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ABSTRACT

The concept of strategic orientation has been examined as a direction or a tendency in formulating a
firm's strategy which leads superior business performance and sustainable competitive advantage (e.g.,
Gatignon and Xuereb 1997). Scholars have investigated various dimensions of strategic orientation such
as product orientation, market orientation, innovation orientation, and entrepreneurial orientation among
others. However, the measurement of strategic orientation has been criticized by some researchers (e.g.,
Raaij and Stoelhorst 2008) in the sense that most of the literature relies on self reports by a single
informant in a strategic business unit. Although this survey method is useful as a diagnostic tool, it may
suffer from some limitations such as a self-report bias or inconsistency between intention and behavior.
In addition using the survey method, analysts have difficulty in repeatedly measuring various firms'
strategic orientations to investigate the relationship between strategic orientations and other business
performance such as profit.

We attempt to measure the firm's strategic orientation - appeared in marketing decisions in particular -
by an econometric model based on publicly-available secondary data from financial statements of the
firm. Our proposed approach has some advantages to measure a firm's strategic orientation. First of all, it
does not rely on a specific informant's (mostly subjective) assessment to measure the firm's strategic
orientation. Furthermore, we are able to repeatedly measure a firm's strategic orientation with less cost
and time due to periodical announcement of financial statements of the firm.

Our study seeks to answer three research questions: (1) how can we measure a firm’s strategic
orientation with non-proprietary financial data? (2) do firms show different strategic orientations in
advertising investment decision? and (3) do different types of strategic orientations moderate the
relationship between advertisement and firm performance or firm value?

A firm's strategic orientation in advertising investment decision can be classified into 1) company
orientation, 2) competitor orientation, and 3) performance orientation. Firms with company orientation
tend to decide the amount of their advertisements based on their own past advertisements. Competitor
oriented firms tend to make their advertisement investment decision based on competitors' advertisement.
Performance orientation refers to the case that the firm's current amount of advertising investment is
affected by its past sales performance.

We analyzed 127 companies listed in Korean stock exchange market across 50 industries during 10
years (i.e., 2000-2009) to measure the strategic orientations for each firm. Using forecast error variance
decomposition (FEVD) derived from an econometric time-series model, we show that 60% of sample
firms have company orientation as a dominant strategic orientation. In the second-stage analysis using a
regression model, we find that strategic orientation plays a significant moderating role on the relationship

between advertisement and both firm performance (e.g., sales and profit) and firm value (e.g.,
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Market-to-book value). More specifically, we find that competitor oriented firms show the highest
advertising effects on sales and firm value, while performance oriented firm has the highest effects on
profit. This result indicates that competitor orientation in advertising investment decision not only
expands the firm's market size by a synergistic effect but also makes investors to more positively
evaluate the firm value. In conclusion, these empirical results suggest that a firm's strategic orientation

should be carefully selected with respect to the firm's objective.
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(FIGURE 1) Research Model
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719¢] i 1?2} Ao Yehe 7140 A=A
AdE ST + 7] wielth. KIS-VALUE d
o[ElHo] 20X T = U IF Am= THE H|
olElMlo] 2 AMEEITE dlXid], VAR R3ellA 74|
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book value of equity: MTB)< A&t} FaiH]
o} &2 FAMEO R Yol REslst ghS ARSI

HZ|A S F76lItHRao, Agarwal, and Dahlhoff
2008: Liu and Yang 2009).

= A7 7 54 3 shs AFAIR ASE ol8s
of g oAbEA ] veRd 719e] W A s
Grketa, ek Agda 719489 9 717z @
AE ASEA shed Utk ol &l 12770 EE 7]
HE o= Far Fap ARl ojwgh HeghA gy
o] 7V A FFE FEAE dSeat Ak B4
HE olgat] 7GR BN 2 71 M
Agde] FAAS] BrF YL thed 2ok 4 2R
719 12770E Wde= Al |5(0M, CM, OS)el

107] di&exat Baked a2 22 e o, 71
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ab RS 3 TS (z-score) & WigkSle] o]

< 7P 2 #E e s dT 7] A A%
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Ao sty OM, CM, OS Al ¥ig=e] ¥4
= gl HEgEe W ke TRExE U]
o gho 2] olu] EFHGe] Bt 0ol EFHAE
1o] ®ck. 1 Ay, FE 7Y
dL& 7670(60%), A AFAA
Tela AT AEFER 71?3.—8— A70(19%) & Fepstet.
ol 127/ E2E 7199 A% Fa FAF Aol et
719 HEEA A 71 AFAR] oapa o] AJul

(A S

719 270(21%),

(9= 1999: West and Prendergast 2009).
gk AR AR 7199 vlge] AA 1270 F 21%
o Xtk AT Akt IR AFE Bl
50| AR Fand 7H Zr R BAgA o v
oA Gethe A7 23S Hof £
Nijs, Hanssens, and Dekimpe (2005)2] Zz}7} 4]
o A AgFe wkshe Zlo] obde HolErt st
o

Hoy AR RE A FES Alxste] AA
WEshe FHe I+ sk A 719 4370 F 31

MN(72%)7F 719 AgFAQl B3 B 2AL slw, 12

2 Steenkamp,

2

oL
m

TN(28%)ato] AR & A3} =|gkACl Fa1 Ex} AF
S ke Aow vt ubd, avAE ges A

= Az Anjske 2HA 719 5970 Fellxl= 3570
(59%)2] 7191 719 AN A< sfaL, 24
AFAR 7199l = 1570(25%), 233 AFAR] 714
o] = IH(15%) = Wehdt Atdael vlsie] Amja)7t
= U A AR eIAY A3 A9l Aew Yt
((TABLE 1) #x). ol thsle] Az Ak 7
o] 7t AR Feldt AlelE A T1elA
7 A% AR A3, folgEe] 0.018(x*=11.973,
d.f=4, p<0.05)2A 2 FE3} =] Agg 11



(TABLE 1> The Most Influential Strategic Orientations by Industry

Classification orientation orontation orientation Total
Manufacturing Industry 66(52%) 23(18%) 13(10%) 102(80%)
Business to Business 31(24%) 8(6%) 4(3%) 43(34%)
Business to Consumer 35(28%) 15(12%) 9(7%) 59(46%)
Service Industry 10(8%) 4(3%) 11(9%) 25(20%)
Total 76(60%) 27(21%) 24(19%) 127(100%)

Note: The most influential strategic orientation for each firm is selected based on the standard scores of forecast error

variance decomposition (FEVD) values.

£ 239 Aozt e 3
< A =9t

SR, AZAT Azt 2o kdAlet AHA)
7197te] HeA A3 zfolrt BAH R FedtE
A7) 8 59 22 ¢ @3S AAlEIslen, oA
I AZ2GTZ AR 23T 7190 Al Bt Aol ik

o] -2.7848A TAARCE frelgh B zlolr} e A
o' yeht 7k 1-12 A" 7, kiAol 2By
Zrel 714 A|gde] st Afol= tgko] 1.49002A4 1
Afo|7} BAH R el & Ao Yeht 71

1-20] AA=A] L34

Aoe e mel 71 1

2. 7l=8A

HE 0.013019 1 F94E 0.0030]ch, HkA A
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2 79 31
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5= 0.0330]t}. R

2. 0| F=22 F7tet=s =Roll A A 2 AAII2H ZAL=EILCE

o] 1.406, 5= 0.8290]th, 1 9] 7|EA ¢

> (TABLE 2)
g A3} Azt Y
HHEATH(TABLE 3)).

Fam| ek 719487 B 717 ERIRE BAle lo] AEHA
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AR Arlelen, AT Ry ) BT 289 R
Yol 0.5 o)/doz F&uigol tigh =2 dyge] e
Aow Uehsth, Fareh depA z3gde] 71 2
7197HKel] ol gt F3FE FEAIE AT ET] ool %
a7F 719483 B 77ROl miAlE R Edkeh A
B AvEE, 4 7199 AR A S s
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(TABLE 2) Variable Operationalization and Descriptive Statistics

Independent variable

Variable Measurement Case Sample Mean Median SD Min Max
1.Advertising advertising expenditures/net assets 4892 127 0.013 0.003 0.044 -0.350 2.082
2.Competitor Iorientation one if the EEVD for competitor , 4892 127 0.198 0.000 0.399 0.000 1.000

(Dummy variable) orientation is the biggest, zero otherwise
3.Performanc§ orientation one if the EEVD fqr performance . 4892 127 0.187 0.000 0.390 0.000 1,000
(Dummy variable) orientation is the biggest, zero otherwise
Dependent variable

Variable Measurement Case Sample Mean Median SD Min Max
4.Sales Revenue sales revenue/net assets 4892 127 0.740 0.488 1.960 -42.209 87.360
5.ROA(Return on assets)  operating income/net assets 4428 115 0.047 0.033 0.238 -5.403 0.047
6.MTB(Market tobook 1y ot capitalization/book value 4866 127 1406 0829 2623 -25697  39.653

value)
Control variable

Variable Measurement Case Sample Mean Median SD Min Max
7.R&D R&D expenditures/net assets 4892 127 0.004 0.001 0.012 -0.014 0.450
8.Firm size In(total assets) 4892 127 11.498  11.388 0.854  9.030 14.396
9.Firm growth Sggge”t soles-Lagged sales)/Laoged  yg90 137 0139 0015 2504 -0.962 150589

{(Total sales of all firms in the industry
at t)-(Total sales of all firms with the ~
10.Industry growth industry at -1)}/(Total sales of all firms 4892 127 0.059 0.022 0.385 0.961 6.685
with the industry at t-1)
11.Industry concentration UM Of squared of the each firm's 4892 127 0446 0405 0172 0158  2.000
market share within the industry
12.Industry tvpe(BtoC) one if a firm ils in the business- . 4897 127 0.448 0.000 0.497 0.000 1,000
(Dummy variable) to-consumer industry, zero otherwise
13.Industry tvpe(Service) one if a firm is in the service industry, 4892 127 0.203 0.000 0.402 0.000 1.000
(Dummy variable) zero otherwise
14.Leverage liability/total assets 4784 127 160.64 101.975 196.795 0.000 1874.570
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(TABLE 3) Correlation Matrix

Variables 1 2 3 4 5 6 1 8 9 10 11 12 13 14
1. Advertising 1.000
2.Competitor orientation 0.019 1.000
3 Performance orientation 0.088"* 0.686™*  1.000
4 Sales 0.610" 0,043 0.068™ 1.000
5.R0A(Return on Assets) 0.503"* -0.006  -0.007 0614  1.000
6.MTB(Market to Book Value) ~ 0.192"* 0.000 0001 0210 0.273"*  1.000
TR&D 0.020  -0.004 000" -0.007  -0.08 0067 1.000
8.Firm size <0.062" 0041 -0.002  0.051"* 0054 -0.006  -0.025"  1.000
9.Firm growth <0001 0016 -0.004 0020 0010 0006 0002 -0.028 1000
10.Industry growth 0.000  -0.001 0020 0030 0.01 <0001 0006  -0.019 0408 1.000
11.Industry concentration 0.1147™ 0034 0002 -0.015 0008 0094 -0010 -0.274" -0013 0013  1.000
12.Industry type(BtoC) 0.156"" -0.033" -0.105™" 0.016  -0.015  -0.087"" 004" -0.240"* -0.082" -0.045"  0.103""  1.000
13 Industry type(Service) 0.039 00957 0278™ 0047 0037 0302 0000  0.210" -0.002 0010  0.044™ -0.454™" 1.000
14.Leverage 0.010 0080 0205™ 0277 0.08™ 0026" -0.029" 0361 -0017  -0016  -0.216"" -0.163"" 0.285"  1.000

Notes: Pearson correlation analysis, ***
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(TABLE 4) Parameter Estimates

Variables Sales(Sales revenue) Profitability (ROA) Firm Value(MTB)
Coefficient (t-Statistic) Coefficient (t-Statistic) Coefficient (t-Statistic)
C -0.772(-2.646)*** -0.114(=2.472)*** -0.111(-0.407)
Lagged sales revenue 0.437(35.151)*** -0.010(-4.503)***
Sales revenue 0.054(24.509)***
(

Lagged ROA

ROA

Lagged MTB

Lagged Advertising
Advertising

Lagged R&D

R&D

Firm size

Firm growth
Type(BtoC)
Type(Service)
Industry growth
Industry concentration
Leverage

Competitor orientation

Performance orientation
Advertising*Competitor orientation
Advertising*Performance orientation

-24.49(-36.877)""*
28.585(32.136)***
-5.630(-2.636)***
-0.545(-0.256)
0.108(4.587)***
0.009(1.098)
-0.013(-0.306)
-0.146(-2.628)***
0.198(3.766)***
-0.258(-2.258)***

-0.315(-6.137)***

-0.018(-0.326)

30.205(18.194)***
9.309(9.085)***

0.166(11.525)***

0.039(0.350)
-0.295(-2.147)**
0.616(2.121)**
-0.864(-2.992)***
0.012(3.100)***
-0.001(-0.117)
-0.003(-0.536)
0.042(4.092)***
0.003(0.460)

-0.017(-1.062)

0.003(0.474)

-0.073(-9.132)***
-1.206 (-5.097)***
2.8561(19.711)***

0.772(6.884)***
0.969(9.785)***
0.876(136.561)***
-13.809(-24.126)*"*
12.458(17.200)***
-1.996(-1.199)
4.244(2.562)***
0.020(0.868)
0.001(0.171)
0.074(2.138)**
0.275(4.382)***
-0.039(-0.927)
-0.148(-1.577)
0.000(0.538)
-0.293(-7.123)***
0.121(2.578)*
18.300(13.389)***
-6.205(-7.095)***

Adjusted R-squared
F-statistic(Prob)
Schwarz criterion

0.599
474.752(0.000)
3.316

0.502
256.081(0.000)
-0.679

0.871
1586.963(0.000)
2.809

(¢}

Note: The moderating effects of both competitor and performance orientation on the relationship between advertising

and dependent variables (e.g.,

* p-value<0.01, ** p-value <0.05, *p-value<0.10 (2-tailed)
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