A Study on Online IM(Instant Messenger) Development in
China

Focusing on Network Effect for QQ Messenger Users

Choi, Byung Hun*

Abstract
.|

As the number of Chinese internet users grows very fast, the online industry of China
continuously develops and online instant messenger(IM) became the most used
communication tool in China. Until the first half of 2010 the number of internet users in China
reached 420 million, and total active IM user accounts surpassed 636 million by the third
quarter of 2010, Tencent s QQ has been at the center of such an explosive increase of IM
users in China. So this study tried to take a general approach to IM use pattern of Chinese
young people as well as a specific approach to QQ IM users behavior through the field
survey. In addition this study classified QQ IM users into four groups whose entry motive is
related with network effect by applying their opinions for the satisfaction and advantage of
QQ.

According to the survey result online network including IM already became an inevitable
communication method at least for Chinese young people. And the competitive advantage of
QQ IM based on network externality and portal site lock-in effect will be kept as long as the
number of Chinese internet users grows, However to go abroad strategy of Tencent s QQ will
be not easy because of the liabilities of foreignness such as language barriers or cultural
difference. In future as wireless internet and smart phone are gradually popular in China the
online IM will make a big contribution to the arrival of ‘Web 2.0 period . Furthermore the
portal site competition among Chinese local firms will be changed by online platform

competition,
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I. Introduction

By the end of 2010, the number of internet users, so called netizen(Mx)
reached 457.3 millions in China, The CNNIC(China Internet Network
Information Center; H [ A1 I 45 {5 5.h.0) announced that Chinese internet
users reached 420 millions at June 2010, and from 2009 to 2010 it increased
by 73.3 millions of which growth rate was 19,1%(figure 1), Internet
penetration rate of China was 34.3% which is 5.4% points higher than the
penetration rate in 2009. On the basis of continuous development of
national economy and personal income growth, the internet access
environment and the online business of China have rapidly developed not
only in technology but also in contents, The CAGR of internet users of
China from 2006 to 2010 was 35.2%, and if such a growth trend continues
in future the internet users of China will exceed 500 millions in 2011,

Internet already became an essential instrument for Chinese to upgrade the

(Figure 1jThe Rumber of Internet Users & Imernet
Peneraton Rats Trend of China
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Source CNNIC, 2011, “Zhongguo hufianwang fazhan zhuangkuang tongji baogao (Report for Internet
Development Condition and Statistics of China, hEEBEM%&LRKRGIHRS) January,
__ . 2010. “Zhongguo hufianwang fazhan zhuangkuang tongji baogao (Report for Intemet
Development Condition and Statistics of China, sE BB & BRRFITRE ) July.



quality of daily life,

In recent years the growth of interet users in China mostly comes up at
four categories; trade(% %), communication(¥4:#), entertainment(%: 4i),
information acquisition(fz & 3kH0). Lots of Chinese start to use internet for
the first time in order to do such things, This researcher took a deep
interest for the online communication such as instant messenger(IM), E-
mail, blog, and social network services(SNS). Especially the online instant
messenger became a very popular communication tool for young people
in the world including China, At present MSN, Yahoo, Tencent(J# ifl) QQ,
renren( A AM) are mostly used instant messengers in China. However
among them the position of QQ messenger in China is more and more
strengthening as time goes on, In 2009 active QQ messenger user
accounts” reached 522,9 million with showing up the annual growth rate
of 38.8%, and went up 637 million by the third quarter in 2010, In addition
at the first quarter in 2010 the ‘peak concurrent users(PCU) for QQ
messenger broke 100 million line for the first time in China. In term of
frequency of IM use, its market share in China reached 76.2% in 2009, On
the basis of QQ messenger s dominant position, Tencent has accom-
plished a very noticeable management performance for last 4~5 years.

This study tried to deal with the issue that related with QQ messenger s
development process, users behavior and user classification by focusing
on the network effect, To do so not only the literature research but also the
field survey was performed. Also this study tried to get answers about next

three questions, First, how about the popularization level for online IM in

1) Active IM user accounts refer to those who have logged on the messenger at least once

during the last 30 days.
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China? And how about IM using pattern of Chinese young people?
Second, what is the opinion of Chinese young people for QQ messenger
and how about their using pattern for QQ messenger? Third, what are the
reasons for users to have the QQ messenger accounts and how can QQ
users be classified by their opinions for QQ' s network? Now at chapter 1T,
the research method and theoretical background for this study were
presented. At chapter III, the management performance of Tencent and
the development condition of QQ messenger were reviewed, At the
chapter IV, three analyses were done in order to get answers for above
three questions, Finally at the fifth chapter, key findings of three analyses
were summarized and their implications & major issues for future were

suggested.

II. Theoretical Background and Research Method

1. Theoretical Background

As the telecommunication & information technology consecutively
develops and the internet become a popular tool for people, lots of costs
occurred at offline for doing business, communication, entertainment,
information search cut down largely at online, The reason is close
connected with a traction costs reduction. Ronald Coase(1937) argued that
all economic transactions involve costs, including search and information
costs, bargaining and decision costs, and policing and enforcement costs
(Brickley et al. 1997, 54). To find an optimal way to allocate the limited
resources through various transactions is much more important than

before. And the internet has played a great role in making an optimal



method for the improvement of transaction efficiency.

Most of all in order to improve the transaction efficiency at online space,
economy of scale as well as economy of scope need to be realized. The
economy of scale means that the more products or services the lower unit
cost, When there is a significant economy of scale in manufacturing,
marketing, distribution, service or other functions of a business, larger firms
have a cost advantage over smaller firms(Barney 2002, 234). In contrast the
economy of scope means that the value of a firm’ s resources and assets
combined is greater than the value of its resources and assets
separately(Barney 2002, 370). Economy of scale can be called a synergy
effect because of the notion of resource complementarity by a firm
internally or among firms,

For most of the firms at online space, the economy of scale occurs when
the network effect, in other words network externality or network
economy, exists at the value chain(Chang 2010), In contrast the economy of
scope is mostly related with the portal site lock-in effect. Firstly the
network externality refers to the utility or value of a product gradually
grows as the number of users of that product increases(Katz & Shapiro 1985;
Brynjolfsson & Kemerer 1996), Network externality can be divided into direct
externality and indirect externality. Generally the externality occurs when
the one party s actions affect the consumption or production of other
parties outside an exchange relationship(Brickley et al. 1997, 59). Further at
the network externality the bandwagon effect usually exists too, the
bandwagon effect means that the more users for a product, the higher the
probability of use as a beginner for that product, So it can argue that the
more strong the network externality of an online firm, the higher the

possibility to accomplish the economy of scale.
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Secondly the portal site lock-in effect, in short a portal site effect, refers to
the expecting benefit gained by switching a portal site at online space is
not more than the existing benefit. Generally the type of lock-in can be
classified into the contract responsibility, the required purchasing for
complementary goods, the special training, searching cost, supplier
restriction, information & database operation capability, etc, (Shapiro & Hal,
1999). Also switching cost is rooted in the tendency of users which the
more invest, the more like and the harder change(Rusbult 1983), Switching
cost refers to an additional cost in economical or in psychological which
occurs when users try to use a new product or service while cutting off the
relation with the existing one(Katz & Shapiro 1985), Therefore the switching
cost is a very important factor to make users lock-in a particular product or
service, and to raise the switching cost of users became an essential
assignment in creating a successful business model,

Portal site refers to the first gateway for an internet user to access internet
but presently the value of portal site is much higher than before. Because
the portal site takes a critical role not only as the first gateway but also as a
platform to use various online services like E-mail, game, music, news,
shopping or searching (Park choelsoon et al, 2007; Lee Kangbae et al. 2008). So
major portal sites make all efforts to be online platforms. The platform
refers to a basic architecture that can control various activities on value
chain such as manufacturing, purchasing, delivery, marketing, R&D
etc. (Choi 2010, 2). Also it means a kind of software which supports the
operation of services, programs and application on mobile phone or wired
computer(Jang 2010, 3), and it can be called a ground(#) where lots of
transactions, information exchanges, meetings, communications take place

simultaneously & in real time(Hirano & Hagiu 2010).



Online instant messenger(IM) is a real time communication tool through
internet. IM users can check the online status in real time and send a short
sentence, a letter, a document, a photo or video files with almost no
charge. Currently IM makes a big contribution to create the social
networking and online community. Online community can be classified
into four types; transaction, interest, fantasy, relationship(Armstrong 1996,
135-136), and all the types are supported by IM. Meanwhile, there are many
methods in classifying the users type for a product or a service by the
satisfaction or the attitude for brand, This study classified the IM users
based on the attitude for a specific IM brand; supporters, loyal customers,
customers and consumers(Peter & Donnelly 2000), Supporters show up the
highest brand loyalty and actively & voluntarily participate to the
promotion for a specific brand. Loyal customers also have a relatively high
brand loyalty but they like a specific brand due to something different
reasons from supporters, Customers just have brand associations without
brand loyalty, and they tend to use a specific brand regularly, Finally
consumers rarely make any relationship for a specific brand, and show up

a spot purchasing pattern when some needs occurred,

2, Research Method

In order to get answers for above three questions, this study did a
literature research as well as a field survey for Chinese IM users, At the next
chapter, this study analyzed Tencent' s development process and
management performance through the literature research with centering on
the annual reports of Tencent and the related articles published by CNNIC
and diverse documents by Chinese local press, At the same time this study

did a field survey to access Chinese general IM users behavior and to
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analyze QQ IM users behavior, Such a field survey would be beneficial to

supplement the literature research as well as to suggest more meaningful

implication for Tencent s business model and Chinese online industry

development,

(Table 1) Survey questions’ classification and their contents
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Survey was done from November 5 to December 14 2010, and total 360

questionnaires were circulated to four universities of China; Ocean
University of China(+ [HiEk %), Qingdao University(7 5k %%), Beihua
University(4t #£k 2%) and Heilongjiang Tourism Vocational & Technical
College (2 Ju 1T fizife WL A *#k2).? The questionnaire has twenty two
questions, and half of them were general questions to analyze the current

behaviors of Chinese users for instant messenger. Another half centered on



overall satisfaction level for Tencent s QQ messenger and other online
services, In addition users motives to have QQ accounts and advantages
& inconvenient points for QQ IM were asked at the second part of
questionnaire, All the questions were translated into Chinese. The detailed
content of each question and its type classification were presented at(Table
1.

The main part of this study, the chapter IV was organized by three
sections, 1) to approach general IM using pattern of Chinese young
people, 2) to approach QQ IM users  behaviors and their satisfaction, 3) to
classify QQ IM users  type with focusing on the network effect, Especially
the classification for QQ users type was done only for the respondents
whose entry motives are associated with QQ' s network effect, Further two
appraisal factors, the satisfaction and the advantage for QQ IM were
applied to do the user grouping analysis, In addition before starting these
three analyses, this study handled the management performance of
Tencent and the development condition for QQ messenger through the

literature research,

2) The questionnaires of this study were mostly distributed to the international education
(foreign language training) center of four universities of China, 100 questionnaires to Ocean
university of China at Qingdao, 80 to Qingdao university, 100 to Heilongjiang Tourism
Vocational & Technical College, 80 to Beihua university. The surveys were done by the
help of each university’ s staff and this researcher gathered questionnaires by visiting each

university directly.
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III. Development Condition of QQ Messenger

Tencent Holdings Limited had been founded in November 1998 and has
grown continuously one of China’ s largest and most used online portal, At
February 1999 Tencent launched online instant messenger, QQ in China
and at August 2000 and at June 2001 it started the mobile
telecommunication value added service(VAS) and internet VAS
respectively, On the basis of QQ messenger’ s success Tencent launched
QQ game portal and the website portal QQ.com in 2003, The rapid
growth of QQ messenger user scale made a great impact on the
sustainable development base creation as well as on the expansion of
Tencent s online services, It can say a positive outcome of the network
effect, and it brought about the portal site lock-in effect at online space of

Tencent,

(Figure 2) Trand for active IM accounts & peak
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Source Tencent Annual Report 2004, 2005, 2006, 2007, 2008 and 2009

The number of active user accounts of QQ messenger was only 82



million in 2003 but 202 million in 2005, 377 million in 2008 and reached
523 million in 2009(Figure 2). It would exceed 650 million in 2010%, From
2005 to 2009 the CAGR for active user accounts of QQ was 27% which is a
very noticeable record in the world. The number of peak simultaneous
online accounts of QQ was just 5 million in 2003 but 18 million in 2005, 50
million in 2008 and reached 93 million in 2009. The CAGR of it from 2005
to 2009 reached 50% which means the heavy users for IM rapidly increased
and QQ IM has already been a very popular communication tool to
Chinese, Such a growth trend for QQ IM will be maintained at least for
5~10 years in future as long as the internet users continuously increase in
China,

As the growth speed for the IM user accounts, the revenue and
operating profit of Tencent increased very fast, In 2009 the revenue and
profit of Tencent were 1,822 million US dollars and 882 million US dollars
respectively(Table 2). These were increased by 73.7% and by 85.3%
respectively compared with the performance in 2008, The CAGR of
revenue for recent five years, from 2005 to 2009 was almost close to 80%,
and the CAGR of operating profit reached 96%, At the revenue to profit
ratio that is a quality measurement index for a firm s management
performance, except 2005 Tencent had continuously showed up above
40% since 2003, Especially the ratio in 2009 went up by 48.4 owing to a

big increase, the increase rate 94%, of internet VAS® sector’ s revenue, That

3) As of September 30, 2010, the active IM user accounts of QQ amounted to 636.6 million
while its peak concurrent users reached 118.7 million, “Tencent Investment Fact Sheet,”
November, 2010,

4) Internet VAS of Tencent refers to QQ IM, QQ.com(portal), QQ Games, Qzone, Music, QQ
Show, QQ pet, SoSo(search engine), PaiPai(shopping) and Tenpay(payment), etc. Mobile
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means Tencent s operation efficiency and value creation activity, in other
words the revenue making model took a root on the online space of
China, Tencent already went public on the main board of the Hong Kong

stock exchange market(SEHK 700) at June 16 2004,

(Table 2) Management performance trend of Tencent (milion US dollars)®)
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Source Tencent Annual Report 2004, 2005, 2006, 2007, 2008 and 2009

Actually the revenue ratio for internet VAS of Tencent in 2009 reached
76.6%, and the revenue ratio for mobile & telecommunication VAS was
15.3%, the ratio for online advertising was only 7.7%(Figure 3). At Tencent s
revenue the ratio of internet VAS revenue has gone up continuously from

31.3% in 2003 to 76.6% in 2009. In contrast the ratio of mobile &

& telecommunication VAS of Tencent refers to the bundled SMS packages, mobile IM and
mobile game, etc.

5) All the management performances at Tencent annual reports that published on Hong Kong
stock exchange market were suggested by 1,000 yuan(JG) unit , but this study changed
them into US dollars by applying exchange rates of each year.



telecommunication VAS went down from 63.6% to 15.3% for the same
time, The reason would be close related to the growth speed for the wired
internet users much faster than the growth speed for wireless internet users
in China. Further the fact that internet services supplied through the

wireless network are not still free might affect the revenue structure of

Tencent,
[Figure 3] Revenue compasiton wend by ssgment of Tencent
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However Tencent has tried to become a platform for ‘one-stop online
lifestyle services' of which strategic goal to be the largest internet commu-
nity, to meet the various needs of internet users including communication,
information, entertainment, e-commerce and others, In 2010 at the brand
value raking for Chinese private firms, Tencent took the first place for the

first time, and Baidu(& ) took the second place,6) Their brand values

6) According to the 2010 Hulun(#f3d) private firm brand ranking Ping An Insurance(CE%¢
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reached 46 billion yuan, 43 billion yuan respectively.,

IV. Three Approaches to QQ Messenger Users Behavior

1. General approach to IM use behavior of respondents

As mentioned above, total 360 questionnaires were distributed to four
university of China and this researcher gathered 227 questionnaires(the
collection rate 63%), However the number of effective questionnaires which
answered all the questions as well as checked exactly was 195, so the
actual collection rate was 54.2%. Further among the effective
questionnaires the number of respondents who currently use QQ
messenger including other IMs was 178 but the rest 17 respondents
revealed that they did not have any experiences to use QQ messenger
even though using other messengers. At this chapter, the general approach
to IM users pattern was made by whole effective questionnaires but the
specific approach to QQ IM users’ behavior and the classification for QQ
IM users type were done by 178 questionnaires,

Now among 195 questionnaires, the number of female respondents was
124(63.4%) which more than the number of males(36.6%). Their ages were
between 19 and 29, but 92.4% of all respondents were 21~24 years old,
Among them the ratio for respondents who only use QQ messenger was

72.4%, and the ratio for respondents who use two or three messengers

£ %) took the third place, and Haier took the fourth place, Besides Suning(757*) took the
7th place and Lenovo, Biyadi(}t WFi#) and Alibaba entered top ten brand raking with
recording the same value, 12 billion yuan each(Zhongguozhengquanwang(H[¥ i 4% }),
2010 July 5).



including QQ, MSN, Yahoo or Renren(A AK) was 25,4%, So it can argue
that QQ makes a great influence on IM sector at least for Chinese young

generation,

(Figure 4) Average IM use time at weekdays
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Among 195 questionnaires, 41% of the respondents revealed that they
use IM more than three hours a day during weekdays, and 21% of the

respondents used IM 2~3 hours a day(Figure 4). The ratio of respondents
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whose IM use time is below 30 minutes was only 8%, In addition at week-
end 57% of all respondents said that IM use time is over three hours but the
ratio of respondents whose IM use time is less than one hour was only
7%(Figure 5). As expected, it turned out that the respondents usually spend

more time at about 30~40% at weekend than at weekdays for IM use,

(Figure 6) Heavyusetime zone for IM at a day
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Also it turned out that the respondents mostly access IM at evening
(18~21) and at night (21~24). 51.5% of all respondents mostly used IM at
evening, and 31.8% of them mostly used it at night during weekdays
(Figure 6), However at weekend the sum of ratio for the evening time users
and the ratio for night time users was 67,2%, The ratio for afternoon users
at weekend reached 17.2% which is much higher than the ratio for
afternoon users at weekdays(6.7%). Among 195 respondents, 116
respondents(59.5%) pointed out that they mostly use IM at home or at
dormitory through the wired network but the respondents’ ratio to access

IM through school s wired network was only 8%, The users ratio for the



private paid online shop, so called PC Pang or Wang Ba(Ill), was 12,5%,
The ratio for users who generally access IM through the wireless network

at home(dormitory) was 19, 3%,

(Figure P Frequency for mobile IM use
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Recently the number of mobile phone users grows very fast in China,”
therefore the number of wireless internet users continuously increases too,
The respondents who have an experience to access IM through wireless
network was 139(71.3%), and 25% of them use wireless IM more than one
time in a day(Figure 7). Also the wireless IM users who access 3~4 times in
a week was 16% and 1~2 times in a week was 13%, However the ratio for
respondents who hardly ever used the wireless IM was still relatively high,

37%. Currently not a few wireless IM services are not still free in China and

7) The number of mobile phone users of China (including multi users who have two or three
phone number) exceeded 800 million by 2010, It was 330 million in 2004, 460 million in
20006, 640 million in 2008, and reached 750 million in 2009.In contrast the number of wired
phone users of China had continuously gone down to 310 million by 2009.
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such a charged service might affect negatively on the rapid popularization

of wireless IM use(Renminwang 2008),

2, Specific approach to QQ IM users' behavior

As mentioned above among 195 effective questionnaires, the number of
respondents who have QQ messenger account was 178 persons. This
study analyzed these QQ users behavior and developed such results as a
tool for classifying QQ IM users’ type. Firstly except only two respondents,
174 respondents said that they also use QQ e-mail, In addition 47% of the
respondents selected that QQ messenger is a mostly used IM in
China( ‘many people around me use it ) as a key reason to begin QQ
messenger(Figure 8). The 29% of respondents selected the convenience for
using diverse services through QQ portal(qq.com), so called the portal site
lock-in effect, and the 11% of them said that friends or family members
made them join the QQ messenger. So it can argue that the most important

motive for respondents to start QQ IM is related with the network

(Figure 8) EntryMotive for QQmessenger
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effect(58%).

At the advantage of QQ messenger, 61% of the respondents selected the
popularity of QQ messenger, and the 15% of respondents selected the
convenience for multi services use such as game, music, shopping,
etc, (Figure 9). Also 11% of the respondents checked the free service as an

important advantage, But regarding QQ’ s free services policy, a few

(Figure 9) Advantage of GQ mes senger
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respondents showed up dissatistactions for a gradual increase trend of the
charged services at QQ portal site, About 90% of the respondents revealed
that they usually access other services of QQ while using QQ IM, At
present about 40 services are supplied through QQ portal site, and it
turned out that top five services that the respondents frequently use were
Qzone(a personalized multimedia space), music, e-mail, game, and
news(Figure 10),

This study analyzed the respondents satisfaction for QQ messenger
through five-point Likert-type scale that is ‘very satisfy (5 point), ‘satisfy (4
point), ‘normal’ (3 point), ‘dissatisfy’ (2 point) and ‘very dissatisfy’ (1 point), As
a result the mean of satisfaction was 3.54 and the standard deviation was
0.762. So the respondents satisfaction mostly was between normal and

satisfy  but more exactly to say it is a little bit more close to the ‘satisfy .
Among 178 respondents 81 persons(45.5%) checked the ‘satisfy for QQ
messenger and 76 persons(42.7%) said the ‘normal (Figure 11). The

dissatisfy and the ‘very dissatisfy were just four respondents respectively,

{(Figum 11) Salisfaction for QG messenger
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The 35.8% of respondents wrote the discomfort things for QQ
messenger. Specifically the ID hacking experience was mostly mentioned,
and the computer virus infection and the instability of QQ operation
system were followed, In addition the increase of charged services, the
complication of its portal composition and the almost exclusive service for
Chinese were picked up as discomfort things, However at(Figure 12), the
55% of respondents revealed that they can change the QQ messenger by
others in the near future, and among them about 10% respondents already
began to actively consider it, But it is not clear whether the real plan for
changing QQ messenger means that completely quit the QQ or not,
Because it can be interpreted as a multi IM use plan only by adding
another new messenger without stopping the use of QQ messenger,

At the growth potential for Tencent & QQ messenger, about half of the
respondents had optimistic views which including the ‘very good' (5 point)
and the ‘good (4 point), and the 43% of them regarded it as ‘normal . But

the pessimistic opinions were very few, just below 5%. The mean of Likert

(Figure 12) Possibilityto change QQ by other messengers
infuture
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(Figure 13) Growth potential of Tencent & QG IM in future
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scale for the growth potential was 3,56 and its standard deviation was
0.751(Figure 13), Consequently it can say that respondents’ opinions for the
satisfaction and the growth potential for QQ IM were mostly above the

normal but did not reach the general satisfaction or good level,

3, Classification for QQ messenger users

This paper took a deep approach for the entry motive for QQ messenger
with centering on the network effect and the portal site lock-in effect, At
the questionnaire, if respondents selected the ‘many people around me
use it as a main reason to start to QQ messenger, their motives were
considered as the result of network effect, However if the ‘convenience of
multi use for other services of QQ’ was a main reason, it was thought for
the result of portal site lock-in effect, Other reasons were the ‘self decision
of respondent’ or the ‘Chinese local firm, etc, Consequently among 178

respondents, 104 respondents(58.4%) were influenced by network effect of



QQ messenger at initial entry stage, and 51 respondents(28.6%) were more
influenced by the portal site lock-in effect rather than by network effect
(Figure 14). The ratio of respondents who checked other motives was

12.9%.

(Figure 14) Entry motive classification for QQ messenger users
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This study already mentioned the analysis result regarding the entry
motive for QQ messenger at(Figure 8), and the analysis result of(Figure 14) is
also closely related with it. In addition the 48 respondents among 104
respondents whose entries are resulted from the network effect, checked
the ‘satisfy’ or ‘very satisfy for QQ messenger, but 50 respondents
appraised it as ‘normal . So there was almost no difference between the
number of respondents for the ‘satisfaction’ and the number of respon-

dents for the ‘normal,’” However among 51 respondents whose entries are
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resulted from the portal site lock-in effect, 36 respondents satisfied(or very
satisfied) with it, but 15 persons checked the ‘normal ., The number of
persons for the ‘satisfaction’ was more than double of the number of
persons for the ‘normal,” Therefore it can say that the satisfaction of
respondents whose entry motive is related with portal site lock-in effect
was much higher than the satisfaction of network effect related
respondents, However it is hard to suggest why such a satisfaction
difference between the network effect and the portal site lock-in effect

exists with only this survey result,

(Figure 15) Classification of QQ IM users who selected network effect as entry motive
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In order to approach more deeply the nature of QQ messenger users
this study classified them by the satisfaction and the advantage for QQ
messenger. Most of all this study focused on the network effect related

respondents because they were the most at this survey. At the



questionnaire the question about the advantage of QQ messenger is
connected with the after use appraisal but the question for the entry motive
is concerned the before use feeling, As a result by using the network effect
related respondents this study classified the QQ messenger users into four
groups; ‘supporters, ‘loyal customer, ‘customer, and ‘consumer,’

At(Figure 15) the people in group I not only satisfied with QQ
messenger but also chose its popularity in China as an important
advantage. Among 104 network effect related respondents 41 persons
were included in the group 1. In addition the people at group I also
chose the popularity of QQ messenger as a good point but their
satisfaction for it was the ‘normal.” The number of people at group TIT was
40, so total 81 people among 104 respondents considered the popularity of
QQ messenger as a key advantage. In contrast 7 persons in the group II
satistied with the QQ messenger but did not choose the popularity, and 10
persons in the group IV did not satisfy with the QQ messenger nor picked
up the popularity,

Therefore among these four groups, the users in group I can be
classified as ‘supporters’ to QQ messenger who take a spearhead role to
maximize its network effect. It can say that they voluntarily & passionately
advertize the good points of QQ messenger to other people around them,
The users in group II can be classified as ‘loyal customers’ to QQ
messenger who like QQ messenger and trust it because of other reasons
rather than the popularity of it. However regarding the network effect of
QQ messenger they are also a different type of supporters, somewhat
passive supporters because their entry reasons were closely related with
the network effect of QQ messenger,

The users in group Il can be called ‘customers because they often visit
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QQ messenger but it is hard to say that they locked-in QQ messenger or
not, Of course they recognize well the influence of QQ messenger or its
popularity in China, However for them QQ messenger might be just one
of various IMs in the world, and the switching cost for QQ messenger is
not so high as the switching cost occurred in group 1 or in group II, But
when considering they selected the popularity as a great point for QQ
messenger, it is able to expect them to do something to upgrade QQ
messenger network as potential supporters. Finally the users in group IV
can be called ‘consumers’ at least for the network effect of QQ messenger
because their satisfaction was not so high nor considered the popularity as
a main advantage, Of course it would not be true to argue that they rarely
like the popularity of QQ messenger nor like to visit because their entry
reason was connected with the network effect and their satisfaction was
the normal, With only this survey result they can be characterized by the
unclear rol€’ s users or neutral users for the evolution of QQ messenger

network,

V. Summary and Implication

As the number of Chinese internet users grows very fast, the online
industry of China continuously develops and online messenger became the
most used communication tool in China, Until the first half of 2010 the
number of internet users in China reached 420 million(internet penetration
rate 31,8%), and total active IM user accounts surpassed 636 million at the
third quarter of 2010, Further the number of peak simultaneous online IM

accounts exceeded 100 million for the first time in China by the first quarter



of 2010, Tencent s QQ has been at the center of such an explosive
increase of IM users in China, And this study tried to take a general
approach to IM use pattern of Chinese young people as well as a specific
approach to QQ messenger users behavior through a field survey, In
addition this study classified QQ messenger users into four groups whose
entry reasons are related with its network effect.

Firstly at the general approach to IM use pattern, this study analyzed the
195 questionnaires, and the 91,3% of total respondents had actual QQ
messenger accounts, Most of the respondents have used online IM, and
the half of them had multi IM accounts including QQ account, It means
that online IM already became a universal tool at least for young people of
China. Also 62% of the respondents used the IM over two hours at
everyday, and 57% of them used IM more than three hours at weekend.
However wireless IM access was not so popular as wired IM access even
though the number of wireless interet users continuously increases, 25%
of the respondents said that they accessed more than one time in a day but
37% of the respondents rarely ever used it

Secondly, most of 178 respondents who have QQ messenger accounts
used QQ e-mail too, At the entry motive to QQ messenger 47% of the 178
respondents said that QQ was the mostly used IM in China, and 29% of
them pointed out the convenience of use for the diverse online services,
Also 61% of respondents regarded the popularity of QQ messenger as an
important advantage, and 15% of them selected the convenience for multi
services access as a critical factor, Generally QQ messenger users accessed
simultaneously other services such as personalized multimedia(Qzone),
music, game or e-mail, It can be a result of portal site effect, Regarding the

satisfaction for QQ messenger, 45.5% of the respondents checked the
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satisfy’ , and the 42.7% said ‘normal,” The mean and standard deviation

for satisfaction by five likert scale were 3.54 and 0.762 respectively. Finally
about half of the respondents had optimistic thinking to the growth
potential of QQ messenger and its firm, and 43% of them considered it
‘normal,” The mean and standard deviation for the growth potential by
five likert scale were 3,56 and 0,751 separately.

Thirdly, by using the satisfaction and the advantage for QQ messenger,
this study classified the QQ messenger users into four groups; supporters,
loyal customers, customers and consumers, This analysis was made with
only focusing on the respondents whose entry reason is associated with
the network effect of QQ. Actually among 178 respondents 104 persons
chose the network effect as their entry reason, and 51 persons checked the
portal site effect, and 23 persons selected other reasons, In addition among
104 network effect related respondents, the supporters take a spearhead
role to maximize its network effect, and loyal customers, so called passive
supporters also take a similar role as supporters but they like QQ IM by
other reasons rather than by its popularity in China, Customers can be
considered the latent supporters for QQ’ s network effect but consumers
can be regarded as the neutral users to its network effect,

The implication for the three approaches can be presented as(Table 3).
Firstly at least for Chinese young generation below 30 years old, it needs to
take a more notice to the continuous development of online network and
their network culture as well as to the easiness of IM in a public opinion
making & its proliferation, Secondly the competitive advantage of QQ IM
will be maintained as long as the number of Chinese internet users goes up
in future because QQ already began to do a platform role beyond a portal

site based on IM(Tengxunkeji 2010), However in contrast to such a growth



(Table 3) The implication and Prospect for three approaches
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Source Cho & Jung. 2010, “Success Condition for Web 2 0+ Period” LG Business Insight, March 10, pp. 39-44.
Hirano & Hagiu (authors) - Cheon(translator), 2010, Platform Strategy. pp. 41-59.,
Arthur, 1996, “Increasing Returns and the New World of Business” Harvard Business Review., pp. 102-103,
Renminwang(AE#f). 2008, “tengxunfazhanzhanlueyanjiu(#sA 2 & Eim& fF 55 April 10, Zhongguo chanjing
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BEHELRERT SWOTAH) January 2

potential of Tencent, to go abroad strategy will not be an easy job for
Tencent, Because there are lots of global leaders like MSN, Yahoo, Google,
Facebook outside China but Tencent is not yet compatible with them not
only in the brand recognition but also in the international diversity of
users(Baidukuaizhao 2011). At the survey some respondents pointed out the
exclusive services for Chinese as a discomfort thing of QQ.® Of course
Tencent has tried to attract more foreigners under QQ membership and

pursued an active open-door strategy through strategic alliances
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(Xinminwang 2010). But at the position of foreigners the ‘liabilities of
foreignness’ like language barriers, cultural difference or limited
accessibility to major community still exist and is never low(Hulianwang
2010).

Thirdly the network externality of QQ IM and other QQ services are
probable to be more and more strong in China but the competition for IM
service area will more intensify than before, At the survey the 25.4% of
total respondents were multi IM users, and the 55% of QQ IM users were
somewhat or actively considering having other IM accounts, The potential
competitors to QQ IM would be MSN messenger, Yahoo messenger,
renrenwang(A AK), Taobao wangwang(HERE)(Tengxunkeji 2010). On the
basis of these three implications this study suggested three key issues to
understand future growth background for online industry of China.
Actually this study tried to make a contribution to international area studies
and China studies by drawing such implications and prospects & major
issues for online network development of China,

First of all the Web 2.0 period already started in all over the world
including China, and it will proceed more fast in future as the number of
smart phone users continuously increases(Hamel 2008). Web 2.0 period can
be characterized by three key words; opening, sharing and participating, In
contrast the characteristic of web 1.0 period can be summed up by the
closed specialty, monopoly and one-way communication(Cho & Jung 2010;
Kim 2007). Secondly Tencent will face an important choice whether to keep

the online service diversification strategy or to change it by the selection &

8) The 35.8 % of QQ IM users wrote their discomfort things at the questionnaire, and 11.4% of
the QQ users pointed out that the exclusive service for Chinese is a big defect of QQ IM.



concentration strategy, Currently QQ portal site supplies too many services
to say what the core service is except IM, As a representative portal site or
platform of China, such a complication would be understandable for
Chinese users. However it would be a different story to international users,
Because it is possible for them to be confused the brand identity for
QQ(Shanghaizhengquanbao 2007). Finally the front line of competition at
Chinese online space will change from portal site to platform, Globally the
platform became an important concept for management strategy not only
at offline but also at online, and Chinese firms already recognize it well
too, Therefore the online platform competition in China will be more fierce
than present, and it is very probable that major local players joining the
platform competition will be Tencent, Baidu, TaoBao(Alibaba) and Sina,
This study also has limitations at the quantitative side as well as
qualitative side, At the quantitative side it needs to analyze the survey result
after more clarifying the concept of network effect even though not
including the hypothesis verification process. Actually this part can be
handled as another topic of the following studies, At the qualitative side
the comparison for online messenger cultures between China and other
countries as well as the differences of users’ access pattern need to be
supplemented for drawing out a more meaningful implication.
Nevertheless this study would be used as a stepping stone for future
studies to access the online culture of Chinese young people and online

industry development of China,
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