The Effect of Competitor Information on Entrepreneurial Strategy and Productivity:
A Field Experiment

This project aims to understand how increased access to competitor information enabled
by digitization affects the strategic decisions and productivity of entrepreneurial firms, by running
a field experiment across ~4,000 nail salons in four cities (New York, Chicago, San Francisco,
and Los Angeles).

Recent years have witnessed a data revolution, with the growth of data from online
platforms ranging from Amazon to Yelp to Google (Einav and Levin 2014). While these
platforms are not typically designed with improving partner firm performance in mind, they
provide valuable sources of real-time data for firms that interact with them. For example, Yelp is
intended to help people find local businesses, and Google was founded to match users with
content-creating platforms, but both collect millions of data points on customers and competitors
that can provide timely information for businesses — even without any further investment in their
own technology infrastructure. Yet, while prior literature has explored the relationship between
information technology (IT) and firm productivity (Brynjolfsson and Hitt 2000, Bloom et al 2014,
Dranove et al 2012), much of this literature has focused on IT investment and underexplored the
impact of growing availability of data spurred by digitization.

This data has the potential to help firms improve their strategic decisions. On the one
hand, information on competitors may help adjust strategies on pricing or product offerings and
allow for more experimentation, which may then lead to higher productivity (Kerr et al 2014). On
the other hand, insights from behavioral and organizational studies suggest that individuals may
actively avoid new information and organizations are slow to change (Golman and Loewenstein
2015, Schumpeter 1934, Nelson and Winter 1982). Furthermore, young versus old firms may
experience differential impacts. While competitor information may help younger firms who face
higher uncertainty learn about different practices and their returns -- enabling them to
experiment more efficiently (Kerr et al 2014), younger firms may also have less organizational
slack to adopt new technologies and adapt compared to incumbents (McElheran 2015,
Henderson and Clark 1990). Thus, whether or not increased access to competitor information
will lead to any changes in firm decisions is ex ante ambiguous. Yet, there has been little
empirical evidence exploring whether and how increased access to information improves the
strategic decisions that firms make (Brynjolfsson and McElheran 2015).

To explore, | collaborate with Yelp, an online reviews platform, to run a field experiment
across ~4,0000 nail salons in four major US cities. Yelp sends out canvassers to physically visit
local businesses to inform them about Yelp and how the business can manage its Yelp listing.
Between June and November 2018, | layer a treatment on top of this operation, where
businesses randomly assigned to treatment receive an additional personalized report comparing
the price of their manicure to those of 9 salons located closest to them. Before and after the
interventions, | collect data on the prices of key service offerings across all nail salons in each of
these markets (~9,000), and observe whether and how firms that receive information on
competitor pricing change their own pricing strategies. Furthermore, | collect data on other
aspects of firms’ positioning decisions and practices (such as quality, scope, hours, and the
number of employees) to observe how competitor information shapes other firm decisions.



Finally, | analyze indicators of firm performance to assess whether this information led to better
strategic decisions. | work with the City of San Francisco to obtain tax data on sales for each
business, and also analyze proxies of performance collected by Yelp (e.g. number of calls to the
business, number of maps and directions views, number of page views).

By exploring the differential impacts of digitalization on entrepreneurial firm strategy and
productivity, this project seeks to contribute to the growing literature in IT and digitization that
highlights the importance of complementarities between IT and organizational decisions
(Brynjolfsson and Hitt 2000). Compared to prior work, this study provides three key advantages
to understanding the impact of digitization on firm choices. First, | am able to randomly assign
the treatment of competitor information across a large number of firms to tease out the selection
versus causal effects of digitization. Second, by exploring firms in an industry with simplified
strategy spaces, | have a unique opportunity to empirically identify granular strategic decisions
across firms and isolate differential effects by firm attributes. Third, the Yelp setting enables me
to examine an increasingly common context where firms obtain data through intermediary
platforms, and provide insight on the broader market implications of platform design choices.

More generally, this project contributes to the literature on management practice
adoption and how they might relate to persistent performance differences across firms (Bloom
et al 2013, Syverson 2011). The primary explanation offered for the variation in practice
adoption is that obstacles in information diffusion prevent managers from learning about
management practices, and this project seeks to explore in part how increased availability of
digital data might help improve firm decisions on organizational practices.

Funding from NBER would enable me to collect outcomes across my full sample at the
midline and endline points of my experiment. Collecting pricing data at multiple points after the
baseline would enable me to identify more granular processes of change in firm decisions over
time. Furthermore, collecting a full midline and endline on firms’ decisions and practices outside
of pricing would allow me to characterize the positioning decisions of each firm across these
markets and how they change as some are exposed to information on competitor strategies.
These additional data collection efforts would enrich possible insights that | can draw from my
field experiment.
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Budget Estimate

Item Calculation Subtotal
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