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Although the order of entry is believed to have favorable impacts on a firm’s market performance, late entry has made remarkable success in some markets. The mechanisms through which late movers can outsell pioneers are unclear. Two general ways for late movers to outperform are: (1) A late mover can beat a pioneer at the pioneer’s own game (2) A late mover can overtake a pioneer through innovation.  The authors try to identify the mechanisms by examining the role of innovation. They develop a brand-level model in which brand sales are decomposed into trials and repeat purchase. By investigating how the diffusion and marketing mix parameters of the brands differ by market entry strategy, they clarify the mechanisms of creating possible late mover advantage in terms of innovativeness.
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Theory & Hypothesis

Brand Growth

· Later entrants grow faster than early entrants in market share relative to the pioneer (Kalyanaram and Urban 1992).
· After a category is established, innovativeness may provide relative advantage over other brands that in turn can lead to faster adoption (Rogers 1995).
H1a: Noninnovative late entrants grow faster than the pioneer.

H1b: Innovative late entrants grow faster than pioneer.

H1c: Innovative late entrants grow faster than noninnovative late movers

Competitor Diffusion 

· Greater diffusion of a late entrant might not hurt the pioneer and in some cases will lend greater credibility to the category, which aids the diffusion of the pioneer (Carpenter and Nakamoto 1989). 
H2a: Greater diffusion of innovative late movers slows the pioneer's diffusion. 

H2b: Greater diffusion of noninnovative late movers has a nonnegative influence on the pioneer's diffusion. 

Market Potential 

· An innovative late entrant can free-ride on the category awareness and buyer education created by the pioneer and appeal to a greater pool of adopters than the pioneer if it offers greater value through superior positioning (Lieberman and Montgomery 1988).
· Noninnovative late movers might suffer from perceptual disadvantage relative to the pioneer (Carpenter and Nakamoto 1989) and are likely to have a smaller potential pool of adopters (Parker and Gatignon 1996). 

H3a: Market potential for an innovative late mover is as high as that for the pioneer. 

H3b: Market potential of the pioneer is higher than that for a noninnovative late mover. 

Marketing Expenditures 

· Marketing effectiveness of late entrants is not as high as that of the pioneer (Bowman and Gatignon 1996).

· Superior brands have higher marketing spending effectiveness (Gatignon, Weitz, and Bansal 1990; Hahn and colleagues 994; and Shankar 1997).

H4a: Noninnovative late movers have lower marketing spending effectiveness than pioneers. 

H4b: Noninnovative late movers have lower marketing spending effectiveness than innovative late

movers. 

Competitor Impact on Marketing Expenditures Effectiveness 

· The marketing effectiveness of incumbents can be affected by subsequent brands (Gatignon, Anderson, and Helsen 1989) and competitive brand dominance, which is reflected by the extent of competitors' diffusion (Schmalensee 1987). 
H5a: Innovative late movers' diffusion has a negative effect on the pioneer's marketing spending effectiveness. 

H5b: Noninnovative late movers' diffusion has a non-negative influence on the pioneer's marketing spending effectiveness. 

Repeat Purchase 

· The pioneer can define the category or preempt superior perceptual positions (Carpenter and Nakamoto 1989; Lane 1980)
· An innovative later entrant might be perceived as superior to all other brands and can reshape the category and thus eliminate the pioneer's hold on either a strong association with the definitions of the category or the "best" position (Carpenter and Nakamoto 1996). 
H6a: Repeat purchase rate is higher for a pioneer than for a noninnovative late mover. 

H6b: Repeat purchase rate is higher for an innovative late mover than for all other types of entrants.

Data

Analyzing data on 13 brands from two categories of ethical drugs in the U.S. market during the 1970s and 1980s that are characterized by innovative late entries.
Results

Asymmetries in diffusion, response to marketing expenditures, market potential, and repeat rates

· Pioneers: higher potential market, diffusion & marketing mix effectiveness unaffected only by noninnovative late entrants.

· Noninnovative late entrants: least effective marketing spending & lowest repeat purchase rates.

· Innovative late entrants: highest diffusion rate, market potential, & repeat rates. Asymmetric impact on pioneers and noninnovative late entrants.

Further Issues

The role of innovation in other industries

· High technology vs low technology

· Dynamic market vs stationary  market

The role of other decision variables

· The role of price

· The interaction between price and innovativeness

The interactive effect between PLC and innovation
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