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For the most part, studies on timing of entry have attempted to determine the advantages that
early entrants may be able to develop and hold over subsequent entrants. Given that a large
number of firms attempt to enter at a much later stage in the development of the market, it is
particularly surprising that little research has attempted to examine the differences in the ability
of late movers to penetrate the market. In this paper, we focus exclusively on late movers and
examine the extent to which their early success can be tied to existing market conditions, their
resource strengths, and their strategic positioning. Copyright © 2003 John Wiley & Sons, Ltd.
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Although timing of entry has been extensively
studied by various researchers (see Lieberman and
Montgomery, 1988, 1998, for reviews of this liter-
ature), a great deal of emphasis has been given to
the benefits that firms can derive from their early
entry. Interest in this topic has mostly revolved
around the various forms of advantages that can be
created and sustained by early entrants. As such,
the primary focus of the literature on entry timing
has been on the theoretical models and empirical
findings that can either confirm or deny the exis-
tence of first mover advantages.

In the process, little attention has been paid to
the prospects of success among the large num-
ber of firms that clearly make their entry well
after the early movers have already managed to
create a growing market for their relatively new
product. A few recent studies (Cho, Kim, and
Rhee, 1998; Shankar, Carpenter, and Krishna-
murthi, 1998; Zhang and Markman, 1998) have
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begun to focus on late movers. However, even
these have largely concentrated on contrasting the
market penetration of later entrants with that of
firms that had moved earlier. As such, they have
also tended to examine the extent to which their
late entry is likely to curtail their chances of grab-
bing a significant share of the market that has
already been developed by earlier entrants.

This study addresses a question that is more cru-
cial for late entrants. It focuses on the key strategic
factors that can explain observed differences in the
level of early success among the firms that move
late. Given that a large number of firms attempt
to enter well after the market has begun to grow,
it is particularly surprising that few studies have
attempted to explain the differences in the levels of
market penetration that has been observed among
these late entrants. Even in cases where there may
be some first mover advantages, late entrants tend
to vary in the degree to which they are successful
in developing a market for their offerings.

Consequently, this paper tries to link observed
differences in the early success among late movers
to several factors in addition to their simple order
of entry. Several researchers (Fershtman, Mahajan,
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and Muller, 1990; Green, Barclay, and Ryans,
1995; Kalyanaram and Urban, 1992; Schilling,
1998; Szymanski, Troy, and Bharadwaj, 1995;
VanderWerf and Mahon, 1997) have begun to place
considerable emphasis on various factors that can
moderate the performance of firms that enter at
different times. In broad terms, the relative success
of late movers has been tied to a wide range of
factors ranging from prevailing industry conditions
to specific firm attributes and strategy.

Given the importance of these factors, it is not
surprising that Lieberman and Montgomery (1998:
1122) have suggested that studies on entry timing
should attempt to investigate the factors that lie
behind observed differences in the performance of
late movers. In this paper, we therefore attempt to
address this important topic that has been largely
neglected by past studies. We focus exclusively on
a large sample of firms that can be clearly regarded
as late entrants. We then attempt to examine and
explain the differences among these late movers
in their ability to grab a share of the market in
spite of strong competition from firms that entered
much earlier.

In the next part of the paper, we provide a review
of the literature on timing of entry, particularly as it
has shifted towards the prospects of success among
late movers. Based on this review, we identify
three types of factors that can influence the mar-
ket performance of late movers and develop spe-
cific hypotheses that focus on each of them. Next,
we test these hypotheses using a sample of 165
late entrants in 15 different categories of house-
hold electrical equipment. Our results suggest that
conditions that exist at entry have been overem-
phasized in the literature on entry timing. Instead,
we find that the early success of late movers in
penetrating the market is more strongly tied to the
resources on which they can draw to make their
entry and the relative position that they are able to
develop in the market shortly after their entry.

PERFORMANCE DIFFERENCES
AMONG LATE MOVERS

A considerable amount of research has been car-
ried out on timing of entry. However, the vast
majority of studies have attempted to determine
whether pioneering firms could use their early
entry to develop various forms of advantages
that they could maintain over others that enter

Copyright © 2003 John Wiley & Sons, Ltd.

much later (see Bond and Lean, 1977; Kalyanaram
and Urban, 1992; Kalyanaram and Wittink, 1994;
Lilien and Yoon, 1990; Makadok, 1998; Miller,
Gartner, and Wilson, 1989; Parry and Bass, 1989;
Robinson and Fornell, 1985; Schnaars, 1986; Spi-
tal, 1983; Urban ef al., 1986; Whitten, 1979; for
a representative sample of these studies). Conse-
quently, there has been considerable interest in
the extent to which early movers could use their
advantages to grab the dominant share of the mar-
ket that they had created.

Most of the research to date has also presumed
that the success of the earlier entrants would make
it difficult for subsequent entrants to make any
significant inroads into the market. More recently,
this presumed ability of a pioneering firm to pose
hurdles for subsequent entrants has been seriously
questioned. Researchers have begun to identify
the specific firm attributes and market conditions
that could allow an early entrant to create serious
obstacles for firms that may choose to enter later
(Carpenter and Nakamoto, 1989, 1990; Fershtman
et al., 1990; Golder and Tellis, 1993; Kerin, Kalya-
naram, and Howard, 1996; Kerin, Varadarajan, and
Peterson, 1992; Schilling, 2002; Shankar et al.,
1998; Zhang and Markman, 1998). The develop-
ment of such a contingency perspective has pointed
out that several different factors other than a firm’s
order of entry may account for its relative success
in continued dominance over the market.

Nevertheless, little effort has been made to
examine the attributes of the later entrant or the
conditions associated with its entry that could
account for its early success. In particular, there
is a need to examine the factors that can explain
the significant differences that are observed in the
early market shares of all the firms that choose
to enter late. The vast majority of firms must fol-
low later, once a few early movers have managed
to create a growing market for a newly devel-
oped product. Given that these firms have decided
to make a late entry, it is important to identify
and assess the potential contribution of key fac-
tors associated with entry that can increase their
probability of early success in the market.

A few recent studies have examined various
factors that could affect the relative success of
late entrants in penetrating the market (Cho et al.,
1998; Shankar et al., 1998; Tellis and Golder,
1996; Zhang and Markman, 1998). In theory, a
large number of contingency factors that could
affect or influence the outcome of a firm’s late

Strat. Mgmt. J., 25: 69-84 (2004)

Reproduced with permission of the copyright:-owner. Further reproduction prohibited without permissionyyanny.manaraa.com



entry may need to be considered. However, a cou-
ple of recent surveys (Green ef al., 1995; Szyman-
ski et al., 1995) have highlighted some of the key
variables that can influence the degree of success
that can be achieved by a late entrant.

For the most part, these factors tend to fall into
three broad categories. To begin with, the perfor-
mance of a late mover is likely to depend upon
the conditions that it faces on entry. These entry
conditions should reflect the extent of opportunity
that may still be available in the market at the
time that the late mover chooses to enter (Green
et al., 1995; Kerin et al., 1992; Szymanski et al.,
1995). Next, the organizational resources of the
later entrant can also determine the probability of
its market success. The availability and relevance
of resources can allow a late mover to make var-
ious types of investments in order to support its
entry (Mitchell, 1989; Robinson, Fornell, and Sul-
livan, 1992; Schoenecker and Cooper, 1998; Smith
and Cooper, 1988). Finally, late entrant success
will also tend to result from the performance of its
products relative to all others that are available on
the market (Carpenter and Nakamoto, 1990; Cho
et al., 1998; Green et al., 1995; Lilien and Yoon,
1990; Shankar et al., 1998; Urban ef al., 1986;
Zhang and Markman, 1998).

In the next section, we develop specific hypothe-
ses that deal separately with the effect of each of
these types of factors. Between them, these factors
cover the key conditions that can be tied to the
success of a late mover. In examining the signif-
icance of each of these factors, we expect to be
able to gain a better understanding of why some
late movers might be able to grab a significant
share of the market as a result of their entry.

HYPOTHESES

The research on timing of entry has focused on
contrasting the success of first movers from those
of all others that enter later. Consequently, most
of the existing research has failed to make any
distinctions between all of the firms that could
be considered to be late movers. Yet late movers
tend to differ from each other in many critical
aspects. As suggested earlier, late movers differ
in the amount of time that they choose to wait,
the resources that are available to them at the
time of entry, and the strategic position that they
are able to develop shortly after their entry. The

Copyright © 2003 John Wiley & Sons, Ltd.
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relationship of each of these factors associated with
entry to the expected performance of late movers
is separately considered below.

Market opportunity

To begin with, late movers are expected to show
poor performance because of the relative lack of
market opportunity at their time of entry. In par-
ticular, researchers have claimed that late movers
will find it hard to make inroads into a product
market that earlier entrants have already devel-
oped (Brown and Lattin, 1994; Lieberman and
Montgomery, 1988; Prescott and Visscher, 1977;
Schmalensee, 1982; Schnaars, 1986). Several stud-
ies have shown that late movers typically find little
market opportunity due to the existence of many
competitors and little room for market growth
(Carpenter and Nakamoto, 1989; Lilien and Yoon,
1990; Makadok, 1998; Robinson, Kalyanaram, and
Urban, 1994; Schnaars, 1986; Shaw and Shaw,
1984; Teplensky et al., 1993).

But the market opportunity for any given late
mover is likely to be determined by the number
of firms that have managed to make a successful
entry ahead of it and the degree of success that
they have had in developing the market. In many
cases, there are relatively few early entrants and
the market is relatively slow to develop. Case
studies of new product categories have shown that
there are usually relatively few early entrants and
the market can take as much as 15 years to show
any signs of real growth (Golder and Tellis, 1997;
Schnaars, 1994; Teplensky et al., 1993).

Depending on the time that early entrants may
take to establish a viable market, there are likely
to be significant differences in the market opportu-
nity that each late mover will face when it decides
to enter. Research on firm start-ups has demon-
strated that the number of existing competitors and
stage of market growth at the time of founding can
have considerable effect on their subsequent per-
formance (Bamford, Dean, and McDougall, 1999;
Carroll and Delacroix, 1982; Carroll and Han-
nan, 1989; Fisenhardt and Schoonhoven, 1990;
Romanelli, 1989). In a similar vein, recent studies
have suggested that the degree of existing rivalry
and extent of market saturation are key factors that
determine the market opportunity that exists for a
given late mover (Green ef al., 1995; Szymanski
et al., 1995).

Strat. Mgmt. J., 25: 69-84 (2004)
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Consequently, a late mover is more likely to
survive through the early years and to make signif-
icant market inroads if they enter before the market
opportunity has been sufficiently addressed. The
degree of market opportunity will depend on the
number of competitors that have already entered
and the extent to which they have managed to pen-
etrate the newly created market.

Hypothesis 1: Late movers will perform better
in the new product category if they enter while
there is still sufficient market opportunity.

Firm resources

Next, late movers are expected to perform poorly
because they must deal with the heavy investments
that early entrants have already made into the prod-
uct and market (Eaton and Lipsey, 1981; Lieber-
man and Montgomery, 1988; Lilien and Yoon,
1990; Makadok, 1998; Miller et al., 1989; Robin-
son et al., 1994; Schmalensee, 1982; Prescott and
Visscher, 1977; Spence, 1977; Whitten, 1979). For
the most part, firms that move late are expected to
have difficulty in matching or exceeding the con-
siderable investments of various forms that have
already been made by the early entrants.
However, the degree to which these invest-
ments can pose a challenge to the late mover
would depend on the amount and relevance of
the resources that it may own. Large firms are
able to draw on more resources in making their
entry. Even though they may enter late, larger
firms have more access to tangible and intangible
resources that they can deploy to try and nullify
some of the advantages that may have been devel-
oped by earlier entrants (Aaker and Day, 1986;
Bamford et al., 1999; Mitchell, 1991; Teplensky
et al., 1993; Willard and Cooper, 1985).
Similarly, firms with prior experience within the
broader industry context may be able to apply
some of their existing resources to the new product
market. Several studies have found that an industry
incumbent that enters late will not find it as diffi-
cult to challenge the early movers because it is able
to transfer some of its already developed resource-
based advantages (LLambkin, 1988; Mascarenhas,
1992; Mitchell, 1989, 1991; Robinson et al., 1992;
Schoenecker and Cooper, 1998; Tellis and Golder,
1996; Teplensky et al., 1993). For example, some
researchers have shown that incumbent firms may
even be able to derive benefits from the use of their

Copyright © 2003 John Wiley & Sons, Ltd.

established brand names in new product markets
(Kerin et al., 1996; Sullivan, 1991).

The prospects of early success for the late mover
in the new product category will also depend on
the availability and relevance of its resources. In
particular, a firm is likely to develop a significant
share of the new market if its large size and its
prior experience can allow it to draw upon its
considerable resources.

Hypothesis 2: Late movers will perform better in
the new product category if they enter with con-
siderable resources that can be readily applied
to the new opportunity.

Strategic positioning

Finally, late movers are expected to perform poorly
because of the relatively superior positions that
others have been able to develop as a result of
their earlier entry. Researchers have claimed that
first movers are able to use their early entry to
develop formidable advantages with their product
offerings (Lilien and Yoon, 1990; Moore, Bould-
ing, and Goodstein, 1991; Parry and Bass, 1989;
Robinson and Fornell, 1985; Urban et al., 1986).
Later entrants would have a difficult time match-
ing these advantages, making it hard for them to
make sufficient gains in the market.

However, some late entrants may be able to
use their resources to develop a superior position.
In fact, various studies have indicated that late
movers can be relatively successful if they are
able to improve upon the positioning that was
adopted by a first mover (Carpenter and Nakamoto,
1990; Cho et al., 1998; Durand and Coeurderoy,
2001; Kalyanaram and Urban, 1992; Romanelli,
1989; Schoonhoven, Eisenhardt, and Lyman, 1990;
Shankar et al., 1998; Urban et al., 1986; Zhang
and Markman, 1998). In particular, these studies
have placed considerable emphasis on the retail
price, overall quality, and innovative features of
the products that are offered by the late mover.

As such, the prospects for a late mover will
depend on the benefits that it is able to offer
the consumer. Many later entrants are able to
bring prices down significantly while making some
marginal improvements to quality and adding some
innovative features. These represent key attributes
on which consumers can easily make comparisons
(Miller, 1988; Zhang and Markman, 1998).

Strat. Mgmt. J., 25: 69-84 (2004)
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The early success of a late mover in the new
product category will also depend on the strategic
positioning that it is able to develop. Its perfor-
mance will therefore be tied to the positioning
of its product relative to all other firms that are
already in the market.

Hypothesis 3: Late movers will perform better
in the new product category if they enter with
a strong position in terms of quality, price, and
innovation.

RESEARCH METHODOLOGY

Sample selection

In order to test our hypotheses, we examined a
total of 165 late entrants in 15 different new prod-
uct categories. All of these new product categories
fell into group 36 of the SIC Code and covered var-
ious types of household electrical appliances and
equipment. We choose to focus on this broadly
defined industry group for three fundamental rea-
sons. First, it provided us with several different
new product categories that were relatively sim-
ilar to each other. This allowed us to avoid the
problems that can stem from a multiple industry
bias (see Kalyanaram and Urban, 1992; Makadok,
1998; Mascarenhas, 1992; Mitchell, 1991; Parry
and Bass, 1989). Second, a great deal of data was
available for the entrants into these product cat-
egories. Finally, these entrants also showed con-
siderable variation across several dimensions that
were relevant to our study.

Although all of the new product categories
were drawn from the same major industry group,
they did fall into three different industry classi-
fications at the 3-digit SIC level. Eight of the
new product categories fell into the 363 indus-
try group made up of household appliances. These
consisted of microwave ovens, gas grills, coffee
makers, food processors, toaster ovens, can open-
ers, hand-held blow dryers and hand-held vac-
uum cleaners. The remaining seven new prod-
uct categories fell into the 365 and 366 indus-
try groups. The former category, household audio
and video equipment, consisted of videocassette
recorders, personal stereos, compact disc play-
ers and camcorders. The latter category, commu-
nications equipment, consisted of cordless tele-
phones, telephone answering machines, and smoke
detectors.

Copyright © 2003 John Wiley & Sons, Ltd.
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All of the firms in our sample entered the market
during the 13-year period from 1979 to 1991. In
order to ensure that all of these firms could be con-
sidered to be late entrants, they were only included
if they had made their entry at least 3 years after
the first mover. Furthermore, all of the firms in our
sample of late movers made their entry after the
emergence of the new product category had been
recognized through a review of competitive offer-
ings in an issue of Consumer Reports. Our choice
of these criteria was designed to ensure that the
late mover could not be reasonably regarded as a
quick follower (Lambkin, 1988; Schnaars, 1986).

We also restricted our sample to late movers that
were clearly able to make an entry into the U.S.
market. As suggested by Robinson et al. (1994),
we distinguished firms that were actually able to
make an entry into the market from those who
attempted but failed in their attempt to enter. This
definition of an entrant has also been supported by
many other studies (Green et al., 1995; Lilien and
Yoon, 1990; Mitchell, 1991; Urban et al., 1986;
Whitten, 1979). All of these have required a firm
to reach a sufficient level of distribution in the
marketplace in order for it to be classified as
an entrant. Consequently, all of the firms in our
sample were identified through product reviews
that were published in Consumer Reports. Their
inclusion in these rating surveys indicated that they
had achieved the level of distribution required to
establish their market entry.

Measurement of variables
Late mover performance

The early market success of each late entrant was
assessed through the use of two different mea-
sures deployed in separate stages. To begin with,
the early market success of the late mover was
determined by its survival in the new product cat-
egory beyond the first 4 years. Survival was used
to assess the ability of the late mover to success-
fully penetrate the market in order to develop a
sufficient base of customers to support its ongo-
ing operations. Among our sample of late entrants,
over 90 percent of the firms that had exited by
the end of the fourth year were not able to move
beyond a 1 percent annual market share.

In all, 62 or about 38 percent of the firms in
our sample had exited the market for the new
product category by the end of their fourth year.

Strat. Mgmt. J., 25: 69-84 (2004)
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The exit of each late entrant was verified through
a combination of archival records and company
interviews. Survival was measured by the use of a
dummy variable that took a value of 1 if the later
mover had survived the initial 4-year period and 0
if it had dropped out of the market.

Next, the early success of the late movers that
survived through their first 4 years was measured
by their market share in the third, fourth and fifth
years after entry. These values were then used to
compute an average market share for this 3-year
period. We used a 3-year average because extra-
neous factors can introduce substantial variability
in single year measures (Meyer and Gupta, 1994;
Mitchell, 1991).

The third, fourth, and fifth years were consid-
ered to represent a reasonable time after entry for
assessing the early performance of the late mover.
Using market share figures from years closer to
the late mover’s entry would not provide sufficient
time for the effects of the firm’s entry strategy to be
sufficiently realized. At the same time, using mar-
ket share figures from later years might introduce
the possibility that these could have been influ-
enced by changes that the late entrant may have
made to its entry strategy. Other studies (Bamford
et al., 1999; Eisenhardt and Schoonhoven, 1990;
Romanelli, 1989) have used similar arguments to
use a similar time frame in order to assess the
effect of the initial resources and strategy of the
firm on its early performance.

Market share figures were obtained from a vari-
ety of trade publications, such as Merchandising
and Appliance magazines. Market share figures
were obtained for specific product categories that
have been listed earlier. Steps were taken to ensure
that data that were taken from various sources were
applicable to the same tightly defined product cat-
egories. Furthermore, wherever possible, market
share figures for each product category were drawn
from the same sources from year to year to min-
imize discrepancies in the reporting of this data.
Finally, a log transformation of the market share
average was used in order to reduce problems with
heteroscedasticity.!

! Results of a Breusch—Pagen test for heteroscedasticity using
the untransformed average market share measure as the depen-
dent variable indicated the presence of significant heteroscedas-
ticity in the full model (x = 160.54; d.f. = 11). Using a log
(base 10) transformation of average market share as the depen-
dent variable eliminated the presence of significant heteroscedas-
ticity (x = 20.50; d.f. = 11).

Copyright © 2003 John Wiley & Sons, Ltd.

Market opportunity

Market conditions at the time of late mover entry
were assessed by a couple of variables. Extent of
market saturation, as indicated by the percentage
of U.S. households that already owned the prod-
uct, was used as one of the measures. The other
measure, number of significant competitors, was
used to reflect the degree of competition that had
already developed in the market. Again, both of
these measures were obtained for the same well-
defined product categories.

Market saturation rates were obtained from var-
ious industry publications such as Appliance and
Merchandising. Number of significant competitors
was obtained from the product reports that were
published in Consumer Reports. As stated ear-
lier, Consumer Reports includes all of the firms
that have achieved sufficient national distribution.
Both of these variables were assessed for each late
entrant in the year that it actually made its entry
into the market.

Firm resources

Overall size and prior experience were used to
represent the availability and relevance of the
resources that the late mover could draw upon to
make its entry. Size of the firm at the time of its
entry was measured by the log transformation of
its total annual sales. Sales were determined for the
full year in which the late mover made its entry.

The prior experience of the firm was determined
on the basis of its background within the same 4-
digit industry grouping. This was measured by the
use of dummy variable, which was given a value
of 1 if the late entrant had already operated for
at least 3 years within the broadly defined 4-digit
group as the new product category.

Information about both of these was obtained
from various sources, such as annual statements,
10-Ks and reports from various analysts.

Strategic positioning

We used measures of relative price, relative qual-
ity, and product innovation as the major com-
ponents of strategic positioning. We obtained a
rating of each of these components of position-
ing from product surveys published by Consumer
Reports. In general, product reviews for a late
entrant appeared in Consumer Reports between 2

Strat. Mgmt. J., 25: 69-84 (2004)
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and 3 years after they had made their entry. This
time lag usually allowed the new entrants to fully
develop their new offering and to achieve a signif-
icant level of production and distribution.

For the most part, these Consumer Reports
reviews include all of the products that are most
likely to be considered by an average consumer.
In the vast majority of cases, the survey provided
information on a single product for each of the
late entrants. Product price, quality, and innova-
tion data provided for this product were assumed to
be representative of the firm’s overall positioning.
Where information was provided on two products
from a late mover, data were used for the product
that had the best combination of scores on price,
quality, and innovation. This only occurred in 16
percent of the cases.

Measures of relative price and relative quality
were obtained using a methodology that was devel-
oped by Willard and Cooper (1985). Relative price
for each late mover’s product was reported as a
percentage of the average price calculated from the
products of all significant competitors reported in
the same survey. Similarly, relative quality on key
performance characteristics of each late mover’s
product was assessed as a percentage of the aver-
age quality calculated from the products of all
significant competitors reported in the same sur-
vey. Measures of product quality were based on
the five-point ordinal scale that Consumer Reports
uses to rate product performance on various char-
acteristics. As such, the price and quality of each
late mover’s offerings were assessed relative to all
others that were available in the market at the same
time.

Measures of product innovation were similar to
those used by Green ef al. (1995) in their study
of entry timing. Degree of innovation for each
late mover’s product was measured by a count of
new product features listed under advantages in
the Consumer Reports surveys. A relative measure
was then derived by dividing the number of new
product features for each late mover by the max-
imum number of new product features that were
listed for other competitors that were covered in
the same survey.

Control variables

We used four control variables to ensure the relia-
bility of the effect of the various factors that were
included in our model. To begin with, we measured

Copyright © 2003 John Wiley & Sons, Ltd.
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the time lag in the entry of each late mover in order
to obtain an estimate of entry order. Such a form
of lag variable has been widely employed to assess
the presence of early mover advantages in most of
the studies of entry timing. The time lag for each
late entrant was assessed by the actual number of
years that passed since the entry of the first mover.
Our sample consisted of firms that entered between
4 and 24 years after a new product category had
been created by an early mover.

Next, we included a measure of the age of the
firm to control for its influence on our performance
measures. In general, the age of the organization
would tend to be closely tied to its accumulated
resources as reflected by its overall size. How-
ever, Baum (1996) has shown that age can also
be a significant predictor of organizational perfor-
mance. Age was measured by subtracting the year
in which the firm was founded from the year that it
made its late entry into a specific product market.

We also used a variable to represent the aver-
age market share that would have been achieved
by each late mover if none of the firms in the
market had been able to develop any significant
competitive advantage. This figure was obtained
by dividing the total possible market share of 100
by the total number of firms that existed in the
market during the 3-year period in which the per-
formance of the late mover was assessed. Any
deviations from this figure would then indicate the
presence or absence of some form of advantage for
the late mover.

Finally, our sample of late movers was drawn
from three different industry groupings within
group 36 of the SIC system. We therefore decided
to control for possible differences between these
industry groupings. A dummy variable was used
to separate the household appliance group (SIC
363) from the audio, video, and communications
equipment (SIC 365, 366).

Estimation

As discussed above, we used two dependent vari-
ables in order to assess the early market success
of the late mover. We started with the survival of
the firm within the new product category as a mea-
sure of early success before turning our attention
to the market share of those firms that survived
the first 4 years. However, the presence of a high
percentage of market exits by late movers in our
sample suggests the possibility of a selection bias

Strat. Mgmt. J., 25: 69-84 (2004)
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if the same factors that can influence the prospects
for survival are also likely to exert an influence
on market share performance. Employing standard
OLS regression techniques to estimate our market
share model in the presence of such a selection
bias will result in inconsistent and biased coeffi-
cient estimates (Greene, 1997). More specifically,
if missing observations on those firms which exited
are not random, biased estimates are likely to result
from the endogeneity of this exit decision (Shaver,
1998).

To correct for this potential bias, we use a stan-
dard econometric technique that corrects for self-
selection. This technique is based upon the two-
stage procedure described by Heckman (1979). In
the first stage, we use all observations and estimate
a probit model using maximum likelihood to assess
the effects of our independent and control variables
on the decision to exit from the market. In the sec-
ond stage, the log of market share of the surviving
firms is estimated as a function of these same vari-
ables. Self-selection is corrected for in this stage by
using a control variable calculated for the uncen-
sored observations (i.e., survival = 1) using esti-
mates obtained from the first stage. This control
variable, known as the ‘inverse Mill’s ratio’ (sym-
bolized by A;), is calculated as follows:

A = ¢ W) /D (Fiw))

where ¢ is the standard normal density function,
w; and y; are the vector of independent variables
and coefficients from the first stage probit model,
and ® is the standard normal distribution function
(Greene, 1997).

The second stage is estimated using least squares
regression. The standard errors in the second-stage
model, computed using the above equation, are
heteroscedastic (Heckman, 1979). We use Greene’s
(1981) formulation to correct for this heteroscedas-
ticity. These models were estimated using the
SELECT procedure in LIMDEP 7.0.

RESULTS

Descriptions of the variables, their means and stan-
dard deviations are provided in Table 1. Bivari-
ate product moment correlations are provided in
Table 2. As mentioned earlier, log values were
used for market share to minimize problems with
heteroscedasticity. Log transformations were also
used for the total sales figures for each of the late
entrants.

Some of the correlations merit attention. Table 2
indicates that there is no significant correlation
between the two variables that were used to mea-
sure market opportunity. The number of com-
petitors and degree of market saturation do not

Table 1. Descriptive statistics

Variable Description Mean S.D.

Log market share Log (base 10) of average market share in new product 1.35 1.00
category for years 3, 4, and 5

Survival Entrant survived in new product category past year 4 0.62 0.49
(0 = No, 1 = Yes)

Number of competitors Number of competitors present in market in year of entry 12.70 3.48

Market saturation % of U.S. market utilizing product in year of entry 35.81 22.01

Log firm sales Log (base 10) of annual sales ($ billions) of firm in year of 0.13 1.76
entry

Prior experience Entrant has at least 3 years of prior experience in same 0.67 0.50
4-digit SIC (0 = No, 1 = Yes)

Relative price Late mover’s price at time of entry/average price of 99.38 33.44
competitors’ products at time of entry (expressed in %)

Relative quality Late mover’s quality at time of entry/average quality of 99.65 19.94
competitors’ products at time of entry (expressed in %)

Product innovativeness Number of new features in late mover product/maximum 0.45 0.29
number of new features possible (expressed in %)

Lag in entry Number of years between pioneer’s and late mover’s entry 9.36 4.80

Product type Dummy variable: 0 = SIC 363, 1 = SIC 365, 366 0.51 0.50

Firm age Year of entry minus year of firm founding 63.33 30.90

Average market share 100/number of competitors for years 3, 4, and 5 8.78 2.78

n = 165, except for Log market share, where n = 103
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appear to be tied to each other, which indicates
that these measures capture separate dimensions
of this construct. Furthermore, the lag in number
of years after the entry of the first mover is not
strongly linked to the number of competitors but it
is strongly correlated with the level of market sat-
uration. It therefore appears that late movers in our
sample did not necessarily face more competitors
but they did have to contend with more saturated
markets.

The variables used to measure the size and the
relevance of the late mover’s resources appear to
be unrelated to each other. There is, however, a
highly significant relationship between the firm’s
size and its age, suggesting the importance of
controlling for age in predicting the early market
success of our sample of late movers.

In terms of the strategic positioning variables,
there are strong links between product innovative-
ness and relative quality as well as between prod-
uct innovativeness and relative price. This sug-
gests that more innovative products are likely to
be regarded as higher in quality and tend to com-
mand a higher price. However, there does not seem
to be any significant correlation between the rela-
tive price and the relative quality of the products
that are offered by the late mover.

Finally, there is a strong inverse correlation
between average market share and the number of
competitors. This is to be expected, given that
average market share was estimated by dividing
a total share of 100 by the number of competitors
in the market 3—5 years after the entry of the late
mover. However, there do not seem to be any
significant problems with multicollinearity by the
inclusion of both of these variables in our model.?

Each of the hypotheses was then tested by using
the two-stage procedure developed by Heckman
(1979), which was described earlier. The results
for firm survival that were derived from a probit
model are presented in Table 3. Table 4 provides
the least squares estimates for the market share of
the surviving firms. As both of these tables show,
there is no support for Hypothesis 1. The results
indicate that market conditions at the time of entry

2 Collinearity diagnostics indicate that the presence of a strong
correlation does not unduly influence our results. The VIF is 3.29
for average share and 2.79 for number of competitors. Both are
well below the value of 10, considered to be indicative of high
multicollinearity (Gujarati, 1995). In addition, the results do not
change when either average share or number of competitors is
dropped from the model.

Copyright © 2003 John Wiley & Sons, Ltd.

Table 3. Probit estimates of the survival model
Dependent variable: Survival
(Note: Positive coefficients indicate greater

probability of survival)

Intercept 0.268
(1.512)
Number of competitors —0.080
(0.058)
Market saturation 0.002
(0.009)
Log firm sales 0.192*
0.075)
Prior experience 0.758*
(0.263)
Relative price —0.021*
(0.005)
Relative quality 0.032*
(0.008)
Product innovativeness 1.18*
(0.475)
Lag in entry —0.036
(0.039)
Product type 0.008
(0.274)
Firm age 0.614
(0.001)
Average market share —0.007
(0.078)

x*(d.f) 75.78 (11

Values not in parentheses are unstandardized coefficients; values
in parentheses are standard errors. n = 165
*p <005 p <0.01;* p <0.001

were not tied to either the survival of the late
mover or to market share of those that did survive.
Neither of the two measures used to assess market
opportunity—number of competitors and degree
of market saturation—was found to be significant
in either of the regressions. This may suggest
that although untapped market opportunity may
account for some of the success of early entrants,
this does not seem to play a significant role in
explaining differences in the market performance
among the much larger group of firms that enter
relatively late.

The results in Tables 3 and 4 do show strong
support for Hypothesis 2, but only for the sur-
vival of the late mover. Both the availability of
resources, as measured by the log transformation
of the late entrant’s total sales, and the relevance of
these resources, as measured by the late entrant’s
previous experience, were found to be significantly
associated with its survival over its initial 4 years.
However, the market share of those that survive
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Table 4. Least squares regression estimates of the
market share model

Dependent variable: Log(Marked share)

Intercept 0.949
(1.117)
Number of competitors —-0.049
(0.039)
Market saturation 0.007
(0.006)
Log firm sales 0.091
(0.063)
Prior experience 0.4787
(0.274)
Relative price —0.025*
(0.006)
Relative quality 0.026*
(0.008)
Product innovativeness 0.995*
(0.392)
Lag in entry —0.028
(0.028)
Product type 0.169
(0.180)
Firm age —0.004
(0.003)
Average market share -0.022
(0.051)
Lambda 0.329
(0.579)
F (d.f) 5.73 (12, 90y

Values shown are unstandardized least square regression coeffi-
cients with standard errors in parentheses. n = 103
*p < 0.05 *p <0.01; "™ p <0001; Fp <0.1

was not significantly tied to either of these mea-
sures of their resources. The prior experience of
the late mover seems to have a small effect, which
is significant only at the 0.1 level. Clearly, the
resources of the late mover do have an impact on
its chances for survival, but not on the level of
market penetration achieved by those who survive.

Finally, Tables 3 and 4 provide strong support
for Hypothesis 3. Both of the measures of mar-
ket performance of the late mover were linked to
the relative competitive position that it is able to
achieve shortly after its entry into the market. All
three of the components of this positioning—price,
quality, and innovation—were found to be sig-
nificant indicators of the late entrant’s potential
for success. As expected, price was negatively
associated with survival and market share, while
quality and innovation were positively associated
with these two performance measures.

Taken together, these results indicate consider-
able support for the significance of the resources

Copyright © 2003 John Wiley & Sons, Ltd.
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that the late entrant can draw upon and the rel-
ative position that it is able to develop in the
marketplace. More importantly, the results do not
indicate that diminished market opportunity may
pose a serious hurdle for late movers that are able
to use their resources to launch a competitive prod-
uct offering into the market.

In closing, it is important to emphasize that none
of the control variables were significant indicators
of late mover performance. In particular, there is
little effect of the number of years that separate
the entry of the late mover from the entry of the
pioneering firm. This would indicate that if a firm
does not enter in the first 3 years after an early
entrant has managed to create a growing market,
then any further delay does not appear to influence
the level of market share that it is able to develop
after its entry.

DISCUSSION

Most of the literature on timing of entry has
focused on contrasting the benefits of early entry
with those that can be obtained from late entry.
Because of this emphasis, late movers have tended
to be thrown together regardless of the conditions
that they may face upon entry, the strengths that
they may possess, or the competitive positioning
that they may achieve. In fact, there has been
relatively little attention given to the factors that
can increase the chances of a late mover’s success
in penetrating the market.

In this paper, we have focused exclusively on
late movers. By doing so, we can address the
question: ‘What factors can increase the chances
of a firm’s early market success given that it is a
late mover?’ Our results provide some interesting
answers to this question. They challenge the view
that all late movers must face serious obstacles
in penetrating the market because the success of
earlier entrants is likely to diminish their prospects
for success. Instead, we find that the ability of
a late mover to penetrate the market is strongly
linked to its own resources and its own strategy.
Above all, the results indicate that conditions at
the time of entry have been overemphasized in the
literature on timing of entry.

Since we only considered late movers for our
study, we cannot make any claims regarding the
success of late movers relative to those who made
an earlier entry. Consequently, the findings of
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this study do not necessarily bring into the ques-
tion the possibility of substantial first movement
advantages. We can nevertheless suggest that if a
firm does not manage to move fast enough to be
included among the relatively small group of early
entrants, it does not have to be overly concerned
with the length of time that it may then choose to
wait before making its entry.

More specifically, the results indicate there was
little effect of degree of developed competition or
extent of market saturation upon the early success
of the late movers in our sample. These findings
are generally inconsistent with the research on the
effect of founding conditions on the survival of
firms (Bamford et al., 1999; Carroll and Delacroix,
1982; Carroll and Hannan, 1989; Eisenhardt and
Schoonhoven, 1990; Romanelli, 1989; Swami-
nathan, 1996). However, these studies focused
exclusively on organizational start-ups that had to
make a late entry into markets that had already
been developed by earlier entrants. Our study, by
contrast, consisted almost entirely of established
firms that were diversifying through their entry into
these same markets. The existing level of market
demand and the degree of developed competition
are more likely to have an effect on new firms that
have to develop a broad spectrum of resources in
order to penetrate an existing market. Established
firms, however, can deal with environmental chal-
lenges through the effective use of resources that
they already control.

In fact, our findings did clearly indicate that
the early success of late entrants is tied to the
size and relevance of the resource base that they
have already developed. In other words, there was
considerable support for the belief that larger firms
with related experience can more easily afford to
wait before they enter (King and Tucci, 2002;
Lambkin, 1988; Mitchell, 1991; Schnaars, 1986;
Schoenecker and Cooper, 1998). In particular, the
size and relevance of the resource base play a key
role in determining whether a late mover is able
to last out the critical early years when it is trying
to make inroads into the market. Late movers that
lack the necessary resources are more likely to fold
within the first 4 years of their entry.

We found even stronger support for the role of
strategic positioning in the success of late movers.
The strategic positioning of the late mover was
strongly tied to its ability to survive through the
first 4 years and to develop a sizeable share of
the market. These results clearly indicate that late

Copyright © 2003 John Wiley & Sons, Ltd.

movers need to be able to compete with all other
products on attributes such as price, quality, and
innovation. These findings are consistent with sev-
eral of the studies that have compared the perfor-
mance of late movers with first movers (Carpen-
ter and Nakamoto, 1990; Kalyanaram and Urban,
1992; Lilien and Yoon, 1990; Shankar et al., 1998;
Urban et al., 1986; Zhang and Markman, 1998).
Consequently, late movers can do well against all
other challengers if they can successfully develop
a superior position within the market.

In overall terms, the results suggest that the size
and relevance of a late mover’s resources can help
to increase its chances for survival even in the face
of substantial competition from earlier entrants.
But the simple presence of these resources is not
likely to lead to superior market performance.
Instead, the extent of a late mover’s success in
the market will be tied to the specific use that
it can make of its resources. More specifically,
the share of the market that late mover is able
to develop tends to be more closely associated
with the application of resources to offer products
that have higher quality, innovative features, and
a better price.

The results of this study are well supported
by specific case studies that have been provided
in the literature on timing of entry. Kerin et al.
(1992) claimed that Matsushita was frequently able
to use its vast resource base to be successful
as a late entrant in many product categories. In
his study of newly developed technical subfields
within the imaging industry, Mitchell (1991) found
that industry incumbents ended up with dominant
positions despite their relatively late entry. Finally,
several studies (Aaker and Day, 1986; Urban et al.,
1986; Shankar et al., 1998) have cited the well-
known example of Nestlé’s late entry in the freeze-
dried coffee market with Taster’s Choice. Nestle
was able to draw on its considerable resources
in developing a superior-tasting product which
quickly took over the lead from General Food’s
Maxim.

CONCLUSIONS

Timing of entry has received considerable atten-
tion in the strategic management literature. There
have been strong arguments in this literature for the
relative lack of opportunity for firms that make a
late entry, especially if earlier entrants have had
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considerable success in developing the market. In
general, this study did find that late movers do
face considerable hurdles in trying to penetrate the
market. Our sample for this study was restricted to
those firms that entered on a sufficiently wide scale
by developing sufficient distribution for their prod-
ucts. Even with a sufficient distribution network,
about 38 percent of the firms did not survive the
first 4 years and about 41 percent of the surviving
firms did not manage to attain more than 2 percent
of the market during their first 5 years.

Nevertheless, the findings of this study do clearly
indicate that existing market opportunity at the
time of entry does not seem to be a critical variable
in predicting the degree of market penetration that
a firm can achieve with a late entry. The early
market performance of firms that enter later is
much more dependent on the resource pool that
they can draw upon. Furthermore, the success of
late movers is driven by the quality, price, and
innovativeness of their products relative to those
offered by their competitors.

Based on these results, our study does also con-
tribute to the current debate on the role of industry
conditions and firm attributes on firm performance
(Brush, Bromiley, and Hendrickx, 1999; Hawaw-
ini, Subramanian, and Verdin, 2003; Mauri and
Michaels, 1998; McGahan and Porter, 1997; Pow-
ell, 1996; Rumelt, 1991). In terms of timing of
entry, firms that enter at different times tend to face
different conditions of supply and demand. The
results of this study suggest that these industry con-
ditions do not play a significant role in their early
success. By contrast, firms are more likely achieve
success in the new market if they have access to
relevant resources and can use these to achieve
a strong position in terms of the product’s overall
quality, retail price, and innovative features. These
findings indicate the relative importance of firm
attributes over industry conditions for the survival
and market share of the firms that fell within the
narrow spectrum of industries that were studied.

Above all, our results suggest that each firm
needs to make an informed choice about its own
optimal timing of entry. The early success of late
entrants is dependent on factors other than the con-
ditions that exist at the time of entry. A number of
studies have already pointed to the links that are
likely to exist between a firm’s timing of entry, its
resource base, and its relative market positioning
(Cho et al., 1998; Durand and Coeurderoy, 2001;
Green et al., 1995; Lambkin, 1988; Lieberman
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and Montgomery, 1998; Mitchell, 1989; Moore
et al., 1991; Robinson et al., 1992; Schoenecker
and Cooper, 1998; Shankar et al., 1998; Szyman-
ski et al., 1995; Teplensky et al., 1993). The results
of this study build on this research by demonstrat-
ing that a firm can enter late if it has the required
resources and can use these to develop a superior
competitive position.

It is important, however, to emphasize that we
focused on the early success of the late movers in
penetrating markets that have already been devel-
oped by pioneering firms. Such a focus on the early
performance of firms shortly after their entry is
similar to that of a group of studies on new ven-
tures (Bamford et al., 1999; Bantel, 1998; Eisen-
hardt and Schoonhoven, 1990; Romanelli, 1989).
Our measures of performance were therefore con-
fined to a reasonably short period of time after their
entry. Consequently, this study cannot make any
claims about the performance of late movers over
a longer term. In particular, both the prospects for
survival and the market share of the late entrants
in our sample during subsequent years would also
depend to a considerable degree on factors that
were not measured in this study. They would be
affected by the evolving market conditions, sub-
sequent moves that are made by the late movers,
and the reactions of the other competitors to these
moves.

Future studies could expand on this research by
examining the performance of late moving firms
over a longer period in other types of industries.
They could examine the extent to which market
conditions and firm attributes at the time of entry
are likely to have some form of enduring effect
on the performance of later entrants over time.
The effect of these initial conditions and attributes
could also be contrasted with the effect of evolving
market conditions and shifts in strategic position-
ing on their performance over a longer term. Sev-
eral researchers have already been making attempts
to carry out such a longitudinal form of research
(Bamford et al., 1999; Boeker, 1989; Eisenhardt
and Schoonhoven, 1990; Swaminathan, 1996).

To conclude, the results of this study can offer
hope to firms that do not manage to move fast
enough to be included among the select group
of early entrants. It suggests that even if they
enter relatively late, they do not necessarily have
to lower their performance expectations. From a
strategic perspective, the time at which a firm
chooses to enter is just one of the factors that is
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likely to affect its performance. Firms are more
likely to attract enough customers to ensure their
survival even if they enter later as long as they
have some prior experience within the industry
and can draw upon a sufficient pool of resources.
More critically, the late mover’s prospects for
more substantial market success is dependent on
its ability to develop a superior position relative to
all other competitors. As such, the question for all
late movers is not simply when to enter but also
how to enter.
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