In
both cases, cooperation enables firms to
create unique resource combinations
which neither alliance partner could
obtain in isolation (Hamel, Doz and Pra-
halad, 1989; Dyer and Singh, 1998) and
to learn from competitors who possess a
variety of skills and capabilities which
would otherwise be protected by firm
boundaries (Khanna et al., 1998). Overall
cooperative activity provides opportuni-
ties for leveraging resources and learn-
ing, and for drawing on a broader base of
resources embedded in a network of
partners (Chang, 1995). This superior ac-
cess to learning and resources is likely to
create firm-specific advantages, which a
firm can then leverage to compete in for-
eign markets. Based on these ideas we
suggest that:

Hypothesis 3: The greater the level of
cooperative activity of an Internet
firm, the greater will be its propensity
to internationalize.

Combining Assets and Actions
for Competitive Advantage

Although a firm’s resources are a
source of its competitive advantage, this
advantage exists only to the degree that
the firm deploys resources in value-cre-
ating strategic activities (Barney, 1991).
Resource-based view theorists, therefore,
argue that resources are a source of com-
petitive advantage because they enable
firms to develop value-creating strategies
and take strategic action, such as in-
troducing new products and services
(Wernerfelt, 1984). More importantly,
the availability of underutilized re-
sources and capabilities inside the firm
determines the range of growth opportu-
nities and the strategies a firm’s manag-

ers will envision and pursue (Penrose,
1959).

Similarly, competitive actions en-
hance the competitive advantage of firms
because they shift established resource
positions. They also help firms combine
resources to exploit otherwise inaccessi-
ble opportunities (Young et al., 1996).
Therefore, the intangible assets of the
firm and its action propensity may inter-
act to determine the range of opportuni-
ties (including internationalization) that
a firm is willing and able to pursue.

Indeed, Internet firms are reported to
use partnerships both to reduce techno-
logical and market uncertainty, and to
accelerate the creation of valuable intan-
gibles such as reputation and traffic. For
example, an alliance with AOL is one of
the significant predictors of the level of
traffic Internet firms achieve (Rajgopal et
al., 2000). Conversely, the availability of
traffic represents a valuable resource that
a firm can use to attract potential part-
ners. The combination of the two is
likely to generate superior competitive
advantage than either of these attributes
alone. Thus, we argue that high levels of
competitive and cooperative activity im-
prove the use of a firm’s assets by com-
bining them and deploying them in more
varied forms and uses. Therefore, we hy-
pothesize that:

Hypothesis 4: The greater number of
competitive actions a firm takes in the
presence of high levels of intangible
assets, the greater will be its propen-
sity to internationalize.

Hypothesis 5: The greater number of
cooperative actions a firm takes in the
presence of high levels of intangible
assets, the greater will be its propen-
sity to internationalize.
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METHODS

Data and Sample

We compiled a list of 101 publicly
traded pure Internet firms based on the
following sources: (1) the list of top-50
Internet firms in 1998 and 1999 pub-
lished by Internet World; and (2) the list
of public Internet firms published in the
September 1999 issue of Business 2.0.
From this initial list we excluded one
non-U.S. firm, nine firms for which we
lacked data on some of the independent
variables, and five firms that were not
public as of June 30, 1999. Thus, our
sample was based on 86 publicly-traded
U.S. Internet companies. All of our firms
operate predominantly in the business-
to-consumer segment (B2C).

We obtained the U.S. financial and in-
ternational data from the firms’ SEC 10-K
and 10-Q) reports. We collected all other
data by coding publicly available infor-
mation on the Internet and databases like
Nexis/Lexis. Given the novelty of the In-
ternet and the lack of performance histo-
ries of Internet firms, our choice of bet-
ter-established firms enabled us to col-
lect more reliable financial and other
data.

Dependent Variable

Our measure of the dependent variable
is the number of foreign domain web-
sites a firm has registered as of March
2000. We collected this information from
the 10-K and 10-Q reports and by visiting
the primary website for each firm in the
sample. We also visited each country-
specific website to ensure that the firm in
question had indeed developed a foreign
domain website and was using it for
commercial transactions. In other words,
we checked to see if all our firms had
“operational” country-specific websites

and that consumers could carry out com-
mercial transactions via these sites.

Independent Variables

Our hypotheses addressed two major
sets of firm-specific factors that influence
a firm’s propensity to internationalize —
intangible assets and strategic actions, in
this case a firm’s competitive and coop-
erative activity.

Intangible Assets. We employed three
variables to operationalize intangible as-
sets: reputation, website traffic, and tech-
nology and knowledge-related assets.
We captured a firm’s reputation through
its media visibility (VISIBILITY) on the
basis that the media reflects a broad
range of stakeholder views and opinions
{Chen and Meindl, 1991). We use VISI-
BILITY as an indicator of the salience of
a firm in the public mind, and we opera-
tionalize it as the total number of articles
written about the firm in 1999 in the
print publications included in the “Ma-
jor Newspapers” database of Lexis/
Nexis.

Website traffic captures the number of
individuals who visit a firm’s website.
We obtained this information for our
sample firms from PC Data Online, a
web-rating agency, which tracks web us-
age information. PC Data Online defines
its Internet andience as individuals who
access the World Wide Web or propri-
etary online areas such as America On-
line during the past 30 days using per-
sonal computers with Windows 95/
98/NT as their operating system. PC Data
Online generates its data from a random
panel of 100,000 participants who have
installed the company’s tracking soft-
ware on their personal computers at
home or at work. Of the various metrics
reported by PC Data online, we focus on
REACH in our study. REACH measures
the percentage of unique monthly visi-
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tors relative to the total web population
who visited a particular site(s) belonging
to a web property (company) within a
given time period. Each visitor is repre-
sented only once as a unique user. The
data on REACH for each month are usu-
ally posted on PC Data Online’s website
within a week or 15 days after the end of
the month. Using these data, we com-
puted the average REACH of each firm in
the sample for 1999 on the basis of the
11-month data available from PC Data
(February through December 1999).

Following the extant research, we op-
erationalized technology and knowl-
edge-related assets as 1999 R&D EXPEN-
DITURES for each firm. A second mea-
sure, SCALED R&D, controls for firm size
by relating R&D expenditures to total as-
sets.

Competitive Activity and Cooperative
Activity. To measure a firm’s competitive
activity, we counted the new products
and features announcements (NPA)
made in press releases issued by each
firm in the sample during 1999. This pro-
cedure is similar to the one used by Par-
due, Higgens and Biggart (2000), who
have shown a positive relationship be-
tween a firm’s new product announce-
ments and market valuation. Further, we
constructed a variable PARTNERING, as
a measure of cooperative activity. This
variable recorded the number of partner-
ing agreements announced in press re-
leases issued in 1999. To ensure the
comprehensiveness and validity of these
measures, we collected information
about these actions from multiple wire
services: PRNewswire, Business Wire,
the Associated Press Service, M2Press-
wire, Newsbyte News Service, Canadian
Newswire, and Gannett news service.
When multiple sources reported the
same action, the action in question was
recorded only once.

Control Variables

Since research has documented that
firm age is associated with degree of in-
ternationalization (Zaheer, 1995), we in-
troduced a control variable for age.
Based on our analysis of the descriptive
statistics for our sample (see below), we
used PUBLIC AGE, i.e., the number of
years between the initial public offering
(IPO) of each firm and the end of our data
collection period, as an operationaliza-
tion of the age variable. The reason for
this is that firms in our sample that have
country-specific websites and those that
do not differ in both natural age (since
founding) and PUBLIC AGE (since IPO).
As the discussion of descriptive statis-
tics shows, PUBLIC AGE appears to be
the more appropriate control variable for
internationalization activities. We also
controlled for resource availability,
which has been associated with the abil-
ity of a firm to pursue internationaliza-
tion strategies (Melewar and Saunders,
1999). This construct was measured by
the short-term cash reserves and cash
equivalents held by a firm (CASH),
scaled by total assets. Additionally, we
controlled for the relative value of firm’s
tangible assets reflected in its investment
in property, plant, and equipment (PPE).
We scaled the PPE measure by total as-
sets to control for firm size.

ANALYSIS AND RESULTS

Table 1 lists the firms in the sample
with country-specific websites. Figure 1
presents the target countries in which
the firms in our sample have country
specific websites. Overall, 23 firms estab-
lished a total of 175 foreign websites in
39 different countries, with Germany,
UK, France, and Japan being the primary
target countries.

Table 2 compares the companies in the
sample that have foreign websites to
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TaBLE 2
CompARISON OF MEAN VALUES OF FirMS wiTH FOREIGN WEBSITES AND
Firms WrtHOUT FOREIGN WEBSITES

1999 Age
Revenues Total Age IPO  Cash PPE  Visibility Reach R&D NPA  Partner
N  ($mn) (years) (years) ($mn) {$mn}  {count] (percent} {$mn). (count) [count)
Firms with
Foreign
Websites 23 46211 5.35 3.13 0.29 0.23 319.30 0.12 0.15 7.00 13.22
Firms without
Foreign
Websites 63 124.80 6.32 2.43 0.35 0.43 74.30 0.02 0.28 3.08 7.38
t-statistic 1.60 —1.50 1.60 -1.05 -2.55 2.94 2.59 -1.98 1.57 1.63
Difference -
Significance
Level p<010 p<010 p<010 ns. p<001 p<001 p<0.01 p<D.01 p<0.10 p < 0.10

N = 86; one-sided t-test.

those that do not. Comparing the two
sub-samples reveals that firms with for-
eign websites tend to have higher reve-
nues; are younger with respect to their
total age; are older with respect to their
public age;* have fewer tangible assets;
and have higher media visibility. Fur-
ther, firms with foreign websites exhibit
a greater reach, lower R&D expenditures,

a higher number of new product an-
nouncements, and more partnerships
relative to firms without a foreign pres-
ence.

Table 3 provides the descriptive statis-
tics and the correlation matrix for our
sample. It reveals that the average firm in
our sample has one foreign website,
reaches 4 percent of the North American

TABLE 3
DESCRIPTIVE STATISTICS AND CORRELATION MATRIX

Std.

Variable Mean Dev. 1 2 3 4 5 6 7 8
1 Country-specific

Websites 0.95 2.30
2 Public Age 257 172 0.31
3 Cash 0.35 0.25 —0.15 —0.24
4 Property, Plant and

Equipment (PPE) 0.3 0.50 -0.09 ~0.21 0.13
5 Visibility 108.44 195.51 0.39 0.29 —-0.17 —0.08
6 Reach 0.04 006 0.64 0.27 —004 —-0.08 0.64
7 R&D Expenditures 0.26 0.42 -0.08 —-0.089 0.33 0.52 -0.10 —0.07
8 NPA 3.33 4.22 0.28 0.06 —0.05 —0.70 0.33 042 -0.09
9 Partnering 8.42 10.43 0.36 0.13 0.03 0.01 0.50 0.61 —-0.05 0.57

Correlations greater than or equal to 0.28 are significant {(p <'0.05}, N = 81,
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web population, has announced three
new product or service introductions,
and has entered into 8 partnership agree-
ments. Further, the univariate correla-
tions between the dependent variable
and the independent variables provide
preliminary evidence for our hypothe-
ses. In Table 3, the independent vari-
ables for VISIBILITY (our proxy for rep-
utation), REACH (our measure of traffic),
NPA (a proxy of competitive activity),
and PARTNERING (a proxy of coopera-
tive activity), are all positively correlated
with the dependent variable and are sta-
tistically significant.

Table 3 also indicates that many of our
independent variables are correlated
with each other. Given the nature of the
constructs being examined, i.e., market-
based intangible assets, such as reputa-
tion and traffic, and competitive and co-
operative activity, this level of collinear-
ity is not unexpected. For this reason, we
formulated hypotheses about the rela-
tionships between the overarching con-
structs (intangibles) and the dependent
variable, using the specific variables
(VISIBILITY, REACH, and R&D) as mul-
tiple operationalizations of the same
construct. To assess whether these infer-
ences are robust to the consideration of
the control variables, PUBLIC AGE,
CASH, and PPE, we conducted multivar-
iate regression analyses.

We estimated multivariate regression
models using ordinary least squares
(OLS). To control for concerns related to
heteroscedasticity, we used a White test
(1980), which indicated that the final re-
sults are not materially affected by such
concerns. The final sample consisted of
81 firms, since five firms were identified
as outliers and removed from the sam-
ple. The statistical results based on the
reduced sample (N = 81) were not mate-
rially different than the results obtained

when using the full sample of 86 firms;
however, the models in the reduced sam-
ple exhibit a better ‘fit’ as indicated in
their higher adjusted R* values.?

Results

Table 4 provides the results of our re-
gression analyses. Model 1 is the base
model, and Models 2 to 6 estimate the
relationship between the dependent and
independent variables. Models 2, 3 and 4
test Hypothesis 1, which posited that in-
tangible assets of a firm are positively
related to internationalization. In Model
2, VISIBILITY is positive and significant
(p <0.01). The model shows a significant
improvement over the base model (p <
0.01, A adj. R*> = 0.08). In Model 3,
REACH is positive and significant (p
<0.001), and this model also shows a
significant improvement over the base
model (p < 0.001, A adj. R* = 0.34).
Finally, in Model 4, R&D is not signifi-
cant. Overall, these results support Hy-
pothesis 1.

Model 5 tests Hypothesis 2, which
posited that greater levels of competitive
activity would be positively related to
internationalization. In Model 5, NPA is
positive and statistically significant (p <
0.05), and the model shows a significant
improvement over the base model (p
<0.05, A adj. R*> = 0.06). Thus, we find
support for Hypothesis 2.

Model 6 tests Hypothesis 3, which
posited that greater levels of cooperative
activity are positively related to interna-
tionalization. In Model 6, PARTNERING
is positive and statistically significant (p
< 0.01), and the model is a significant
improvement over Model 1, the base
model (p < 0.01, A adj. R* = 0.10). Thus,
we find support for Hypothesis 3.

Hypotheses 4 and 5 posited, respec-
tively, that the interaction effect between
a firm’s competitive and cooperative ac-
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TaBLE 4
REsuLTs OF REGRESSION ANALYSES

Modsl 1

(Base}. - Model 2 - Model 8 .- Model 4 Model 5. Model 6

Constant 0.25 0.02 0.04 0.23 —=0.24 —-0.12
- (0.67) . (0.64) {0.53) (0:68) {0.68) (0.64)
Controls Public Age 0.38*  0.27f 017 0.37*% . 0.37* 0.32*
(0.15) (0.15) (0:12) (0.15) (8.15) (0:14)
Cash =0.71 =0.42 —0:84 =0.62 -0.63 ~=0.90
(1.01) (0.:97) {0.80) {1.07) (0.98} (0.95)
PPE =010 —0.09 ~0.01 —=0.01 ~0.03 —0.14
(0.51) (0.48) {0:40) (0.60) (0.49) {0.48)
H1: Intangible
Assets Visibility 0.01**
(0.01)
Resach 22.34*%*
(3:30)
R&D ~0:20

H2: Competitive

Activity NPA 0.14*

H3: Cooperative

Activity Partnering 0.97**
(0.02)
Adjusted R? 0.07 0:15 0.41 0:06 013 017
F-statistic 2.93* 4.61%% [ 14,97%** 249t 3.90** 5.08**
A-adj. R* compared
to Base Model 0.08**  0.34"**  ~0.01 g.06*

0,10**

Dependent variable = Number of country-specific websites.
Standard errors are reported in parentheses, Tp < 0.1 %p < 0.05, **p < 0,01, ***p < 0.001, N = 81,

tivity and its intangible assets is posi-
tively related to the firm’s propensity to
internationalize. To test these hypothe-
ses, we examined a series of regression
models using the interaction terms (see
Table 5). The four interaction terms were
based on the two statistically significant
intangible asset variables (VISIBILITY
and REACH) and the two statistically
significant strategic activity variables
(NPA and PARTNERING).*

In Model 8, the interaction term be-
tween VISIBILITY and NPA is both pos-
itive and statistically significant (p <
0.01), and this model is a significant im-

provement over Model 7 (p <0.01, A adj.
R?=0.07). In Model 10, the interaction
term between REACH and NPA is posi-
tive, but not statistically significant.
Thus, we find mixed support for Hypoth-
esis 4. In Model 12, the interaction term
between VISIBILITY and PARTNERING
is positive and statistically significant (p
<<0.05), and this model is a significant
improvement over Model 11 (p <0.05, A
adj. R* = 0.04). In Model 14, the interac-
tion term between REACH and PART-
NERING is positive, but not statistically
significant. Therefore, we find mixed
support for Hypothesis 5.
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TABLE 5
RESULTS OF REGRESSION ANALYSES
Model  Model Model - ‘Model Model Model Model Model
7 8 9 16 11 12 13 14
Constant ~0.27 0.55 0.01 0:12 -0.15 0.41 0.07 0.23
(0.66} 0.70) (0.56) {0.63) (0.63) (0.67) {0.54) (0.60)
Controls Public Age 028t 017 0.17 0.15 0.271 0.18 0.17 0.14
(0.15) (0.15) (0.13) (0.13) {0.15) (0.15) (0.14) (0.13)
Cash ~0.42 ~=0.56 -0.83 —0.83 —-0.66 -0.59 -0.83 -0.79
(0.96)  {0.92) (0.81) (0.81) (0.95) (0.93) (0.81) (0.81)
PPE -0.04 . —0.11 -0.01 -0.02 -0.12 -0.12 ~0.01 -0.01
(0.48) . [D.46) {0.41) (0.41) (0.47) (0.46) (0.40) (0.41)
Intangible Visibility 0.01* 0.01 0.01 0.01
Assets )
(0.01)  (0.01) {0.01) {0.01)
Reach 22.00%**  20.52%** 23.10%**  20.64***
(3.68) (5.18) (4.15) (5.71)
Competitive 010t -0.02 0.01 -0.01
Activity
NPA (0.06)  (0.07) (0.05) (0.06)
Cooperative Partnering 0.05* 0.02 -0.01 -0.02
Activity
(0.03) (0.03) (0.02) (0.03)
H4: Interaction Visibility X 0.01%*
Competitive NFA
Activity and
Intangible
Assets
(0:01)
Reach X 0.13
NPA
(0.33)
H5: Interaction Visibility x 0.01*
Cooperative - Parinering
Activity and
Intangible
Assets
(0.01)
Reach X 0.09
Partnering
0.14
Adjusted R = 0.17 0.24 0.40 0.40 0.19 0.23 0.40 0.40
F-statistic 4.35%*  BASYHY 11.84%**  QU7B*Y* 4B7**  4.95%%* 1L85***  Q.BB***
A adj. R? 0.07** 0.00 0.04* 0.00
compared
to Model
with main
effect only
Dependent variable = Number of country-specific websites
Standard errors are reported in parentheses; Tp < 0.1 *p < 0.05, **p < 0.01, ***p < 0.001,
N = 81.

Examining the results from the inter-
action models suggests that the interac-
tion effects are significant for VISIBIL-
ITY, indicating a positive significant
relationship between propensity to inter-

nationalize and the degree of leveraging
firm reputation in either competitive or
cooperative activity. In contrast, we find
no support for an interaction effect be-
tween REACH, our measure for web traf-
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fic, and either competitive or cooperative
action on the propensity of pure U.S.
Internet firms to internationalize.’

DiscussioN AND CONCLUSION

Our purpose was to investigate the de-
gree to which firm-level factors lead
U.S.-based Internet firms to internation-
alize their Internet presence. Using a
broad sample of U.S. pure Internet firms,
we focused on understanding what firm-
specific factors are associated with ef-
forts to establish country-specific web-
sites, which in the context of e-com-
merce can be viewed as a form of foreign
direct investment. Our approach is con-
sistent with a vast body of international
business research establishing the link-
age between firm-specific advantages
and internationalization. Further, it ex-
tends this research by emphasizing the
link between resources and strategic ac-
tions, and the relevance of the domestic
strategic activity of firms for understand-
ing their internationalization strategies.
Our findings support the general notion
that firm-specific sources of competitive
advantage are significant predictors of
why firms go abroad, but seem to contra-
dict the commonly held view that Inter-
net firms are born global.

First, our findings highlight that the
intangible assets of Internet firms are im-
portant predictors of their propensity to
internationalize. Specifically, two intan-
gible assets—web traffic and reputa-
tion—which appear to be critical to com-
peting effectively domestically, are also
strongly associated with international-
ization. Because the value of traffic in-
creases with the size and diversity of the
network it represents (Shapiro and Var-
ian, 1999), accumulating traffic as an in-
tangible asset creates incentives for firms
to internationalize in order to grow the
size and diversity of their user base. Ad-

ditionally, the accumulation of traffic
creates incentives for users to patronize
the websites with the highest level of
traffic, where they can benefit from more
services, especially those related to user
interactions such as e-mail, chat rooms,
discussion boards, and recommendation
boards. This is particularly true for por-
tals or e-tailers (e.g., Amazon.com, CD-
Now and BarnesandNoble.com, and Cy-
berian Qutpost). These firms were also
the firms with the largest number of for-
eign websites in our sample. Portals are
providers of broad based interactive ser-
vices, and their business models are
based on generating and monetizing traf-
fic via advertising revenues. Although e-
tailers generate their primary source of
revenue through selling of physical or
informational products, they also benefit
from the network effects of traffic as dis-
cussed above.

These observations suggest that the
more valuable an intangible asset is in
the domestic business model of a firm,
the more likely it is that the firm will
deploy this asset in foreign markets. Fur-
thermore, the value of an intangible as-
sets depends on its size or exposure (as is
the case with traffic and reputation),
greater this value, the more likely it is
that an Internet firm will pursue interna-
tionalization strategies. These ideas are
speculative, and although we could not
test them directly, they seem to be con-
sistent with the patterns in the data, and
provide possible directions for future re-
search.

These ideas may also help explain the
lack of significant effects of R&D intensi-
ty—a finding that contrasts with previ-
ous studies on internationalization. One
reason may be that all firms in our sam-
ple are leading U.S. Internet firms, which
are likely to have similar levels of tech-
nological prowess. As a result, R&D-re-
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lated assets may not be as rare or inimi-
table and, therefore, they represent a
source of competitive advantage to a
lesser degree than reputation or web traf-
fic. Another reason may be that R&D in-
tensity is not central to the business
model of the Internet firms such as por-
tals and e-tailers. These are the firms that
have the strongest propensity to interna-
tionalize in our sample. Therefore, R&D
may be less valuable and important in
internationalization. As research on the
value drivers of e-business models de-
velops (Amit and Zott, 2001), we will be
able to make more specific predictions
about the relative importance of intangi-
ble assets in internationalization strate-
gies of Internet firms. However, our ar-
guments here suggest that future re-
search on the effects of variation in
business models on international strate-
gies will be important for advancing our
understanding of the role different intan-
gible assets play in determining Internet-
based global competition.

Second, our findings highlight that the
domestic strategic activity of Internet
firms is significantly related to interna-
tionalization. We know of no other stud-
ies that consider the role of action-based
variables in internationalization. Hence,
we believe that this is a promising direc-
tion for future research in international
business. Understanding the impact of
competitive dynamics on competitive
advantage is likely to become increas-
ingly important because new rivals and
emerging business models frequently
contest a firm’s competitive advantage in
hyper-competitive environments. There-
fore, competitive advantage must be con-
tinuously defended through competitive
and cooperative actions (Garud et al,,
1998; Ferrier et al., 1999; Rindova and
Kotha, forthcoming).

Applied to internationalization, this
logic suggests that firms with higher lev-
els of competitive and cooperative activ-
ity are better able to sustain their com-
petitive advantage, and are more likely
to capitalize on it by pursuing interna-
tionalization. Indeed, we find that high
levels of both competitive and coopera-
tive activities are associated with inter-
nationalization.

Additionally, our findings suggest that
cooperative activity is more strongly as-
sociated with internationalization than
competitive activity. The stronger effect
of cooperative activity may be due to
some learning effects from engaging in
partnering behavior. Gulati (1999) ob-
served that as firms’ experience with
alliances increase they develop collabo-
rative capability. Since alliances and
partnerships are a common mode of in-
ternationalization (Kogut and Singh,
1998), firms with higher levels of coop-
erative activity domestically are likely to
have superior collaborative capability
and will be more adept at partnering for
internationalization.

This difference may also be due to co-
operative activity enabling firms to lever-
age resources better, and to move faster
in various domains, including interna-
tional expansion (Chang, 1995). Again,
although we do not have data to investi-
gate the relationship between interna-
tional partnerships and the propensity of
Internet firms to invest in country-spe-
cific sites, anecdotal evidence suggests
that this has been the case with some
prominent Internet firms. For example,
Yahoo! was one of the first Internet por-
tals to pursue internationalization with
its Yahoo! Japan site launched in April
1996. This move was related to Soft-
bank’s (Japan's largest publisher of com-
puter-related computer magazines and
books) significant equity investment in
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Yahoo! and the two firms’ several media-
related joint projects. Again, although re-
search has examined the role of partner-
ing as a mode of entry, little research
attention has focused on the level and
the pattern of cooperative activity as pre-
dictors of internationalization strategies.

Finally, we examined the impact of
the interaction effects of assets and stra-
tegic actions on internationalization.
Our findings in this regard are mixed.
Firms that exhibited high levels of repu-
tation and competitive and cooperative
actions simultaneously were more likely
to internationalize. In contrast, the inter-
action effects between web traffic and
competitive and cooperative actions on
internationalization were not significant.
These differences can be attributed to a
number of reasons. For one, traffic has a
much stronger effect on internationaliza-
tion than our other independent vari-
ables, indicating that traffic may be cre-
ating value for a firm in a direct fashion.
Firms can monetize traffic directly
through advertising revenues from ad-
vertisers who view traffic as an opportu-
nity to reach an audience. In comparison
to web traffic, reputation can be de-
scribed as a more latent asset. The value
of reputation is realized when consum-
ers face a choice about what products
and services to obtain and from which
providers. For example, the established
reputation of a firm affects the speed of
adoption of its new products (Yoon,
Guffey, and Kijewski, 1993). Therefore,
it is logical that the value of reputation as
an asset is realized to a greater degree
when a firm undertakes a higher level of
competitive activities, such as new prod-
uct introductions. Similarly, reputation
plays an important role in partner selec-
tion in strategic alliances. Therefore, it is
likely that its value as an asset is realized
to a greater degree when a firm engages

in higher levels of cooperative activities
such as partnering. These ideas suggest
that potentially interesting interactions
exist between assets and actions, but fu-
ture research is needed to establish dif-
ferences in these interactions across as-
sets and international contexts.

Limitations and Future Research

The findings presented in this paper
should be interpreted with caution for
several reasons. The restrictive nature of
our sample, focusing on only leading
U.S. Internet firms, can introduce un-
known selection biases that restrict the
generalizability of our findings. How-
ever, we wish to note that at this stage we
were limited by the lack of availability of
a large sample of firms undertaking in-
ternationalization and our data collec-
tion methodology of hand collecting data
from press releases, which restricts our
ability to increase the sample size easily.
As Internet firms get more established,
and as established listings of Internet
firms become institutionalized (akin to
Fortune 500), future researchers can ex-
pand our analysis to a larger sample of
Internet firms in an effort to generate
more generalizable findings.

The cross-sectional nature of our sam-
ple does not permit us to go beyond sim-
ply documenting the statistical associa-
tions between our independent and de-
pendent variables. To establish “true”
causation, we suggest that researchers fo-
cus on the process of international ex-
pansion, a domain that has not yet re-
ceived enough research attention (Chang,
1995; Dunbar and Kotha, 2000). In this
context, we suggest a case-based longitu-
dinal study, rich in descriptive detail,
which highlights the processes used by
the firms in our sample to establish a
foreign presence.
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The sample of firms we studied is pre-
dominantly B2C firms, and for these
firms web traffic and reputation are cen-
tral to competitive advantage. However,
these variables are less likely to be im-
portant in other sectors of the Internet
economy such as B2B (Rajgopal, Venkat-
achalam, and Kotha, 2001). Hence, the
generalizability of our findings is per-
haps limited to this sector of the Internet
economy. Future research could identify
the firm specific factors that drive inter-
nationalization in B2B firms.

Further, our measure of international-
ization focused on the visible commit-
ment that an Internet firm makes to its
international presence, and as such it
does little to inform us about mode of
entry or additional investments in phys-
ical assets such as establishing a foreign
office when a firm enters a foreign mar-
ket. One of the most important strategic
decisions that a multinational corpora-
tion must make is selecting the mode of
entry into a market (Shane, 1994). As
noted earlier, since the Internet is unlike
any other marketplace, extending our
understanding of entry mode decisions
might be a fruitful avenue for further
research.

Finally, our research question focused
on examining firm-specific (internal) fac-
tors associated with internationalization
by Internet firms. However, national con-
text variables have been found to affect
internationalization processes for tradi-
tional firms. Whereas on the Internet na-
tional boundaries have been argued to
matter less (Kobrin, 1999), our data sug-
gests that the firms in our sample fol-
lowed internationalized to a different de-
gree in different geographic regions. A
cursory review of Figure 1 suggests the
firms in our sample had foreign websites
in 39 countries. However, the largest dis-
tribution of these sites is found in the

UK, Germany, Japan, France, Spain, and
Italy. Interestingly, these countries ex-
hibit substantial variations with respect
to Hofstede’s (1983) cultural distance di-
mension and language, which suggests
that national culture and language barri-
ers perhaps play a less important role
(vis-a-vis traditional firms) in location
decisions. Levels of technology adop-
tion, both of computers and Internet ac-
cess, are perhaps more important as con-
textual factors for the internationaliza-
tion of Internet firms. Future researchers
can also attempt to highlight contextual
factors such as patterns in technology
adoption, telecom infrastructure, taxa-
tion regimes, regulatory issues, and na-
tional culture and study their impact on
an Internet firm’s decision to locate in
certain countries.®

In this paper we did not focus explic-
itly on the performance implications of
internationalization. We recognize, how-
ever, that rent-yielding intangible re-
sources are only a necessary condition
for foreign direct investment and their
existence does not guarantee that entry
into a foreign market will be successful
(Chang, 1995). Future researchers
should, therefore, seek to examine the
performance effects of internationaliza-
tion by Internet firms and the relation-
ship between performance and different
approaches to internationalization.

Conclusion

Our findings can be interpreted as ev-
idence that Internet firms, like tradi-
tional firms, rely on transferring compet-
itive advantages from the home market
to foreign markets. Our study offers a
caution to both managers and research-
ers of Internet firms who assume that
removing physical constraints by using
the Internet translates into an immediate
global market. Some of the traditional
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impediments to globalization such as the
costs associated with liability of foreign-
ness and the need for compensating ad-
vantage may still apply. In our study we
found a positive relationship between
sources of competitive advantage—both
embedded in assets and derived from
competitive activity—and the propen-
sity of Internet firms to internationalize.
Moreover, internationalization may fur-
ther enhance the value of the assets and
actions, by increasing their leverage and
use. By studying the strategic behavior of
Internet firms, international business
scholars have a unique opportunity to
extend our theories and understand em-
pirically the development of a market-
place that is virtual and global, at the
same time. The rapid diffusion of the
Internet globally, and the accompanying
internationalization of Internet firms
provide a fertile research domain for de-
veloping new theories and testing extant
theories of internationalization in new
contexts.

NoTES

1. As a result, the value of traffic as an
asset on the Internet has been compared
to the value of real estate in the physical
world. Just as for a choice location in a
prime shopping area, traffic is an asset
that is difficult to imitate or substitute.

2. The difference among the firms in
the sample with regard to the two age
variables can be understood if one takes
into consideration that firms with
growth orientation (including interna-
tionalization) will tend to pursue re-
sources for growth more aggressively by
entering the public market for capital
earlier than other firms.

3. The five outliers were Cyberian out-
post, DoubleClick, Lycos, PSI Net and
Yahoo! To identify outliers we used R-
Student measure. We deleted those ob-

servations that exhibited an absolute
value greater than 3 on this measure. To
check the robustness of our results, we
estimated more conservative logit regres-
sion models to the 0, 1 dependent vari-
able {1 = firm has at least one foreign
website, 0 = otherwise) and found that
the results were consistent with those
found using OLS. Further to control for
the three firm types in our sample (i.e.,
infrastructure, e-tailers, and e-service
firms) we created two dummy variables
and estimated regression models using
them. However, these dummy variables
turned out not to be significant in any of
our regression models and are hence not
reported here.

4. We also examined the two remain-
ing interaction terms (R&D x NPA, R&D x
PARTNERING). These were not signifi-
cant and are hence not reported here.

5. We also assessed Models 7-14 for
potential multi-collinearity. The results
of a variance inflation factor (VIF) anal-
ysis indicate that the VIF is less than 10
in each case. Thus, problems potentially
caused by multi-collinearity can be ne-
glected (Kleinbaum, Kupper, & Muller,
1988).

6. For a discussion of some of these
issues see the papers by Lynch and Beck,
and Oaxley and Yeung in this Issue.
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