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Abstract

This paper analyses the factors that play a role in determining entry of new firms into markets from a theoretical
point of view. We analyse the traditional interpretation of entry as a mechanism of re-equilibrating profits
towards their long-run level. Then, we concentrate on other theoretical approaches, showing how the
characteristics of technological innovation, the endowment of skills and competencies of the entrants, the role of
information signals, the phases of the industry life cycle, the sociological concepts of legitimization and
competition, and the psychological aspects might play fundamental roles in explaining new entry. The paper
debates possible cross-fertilizations among theories: The discussion results in some fruitful intertwinements
among the different relevant features about entry and spawns new collaborative and interdisciplinary research to
create additional knowledge about entry. Insights about international entrepreneurship (IE) are also discussed.
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1. Introduction

This paper analyses the process of entry of firms into markets from a theoretical point of view. Entry is a
common feature of all industries, and it represents a key aspect to be studied in order to understand industrial
turbulence (Geroski, 1995; Caves, 1998). In this paper we consider entry as a new appearance of a producing
firm in an industry in a country. Entry has increasingly been considered an international phenomenon: entry of
firms into new international markets has gained more attention among scholars in the last decades (see Keupp &
Gassmann, 2009; Cumming et al., 2009). Competition between local incumbents and both local and foreign
entering firms is the heart of the dynamics in the modern industries. Understanding entry of new firms directly
leads to the understanding of entry of firms into new international markets.

The idea that entry and entrepreneurship are complex and multidimensional phenomena is not new (e.g. Gartner,
1985; 1988; Bruyat & Julien, 2001; lbrahim, 2004; Pittaway, 2005; Davidsson, 2005; Landstrom & Lohrke,
2010). A single model and investigation would be too limited to assess such a complex issue. Different fields of
study have been interested in examining the essence of entrepreneurial activities: Despite the potential richness
that such a variegate mixture of disciplines brings, a major weakness is that in several cases researchers from one
discipline tended to ignore important studies in other disciplines (Bull & Willard, 1993). Therefore, many papers
claim the adoption of a multidisciplinary perspective to study entrepreneurship and international entry and
consider disciplinary diversity beneficial to researches (McDougall & Oviatt, 2000; Oviatt & McDougall, 2005;
Zahra et al., 2005).

Many reviews in different disciplines have been written about entry, entrepreneurship and international
entrepreneurship (IE) (see among others Casson, 1982; Gartner, 1985; Geroski 1995; Caves 1998; Coviello &
McAuley, 1999; Shane & Venkataraman, 2000; Swedberg, 2000; McDougall & Oviatt, 2000; Zahra & George,
2002; Acs & Audretsch, 2003; Coviello & Jones, 2004; Ireland & Webb, 2007). However, the development of
the researches have been mainly focused on issues specific to their discipline’s field.

We do not aim at developing a review of the reviews here: It would be a too much broad and loose task. On the
contrary, the aim of this paper is to identify a selected literature which we believe to be relevant in order to
investigate the determinants and conditions that characterise the process of entry of firms, and to propose a
framework of analysis for better understanding entry. Combining different views and methodologies is required
to make different features relevant, to provide a view of things that are not usually seen or that are seen in a
different way (Carroll & Hannan, 1995). Also, no single view reveals appropriate in the conceptual interpretation
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of internationalisation (Coviello & McAuley, 1999). Therefore, the original contribution of this paper is not the
proposal of a new model but the configuration of existing models in a different framework of study.

Our discourse does not pretend to be comprehensive; however, we claim that the analysis might be relevant for
those scholars interested in studying entry. First of all, because we claim that studies about entry need
disciplinary diversity to be comprehensive and beneficial (McDougall & Oviatt, 2000; Coviello & Jones, 2004;
Oviatt & McDougall, 2005; Zahra et al., 2005): Combining different views and methodologies is required to
make different features relevant. Secondly, because we point out some results which we believe to be useful for
the implementation of IE strategies and for IE researches. Our conclusions require studies on entry and IE to
focus on 3 aspects: a) to deepen the analyses on the explanations which lead firms to consider the expected level
of profits after entry larger than the entry cost: The role of capabilities is the key variable in these studies; b) to
tailor the analyses on the specific features of the given industry under examination: an operational and effective
study about entry and IE strategies need to be industry-specific; c) to explicitly give a crucial role to the
dynamics of the context and analysis: Entry and international entry strategies should be different according to
epoch of the evolution of the specific industry under consideration and management needs to monitor the
disclosure of information and manage the uncertainty in order to identify and act upon profit opportunities in
foreign market over the stages of the industry life cycle.

Some managerial considerations immediately follow, focussing in particular on the crucial role that dynamic
capabilities have in implementing effective strategies about entry decisions and international entrepreneurial
behaviours in heterogeneous dynamic contexts.

The paper is structured as follows: In the following section, we discuss some selected relevant theoretical
approaches on entry. First, we analyze the traditional interpretation of entry as a mechanism of re-equilibrating
profits towards their long-run level. Secondly, we present the psychological approach. Third, we present the
industry life cycle model. Then, we concentrate on the characteristics of a technological innovation, the
endowment of skills and competencies of the entrants, the role of information and its importance in determining
the timing of entry, and the sociological concepts of legitimization and competition. A concluding discussion
integrates and intertwine the relevant aspects which emerged about entry and IE. A section about managerial
implications concludes the work.

2. A “Round Table” among Theories about Entry

This section analyses the point of view of different theoretical approaches in explaining and interpreting the
entry process. Entry and IE are complex phenomena. The understanding of different theories is useful in order to
study and investigate complex phenomena, that necessarily need more than a single lens to be deeply understood.
Moreover, our approach is multidisciplinary: We investigate the relevant factors which explain entry according
to different methodological perspectives. We claim that integrating various theoretical and methodological
approaches from different disciplines could stimulate theoretical advancements in the knowledge about entry and
entrepreneurship and encourage collaborations among researchers from different fields.

2.1 Entry as a Profit-Driven Phenomenon

According to the traditional theories, entry of new firms occurs every time there is a level of profits in excess of
long-run equilibrium in the market. Therefore, newcomers are seen to exist purely as a response to the existence
of high profits, and the process of entry is considered a re-equilibrating function of the market: New firms,
stimulated by the existence of extra-profits, enter the industry and, in doing so, they push profits to their long-run
competitive level, where no more entry occurs. This approach is summarized by the typical orthodox model of
entry:

E; 27(Hejt_bj)+gjt 1)

where Ej; represents entry at time t in the j-th industry, y represents the speed of adjustment of entry to the
existence of extra profits, I1% is the expected level of profits after entry has occurred, b; is the level of the
so-called “limit profits”, that is, the long-run level of profits of the industry j protected by entry barriers without
attracting entry. Clearly, whenever I1%; > b;, there is a positive flow of entrants, E;>0.

There are many empirical results about the role of profits in stimulating new entry (Khemani & Shapiro, 1986;
Kessides, 1990; Barbosa, 2003; Orr, 1974; Duetsch, 1984). In this context, one observation does seem to be
generally accepted: In the debate among the economists about the role of the presence of high profits in inducing
new entry into the market, it is suggested that if there is a positive effect of high profits on entry, entry responds
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only slowly. There is a time lag in the entry decision as a response to the existence of high profits (Schwartz,
1986; Ghemawat, 1987; Barbosa, 2003).

The exploitation of profit opportunities is also considered the driving force of entry in a foreign market in IE
studies. In this context, IE has increased in the last decades because more efficient transportation and
communication technologies enabled the internationalisation of entrepreneurial opportunities, by increasing the
speed of the diffusion of information and knowledge about opportunities, and reducing the costs of the
movement of resources among countries (Oviatt & McDougall, 2005). Also, the motivating force to take
pre-emptive advantage of an opportunity in a foreign country, because of the risk that a local firms would
respond quickly and prevent other firms entry, influences the internationalisation speed of new entry.

The important contribution of this approach relates to the explanation of the existence of some kind of barriers to
entry which affect the entry process, represented by the term bj that indicates the level of profits sustainable in
the long-run at which entry is absent. Differences of profit rates among industries and countries need to be
explained by some restrictions to entry (Bain, 1956): It is exactly the existence of entry barriers (i.e. b;) that
prevents potential entrants from exploiting profitable market opportunities and allows established firms to obtain
super-profits. Basically, the nature of entry barriers is related to the combination of two conditions: the structure
of the industry and the incumbents’ responses to potential entry. While it is not the purpose of this paper to
explore the wide literature about entry barriers, it suffices to say here that in order to understand the process of
entry we need to study and consider explicitly the structural conditions of the industry and also the strategic
entry barriers (that is to say strategic behaviours of the incumbent firms put forth in order to keep the potential
entrants out of the market). With the proliferation of game theory in economics, the strategic interaction among
potential entrants and incumbent firms received much attention. Here, the concept of strategic barriers to entry is
crucial. The game-theoretic approach presents the same logic as the traditional view.

If we consider the entry decision as a complex phenomenon, then it is natural to claim that this approach seems
to be too stylised and too much oriented towards another phenomenon-i.e. entry barriers-to explain entry.

2.2 A Psychological Investigation

Economic models typically assume that economic agents behave rationally. Usually in mainstream economics
the hypothesis of perfect foresight and full rationality in the decision processes of consumers and firms takes the
form of maximising behaviour of a certain objective function, like utility or profits. This assumption represents
the skeleton of traditional thinking. Other models have been proposed in the economic literature and other
assumptions have been made about the economic behaviour, for example, bounded rationality, satisficing
behaviour, routinized decision rules and herd behaviours (Simon, 1982; Nelson & Winter, 1982; Banerjee, 1992;
Bikhchandani et al., 1992). Moreover, the empirical evidence shows that economic agents depart from the
perfect rationality assumption of the rational models and represent informational data in an unreliable and
incoherent way. An inspection of the use of alternative psychological assumptions in economic models is useful
also in interpreting the determinants and the process of entry of new firms as well as the internationalisation of
firms (Zahra et al., 2005).

A cognitive and psychological investigation of economic behaviour reveals the presence of biases about one’s
own abilities and competencies, in terms of technological skills or competitive competencies in general (Cooper
et al., 1988). The decision of entry undertaken by entrepreneurs can also be considered in the perspective of
these limitations. Also, the cognitive perspective about IE considers why some firms are able to bear better with
uncertainty in international environments and exploit international opportunities (Butler et al., 2010). The basic
explanation of the pattern of entry refers to the concept of “over-confidence” or “over-optimism”. The entry
phenomenon, according to this approach is a “knowledge-centred story” (Dosi & Lovallo, 1997), in the sense
that when entrepreneurs think they perceive the existence of opportunities in the industry, they decide to enter
the market because of the owned competencies that might make the opportunity profitable. The thought of
holding the necessary competencies in order to become profitable in the market competitive arena is related to
the ability to absorb uncertainty and to the knowledge of the firm. This is particularly relevant in the
international context, as claimed by Butler et al. (2010) because international entrepreneurship incorporates even
more uncertainty than domestic entrepreneurship.

Many experiments show that people think themselves to be more able in understanding complex situations than
they really are, and usually disregard others’ bad past experiences, thinking they are competent enough to control
complicated circumstances. The excess of unsuccessful entry, in fact, bears witness to the existence of some
distortions in the perception of the opportunity of such an entry choice: Otherwise, firms would take into account
the high probability of failure and try their luck less frequently. Entry decisions, however, are not merely
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mistakes originating from wrong forecasts carried out by “brave agents”: The hypothesis of risk-aversion still
holds. In this sense, over-confidence explains the co-existence of the risk-adverse attitude of agents with the
personal belief in succeeding where most other agents fail.

Replicating an industrial environment with an experimental model, Dosi and Lovallo (1997) investigate the
presence of psychological factors in influencing the entry decision. The participants to the experiment were
given information about the market, such that they were able to make predictions about the opportunities of entry.
Subsequently, participants were asked to predict the number of entrants and their entry decision. The experiment
was designed in order to create different situations: A random-ranked condition in which the participants were
given an order in which to make the entry decision, and a skill-based condition in which the participants were
assigned a quiz and the decision rank was defined with respect to the correct answers given by each subject. The
difference in the number of entrants in the two situations is the most interesting finding of the experiment, which
could signal the presence of more confidence about one’s own abilities in the skill-ranked situation. The results
of the experiment show that there was excess entry in the skill-based setting in every experiment that the authors
ran. Given that the participants made accurate forecasts on the number of entrants, the cause of this phenomenon
does not appear related to the so-called “blind spots”, but more likely it is the consequence of an over-confident
attitude of the subjects in the skill-based condition; they seemed to behave as if they were thinking “I realize that
on average people are going to lose money in this market, but I’'m not. I'm in!” (Dosi & Lovallo, 1997). Related
to this, a second result from the experiment shows the existence of a “reference-group neglect” phenomenon,
that is the presence of undervaluation of the abilities of other subjects in the group one is competing with. The
puzzling result is that “[...] in a sequential-entry environment, people are making a decision to enter knowing
with probability one that the value of the game to the player as a group is already negative!” (Dosi & Lovallo,
1997).

The psychological investigations are useful to study entry because they highlight that it is the perception about
own competencies that people think to hold which really drives the evaluation of the expected profit, and then
finally leads to the decision to enter or not. Some entrepreneurs may not hold crucial skills and competencies,
however they decide to enter into the market. The drawback of these studies is that they are usually
decontextualized, disregarding if over-confident behaviours vary depending on the specific context (technology,
epoch, national vs foreign market) under study.

2.3 The Industry Life-Cycle Theory

Extra-profits opportunities, technological conditions, the pattern of the entry process and IE are determined by
the stage of the development of the industry. At the beginning of the evolution, after the introduction of the
product, many industrial sectors experienced rapid flows of entry, which after a certain period started to level off,
and then decline when the industry went through its stabilization phase (Gort & Klepper, 1982; Klepper &
Graddy, 1990; Klepper & Miller, 1995; Klepper, 1996, 1997; Utterback & Suarez, 1993). Many industries’
evolution follows this particular path. Industries such as television, automobiles, tires, and radio, illustrate how
new firms comes in waves and usually peaks early in the development of the market, and entry by foreign firms
comes from large enterprises that gradually export and establish subsidiaries, exploiting economies of scale and
cost-advantages in the growth and maturity phases of the industry life cycle (Vernon, 1966).

The industry life cycle models (Jovanovic & MacDonald, 1994; Klepper, 1996) formally explain these
phenomena. This approach dates back to the seminal works by Utterback and Abernathy (1975), Abernathy and
Utterback (1978) on the product life cycle. The product life cycle theory explains the evolution of products from
birth through maturity: Typically, at the beginning, different variants of the product or design are available in the
market, and there is high uncertainty and little consensus about the performance and the relevant characteristics
of the products. As development proceeds, through a growth phase up to a maturity phase, specific product
designs become dominant (in some cases a single dominant design emerges), the product is more standardized
and the consumers’ needs become clear. In accordance with this, the industry’s characteristics also evolve
following different phases. The early phase is characterized by a radical innovation that gives birth to the
industry: Total output volume is very low, product innovations are frequent, market shares continuously change
and there are low entry barriers. At this stage, many new entrants enter the market, and the number of firms
grows rapidly. In the growth phase of the industry, output considerably grows, the number of versions of the
product decline and more investment is devoted to process innovation. Barriers to entry become significant,
entry rates slow down and exit typically leads to a shakeout in the number of producers. In the maturity stage,
output growth slows, market shares are stable, the industry is concentrated and the entry barriers are high.
Innovations tend to be fewer, and mainly concern the production process. In this context, the process of entry
levels off, and newcomers find it very difficult to compete with the incumbents.
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Klepper (1996) proposes an interesting explanation of the industry life cycle without referring to the concept of
dominant design. The model finds the firms’ innovative capabilities and the role of size in influencing R&D
investment decisions to be the key elements that shape the evolution of the market structure. Two plausible entry
paths emerge: In the first, the number of entrants reaches its maximum at the start of the industry and then it
declines (as happened in the television industry in USA), while according to the second path, the number of
entrants firstly rises over time and then it decays (as in the automobile and the tyre industries in USA). In both
situations, however, the number of new entrants becomes small (Figure 1).

Number of firms A

Total number of firms

Entry path 2
>t

Figure 1. Possible entry paths over the industry life cycle

Intuitively, the driving force of the model is given by the dependence of the returns of process R&D on firm size:
Bigger firms have more incentive to invest in process R&D because they would benefit from a cost reduction on
a larger output (for a formal description of the model see Appendix A). This leads the less innovative and
efficient firms to exit the market because the price falls over time as long as output expands. This means that
later entrants need to be relatively more efficient in product innovation in order to find entry profitable. However,
at some point in time the entry process stops, given that the potential entrants have a larger and larger cumulated
disadvantage with respect to incumbent firms.

What does this model tell us about entry? First of all, the basic determinant of the process of entry, given by the
profitability of the entry decision (IT%; >0, in Appendix A), is an explicit function of the innovative competencies
(si in Appendix A) of the firm. Firms are heterogeneous and consequently they respond differently to the market
opportunities and stimuli: it follows that the model is able to predict that entrants are different among them, and
that entry and exit are simultaneous. Moreover, entry and IT1%; depend on R&D investments. Product innovations
are typically introduced by newcomers, while process innovation is led by incumbent firms. The resulting rate of
innovation predicted by the model, including both process and product, is represented in Figure 2. Finally, the
process of entry is seen as a dynamic phenomenon, that follows different phases in accordance with the
evolution of the industry. In each of these stages different factors are relevant in explaining entry, and the
phenomenon of entry is seen and explained in connection with other structural characteristics of the industry, in
particular, product and process innovation.

Rate of Innovation 4
Product Innovation

Process Innovation

»
»

t
Figure 2. Product and process innovation over the industry life cycle

In this story, IE typically follows a stage evolution. The well-known Uppsala model describe the process of entry
of firms in new foreign markets as a sequence of international activities, beginning with occasional exports,
through regular exports, to the development of an international division and the establishment of a fully
integrated enterprise (Oviatt & MacDougall, 1994). Exploiting economies of scale in the home country, firms
start to internationalize by exporting in foreign markets. International competition becomes tougher and
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low-wage countries’ firms exploit low cost strategies in an international context. Subsequently, firms gradually
acquire knowledge about foreign markets and increase their commitment to these markets by establishing a sales
subsidiary or beginning production (Johanson & Vahine, 1977).

The staged development of firm internationalization has been criticized. Many firms skipped stages with
unexpected speed in their development of foreign divisions, and many other firms born global by seeking to
exploit their competitive advantage in multiple countries from inception (Oviatt & MacDougall, 1994). This
phenomenon seems to be particularly related to high-tech firms, as well as to changing economic, technological,
social conditions that increase the speed of information, communication and homogenization of markets. Again,
the study of technological change and innovations, the spread of information and knowledge firm-specific traits,
become crucial to add richness to our framework about entry and IE. We turn to these aspects in the following
sections.

2.4 Technological Regimes

Self-perception of technological competencies influence entry decisions, as mentioned in Section “A
Psychological Investigation”. Relatedly, the technological features of a given market are crucial in determining
entry choices. Since the last century, in “The Theory of Economic Development” (1934) Joseph Schumpeter
focused his attention on the role played by technological discontinuities and entrant firms in shaping the
evolutionary dynamics of industries. The “innovator entrepreneurs” play a crucial role in the dynamic process of
the capitalist economies: motivated by the expected profits associated with the introduction of the new
technology and, not less importantly, by their creative spirits and by their “personality”, they start up new firms
and destabilize the market, displacing the existing firms.

Following this view, then, it is possible to understand the economic process of industrial change as a continuum
of periods of dominance of a certain technology and its related incumbent firms, followed by a new
technological breakthrough and the entry of new firms displacing the old ones. According to this version of
events, the main determinant of the process of entry must be found in the opportunities opened up by the
technological innovations and by the innovative capabilities of the new entrants.

The concept of technological regimes (Nelson & Winter, 1982) emphasises the role of the technological
attributes of an industrial environment. Referring to the works of Schumpeter, “The Theory of Economic
Development” (1934) and “Capitalism, Socialism and Democracy” (1950), it is possible to distinguish two
different patterns of economic development. The first, related to the young Schumpeter’s view, describes the
process of economic change as a continuous unveiling of new products and innovations, displacing the existing
ones, by entrepreneurs associated with new firms. This is the famous notion of “creative destruction”, in which
“[...] new combinations are, as a rule, embodied in new firms which generally do not arise out of the old ones
but start producing beside them” (Schumpeter, 1934). Winter (1984) defined this view as the “entrepreneurial
regime”, contra-posed to the “routinized regime”. In the former, the innovative activity is carried out by
newcomers, who drive the existing firms into decline (Winter, 1984), while in the latter the innovative conditions
are favourable to established firms as the major source of innovation, as expressed by Schumpeter in “Capitalism,
Socialism and Democracy” (1950). In this latter case, then, established foreign firms might take advantage of
thier experience in discovering, enacting and exploiting opportunities that cross national borders, thus
internationalising their action. The ability of exploiting these opportunities depends both on the characteristics of
the knowledge and experience of the firm and on the characteristics of the technological regime.

Avre technological regimes country-specific or technology-specific? According to this line of research, then, the
determinants and causes of the process of entry of new firms need to be studied and understood with regard to
the specific technological environment under examination. Technological regimes are usually defined by the
combination of four different factors (Malerba & Orsenigo, 1995), i.e. technological opportunities,
appropriability conditions, cumulativeness of technical advances and dimensions of knowledge base. The
combination of these factors gives rise to the definition of two different patterns of innovative activities, named
“Schumpeter Mark I” or “widening”, and “Schumpeter Mark II” or “deepening”. Similarly to the analysis of
Winter (1984), these patterns are associated with the role played in the innovative activities by the new
innovators and by the incumbent firms, respectively.

Linked to the notion of technological regimes is the work of Audretsch (1995). Audretsch proposes, and
empirically tests, two different models of industry evolution. On the one hand, the model of “the conical
revolving door” shows that there is a flow of new entrants which after some periods exit the market, leaving the
incumbents in relatively the same condition as before the entry process occurred. On the other hand, there is the
model concerned with the “metaphor of the forest”, in which the new entrants displace the established firms and
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force them to exit the market. These two models are strictly related to the concept of technological regimes: the
first recalls the “Schumpeter Mark I1” regime, while the “metaphor of the forest” is closer to “Schumpeter Mark
I”. Industries such as electronics computing equipment and process control instruments, in which small firms
have an innovative advantage over large firms, conform to the metaphor of the forest. In other sectors, such as
pharmaceutical products and aircraft, large firms generate most of the innovative activity, thus being consistent
with the model of the revolving door (Audretsch, 2002).

What we learn from the technological regimes approach is that we cannot generalise the understanding of the
process of entry, disregarding the technological features of the industry: Some technological conditions favour
entry more than others. The introduction of a new technology represents new opportunities for existing firms as
well as for newcomers, for local firms as well as foreign ones. Entry is explained as a vehicle to exploit the
market opportunities opened up by the technological evolution of the industry, which brings new knowledge and
capabilities. According to this view, the process of entry is, then, competence-driven. The innovative expertise
and knowledge of the entrant firms, together with the technological conditions, represent the relevant aspects that
we have to study in order to understand the meanings and the determinants of entry.

This conclusion is robust across countries; that is to say, entrepreneurial activities generated by technological
opportunities are technology-specific and not country-specific (Malerba & Orsenigo, 1996).

2.5 Technological Change and Firms’ Competencies

The explanation given by the competence-enhancing and competence-destroying approach is strictly linked and
complementary to the technological regime theory. The focus of the analysis is again on the role of technology.
In addition, here, a distinction between which type of technological change occurs and the effects on the
competencies of firms are explicitly considered.

According to this approach, firms are repositories of knowledge and specific competencies, technological
changes affect the validity of competencies associated with the technology, and as a consequence the process of
entry of new firms is explained in terms of the type of the technological change. Distinguishing between the
concepts of competence enhancement and competence destruction is, then, of particular interest for the study of
the emergence of new firms in the industry and of the evolution of market structures.

Competence-destroying discontinuity is associated with new knowledge and capabilities deriving from the
utilisation of new technology, which differ from the expertise previously developed by the incumbents, and from
the know-how linked to existing products and production processes. On the other hand, competence-enhancing
technological change further improves upon the existing technology, building on the experience, skills and
competencies that have already been accumulated by the incumbent firms over time.

In the former case, the effect on the market structure is disruptive. New firms enter the market embodying the
new knowledge and technological expertise. They are revealed to be more effective and faster in the introduction
of the new technology, while the incumbent firms demonstrate a sort of lock-in into the old procedures and
existing technology. The existing technology is then rendered obsolete by the entrance of the new firms. The
result is the emergence and dominance of a new population of entrants, that displace the existing firms from the
market. This does not occur in a situation of competence-enhancing technical change, where incumbents can rely
on their experience and accumulated knowledge base, which turn out to be necessary in the process of exploiting
the new technology and competencies. Tushman and Anderson (1986) and Anderson and Tushman (1990)
examine the cases of different industries (cement, container glass, flat glass and mini-computer industries) in
which competence-destroying and competence-enhancing technological discontinuities shaped the evolution of
the market structure.

In presence of changes in the technological knowledge base, new firms may want to explore their knowledge
development across many countries. These new born-global firms internationalise from inception being faster
and more effective in the introduction of the new technology, with respect to the incumbents which are locked
into old procedures and routines (Autio et al., 2000; Zahra et al., 2000): their organizational capabilities and
innovativeness support their superior performance in various countries (Knight & Cavusgil, 2004). More
generally, many researches emphasised how IE activities are positively related to industries where rapid
technological change is common (McDougall et al., 2003). International entry focuses on the provision of
innovative, differentiated, high quality products and services, by using unique technological knowledge, thus
gaining a competitive advantage over domestic firms (Oviatt & McDougall, 1994, 1995; McDougall et al.,
2003).

What do we learn from this approach? Basically, we recognize the need to study entry by looking at the type of

52



www.ccsenet.org/ibr International Business Research \ol. 9, No. 2; 2016

technological change and more precisely at its effects on the firms’ competencies. According to this view, we can
say that the process of entry is competence-and knowledge-driven: Entry and IE occur because of their ability to
create, bring and explore new knowledge that generate profit opportunities. We conclude now that the type of
technological change and the effects on firms” knowledge is central in explaining which firms enter, when and
where. Many empirical works show how entry and survival are positively correlated with the endowment of new
entrant’s skills and knowledge. Barbosa (2003) finds that human capital variables have a stronger effect on entry
than profit ones. Briiderl et al. (1992) show that the survival probability of entrants seems to be positively related
to the education of the founding entrepreneurs, and Mata (1996) shows that entrepreneurs with higher schooling
start with initial larger firms. Also in IE, researches show how the entrepreneurial team experience (McDougall
et al., 2003) and perception of capabilities (Sommer, 2010) influence the propensity and intention to enter
international new markets. Zahra et al. (2000) show that international performance of firms is related to firm’s
knowledge gained through technological learning. The characteristics of the knowledge base of the firms’
decision makers and entrepreneurs are then crucial to understand the decision of entry of firms into international
markets and the fate of entrant firms. In this respect, Mejri and Umemoto (2010) claim for a knowledge-based
model of firm internationalisation, supporting the idea that market knowledge, experiential knowledge, network
knowledge, cultural knowledge and entrepreneurial knowledge explain the decision of firms to become
international, their performance and strategy of entry.

2.6 The Role of Information and Uncertainty

The decision by potential entrants to enter a new market requires, first of all, the identification of the profit
opportunities in this market. Information can be explicitly considered to explain entry into an industry and IE. If
we realistically assume that information is not perfectly diffused among the economic agents, then it becomes
obvious that the entry decisions also depend on the level of information held by a firm.

The role of information and uncertainty to explain entry has been analysed in a theoretical model proposed by
Horvath et al. (2001). Looking at the life cycle pattern of some industrial sectors, like beer brewing, automobile
and tyre industries, it is surprising to notice how the industrial evolution is characterised by a period of
infrequent entry, followed by a wave of mass-entry and a subsequent shakeout. The model explains the shakeout
by considering that empirical findings show a clear stability of the hazard function over time. This implies that a
shakeout can be explained as the natural consequence of a previous period of mass-entry. What we need to
explain, then, is the phenomenon of mass-entry. The crucial assumption of the model is that there is uncertainty
about future profitability at the moment of undertaking the entry decision. It is by observing the post-entry
results of other firms that potential entrants untangle their uncertainty about future profitability. Thus, a
mechanism of informational cascade can explain the mass-entry phenomenon: firms that initially may be
pessimistic about the future, due to the fact that entry may reveal to be unprofitable, can resolve their uncertainty
and may decide to enter the market by observing the experience and the performance of the established firms.
The conclusion is that “as more firms enter the market, more information gets released to potential entrants by
their operations, speeding up the resolution of uncertainty and triggering additional entry whenever the
likelihood of a good market increases” (Horvath et al., 2001).

This process explains the entry decision of new firms in terms of the informational uncertainty about the future
viability of the industry: The more informative the signals from the incumbent performance are, the more
information will be revealed and consequently the more likely a mass-entry phenomenon is to occur. Along this
line, Butler et al. (2010) discuss the ability of entrepreneurs to absorb uncertainty associated with exploiting an
opportunity and the ability of bear uncertainty as determinants for IE. These abilities play a key role for the
achievement of a competitive advantage of the international entrepreneur. In this context, the ability of managing
uncertainty of the firm relates to the alertness to respond to the signals coming from the observation of the
post-entry results of other firms untangling uncertainty about opportunity and profitability.

In a formal representation of the model, the idea of uncertainty about future profitability is represented by
assuming that not all the firms in the industry certainly obtain an order for their product every period. The
unknown probability of receiving an order is q: A higher value of g implies, then, higher expected profits. Firms
at time 0 hold initial beliefs about q summarised by the probability density function go(q): These beliefs are
updated according to the number of orders relative to the number of incumbents. Potential entrants learn the true
value of g by observing the active firms in the market, forming their expectations over the value of being in the
market in the subsequent period. The model is solved numerically, and the equilibrium number of incumbents, N,
is determined as a function of the value of g. In the simple case in which the prior distribution of q is
characterised only by two values, g, and gy, with the prior Pr{g=g;}=a, the results of the model are determined
by the distance d:
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d=gn - a (2
which indicates the informational content of the signal. A higher value of d means that the agents’ beliefs are
updated faster. In fact, the extreme case in which q,=q,, that is d=0, means that a given realisation for entry is as
likely under each value of g. On the other hand, when d is high, we have diverse evaluations from the same
realisation. As a consequence, the simulation results show the importance of d in driving the evolution of the
industry: When d is high, the process of entry is fast, while in the case of low d, it is smoother. Moreover, if we
allow the prior distribution to be more diffuse (for example, a continuous function), then, new information
coming from the observable firms does not lead to a large updating of the beliefs. As a consequence, the shape of
the pattern of entry becomes more diffuse (Note 1), and eventually it might take a different form. The simulation
results, as reported in Figure 3, illustrate how a concave shape might emerge.

Number of firms
------------ Prior distribution of g: continuous function
—— Prior distribution of g: g, and gy,

v
~+

Figure 3. Paths of entry

This model is useful for investigating entry and IE because it reveals how the informational content of the
signals related to other firms’ experiences may influence the waves of subsequent entry. If other experiences are
highly informative then entry may stimulate new entry. The diffusion of information matters in affecting entry
and IE.

2.7 Organizational Ecology: The Legitimization Process of a New Organizational Form

The sociological approach of the “Organizational Ecology” theories explain the entry process of firms from the
point of view of the firm population more than on the single firm’s decision (Hannan & Freeman, 1984). Firm
populations’ (or more broadly organization populations”) long-run evolution is examined in terms of vital rates:
Birth, survival and mortality rates. Two sociological forces drive the evolution of the populations: The process of
legitimization and the process of diffuse competition, and the key variable of the model is given by the
population density, i.e. the number, N, of organizations in the population. Let us focus on the founding rate of
new organizations and its relationship with the two driving forces.

The process of legitimisation, L(t), indicates the taken-for-granted attitude in considering a given organisational
form. According to the legitimisation, a particular organisational form follows a time process during which it
becomes considered more and more the natural way of doing certain things (Carroll, 1997). At the very first
manifestation, a new organisational forms lacks legitimisation, suffering the “liability of newness” effect: There
might be general hostile behaviour from suppliers, customers and institutional authorities; workers might be hard
to find; suppliers must be properly well-informed about the needs; customers need to be persuaded; usually
capital resources are limited because of the risks and the reluctance of financing institutions associated with
something new. As the organisational form diffuses, its legitimacy rises. The effect of this process, however, is
decreasing: The legitimization effect added by the additional organization is positive, but it increases with a
population’s density at a decreasing rate. In other words, the effect is stronger when there are few organizations
in the populations and it reaches a ceiling when N is high.

The process of competition, C(t), indicates the level of competition among firms when they depend on the same
set of resources. The resources are finite and consequently the competition becomes more and more fierce when
the number of the same type of organization proliferate. This means that the effect of diffuse competition
increases with the increase in N at an increasing rate.

The founding rate of new firms, Az), is positively influenced by the legitimization effect and negatively by
competition:

At) = a(t)ég; ©))
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The expression (3) of the founding rate typically exhibits a non-monotonic relationship with the population’s
density N. The model also specify the relationship between these forces and the mortality rate w(z). This gives
rise again to a non-monotonic pattern: initially the mortality rate falls as a function of N, and secondly it rises,
generating a U-shaped path. Graphically we can depict A(¢) and u(z) as in Figure 4.

A1), u(t)
A

A1)
wu(t)

» N

»

Figure 4. The patterns of the entry rate A(t) and mortality rate p(t)

For our purposes, it is important to emphasise the determinants of the dynamics of entry, that is to say the
inverted U-shaped pattern of the founding rate in the model. At the beginning of the organisational population’s
evolution, the legitimization effect prevails over the competition, while as N increases at later stages,
competition predominates. While the legitimization effect is rising, the given organisational form gradually loses
its character of novelty and becomes more attractive for entrepreneurs. Opportunities associated to this
organisational form open up. Moreover, “[...] organizations founded during periods of increasing legitimation
also find it easier to attract capital, suppliers, customers and employees. They also face fewer institutional
obstacles” (Carroll, 1997). As a consequence, the model predicts increasing founding rates and declining
mortality rates. But, with the subsequent increase in the number of organizations, the process of competition
strengthens, while the legitimization effect increases little or none. These processes lead more and more to a
reluctance in entrepreneurs to starting up new firms and accordingly the entry rate falls during this period, while
existing firms find the going tougher, leading to higher rates of exit (Carroll, 1997).

This model is useful for interpreting IE. There is a legitimization effect also in IE: Liability of newness exerts a
critical negative effect over international new entrants. A more hostile behaviour from customers and
institutional authorities is particularly important when costs related to product and service failure or
non-performance are relevant. Burgel and Murray (2000) call this difficulty “liability of alienness”, Zaheer (1995)
“liability of foreignness”, Johanson and Vahlne (2009) “liability of outsidership”. In this situation, the effect of
the legitimization process of IE induces more other firms to operate internationally: As the number of
international new ventures increases, then, we expect that the “liability of alienness” effect decreases.

With regard to competition we emphasise two effects on IE. On the one hand, the stronger the process of
competition in a foreign market, the lower profit opportunities and consequently the lower the attractiveness to
internationalise in this market. The more viable strategy to internationally enter becomes, again, the innovative,
knowledge based, technological competitive advantage of the firm. On the other hand, the stronger the process of
competition in the domestic market, the higher the incentive to expand internationally in order to increase sales
volumes (McDougall et al., 2003). It comes out a picture in which, after a period of local development and
legitimisation, firms tend to enter foreign markets to offset local competition. Only the more innovative firms
might expand internationally since the beginning facing the international legitimization constraint and
international competition by exploiting their innovative competitive advantage.

In conclusion, the organisational ecology approach is important in emphasising the presence of sociological
forces in driving the population’s evolution and the pattern of entry. The legitimization effect plays a crucial role
in determining the viability of a given organisational form and its diffusion over time. The difficulties associated
with the novelty of the beginning are shortly overcome, but more organizations imply a fiercer competition such
that entry becomes steadily less attractive.

2.8 The Resource Partitioning Model

Many industries across countries experienced a rapid surge in the number of firms during the late stage (maturity)
of their evolution: For example, the brewing industry, telephone companies, winemakers, the newspaper industry
in the U.S. (Carroll, 1985; Swaminathan, 1995; Barnett, 1997; Carroll & Swaminathan, 1992, 2000), the auditing
firms in the Netherlands (Boone et al., 2000), the early American feature film industry (Mezias & Mezias, 2000),
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the Italian brewing industry (Garavaglia, 2009). Both the organisational model of legitimization and competition
and the industry life cycle theories are not able to explain such a phenomenon. Usually mature industries that
exhibit high concentration rates are also characterised by strong entry barriers, such that it is not common to
observe an increase in the number of entrants. The resource-partitioning argument helps to elucidate this issue.

The resource-partitioning model makes a distinction between “generalist” and “specialist” organizations’
evolution inside the population, referring to the concept of “strategic groups” (Carroll & Swaminathan, 1992;
Caves & Porter, 1977). When industry’s concentration is high, there creates more “room” in terms of resources
for new organizations. These organizations are typically small and assume a different organizational form from
the prevalent one in the industry. The model explains how with the increasing concentration ratio, big generalist
producers leave some resource space free for small specialist producers. Besides the typical standardized product
of the generalist organizations, then, small specialist firms exploit the opportunities for typically more
specialized products.

The two key concepts in this model are economies of scale and the resource space. The first mechanism explains
the decline in the number of generalist organizations and a consequent rise in the concentration ratio, that in its
turn increases the opportunities for specialist organizations. As a result, there is a flow of new firms entering the
industry and the number of organizations in the population rises. The explanation of the resource space left to
specialist organizations when the concentration level is high is given graphically in Figure 5 (Carroll, 1985). Let
us depict a market representing the total amount of resources available to the organizations as a square, and let us
represent the resources obtained by a given generalist organization as a circle (Note 2). The left area in the figure
represents the available resources. Generalist organizations aim at the centre of the market (Note 3), and they
slightly differentiate themselves to attract more and different consumers: This is represented by the overlapping
circles in Figure 5, where the common area corresponds to those consumers who purchase the product (or
service) of all the generalist organizations (Note 4). In Figure 5, two possible market configurations are reported.
In market A, there are three generalist producers, so we refer to this situation as an unconcentrated market.
Meanwhile, market B is highly concentrated: In this case, typically, the organization is larger than in the less
concentrated case, but the total market share is smaller. When economies of scale lead to a highly concentrated
situation, for simplicity suppose only one firm, keeping the dimension of the market (i.e. the square) constant, it
is possible to recognise that the “free area” representing the consumer resources that can be drawn on for
sustenance without engaging in competition with generalists is larger than in the less concentrated market
(Figure 5). This means that more small pockets of resources are left for smaller specialist organizations when the
market is highly concentrated.

& O

Market A Market B

Figure 5. Resource space in an unconcentrated market (A) and in a highly concentrated one (B)

Interestingly, if we consider the two axes that constitute the market resource space as taste descriptors then an
increase in the number of dimensions, n, of the Euclidean space stands for an elaboration in the customers’
demand, which becomes more diversified and sophisticated. It can be proved that as the number of dimensions n
increases, the resource utilization by generalist producers decreases, leaving then more unexploited resources to
specialist firms (see Péli & Nooteboom, 1999). If we define “packing density” as the portion of the total volume
occupied by the hyperspheres (which represent producers) (Note 5), we can report a downward relationship
between the number of dimensions n and the packing density, as in Figure 6.

It can be shown that the number of neighbouring spheres that touch a given sphere (the “kissing number”) and,
allowing spheres to overlap, the “covering thickness”, which measures overlaps among spheres, exponentially
increase with the number of dimensions n. This means that the greater the increase in the resource space
dimensionality, the fiercer the competition among generalist organizations, and consequently the occupation of
the remaining resource space becomes progressively more unfavourable for generalists, leaving room to
specialist producers.
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Figure 6. The number of dimensions n of the resource space and the packing density

The main relevant features of each approach are summarized in Table 1.

Table 1. Main relevant features about entry in the selected approaches

Approach Main Focus Weaknesses
Static.
Traditional theory Entry is profit-driven. Too simplified.

Lack analysis of demand.
De-contextualised.
Lack focus on technology.
Lack analysis of demand.

. Entry is knowledge-centred.
Psychological . .
Individuals self-perceptions matter.

Entry is dynamic. Explain few industries.
Industry life cycle Entry is profit-driven. The speed of the evolution may vary.
Profit opportunities depend on firms’ competencies. No late-stage entry.
Static.
Technology-studies Entry is technology-specific. Different technologies may co-exist.

Lack analysis of demand.
Need to explain how capabilities develop.

Firms’ Competencies Entry is competence- and knowledge- driven. .
P v P g Lack analysis of demand.
. . . Lack focus on technology.
Information and Informational content signals of entry. .
. . . De-contextualised.
uncertainty Dynamic perspective.

Lack analysis of demand.
. . Lack focus on competencies.
L Entry is dynamic. .

Organizational ecology Sociological forces affect ent De-contextualised.

9 v Lack analysis of demand.
Entry opportunities relate to industry structure.
Resource-partitioning Specialized-entry. Lack focus on technology.
Explain late-stage entry.

3. Intertwining the Explanations

In this section, we take a step forward and develop a framework of study about entry. On the one hand, it is
obvious that an attempt at building a single formal model that might take into account all the different
determinants and features of such a complex process could not be achievable (Note 6), nor is it likely to be
appropriate. On the other hand, neither a single feature nor a model is adequate to grasp the multifaceted nature
of entry and entrepreneurship. What we believe to be fruitful for researchers in these areas is to establish a
cross-fertilization among the concepts and theories we discussed. Each theory we discussed presents a different
perspective and method. Notwithstanding the differences, we propose a framework of analysis in order to make a
progress toward the understanding of entry by intertwining the logic of each discipline. Ireland and Webb (2007)
and Short (2009) claim that outlining contributions from different fields can make for an excellent contribution
to review a complex phenomenon: insightful differences in how related academic disciplines frame and study
entrepreneurship can create new knowledge for framing future research studies. In short, the goal of this section
is to identify how these contributions might help to spawn future interdisciplinary research to investigate the
complexity of entry and IE (Ireland & Webb, 2007). Therefore, the purpose of this section is not the development
of a single framework or model. Our goal is to go back over the discussions presented in section 2 and intertwine
relevant features we put forth in the analysis of the theories, by proposing a critical interpretative qualitative
framework. We claim that analysing how these different theoretical lenses go along with each other gives an
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original contribution for deepening the lines of research about entry and IE.
Our framework of analysis builds on the following three basic elements:

Element I-Traditional theories and the profit-incentive mechanism: The opening element upon which we base
our argument is that the traditional theory explaining entry, both of new firms and of firms into new international
markets, as an incentive-driven phenomenon is at the heart of all the models. All the studies recognize, or at least
imply, that people enter because they believe they will be able to make profits: It would be hazardous to think
about entry without considering profit opportunities. Therefore, our discussion starts with the reconsideration of
equation 1,

Ejt:7(nejt_bj)+€jt'
discussed in the traditional approach. This approach reveals to be too stylised in order to cope with the
complexity of entry and IE. Our analysis integrates the features of other contributions that enable us to explain

what lies behind three relevant factors: I1%, the degree of entry barriers b, and the speed of adjustment of entry to
profit opportunities y.

Element I1-Contextualization: The second element we consider central in all theories is that entry and IE are
strongly contextualized. The specific environment and background which define the technological and
institutional features of the targeted industry are crucial elements which shape the process of entry and IE. Our
analysis focuses on the role of technology in influencing the context of entry.

Element I11-Dynamics: The third considers how entry and IE change according to the changing context and
historical processes. Entry and IE are dynamics: We claim that entry and IE are rooted phenomena that can only
be fully understood with reference to these aspects (Mason & Harvey, 2013).

The discussion is organized with regard to Figure 7.

dynamicy‘ |
relevant context
factors
Entry v
I,
b. ; H
Y -

Figure 7. A proposed entry and IE framework

3.1 Traditional Theories and the Profit-Incentive Mechanism

The purpose of making profits represents the basic impelling vital force of entry and IE along the whole path of
evolution of the industry. In order to understand entry and IE, then, what we really need to investigate is why
potential entrants consider their expected level of profits after entry has occurred sufficient to cover the entry
cost.

3.1.1 Profits, Industry Life Cycle, and Technological Competencies

We identify the basic relevant explanation in the industry life cycle model which argues that each i-th firm is
characterised by given capabilities and innovative expertise s; and firm’s expected profit (which now we rewrite
specifying that is related to the i-th firm: IT%) is a function of this expertise. These capabilities are associated
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with the innovative skills in terms of both technological product and process innovation. The theory of
technological regimes reinforces the argument, emphasising how firms’ expertise and capabilities are strongly
linked to the current state of the technology in the industry and by any technological change: technological
capabilities and entry opportunities are determined by the characteristics of the technological environment (i.e.
technological regime) as well as by the changes in technology. When the industry is characterised by a change
that negatively affects the existing competencies in the industry and requires a new kind of technological skills,
then what we called innovative expertise plays a different role compared to that in the situation of a
competence-enhancing shock, as discussed in section 2.5. In the first case, more firms will think themselves
capable of holding the required new competencies, anticipate positive I1%;, and thus new possibilities for both
“greenfield” entrants and diversifying firms open up. In this situation, in IE, born-globals are more likely to
emerge. In the latter case, the competencies gap that new potential entrants suffer increases and consequently the
decision to enter the market is tougher.

Innovation and technology studies extensively debated on how firms’ technological competencies and the
technological features of a given industry influence entry decisions and IE. The figure of the “innovator
entrepreneurs”, motivated by profit opportunities associated with the introduction of the new technology and by
their creative personality, shapes the dynamics of industries. Along this line, innovation capabilities, both in
terms of product and process innovation, are the key element in explaining why some potential entrants consider
their I1%; sufficient to cover the entry cost, thus entering the industry or a new foreign market. Researches about
entry and IE need then to focus on the development of capabilities which make entry profitable. Investigations of
prior knowledge and of the development of capabilities in the pre-entry period becomes crucial in order to
understand the identification, creation and exploration of profit opportunities, and as a consequence to
understand entry and IE. The better the correspondence between the required knowledge and capabilities of the
technology of the industry to enter and the pre-entry capabilities of a potential entrant, the more likely a firm will
decide to enter the market, as shown by Helfat and Lieberman (2002). These results suggest that if we aim at
understanding entry, we need to understand the capabilities and resources that preceded and induced entry. We
return on these aspects in section 4.

3.1.2 Profits, Resource-Partitioning, and Technology

Product innovation and process innovation usually follow different strategies in order to successfully enter a new
market: The former is more dedicated to differentiation strategies while the latter to cost reduction. The
resource-partitioning model fruitfully extends these considerations. As the concentration in one market increases
because of product standardization, new local and international firms might expect I1%; > 0 by differentiating
their products. In this sense, entry and IE are a competence-driven phenomenon, that is to say, firms which are
able to recognize the opportunities and introduce new variants of the standard product may find entry and IE
profitable. In this context, the resource-partitioning model explicitly considers the co-existence of heterogeneous
firms: adopting the concept of strategic groups, it is possible to identify in a given population different types of
organizations which can co-exist in the market: Generalist and specialist firms. Each of these groups pursues
different strategies: Generalist domestic firms and foreign international generalist firms which basically compete
on costs, producing a standardized product, on the one hand, and specialist domestic and foreign international
firms which compete on product differentiation, on the other hand. Accordingly IT%, b, y significantly differ for
these diverse groups of firms, and different entry patterns, IE opportunities and strategies emerge. Carroll and
Swaninathan (1992, 2000), Swaminathan (1995), Mezias and Mezias (2000) provide empirical support about
product differentiation of entering firms in the brewing, wine and film industries. McDougall et al. (2003) give
evidence showing how international new ventures choose to compete through differentiation strategies, as
opposed to low cost strategies. Moreover, being these activities related to market niches, it comes out a picture
where international new ventures tend to enter various foreign markets in order to increase sales volumes.

For having the IT%; in a market niche, where demand is small by definition, we necessarily require that the level
of entry barriers associated with b is low. The resource-partitioning model would benefit from considering the
technological aspects of this process: If a technology with lower entry fixed costs enables firms to enter at a
small scale by pursuing differentiation strategies, then the exploitation of late-stage opportunities is explained.
The cases of the late-stage entry of microbreweries and farm wineries in US (Carroll & Swaninathan, 1992, 2000;
Swaminathan, 1995) are clear examples. Intertwining the technology studies and the resource-partitioning
approach might be mutually useful. The resource-partitioning story needs a deeper understanding of the
technological aspects and the technological approach should consider the entry opportunities, strategies and
modes generated by the co-existence of diverse technologies. If we simply represent technology with the total
cost function, like e.g. TC=cq+F (where q indicates the quantity produced, ¢ the variable cost and F the fixed
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cost), the development of a new technology characterized by TC’'=c’q+F’, with F’<F and ¢>c (i.e. lower
entry barriers, but lower possibilities to exploit economies of scale), would lead to expect IT%; > 0 and open entry
opportunities for new specialized firms as in the case of late-stage entry.

3.1.3 Profits, Industry Life Cycle, and Information Disclosure

The theories about information and uncertainty would also intertwine well with the industry life cycles for a
more comprehensive picture. The idea in industry life cycle models that firms are heterogeneous because
endowed with different expertise s; is useful for explaining that firms respond differently to the market
opportunities and stimuli: It follows that the model is able to predict that entrants are different among them and
enter a market at dissimilar initial sizes. The explanation of this empirical pattern might benefit by integrating
the explanation given by the studies about the role of information and uncertainty: Those entrants with higher
expectations about Hfjt choose to enter with larger initial capacity. Being more confident about their future
viability and profitability, they find it more advantageous to enter the industry making a larger initial
commitment in terms of investment in production capacity. The same holds when we consider the mode of entry
into a foreign market: Different entry modes reflect different degree of resource commitments and risk for the
firm (Burgel & Murray, 2000). Firms that hold higher positive expectations about future profits in the market
start out with higher degree of commitments. This behavior brings our attention to the concept of “real options™:
Firms, holding different information and consequently different expectations about the future, may start small,
keeping a real option to invest in the subsequent periods if the early results are profitable. This behavior and this
kind of self-selected variation in commitments among firms is supported by empirical evidence (see, among
others, Mata, 1996; Dunne et al., 1988; Audretsch & Mahmood, 1995; Lippman & Rumelt, 1982). This simple
explanation introduces heterogeneity in the industry life cycle models which might explain also why firms with
similar capabilities have different sizes. Thus, firms’ heterogeneity in entry and IE is explained not only by
existing capabilities s; but also by different expectations about the viability and potentiality of s;.

The industry life cycle evolution is strongly determined by the phenomenon of mass entry in the early stages.
Again, this aspect would benefit from considering the role of information and uncertainty which explain entry
and the speed of entry. The speed of entry in industry life cycle models is simply related to the introduction of
new variants of the existing product in the early phase of the industry evolution, when uncertainty is relatively
high. When the industry product becomes more standardized the process of entry slows down and eventually
stops. With regard to the speed of adjustment of entry to profit opportunities y, the studies about the role of
information and uncertainty brings into the analysis the importance of the informational content of signals: when
this is high, small amounts of new information might induce significant shifts in posterior beliefs, that might
ultimately translate into fast entry and mass phenomena. This consideration is crucial if we consider that, in this
context, the action of entering, revealing the post-entry performance of the firms, discloses additional
information that serves to resolve the uncertainty related to the market profitability. As seen in Figure 3 in
section 2.6., the process of entry is a function of the informational structure that characterises the industry.

3.1.4 Psychological and Legitimization Effects

In addition, to investigate the speed of adjustment of entry to profit opportunities y researchers would benefit
from intertwining the explanations of other relevant approaches: Over-confident behaviours of the psychological
studies and the legitimization effect of the organizational ecology approach. Over-confident behaviours are
associated with the exploration of new organizational forms, new techniques, new innovations, exploration of
new markets, and, in general, with new ways of doing something. In the absence of these trials and errors, there
would not be new information about novelties and new opportunities. Therefore, the higher the over-confidence
the faster the process of legitimization in an industry: In the end, the faster the entry process. Related to this, the
more of a given type (i.e. producing a given variant of the relevant product, or a given type of organisational
form, or a mode of entering a foreign market) of firms that enter a market, the more “acknowledged”, “usual”
and “informative” this phenomenon becomes. As the ecological approaches claim, there is legitimization effect
on work, that gives “credibility” and “trust” to new potential entrants, the more new entrants that decide to enter.
In particular, this effect plays a larger role when the number of firms of a given type is small, that is to say in the
birth epoch of the industry evolution, or in situations in which uncertainty is higher. By intertwining the positive
externalities of over-confident behaviours in exploring new ways of doing something, the consequent spread of
information and the decrease in the degree of uncertainty, which facilitate new entry, which in turn, thank to the
legitimization effect, reinforces the process, as in a virtuous cycle, then we get a more robust and convincing
explanation about what characterizes new firms’ decisions in the mass entry period. How the legitimization and
psychological effects are linked to the characteristics of the technology is an interesting, but lacking, issue.
Technological complexity might significantly influence the dynamics of legitimization and the over-confident
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behaviours, thus influencing the dynamics of entry in the end. This topic deserves more future research.
3.1.5 Profits, Psychological Effects and Information

Consider also the cross-fertilization of bringing into the discussion the contribution of the psychological studies
in interpreting and assessing I1%;. When considering the entry decision and IE, the firm’s (potential) innovative
capabilities s; are ‘self’-evaluated, in the sense that the entry decision is taken based on what entrepreneurs think
of themselves: The personal perception of the opportunities in the industry, and the beliefs about the owned
competencies strongly influence the decision of entry, the entry mode, the size and the country of entry. In this
sense, over-optimistic and over-confident behaviours play a significant role in the explanation of IT%; and
consequently of the entry process. Consider how over-confident entrepreneurs contribute positively to the
evaluations of IT%; and to social welfare. Over-confident entrants, even if after some periods they exit the market,
representing in this way a waste of resources from a social point of view, are a benefit to the society as a whole
(Bernardo & Welch, 2001; Dosi & Lovallo, 1997). Exploring new ways of doing something reduces the
probability of having phenomena of lock-in and possible local path-dependency to sub-optimal equilibria.
Superior innovations might diffuse if there were overoptimistic entrepreneurs who pay the price of the initial
exploration: Their failure opens the way to the takeoff of the industry (Dosi & Lovallo, 1997). If we consider a
model of herd behaviour (or informational cascade), in which two types of individuals, normal ones and
entrepreneurs (over-confident individuals that are more likely to follow their signal, disregarding other people’s
public choices), are asked to undertake an action or not on the basis of their signals, it emerges that in the
absence of entrepreneurs the phenomenon of herd behaviour soon emerges in the decision process and
individuals typically end up following the same action regardless of their private signal, thus revealing no new
information to the public (Bernardo & Welch, 2001). On the contrary, in the presence of over-confident
individuals, it is more likely that the chain of herd behaviour will be broken, in this way avoiding the pitfall that
the whole society could converge on the incorrect (or inferior) choice (wrong informational cascade). Hence, the
probability of a group of people making a wrong decision is shown to be a decreasing function of the proportion
of entrepreneurs in the group. From this point of view, “irrational over-confident entrants”, providing additional
valuable information to the group, and thus better information to estimate IT%, represent a positive externality
for the economy. Also, errors in the mode or timing of entry of foreign markets represent a learning by doing that
can change the mindsets of managers thus influencing future IE decisions (Zahra et al., 2005). Then,
investigations dedicated to study failures of entries and IE, and their effect on the informational structure for new
entrants, become crucial to deepen the understanding of the process of entry and IE.

The psychological investigations also help in enriching some other explanations of other approaches. Traditional
theories, as represented in equation 1, require at time t either entry or exit. On the contrary, data show that entry
and exit are simultaneous phenomena. The psychological approach might also help us in explaining why some
firms enter and other simultaneously exit the market, why entrants are so different in size, which entry mode to
firms select in their international strategic moves. Different levels of self-evaluation and confidence among the
entrepreneurs who are deciding whether to enter or not, could lead to different behaviours and diverse choices
about the appropriate size of entry, entry mode and which country to enter. Sommer (2010) conducts an
empirical investigation in which he shows that the most significant predictor of the intention to become
international is the conviction to possess the necessary capabilities: The cognitive aspect of self-efficacy, then, is
clearly relevant both for new entry and IE. Moreover, considering the fear of failure in certain cultures the shame
involved by the failure (Shepherd, 2003; Lee et al., 2007), it is possible to interpret why foreign firms may act
faster upon an opportunity if compared to local firms. This might also explain in the studies about information
and uncertainty why after mass-entry we register a shakeout phenomenon without referring to a stability of the
hazard function over time as in section 2.6., and why the empirical evidence show that many new entrants at
time t are not able to survive and consequently exit the market after a few years, say t+7, with >0 (Baldwin &
Gorecki, 1989; Dunne et al., 1988; Geroski, 1995). This evidence suggests that there might be too much
confidence among new entrants at t, such that after a few periods in which entry has occurred, these firms realize
that they are not endowed with the required sufficient level of competencies to be in the market, being forced
then to quit.

The psychological studies would benefit too from cross-fertilizing with other approaches. People enter because
they believe they will be able to make profits: Psychological investigations should deepen the understanding of
the reasons why over-confident entrepreneurs seem to behave as if they were thinking that on average people
lose money while they will not (Dosi & Lovallo, 1997). Is it because of pre-entry experience of entrepreneurs, as
discussed above? Is it related to entrepreneurs education? Is it dependent on the degree of technological
complexity in the industry? How is this linked to the degree of information and uncertainty in the industry?
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Psychological investigations should also consider that the levels of self-evaluation and confidence among the
entrepreneurs may vary according to the industry evolutionary stages. The explanations given by the approaches
discussed above might be helpful to define the research agenda in the future psychological investigations about
entry.

3.2 Contextualization and Dynamics

Industries seem to be different from each other and characterised by specific features. The context of analysis,
then, need to be properly related to the relevant features of the particular industry under examination. The
theories that refer to technological regimes as the mainspring of industries’ evolution explicitly require the
analysis to be “industry-specific” in order to capture the process underlying the evolution of the relevant
technology and of the related market structures. As a consequence, also industry-specific analyses of entry and
IE may reveal to be more informative rather than more general studies. Morrison (2006) explicitly claims that
the understanding of entrepreneurship is improved by referring to the industry setting, as well as the cultural and
organizational context, within which entrepreneurs are embedded. Lin and Nabergoj (2014) emphasize the
importance to study the entrepreneurial contexts and the contextual nature of entrepreneurial creativity.
Moreover, the context is dynamic: the determinants and all the features that affect the entry process of new firms
and IE need to be investigated from a dynamic point of view.

3.2.1 The Technological Context

From the discussion in section 2 we take the role of technology as the key factor in determining the specificities
of the industries. All the theoretical approaches discussed in section 2 may benefit from explicitly considering in
their argumentation the technological specificities of the context under study. For example, overconfident
behaviours may vary significantly in contexts of competence-enhancing or competence-destroying conditions
thus leading to different entry decisions and entrepreneurial behaviours. The role of information disclosure and
uncertainty are also related to the conditions of technological change, thus impacting on the evaluation of the
opportunities to enter a market which, in the end, shapes the pattern of entry and IE. The concept of entry
barriers in the traditional approach and in the industry life cycle studies considerably relates to technology and
technological evolution: Whether technology leads to high chances to exploit economies of scale or not is crucial
for determining the degree of entry barriers and entry opportunities; also, whether the impact of technological
change on existing competencies is disruptive or not is crucial for reinforcing or undermining existing entry
barriers. We require that these considerations related to technology should be more strongly included in the
research agenda of the various studies about entry and IE, investigating if entry and internationalization modes,
size, timing and strategies present technological invariances or not. This would reveal useful for implementing
further successful entry decision strategies.

Industry life cycle dynamics is representative for only some industries while other industries’ evolution does not
conform to the predictions of the model. Some invariances and causal relationships are responsible for the
similar evolution of the television, automobile, tires, and radio industries, defining a context which leads the
industrial structures from fragmented to highly concentrated, and the process of entry of firms which peaks early
in the development of the market and then fades away. The evolution of the relevant technology, the possibility
to exploit economies of scale and cost-advantages, the cumulativeness of innovation, the homogeneity of the
demand structure play a driving role in this model in determining entry opportunities and the evolution of market
structure (Audretsch, 2002).

The dynamics of the context of the industry life cycle studies should benefit from integrating the role of
innovative expertise s; with the changes in the factors which define the technological regimes (technological
opportunities, appropriability, cumulativeness and knowledge base.) Explicitly considering the industry life cycle
evolution as the shift from a Schumpeter Mark | regime to a Schumpeter Mark 11 technological regime would
give added value to the explanation, considering how s; and I1%, and consequently entry, change in relation to
changes of technological opportunities, appropriability, cumulativeness and knowledge base. Analysing how the
conditions of cumulativeness, appropriability and opportunities in a given context change over time is important
for understanding the processes of identification, recognition and exploitation of new profit opportunities for
new firms and IE. If technology is characterized by a cumulativeness which becomes stronger and stronger then
we expect the possibilities of new entry to become tougher and tougher, and vice versa. If technological
opportunities decrease as the industry matures then we expect new entry to be related to differentiation strategies
or competence destroying changes; otherwise, we expect low (or null) entry rates. If appropriability conditions
reinforce as industry matures then we expect entry to be more and more hampered, and vice versa. Combining
these industry-specific aspects would represent a greater variety of evolutionary paths of industries’ structures,
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entry and IE activities.

In addition, considering successive technological discontinuities during the evolution of an industry rather than
only the discontinuity at the birth of the industry would enlarge the possible evolutionary dynamics which
industry structure and entry patterns might follow, like the cases of technological succession (Figure 8)
(Windrum, 2003; Windrum & Birchenhall, 2005), as in the semiconductor industry where three different
technologies followed one after another: transistors, integrated circuits and microprocessors (Malerba et al.,
2008).

Entry

| t
Figure 8. Entry and technological succession

In fact, those industries which follow different evolutionary paths from the classic industry life cycle evolution
present different relevant contexts. Considering other features in the industry life cycle story would enlarge the
possibility to consider and represent other evolutionary trajectories in industries’ evolution and, then, other entry
paths (Note 7).

3.2.2 Technological Context and Heterogeneity

The industry life cycle studies should benefit from integrating the argument behind the dynamics pointed out by
the resource-partitioning theories depicted by the common late-stage entry of new firms: A more comprehensive
picture would emerge (Figure 9). When the industry becomes mature, barriers to entry tend to become stronger
thus hampering entry; however, the product becomes more and more standardized thus increasing the
opportunities for new specialist entrants which focus on differentiation strategies. What is relevant in this
explanation is that the basic demand conditions change: When the product is highly standardized, some
customers are left unsatisfied at the market niches, thus fostering a new wave of entrants. Considering the
demand conditions and the homogeneity/fragmentation of the demand structure should be an important topic
both for the industry life cycle and the technological regimes studies in order to better define the entry
opportunities in a given technological context and in a dynamic perspective. In addition, we recall here what we
pointed out in the previous paragraph about the opportunities related to the development and introduction of a
new coexisting technology with a lower entry cost.

Number of firms

T > t

Figure 9. Late-stage entry

What really is lacking in the theories we considered so far is the role of demand and the evolution of demand:
Only the resource-partitioning approach considers some rudiments related to demand. Considering the market
resource space and the elaboration in the customers’ demand which becomes more diversified and sophisticated
over time, we have seen that the greater this increase in the resource space dimensionality, the higher the
opportunities for new specialist entrants. This means that, since tastes develop over time, then the presence of
specialist organizations is more frequent during the late stages of the industry dynamics. All the models we
discussed need a stronger role of demand in their explanation.

3.2.3 Dynamics, Competencies, and the Speed of Entry

Finally, dynamics is also strongly related to the speed of entry. As already seen in the previous paragraph,
intertwining the arguments of the industry life cycle model, of the role of information and uncertainty, of the

63



www.ccsenet.org/ibr International Business Research \ol. 9, No. 2; 2016

effect of overconfident behaviours, and of the legitimization effect gives a more complete picture about the
speed of entry and IE. Furthermore, the speed of entry is closely linked to the nature of pre-entry capabilities: the
better the correspondence between the required knowledge and capabilities of the technology and industry to
enter and the pre-entry capabilities of a potential entrant, the more likely a firm will decide to enter the market,
as shown by Helfat and Lieberman (2002). The authors show how the pre-entry resources and capabilities of
firms have an important impact on the markets they choose to enter, the mode and timing of entry and, finally,
the success of entry. Also, the correspondence between the required knowledge and the pre-entry capabilities
influences the modes of entry and IE: Established firms with critical knowledge gaps are more likely to use
modes of entry such as acquisition, joint venture, parent spin-offs. Helfat and Lieberman (2002) also claim that
the correspondence between firms” pre-entry resources and the required knowledge profile of the industry also
impacts on the survival and successful rates of the firms: they show that the success of entrants is primarily
determined by its observable pre-entry capabilities and resources, and less by characteristics that are discovered
and generated after entry occurred. Klepper and Simons (2000) show that among the entrants into the U.S.
television receiver industry, those who diversified from the radio industry entered earlier, had higher survival
rates and gained larger market shares in the TV industry. The TV and radio industries are technologically related
such that radio producers exploited their prior experience to enter a new industry producing TV and finally
dominate the market. In a study about the U.S. automobile industry, Klepper (2002) show that pre-entry
experience, including experience developed in incumbent firms, imparted an enduring advantage, referring in
particular to the organizational and managerial experience of the leaders of the firms. Ucbasaran et al. (2009)
habitual entrepreneurs may benefit from their prior knowledge to better define IE activities in comparison with
novice entrepreneurs. Bell et al. (2003) show the differences in the patterns and pace of entry into foreign
markets among knowledge-intensive and traditional firms: the former firms internationalise more rapidly, many
from inception, and tend to exploit new networks and resources gained from technological innovations, giving
rise to the “born-globals”. The traditional firms tend to enter foreign markets in a more incremental manner over
a longer period of time focussing on psychically and geographically close markets.

These researches put in evidence the potentials for collaborative research to generate new knowledge
intertwining various approaches to understand how capabilities generate and evolve in correspondence to the
speed of entry and the dynamics of the industry: Different capability and knowledge contexts impact on the
dynamics of the industry. This topic deserves future developments.

4. Implications and Managerial Considerations

The discussion we presented centres the discourse on the explanation why some entrepreneurs and firms
consider their IT%; greater than entry costs, thus leading to effective entry and IE. The focus of our argument rests
in the investigation of those capabilities which make entry profitable. Three keywords have driven our
discussion: Capabilities, technology, dynamics. We further consider these elements in the following
considerations.

We showed that entry opportunities and IE activities are technologically-determined contextualized phenomena.
Firms’ knowledge base and innovative capabilities are the crucial elements which shape the ability to explore
and exploit changes in the technological knowledge across industries and in foreign markets. Two considerations
are immediately relevant to consider: These technological opportunities are technology-specific and not
country-specific, as pointed out by the studies about technology; firm-specific competencies and investments
decisions in R&D follow different phases in accordance with the evolution of the industry, as in the industry life
cycle analyses. Two direct implications emerge: When studying entry and IE, we need to consider the
development of the technological capabilities which enable entry to be profitable; we need to recognize that
these capabilities are industry(-technology)-specific and dynamics. Six managerial considerations emerge.

First of all, entry and IE change according to the changing conditions over the life cycle of an industry. As a
consequence, policies of internationalization should also be considered a dynamic activity: Managerial policies
need to be defined in a dynamic fashion since the start of internationalization and entry, rather than designing
them as a one-off activity (Wright et al., 2007). Different methods of market entry might be chosen according to
the different characteristics of the industry and to the stage of the evolution of the industry.

Second, we claim to explicitly consider in managerial strategies the research direction traced by the theories of
dynamic capabilities. Dynamic capabilities relate to the ability “to integrate, build, and reconfigure internal and
external competencies to address rapidly-changing environments” (Teece et al., 1997). Eisenhardt and Martin
(2000) define dynamic capabilities as the set of specific and identifiable processes such as product development,
strategic decision making, and alliancing which create value for firms’ strategies. The authors point out how

64



www.ccsenet.org/ibr International Business Research \ol. 9, No. 2; 2016

these strategies are idiosyncratic, although they display commonalties across firms; also, they are unstable, thus
requiring the strategic imperative to be change rather that leverage. Knowledge is not given and the
implementation of entry opportunities recognition and exploitation need to shift the focus from the processes
through which use of a knowledge endowment to identify and explore opportunities to the processes through
which knowledge is accumulated and developed in order to discover, grasp and create opportunities for effective
entry and IE. Managerial practices need to be tailored on the creation of researches and routines to guide
knowledge development in the direction of opportunity identification, creation and exploitation. In line with this,
Kogut and Zander (1992) refer to the concept of combinative capabilities as the engine of firms’ success:
Combinative capabilities are firms’ processes through which they obtain and combine knowledge to generate
new applications and continuous adaptation to changes in the context. This capacity bridges between the firm
ability to take advantage of its knowledge and the unexplored potential of the technology (Kogut & Zander,
1992). For example, in an empirical analysis, Prasertsakul (2013) shows that dynamic capabilities of pursuing a
proper combination of alignment and adaptation strategies simultaneously improve profitability and export
performance of exporting firms. Those managements who have invested in the development of dynamic
capabilities may find themselves advantaged with compare to those who have invested in routinizing the
responses to change. Deliberate investments in processes of organizational learning thus can enable the
development and adjustment of dynamic capabilities for the management of acquisitions, alliances or
international entrepreneurial activities, for example (Winter, 2003).

Third, we claim the need to devote greater emphasis to investigate the role of prior knowledge and the
development of capabilities in the pre-entry period: We require knowledge about these aspects if we are to
understand entry. Consider, among others, the significant abovementioned contributions given by Klepper and
Simons (2000), Helfat and Lieberman (2002), Klepper (2002), Ucbasaran et al. (2009). These considerations
bring us to suggest that studying capabilities only at firm-level may not be sufficient: Individual-level research is
needed to identify the characteristics of those entrepreneurs who are key to internationalization, in the case of
owner-managed firms, as well as to understand which individuals are influential in the board of directors to
develop internationalization strategies. The design of strategies of entry and internationalization, the ability to
identify and exploit opportunities, the attitude towards network creation, the knowledge of the local markets are
key factors for implementing a successful strategy. Given that these aspects are closely related to the
characteristics of individual managers, the organization of a good board of individuals is the crucial ingredient
before engaging in effective entry and IE activities: Recruiting local managers may prove to be fruitful, in
particular in those markets where knowledge is mostly tacit; network strategies with experienced entrepreneurs
also may reveal to be successful.

Fourth, we discussed how the nature of technological change may affect, positively or negatively, existing
competencies and expertise in the industry thus facilitating or hampering new firms. When technological change
is more radical newcomers and inexperienced teams may benefit most implementing new strategies, while
established routines may suffer from lock-ins. To cope with technological change, the board of directors should
explicitly consider to organize teams of managers together with engineers and technicians with different skills
and capabilities in the design of entry and internationalization modes and strategies, as well as invest in
networking both at the individual and at the firm level, in order to acquire a complete portfolio of competencies
to cope with such complexity. Further to these concepts, according to Henderson and Clark (1990), and
Henderson (1993), there are cases in which the disruptive effects on firms’ competencies are due to innovations
and changes in the so-called “architecture” of the products rather than in their technological aspects (Note 8):
What changes is not the technological base but the relationships and the hierarchy of the components and parts
that make the product. If the incumbents focus on the existing architectures, underrating the importance of the
new ones, then it could happen that new firms come into the market and succeed. The argument of Henderson
and Clark is closely linked to the informational and knowledge changes inside a firm. In fact, important concepts
strictly related to the architecture of the product include the knowledge reflecting the problem-solving capability
and the managerial procedures of the architecture itself. Examples include implicit and explicit informational
channels inside the organisation, procedural routines, and the communication practices among researchers and
engineers. In cases of emergence of a new architecture, established firms tend to merely modify and not radically
change their procedures, such that they end up in a situation of disadvantage compared to the newcomers that
calibrate their structure on the new architecture.

Fifth, contexts are heterogeneous: This consideration requires heterogeneous approaches and strategies according
to the specific market and specific technology under inspection. This imply that a single board of directors and
managers may not be appropriate for exploiting opportunities, defining modes of entry and elaborating strategies
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for successful entry and IE. Designing different teams for different markets is more crucial the more
heterogeneous the tailored markets are. Creating different international networks and involving local managers
embedded in the local market may be an effective strategy to follow, in particular in the early phase after entry
and/or internationalization, when the degree of uncertainty is higher; the degree of legitimization in the foreign
markets may influence firms’ survival: The liability of foreignness effect requires the implementation of tailored
strategies to overcome the reluctance towards newness in order to successfully enter into a foreign market. In
these cases, the recruitment of local managers and the development of network alliances are useful insights for
the top management (Huang & Jarinto, 2015) and the lacking of competent international managers may become
a serious impediment to firms’ internationalization (e.g. as reported in the case of Jiaxing firms in China by
Zhang & Dai, 2013).

Finally, the results after entry has occurred are uncertain by nature, given that firms are bounded rational actors
and that market conditions constantly change over time. Looking at the experience of other entering firms, then,
is helpful and informative, as pointed out by the studies about information and uncertainty. When new firms
decide to enter the market, as well as when established firms decide to enter a new international market, new
information about the characteristics of the market, consumers’ preferences, degree of competition, profit
opportunities, and so on, is publicly revealed more quickly. Then, when entry and IE are high, more firms can
resolve their uncertainty more easily and may decide to enter and internationally expand, leading to the
phenomenon of informational cascade and to a positive trials and error effect. Studies about other firms’
experiences need to be explicitly consider into the tasks of the management.

5. Conclusions and Future Developments

Entry and IE are multifaceted and complex phenomena. Several studies from multiple disciplines and theories
have already addressed these topics. However, the analyses have been mostly focused on issues specific to their
discipline’s domain underestimating the potentials of cross-disciplinary collaborations. The contribution of this
paper is to propose a framework of study for deepening the knowledge about entry and intertwining the
potentials of various approaches. Each single theoretical model is too simplified and restrictive to be able to
capture the complexity related to entry as well as no single view reveals appropriate in the conceptual
interpretation of internationalisation (Coviello & McAuley, 1999; Ireland & Webb, 2007). Therefore, this paper
debates the integration of different approaches to explain entry and IE: our critical discussion results in some
fruitful intertwinements among the different relevant features about entry. We believe that this paper could
spawn and encourage new future collaborative and interdisciplinary research to create additional knowledge
about entry and IE.

The development of our framework is related to the investigation of what determines I1%; in a contextualized
technological dynamic environment. Firm’s capabilities and expertise s; are the key force of our argument. We
discussed how these capabilities are strongly determined by technology and technological change. We claim that
prior knowledge in the pre-entry periods plays a crucial role in shaping the development of the necessary
capabilities after entry: The better the match the required capabilities of the industry to enter and the pre-entry
capabilities of the entrant, the more likely entry will occur, and the higher the successful rate. Consider that
pre-entry capabilities are self-evaluated such that overconfident behaviours may induce entrants to suffer from
cognitive biases, being excessively optimistic about their real capabilities, thus being forced to failure and to exit
the market after few periods. However, this waste of resources brings also a positive externality to the society as
a whole because overconfident trials and errors disclose new useful information for subsequent entry. The role of
information disclosure explains the entry patterns and especially mass entry phenomena. During the waves of
entry a legitimization effect is at work, which reinforces the process of entry. We conclude that changes in the
technological context generate new opportunities which may stimulate new dynamics.

Our results give also a contribution to managerial implications for tailoring appropriate strategies. To sum up, we
suggest: 1) internationalization strategies need to be defined in a dynamic fashion; 2) managements need to
invest in the development of dynamic capabilities: The strategic imperative is change rather that leverage; 3)
potential entrants need to deep analyse the correspondence between the required capabilities of the industry to
enter and their pre-entry capabilities: Their success is a function of this match; 4) in order to manage
technological change, the management needs to organize teams of managers together with engineers and
technicians in the design of entry and internationalization modes and strategies, as well as invest in networking;
5) entering different markets or countries requires different strategies and then different management teams; 6)
learning from other experiences, benefiting from new information, and the ability of coping with uncertainty
should be explicit management’s tasks.
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The study presented in this paper does not aim to be comprehensive. Further developments of the paper would be
desirable. First of all, additional theoretical work which enlarges the spectrum of analysis would be beneficial by
bringing into the discussion more relevant factors which contribute to strengthen the explanation of entry and IE.
Second, a more international perspective of the discussion would be desirable, studying more cases of IE which
can highlight and support the features discussed in the framework of this paper. Finally, an empirical counterpart
of this analysis may give more insights. Our discussion incentivises industry-specific studies: These would lead
to a deeper comprehension of the real determinants of entry and IE. Also, considering regional differences and
local markets’ idiosyncratic characteristics would be important.
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Notes

Note 1. This is due to the fact that when the prior takes only two values, even a small number of trials (i.e. of
entering firms) “[...] can move the posterior dramatically in one direction or another” (Horvath et al., 2001).

Note 2. For a detailed discussion of the hypotheses and of the geometric representation of the model, see Péli and
Nooteboom (1999).

Note 3. For a detailed discussion of the differences between homogenous and heterogeneous resource bases, and
the related organizations’ possible strategies, see Carroll (1985).

Note 4. Carroll employs the example of readers who buy more than one newspaper.

Note 5. In one dimension a producer is represented as a segment; moving to 2 dimensions we have circles; in 3D
we have spheres, and hyperspheres afterwards.

Note 6. Building a single formal model could be achievable in presence of such complex phenomena only by
implementing simulation techniques, which is not the goal of this paper.

Note 7. For example, Gétz (2002) presents a formal model in which a wide range of patterns of entry and market
structures emerge. Considering a monopolistically competitive setting without uncertainty in a dynamic fashion,
assuming the existence of sunk costs (entry barriers), a limited nhumber of potential entrants and heterogeneity
among firms, Gotz shows the role of windows of profit opportunities in driving the evolution of the entry process.
A rich series of cases come forward: the model is able to exhibit the product life cycle pattern, the product life
cycle with the late stage entry, the traditional case in which only the most efficient firms enter the market
deterring less efficient firms’ entry and the path dependent case (in the sense that the equilibrium composition of
types of firms is determined by the sequence of potential entrants).

Note 8. As happened in the case of photolithographic machines.
Note 9. Formally, we assume H(s) to be continuous for all s< Sy« and H(Smax)=1.

Note 10. We assume that g ’(rd;;)>0 and g’(rd;)<O0 for all rd;>0, and I’(rc;)>0 and I’(rc;;))<O0 for all rc;>0, indicating
diminishing returns.

Appendix A
The Industry Life-Cycle Model (Klepper, 1996).

Formally, we indicate with M, the number of potential entrants at time t, each of which is characterized by a
given level of innovative expertise s;, that is known before the entry decision, where i indicates the i-th firm. H(s)
indicates the cumulative distribution of innovative expertise, which is assumed to be the same for the potential
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entrants in each period. Assume, also, that in each period there is at least one potential entrant that is endowed
with the maximum (Note 9) possible innovative expertise Sn.x. Firms are assumed to be atomistic and price
takers. In every period, firms produce the standard product Q;, and decide the amount to invest in product R&D
rdi;, and process R&D rc;, and also the level of output expansion Aq;;, in order to maximize the current expected
profits.

Each firm i at time t has a probability of succeeding in product innovation and thus selling a distinctive version
of the standard product that is bought by new buyers and it ensures a one-period gross monopoly profit G (after
one period it is assumed that all product innovations are imitated and incorporated into the standard product) that
is equal to [s; + g(rdy)]. Moreover, investing in process R&D, each firm has the possibility to lower its average
production cost ¢ to [c - I(rci)]. The functions g(rd;) and I(rc;,) reflect the opportunities for product and process
innovation respectively (Note 10).

The expected profits of firm i at time t are given by:

;=[5 + g(rd, -G + Qm(g—tjqu {p. ~[e—1(re, i — 6, ~m(Ag, )~ F

t-1

where:

o  Q¢fi(py) is the total market demand for the standard product at time t, such that (Q/Qx.,) is the growth in the
total output of the standard product in the market from t-1 to t, and consequently [Qi.1(Q¢/Q¢1)] indicates the
growth of firm i’s sales of the standard product from t-1 to t;

e pqisthe price of the standard product at time t and it is assumed to clear the market in every period;

e the function m(4qy) represents the cost of output expansion and it exhibits increasing marginal adjustment
costs, such that the more a firm wants to increase its market share, the greater the cost at the margin it has to
incur (for example, marketing costs to attract consumers);

e Fis the fixed periodical cost that firms incur in order to monitor other firms’ product innovations.

The focus of our analysis rests on the process of entry. The entry rule is specified as follows. Let 1% indicate
the expected profits evaluated at the profit maximizing choices rdy,”, rcy,” and Ag;, . Potential entrants, then,
enter into the industry if 1% >0, are indifferent about entering if I1% =0 and stay out if 1% <0 (similarly
incumbent firms stay if the expected profits are positive and exit the market otherwise). The number of entrants
is specified as:

E = Mt[l_H<Stt)]

where E; indicates the number of newcomers and stt the minimum product innovation expertise among
potential entrants at time t. It is demonstrated in the model that rci, and Aq;; are smaller for later entrants,
meaning that IT%; are lower for later entrants, given s;. It follows that the minimum product innovation expertise
stt needed to profitably enter increases over time. This means that eventually entry is unprofitable and it
declines to zero. Maore precisely, the number of entrants E; falls over time unless M; rises sufficiently to offset the
decrease of [1— H(stt T

The intuition behind the rise in M; might be found in spin-offs and diversifying firms. The temporal pattern of
the number of entrants, then, as predicted by the entry path 1 and entry path 2 in Figure 1, has to be examined in
accordance with the specific industry considered: in those industries where spin-offs and diversifying entrants
are important in the early phase of the industry, we would argue that the entry path 1 is more appropriate.
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