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ABSTRACT

Thispaper reveasthat, under the market fragmentation, Chineseintegrating
firms have to compete with lots of regional firmsin different regions. To
gain advantages, firm needs to apply regional repertoires with regional
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competitive behavior. This paper examines the relationship between
regional repertoire and performance, and found out that inertia of regional
repertoireis positive associate with performance, which isoppositeto the
western scholar’s theory. Meanwhile, this paper also explore the mediating
effects of post-merger synergy, including operation synergy, sales synergy,
management synergy and financial synergy, between regional inertiaand

performance. © 2013 Trade SciencelInc. - INDIA

INTRODUCTION

Since ChinajoiningtheWTO, Chinesefirmshave
engaged animportant development goal, whichisen-
hancinginternational competitivenessand turningto be
theworl d-classenterprises¥. To achievethis, firmsneed
aseriesof horizonta and verticd integration™. But dur-
ing theintegration, Chinesefirmshavetofacethere-
giona variety caused by market fragmentation’?. The
market fragmentationrefersto theregiona market va-
riety because Chinesegovernmentd authoritiesareover-
weightedinlocal (city or provincid) level. Themarket
fragmentation protectsand supportsalot of regiona
firmg®. Thesefirms, in each regional market, will at-
tack integrating firmswith both market and non-market
competitivebehavior®. This*“‘multi-market simultaneous
competition” turns to be an important character in dy-

namic competition of Chinesefirms.

To competewith aboundary of regional firmsin
different regionsand achieve advantages, Chineseinte-
grating firmshaveto apply aseriesof competitive ac-
tionsindifferent typesand regiond scopes, whichcalled
regiond repertoire. Thenwhat character of regiond rep-
ertoire should be chosen becomeastrategicissuein
thisdynamic competition. Onthisissue, previousre-
searches often discusswith the competitor analysis,
market structureand so on, but seldom discussed about
the mediation or moderation effects of organizational
mechanism and management model between repertoire
and performance. Inthereality, the question of which
kind of themanagement model issuitablefor theap-
propriaterepertoireisbenefidd for Chinesefirmsganing
advantagesunder thespedd “multi-market simultaneous
competition”. This paper attempted to discuss the rela-
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tionship of synergy of Chinesefirm merger or integra-
tion, theregional repertoire and the performance.

LITERARTURE REVIEW

Competitive Repertoire

Researcheson dynamic competition mainly explores
the character and rules of competitive behavior under
more and more dynamic environment!: recently schol-
arsfocuson competitiverepertoire. A boundary of com-
petitive actionsform arepertoire®. About repertoire,
scholars’ attentions are gather around the competitive
inertiaand complexity®. Competitiveinertiarefersto
theactivity andflexibility of afirmapplying any com-
petitive action®. Many researchersthought that inertia
haverdationshipwith thebureaucracy of structure, pref-
erence, and organi zational network of afirm9, Some
other researchersa so arguethat the top management
team!*¥, inner information process” can decreasein-
ertia Andreducing inertiameanstofirm enhancingits
flexibilitiesand not relying on onesingle strategy'®.
Thereforethelessinertia, the better performanceafirm
canget’®!. However, over-reduceinertiawill causemore
costsin organizational learning, and a so enhancethe
costsin communicating with suppliersand dedlers.

Post-mer ger synergy

Theresource-based view (RBV) thinksthat thees-
sentid of al enterprisesintegration (merger, et d.) isfor
gaining resources and capabilitied*d, and better re-
verses. Here, by “better”, it means the “2+2=5", which
referstothemoretota vauecreated by integrated units
than the sum of vaue of each unitsindependently. This
iswhat synergy means¥. Synergy indicatesthat re-
sourcesaredlocated moreeffectively!™. Thereforethe
post-merger synergy, whileafirm regarded asasys-
tem, keepsthe ba ance between themerging and target
firms. Ansoff (1988) *3forwardly proposed that there
arefour dimensionsinafirmintegrating system: opera-
ing synergy (O-synergy), salessynergy (S-synergy),
management synergy (M-synergy), and financial syn-
ergy (F-synergy). Operating synergy indicatesthe hu-
man resource, labor and facilitiesare effectively ap-
pliedintheproduction process. Sdessynergy indicates
the systematic and united management of sdlesand chan-
nel managementwhichmeaked| productsof afirmsharing
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onechannel, advertising, brandsand so on. Manage-
ment synergy indi cates the sharing and coordination of
strategy, organization, and operation management. Fi-
nancia synergy comesfrom the efficient allocation of
capitd of afirm, including theintegrating of offices, re-
search resources, machinesand other facilities. Thefour
dimensionsof synergy have affectsto competitive ac-
tions

HYPOTHESS

In such specia competition environment, Chinese
firmshaveto choosetheinertiaand complexity of its
regional repertoire, according toitsresourcesand ca-
pabilities, and toitsorganizationa mechanism. Former
studiesshow that inertiahas negative associ atewith per-
formance. But wethink that higher regiond inertiamay
have better performancefor Chinesefirms. Because
competing with aboundary of regional competitorsis
not a“‘quicker makes better”” game. Chinese integrating
firm haveto separatetheir resourcesinto different re-
gional market. Sothelower inertia, the higher commu-
nicating coststhefirmhasto pay with limited resources.

H1: Regional Competitive inertia have positive
associatewith performance.

Synergy of post-merger will haveinfluenceonthat
association. Firm should lower theregional inertiato
get better performance, whilethe system synergy can
support such competitiverepertoire. Firstly, operation
synergy improvesfirm sharing and coordinating re-
sourcesduring thevaue chain, which promotesfirm’s
abilitiesingetting along with loca suppliersand deal-
ers.And moreover, firmwith higher operation synergy
will bemoreeffectiveinintegrating varioussocial re-
sources'® indifferent regional market, andwill bemore
flexibleineachregional market 7. Therefore, if with
actionsof lower inertia, afirm could enhancetheinter-
actionandlearningwith relativesin each regiond mar-
ket, asto enhancethe operating effectivenessand per-
formance*.

Secondly, sales synergy engagesthe uniting and
sharing between regiond markets, including sdlesman-
agement, and advertisement!*3, But in “multi-market si-
multaneous competition”, Chinese firms have to pro-
tect theautonomy of their regiond officesto kegp them
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more space and power to react any emergent incident
ineachregiona market. Therefore control sdesynergy
could beahighly effectiveway to enlarge performance.
Thirdly, enhancinginertiaof regiona repertoirecan
meanwhile enhancethe coordination of thewholeor-
gani zation and management, which meansdamaging
management synergy. Becauise management synergy is
too strengthen the coordination and centralization of
organization, ignoring autonomy of each regional of-
fice
Finaly, enhancinginertiameansregiond officesre-
lyingonlocal resourcesand capabilities. Therefore, the
financia management could bemoreeffective. And en-
hancing financial synergy could bethebetter ideafor
supportinginertiadecreasing.
H2a :operation synergy hasmediating effects between
regional inertiaand performance.
H2b :sdlessynergy has mediating effectsbetweenre
giond inertiaand performance
H2c :management synergy has mediating effectsbe-
tween regional inertiaand performance
H2d :financid synergy hasmediating effects between
regiond inertiaand performance

SAMPLESAND DATA

Samplesand data collection

WechoseChineseairlineand whitewineindustries
to gather samples. To ensurethereliability of thisre-
search, we pick some corporate listed in the Chinese
stock market (6 airline companies, and 10 whitewine
companies) assample. We gather al newsinvolving
competitiveactionsof thesefirmsduring 2001 to 2010,
andfollowing Chenand Miller (1994) "8 to anaysisby
structura content analysis. We categorize competitive
actionsintwo dimensions:. 1) according to thetype of
action, thereare 8 typesof action, including proposing
new technol ogy, proposing new product, entering new
market or starting new store, changing market network
or pattern, investment or merger, cooperationor alli-
ance, and changing prices; 2) according to the scope
and areatheaction arereported to take place, we also
separatedl actionsinto nationd andregiond. Indl firms
inwhitewineindustries, thereare 536 actions, inwhich
156 are cognized asregiond.. Inthe 842 actionsof firms
inarlineindustries, 421 arecognized asregiond.

Variables

Dependent variable: Thispaper use ROA (Return
of Asset) asindex of performance.

Independent variables: Competitiveinertia. Com-
petitiveinertiarefersto thelevel of activity that afirm
demongtratesindtering itscompetitivestand. It reflects
the number of market-oriented changes a company
makesintrying to attract customersand outmaneuver
competitors. (Miller & Chen,1994),

Thisarticleusestheactivity index to measurethe
competitiveinertia, whichfollowed themethodsof mea
surement of Miller and Chen (1994) 8, Assumein year
t, the number of decision-making to takea j type
actionfor acertain j company is x ,, .Each year, the
number of different typesof decison-makingisdiffer-
ent. Sodl companies’ and all years’ value were stan-
dardized to. Sum the standardized scores, divided by
thelogarithmic of businessoperationsscale, and then
seek thelogarithm, thisvariable showed normal distri-
bution:

Activitylndex = In[(sujmzw)/In(OperationScaIevl)} €))

Vauetheactivity index intheoppositesymbal, in order
to measurethe competitiveinertia.

Mediating variables: post-merger synergy can be
separated into operation synergy (o-synergy), sales
synergy (s-synergy), management synergy (m-synergy),
andfinancid synergy (f-synergy). No matter how afirm
engages synergy, thetransaction costs and other man-
agement costswill bereduced®! Therefore, the four
rati os of expenses(ratio of operation expense, ratio of
salesexpenseg, ratio of management expense, andratio
of financial expense) can beregarded as agent vari-
ables, respectively, of 0-synergy, s-synergy, m-synergy,
and ff-synergy.

Control variablesyAccording to previous re-
searches, wepick four control variables: sizeof firm,
ageof firm, current profit, and prior profit™Y.

RESULTSAND CONCLUSION

According to thebasic standardsjudging media-
tion effectg?!!, wetook agenera linear regressionwith
SPSS16.0, andtheresultsareshownin TABLE 1. As
TABLE 1, theregiond inertiahave significant positive
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effect on performance, then H1 istestified. And al so,
operation synergy, s essynergy, and financid synergy
arereported to have significant mediating effects be-
tweenregiona inertiaand performance, soH2a, b, and
daretestified.

Table 1: General Linear Regression Results

ROA O-synergy S-synergy M-synergy  F-synergy ROA

Control

-0.097
0.044

0.197*
0.008

0.048
0.155
0.173%
0116

0217* -0.057
0785+ -0.086
0.178* 0.152%*
0212%

0.146*
0.233
0.046

036%+*

Prior-profits 01277
Size 0231
Age 0.152*
Profits 0587+ 02644+
Independent
0474% 0.031 0.347%% 0.083
08T3+*
0.235%*
Q25T+
0208+
0.843
36.997***

Inertia 0272* 0.424%%*
O-synergy

S-synergy

M-synergy

F-synergy

03571 0.63 028
3073%+ %

0381

627g%*

0.454
8316%+*

R square
F 13.625%%% 17304%*%

#++ Regression is significant at the 0.001 level (2 -tailed)
** Regressionis significant at the 0.01 level {2-tailed).
*_ Regression is significant at the 0.03 level (2-tailed)

t. Regression is significant at the 0.1 level (2-tailed)

Dynamic competitive behavior valueshighly toa
firm, espedidly inthemarket fragmentati on environment
of China. Every actionisnot only based on special re-
source, but aso relied on acertain organizationd mecha
nism and model. Therefore an integrating firm hasto
design areasonabl e post-merger synergy to better sup-
port applying appropriate actions, and then gain ad-
vantage. Thispaper indicatesthat, under market frag-
mentation, firm needsto keep inertiaof regiona com-
petitiverepertoireinahigher level, not smply aswest-
ern scholar think to reduceit, to have better perfor-
mance. Also, thispaper examinesthe mediating effects
between regiona inertiaand performance. When en-
hancing regiond inertia, loweringratio of expensesin
operation, sdesmanagement, and financia management
could be effectiveway to help and gain better perfor-
mance. Thisprovides some practical advicesto Chi-
neseintegrating firms. A firm can enhance operation
synergy by promote the business process engineering,
enhance salessynergy by standardize marketingin al
regions, and enhancefinancid centralization by gather-
ing accounting authoritiesinto head quarter. By doing
these, anintegrating firm can reducetheregiond inertia
and build advantagesin scale, scope, and innovation.
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