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Entrepreneurship

ENTREPRENEURIAL STRATEGY:
GENERATING AND EXPLOITING
 NEW ENTRIES

To L_{nderstand that the_;essentia_l_ act of entrepreneurship invol\_les new entry._
. S}
To be able to think: about how' an entrepreneunal strategy can ﬁrst generate,
= and then. explort over tlrne a new entry

_ To understand how resources are involved in thegenérat-ion of opportunities.
To be able to assess”the _attractiv_'enes_s of’a new entry opport.uh_it‘y.
To acknowledge that entrepreneurshrp mvolves makmg decmons under “
- conditions of uncertalnty :
To be able to assess the extent of f!rst—mover advantages and Welgh them
, agalnst flrst mover dlsadvantages '
7

To understand that rrsk is assoqated with newness, but there are strategles that the
D " entrepreneur can use to reduce risk.




 OPENING PROFILE

" JUSTIN PARER

Sorry it had taken so long to-get back to you. L think in some way [ have been avoiding this
because | don‘t know if | actually know the answers to what you are asking. I think some-

times you justify afterwards why you did something.

This quote is from Justin Parer, an Australian entrepreneur, in response to my direct
~ Questions about the plan he followed for entrepreneurial
success. His history indicates a series of steps and missteps
that have emerged into a strategy of personal and buysi-
] ness success—a strategy that may be more obvious to the
- objective observer taking a long-run perspective than. to the actor who is immersed in
. the daily details of a pressurized situation and s making “intuitive” decisions.
Justin’s first entrepreneurial venture failed, The story Is not pretty. He started up a
- mobile pizza business when he was 18 years old. “The idea for the van was actually
' someone else’s. | was working in a pizza shop as a defive‘ry'driver trying to decide what
! wanted to do in my life. | had recently been thrown out of uni [university] for gross
- failing and was at a loose end. One of the other guys in the shop said, ‘Why don‘t they
. sell pizzas outside night clubs?” The market at the time was being serviced by a num-
- ber of very unhygienic hot dog vendors who operated out of questionable mobile
 huts.” Eventually Justin’s business failed because, among other things, the local coun-
: cil terminated permits for these types of mobile food businesses. ‘
. When asked about the failed business, Justin’s first comment was that i was the
 best learning experience of his life. His second comment was that it was a great moti-
" vator. It provided motivation “to avoid that sick feeling that rips at your guts wheni you
~ know things are not going well and you can't pay your bills,” to “face reality,” and
. where necessary to "cyt your losses” and get out. g
" He went on to say: “| am not sure that straight after the failure | was that motivated to
" getback into it. | knew | enjoyed business and was frustrated that | couldn‘t make it work,
‘ but | felt more like a failure than a ‘success waiting to happen.’ My confidence was hurt
 and | was looking for a lot more security. How was ) ever [going] to buy a house? Have 3
t family? | had few options and no clear vision, so when the opportunity came afong to go
" back to university, | grabbed it with both hands. With the pizza van failure | knew | could
- work like a dog and get nowhere. | needed to have an edge. University gave me options.”
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Justin's second attempt at university had no resemblance to his first attempt. He
had become an exceptional student with a passion to learn and a passion to apply that
knowledge. He majored in accounting and his first job out of university was with Ernst
& Young (an accounting consulting firm). Accounting education and experience pro-
vided valuable knowledge about the inner workings of a business (with the auditing
department} and the numbers reflecting the entrepreneurial decision-making process
{in the buginessservices and tax department). Over and above the opportunity to build
important knowledge, Justin also chose accounting as the foundation from which to
relaunch his entrepreneurial career because it Qave him legitimacy with others in the
business community (including potential stakeholders), helpéd him build a large net-
work with. infiuential people, and would act as an income "insurance policy” If his -
business failed. | S '

One of Justin's accounting clients was a siipway (ship building and repair} busi-
ness. From this work he was able to gain considerable industry-specific knowledge
and an industry-specific network. This newly formed ‘network provided early infor-
mation about a business.in the.industry that might come on the market, and his new
industry-specific knowledge meant that he could assess the value-of this opportunity.
He bought the business.and is growing it while simultaneously improving its effi-.
ciency. The success of the business has even exceeded his own dreams for it at the .
time of purchase. ‘ ‘ ‘ ‘ ' ;

* .- . He has recently gone into partnershib with his brother Warwick and purchas'ed an-

‘other business—a metal-working business. This business has considerable potential in

~ its own right but has the added benefit of synergies with the slipway. This business Is.
. also on the path ‘t_o success. When | think of the “ideal” entrepreneur, | think of Justin.

new entry  Offering a
new product to an
established or new market,
offering an established
product to a new market,
or creating a new
organization

JJustin is an op_timistic and charismatic entrepréheur who attacks his tasks and life with

confidence and passion (with the possible exception of answering questions about his .

'success). He has control over the mohey side of his busiriesses but also has the flexibil= -~
ity to allow his strategies to emerge. ' ‘

NEW ENTRY

One of the essential acts of entrepreneurship is new entry. New entry refers to (1) of]ier—
ing a new product to an established or new market, (2) offering an established product to
a new market, or (3) creating a new organization (regardless of whether the product or
the market is new to competitors or customers).! Whether associated with a new prod-
uct, a new market, and/or a new organization, “newness” is like a double-edged sword.
On the one hand, newness represents something rare, which can help differentiate a firm
from its competitors. On the other hand, newness creates a number of challenges for en-
trepreneurs. For example, newness can increase entrepreneurs’ uncertainty over the .
value of a new product and place a greater strain on the resources necessary for suc- -
cessful exploitation.?
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New entry explaitation, .. 1"

sntreprenenrial strategy Entreprencurial strategy represents the set of decisions, actions, and reactions that first
The set of decisions, generate, and then exploit over time, a new entry in a way (hat maximizes the benefits of
actions, and reactions that  newness and minimizes its costs.

first generate, and then Figure 3.1 illustrates the important elements of an entrepreneurial strategy. An entrepre-
cxploit over tite, anew  poppiay strategy has three key stages: (1) the generation of a new entry opportunity, (2) the
entry exploitation of a new entry opportunity, and (3) a feedback loop from the culmination of a

new entry generation and exploitation back to stage 1. The generation of a new entry is the
result of a combination of knowledge and other resources into a bundle that its creators
hope will be valuable, rare, and difficult for others to imitate. If the decision is that the new
entry is sufficiently attractive that it warrants exploitation, then fixm performance is de-
pendent upon the entry strategy; the risk reduction strategy; the way the firra is organized;
and the competence of the entrepreneur, management team, and the firm.

Although the remainder of this chapter focuses on stages 1 and 2, we should not under-
estimate the importance of the feedback loop of stage 3 because an entrepreneur cannot
rely on the generation and exploitation of only one new entry; rather, long-run performance
is dependent upon the ability to generate and exploit numerous new entries. If the firm does
rely on only one new entry, then as the life cycle for the product enters maturity and de-
clines, so goes the life cycle of the organization.

GENERATION OF A NEW ENTRY OPPORTUNITY «
Resources as a Source of Competitive Advaniage

When a firm engages in a new entry, it is hoped that this new entry will provide the firm
with a sustainable competitive advantage. Understanding where a sustainable competitive
advantage comes from will provide some insight into how enitreprenenrs can generate now
entries that are likely to provide the basis for high firm performance over an extended
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resorrces  The inputs period of time. Resources are the basic building blocks to a firm’s functioning and per-
into the production formance. A firm’s resources are simply the inputs into the production process, such as
process machinery, financial capital, and skilled employees.

These resources can be combined in different ways, and it is this bundle of resources
that provides a firm its capacity to achieve superior performance. For example, a highly
skilled workforce represents an important resource, but the impact of this resource on
performance is magnified when it is combined with an organizational culture that en-
hances communjcation, teamwork, and innovativeness. To truly understand the impact
of a resource, we need to consider the bundle rather than just the resources that make up
the bundle. '

For a bundle of resources to be the basis of a firm’s superior performance over competi-
tors for an extended period of time, the resources must be valuable, rare, and inimitable
(including nonsubstitutable).? A bundle of resources is:4

¢ Valuable when it enables the firm to pursue opportunities, neutralize threats, and offer
products and services that are valued by customers. .

 Rare when it is possessed by few, if any, (potential) competitors.

» Inimitable when replication of this combination of resources would be difficult and/or
. costly for (potential) competitors.

For example, Breeze Technology Incorporated appeared to have a bundle of resources
that was valuable, rare, and inimitable. It had invented a technology that could be applied
to the ventilation of athletic shoes to reduce foot temperature. A ventilated athletic shoe is
likely to be highly valued by customers because people have problems with their current
athletic shoes—their feet get hot and sweaty, which in turn canses blisters, fungal infec-
tions, and odor. (I know my wife would be happy for me to wear shoes that reduced foot
odor.) The product was also valuable to the newly formed management team of Breeze
Technology because it provided the means of entering into a large and highly lucrative
oarket. ‘

This technology also appeared to be rare and inimitable. It was rare because others had
failed to adequately ventilate people’s feet. Some had attempted to blow air into the shoe
and found that it only increased foot temperature. Current footwear attempted o passively
ventilate feet, but the porous uppers on shoes were relatively ineffective at this task and also
made the shoe vulnerable to water intrusion—that is, if you stepped into a puddle, your feet
would get wet. Breeze Technology pumped air out of the shoe, which was a novel and un-
obvious approach to shoe ventilation.

Given that this technology was deemed likely to be valuable to customers, novel, and
unobvious, it was provided a patent. The purpose of the patent is to protect the owner of the
technology from people imitating the technology. Along with other intellectnal property
protection such as copyrights and trademarks, Breeze Technology had a new product that
could be protected from competition (at least for a period of time). Therefore, Breeze Tech-
nology had a bundle of resources thal was valuable, rare, and inimitable. The imporf"@nt
questions are, then: (1) where does this valuable, rare, and difficult-to-imitate bundle of Te-
sources come from? and (2) how can it best be exploited?

envepreneurial resource Creating & Resource Bundle That Is Valuable, Rare, and Inimitable

The ability to obtain, and - . . . .
then recomibine, resources  L1¢ ability to obtain, and then recombine, resources into a bundle that is valuable, rare,

into 2 bundle that is and inimitable represents an important entrepreneurial resource. Knowledge is the ba-
valuable, rare, and sis of this entrepreneurial resource, which in itself is valuable. This type of knowledge
inimitable is built up over time through experience, and it resides in the mind of the entrepreneur




niarke: knowledge
Possession of
information, technology,
know-how, and skills that
Provide insight into a
market and its customers
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and in the collective mind of management and employees. To a large extent such an ex-
perience is idiosyncratic—unique to the life of the individual—and therefore can be
considered rare, Furthermore, it is typically difficult to communicate this knowledge to
others, which makes it all the more difficult for (potential) competitors fo replicate such
knowledge.

Therefore, knowledge is important for generating a bundle of resources that will lead to
the creation of & new venture with a long and prosperous life. Does this mean that only
highly experienced managers and/or firms will typically generate these opportunities for
ntew entry? On the contrary, the evidence suggests that it is the outsiders that come up with
the most radical innovations. For example, the pioneers of mountain bikes were biking en-
thusiasts, and it was quite a considerable time before the industry giants, such as Schwinn
and Huffy, reacted to the trend.5 7

It appeats that the existing manufacturers of bikes had difficulty “thinking outside the
box” or they had little incentive to do s0. Notice that those who did invent the mountain
bike were bike enthusiasts. They had knowledge about current technolo gy and the prob-
lems that customers (themselves included) had with the current technology under certain
circumstances. This knowledge was nnique and based upon personal experience. It was this
knowledge that provided the basis for their innovation,

Those wishing to generate an innovation need to look to the unique experiences and
knowledge within themselves and their team. This sort of knowledge is unlikely to be
learned in a textbook or in class, because then everyone would have it and what would be
unique abont that? Knowledge that is particularly relevant to the generation of new entries
is that which is related to the market and technology.

Market Knowledge Murker knowledge refers to the entrepreneur’s possession of infor-
mation, technology, know-how, and skills that provide insight into a market and its cus-
tomers. Being knowledgeable about the market and customers enables the entrepreneur
to gain a deeper understanding of the problems that customers have with the market’s
existing products. Tn essence the entrepreneur shares some of the same knowledge that cus-
tomers have about the use and performance of products. From this shared knowledge,
enirepreneurs are able to bring to gether resources in a way that provides a solution to cus-
tomers’ dissatisfaction,

In this case, the entrepreneur’s market knowledge is deeper than the knowledge that
could be gained through market research. Market research, such as surveys, has limited ef-
fectiveness because it is often difficylt for, customers to articulate the underlying problems
they have with a product or service, Entrepreneurs who lack this intimate knowledge of the
market, and of customers’ attitudes and behaviors, are less likely to recognize or create at-
tractive opportunities for new products and/or new markets,

The importance of this knowledge to the generation of a new entry is best illustrated by
returning to the example of the invention of the mountain bike. These guys were bike en;
thusiasts and therefore were aware of the problems that they personally encountered, as well,
as the problems their friends encountered, in using bikes that relied on the current technol-
0gy. It could be that these individuals were using their bikes in a way that was not antici-
pated by the bike manufactorers, such as taking them off-road and exploring rough terrain,

Market research would not likely have revealed this information about deficiencies in
the current technology. Tt is difficult for people to articulate the need for something that
does not exist. Besides, the manufacturers may have dismissed any information that they
received. For example, “Of course the frame broke, this idiot was going 30 miles per hour
down a stony hiking track” It was because these bike enthusiasts had an intimate knowl-
edge of the market and customers’ attitudes and behaviors that they were able to bring
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technological knowledge
Possession of
information, technology,
kmow-how, and skills that
provids insight into ways
1o cteate new knowledge

together resources in a way that provided a solution to customers’ dissatisfaction—the
mountain bike represented a solution and opened up a new market.

Technological Knowledge Technological knowledge is also a basis for generating new
entry opportunities. Technological knowledge refers to the entrepreneur’s possession of in-
formation, technology, know-how, and skills that provide insight into ways to create new
knowledge. This technological knowledge might lead to a technology that is the basis for a
new entry, even though iis market applicability is unobvious,

Por example, the laser was invented over 30 years ago and bas led to many new entry
opportunities. Those with expertise in laser technology are more able to adapt and improve
the technology and in doing so open up a potentially attractive market. Laser technology
has been adapted to navigation, precision measurement, [music recording, and fiber optics.
In surgery, laser technology has been used to repair detached retinas and reverse blind-
ness. Those new entries were detived from the knowledge of laser fechnology, and market
applicability was often of only secondary consideration.®

Similarly, the initial reaction to the invention of the computer was that its market was
cather limited. If we investigate the application of the computer to one industry, we can see
the sort of new markets that bave arisen from the further development of computer tech-
nology. Computers are used in the aviation industry to conduct aerodynamic research to
find efficient aircraft designs; in the automation of the navigation and flying functions of
pilots, such as the antopilot; in the radar system used by air traffic control; in flight simu-
lators used by airlines to train pilots on new aircraft; and in the cornputer network system
for ticketing and tracking baggage (although my bags still seert to get Jost).”

Thetefore, technological knowledge has led to technological advancement that in many
ways has created new markets rather than generating a technology to satisfy an nnmet mar-
ket need. Often these technologies were created by people wanting to advance knowledge,
without concem for commercial applicability. Other times, a technology has been invented
for a specific and narrow purpose only to find out later that the technology has broader im-
plications. For example, Tang, froeze-dried coifee, Velcro, and Teflon were all products in-
vented for the space program but were found to have broader applications. .

Tn sum, a resource bundle is the basis for a new entry. This resource bundle is created
from the entrepreneur’s market knowledge, technological knowledge, and other resources.
The new eniry has the potential of being a source of sustained superjor firm performance
if the resource bundle underlying the new entry is valuable, rare, and difficult for others
fo irnitate. '

Assessing the Aftractiveness of a New Entry Opporiunity

Having created a new resource combination, the entrepreneur needs to determine whether
it i€ in Tact valuable, rare, and inimitable by assessing whether the new product and/or the
new market are sufficiently attractive to be worth exploiting and developing. This depends
on the level of information on a new entry and the entrepreneur’s willingness to make a de-

cision without perfect information. - s
%

Informnation on a New Enfry

Prisr Knowledge and Information Search The prior market and technological
knowledge used to create the potential new entry can also be of benefit in assessing the
attractiveness of a particular oppottunity. More prior knowledge means that the enirepre-
neur starts from a position of Jess ignorance about the assessment task at hand. That is,
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AS SEEE‘\E IN ENTREPREME&JR MAGAZENE
._ELEVATOR PITCH FOR PROJECT ALABAMA

'A Wealthy frrend has asked you 1o keep your eye. ' Alabama and find ”qurltmg CEfCEeS" that could

out for attractive businesses in which shecaninvest. =~ lend a hand {she now lives in both New York

- Your wealthy 'fnend is very busy and you only want . . and Alabama but spends most of her tlme m

to introduce those businesses that are genuinely at- Alabama).

“tractive. After hearing the followmg pitch, would Recycled Goods Pro;ect Alabama’s growth necessi-

you introduce Natalie and Enrico to your weaithy tates branching out to include new materials, .

frlend? - ) - " but the core of the collection is made from recy-

' cled cotton jersey T-shirts, Retalllng for $250 to
$4,000, their target has always bee_n high-end.
“We made a conscious effort to contact those
‘type of stores,” explains Chanin. “Luckily, we
had some of the world’s best stores buy from
the beginning, like Barneys New York and
Browns.in London.” u

- Supplies Needed “Project Alabama consists of two
components: the use of recycled’ materials and
the quality of handwork,” says Chanin, speaking

- proudly of the 120 women who subcontract

stlt_chwork, “The kind of pride they have in each
and every piece is rare.”

_ Entrepreneurs Natalie Chanin (41) and Enrico
" Marone-Cinzano (39), co- -founders of PTOJEC‘t
“Alabama'in Florence Alabama
Descrlpt;on ‘Clathing company that Iarge!y uses recy—'
" cled ‘materials '
. Start-Up 2000 for $20,000 7
Sales Projecting $1.5 million in 2003
* Helping Harids Heading to a party one night,’
Chanin hand-sewed a T-shirt and was hooked."

* With a costume design anid fashion stylist back-
ground, Chanin joined forces with co-founder
Marone-Cinzano, a businessman with experience
in finance and marketing. She was unable to

find a manufacturer in New York to do the . . . .

hand k—h {lection’ bl t Source; Reprinted with permission of Entrepreneur Media, Inc.,
anawork—ner coilection’s resemblance to “Natalie Chanin and Enrico Marone-Cinzano,” by April Y. Pennington,

quilting Inspired Chanin to return to her native February 2003, Entrepreneur magazine: www.entreprenent.comn,

less information needs to be collected to reach a threshold where the entrepreneur feels
comfortable making a decision to exploit or not to exploit.

- Knowledge can be increased by searching for information that will shed some light on
the atiractiveness of this new eniry opportunity. Interestingly, the more knowledge the en-
trepreneur has, the more efficient the search process. For example, entrepreneurs who have
a large knowledge base in a particular arca will know where to look for information and
will be able to quickly process this information into knowledge useful for the assessment.

The search process itself represents a dilemma for an entrepreneur, On the one hand, a
longer search period allows the entrepreneur time to gain more information about whether
this new entry does represent a resource bundle that is valuable, rare, and difficult for oth-
ers to imitate. The more information the entrepreneur has, the more accurately she or he
can assess whether sufficient customer demand for the product can be generated and
whether the product can be protected from imitation by competitors.

However, there are costs associated with searching for this information—costs in, both
money and time. For example, rather than deciding to exploit & new product, an entrepre-
neur may decide to search for more information to make a more accurate assessment of
whether this new product is an attractive one for her; but while this entrepreneur continues
with her information search, the opportunity may cease to be available.

window of epportunily
The petiod of time
when the environment
is favorable for
entreprencurs to exploita  Window of Opportunity The dynamic nature of the viability of a particular new entry
patticular new entey can be described in terms of a window of opportunity. When the window is open, the
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error of conunission
Negative outcome from
acting

ervor of omission
Negative outcome from
not acting
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environment is favorable for entrepreneurs to exploit a particular new product or to enter a
new market with an existing product; but the window of opportunity may close, leaving the
environment for exploitation unfavorable. An example of a window of opportunity closing
is when another entrepreneur has entered the industry and erected substantial barriers to
entry and to imitation. While more information is desirable, the time spent in collecting
additional information increases the likelihood that the window of opportunity will close.

—

Comfort with Making a Decision under Uncertainty

The trade-off between more information and the likelihood that the window of opportu-
nity will close provides a dilemma for entrepreneuts. This dilemima involves a choice of
which error they prefer to commit: Do they prefer to commit an error of commission over
an error of omission, or vice versa?® An error of commission occurs from the decision to
pursue this new entry opportunity, only to find out later that the entrepreneur had overes-
timated his or her ability to create customer demand and/or to protect the technology from
imitation by competitors. The costs to the entrepreneur were derived from acting on the
perceived opportunity.

An error of omission occurs from the decision not to act on the new entry opportunity,
only to find out later that the entrepreneur had underestimated his or her ability to create
customer demand and/or to protect the technology from imitation by competitors. In this
case, the entrepreneur must live with the knowledge that he let an attractive opportunity slip
through his fingers,

Dacision to Exploit or Not to Exploit the New Eniry

As illustrated in Figure 3.2, the decision to exploit or not to exploit the new entry op-
portunity depends on whether the entrepreneur has what she or he believes to be suffi-
cient information to make a decision, and on whether the window is still open for this

. Level of
— . Infarmation - |
) on new entry -
Knowiedge ot Goho
P g o Window of - [ s peeel Go/no
. “opportunity et " ] go dec§3|on o
" stillopen o o io exp_l0|t new -
. coentry oL
. .Preference for '} NN SR
error: - . bl Tl < Comiartwith )
" Omigsion ' |—--rre— making decision |—
Coar . to ¢ lunderuncertainty | .
_Commisslon: me—
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new entry opportunity. A determination by an entrepreneur that she has sufficient infor-
mation depends on the stock of information (accumulated through search and from prior
knowledge) and on the level of comfort that this entrepreneut has with making the de-
cision without perfect information (which depends on a preference of one type of error
over another).

Itis important to realize that the assessment of a new entry’s attractiveness is less about
whether this opportunity “really” exists or not and more about whether the enirepreneur be-
lieves he or she can make it work—that is, create the market demand, efficiently produce
the product, build a reputation, and develop customer loyalty and other switching costs.
Making it work depends, in patt, on entrepreneurial strategies.

ENTRY STRATEGY FOR NEW ENTRY EXPLOITATION

The common catchphrase used by entrepreneurs when asked about their source of com-
petitive advantage is, “Our competitive advantage comes from being first, We are the first
movers.” Whether they are the first to introduce a new product and/or the first to create a
new market, these claims have some merit. Being first can result in a number of advantages
that can enhance performance. These include:

e First movers develop a cost advantage. Being first to offer and sell a particular
product to a specific market means that the first mover can begin movement down the
“experience curve.” The experience curve captures the idea that as a firm produces a
greater volume of a particular product, the cost of producing each unit of that product
goes down. Costs are reduced becanse the firm can spread its fixed costs over a greater
mumber of units (economies of scale) as well as learn by trial and error over time
(learning curve) to improve products and processes.?

o First movers face less competitive rivalry. Although first movers might inftially have
only a few customers, if they have correctly assessed the opportunity, the market wilt
grow rapidly. Even though competitors will enter this growing market, the market
share lost to new competitors will be more than compensated for by market growth. In
fact, in the growth stage of the market, firms are more concerned with keeping up with
demand than they are with taking actions, such as price cutting, to take market share
from others, '

o First movers can secure important channels. First movers have the opportunity to select
and develop strong relationships with the most important suppliers and distribution
channels. This may represent a barrier to those considering entry and may force those
who do eventually enter to use inferior suppliers and distribution outlets.

e First movers are better positioned to satisfy customers. First movers have the chance
to (1) select and secure the most attractive segments of a market, and (2) position
themselves at the center of the market, providing an increased ability to recognize,
and adapt to, changes in the market. In some cases, they may even (3) establish their
product as the industry standard,

o First movers gain expertise through participation. First movers have the opportunity to
(1) learn from the first generation of products and improve, for example, product ";
design, manufacturing, and marketing; (2) monitor changes in the market that might
be difficult or impossible to detect for those firms not participating in the market;
and (3) build up their networks, which can provide early information about attractive
opportunities, These learning opportunities may be available only to those
participating in the market. In this case, knowledge is gained through learning-by-
doing rather than through observing the practices of others (vicarious learning).
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leey sisccess factors  The
requirements that any
firm must meef to
successfufly compete in
a particular industry

" Firstmover - *Flrst-mover
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"Cost advantages
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‘Less competition -

‘Secure important channels . .. | Customer uncertainty .

i|- Prime position for customers

| shortlead time *

Expertise from participation - -

First movers do not always prosper. Many first movers with new products in new mar-
kets have been surpassed by firms that entered later. For example, in the market for video
recorders the first movers were Ampex and Sony, yet they were surpassed by JVC and
Matsushita. Similarly, in the ballpoint pen market the first movers (Reynolds and Ever-
sharp) disappeared, wheteas later entrants (Parker and Bic) have been highly successful.

As illustrated by the scales in Figure 3.3, there are forces pushing toward first-mover
advantages, but there are also environmental conditions that can push a first mover to-
ward performance disadvantages. When considering whether to be one of the first to en-
ter with a new product and/or into a new market, entrepreneurs must determine whether
the first-mover advantages outweigh the first-mover disadvantages. Such an assessment
depends on (1) the stability of the environment surrounding the entry, (2} the ability of
the entrepreneur to educate customers, and (3) the ability of the entrepreneur to erect
barriers to entry and imitation to extend the firm’s lead time. We now explore each of
these influences.

Environmental Instability and First-Mover (DisjAdvaniages

The performance of a firm depends on the fit between its bundie of resources and the
external environment, If there is a good fit between its resources and the extetnal environ-
ment, then the firm will be rewarded with superior performance; however, if the fit is poor,
then performance will also be poor. For example, if the entrepreneur offers a new product
that has attributes that the market does not value, then there is a poor fit between the firm’s
current product offerings and the external environment and performance will be poor®

To obtain a good fit with the external environment, the entrepreneur must first determine
the key success factors of the industry being targeted for entry. Key success factors are the
requirements that any firm must meet to.successfully compete in a particular industry. For
example, maybe the key success factor of an industry is superior service, or reliability, or
the lowest price, or having one’s technology adopted as the industry standard. However, the
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first mover will not know these key success factors in advance; rather, the entrepreneur
must commit the firm’s resources based upon his or her best guess of what these key suc-
cess factors might be. If the guess is correct and the environment remains stable, then the
firm has a chance of achieving success. However, if the environment changes, so too will
the key success factors, and, as a result, the entrepreneur’s prior commitment of resources
will be less effective and may even reduce the firm’s ability to recognize and adapt to the
new environment,

Environmental changes are highly likely in emerging industries. Emerging industries
are those industries that have been newly formed, As such, the rules of the game have
not yet been set. This means that the entrepreneur has considerable freedom in how he
or she achieves success, including establishing the rules of the game for the industry
such that the firm is at a competitive advantage. Until the rules of the game have been
established and the industry has matured (aged), the environment of an emerging indus-
try is often changing, Determining whether change will occur and the nature of that
change is often difficult for entrepreneurs because they face considerable demand un-
certainty and technological uncertainty. Even if the change is detected, it is difficult to
respond effectively.

Demand Uncerlainty First movers have little information upon which to estimate the
potential size of the matket and how fast it will grow. Such demand uncertainty makes
it difficult to estimate future demand, which has important implications for new venture
performance as both overestimating and underestimating demand can negatively impact per-
formance. By overestimating demand, the entrepreneur will suffer the costs associated with
overcapacity (there was no need to build such a large factory, for instance) and will find that
the market may be so small that it cannot sustain the entrepreneur’s business. By underes-
timating market demand, the entrepreneur will suffer the costs of undercapacity, such as not
being able to satisfy existing and new customers and losing them to competitors, or will
face the additional costs of incrementally adding capacity.

Demand uncertainty also makes it difficult to predict the key dimensions along which
the market will grow. For example, customers’ needs and tastes may change as the market
matures. If the entrepreneur is unaware of these changes (or is incapable of adapting to
them), then there is an opportunity for competitors to provide superior value to the cus-
tomers. For example, as the personal computer industry matured, thie key success factors
changed from reputation for quality to being the low-cost provider. Dell was able to create
a business model that enabled it to sell personal computers at a low price. Those that were
late to adapt to the change in customer demand and continued to rely primarily on their rep-
utation for quality were surpassed by Dell.

Entrepreneurs that delay entry have the opportunity to learn from the actions of first
movers without the need of incurring the same costs. For example, Toyota delayed entry
into the small-car market of the United States and was able to reduce demand nncertainty
by surveying customers of the market leader (Volkswagen) and using this information to
produce a product that better satisfied customers. ** Therefore, followers have the advantage
of more information about market demand. They also have more information about long-run
customer preferences because the additional time before entry means that the market is
more mature and customer preferences are more stable, Therefore, when demand is unsta-
ble and unpredictable, first-mover advantages may be outweighed by first-mover disad-
vantages and the entreprenenr should consider delaying entry. -

Technological Uncertainty First movers often must make a commitment to a new
technology. There are a number of uncertainties surrounding a new technology, such as




Entrepreneurship

76 PART 1 THE ENTREPRENEURIAL PERSPECTIVE

technological unceriuinty
Considerable difficulty
in accurately assessing
whether the technology
will perform and whether
alternate technologies
will emerge and leapfrog
over current technologies

whether the technology will perform as expected and whether an alternate technology
will be introduced that leaptrogs the current technology. If the technology does not perform
as expected, the entrepreneur will incur a number of costs that will negatively impact
performarce, for example, damage to the entreprenewr’s (and his or her firm’s) reputation
and also the additional R&D and production costs incurred by making necessary changes
to the technology,

Even if the technology works as expected, there is the possibility that a superior tech-
nology might be introduced that provides later entrants a competitive advantage. For ex-
ample, Docate] provided almost all the automatic teller machines in 1974, However, when
technology became available that allowed customers to electronically transfer funds, com-
panies such as Honeywell, IBM, and Burroughs were in a position to adopt the new tech-
nology and better satisfy customer demands. As a result, Docutel’s market share dropped
to 10 percent in just four years, !

Delayed entry provides entrepreneurs with the opportunity to reduce techrological
uncertainty. For example, they can reduce technological uncertainty by learning from the
first mover’s R&D program. This could involve activities such as reverse engineering the first
mover’s products. This provides a soutce of technological knowledge that can be used to
imitate the first mover’s produact (unless there is intellectual property protection) or to im-
prove upon the technology. Delayed entry also provides the opportunity to observe and
learn from the actions (and mistakes} of the fitst mover. For example, a first mover may en-
ter a particular market segment only to find out that there is insufficient demand to sustain
the business. The later entrant can learn from this failure and can avoid market segments
that have proved themselves to be unattractive. Therefore, when technological uncertainty
is high, first-mover advantages may be outweighed by first-mover disadvantages and the
entreprenewr should consider delaying entry.

Adaptation Changes in market derand and technology do not necessarily mean that first
movers cannot prosper. They do mean that the entrepreneny must adapt to the new environ-
mental conditions. Such changes are difficult. The entrepreneur will likely find it difficult
to move away from the people and systems that bronght initial success and toward new
configurations requiring changes to employees’ roles and responsibilities as well as
changes to systems. In other words, the organization has an inertia that represents a force
for continuation that resists change. For example, Medtronics was the market leader in
heart pacemakers but lost its position after it was slow to change from its existing technol-
ogy tc a new lithium-based technology, A new entrant, unconstrained by organizational in-
ertia, was able to exploit and penalize Medtronics for its tardiness.12

In addition, the entrepreneurial attributes of persistence and determination, which are so
beneficial when the new venture is on the “right course,” can inhibit the ability of the en-
treprenewr to detect, and implement, charige. For example, there is a tendency for entrepre-
neurs to escalate commitment; that is, when faced with a new technology, the entrepreneur
comimits moze resources to his or her current technology and reinforces the initial strategic
direction, rather than adopting the new technology and changing strategic direction,®®
which has the effect of accelerating the firm’s demise. Therefore, adaptation to changes in
the external environment is importaunt for all firms {especially first movers) but is 5Iten :]
very difficalt task to conduct in practice,

Customers’ Uncertainiy and Firsi-Mover (Dis)Advantages

Whether introducing a new product into an established market or an established product
into a new market, the entty involves an element of newness. Embedded in this newness is
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uncertainty for customers. They may be uncertain about how to use the product and
whether it will perform as expected. Even if it does petform, they may wonder to what
extent its performance provides benefits over and above the products that are currently be-
ing used. Customers, like most people, are uncertainty averse, which means that even if the
potential benefits of the new product are superior to existing produets, customers may stilt
ot switch from the old to the new because of the uncertainties described earlier, Therefore,
offering a superior product is not sufficient to enable a first mover to make sales ; the entre-
preneur must also reduce costomer uncertainties.

To do this, the entrepreneur can offer informational advertising that, for example, pro-
vides customers with information about how the product petforms and articulates the

_product’s benefits. The entrepreneur may even use comparison marketing to highlight

how the product’s benefits outweigh those of substitute products. If this approach works,
customers will be more likely to switch to the firm’s product. The “home shopping”
channels on television provide numerous examples of this informational advertising, For
example, an advertisement describes a set of plastic bags into which clothes (or other
things) may be inserted, and the air within the bags evacuated {usittg a vacuum cleaner),
which substantially reduces the volume of the clothes and allows more to be packed into
a suitcase (so much so that the weight of the case exceeds one’s ability to lift it, as I
learned by experience).

However, providing customers with information on the performance of a new product
does not always work, When the new product is highly innovative, as are the products that
create a new market, the customers may lack a frame of reference for processing this in-
formation.** For example, products developed for the purpose of national defense and for
other high-technology govertiment purposes may provide an opportunity for new entry but
require that customers be given a context for understanding their application. Teflon, de-
veloped for use in construction of the space shuttle, required customers to develop a new
frame of reference before they could understand how it performed as a nonstick surface in
frying pans and the benefits to them from this surface.5 Therefore, entrepreneurs may be
faced with the challenging task of creating a frame of reference within the potential cus-
tomers before providing informational advertising,

Potential customers’ uncertainty may also stem from the broader context in which the
product is to be used. For example, even if the potential customers understand how the prod-
uct performs, they are unlikely to purchase a product until they are convinced that the product
is consistent with enabling products, systems, and knowledge. For example, a customer
may know that a new software package provides more powerful spreadsheet functions and
at a lower price but will remain reluctant to purchase the new product until she or he knows
how long it will take to learn how to use the new software. In this circumstance, the entre-
preneur can educate customers through demonstration and documentation on how to use
the product. This could include an extensive tutorial as part of the software package as well
as a free “help line.

Those that decide to enter later face a market that is more mature and one in which cus-
tomers’ uncertainties have already been substantially reduced by those who pioneered
the market. In essence, by delaying entry into a market that Tequires considerable educa-
tion, the entrepreneur may be able to receive a free ride on the investments made by the first
movers.

However, it still may pay to be a first mover in this type of market if the educationa]
effort can be used for the firm’s advantage rather than to the advantage of the industry as a
whole. For example, education may direct customer preferences in ways that will give the
firm an advantage over potential customers e.g., it may create an industry standard around
the firm’s products); it might enable the entreprencur to build a reputation as “founder,”




DO THE RIGHT THING

WELL BY DOING GOOD L

Charlie. Wilson is trying to run an ethical business.
He's made social responsibility part.of the mission
statement at his $1.6 million Houston-based salvage

' SMART ENTREPRENEURS ARE DOING

company, SeaRail International Inc. And - he’s made-
“self-actualization”"—not wealth—his ultimate goal -

as an entrepreneur,

- But don’t mistake Wilson for some moralistic stick-

in-the-mud. H’s all about success. “Ethics is what's
spearheading our growth,” says Wilson. “It creates

an element of trust, familiarity and predictability'in .
the business. We're in an industry where a lot of peo- .
ple cut corners. | just don“t think that's good for busi- .

ness. You don’t get a good reputation doing things

that way. And eventually, customers don’t want to do

business with you.”

‘For years, ethics and business had a rocky mar-
riage. Ask entrepreneurs to talk about ethics, and the
responses ranged from scorn to ridicule. Here are
fotks who—by definition—like breaking the rules.
Suggesting that entrepreneurs should foliow a pre-
defined set of edicts was about as papular as asking
them to swear off electricity. But this may be changing.
Whether people are hung over from the freewheeling

805 'or_‘réf'l_ect_i'\{e about the coming millennium, talk
about values, integrity, and responsibility is not
only becoming acceptable in the business commu-

nity, it's almost required. . =
“This looks just like the quality movement of
20 years ago,” says Frank Walker, chairman of

'Indianapoiis—based Walker lnform'ation Inc., aresearch -

and_cdns_u!ting_ company that tracks customer satis-
faction and business ethics. “Customers need a way
to differentiate one firm from another.” For years,

the dominant point of differentiation has been
quality. Now, says Walker, “Everyone can deliver

quality, [so businesses] need to step up to a higher
plane.” o o :
Are the nation’s entrepreneurs ready to ascend to

new heights of ethical literacy and compliance? Well,

sort of. Although most entrepreneurs stifl aren’t try-
ing to unseat the likes of Socrates and Plato, many
are giving considergble thought to improving their
ethies, with hopes that doing good business will be
good for business as well.

Source: Reprlnted with permission of Entreprenenr Media, Fuc., “Do
the Right Thing,” by Gayle Sato Stodder, August 1998, Entrepreneur
magazine: Www.enirepreneur.com.

encouraging customer loyalty; and it could benefit the company through the erection of
other batriers to entry and imitation. We now explore the role of barriers to entry and imi-
tation in influencing the performance of an enirepreneur’s entry strategy.

Lead Time and First-Mover {Dis)Advantages

Being first to market might provide some initial advantages, but unless the entrepreneur
can stop or retard potential competitors from entering the industry and offering similar
products, the initial advantage will be quickly eroded, diminishing firm performance.
Entry barriers provide the first mover (and nobody else) with the opportunity to opetrate in
the industry for a grace period under conditions of Limited competition (although the firm

raust still battle for customers with firms that offer substitute
represents the first mover’s lead time. »
The lead time gives the entrepreneur a period of limited competition to best prepare the

lead ime  The grace

products). This grace period
%

period in which the first
Toover operates in the
industry under conditions
of limited competition
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firm for when competition does increase. This preparation could involve a concerted effort
to influence the direction in which the market develops to the advantage of the first mover.
For example, during the lead time the entrepreneur can use marketing to define quality in
the minds of existing and potential customers—a definition of quality that is highly con-
sistent with the entrepreneur’s products.
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Lead time can be extended if the first mover can erect barriers to entry. Important
barriets to entry are derived from relationships with key stakeholders, which may dissuade
entry by (potential} competitors. This can be done by:

Building customer loyalties. First movers need to establish their firms and their
products in the minds of their customers and thus build customer loyalty. Such
customer loyalty will make it more difficult and more costly for competitors

to enter the market and take the first mover’s customers. Loyalty is sometimes
established when customers associate the industry with the first mover. For
example, Japanese heer drinkers associated “super-dry beer” with the pioneer of

a new form of beer, Asahi, This customer loyalty made it more difficult for others,
including the dominant beer producer (Kirin}, to enter the super-dry market and
gain market share.

Building switching costs. First movers need to develop switching costs in an effort
to lock in existing customers. This is a mechanism by which customer loyalty is
enhanced. Reward programs, such as frequent flyer points with a particular airline,
establish for the customer a financial and/or emotional attachment to the first mover,
which makes it costly for the customer to switch to a compeiitor.

Protecting product unigqueness. If the uniqueness of the product is a source of advantage
over potential competitors, then first movers need to take actions to maintain that
uniqueness. Intellectual property protection can take the form of patents, copyrights,
trademarks, and trade secrets (detailed in Chapter 6).

Securing access to important sources of supply and distribution. First movers that
are able to develop exclusive relationships with key sources of supply and/or key
distribution channels will force potential entrants to use less attractive alternatives
or even to develop their own. For example, Commercial Marine Products was the
first to find an infestation of a special kind of seaweed in Tasmania, Australia.
This scaweed is called wakame and is a staple food for Japanese and Koreans.
Commerical Marine Products was able to obtain an exclusive license to manage
and harvest this area of the Tasmanian coast, the only known location in Australia
(and possibly the Southern Hemisphere) where wakame was growing. Being '
first meant that Commercial Marine Products was able to secure the only source
of supply.

These barriers to enfry can reduce the amount of competition faced by the first mover.
Because competition typically puts downward pressure on prices and may increase mar-
keting costs, it usually results in reduced profit margins and 4 drop in overall profitability.
However, competition is not always bad; sometimes it can enhance the firm’s perform-
ance. Competition within an industry can have a positive effect on industry growth. For
example, competition among firms encourages them to become efficient and innovative to
create even more value in their products for customers. Increases in customer value
(whether from increases in product quality, lower prices, or both) will mean that more cus-
tomers will enter the new market. New customers might be added by entering interna-
tional markets. : -

Therefore, first movers need to keep in mind that they might win the battle by lowering
the level of potential competition within an industry through the creation of barriers to
entry but lose the war because insufficient customers are willing to substitute info the new
industry. Under these conditions the first mover should consider allowing a number of comn-
petitors into the industry to share the pioneering costs and then working together to erect
barriers to subsequent entry by potential competitors.
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PROV]DE ADVICE TO AN ENTREPRENEUR ABOUT BEING MORE INNOVAT!VE

When 'Neil Frankli‘n began offerlng round~the-clock
telephone customer service in 1998, customers ioved

it. The offering fit the strategic direction Franklin had-

in mind for Dataworkforce, his Dallas-based telecom-
_‘r_riunicat'ions-engineer staffing agency, so he invested
in a phone systein to route after-hours calls to his 10
employees’ horne and mabile phenes. Today, Franklin,
- 38, has nearly 50 employees and continues to explore
ways to improve Dataworkforce’s service. Twenty-
four-hour phone service has stayed, but other trials
have not. One failure was developing individual Web

sites for each customer. “We took it too far and spent

$30,000, then abandoned it,” Frankiin recalls. A try at

globally extending the brand by advertising in major .
“It worked pretty .

world cities was also dropped.
well,” Franklin says; “until you added up the cost.”

Franklm s efforts are similar to an approach called
a “portfolio of initfatives” strategy. The idea, accord-
ing to Lowell Bryan, a principal in McKinsey & Co.,
the New York City consulting firm that developed it,
is to always have a number of efforts under way to
offer new products and services and attack new mar-
kets or otherwise implement strategies, and to ac-
tively manage these experiments so you don’t miss an
oppoertunity or overcommit to an unproven idea.

The portfolio of initiatives approach addresses a
weakness of conventional business plans—that they
make assumptions about uncertain future develop-
ments, such as market and technological trends,
customer responses, sales, and competitor reactions.
Bryan compares the portfolio of initiatives strategy to
the ship convoys used in World War I} to get supplies
across oceans. By assembling groups of military and
transport vessels and sending them in a mutually sup-
portive group, planners could rely on at least some
reaching their destination. In the same way, entre-
preneurs with a portfolio of initiatives can expect
some of them to pan out.

MAKING A PLAN

Three steps define the portfolio of initiatives ap-
proach. First, you search for initiatives in which you
have or can readily acquire a familiarity advantage—
meaning you know more than competitors about
a business. You can gain familiarity advantage using
low-cost pilot programs and experiments ot by part-
nering with more knowledgeable allies. Avoid busi-
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nesses fn’ Whlch you can't acqu:re a fammarlty advan— '
tage, Bryan says.

After you identify fam[harlty-advantaged m;tla-
tives, begin investing in them using a disciplined, dy-
namic management approach. Pay attention to how
initiatives relate to each other. They should be diverse
enough that the failure of one won't endanger the
others, but should also all fit into your overall strate-
gic direction. Investments, represented by product de-
velopment efforts, pilot programs, market tests, and
the like, should start small and Increase only as they
prove themselves. Avoid overinvesting before-initia-
tives have proved themselves. The third step is to pull
the plug on initiatives that aren't working out, and
step up investment in others. A portfolio of initiatives
will work in any size company. Franklin pursues 20 to
30 at any time, knowing 90 percent won‘t pan out.
*The main idea is to keep those initiaﬁves running,”
he says. “If you don't, you're slowing down.”

ADVICE TO AN ENTREPRENEUR

An entrepreneur who wants his firm to be more in-
novative has read the above article and comes to you
for advice:

1. This whole idea of experimentation seems to
make sense, but all these [ittle fallures can add
up, and if there are enough of them, then this
could lead to one big failure—the business going
down the drain. How can | best get the advan-
tages of experimentation in terms of innovation
while also reducing the costs so that | don't run
the risk of losing my business?

2. My emptoyees, buyers, and suppliers like working
for my company because we have a lot of wins. |
am not sure how they will take it when our com-
pany begins to have a lot more failures (even if
those failures are small}—it is a psychological
thing. How can | handle this trade-off?

3. Even if everyone else accepts it, | am not sure
how | will cope. When projects fall it hits me
pretty hard emotionally. Is it just that I am net cut
out for this type of approach?

Source; Reprinted with permission of Entrepreneur Media, Inc.,
“Worth a Try. Who Knows What’s Going to Work? So Put as Many
Ideas as You Can to the Test,” by Mark Henricks, February 2003,
Entreprenenr magazine: www.enfreprensur.com.




Entrepreneurship, Eighth Edition

'i'he probability,

pe A choice about
hjci_a customer greups
serve and how to serve
o

CHAPTER 3 ENTREPRENEURIAL STRATEGY: GENERATING AND EXPLOITING NEW ENTRIES 81

RISK REDUCTION STRATEGIES FOR NEW ENTRY EXPLOITATION

A pew entry involves considerable risk for the entrepreneur and his or her firm. Risk here

. refers to the probability, and magnitude, of downside loss,'® which could result in bank-

raptey. The risk of downside loss is partly derived from the entrepreneur’s uncertainties
over market demand, technological development, and the actions of competitors. Strategies
can be used to reduce some or all of these uncertainties and thereby reduce the risk of
downside loss. Two such strategies are market scope and imitation.

Market Scope Strategies

Scope is a choice by the entrepreneur about which customer groups to serve and how to
serve them.!” The choice of market scope ranges from a narrow- to a broad-scope strategy
and depends on the type of risk the entrepreneur believes is more important {o reduce.

Narrow-Scope Stralegy A narrow-scope strategj/ offers a small product range to a
small number of customer groups to satisfy a particular need. The narrow scope can reduce
the risk that the firm will face competition with larger, more established firms in a number
of ways. ' _

* A narrow-scope strategy focuses the firm on producing customized products, localized
business operations, and high levels of product quality. Such outcomes provide the
basis for differentiating the firm from larger competitors who are oriented more toward
mass production and the advantages that are derived from that volume. A narrow-scope
strategy of product differentiation reduces competition with the larger established
firms and allows the entrepreneur to charge premivm prices.

By focusing on a specific group of customers, the entreprenenr can build up
specialized expertise and knowledge that provide an advantage over companies that
are competing more broadly. For instance, the entrepreneur pursuing a Narrow-scope
strategy is in the best position to offer superior product quality, given his or her
intimate knowledge of the product attributes customers desite most. )

» The high end of the market typically represents a highly profitable niche that is well
suited to those firms that can produce customized products, localized business
operations, and high levels of product quality. From the first point listed, we know that
firms pursuing a narrow-scope strategy are more likely to offer products and services
with these attributes than are larger firms that are more interested in volume.

&

However, a narrow-scope strategy does not always provide protection against competi-
tion. For example, the firm may offer.a product that the entreprencur believes is of superior
quality, yet customers may not value the so-called product improvements or, if they do per-
ceive those improvements, they may be unwilling to pay a premium price for them, prefer-
ring to stick with the products currently being offered by the larger firms. That is, the
boundary between the market segment being targeted by the entrepreneur and that of the
mass market is not sufficiently clear and thus provides liitle protection against competition,

Furthermore, if the market niche is atiractive, there is an incentive for the largé”{: and
more established firms (and all firms) to develop products and operations targeted at this
niche. For example, a larger, more mass market-oriented firm might create a subsidiary to
compete in this attractive market segment.

Although a narrow-scope strategy can sometimes reduce the risks associated with
competition, this scope strategy is vulnerable to another type of risk: the risk that market de-
mand does not materialize as expected and/or changes over time. For example, a narrow-scope
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strategy focuses on a single customer group (or a small number of customer groups), but if the
market changes and decreases substantially the size and attractiveness of that market segment,
then the firm runs a considerable risk of downside loss. Having a narrow-scope strategy is like
putting all your eggs in one basket. If that basket is fandamentally flawed, then all the eggs
will be dropped and broken. A broad-scope strategy, on the other hand, provides a way of
managing demand uncertainty and thereby reducing an aspect of the entrepreneur’s risk,

Broad-Scope Strategy A broad-scope strategy can be thought of as taking a “portfolio™
approach to dealing with uncettainties about the attractiveness of different market seg-
ments. By offering a range of products across many different market segments, the entre-
prenenr can gain an understanding of the whole market by determining which products are
the most profitable. Unsuccessful products (and market segments) can then be dropped and
resources concentrated on those product markets that show the greatest promise. In
essence, the entrepreneur can cope with market uncertainty by using a broad-scope strategy
to Iearn about the market through a process of trial and error.!®

The entrepreneur’s ultimate strategy will emerge as a result of the information provided
by this learning process. In contrast, a narrow-scope strategy requires the entrepreneur to
have sufficient certainty about the market that he is willing to focus his resources on a small
piece of the market, with few options to fall back on if the initial assessment about the
product proves incorrect. Offering a range of producis across arange of market segments
means that a broad-scope strategy is opening the firm up to many different “fronts” of com-
petition. The entrepreneur may need to compete with the more specialized firms within nar-
row market niches and simultanecusly with volume producers in the mass market.

Therefore, a narrow-scope strategy offets a way of reducing some competition-related
risks but increases the risks associated with market uncertainties. In contrast, a broad-scope
strategy offers a way of reducing risks associated with market uncertainties but faces in-
creased exposure to competition. The entrepreneur needs to choose the scope strategy that
reduces the risk of greatest concern. For example, if the new entry is into an established
market, then competitors are well entrenched and ready to defend their market shares. Also
the market demand is more stable and market research can inform the entrepreneur on the
attractiveness of the new product with a particular group of customers. In this situation,
where the risk of competition is great and market uncertainties are minimal, a narrow-scope
strategy is more effective at risk reduction.

However, if new entry involves the creation of a new market or entry into an emerging
market, then competitors are more concerned with satisfying new customers entering the
market than on stealing market share from others or retaliating against new entrants. Also
there is typically considerable market uncertainty about which products are going to be
winnets and which are going to be losers. In this situation, a broad-scope strategy reduces
the major risk, namely, risks associated with uncertainties over customer preferences.

imitation Strategies

Why Do K7 Imitation is another strategy for minimizing the risk of downside loss asso-
ciated with new entry, Imitation involves copying the practices of other firms, whether
those other firms are in the industry being entered or from related industries. This idea of
using imitation strategies to improve firm performance at first appears inconsistent with the
argurnent at the start of the chapter that superior performance arises from the qualities of
being valuable, rare, and inimitable. An imitation strategy cannot be rare or inimitable.
Although this may be true, an imitation strategy can still enhance firm performance be-
cause a successful new entry does not need o be valuable, rare, and inimitable in terms of
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every aspect of the firm’s operations. Rather, imitation of others’ practices that are periph-
erd] to the competitive advantage of the firm offers a number of advantages,

Entrepreneurs may simply find it easier to imitate the practices of a successful firm than
to go through the process of a systematic and expensive search that still requires a decision
based on imperfect information.’® In essence, imitation represents a substitute for individ-
ual learning and is well illustrated by the following quote from the president of Rexhaul
Industries (a firm that sells cheaper recreational vehicles than its competitors): “In this
industry, we call it R&C: research and copy.”??

Imitating some of the practices of established successful firms can help the entrepreneur de-
velop the skills necessary to be successful in the industry, rather than attempting to work out
which skills are required and develop these skills from scratch. This use of imitation allows the
entrepreneur to quickly acquire the skills that will be rewarded by the industry without neces-
sarily having to go through the process of first determining what those key success factors
actually are. Itis a mechanism that allows the entrepreneur to skip a step in the stages of solv-
ing a puzzle (or at least to delay the need, and the importance, of solving that particular step).

Imitation also provides organizational legitimacy. If the entrepreneur acts like a well-
established firm, it is likely to be perceived by customers as well established. Fmitation is a
means of gaining status and prestige. Customers feel more comfortable doing business with
firms that they perceive to be established and prestigious. This is particularly the case for
service firms. For example, a new consulting firm will need to go out of its way to look Like
an established prestigious firm, even though some of its trappings (e.g., a ptime location of-
fice, leather chairs and couches, and a well-tailored suit) put a strain on resources and are
only incidental to the quality of the service.

Types of Imitation Strategies Franchising is an example of a new entry that focuses
on imitation to reduce the risk of downside loss for the franchisee. A franchisee acquires
the use of a “proven formula” for new entry from a franchisor. For example, an entrepre-
neur might enter the fast food industry by franchising a McDonald’s store in a new geo-
graphic location. This entrepreneur is intitating the business practices of other McDonald’s
stores (in fact, imitation is mandatory) and benefits from an established market demand; an
intellectual property—protected name and products; and access to knowledge of financial,
marketing, and managerial issues.

_This new entry is unique because it is the only McDonald’s store in a dedicated geo-
graphicat area (although it must compete with Burger King, KFC, etc,) More broadly, this
McDonald’s store is differentiated from potential competitors in the same geographic
space. Much of the risk of new entry for the entrepreneur has been reduced through this im-
itation strategy (Chapter 14 discusses franchising in more detail).

Franchising is not the only imitation strategy. Some entrepreneurs will attempt to copy
successful businesses. For example, new entry can involve copying products that already
exist and attempting to build an advantage through minor variations. This form of imitation
is often referred to as a “me-100” strategy. In other words, the successful firm occupies a
prime position in the minds of customers, and now the imitator is there too and hopes to be -
considered by the customers. Variation often takes the form of making minor changes to the
launch product being offered, taking an existing product or service (which is unprot’%cted
by intellectual property rights) to a new market not cutrently served, or delivering the product
to customers in a different way, ‘

Ice oream shops are an example of a “me-too” imitation strategy, where new entrants
have imitated successful stores but have also been able to differentiate themselves from
those already in the industry by offering some form of variation. We have seen compet-
ing ice cream shops imitate each other by offering similar shop layouts and locations
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(e.g., inside malls), the same choice of flavors and cones (e.g., waffle cones), and similar
promotional strategies (such as, “Taste before you buy”). Often the point of variation is sim-
ply the location of the store.

In the ice cream retail industry we have noticed that new entrants are increasingly re-
lying on even greater levels of imitation to provide the necessary competitive advantage—
more and more new entrants are entering into a franchise agreement with Baskin-Robbins,
H#agen-Dazs, or other interpational franchisors, These franchisors have introduced a
national or global brand name and reputation (previously only regional), standardized
operating procedures, interstore communication, and economies of scale in marketing. 2!

However, a “me-too” imitation strategy might be more difficult to successfully imple-
ment than first expected. The success of the firm being copied may depend on its underly-
ing organizational knowledge and corporate culture. Peripheral activities may not produce
the desired outcomes when used in a different organizational context. Furthermore, entre-
preneurs are often legally prevented from other avenues of imitation, such as the use of reg-
istered trademarks and brand names.

Overall, an imitation strategy can potentially reduce the entrepreneur’s costs associated
with research and development, reduce customer uncertainty over the firm, and make the
new entry look legitimate from day one. In pursuing an imitation strategy for new entry, the
entrepreneur should focus on imitating those elements of the business that are not central
to the firm’s competitive advantage. These central aspects of advantage must be valuable,
rare, and inimitable for the firm to achieve high performance over an extended petiod of time.

Managing Mewness

New eniry can occur through the creation of a new organization. The creation of a new
organization offers some challenges not faced by entrepreneurs who manage established
lighitities of newness firms. These labilities of newness arise from the following unique conditions.
" Negative implications
arising from an
organization's newness

» New organizations face costs in learning new tasks. It may take some time and training
to customize employees’ skills to the new tasks they are asked to perform.

= As people are assigned to the roles of the new organjzation, there will be some overlap
or gaps in responsibilities. This will often cause conflict until the boundaries around
particular roles are more formally set (once management has gained sufficient
knowledge to do so) and/or until they have been informally negotiated by the parties to
the conflict.

= Communication within the organization occurs through both formal and informal
channels. A new organization has not yet had the opportunity to develop informal
stractures, such as friendships and organizational culture. It takes time for a new firm
to establish these informal structures.

Managing a new firm requires special attention to educating and training employees 50
that their knowledge and skills will develop quickly to meet the needs of their tasks, to fa-
cilitate conflicts over roles, and to foster social activities that will in turn quickly foster in-
formal relationships and a functional corporate culture. If these liabilities of newness can

gssets of newness be overcome, then the entrepreneur can benefit from some assets of newness. Thése assels
Positive implications acknowledge the advantages that a new organization has over a mature one, parti&llarly in
atising from an environments that are changing. ‘

organization’s newness Although mature organizations have established routines, systems, and processes that

increase the efficiency of their operations, these routines, systems, and processes can be 2
Hability when there is a need for those firms to adapt to changes in their environment. Pre-
vious practices create a momentum along the same path, and redirection is difficult. Matare
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firms also find it difficult to attain new knowledge because their thoughts are narrowed by
what has been done in the past and what they are good at rather than by the external envi-
ronment and what is needed.

In contrast, new firms find that their lack of established routines, systems, and processes
means that they have a clean slate, which gives them learning advantages over older firms 22
They do not need to uniearn old knowledge and old habits to learn new knowledge and create
the new routines, systems, and processes that are more attuned with the changed environment.

A heightened ability to learn new knowledge represents an important source of compet-
itive advantage that needs to be fostered by the entrepreneur. It is particularly advantageous
in a continuously changing environment because the firm needs to incrementally build jts
strategy as it learns information while acting, Previous strategic planning will not be suc-
cessful in such environments because the development of such an environment is not know-
able in advance (unless the entrepreneur is extremely lucky).

Therefore, although entrepreneurs must be aware of, and manage, liabilities of newness,
it is not all doom and gloom. Rather, new ventures have an important strategic advantage
over their mature competitors, particularly in dynamic, changing environments, Entrepre-
neurs need to capitalize on these assets of newness by creating a learning organization that
is flexible and able to accommodate this new knowledge in its future actions. This shifts the
emphasis in understanding firm performance from a heavy reliance on strategic plans to
greater emphasis on the strategic learning and flexibility of the entrepreneur and his or her
management ieam,

IN REVIEW

SUMMARY

One of the essential acts of entrepreneurship is new entry—entry based on a new
product, a new market, and/or a new organization. Entrepreneurial strategies repre-
sent the set of decisions, actions, and reactions that first generate, and then explokt
over time, a new entry in a way that maximizes the benefits of newness and minimizes
its costs. The creation of resource bundlesis the basis for new entry opportunities. A re-
source bundle is created from the entrepreneur’s market knowledge, technological
knowledge, and other resources. The new entry has the potential of being a source of
sustained superior firm performance if the resource bundle underlying the new entry
is valuable, rare, and difficult for others to imitate. Therefore, those wishing to gener-
ate an innovation neéd to loock to the unique experiences and knowledge within
themselves and their team. . o :

Having created a new resource combination, the entrepreneur needs to determine
whether it is in fact valuable, rare, and inimitable by assessing whether this new prod-
uct and/or new market is sufficiently attractive to be worth exploiting and then acting
on that decision. The decision to exploit or not to exploit the new entry opportunity
depends on whether the entrepreneur has what she or he believes to be sufﬁcie”fgt in-
formation to make a decision and on whether the window is still open for this new en-
try opportunity. The entrepreneur’s determination of sufficient information depends
on the stock of information and the entrepreneur’s level of comfort in making such a
decisioh without perfect information.

Successful new entry requires that the entrepreneur's firm have an advantage over
competitors. Entrepreneurs often claim that their competitive advantage arises from
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being first to market. Being first.can result in a number of advantages that can enhance

performance, stich as cost advantages, reduced competition, sécuring important sources

of supply and distribution, obtaining a prime position in the market, and gaining ex-

. pertise through early participation. But first movers do not always prosper, and in fact

. there are conditions that can push a first mover toward: performance disadvantages,

such as high instability of the environment surrounding the entry, a lack of ability among

- the management team to educate customers, and a lack of ability among the man-
agement team to erect barriers to entry and imitation to extend the firm’s lead time.

* A new entry involves considerable risk for the entrepreneur and his or her firm. This
risk of downside loss is partly derived from the entrepreneur’s uncertainties over market
demand, technological development, and the actions of competitors. Strategies can be
used to reduce some or all of these uncertainties and thereby reduce the risk of down-
side loss. Two such strategies are market scope and imitation. Scope is a choice by the en-
trepreneur about which customer groups to serve and how to serve them—for example,
the choice between a narrow and a broad scope. Imitation involves copying the prac-

- . tices of other firms, whather those other firms are in the industry being entered or in
related industries; for instance, "me too” and franchising are both imitation strategies.
Entrepreneurship also can involve the creation of a new organization. The creation
of a new organization offers some challenges for entrepreneurs that are not faced by
those who manage established firms. These challenges, referred to as liabilities of new-
ness, reflect a new organization’s higher costs of learning new tasks, increased conflict
over newly created roles and responsibilities, and the lack of a well-developed infor-
mal communication network. However, new organizations also may have some assets
of newness, the most important of which is an increased ability to learn new knowl-
edge, which can provide an important strategic advantage over mature competitors,
particularly in dynamic, changing environments.

RESEARCH TASKS

1 Choose three major inventions that have led to successful products Who were the
inveritors? How did they invent the technology'? Why do you believe they were
the first to invent this technology?

2. Find three examples of firms that pioneered a new product in a new market and
'were able to achieve long-run success based on that entry. Find three examples of
firms that were not the pioneers but entered later to eventually overtake the
pioneer as market leader. In your opinion, why were the successful pioneers
successtul, and why were the unsuccessful-ones unsuccessful?

3, What is the failure rate of all new businessés? What is the failure rate of all new
franchises? What inferences can you make from thesé numbers?

CLASS DISCUSSION

1. Come up Wlth fwe examples of flrms that have used imitation as a way of
reducing the risk of entry. What aspects of risk was imitation meant to reduce?
Was it-successful? What aspects of the firm were not generated by imitation, made
the firm unique, and were a potential source of advantage over competitors?-

2. Provide tivo examples of firms with a broad scope; two with a narrow scope, and
two that started narrow and became broader over time.
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-3. Is it a waste of time to detail the firm’s strategy in the business plan when the
audience for that plan (e.g., venture capitalists} knows that things are not going
to turn out as expected and, as a result, places considerable importance on the
quality of the management team? Why not submit only the resumes of those in
the management team? If you were a venture capitalist, would you want to see
the business plan? How would you assess the quallty of one management team
relative to another?
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