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Abstract 
Being first into a market brings rewards, but also risks. The basis of first-mover 

advantage is simple: by being the first to enter a new market, the business gains an 

advantage over its actual and potential rivals. 

The aim of this thesis is to investigate the First Mover Advantage phenomenon in 

pharmaceuticals. Particularly, we study the battle that took place between two drugs; the 

pioneer, Viagra, and the follower, Cialis. The pharmaceutical industry presents several 

peculiarities and has not been studied extensively by authors so far. 

Initially, an extensive literature review on the advantages and disadvantages of 

pioneering studies that took place in various sectors. Internal and external theory aspects 

as well as the conditions under which first-mover advantage is sustainable are being 

analyzed. Then, the literature review continues with the follower-mover advantages. 

During the literature review various cases of companies from different industries are 

being set out. Finally, we discuss some specific issues of high interest, and present a 

detailed historical overview of the theory from the '30s until today. 

As far as the research part of the study is concerned, we start with some information 

on the pharmaceutical industry and present the stories and characteristics of these two 

particular drugs. Thereafter, we evaluate the responses to a questionnaire addressed to the 

follower-mover company‗s (Elli Lilly) executives in order to explore the facts occurred in 

the Cialis market in Italy from an inside point of view.  

The results are very interesting as they disprove the "myth" of "whoever is first wins". We 

conclude that the First-Mover Advantage did not keep the follower Cialis from outselling 

the first-mover Viagra.  

Keywords: First Mover, Pioneer, Later Mover, Follower Entrant, Advantage, 

Disadvantage, Market, Pharmaceuticals, Viagra, Pfizer, Cialis, Lilly.  
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Πεπίληψη 

Η είζνδνο ζε κηα αγνξά θέξλεη νθέιε, αιιά θαη θηλδχλνπο. Η βάζε ηνπ 

πιενλεθηήκαηνο ηνπ πξσηνπφξνπ είλαη απιή: ε επηρείξεζε πνπ εηζέξρεηαη πξψηε ζε κηα 

λέα αγνξά απνθηά έλα πιενλέθηεκα ζε ζρέζε κε ηνπο πηζαλνχο δπλεηηθνχο 

αληαγσληζηέο. 

Ο ζθνπφο ηεο εξγαζίαο απηήο είλαη λα δηεξεπλήζεη ην θαηλφκελν ηνπ 

πιενλεθηήκαηνο ηνπ πξσηνπφξνπ ζηνλ ηνκέα ησλ θαξκαθεπηηθψλ, θαη ζπγθεθξηκέλα ηε 

κάρε πνπ έγηλε κεηαμχ δχν θαξκάθσλ:  ην Viagra ηεο πξσηνπφξνπ εηαηξείαο Pfizer, θαη 

ηνπ αθφινπζνχ ηεο, Cialis ηεο εηαηξείαο Elli Lilly. Η θαξκαθεπηηθή βηνκεραλία 

παξνπζηάδεη αξθεηέο ηδηαηηεξφηεηεο θαη δελ έρεη κειεηεζεί εθηελψο απφ ηνπο ζπγγξαθείο 

κέρξη ζηηγκήο. 

Αξρηθά, γίλεηαη κηα εθηεηακέλε αλαζθφπεζε ηεο βηβιηνγξαθίαο ζρεηηθά κε ηα 

πιενλεθηήκαηα θαη ηα κεηνλεθηήκαηα ησλ πξσηνπφξσλ απφ κειέηεο πνπ 

πξαγκαηνπνηήζεθαλ ζε δηάθνξνπο ηνκείο. Αλαιχνληαη ελδνγελείο θαη εμσγελείο νπηηθέο 

ηεο ζεσξίαο, θαζψο θαη νη πξνυπνζέζεηο ππφ ηηο νπνίεο ην πιενλέθηεκα ηνπ πξσηνπφξνπ 

κπνξεί λα είλαη βηψζηκν. ηε ζπλέρεηα, ε επηζθφπεζε ηεο βηβιηνγξαθίαο ζπλερίδεη κε ηα 

πιενλεθηήκαηα πνπ κπνξεί λα έρεη ν αθφινπζνο εηζειζψλ ζηελ αγνξά. 

Καηά ηε δηάξθεηα ηεο αλαζθφπεζεο ηεο βηβιηνγξαθίαο, παξνπζηάδνληαη δηάθνξεο 

πεξηπηψζεηο εηαηξεηψλ απφ δηάθνξνπο θιάδνπο. Σέινο,  ζίγνληαη νξηζκέλα εηδηθά ζέκαηα 

πςεινχ ελδηαθέξνληνο, θαη παξαηίζεηαη κηα ιεπηνκεξήο ηζηνξηθή αλαδξνκή ηεο ζεσξίαο 

απφ ηε δεθαεηία ηνπ '30 κέρξη θαη ζήκεξα. 

Η εηζαγσγή ζην εξεπλεηηθφ κέξνο ηεο κειέηεο πξαγκαηνπνηείηαη κε θάπνηεο 

πιεξνθνξίεο ζρεηηθά κε ηε θαξκαθεπηηθή βηνκεραλία θαη έπεηηα κε ην ηζηνξηθφ θαη ηα 

ραξαθηεξηζηηθά ησλ δχν πξνο κειέηε ζπγθεθξηκέλσλ θαξκάθσλ. ηε ζπλέρεηα, 

αμηνινγνχληαη νη απαληήζεηο ζε εξσηεκαηνιφγην πνπ δφζεθε ζηα ζηειέρε ηεο εηαηξίαο 

πνπ αθνινχζεζε ηνπ πξσηνπφξνπ, ηεο Elli Lilly, πξνθεηκέλνπ λα δηεξεπλεζνχλ νη 

απφςεηο ζρεηηθά κε ηα γεγνλφηα πνπ ζπλέβεζαλ ζηελ αγνξά Cialis ζηελ Θηαιία απφ κηα 

εζσηεξηθή νπηηθή. 

Σα απνηειέζκαηα είλαη πνιχ ελδηαθέξνληα, θαζψο δηαςεχδνπλ ην "κχζν" ηνπ 

"φπνηνο είλαη ν πξψηνο θεξδίδεη". Εμάγεηαη ην ζπκπέξαζκα φηη ην πιενλέθηεκα ηνπ 

πξσηνπφξνπ δελ εκπφδηζε ηνλ αθφινπζν, Cialis, απφ ην λα ππεξηζρχζεη ηνπ πξσηνπφξνπ, 

Viagra. 
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Introduction 
Being first into a market brings rewards, but also risks. 

During the American Civil War, the Confederate general Nathan Bedford Forrest was 

asked what the key to military success is. His answer was succinct and simple: 'To get 

further with the most men.' More refined students of military strategy refer this as the 

doctrine that armies should seek to occupy and hold defensible ground. In business 

strategy, the concept has been distilled into what is known as first-mover advantage. 

"You will win with either color if you are the better player, but it takes longer with 

Black [because Black moves second]." – Isaac Kashdan was an American chess 

grandmaster and chess writer. 

The basis of first-mover advantage is simple: by being the first to enter a new market, 

the business gains an advantage over its actual and potential rivals. This is true whether 

the business is seeking to develop new geographical/demographic markets or segments for 

existing products, or whether it is seeking to introduce new products to its existing market 

segments. If the business is first into a market, so the thinking goes, it can establish what 

the military thinkers would call 'defensible ground'. First, it can capture market share 

much more easily without having to worry about rivals trying to capture the same 

customers. Second, when the rivals do come along – as they inevitably will – the first-

mover and its management team will have advantages in the ensuing competition, such as 

familiar products, brand loyalty, the best retail outlets, up-and-running distribution 

systems, and so on. By beating rivals into the market, the first-mover can consolidate its 

position and compete more effectively, not only defending its previously acquired share 

but even continuing to expand. 

This seemingly simple concept is linked to many other ideas current in management. 

Innovation, one of the great watchwords of the 1990s, is one of them. Companies should 

seek to constantly innovate so as to develop new products and processes that will allow 

them to stay ahead of rivals. Knowledge management is another area where the 

importance of first-mover advantage is often implicit. Consider Arie de Geus's famous 

statement in 1989 that in the future; a company's only sustainable competitive advantage 

may be its ability to learn faster than its competitors. Getting there 'fastest with the 

mostest' remains a key plank of much strategic thinking, regardless of whether the 

'mostest' refers to people, products or ideas.[1]
1 
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The aim of this paper is to investigate the First Mover Advantage phenomenon on 

two pharmaceutical brands. Every market is different and hence analyzing the total global 

market would be analyzing the averaging-out effect of many different independent real 

world facts and not the analysis of a one independent system. Hence for the purposes of 

this thesis we shall concentrate our analysis on the Italian market only. 
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The number in the brackets indicate the link reference, cited at the end of the thesis.  
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Chapter 1 The First-Mover 

1.1  Introduction 

It is a frequent phenomenon that those who come first in a market enjoy serious 

competitive advantages. However, even if the pioneers properly exploit these advantages 

they may become the leading enterprises in the industry only temporarily. Keeping on top 

requires vigilance and a lot of work. 

The concept of first-mover advantage gained increasing importance in the past 20-

30 years with the great development of IT and the internet. Although the first-mover 

advantage has been examined in several cases, the handicaps of being a pioneer have not 

received the same research focus. A recent academic study attempted to examine this 

aspect and argues that many pioneers in various industries have disappeared and they 

usually do not leave traces. Usually they have no information about how and why they 

lost market dominance and even left the market. This research was based on the 

automotive industry in the U.S. and examined companies from the appearance of the 

industry in the late 19th century when it included hundreds of manufacturers, until the 

'80s, when most had left and only three major companies in the U.S remained. The basic 

position of researchers is general, and says that the uncertainty as to what the new market 

can create some permanent business structures and behaviors that can condemn venture 

into obscurity as the once new industry evolves and grows. The first mover will always be 

exposed to some dangers. 

Keeping on top is ultimately a matter of good strategy. Many companies and 

products have maintained their vanguard for decades with well planned and executed 

strategies. It's exactly the lesson from this whole story. Being first is necessary but not a 

sufficient condition for long term advantages, in order to maintain leadership. When one 

has a good idea with some good prospects, especially a small business, he cannot wait for 

someone else to precede him and to learn from his mistakes. For larger firms, which are 

often less prone to big risks, things are different. And of course no one is watching the 

pioneer‘s reaction but their action.[2] 

1.2 Provocative questions 

What, exactly, is the first-mover advantage?  

Under what conditions does it arise, and by what specific mechanisms?  

Do first-movers make above-average profits?  
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When is it in a firm‘s interest to pursue first-mover opportunities, as opposed to allowing 

rivals to make the pioneering investments (Lieberman and Montgomery, 1988)? 

1.3 Main Advantages  

First-mover advantages are defined in terms of the ability of pioneering firms to 

earn positive economic profits (i.e., profits in excess of the cost of capital) due to the fact 

that a product or service was made available to consumers/buyers in a moment of time 

previous to competition. It is an advantage that arises endogenously (Lieberman and 

Montgomery, 1987). 

The benefits occurring to a firm that is first into a market are often referred to as 

first mover advantages. Chief among such benefits in the corporate strategy literature are 

those stemming from a strong image and reputation, brand loyalty, technology leadership, 

and the possibility of moving down the ―learning curve.‖ However, one of the key 

strategic insights of the real options approach is that the right to defer the start of a project 

until conditions become more favorable, or to minimize the firm‘s investment until more 

is learned about the project‘s real potential, can have considerable value. Corporate 

strategists often dismiss the real options valuation approach because of their tendency to 

emphasize first-mover advantages (Cottrell and Sick, 2001). 

Few would argue with the assertion that time is a critical factor in the business 

world. At a micro level, time management is essential to executive success. At a macro 

level, strategic management can be considered the mechanism by which firms achieve 

time-efficient adaptation to their changing environments. Executives and firms alike are 

realizing afresh the value of responsiveness. Opportunity waits for neither, and the first 

one through an opportunity window may be the big winner and even the only winner 

(Patterson, 1993). 

Let's see here the notion of advantage (or disadvantage) of the pioneer (first mover 

advantage or disadvantage) in strategic management. The first one to enter a new market 

or create a market can have many advantages. Summarily those are: 

First, the company can gain serious technological benefits and set the pace of change 

in the industry. Second, it may be the first to secure raw materials and distribution 

channels which give it a huge cost and competitive commercial advantage. Third, it can 

improve and raise its name and reputation in the market, creating unique and dominant 

equity amongst both end users and intermediate actors. Fourth, it can gain loyal customers 
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for whom switching to a competing product is not easy or cheap. Fifth, it can preempt 

imitators or aspiring competitors by creating industry barriers, purchasing them or 

planning defensive strategies specific to them.[2] 

1.4 Main Disadvantages  

Leadership, however, has its disadvantages. The cost of leadership can be great for a 

business; rapid technological developments in the industry can make investments very 

quickly outdated allowing the second to have the most recent products and production 

methods, the pioneer cannot develop close ties with the customer and any skills developed 

by the pioneer can be copied easily. So, being late to enter a market is not necessarily 

dangerous nor a permanent handicap, but instead, could have advantages.  

―For example, Apple chose carefully point launching the iPad long before other 

advantages of data already had and which then strengthened but also still tries to 

maintain.‖[2] 

Being the market's first entrant is generally more costly than being the second there or 

a late entrant. Main reasons are: 

i. Product innovation tends to be more costly than product imitation (Robinson and 

Kalyanaram1994). 

ii. Innovation for consumers/user/buyers is a difficult process that represents a 

natural human barrier. The breaking down of this barrier is the job of the first 

entrant (major example how Viagra in the US had to create the ED (Erectile 

Disfunction) market, break the barrier of treatment and more) (other examples: 

ipad what was it? filofax, small sized city cars SMART from Mercedes, VOIP 

Skype, Becel Proactive cholestoral lowering day to day foods) 

iii. Price positioning is always difficult when launching a new product. The second 

arrival has the luxury of benchmarking and even launching a price war to gain 

market share. 

iv. Distribution and intermediate commerce is often nonexistent for the first entry. 

v. Stock sensitivity for new launches into new uncharted territory is often 

unpredictable and may even be damaging. Expectations versus results tend 

decrease market value (example – Facebook IPO), forecasting becomes 10 times 

more difficult. 
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vi. Internally, people management, organigrams, internal competences and even sales 

force sizing are incomparably more difficult for the first entrant when compared to 

followers who will always be able to hire from the leader and benchmark to his 

(Lieberman and Montgomery, 1988). 

1.5 Sources of first entrance advantage 

Numerous theoretical studies in the industrial organization literature advance the 

notion that the first firm to enter the market for a specific product or service achieves 

permanent competitive advantages that include technological leadership, preemption of 

assets, and buyer switching costs (Zantout and Chaganti, 1996). 

I. Technological Leadership 

First, early entrants can lead other companies via their understanding, use of 

technology in ways that are hard for later entrants to copy and basic scientific discovery.  

Use of technology, is one way in which the early entrant learns how to reduce the 

costs of producing a product through accumulated experience in producing it. This is 

called the learning curve effect. Unless later entrants are able to learn how to produce at 

these lower costs faster than the first entrant did, the first entrant will have a cost 

advantage.[3] 

In the standard learning-curve model, unit production costs fall with cumulative 

output. This generates a. sustainable cost advantage for the early entrant if learning can be 

kept proprietary and the firm can maintain leadership in market share. (Lieberman and 

Montgomery, 1988)When learning can be kept proprietary, the learning curve can 

generate substantial barriers to entry. Fewer than a handful of firms may be able to 

compete profitability.‘ (for example Nokia versus Samsung in mobile phone war). 

However, despite high seller concentration there are incentives for vigorous competition. 

Firms that do enter may initially sell below cost in an effort to accumulate greater 

experience, and thereby gain a long-term cost advantage. Such vigorous competition 

sharply reduces profits. Empirical evidence supported such learning-based preemption in 

the case of DuPont‘s development of an innovative process for titanium dioxide, and 

when Proctor and Gamble‘s sustained advantage in disposable diapers in the US. 

Learning-based advantages are also evident in the case of Lincoln Electric Company; the 

firm‘s early market entry with superior patented products, coupled with a distinctive 

managerial system promoting continued cost reduction in an evolutionary technological 
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environment, has enabled the company to sustain remarkably high profitability 

(Lieberman and Montgomery, 1987). 

However, researchers have found that in most industries it is relatively easy for later 

entrants to learn new technology quickly and overcome the lead held by the first-mover 

firm.
3
Hence while the learning curve will definitely provide an advantage, this production 

driven advantage may be the first to be lost. 

Interfirm diffusion of technology, which diminishes first-mover advantages derived 

from the learning curve, has been theoretically emphasized in the ‗80s. It is now generally 

recognized that diffusion occurs rapidly in most industries, and learning-based advantages 

are less widespread than was commonly believed in the 1970s. Mechanisms for diffusion 

include workforce mobility, research publication, informal technical communication, 

―reverse engineering,‖ plant tours, etc. For a. sample of firms in ten industries in 1985 

there were found that process technology leaks more slowly than product technology, but 

competitors typically gain access to detailed information on both products and processes 

within a year of development. Diffusion of process technology enabled late entry into a 

sample of forty chemical product industries, despite strong learning curve effects at the 

industry level. 

Another way that a first mover may benefit from technology leadership is by 

applying for patents for their technology to try to prevent other companies from copying 

it.
3
This, however, opens a totally new arena of action. The legal wars. A notable current 

example is the Apple versus Samsung legal battles for the triple digit numerous patents 

that both companies are in class action for. The outcomes of these types of battles are 

difficult to predict. 

When technological advantage is largely a function of R&D expenditures, pioneers 

can gain advantage if technology can be patented or maintained as trade secrets. This has 

been formalized in the theoretical economics literature in the form of R&D or patent races 

where advantages are often enjoyed by the first-mover firm.  (Lieberman and 

Montgomery, 1987) Patents appear to protect first-mover advantages in some industries, 

such as pharmaceuticals. In many industries, though, later entrants can invent their own 

technology quickly enough so that the first-mover's patent protection does not matter.[3] 

When early discovery phases occurred for sildenafil by Simon Campbell and 

David Roberts, in 1989 in Kent England at Pfizer they very soon needed to file for their 
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1991 patent for the drug. The publication of the patent was immediately visible to every 

other pharma research team in the world. Whatever R&D step had been achieved was 

automatically a given fact for new research. So other firms and R&D teams were able to 

capitalize on their work. Thus creating tadalafil and vardenafil. Two molecules who do 

not infringe the patent exclusivity achieved by Pfizer however they do ―exploit‖ all work 

done that led to its discovery. Similar cases include the anti-Alzheimer drug race between 

Lilly, J&J and Pfizer.  

A stronger advantage from technology leadership arises when the first mover can 

establish their product as the industry standard, making it more difficult for followers to 

gain customer acceptance.[3] 

Since this paper is about to study the first mover advantage in two different 

products/ brands for the treatment of the same pathology, it is important to mention that, 

as an empirical matter, such patent races seem to be more important in few industries, 

such as pharmaceuticals (where even here the advantage will be of 2 to 4 years). In most 

industries, patents confer only weak protection, are easy to ―invent around,‖ or have 

transitory value given the pace of technological change. For a sample of 48 patented 

product innovations in pharmaceuticals, chemicals and electrical products in 1981, there 

were found that on average, imitators could duplicate patented innovations for about 65% 

of the innovators cost; imitation was fairly rapid, with 60% of the patented innovations 

imitated within four years. Imitation appeared relatively more costly in the pharmaceutical 

industry, where imitators must go through the same regulatory approval procedures as the 

innovating firm (Lieberman and Montgomery, 1987). 

Several case studies have examined the role of patents in sustaining first- mover 

advantages. For example, in the Xerox‘s use of patents as an entry barrier, in addition to 

key patents on the basic Xerography process, Xerox patented a thicket of alternative 

technologies which defended the firm from entry until challengers used anti-trust actions 

to force compulsory li- censing. Moreover, GE‘s long-term dominance of the electric 

lamp industry was initially derived from control of the basic Edison patent, and later 

maintained through the accumulation of hundreds of minor patents on the lamp and 

associated equipment. 

Finally, an important role is played by the organizational innovation. According to 

Limberman and Montgomery(1987), R&D and innovation need not be limited to physical 
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hardware; firms also make improvements in managerial systems and may invent new 

organizational forms. Organizational innovation is often slow to diffuse, and hence may 

convey more durable first-mover advantage than product or process innovation.  

 Overall, technology will provide the first entrant with production related 

competitive advantage in the long term race against competition. Knowing sooner how to 

produce faster, better and cheaper will allow for higher profits and above all the ability to 

maintain high profitability at lower prices. As competition often leads to price wars, in 

which the winner is the firm who can reach the lowest price, it is often the firm with the 

lower manufacturing costs who can reach the lowest viable price. 

II. Control of Resources 

The first-mover firm may be able to gain advantage by preempting rivals in the 

acquisition of scarce assets. The second type of first-mover benefit is the ability to control 

a resource necessary for the business that is better than resources later entrants must 

use.
3
Here, the first-mover gains advantage by controlling assets that already exist, rather 

than those created by the firm through development of new technology. Such assets may 

be physical resources or other process inputs. Alternatively, the assets may relate to 

positioning in ―space,‖ including geographic space, product space, shelf space, etc. 

(Lieberman and Montgomery, 1987). 

For example, the first company to open a new type of restaurant in town may obtain 

the best location. This is considered to be one of the advantages exploited by Wal-Mart 

when they were the first to locate discount stores in small towns. 

Other resources that a first entrant may be able to control include a supply of raw 

materials needed to make the product, or access to shelf space at the supermarket. First-

mover firms also have the opportunity to build resources that may discourage entry by 

other companies. For example, the first mover may increase production capacity or 

broaden their product line, signaling that there is not enough room for followers to enter 

and profit.[3] 

III. Switching Costs and Economies of Scale 

There are several reasons why first-mover advantages may arise.  In the economics 

and strategic management literature the following factors are mentioned where a 

distinction is made between factors working on the supply and the demand side.  
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On the demand side, there is the pre-dominant importance of switching.  

Switching costs can arise (i) from the fact that consumers have to make some initial 

investment in adapting to a seller‘s product or services, (ii) from firm specific learning on 

how to use the product (habit formation), or (iii) because of contractual costs imposed by 

the firm. With switching costs, firms that already exist in the market when consumers still 

have to make their first choice benefit as later firms have to offer much better deals to 

convince consumers to switch (Lieberman and Montgomery, 1988). 

The majority of empirical studies find that market pioneers have higher market shares 

than later entrants, due to switching costs. Companies already in the market benefit since 

followers must offer deals that are more attractive in order to entice customers to switch. First 

movers can shape customer preferences, while followers may need to accept them as given. First 

movers can establish a strong brand loyalty or position their product as prototypical, i.e., the 

pioneer becomes strongly associated with the category, exemplified by Kleenex. Reputational 

advantages are particularly relevant in service industries. There are four types of switching costs. 

a. Contractual Costs: Contractual costs may be imposed upon customers by 

vendors (e.g. mobile service contracts) when hardware must be provided or there are 

initial costs related to initiating service – ostensibly to compensate for these up-front 

costs. This creates ―stickiness‖ in the account, as customers will be unwilling to face the 

charges associated with breaking contract. 

b. Initial Investment: Customers may require an initial investment of time or money 

to adopt a vendor‘s product or service. For example, a Mac computer requires Apple-

specific software, making it more difficult to switch to a PC. The investment may also be 

time. For example, in process industries a production line may be calibrated around a 

particular feedstock source. 

c. Habit Formation: Akin to an initial investment, there may be a significant 

learning period involved with a product that makes it more difficult to switch. For 

example, industrial process technology, or even devices such as mobile handsets, laptops, 

and GPS devices, have a unique set of controls and features that affect the user experience 

and make learning how to use a substitute product a significant hurdle (Darner and Pettit, 

2012). 

Finally, first-mover advantages may also arise from buyer switching costs. With 

switching costs, late entrants must invest extra resources to attract customers away from 

the first-mover firm (Lieberman and Montgomery, 1988). If it is costly or inconvenient for 
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a customer to switch to a new brand or product offering, the first company to gain the 

customer will have a strong advantage. Strong examples include: cell phone contracts, 

modem installations for broadband, insurance policies. 

On the supply side, there are similar factors working to the advantage of early 

entrants in the market, most notably economies of scale, cost efficiencies through learning 

by doing (Bijwaard et. al, 2004), and gain control over scarce inputs (Darner and Pettit, 

2012). Scale economies are cost efficiencies that accrue, with increasing volume, to both 

period costs and unit costs of production. Period cost efficiencies arise from the fact that 

these fixed costs-to-serve (e.g. overhead, capacity costs, etc.) are spread across larger 

volumes, reducing the average total cost per unit. Unit cost efficiencies arise from direct 

gains (e.g. sourcing discounts, longer run lengths, increased uptime, fewer changeovers, 

etc.) for each unit of production.  

The learning curve is effectively a unique form of scale economies, where gains are a 

function of cumulative units of production, rather than current units of production. As 

cumulative production/sales increases, incremental gains are made and sustained that 

improve the position of the incumbent. These gains may be experience-based productivity 

gains, technological innovation, operating model improvements, or commercial gains, 

regarding the value proposition, market targeting and positioning, pricing, promotion, 

channels, or other go-to-market activities. 

Early entry affords first pick of all factor inputs to the pioneer. In cases where 

factor inputs are scarce, the pioneer gains control over these scarce inputs. For example, 

the best retail locations for a given product or service may be secured by the pioneer, 

leaving followers to locate in the less desirable locations (Darner and Pettit, 2012). 

Switching costs include adapting to a new product (e.g., employee training), and 

penalties associated with breaking a long-term contract. Especially for consumer products, 

the first mover has the opportunity to shape consumer preferences. The first company to 

offer a product of acceptable quality may earn brand loyalty. Satisfied consumers tend not 

to spend time seeking information about other products, and tend to avoid the risk of 

being dissatisfied if they switch. The pioneering brands in many product categories, such 

as Coca-Cola soft drinks and Kleenex facial tissues, often dominate their markets for a 

long time. These brand preferences appear to be more important for products purchased 

by consumers than for products purchased by businesses. Businesses buy products in 
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larger volume and have more incentive to search for information about lower-cost 

options.[3] 

For first-movers, sunk costs are a two-edged sword: they lock the firm into a 

particular course of action but also provide commitment value that can help deter entry 

(Lieberman and Montgomery, 1988). 

The first-mover advantage concept is self-explanatory in that it posits that the first 

mover into the marketplace may acquire certain advantages over subsequent entrants, 

resulting in a sustainable competitive advantage for the first-mover in the form of 

abnonnal profit retums and higher market share (Frawley and Fahy, 2006&Kerin et al., 

1992). This concept is multifaceted in nature and encompasses several other disciplines, 

most notably economics, marketing, strategic management and also consumer behavior 

and entrepreneurship/ innovation literature. Owing to this fact it is hardly surprising that 

there exists an extensive literature in which there are many different interpretations and 

perspectives of first-movership (Frawley and Fahy, 2006). 

IV. Brand Strength 

Brand loyalty is one of the most important issues in the world of marketing and 

business due to the great importance that the brand is subjected to at the international 

business level. Furthermore, loyalty to the brand is a very important subject from a 

marketing strategy perspective, especially as current markets are marked by its passing 

through a so highly mature phase and intensive competition, while keeping the customer 

loyal to the brand is very crucial for the survival and continuity of the organization 

(Mohammad, 2012). According to Aaker (1996), loyalty is a core dimension of brand 

equity. Brand equity is a phrase used in the marketing industry which describes the value 

of having a well-known brand name, based on the idea that the owner of a well-known 

brand name can generate more money from products with that brand name than from 

products with a less well known name, as consumers believe that a product with a well-

known name is better than products with less well known names.[4] 

Switching away from the pioneer is more difficult in cases of product quality 

uncertainty or ambiguity. When it is difficult to gauge quality effectively and completely, 

it is more difficult to switch away from a trusted brand comfortably without a significant 

incentive. The pioneer‘s brand value to the consumer has grown due to the awareness, 



13 
 

relevance, knowledge, and esteem, accorded to the product by the consumer (Darner and 

Pettit, 2012). 

In the case of Viagra versus Cialis brand equity and brand identification were and 

still are highly definitive factors. In the US (and in other countries) Viagra quickly 

positioned the brand in the easiest position to capture; the position around being powerful, 

being desired, being a strong machine. Very basic near-primordial masculine instincts. 

When Cialis launched it was fundamental to stay as away as possible from these brand 

values in order to achieve a distinct, different and yet appealing position. After heavy 

research and planning the Cialis brand was launched with core values being: Naturalness 

and spontaneity with confidence and control and overall natural relaxed feelings of 

intimacy.  

Whether this was negative or positive for Lilly is explored later in this paper, either 

way however Viagra had the advantage of freedom of choice in the beginning. Lilly 

needed to adapt.  

Brand equity has a specific characteristic: it grows with time. The more time a 

person is exposed to (what is for him/her) good brand equity the more this equity will 

become habit and even tradition. So the first entrant clearly has more time to establish and 

embed his chosen equity into the minds of consumers/users. 

Close to brand equity lies user experience, user satisfaction. In the Cialis versus 

Viagra war, doctors (who are key elements in the market as both drugs require a doctor‘s 

prescription) had more time to use Viagra with their patients and see the positive patient 

outcomes. The risk involved with switching a medicine is notably high for any doctor 

treating any pathology. This is a clear first entrant advantage which gave Pfizer a notable 

head start and provided Lilly with a high barrier to overcome. 

Other sources for first-mover advantage on the demand side include network 

externalities and uncertainty about the quality other firms offer. A related theoretical 

literature, regarding ―the byer choice under uncertainty‖, deals with the imperfect 

information of buyers regarding product quality. ln such a context, buyers may rationally 

stick with the first brand they encounter that performs the job satisfactorily. Brand loyalty 

of this sort may be particularly strong for low-cost ‗convenience goods‘ where the benefits 

of finding a superior brand are seldom great enough to justify the additional search costs 

that must be incurred. In such an environment early-mover firms may be able to establish 
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a reputation for quality that can be transferred to additional products through umbrella 

branding and other tactics. Similar arguments derived from the psychology literature 

suggest that the first product introduced received disproportionate attention in the 

consumer‘s mind. Late entrants must have a truly superior product, or else advertise more 

frequently (or more creatively) than the incumbent in order to be noticed by the consumer. 

In a laboratory study using consumer products, there were found that the order-of-entry 

influences the formation of consumer preferences. If the pioneer is able to achieve 

significant consumer trial, it can define the attributes that are perceived as important 

within a product category. Pioneers such as Coca-Cola and Kleenex have become 

prototypical, occupying a unique position in the consumer‘s mind. Their large market 

shares tend to persist because perceptions and preferences, once formed, are difficult to 

alter (Lieberman and Montgomery, 1988). 

1.6 When to select a First Mover Strategy 

So considering these advantages that the First mover will enjoy when marketing and 

launching the product, when should a firm select to invest in pioneering and innovation 

and when not? 

An article from Thomas Cleffand Klaus Rennings (2011) suggests the following 

summary table of aspects to consider when making these considerations: 

 

Table 1.1: Correlation directions between actors and timing advantages 

1.7 Conclusions and Comments 

In this chapter, key questions regarding the first-mover advantage are being set. The 

main first-mover advantages are being discussed, citing relevant examples from cases of 

Level Factor

1st Mover 

Advantage

2nd Mover 

Advantage

Industry/ Technology Highly fragmented technology + -

High speed of innovation + -

Highly diffused innovation - +

Product/ Service Dependance on technological infrastructure + +

Degree of novelty - +

Difficulty of production/complexity of technology - +

Customer resources invested (lock in)/switching 

costs + -

Firm Strategy Price driven strategy - +

Differentiation driven strategy + -

Core Competence driven strategy + +

Correlation with:
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companies that were pioneers in several sectors. The main first-mover advantages as well 

as the sources of them are being argued so as to comprehend the FMA theory as good as 

possible. Advantages such as technology leadership control of resources and assets, 

switching costs, and brand strength constitute the key sources of the first-mover 

precedence existence. The main disadvantages are also briefly described and being 

analyzed in the third chapter. In the end, a table illustrates major directions on when to 

select a first-mover strategy in order to maintain a strong head start into a market. 

Will the first entrant's higher costs be offset by revenue gains? If so, innovation is 

encouraged which is a key source of economic growth (Robinson et. al, 1994). 

The vast majority of empirical studies finds that market pioneers have substantially 

higher market shares than later entrants (Friedmann and Claser, 1999). This strong 

association between order of entry and market share is questioned by some authors 

(Bijward et. al, 2004). 

Overall, maintaining higher market share tends to be easier and more cost effective 

for the first entrant (the cost for Viagra to maintain its shrinking market share was lower 

than the cost for Lilly to gain it) however, market share is not the final goal of any 

company. The goal is profit for the shareholders and a company with lower market share 

may be able to provide higher dividends to its share holders versus a company with higher 

market share. 

First mover advantages are more likely to be encountered if market shares are 

highly correlated to financial performance, as exemplified in a consumer product brands 

study (Bijward et. al, 2004). 
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Chapter 2 Environmental Dynamics 

2.1 Micro Aspects of FMA Theory - FMA Theory from an internal point 

of view 

An important group of research studies investigated the effect of firms‘ 

characteristics on competitive advantages based on order of entry into markets. Fueled 

largely by researchers in the resource-based view of the firm and in industrial economics, 

this literature stream has identified firms‘ assets and strategic maneuvering as the key to 

capturing possible benefits from early entry. In this view, a firm‘s ability to derive FMA 

should be assessed ―with reference to the competence and capabilities which new entrants 

have, relative to the competitors‖ (Suarez and Lanzolla, 2007). 

A recent study based on PIMS (Profit Impact of Market Strategy) data shows that 

first movers, early followers, and late entrants tend to deploy different skills and 

resources. Some studies outline the substantial effect of a firm‘s history on the 

relationship between order of entry and market performance. For example, a study in the 

U.S. receiver industry, showed that firms with experience in radio technology are most 

likely to enter TV manufacturing, to have higher innovation rates, and to capture higher 

market share and survive longer. A relevant study found that ―firms with large R&D 

intensities, that possess a direct sales force, and that have greater internal financial 

resources will be earlier entrants in industries with significant opportunities to build first 

mover advantages‖ (Suarez and Lanzolla, 2007). Moreover, Murthi, et. al (1996), 

analyzing 236 business units over a period of three years, found that pioneering 

advantages are significant when managerial skills are factored in. Another study discussed 

how firms‘ R&D capabilities and their strategy with respect to ―technology pioneering‖ 

played an important role in the competitive outcome of the VCR industry.  

2.2 Macro Aspects of FMA Theory - FMA Theory from an external 

point of view 

The role of the environment in organizational dynamics has long been studied in the 

various streams of organizational theory. McArthur and Nystrom (1991) and Covin and 

Slevin (1989) found environmental munificence to be a significant predictor of the 

strategy performance relationship. Suarez and Lanzolla (2007) argues that the order of 

entry strategies most likely to succeed under three environmental dimensions: variability, 

grain of the variability, and uncertainty. Using game theory tools, stylizing the FMA issue 



17 
 

as an allocation problem given a certain market structure, and assuming rationally 

competing agents, the industrial organization literature outlines the conditions under 

which a firm deliberately decides whether to be a first mover or a later entrant.  According 

to this literature, FMA are affected by such variables as: 

 Degree of competition,  

 Market structure, and  

 Time elapsed between first and second mover entry.  

The strategy literature addresses the relationship between the environment and 

FMA. For example, contingency theorists propose that firm performance results from co 

alignment of the environment and a firm‘s resources, structure, and processes. Advantages 

derived from entry timing are conditioned to industry characteristics, and he proposes a 

taxonomy of entry strategies vis-a-vis technological  change in products and processes. 

Teece (1986) relates a firm‘s ability to profit from technological innovation to the specific 

appropriability regime that surrounds the innovation, the emergence of a dominant design, 

and the firm‘s possession of complementary assets. He argues that ―when imitation is 

easy, markets do not work well and the profits from innovation may accrue to the owner 

of some complementary assets, rather than to the developers of the intellectual property‖.  

Two main shortcomings in existing macro FMA theory are identified. First, it is not 

sufficiently coupled to the core constructs of FMA theory. The environmental elements 

considered are, for the most part, independent and unrelated, and the link between them 

and FMA isolating mechanisms is weakly explored. Second, most of the variables 

identified in the literature are concerned with the existence/nonexistence of specific 

environmental characteristics only at the time the first mover enters the market (e.g., 

regulation, appropriability regime), and not with these characteristics‘ temporal 

development (Suarez and Lanzolla, 2007). 

2.3  Long-term Sustainability of the First mover advantage - Under 

which circumstances the first mover advantage can be sustained? 

No advantage is an advantage in business if it cannot be sustained in the long term.  

Beginning with the model introduced at the 30‘s, which demonstrates that the leading 

firm can obtain higher profits than the follower by committing to a high production 

quantity, a lot of work has been devoted to find out under which circumstances such a 
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commitment effect can be achieved and a first-mover advantage preserved (Kopel and 

Löffler, 2008). 

Below we present the conditions under which we believe first-mover advantages 

canbe sustained. 

 Inherent Level of Risk in Market: Higher risk markets provide longer term 

advantages. Example – medicines are a high risk industry as the lives of people are at 

stake. A first entry advantage will yield higher returns simply because changing to the 

second entrant will be more riskier. Gas turbine converters: a city using electricity plant 

from GE gas turbine converters will consider the risk of changing supplier. 

 Price Range for Buyer: The higher the price of the good or service the longer time it 

takes to re-purchase. Hence a FMA will yield results for a longer time. Example: luxury 

cars.  

 Equity Driven Markets: in markets where buyers/consumers establish a high level of 

personal identification with the products brand equity becomes a driving force. The First 

mover has more time to establish and selected his brand position hence his advantage lasts 

longer. 

 High R&D costs and production start up costs: clearly in a market where products 

require R&D are high the first entrant has a more long term advantage. 

 Cultural openess to innovation and change: in a culture which is more traditional 

(china, middle eastern countries) any change occurs at a slower rate. Here, the FMA 

would last longer – higher HofstedeUncertaintly Avoidance Index. 

 If first mover choices, actions and strategies are invisible or difficult to see (ex highly 

secretive product development) then the FMA is maintained for a longer period of time. 

Kopel and Loeffler (2008) also suggest various cases in which first mover advantages 

can be maintained. 

 The return from long term commitment is enhanced when the leader possesses 

private/ secret information. 

 Strategic effects do not only result from being the first mover in the market, but also, 

for example, from investing in R&D, investing in production capacity, choosing a certain 

capital structure, or from delegating decisions to managers. The goal of such type of 

commitment strategies is to influence the future behavior of its rivals and to improve its 

own competitive position. 
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 Another study introduced a duopoly model where both firms can invest in (process) 

R&D, resulting in reduced costs of production, before the firms compete in quantities in 

the market. It showed that the incentives for firms to overinvest are quite strong, leading 

to higher quantities, lower prices and lower profits. If only one firm can invest, then this 

firm can gain an advantage by being the cost leader.  

 One firm can sink costs in advance by investing in capacity, thereby trying to deter 

entry from rival firms. 

 There are important linkages between financial and output decisions. Firms which 

take on more debt have an incentive to select output choices which have higher returns in 

good states and lower returns in bad states. 

 The internal organization of a firm also has strategic commitment effects. If the 

owners of a firm delegate decisions to managers who are compensated on the basis of 

performance measures like production output, revenue, or market shares (in addition to 

profits), then the managers are more aggressive and offer higher production quantities.  

 The analysis that introduced a model where the leader invests in R&D and the 

followers are able to benefit from the leader‘s investment due to spillovers, yields the 

rather intuitive result that the leader invests less the higher the spillovers or the higher the 

number of followers.  

 More recent studies of the trade-off between flexibility and commitment in the 

previous model with uncertainty, found that the first-mover advantage can be sustained 

only when the realized demand is close to expected demand. Otherwise, the value of 

flexibility dominates the value of commitment and leadership can become a disadvantage. 

 According to a general setup, where firms can use delegation and cost-reducing 

activities either alternatively or jointly, the use of R&D investment by owner-managed 

firms is a dominated strategy. Firms always delegate control to managers, while firms do 

not necessarily use delegation and R&D investments jointly in equilibrium.  

 Finally, some authors have looked at the endogenous choice of the leader and 

follower role. At the model that was studied, firms can choose (i) between the leader and 

the follower role, (ii) between delegation and no delegation, (iii) between the selection of 

prices and quantities.  
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2.4 Criticality of Industry Dynamics 

Suarez and Lanzolla (2005) underline the existence of numerous studies of first-

mover advantages concentrated on how firms achieve them. One of the three main ways is 

by creating a technological edge over competitors. By starting earliest, first movers have 

more time than later entrants to accumulate and master technical knowledge. The second 

way is by preempting later arrivals' access to scarce assets-for example, a location on a 

city's main street, talented employees, or key suppliers. The third is by building an early 

base of customers who would find it inconvenient or costly to switch to the offerings of 

later entrants. 

What have been largely ignored are the conditions under which those three tactics 

are most likely to succeed or fail. Just as a swimmer's ability to cross the English Channel 

depends as much on the water's roughness as on his or her own skill and experience, an 

early entrant's prospects depend as much on background factors as they do on the firm's 

resources and capabilities. The two most important factors - the pace of technology 

evolution and the pace of market evolution - are typically beyond the control of any single 

firm.  

There can be enormous variation in the rates at which products' underlying 

technologies advance. For example, the first manufactured glass dates back to about 3500 

BC, when Middle Eastern artisans heated crushed quartz to make glazes for ceramic 

vessels. But it took three millennia for the next important technological change, 

glassblowing, to arise, and 1,600 years more before Englishman George Ravenscroft 

invented lead glass. No other important technological change occurred until Alastair 

Pilkington invented the float-glass process in the twentieth century. By contrast, a 

computer today bears little resemblance to one made even ten years ago.  

Some technologies, such as computer processors, evolve in a series of incremental 

improvements; others evolve disruptively, creating a break from the norm, as was the case 

when digital photography began to displace film. The faster or more disruptive the 

evolution of technology, the greater the challenge for any one company to control it. Even 

in product markets dominated by firms with large R&D budgets, new entrants and other 

competitors tend to drive technological progress. 

The pace of market evolution can vary as markedly as the pace of technological 

evolution. For example, the markets for automobiles and fixed telephones developed 
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much more slowly than, say, the markets for VCRs and cellular telephones. Fixed 

telephones needed more than 50 years to reach a household penetration of 70%; cellular 

telephones achieved the same level in less than two decades. 

The greater a new product's or category's departure from existing products or 

categories, the more uncertain will be the pace of the market's growth and its eventual 

shape-how many segments the market will divide into, for example. Nokia launched the 

N-Gage, a gaming and music platform that includes a phone, in October 2003. Despite a 

massive marketing campaign, positive comment from experts and the public, a superb 

brand, and market dominance in the related category of mobile phones, the company 

shipped in 2004 only a fraction of the "several million" devices it said it would. 

Overall, some industries have historically shown that evolution within them is the 

result of small steps forward. Small steps that take time and provide minimal innovation 

each time they occur (examples: nuclear plant design, smart phones do provide a large 

number of innovations however these innovations are miniscule and do not revolutionize 

the user experience or the perceived user experience). In these industries the FMA should 

last less time, because the next small innovation from competition will soon come and 

eliminate the previously held advantage. In these industries constant innovation and 

continuous development is needed to maintain leadership.  

Other industries differ: Example – the energy market: here users have gone from 

burning wood to burning oil and this innovation occurred over the course of 3500 years. 

The next innovation was the use of electricity which took another 100 years, then came 

burning gas, nuclear power and recently solar energy. A first mover in this industry would 

be able to use his/her advantage for a longer time as the next innovation would require 

much more time to come by (Suarez and Lanzolla, 2005). 

2.5 The Likelihood of a First-Mover Advantage 

Think about a new product category your company recently entered. Are 

innovations continually popping up? Or do they appear infrequently enough that you can 

stay current? Now consider the market for that product. Is it growing so fast that you can 

hardly keep up with demand, or is it expanding only gradually, giving you and others in 

the industry plenty of time to plan and reach new customers?  

The exhibit "The Combined Effects of Market and Technological Change" 

illustrates the four possible combinations of slow and rapid technology and market 
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evolution. The pace of change in a technology and a market can have a profound effect on 

a company's chances of achieving a first-mover advantage. Four possible scenarios face a 

would-be first mover.  

 

Figure 2.1:The Combined Effects of Market and Technological Change 

The term "calm waters" is used for the upper left cell of the matrix, where the technology 

and the market are evolving gradually. In the upper right, technological change is modest 

while the market grows rapidly-thus the market expands faster than the technology 

evolves. In the lower left, the technology leads - performance improvement is rapid 

compared with the evolution of the market. The lower right is the "rough waters" area, 

where both the technology and the market evolve quickly (Suarez and Lanzolla, 2005). 

As Cleff and Rennings (2011) claim, the best prerequisite for a long-lived first 

mover advantage is when technology and market develop slowly (―Calm Waters‖). 

Followers are not able to gain a market share of the pioneer through technological or 

product differentiation. Their market growth is too small to realize economies of scale. 

The slow market pace enables the first mover to build up step by step new market 

segments. R&D, skills, marketing and other capabilities of the First Move are less stressed 

than in other situations. Durable first mover advantages are very likely. 

In case ―Technology Leads‖ short-lived and durable first mover advantages are 

very unlikely. Radical changing technology brings in again and again new competitors 

with new developed innovation designs. This is more or less the case for all market actors 

on the market, so as well for later entrants. Only strong R&D and high expenditures for 
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product development capabilities (technological leadership) are able to gain and to 

maintain a long-lasting position as market pioneer and to stand on the forefront of the 

technological development. Only if the technological dynamic slows down and market 

takes off with pioneer‘s innovation as global design, the first mover is able to collect the 

rewards on his investment.  

The most difficult situation is ―Rough Waters‖, because durable first mover 

advantages are very unlikely. Product technology changes radically and innovation 

designs becomes rapidly obsolete. In fast progression new technological solutions 

develop, which enable later entrants to push out older technology of the pioneer. 

―Leapfrogging‖ through later entrants is very likely. This is made possible because at the 

same time customer preferences follow the rapid development of new technologies and 

because the market demands technological changes. Only in case of strong R&D and 

technological leadership with simultaneous large-scale marketing, distribution and 

production capabilities a successful first mover strategy is possible, however, it stays risky 

at the same time. Only a quick-in quick-out market strategy makes sense to realize short-

lived first mover advantages. 

Within ―The Market Leads‖ situation, durable and short-lived first mover advantages 

are very likely. The technology develops only slowly and the dominant design developed 

by the first mover holds a great market share. Sales are growing because of the enormous 

expansion rate of the market demand. The first mover has to assure that he addresses all 

kind of emerging market niches. Only then, followers have no chance to enter the entire 

market through a niche. In order to satisfy the entire market the pioneer must possess 

large-scale production, marketing and distribution capabilities. 

It can be ascertained, that the successful innovator is not necessarily the first but very 

often one of the early movers within the competition of different innovation designs. 

Diverse theoretical approaches of this phenomenon are being used to explain first or early 

mover advantages. Apart from the diverse – at this point not presented - timing game 

approaches there are mainly empirical studies based on correlation or regression analysis. 

However, these are inconsistent in the choice of factors, which are finally responsible for 

the development of successful global designs. The results of the empirical studies range 

from (Cleff and Rennings, 2011): 

a. „Luck―, to 



24 
 

b. technological leadership, preemption of assets and buyer switching costs 

(Lieberman/Montgomery, 1988) to 

c. industry, technology, firm and product-specific factors and 

d. leading time, market dynamic, and type of innovation (Suarez and Lanzolla, 2005). 

Characteristics of different national country markets for the global success of an 

innovation design have hardly gained importance in the discussion. However, 

Suarez/Lanzolla (2005) mention the pace of market evolution as one of two important 

influencing factors for successful innovation. But here as well, the different conditions on 

different national markets are not being more differentiated in their importance for the 

development of global designs. ―Successful‖ global designs are considered to be those 

which: 

 firstly enjoy early national success, 

 are then successfully commercialized worldwide and 

 force other innovation designs out of the market in the medium term, to become the 

global design or the world standard respectively (Cleff and Rennings, 2011). 

In another study of Cleff and Rennings in the same year (2011), some examples of 

global design emerging from the adoption in one country are mentioned; the cellular 

mobile telephony in the Scandinavian countries, the personal computer in the USA, the 

industrial robot or the fax machine in Japan, the airbag in Germany and the smart card in 

France. All these examples show that the first country that adopts a specific design 

becoming the global dominant design is often not the country where the innovation was 

invented or the technology used for it mostly developed. On the contrary it is often 

another country that is leading the worldwide adoption of an innovation: This country can 

be called the Lead Market.  

2.6 The Impact of Time & FMA Evolution 

Huff and Robinson (1994) as well as Brown and Lattin (1994) argue that FMA is a 

function of the time a product is in the market – longer lead-time, the time between 

entries, increases any benefits. These benefits decline over time with competition. 

Agarwal‘s and Gort‘s (1998) research supports these findings by comparing the rate of 

convergence to an asymptotic market share level by later entrants and controls for the 

impact of factors such as price differences, relative advertising expenditures, relative 

quality perception, etc. on market share development.  
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Research has also demonstrated that the benefits of FMA are declining with time. In 

a study of 46 major product innovations over the last century, the average time-span 

between introduction and follow-on declined 90% - from 33 years to 3.4 years (Agarwal 

and Gort, 1998). This decline is underscored by an example from the music industry, 

where it took 33 years for followers to enter the phonograph industry, but only three years 

for competitive entry in compact disc players.  

Empirical evidence suggests this decline has resulted from five macro trends:  

 Changes in the customer, including quicker dissemination of information across 

customers, increases in consumer income, and an effective reduction of geographical 

distances through improvements in transportation and increased market globalization,  

 Growth in both the absolute size of markets and in the population of potential 

entrants, leading to faster initial growth from a zero starting point and reduction in the 

minimum efficient scale for entry,  

 Growth in both research publication and scientific and technical personnel, as well 

as the accessibility of knowledge through technology-enabled search, and open access 

repositories for intellectual capital (e.g. social sciences research network),  

 Greater work-force mobility from globalization of labor markets, changes in the 

employer-employee social contract, evolution of technology enabled remote work 

practices, improvement in transportation, and faster diffusion of job opportunity 

information, and  

 Advances in the sophistication and professionalization of business, business 

management and management science, which have changed the nature of competition 

itself (Darner and Pettit, 2012). 

2.7 Conclusions and Comments 

After the raise of the first-mover subject, it is crucial to discuss about the dynamics 

with which a first-mover advantage can occur. Regarding a company‘s internal aspects of 

the theory, it seems there is a strong relationship between the entry order and the market 

performance. For example, a company highly experienced in the field of radio technology 

is most likely to succeed in the TV sector too.  Also, firms‘ assets and strategic 

maneuvering is considered to be the key to capturing possible benefits from early entry. 

Finally, firms‘ R&D capabilities and their strategy with respect to ―technology 

pioneering‖ play an important role. Referring to the theory external aspects, the authors 
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argue that the first-mover advantage is affected by three key variables; the degree of 

competition, the market structure, and the time elapsed between first and second mover 

entry. Generally, the theory suggests that there are certain environmental elements which 

are independent and unrelated, and the link between them and FMA isolating mechanisms 

is weakly explored.  

Most of the variables identified in the literature are concerned with the existence or 

nonexistence of specific environmental characteristics only at the time the first mover 

enters the market, and not with these characteristics‘ temporal development. Afterwards, 

we discuss several circumstances, under which the first-mover advantage can be sustained. 

 Afterwards, the topic of industry dynamics and their impact in the first-mover 

advantage likelihood is being covered. The pace of technology and market evolution plays 

a significant role to the first-mover advantage phenomenon. The term "calm waters" is used 

where the technology and the market are evolving gradually. The term ―the market leads‖ is 

used when technological change is modest while the market grows rapidly-thus the market 

expands faster than the technology evolves. The term ―the technology leads‖ is used when 

performance improvement is rapid compared with the evolution of the market. Finally, the 

term "rough waters" area, is used where both the technology and the market evolve quickly. 

We sum that the best prerequisite for a long-lived first mover advantage is when 

technology and market develop slowly, as followers are not able to gain a market share of 

the pioneer through technological or product differentiation. In the end, we emphasize the 

significance of time impact in the first-mover advantage evolution, as some authors believe 

that the benefits of first-mover advantage are declining with time. The possible reasons for 

that phenomenon are being followed. 
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Chapter 3 The Late Mover 

3.1 Advantages 

3.1.1 Introduction 

The other side of the coin is always there and requires the same attention as the 

former. Hence what provides marketing advantage to the first mover is consequently the 

handicap of the follower. Knuutilaet.al (2005), based on a research at the beginning of 

‘00, claim that the second entrant is likely to capture a bigger market share than the initial 

first mover. He even states that a qualified first mover typically captures 78% of the first 

mover‘s market share.It shall now be of interest to understand the advantages that the 

follower will enjoy in a competitive marketing setting. 

Several considerations bring up reasons for and against first mover advantages, 

which have been analyzed broadly and empirically based in the past decades. An analysis 

of studies shows that until the mid 80‘s the opinion prevailed that only the market pioneer 

can secure a long-lived market share advantage. Not until later studies this apparently 

natural symbiosis between the first mover and the innovation success was questioned. 

Studies conducted confirm a higher failure rate of market pioneers. At the early ‗90s the 

studies born the question ―Marketing logic or marketing legend?‖. There is a great 

number of anecdotic examples of market pioneers. However, it is not the case that these 

results speak against a first mover advantage. A study at the early ‗00s showed a 66% 

survival rate during during the same time of market pioneers, whereas early followers 

only have 48% chance. The results could not be more diverging, so that later studies came 

to the correct statement that the first mover advantages depend on the respective 

environmental circumstances (Cleff and Rennings, 2011). 

Not only are there significant benefits to following, but when important limitations 

to FMA, as mentioned above, occur, the later mover can enjoy supremacy. 

The mechanisms that benefit the first-mover may be counterbalanced by several 

disadvantages. These first-mover disadvantages are, in effect, advantages enjoyed by later 

followers (Ohlen, 2002). A later entrant can affect the magnitude of first-mover advantage 

in several ways (Kerin et. al, 1992). Late- movers may benefit from (Lieberman and 

Montgomery, 1988): 
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I. Lower imitation and R&D costs 

A first mover will most likely need to incur highly substantial and even high risk 

pioneering costs such as Research and Development costs, the expense of gaining 

regulatory approvals, educating potential buyers, nurturing suppliers of factor inputs (raw 

materials and machinery), and developing infrastructure facilities for training and 

servicing intermediaries and buyers. In situations in which potential buyers have specific 

assets invested in an earlier generation product or process, a pioneer may incur expenses 

related to overcoming or offsetting the initial switching costs of innovators and early 

adopters. In effect, the switching costs incurred by the pioneer constitute a particular type 

of pioneering cost (Lieberman and Montgomery, 1988). 

The second entrant will surely be able to re-use lots of the technology, R&D 

outputs, regulatory pathways and even personnel competence building that the first 

entrant created. For example – the molecule vardenafil (Levitra) is a near copy of 

sildenafil (Viagra) and the initial R&D costs for Bayer could have been considerably 

lower than for Pfizer. 

While the first mover preserves its cost advantage the later entrant (if skillful at 

influencing and shaping consumer preferences) can gain a differentiation advantage.  A 

later entrant‘s skills and resources can nullify or offset some of the cost and differentiation 

advantages of the first mover. Indeed, Japanese manufacturers supplanted Xerox, the 

facsimile machine pioneer, by adept positioning, adding new features, and aggressively 

promoting their models (Kerin et. al, 1992). 

II. The ability to ‗free-ride‘ on first-mover investments (―free-ride‖ effects) (1988 

& 1992) 

Later entrants may be in a position to free—ride on the fitst mover‘s entry costs if 

they can avoid all or some of the costs of product and / or market development incurred 

by the first mover. Indeed, research suggests that the cost of imitation is about 65% of the 

cost of innovation (Mansfield et. al, 1981). As is the case with the first mover, the degree 

of interrelationship (marketing, manufacturing, and technological interconnectedness) 

between the late entrant‘s new business venture and other businesses in its portfolio 

determines the extent to which it can exploit scope economics to achieve cost advantages. 

(Kerin et. al, 1992)Late-movers may be able to ‗free-ride‘ on a pioneering firm‗s 

investments in a number of areas including R&D, buyer education, and infrastructure 
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development. As mentioned previously, imitation costs are lower than innovation costs in 

most industries. However, innovators enjoy an initial period of monopoly that is not 

available to imitator firms. The ability of follower firms to free-ride reduces the magnitude 

and durability of the pioneer‗s profits, and hence its incentive to make early investments 

(Lieberman and Montgomery, 1988). 

The theoretical literature has focused largely on the implications of free-rider effects 

in the form of information spillovers in R&D, and learning- based productivity 

improvement. As mentioned previously, empirical studies document a high rate of inter-

firm diffusion of technology in most industries. 

In the labor market, late-mover firms may be able to exploit employee screening 

performed by early entrants, and thus acquire skilled labor at lower cost. This is in 

addition to the fact that early entrants may invest in employee training, with benefits 

enjoyed by later entrants who may be able to hire away the trained personnel.  

The magnitude of free-rider effects depends in part on ownership of assets that are 

complementary or ‗co-specialized‗ with the underlying innovation. For example, EMI 

developed the first CT scanner but lost in the marketplace because the firm lacked a 

technology infrastructure and marketing base in the medical field. Pilkington, by 

comparison, was able to profit handsomely from its pioneering float glass process due to 

its assets and experience in the glass industry. In other instances late-mover firms have 

been successful largely because they were able to exploit existing assets in areas such as 

marketing, distribution, and customer reputation—e,g. IBM in personal computers and 

Matsushita in VCRs (Lieberman and Montgomery, 1988). 

III. Technological discontinuities that provide ‗gateways‗ for new entry and shifts in 

technology or customer needs.  

New entrants exploit technological discontinuities to displace existing incumbents. 

Several empirical studies consider these technological discontinuities or ‗gateways‘ for 

new entry and give practical advice on how such discontinuities can be exploited by 

entrants, who might be defined as ‗first—movers‘ into the next technological phase. Many 

innovative entrants revolutionized existing industries with new products and processes 

and there are numerous examples of dominant incumbents that proved slow innovators 

but aggressive followers. 
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Since the replacement technology often appears while the old technology is still 

growing, it may be difficult for an incumbent to perceive the threat »and take adequate 

preventative steps. The American Viscose‘s failure to recognize the potential of polyester 

as a replacement for rayon, and Transitron‘s inattention to silicon as a substitute for 

germanium in semiconductor fabrication, is a representative example of steam locomotive 

manufacturers to respond to the invention of diesel. This perceptual failure is closely 

related to ‗incumbent inertia‗ considered  below. 

Customer needs are also dynamic, creating opportunities for later entrants unless the 

first-mover is alert and able to respond. Docutel, as the pioneer, supplied virtually all of 

the automatic teller machine market up to late 1974. Over the next 4 years its market share 

declined to less than 10 percent under the onslaught of Honeywell. IBM and Burroughs, 

all of whom offered computer systems to meet the emerging need for electronic funds 

transfer (Lieberman and Montgomery, 1988). 

IV. Resolution of technological and market uncertainty  

Late-movers can gain an edge through resolution of market or technological 

uncertainty. It is important to consider the effects of uncertainty on the desirability of 

early versus late market entry. Entry in an uncertain market obviously involves a high 

degree of risk. Early entry is more attractive when the firm can influence the way that 

uncertainty is resolved. For example, the firm may be able to set industry standards in its 

favor. Firm size may also be important large firms may be better equipped to wait for 

resolution of uncertainty, or to hedge by maintaining a more flexible investment portfolio. 

In many new product markets uncertainty is resolved through the emergence of a 

‗dominant design‘. The Model T Ford and the DC-3 are examples of dominant designs in 

the automotive and aircraft industries. After emergence of such a design, competition 

often shifts to price, thereby conveying greater advantage over firms possessing skills in 

low-cost manufacturing (Lieberman and Montgomery, 1988). 

V. Learning from the pioneer mistakes 

A late-mover may be able to take advantage of the first-mover"s mistakes. For 

example, when Toyota was first planning to enter the U.S, market it interviewed owners 

of Volkswagens, the leading small car at that time. Information on what owners liked and 

disliked about the Volkswagen was incorporated in the design process for the new Toyota 

(Lieberman and Montgomery, 1988). A later mover can be benefit by avoiding products 



31 
 

that have no potential, as demonstrated by the failed first mover (Cottrell and Sick, 2001). 

A later entrant also can achieve a differentiation advantage by learning from the pioneer‘s 

mistakes in such areas as positioning and product design and characteristics, or by simply 

doing things differently—for example, altering the configuration of value chain activities 

involved in designing, producing, marketing, delivering, and supporting a product. The 

irreversibility of investments in any of these areas might preclude the first mover from 

adopting the strategy and tactics of later entrants that have the benefit of hindsight (Kerin 

et. al, 1992). 

VI. Various types of ‗incumbent inertia‘ that make it difficult for the incumbent to 

adapt to environmental change. 

The first mover is by definition the company that has something to lose. Lose market 

share, lose revenue, lose customers. The follower is by definition the company that has 

nothing to lose (because it has not yet launched) and has lots to gain. Gain customers, gain 

market share and of course gain revenue. Consequently the First mover is on the defensive 

– trying to protect a large and important ―castle‖. The Second mover is on the offensive – 

hungry to gain what he does not already have.  

The First mover sees the Second arrival as an invasion into his previously owned 

monopoly. The invader is seen as a change; an unwelcome change to a highly profitable 

and well deserved monopoly. 

It is natural and human to resist change especially when times are good. Therefore, 

the First mover will suffer from a significant amount of incumbent inertia. 

Vulnerability of the first-mover is often enhanced by ‗incumbent inertia‘. Such inertia 

can have other causes beyond the natural position of the First mover in the market arena: 

(1) the firm may be locked-in to a specific set of fixed assets, (2) the firm may be reluctant 

to cannibalize existing product lines, or (3) the firm may become organizationally 

inflexible, or (4) a high cost base for current product (marketing investments).These 

factors inhibit the ability of the firm to respond to environmental change or competitive 

threats. 

Incumbent inertia is often a rational, profit-maximizing response, even though it may 

lead to organizational decline. For example, in the rapidly changing environment of health 

care, old health care systems may currently be harvesting from their initial investments in 

locations and personnel. The appropriate choice between adaptation and harvesting 
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depends on how costly it is to convert the firm‘s existing assets to alternative uses. And, 

organizational inertia has often led firms to continue investing in their existing asset base 

well beyond the point where such investments are economically justified. 

Much of the literature on cannibalization-avoidance refers to R&D. According to the 

first lay outs theories, an incumbent monopolist is less likely to innovate than a new 

entrant, since innovation destroys rents on the firm‘s existing products. More recent 

theoretical studies argued that Xerox exhibited such behavior following the expiration of 

its patent- enforeed monopoly—Xerox lagged in certain types of innovations and was 

sluggish to cut ― prices on account of its large fleet of rental machines in the field. Similar 

arguments regarding the innovative responses of IBM in computers and AT&T in PBX‗s 

have been made. However, under a broad range of conditions, the incumbents optimal 

strategy is to develop an improved product but delay market introduction until challenged 

by the appearance of a rival product. 

Front an organizational theory perspective, the factors that limit adaptive response by 

incumbents include the development of organizational routines and standards, internal 

political dynamics and the development of stable exchange relations with other 

organizations. 

Organizational inertia is often a positive outcome of selection processes and 

numerous dysfunctional examples of such inertia can be cited, such as Henry Ford‗s 

decision to persist in production of the Model T, long after changes in the competitive 

environment had made it clear that new products were required. In the decline of the 

major potato chip producer in the U.K. case. Historically, the organizational blinders were 

a key factor contributing the vast majority of chips consumed by men in pubs. It took the 

incumbent five years to realize that the challenger had invented a whole new market 

segment—supermarket sales to women and children. Similarly, another case is the 

Xerox's inability to perceive the growing threat of Japanese competition in the 1970s. 

Even when an incumbent makes a commitment to change, organizational factors often 

sabotage the effort; in a related study, 15 incumbents made major commitments to the 

new technologies but only two of them ultimately proved successful (Lieberman and 

Montgomery, 1988). 
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VII. Lower costs of educating customers about innovative product ideas (Cottrell 

and Sick, 2001) 

Innovation is a strong driver of revenue and growth for all companies. In most 

industries it is the only source of growth. When looked at from an inward seeing visual 

pane the issue of innovation has been extensively studied throughout the history of 

management but what is less understood is the intricacies of innovation on consumers.  

When a first mover launches into a new innovative market he will need educate and 

explain the innovation to consumers. Who clearly were not involved in the internal 

company innovation process that spawned this new product or service. This education 

may be an even very high cost. High in terms of marketing investment needed and also 

time needed.  

The initial investment of Viagra was not about the product and its unique features 

but it was about the overall pathology and what it means and what it is. Pfizer advertised 

for a full half year before actually launching the product. The total investment is estimated 

to have been equal to double the first year‘s product marketing budget. The initial pre-

launch investment was not need by Eli Lilly when they launched Cialis circa 4 years later. 

Another example is capsule-based home coffee machines. The innovation of passing 

from the traditional mocca espresso machines that use powder coffee (mainly in Italian 

and French homes) to the automated capsule based coffee machines was a difficult and 

timely feat that Nespresso (R) achieved. This achievement was capitalized on by many 

other companies who are now promoting their own brand and unique product positioning 

and do not need to invest in education about what capsule based coffee is and its overall 

quality versus traditional mocca coffee. 

Overall the ―education‖ investment for totally new and different product solutions is 

often very substantial. This investment can be avoided by the second entrant and hence 

represent a direct financial advantage. 

VIII. The possibility of stranding the innovator with an obsolete product standard. 

(Cottrell and Sick, 2001) 

This represents a brand positioning opportunity. In consumers‘ minds brands and 

products are usually placed in a simple intuitive price/quality matrix shown here below: 
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Figure 3.1: Price-Quality Conceptual Map, First Entry Product 

In this map the First Entrant will at launch, almost always position itself as a High 

Priced and High Quality solution. The Second Entrant may be able to create the 

perception of a higher quality product at a lower price using the simple natural concept of 

―what is newer is better‖ and launching at a lower price. Hence in consumer‘s minds the 

First Entant will have a lower quality and thus move down in the Price/Quality matrix. 

Below: 

 

Figure 3.2: Price-Quality Conceptual Map, First and Second Entry Product 
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3.2 Innovation: outselling the pioneer-key 

As it has been discussed above, although pioneers outsell late movers in many 

markets, a growing body of evidence suggests that in some cases late movers outsell 

pioneers (Lieberman and Montgomery, 1988). Some research concludes that market 

pioneers experience a higher survival risk than later entrants (Suarez and Lanzolla, 2005). 

The personal computer, wine cooler, and video game markets are examples in which 

pioneers were eclipsed by late movers. According to relevant studies, success is lower for 

first and second entrants; higher for third and fourth; and again lower for fifth, sixth, and 

subsequent entrants in selected French markets for industrial goods. Also, market share 

leadership for pioneers is supported in only 4 of the 50 product categories that have been 

studied. 

Late movers can outsell pioneers in at least two ways. First, a late mover can beat a 

pioneer at the pioneer's own game. The pioneer plays a central role in defining the 

category concept (e.g., Kleenex) and buyer preferences for the category. These 

preferences are the foundation for competition between the pioneer and later entrants in a 

category. By understanding these preferences, a late mover can identify a superior but 

overlooked product position, undercut the pioneer on prices, or out-advertise or out-

distribute the pioneer, thereby beating the pioneer at its own game. The freeze-dried 

coffee market offers one such example. Maxwell House's Maxim pioneered the category, 

but Nestle's Taster's Choice identified a superior position and overtook Maxim. 

Second, a late mover can overtake a pioneer through innovation. Innovation in 

either product or strategy can reshape the category and the competitive game between the 

pioneer and late entrants, enabling a late mover to overtake the pioneer. For example, 

Gillette has built a powerful position in the razor market through a process of continuing 

innovation. Through these innovations, it has overtaken the pioneer. Star and many others. 

The role of innovation is particularly vivid in evolving or so-called "high technology" 

markets, such as the video cassette recorder market, in which the pioneer Ampex was 

overtaken by Matsushita, and the microwave market, in which the pioneer Amana was 

eclipsed by Samsung. Innovation plays a role in so-called "low-technology" markets as 

well: Tide dominates the laundry detergent market pioneered by Dreft, and Eveready 

leads the flashlight battery market launched by Bright Star. 
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Innovative late movers, however, face a dramatically different situation. Our results 

show that innovative late entry creates asymmetries in diffusion, response to marketing 

expenditures, market potential, and repeat rates. Compared with pioneers and non 

innovative late entrants, innovative late movers diffuse faster, enjoy higher market 

potential, and have higher repeat rates. Moreover, innovation enables a late mover to have 

an impact on the pioneer's diffusion and market response that a non innovative late mover 

does not. Greater diffusion of an innovative late mover slows the pioneer's diffusion and 

reduces the pioneer's marketing spending effectiveness. Greater diffusion of the pioneer 

and non innovative later entrants, conversely, does not have any impact on the innovative 

late mover. Combined, these results suggest that innovative late movers can create a late 

mover advantage: Compared with a pioneer and non innovative late mover, an innovative 

late mover will spend less on marketing and generate less trial to achieve the same level 

of unit sales. Moreover, innovative late movers are advantaged asymmetrically in that 

their diffusion can hurt the sales of other brands, but their sales are not affected by 

competitors' diffusion. We explore the implications of these results for late entry strategy, 

timing of entry, and the competitive process between pioneers and late entrants (Shankar 

et. al, 1998). 

3.3 Conclusions and Comments 

This chapter introduced us to the late-mover issue, which will be examined in two 

pharmaceutical products at the sixth chapter.  The advantages enjoyed by a late mover are 

various. Lower imitations and R&D expenditures costs, the ability to ‗free-ride‘ on first-

mover investments, technological discontinuities that provide ‗gateways‗ for new entry 

and shifts in technology or customer needs, resolution of technological and market 

uncertainty, learning from the pioneer mistakes, various types of ‗incumbent inertia‘ that 

make it difficult for the incumbent to adapt to environmental change, lower costs of 

educating customers about innovative product ideas, the possibility of stranding the 

innovator with an obsolete product standard. It is obvious that the late entrant has a lot of 

possibilities to override the first entrant, gaining benefits that, in most part, rise from the 

first-mover‘s weakness to face risks from launching a new product and/or entering a new 

market. Finally, we underline the role of innovation, which seems to be important when it 

comes to outselling the pioneer prospects. Two ways to overcome the first entrant are 

being argued; First, late mover can identify a superior but overlooked product position, 
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undercut the pioneer on prices, or out-advertise or out-distribute the pioneer, thereby 

beating the pioneer at its own game. Second, a late mover can overtake a pioneer through 

innovation. Innovation in either product or strategy can reshape the category and the 

competitive game between the pioneer and late entrants, enabling a late mover to overtake 

the pioneer. 

These phenomena can reduce, or even completely negate, the net advantage of the 

incumbent derived from mechanisms considered previously. In summary, the overall 

magnitude of competitive advantage arising from a first mover status depends on the 

extent to which later entrants can, among others, benefit from the difference between 

innovation and imitation costs, free-ride on the first mover‘s pioneering costs, capitalize 

on a pioneer‘s mistakes, and are able to influence and shape consumer preferences (Kerin 

et. al, 1992). Of the potential advantages discussed above, perhaps the most widely 

accepted is the fact that it is cheaper to copy an innovation than to create it in the first 

place. A study of 48 innovations in chemicals, drugs, electronics, and electrical machinery 

reported that imitators‘ costs averaged 65% of innovators‘ costs, in part because of 

imitators‘ reduced product development time. Another study cited above provided a much 

more comprehensive and extensive survey of imitation costs and product development 

time. As part of the study, survey respondents were asked to estimate the costs of 

duplicating an innovation as a percentage of the innovator‘s R&D cost. While patents had 

the effect of increasing both time and cost of duplication, most innovations in the survey 

could be duplicated at considerable cost savings to the imitator. Respondents to the survey 

also indicated that innovations can usually be duplicated within one to three years. To be 

sure, these estimates vary by line of business and the follower firm‘s capabilities. But 

even so, they serve as an important benchmark in considering the real impact of imitation 

strategies (Cottrell and Sick, 2001). 
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Chapter 4 Secondary Topics and Aspects regarding the First 

Mover Advantage Theory 

4.1 Definitional and alternative measurement issues what constitutes a 

‗first-mover‘? 

Perhaps the most fundamental problem with the concept of ‗first-mover‘ is that of 

definition. If a firm enters an established market, but exploits some technological 

discontinuity or appeals to new demand segment, should it be classified as a first-mover? 

In general, how large a discontinuity from existing practice is required to cross the 

threshold for definition as a pioneer? 

No good answers to these questions are offered; available data and expedience have 

been the criteria used in most empirical studies. Clearly, adopting a loose definition causes 

a large fraction of entrants to be classified as pioneers.‖ In the PIMS data, for example, 

more than half of all business units are ‗pioneers, including multiple competitors within 

the same market segment. 

There is also the question of whether the criterion for first-movership is actual 

market entry, or the initiation of preliminary work such as R&D. The standard definition 

is based on market entry, which we agree is the appropriate criterion. 

Assuming some reasonable definition of what constitutes a pioneer, for empirical 

work there remains the problem of distinguishing among later entrants. Such entrants can 

be classified by (I) their numerical order in the sequence of entry, (2) elapsed time since 

entry of the pioneer, or (3) general categories such as early follower, late follower, 

differentiated follower, ‗me-too‗ follower, etc. These categories are not. in general, 

consistent or comparable across markets. For example, a firm that is third in the order of 

entry is likely to have been an early follower in a market with 20 firms, but a late follower 

in a market with four.  

Alternatively, first-mover advantage can be measured, other than profits, in market 

share or in probability of survival. Earlier we argued that economic profits are the 

appropriate measure of first» mover advantage. Profit maximization is the sole objective 

of stockholders in all modern theories of the firm. First-mover advantages exist when the 

pioneering firm earns positive present value of profits as the consequence of its early entry 

(i.e. positive profits net of those attributable to more general types of firm proficiency). 
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A serious problem confonting those engaged in empirical work is the fact that 

disaggregate profit data are seldom obtainable? Hence, market shares and rates of 

company survival are typically used as surrogate measures. Market share and survival 

have both been shown to be correlated with profits and thus have some validity as proxies. 

But the correlation of these measures with profits is not always strong and causality is 

often ambiguous. For example, managers can often increase share at the expense of 

profits, e.g. by drastically cutting price, or increasing promotional activity. Moreover, 

measures of market share can vary greatly depending on whether markets have been 

broadly or narrowly defined. 

Market share and survival also have some spurious correlations with first-movership 

and are thus inherently biased. Consider, as a stylized example, a market with two 

identical firms, Aand B, that grow at identical rates, say 20 percent per year. Assume that 

both firms earn zero economic profits. A enters l year ahead of B, making A the ‗first-

mover‗. In this case firm A will always maintain a market share 20 percent greater than B, 

even though by our definition there are no ‗first-mover advantages‗. While this example is 

extreme, our point is that early entrants have natural advantages in market share that do 

not necessarily translate into higher profits. 

Survival rates suffer from similar biases. For example, first-movers may be intrinsically 

‗stronger‘ or more proficient than later entrants. Consider first-mover advantages 

generated through firm proficiency, as illustrated in Figure 1. First-movers may exhibit 

higher survival rates, but it may be exceedingly difficult to ascertain whether this stems 

from pioneering, per se, or whether it reflects some more basic characteristic of the firm 

(Lieberman and Montgomery, 1988). 

The actual firm strategies can be differentiated between First Mover versus Second 

Entrant in the following table.  
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Table 4.1: First and Second Mover Strategies for radical innovations (Cleff and 

Rennings, 2011) 

4.2 Dynamic order of entry issues 

How important is the pioneer's lead-time in developing sustainable market share 

advantages? Because first entry helps a business develop sustainable competitive 

advantages, increasing the first entrant's lead-time should help strengthen those 

sustainable advantages.  

In a relevant research in which lead-time's importance across 56 drugs whose 

patents had expired has been examined, the authors estimated "another year of effective 

patent life is worth roughly 1.6 percentage points of market share". Moreover, a consumer 

packaged goods research estimated the impact of lead-time across 34 categories. 

Increasing lead-time increases the market share penalty for later entrants. The dynamic 

order of entry issues cover: 

(1) markets started in the 1980s versus those started in previous decades,  

(2) how long it typically takes a later entrant to reach their long-term market share,  

(3) the importance of the pioneer's lead time, 

(4) the impact of market age on pioneer share advantages, and 

First Mover Second Entrant

Focus of activity

Exploration and Creation

of product on Niche

Market

Creation of Mass Market

Firm characterization Young, small Established, big

Major role
Colonization (creation of

product)
Consolidation (of market)

Consolidation (of market) Technology push Market pull

Object of competition Rival innovation designs
Rival variants of

dominant design

Dominant innovation

design
Variation, Exploration Selection

Market structure Large firm population Concentration, Shakeout
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(5) early market leaders whose market share levels are typically even higher than the 

market pioneers. 

How are pioneer share advantages influenced by the passing of time? The passing of 

time should help a late entrant slowly reduce the order-of-entry and lead-time penalties. 

Such an effect is suggested by the empirical evidence in economics on slowly declining 

dominant firms.  

Though market pioneers have relatively high market shares, a later research 

provided convincing evidence that second entrants have an even higher average market 

share. An early market leader is defined as "the firm that is the market share leader during 

the early growth phase of the product life cycle". Though an early market leader can also 

be a market pioneer, the average market share level for surviving market pioneers was 

found to be 19% versus 30% for surviving early market leaders. In pre-World War II 

markets, the early market leader entered an average of 19 years after the pioneer versus 

five years in post-World War II markets. These results indicate it is not unusual for an 

early entrant to wrest first-mover advantages from the pioneer (Robinson et.al, 1994). 

4.3 Relationship between order of Entry and Market share 

Firms such as Merrill Lynch, the first to enter the market for a specific product or 

service, are commonly believed to accrue long-term competitive advantages. These 

advantages are thought to derive directly from the firm‘s competitive head start over rivals 

and to result in dominant and enduring market positions. Specifically, order of entry into a 

market and market share are believed to be causally related. That is, on average, first 

movers have higher market shares than early followers, who in turn have higher market 

shares than later entrants. Accordingly, companies are often encouraged to pursue 

preemptive strategies to achieve first-mover status. 

A firm can achieve first-mover status in numerous ways. For example, the first firm 

to (1) produce a new product, (2) use a new process, or (3) enter a new market can claim 

this distinction. Though being the first firm to pursue an opportunity is a necessary 

condition for exploiting entry-related advantages, the factors involved in achieving and 

sustaining first-mover advantage are considerably more complex than a simple order of 

entry effect. As demonstrated on the basis of theoretical and empirical evidence, a head 

start alone is not sufficient to achieve cost and differentiation advantages over rivals that 
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result in dominant and enduring market shares and abnormal financial returns (Kerin et al, 

1992). 

4.4 Conclusions and Comments 

We continued this study by examine some secondary topics regarding the first-mover 

advantage theory.  Starting, we present certain definitional and measurement issues what 

constitutes a ‗first-mover‘. Entrants can be classified by (I) their numerical order in the 

sequence of entry, (2) elapsed time since entry of the pioneer, or (3) general categories such 

as early follower, late follower, differentiated follower, ‗me-too‗ follower, etc.  

Alternatively, first-mover advantage can be measured, other than profits, in market share or 

in probability of survival. In general, a first and a second mover can definition is depended 

on the point view from which it is examined, as table 4.1 presents. Second, we discuss the 

dynamic order of entry issues topic, trying to answer on how important is the pioneer's 

lead-time in developing sustainable market share advantages. The dynamic order of entry 

issues cover markets started in the 1980s versus those started in previous decades, duration 

it typically takes a later entrant to reach their long-term market share, the importance of the 

pioneer's lead time, the impact of market age on pioneer share advantages, and early market 

leaders whose market share levels are typically even higher than the market pioneers. 

Third, we lay out the relationship between order of entry and market share. Advantages are 

thought to derive directly from the firm‘s competitive head start over rivals and to result in 

dominant and enduring market positions. On average, first movers have higher market 

shares than early followers, who in turn have higher market shares than later entrants. 

Accordingly, companies are often encouraged to pursue preemptive strategies to achieve 

first-mover status. 
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Chapter 5 Historical Background and Origins of the First-

Mover Advantage Theory 

5.1 Theory Flashback 

The idea that in an industry firms may have a first-mover advantage exists in the 

economics literature for many, many years. Already in 1934, a relevant study showed that, 

in the context of quantity-setting firms, a leader (first-mover) is able to get a larger market 

share and higher profits than a follower (second-mover) (Bijward et. al, 2004). 

Below, a historical flashback showing the evolution of the theory of first-mover 

advantage from its first appearance in the 30suntil today is presented. Adopting a 

resource-based perspective, reviewing the broad theoretical base of the resource-based 

view of the firm, will assist in gaining a deeper understanding of ‗how‘ and ‗why‘ first-

movership has resulted in a sustainable competitive advantage or not (Frawley and Fahy, 

2006). 

The basic origins are illustrated to the tables below.  



44 
 

 

Table 5.1: Summary of Evolution of FMA Literature – Theoretical and Empirical 

1930s—1960s 

The first-mover theory originates in economics literature with references appearing 

for decades, particularly in industrial organizational economics. Although there are 

references to such an advantage for a considerable amount of time, there has been only 

‗limited empirical effort‘ to document this prior to Bain‘s contribution. It was Bain‘s 

(1956) rigorous empirical investigation of the conditions of entry that assisted with the 
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development of entry theory much further than his predecessors such as Borden and 

Nicholls. 

In a seminal empirical study of the barriers to new competition and the conditions of 

entry of twenty American manufacturing industries, one potentially strategic dimension of 

market structure is examined — the condition of entry or relative ease or difficulty of 

entry of new competitors to an industry. Economies of large scale, product differentiation 

advantages, absolute cost advantages and capital requirement are underlined as possible 

sources of economic barriers to entry. Up to this the conditions of entry had received 

nominal attention from economists in which they had failed to recognize their importance 

as a regulator of market conduct and performance. Therefore the theory of entry far 

beyond what existed previously was developed (Frawley and Fahy, 2006). 

Growth Of the Theory: 1970s—1980s 

This first-mover literature really came to the fore in the late 1970s and 1980s with 

numerous theoretical studies in marketing and strategic management focusing on the 

economic-based and behavioural-based (consumer-based) advantages accruing to firms 

adopting first-mover strategies. Researchers began to focus specifically on the first-mover 

as opposed to follower or later-mover concepts, as the advantages accrued by first-movers 

were believed to enhance the magnitude and durability of a sustainable competitive 

advantage. Economists generally approached the first-mover phenomenon from the 

perspective of sequential market entry by firms or business units (Kerin et al., 1992). 

Theoretical and analytical literature within economics and industrial organisation 

economics advance several reasons to explain first-mover advantage, including cost 

advantages, barrier to entry advantages, switching costs (Frawley and Fahy, 2006 & 

Lieberman & Montgomery 1988), economies of scale (Kerin et al., 1992), learning curve 

economies and positioning. The economic arguments supportive of first-mover at this 

time (see Table 5.1) are impressive if only because of the number of factors contributing 

to entry barriers that may be erected by being first (Kerin et al., 1992). 

The behavioral base of first-mover literature has developed on the premise that first-

mover advantages are present in markets in which brands can reposition and where 

switching costs are minimal. Therefore, this literature developed from the fact that first-

mover advantage must arise from something other than economic-based theories. There is 

strong support for the theory that sustainable first-mover advantages arise from the 
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behavioral aspects of the first-mover advantage theory. The above researchers offer 

several reasons to explain first-mover advantage theory, including first-mover image, 

consumer preference formation, first-mover behavioral stereotypy, first-mover 

prototypicality and learning of novel versus redundant information. 

In the late 1970s studies marked the beginning of empirical research on market 

pioneers. In a longitudinal study of two prescription drug markets they found that the ‗first 

firm to offer and promote a new type of product received a substantial and enduring sales 

advantage‘. In addition to this, they found first entrants were able to retain high market 

shares after the entry of imitative competition. 

Following Bond and Lean‘s seminal empirical study, a plethora of empirical work 

emerged within the area, the majority using the PIMS (Profit Impact of Market Strategy) 

databases*. Although empirical research on market pioneers began in economics, the 

majority of studies have been in marketing. Much of the empirical work from the 

marketing perspective has typically used PIMS, which illustrates a strong relationship 

between market share and order of entry, particularly in first-movership. A study in the 

mid of 80‘s, for instance, reported a strong relationship between order of entry and market 

share. 

Contemporary Developments: Late 1980s—Present 

The 1980s marked an awakening of the need for scientifically underpinning the 

first-mover phenomenon within management literature (Patterson, 1993). The entry 

decision is an important strategic decision; however, strategic management and 

entrepreneurship fields had focused little attention on entry order up to this point.(Frawley 

and Fahy, 2006) Patterson (1993) believes that market entry research in the strategy field 

is in the formative stage as perhaps timing and entry are so fundamental and pervasive 

that not many researchers have recognized a need to conceptualize or empirically test 

what seems to be obvious. Therefore, while timeliness already permeates many strategy 

prescriptions, first-movershipbenefits are being ever more widely documented within the 

management field. 

Up to this, research was notably devoted to empirical research and there was an 

obvious need for more conceptualization within first-mover literature. Lieberman and 

Montgomery (1988) were the first to attempt to categorize first-mover advantages and the 

mechanisms by which these advantages can be enhanced. Lieberman and Montgornery‘s 
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(1988) paper was in a direct response to bring ‗...coherence and precision‘ to this concept. 

This stemmed from varying interpretations and also the broad lack of consensus among 

business scholars, which was noted by Lieberman and Montgomery at that time. 

Lieberman and Montgomery (1988) proposed a theoretical model of first-movership, 

which sees opportunities arise endogenously from either ‗proficiency or luck‘. Kerin et 

al.‘s (1992) major contribution to entry theory (as well as providing an extensive 

synthesis) is their development of a unified conceptual framework. This framework 

incorporates moderating factors affecting the first-mover positional advantages, i.e. a 

contingency perspective, which operates beyond the simple market entry order effect 

(Kerin et. al, 1992). 

Empirically, several studies have observed other factors that were more influential 

than order of entry in explaining market share differentials. Empirical studies in the 1980s 

illustrated a general tendency of the first-mover firm to enjoy enduring competitive 

advantage over later entrants, reflected in higher level of market share and profitability. 

This cumulative evidence led to the conclusion that pioneer advantage is a general 

phenomenon. However, this tendency had concealed a considerable degree of variation in 

the fortunes of individual pioneers and major methodological inconsistencies in the 

literature (which will dealt with later). It was with this in mind that the literature began to 

diversify both theoretically and empirically, in that researchers began to examine later-

mover and follower literature.  

Towards the end of the 1980s and early 1990s an equally sizeable literature emerged 

in opposition to the first-mover advantage theory, outlining empirical evidence indicating 

first-mover disadvantages and later-mover advantages. Overall empirical findings show 

that there is a market share advantage of being first but they also found a significant 

pioneering profit disadvantage. Later-mover literature focuses on advantages and 

strategies available to later-movers. Empirical studies include a study of thirteen brands of 

two pharmaceutical products and also a study in which they examined latecomer 

strategies by examining how latecomers can leapfrog pioneers, using evidence from the 

semiconductor industry in Japan and Korea. Other recent development include studies 

which examine early-mover advantage where in addition to the first-mover other, early-

movers can share in the benefits of early entry into the product category. The essence of 

the ‗fast follower‘ strategy is being fast, as the longer a follower waits before entering the 
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more time the first-mover has a ‗head start‘ to solidify its competitive advantage. (Frawley 

and Fahy, 2006)Lieberman and Montgomery (1989) recognize that the greatest 

opportunity in furthering work in the first-mover concept might lie in forging links with 

the complementary body of research on the resource-based view of the firm.  

The literature establishes a strong link between radical innovations, first-mover 

advantage and market dominance. This belief that both radical innovation and being the 

first-mover are an absolute necessity for companies to dominate the market, although 

valid for many years in many industries (and still well-founded for some of them) seems, 

nowadays, to be greatly undermined, in particular in the case of high-tech industries 

(Rayna and Striukova, 2009). 

In this paper we the later mover perspective was basically practically examined. 

In a comprehensive literature review, Kerinet.al(1992) conclude that prior studies 

often find that first-movers enjoy larger market shares than late-entrants, which may be 

considered a support to the notion of first-mover advantages. However, there may be 

counterbalancing first-mover disadvantages that include free-rider effects, resolution of 

technological and market uncertainty, shifts in technology or customer needs, and various 

types of organizational inertia (Lieberman and Montgomery, 1988). In addition, Kerin, et. 

al (1992) and Lieberman and Montgomery (1988) argue that a closer inspection of prior 

empirical evidence reveals that it does not provide unequivocal support to the notion of 

first-mover advantages arising from entry order alone, for a number of reasons. First, prior 

studies have a sample selection bias since they analyze the market shares of surviving 

entrants. Because a large portion of new products fail, this limitation results in a ―survivor 

bias‖ that raises concerns about the validity of the empirical findings on the order of entry 

and market share relationship. Second, economic profit is the appropriate measure of first-

mover advantages. However, because disaggregate accounting data are rarely available 

publicly, market share is typically used as a surrogate measure. Yet, market share is not a 

good surrogate. A first-mover may enjoy a larger market share at the expense of a lower 

profit margin. Also, the timing of Market share measurement is a problem because 

products continually enter and exit the marketplace. Third, the relation between market 

entry order and market share is moderated by many firm- and industry characteristics. For 

example, resources at the firm‘s disposal play an instrumental role in maintaining its first 

mover advantages. Also, studies suggest that first-mover advantages are more powerful in 
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consumer-goods markets than in industrial-goods markets. Finally, in addition to the 

above critical assessment of the literature by Kerin, et. al(1992) and Lieberman and 

Montgomery (1988), market shares do not account for differences in the risk positions of 

early and late entrants across industries. Early entry may have an expected large payoff 

but may also entail substantial risks resulting in a negative risk-adjusted economic return 

(Zantount and Chaganti, 1996). 

A relatively research showed that in a historical case study that late entrants survive 

more frequently in the US animation industry. In essence, the jury is still out on whether 

pioneering firms can harvest the benefits of their first moves or if smart followers are 

eventually better off (Bijward, 2004). 

Below, critical topics from several surveys as well as PIMS Database studies 

regarding the first-mover advantage phenomenon are presented. * 

 

Table 5.2: An Overview of Empirical Studies on Order of Entry and First Mover Advantage (Kerin et. al, 

1992) 

PIMS DatabaseStudies Sample Survey and Archival Studies 

Study PrincipalFindings/Conditions Study PrincipalFindings/Conditions 

 

 

 

 

 

 

 

Robinson And 

Fornell (1985)  

 

 

 

Analyzed 371 

 

 

 

 

 

First movers were found to  

have higher market shares than later 

entrants. On average, first-movers 

had a market share of 20%, versus 

17% for early followers and 13% for 

late entrants. 

 

Significant degrees of lateness effects 

Bond and Lean 

(1977) 

 

 

Examined 

introduction dates 

and subsequent 

market shares of 

11 innovations in 

two categories of 

prescription drugs 

(oral diuretics and 

antianginals). 

The first firm to offer and 

promote a new type of  

product was found to receive a 

substantial and enduring 

sales advantage. 

 

Later entrants were in a 

position to overtake the 

pioneers by offering new 

benefits. 
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mature 

consumer goods 

businesses 

were found. Early followers had 

significantly  

higher market shares than late 

followers; however, the  

difference was much smaller 

 than  the difference between  

first movers and early followers. 

 

 

 

 

 

 

 

Whitten (1979) 

 

 

Examined the 

introduction of 7 

cigarette types. 

For six of the seven cigarette 

types studied, the first firm 

types studied, the first firm to 

offer, promote, and widely 

distribute a brand for which 

there was a favorable market 

trend was found to receive a 

substantial and often enduring 

sales advantage. 

 

 

 

 

 

 

 

Robinson (1988)  

 

 

 

Studied 1209 

mature 

industrial goods 

businesses 

 

 

 

First movers were found to have 

higher market shares than later 

entrants. On average, first-movers 

had a market share of 29%, versus 

21% for early followers and 15% for 

late entrants. Order of entry alone 

explained 8,9% of the variation in 

market share. First movers also 

tended to have higher product 

quality, broader product lines and 

broader served markets. 

 

 

Spital (1983) 

 

Tracked 22 

product 

innovations in the 

metal oxide 

semiconductor 

industry. 

In 17 of 22 innovations 

studied, the first manufacturer 

to produce a design was found 

to hold the largest market share 

in the design from the date of 

first production until the time 

of the study. This result was 

explained by the lengthy 

period required to qualify 

vendors and the practice of 

"designing-in" technology. 

Nolatenesseffectwasobserved. 
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Lambkin (1988) 

 

 

Examined 129 

star-up and 187 

adolescent 

businesses. 

Order of entry was found to  

have a significant effect on  

market share for both startup 

businesses. Among startup 

businesses, on average, market 

pioneers had a market share of 24%, 

versus 10% for early followers as 

well as late entrants. Among 

adolescent businesses,  

on average, first movers had a market 

share of 33% versus 19% for early 

followers and 25% for late entrants. 

 

 

 

Flaherty (1983) 

 

Studied 10 types 

of semiconductor 

components, 

equipment and 

materials. 

A small negative sample 

correlation was found  

between order of market  

entry and market share of  

lead technology, but product 

quality and skills in 

application engineering 

moderated the relationship. 

 

 

 

 

 

 

Urban et al. 

(1986)  

 

Analyzed 129 

consumer brands 

across 34 product 

 

 

Of the four independent 

variables investigated  

(market positioning 

expenditures, order of entry, 

and time lag between entries 

into the market), the first  

two variables were found to 

be more important explanators 

of market share than order of 

entry. No lateness effect was 
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categories. observed. 

Srinivasan 

(1988) 

 

 

 

Analyzed order 

of  

Entry effects, 

marketing and 

R&D, expenses, 

quality, market 

share, and return 

on investment. 

Early followers have lower marketing 

and R&D expenses than first movers. 

Early followers have marginary 

lower product quality and market 

shares than first movers, but 

followers in product markets in the 

initial stage of their life circe have 

higher product quality and larger 

market shares.  

 

Early followers in the initial phase of 

a product market life circle are more 

profitable than first movers because 

of higher market shares and lower 

marketing and R&D expenses. 

 

 

 

Lilian and Yoon 

(1990) 

 

Analyzed 112 

industrial 

products in 7 

French industry 

sectors. 

The third through fifth 

 entrants were  

more successful than  

first and second entrants; 

successful products, 

irrespective of timing, 

benefited from entry early in 

the product life circle; 

delay of entry accompanied 

production and marketing 

expertise of followers. 
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Miller, Gartner 

and Wison 

(1989)  

 

Studied 119 new 

corporate 

ventures in the 

consumer and 

industrial 

sectors. 

 

 

 

A significant inverse relationship was 

found between order of  

entry and market share. 

 

Fisrt movers had higher quality, 

better service, and more differtiated 

products than later entrants. 

Nolatenesseffectonsharewasobserved. 

 

 

 

 

 

 

 

Mitchell (1991) 

 

Studied 314 

entrants into 5 

technical 

subfields of the 

diagnostic 

imaging industry. 

 

 

Entry order effects on market 

share and survival depend on 

whether the first-mover is an 

industry incumbent of 

newcomer. Newcomers benefit 

from early entry and 

incumbents perform better 

with later entry.  

 

A significant "survivor bias" 

observed in relationship 

between entry order and 

market share. 

 

 

Parry and Bass 

(1990) 

 

Studied 593 

consumer goods 

businesses and 

1287 industrial 

goods 

businesses. 

 

Pioneers were observed to have 

higher market shares than followers. 

The extent to which pioneers have a 

share  

advantage depends on industry type 

(concentrated,  

nonconcentrated) and enduser 

purchase amounts. 

  

*The PIMS (Profit Impact of Market Strategy) of the Strategic Planning Institute is a large scale 

study designed to measure the relationship between business actions and business results. The 

project was initiated and developed at the General Electric Co. from the mid-1960s and expanded 

upon at the Management Science Institute at Harvard in the early 1970s; since 1975 The Strategic 

Planning Institute has continued the development and application of the PIMS research. 

Source: http://pimsonline.com/about_pims_db.htm 

http://pimsonline.com/about_pims_db.htm
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5.2 Conclusions and Comments 

Before entering to the research on the drugs battle in the Italian market, we pursue 

with a historical background of the first-mover advantage theory. Reviewing several 

attempts on the theory study, someone can claim that it is about a theory with several 

contradictions evident in the literature and also a lack of general consensus. Kalyanaram et 

al. (1995) state that generalizations within the first-mover literature may be, therefore, 

‗suggestive‘ rather than ‗definitive‘ in nature. In light of this, it is proposed (with the 

support of other contributors) that the resource-based perspective of the firm, with its broad 

theoretical base, will contribute to the first-mover concept. Authors attribute the high failure 

rate of companies to the entry of companies without ‗understanding the skill and resource 

requirements for market pioneering, early entry and late entry‘. The salient issues and 

several tentative propositions are offered with the aim of developing this theory beyond its 

‗stalemate‘ position (Frawley and Fahy, 2006). 
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Chapter 6 Pharmaceutical Industry 

6.1 Introduction: Industry Background 

The pharmaceutical industry is exposed to severe conditions: while a typical R&D 

process lasts up to 13 years, only one out of 10,000 substances becomes a marketable 

product. In addition, markets for pharmaceutical products tend to become more fragmented, 

leading to an increased risk of market failure. At the same time, R&D productivity has been 

deteriorating for several years. The number of new drug approvals is constantly declining, 

while R&D expenditures are escalating as a result of high investments in new drug 

discovery technologies and more complex clinical studies. As a response, pharmaceutical 

firms have started to focus on balancing the right size and structure of their R&D activities. 

This leads to several organizational trends: (1) novel management of technologies; (2) 

R&D internationalization; and (3) open innovation modes (Oliver et.al, 2005). 

The growth and development of a firm depend on its ability to introduce new 

products over time. To do this successfully, it requires technological knowledge, the ability 

to combine knowledge elements into valuable new products, and the complementary assets 

that facilitate the manufacturing, sales, and distribution of those products (Atul et.al, 2004). 

The industry has been successful using product attributes and classical marketing 

techniques similar to other high-tech industries — the focus tends to be blockbuster 

products not brands. A significant factor here is that short patent protection means brand 

building does not protect long-term profits in the same way that it does for consumer 

brands. Three brand types are recognizable within the area: corporate; therapy area and 

product. The paper concludes that drug brands do exist even though they are largely not 

managed as such, that lessons have been learned at a rudimentary level, but little research 

has been conducted into pharmaceutical brand management. 

Pharmaceutical products are relatively short-lived in comparison with industrial, 

service or consumer goods brands. Pharma product life cycles are measured in years rather 

than decades or indeed centuries. 

Pharma products in comparison are limited to 15 years exclusivity within the major 

world markets and are rarely actively promoted after generic competition has entered. 

Exceptions to the rule do exist, of course, but regulatory exclusivity (as opposed to patent 

protection) remains the driver; for example, a product such as the 2bn euro antibiotic 

Augmentin has already been marketed for more than 15 years and will maintain exclusivity 
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in its largest market, the US, for at least another decade. Another measure of the lasting 

value of consumer brands is seen in America, where 19 out of 22 categories had the same 

leading brand in 1985 as in 1925. For comparison, in pharmaceuticals no product has 

survived with sales intact; aspirin and paracetamol may have retained product volume, but 

none exist with maintained profitability. Building drug brands, therefore, does not protect 

long-term sales and profit in the same way as it does for other sectors. 

As the product starts to generate its early sales, further development of the brand 

occurs through studies, which broaden the indications of the license, develop the dosage 

regimen or strengthen the claims versus the competition (Moss, 2001). 

6.1.1 Classical marketing versus brand management  

Classical marketing consists of managing products not brands, brands have an 

existence beyond the product and, therefore, consumer brand management follows other 

principles and concepts and uses other tools than classical marketing. There is important 

difference between a product and a brand.  

One physician study by Kapfereril concludes that a product gives a certain efficacy 

while a brand gives trust; a brand has a certain personality, which gives additional values to 

the brand versus the competition.  

Pharmaceutical products do become brands even when their development is not 

planned: The patient will, through experience, gain emotional benefits while the prescriber 

will gain both emotional and self—expressive benefits (e.g. I use the best products for my 

patients) as well as developing other associations. Some pharmaceutical brands will 

develop rich brand personalities (e.g. oncology or anti-depressants) where the impact on 

life-expeetancy or quality of life is large, while others, where the use is more mundane, will 

not (e.g. athletes foot ointments).  

The simple logic that patients (and doctors) will have a significant interest in their 

medicine, because they want to get better (or cure patients), suggests that not managing this 

interaction is inherently risky (Moss, 2001). 

6.2 Brands in the pharmaceutical industry 

There are essentially three types of brand that are recognizable within the 

pharmaceutical industry. They represent a hierarchy: corporate brand, therapy area brand, 

and product brand. There is interplay between the three types and very little published 
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research is available to give solid foundations for discussion (especially where the added 

complexity of the patient interaction is concerned) (Moss, 2001). 

The drug industry has so far been successful with classical marketing techniques and 

an R&D focus, allowing it to alleviate the issues caused by lack of longevity and therefore 

profit protection of products. Blockbusters are the focus for the industry but pharmaceutical 

brands do exist despite the product attribute trap that comes from classical marketing. Three 

distinct branding levels, corporate, therapy area and product brands are recognizable but, in 

general, they are not well understood. Lessons have been learned at a rudimentary level but 

little research has been conducted into pharmaceutical brand management, and it may well 

be inherently risky not to manage brands actively in the future. The pharma industry has a 

lot to learn about brand creation (Moss, 2001). 

6.3 The drugs: Viagra vs Cialis 

6.3.1 Viagra and PDE5i 

The development of medicinally effective drugs is a vast worldwide industry, 

employing millions of scientists and spending vast fortunes in its pursuit of chemicals 

which will treat or cure medical complaints. This effort is driven as much by economics as 

by the desire to ease the lot of sufferers. The discovery of a new drug capable of treating a 

common ailment is worth vast quantities of money. 

The science of pharmaceuticals has developed greatly in recent decades. The study of 

the pathways of diseases and the sophisticated molecular design techniques mean that 

chemicals can be found which may help in the treatment of a disease. These chemicals are 

called ―lead compounds‖; molecules which have some activity in the treatment of a medical 

condition, but need further work to make them more effective or to reduce the side 

effects.[10] 

6.3.2 The history of Viagra 

Developed and marketed by the pharmaceutical company - Pfizer, Viagra is regarded 

as the most popular brand of prescribed erectile dysfunction pills. [6] Sildenafil citrate 

(UK-92,480) is a selective inhibitor of phosphodiesterase type 5 (PDE5) and acts on the 

nitric oxide pathway. UK-92,480 was first synthesised in the Sandwich laboratories of 

Pfizer Ltd, UK in 1989, and resulted from a discovery programme aimed at developing a 

selective inhibitor of PDE5.
12

It is informally known as the 'Blue Pill' and is generally taken 
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by men, with erectile dysfunction, 30 minutes or one hour before sexual intercourse. 

According to the historical records, the tablet was primarily formulated to treat ailments 

like hypertension and later on, was adopted by the men having difficulties in penile 

erection.
6
"The Pill liberated sexuality of women, as it relieved them from worries of 

unwanted pregnancy. Viagra is to liberate man from the fear of failure".[5] 

  

6.3.2.1 Background & Origin of Viagra 

A group of pharmaceutical chemists at Pfizer's Sandwich, a research facility in Kent 

(England), worked together to synthesize a compound named Sildenafil. The medicine was 

initially formulated to treat hypertension angina pectoris (a symptom of ischaemic heart 

disease) and chest pains caused from the inadequacy of the blood circulation to the heart. 

The drug was tried on men in Morriston Hospital (Swansea), in 1991 & 1992. The clinical 

trials were conducted under the supervision of Ian Osterloh, who suggested that the drug 

had very little effects on treating angina, but marked significant changes in the penile 

erections.  

  Following the clinical trial and the discovery that Sildenafil was good for those 

suffering from penile erection, Pfizer decided to commercialize the drug, as Viagra, as a 

remedy for erectile dysfunction. The medicine was then patented in 1996. On 27
th

 March 

1998, US Food and Drug Administration approved Viagra's use for treating erectile 

dysfunction. With this, it became the first oral treatment approved for the use of men with 

erectile dysfunction, in the United States. Later that year, Viagra was put into sale in the 

country. It proved to be a huge success and recorded sales of over $1 billion capsules, from 

1999 to 2001. 

  Not much time later, a full fledged marketing strategy was adapted to promote the use 

of Viagra (Sildenafil) for erectile dysfunction. Though it was a prescribed medicine till 

them, advertisements of the drug were telecast on US television. Some of the prominent 

figures of the United States, including Senator Bob Dole and soccer star Pelé, endorsed the 

product. Internet was also used to promote Viagra. Numerous websites were authorized to 

sell the drug, after an online consultation. With this, the options for people intending to buy 

Viagra had grown manifold. 

  Over the years that followed, a number of prescribed erectile dysfunction pills were 

introduced, out of which Viagra accounted for the maximum percentage of sales. In 2000, 
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the drug swept a whopping 92 percent share of the global market sales of prescribed 

erectile dysfunction tablets.[6] 

The diamond shaped blue pill Viagra, which is responsible for giving a whole new 

perception of sexuality to the modern society, has a similarly interesting history behind its 

invention. The inventors of Viagra actually wanted to invent a medicine for the cure of 

cardio-vascular diseases, but fortunately or unfortunately, they developed a medicine which 

could reverse impotence or erectile dysfunction for the first time.[13] 

Viagra was initially studied for use in hypertension (high blood pressure) and 

angina pectoris (a symptom of ischaemic heart disease). Phase I clinical trials under the 

direction of Ian Osterloh suggested that the drug had little effect on angina, but that it could 

induce marked penile erections.[7] 

In the year 1991, employees of Pfizer at Sandwich, Kent discovered that chemical 

compounds belonging to the pyrazolopyrimidinone class were useful in treating heart 

problems like angina or chest pain. During clinical trials under the direction of Ian Osterloh 

it was found that the drug had little or insignificant effect on angina. But during this phase, 

an unexpected side effect of this medicine was observed. Sildenafil could improve and 

sustain a man‘s penile erection. Pfizer than stopped the research on Sildenafil as heart 

medication and initiated investigation on it for penile erection.[13] 

After Phase II testing of sildenafil for angina failed to show promising results, 

Pfizer decided to pursue its use for erectile dysfunction rather than for angina. The drug 

was patented in 1996 and approved for use in erectile dysfunction by the U.S. Food and 

Drug Administration on March 27, 1998. Viagra became the first oral treatment approved 

to treat erectile dysfunction in the United States, and it was offered for sale in the United 

States later that year. Sales of Viagra continue to exceed well over $1 billion per year.[10] 

6.3.2.2 Viagra Discovery Timeline 

1989: Pfizer Scientists (including Peter Dunn and Albert Wood) synthesize silendafil citrate 

and classify it as experimental compound UK-92,480. UK-92,480 was believed to be useful 

as a high blood pressure and angina treatment. The scientists hoped it may act as a 

vasodilator and be useful in treating cardiovascular ailments such as hypertension and 

angina. 
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1991: Researchers at Pfizer's Sandwich, England research facility (Peter Ellis and Nick 

Terrett) observe that drugs that inhibit the PDE5 enzyme may be helpful in reversing 

erectile dysfunction. 

Early Phase 1 trials regarding the use of Viagra for angina are unconvincing. 

1992: A second Phase 1 angina trial reveals one side effect of sildenafil citrate is penile 

erections.The first and only Phase 2 clinical study to show sildenafil citrate's usefulness as 

an angina treatment reveals only ―mild‖ effects for hemodynamics (relating to or 

functioning in the mechanics of blood circulation). 

1993: A pilot study using sildenafil citrate as a treatment for erectile dysfunction is 

conducted in Bristol, England. Test subjects take it three times a day for a week. 

1994: Second pilot study on sildenafil as an Erectile dysfunction treatment demonstrates 

that a once-per-day dose is capable of producing erections. 

Pfizer accelerates the program to examine sildenafil citrate for erectile dysfunction 

treatment. 

1994 – 1997: A total of 21 clinical trials are conducted that involve almost 4,500 men. They 

demonstrate Viagra (in its current form as an ED drug) is safe and effective. 

1997: Pfizer files a New Drug Application for Viagra (NDA 020895) with the FDA, which 

agrees to a priority review, reserved for drugs that represent great advances in treatment or 

fulfill a significant medical need. 

1998: FDA approves Viagra as the first oral treatment for erectile dysfunction.[7] 

With its FDA approval in 1998, Viagra became the first oral ED therapy on the 

market. Since then, Viagra has been studied in more than 23,000 men, including those with 

various co morbidities. Viagra has been prescribed to over 40 million men with ED in the 

United States.[9] 

The figure 6.1 below illustrates the main stages of the development of Viagra. 
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Figure 6.1: Main stages of the development of Viagra[7] 
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The sales of Viagra dropped drastically by 2007, due to the entry of its rival brands - 

Cialis and Levitra. Several other counterfeits and clones of Viagra also mushroomed in the 

market, which led to a drip in the sales of the original brand.[2] 

In 2000, Viagra sales accounted for 92 percent of the global market for prescribed 

erectile dysfunction pills. By 2007, Viagra's global share had plunged to about 50 percent 

due to several factors, including the 2003 market introductions of FDA-approved Cialis and 

Levitra, along with several other counterfeits and clones. Pfizer's worldwide patents on 

sildenafil citrate will expire between 2011 and 2013.[3] 

Wednesday marks the 15th anniversary of Viagra's FDA approval in the United 

States. Viagra currently holds 45% of the sexual dysfunction market share, with competitor 

Cialis in close second, according to industry researcher IMS Health. There were 8 million 

Viagra prescriptions written in 2012 with total sales of about $2 billion.[8] 

6.4 Sales and Success of Viagra 

With the annual sales of Viagra hitting the $1 billion mark in 1999-2001, Viagra 

began to be considered as one of the highest money grossing prescription drugs it has ever 

produced. In a report published on July 10 1998 in the New York Times, the sale of the 

erectile dysfunction drug propelled in increasing the second-quarter profit margin of Pfizer 

by a whopping 38%. 

The profits of Pfizer rose dramatically after the introduction of Viagra in the ED drug 

market, with the revenue climbing 25 % from $2.91 Billion to $3.63 Billion in late April. 

The company share value had a gradual growth on the New York Stock Exchange, with 

shares increasing by $2.50 a share to $166. In fact, Pfizer went ahead, encouraged by the 

growth and reported its second-quarter earnings earlier than the date, analysts were 

expecting.[9] 

In august 2003 the FDA Bayer Corporation's vardenafil hydrochloride, sold under the 

brand name Levitra, to treat erectile dysfunction in men. 

In Novemnber 2003 the FDApharmaceutical company Lilly USA's tadalafil, or 

Cialis, for the treatment of erectile dysfunction. The side effects for Cialis are similar to 

Viagra, and men with heart problems or abnormal blood pressure are advised against taking 

it.[12] 

http://www.accessdata.fda.gov/drugsatfda_docs/appletter/2003/21400ltr.pdf
http://www.accessdata.fda.gov/drugsatfda_docs/nda/2003/21-368_cialis.cfm
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6.5 The history of Cialis 

Since the March 27th 1998 FDA approval of the prescription drug Viagra, Pfizer, 

enjoyed a five plus year monopoly of being the only prescription drug company that could 

distribute the erectile dysfunction drug Sildenafil Citrate. And as such, sold over 1 billion 

dollars worth of the drug in just the first year of introduction. This finally changed on 

August 19, 2003 with the FDA approval of Levitra and November 21, 2003 FDA approval 

of Cialis.[11] 

Cialis is the first joint product of Lilly, an Indiana based pharmaceutical company and 

ICOS, a biotechnical firm located in Washington state. Cialis is a prescription drug for the 

treatment of erectile dysfunction (ED). Cialis is the brand name of the drug tadalafil. This 

medication is known technically as a ―reversible phosphodiesterase type 5 (PDE5) 

inhibitor. Cialis functions the same way as other PDE5 inhibitors in the treatment of ED. 

Viagra, Levitra and Cialis are all PDE5 inhibitors. Perhaps Cialis can best be defined by 

comparing and contrasting it with its competitors, Viagra and Levitra. 

The search for an effective erectile dysfunction drug began in 1993 when ICOS began 

researching IC351, a compound which inhibits the PDE5 enzyme. The following year 

ICOSS receives the first patent on IC351 and in 1995 clinical trials start. 

Two years later in 1997, ICOS conducts its first study in patients with impotency 

problems and by 1998, a partnership between Lilly and ICOS is formed. The goal: to 

commercialize drugs for the treatment of erectile dysfunction. 

The following year, 1999, saw the initiation of the Phase III clinical studies on the 

patented compound. 

The newly formed company did not file a new drug application with the Food and 

Drug Administration until 2001. At this time, the manufacturer names the drug Cialis. 

In April of 2002 the FDA reviews the application, but declines to approve it. The 

government agency wants to see more clinical studies, the resolution of some 

manufacturing issues and the complete labeling for the product. 

Meanwhile, in July 2002, the European Committee Proprietary Medicinal Products 

recommends the approval of the drug in Europe. Approval comes in November of 2002 for 

European sales, with marketing of the product following in February 2003.[14] 

On May 2002 Lilly and Icos reported to the American Urological Association that 

Phase III test results for Cialis concluded that Cialis remained in the system and kept 
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working for up to 36 hours. These findings were presented at the 97th Annual Meeting of 

the American Urological Association in Orlando, Florida. 

That same year on November 2002, Cialis was approved in Europe. One year later 

Lilly and Icos finally won U.S. FDA approval for Cialis on November 21, 2003.  

Tadalafil, brand name Cialis, has a distinct advantage over Viagra. Cialis drugs lasts 

up to 36 hour verses 4 hours for Viagra drugs. This can prove to be more appealing to most 

men and perhaps a better value. While Viagra enjoys better brand recognition Cialis will 

follow suit.[15] 

6.6  PDE5I Category 

Both Viagra and Cialis are part of the PDE5i category of medicines. PDE5i stands 

for:phosphodiesterase type 5 inhibitor. They are a drug used to block the degradative action 

of phosphodiesterase type 5 on cyclic GMP in the smooth muscle cells lining the blood 

vessels supplying the corpus cavernosum of the penis. These drugs are used in the 

treatment of erectile dysfunction, and were the first effective oral treatment available for the 

condition. BecausePDE5 is also present in the arterial wall smooth muscle within the lungs, 

PDE5 inhibitors have also been explored for the treatment of pulmonary hypertension, a 

disease in which blood vessels in the lungs become overloaded with fluid, usually as a 

result of failure of the left ventricle of the heart. 

6.7 Market Evolution: Focus the Italian market. 

6.7.1 Introduction 

Cialis and Viagra currently compete in nearly every pharmaceutical market in the 

world. The evolution of their competition differs greatly from country to country. In France 

Cialis currently hold more than 60% of the market in pills versus the United Kingdom 

where the Cialis is only 30%. 

Every market is different and hence analyzing the total global market would be 

analyzing the averaging-out effect of many different independent real world facts and not 

the analysis of a one independent system. Hence for the purposes of this thesis we shall 

concentrate our analysis on the Italian market only. 

Furthermore the analysis will be limited in time up until when Viagra lost patent 

protection in June 2013. The loss in patent protection allowed any willing manufacturer of 
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drugs to start production and commercialization of sildenafil at much lower prices hence 

disturbing the market dynamics that had been accomplished until then. 

Extensive sales data have been provided by IMS Health (IMS Health is a global 

company that provides information, services and technology for the healthcare industry 

across the world) and this data will be the key data source for this analysis. 

The analysis will be divided into two phases. Phase 1 – observation and Phase 2 – 

explanation. 

Important information: IMS data is what the pharmaceutical industry calls the data 

that is IMS constructs from the measurement of sales from wholesalers towards 

pharmacies. Every month IMS receives data files from nearly all wholesalers in Italy 

containing their sales. The measure of these sales is unit packs. IMS then puts all this data 

together to construct a database which they then sell. The packs are then converted into 

pills by simple multiplication of pills per pack X packs = pills. The value is constructed by 

multiplying the volume unit measure (packs) by the official registered selling price. All 

discounts and commercial agreements/ promotions are not visible through the IMS data. 

When considering the First Mover Theory applied to these two products we must 

never forget that between the end user of the product (the patient) and the actual sale of the 

product lays another figure which is the doctor. 

Both Cialis and Viagra are prescription drugs, hence to purchase either one a patient 

must present a doctor‘s prescription at the point of sale (Pharmacy). This occurs also in 

other industries/ sectors where the end user is different to the buyer. Another strong 

example is children‘s cereals where the buyer is usually the mother of the children but the 

children are the actual users. Marketing in these situations has an added degree of 

complexity as both user and buyer maintain a strong level of influence on each other. The 

main prescriber of PDE5 inhibitors. 

6.7.2 Phase 1: Observation – What happened? 

Below, several quantitave data figures depict the course of Viagra and Cialis sales. 

The first month in which a pharmacy purchased Viagra in Italy was October of 1999. 

In this first month total sale were 310K pills. 
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Graph 6.1: First four years of monopoly. 

 

From October 1998 until the launch of Cialis in March 2003 Viagra enjoyed 53 

months of monopoly in the erectile dysfunction market.  During the first year sales grew 

month on month at a slow average 2% rate. During the second year on year sales grew in 

deep double digit rates that averaged out to 56%. Clearly operating without competition 

was yielding a high level of returns. In the third year this growth rate nearly halved and 

averaged out to 30%. Finally in the fourth and last year of monopoly the growth rate halved 

again to 14% average year on year monthly growth. 

All in all, it can be seen that while actual pill sales constantly grew month on month 

by an average of 2% month on month the rate of growth constantly declined. This is a 

natural trend and indicates that available patient body seeking need for treatment was not 

growing in size itself. But rather the total number of treated patients was increasing across 

time because the product was not freely available on a supermarket shelf for all to freely 

buy.  

Observation of the sales trend of these first four years is highly important as this a 

period of time during which the First Mover (in the case Viagra) maintained its monopoly 

advantage.  
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Table6.1: Annual pill sales of Viagra 

The total consumption of Viagra pills more than doubled in 4 years and this is clearly 

a positive result. But is it the best result possible? If the second entrant Cialis (and third 

Levitra) increased the market size even more then that means that Viagra did not fully 

exploit its monopoly. 

Second four years – Second entry occurs. 

The graph below shows sales for Viagra (blue), Cialis (green) and Vardenafil (red). 

Vardenafil is the name of the molecule that is sold under the Levitra and Vivanza brands by 

Bayer. 

 

 

Graph 6.2: Sales for Viagra, Cialis and Vardenafil 

We see how Viagra sales immediately dropped dramatically in the first months. In 

January of 2003 Viagra sales were at 750K pills and they dropped nearly half that (425k) in 

only nine months. This is a major drop by any standards of numeric measurement. It means 

that half the patients who were using Viagra switched to the Second Entrant.  

1999 2000 2001 2002

Total pills sold 3.325.588   4.896.877   6.123.044   6.994.255   

Year on Year growth 47% 25% 14%
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The table below shows the 12 months before and 12 months after in market sales. 

 

 

Table 6.2: Market sales 12 months before and 12 months after 

On total the second entrants cost the first 16% of total sales in only 12 months. From 

the highest selling month before monopoly loss to the lowest after the drop was from 750K 

to 360K (32% lower than the lowest month before monopoly loss). 

Total Viagra sales continued to drop in the following years as the table here below 

illustrates: 

 

Table 6.3: Total Viagra sales in the following years 

Supplementary Information 

This reversal in sales is not confirm with the traditional first mover theory especially 

when one considers that we are talking about what is considered to be one of the most 

successful drugs in history and also beyond the pharmaceutical industry one of the best ever 

brands. 

12 before loss of 

monopoly

12 months after 

loss of monopoly

Average monthly pills sold 616.012                518.577                  

change -16%

Highest monthly sales 750.582                662.819                  

-12%

Lowest monthly sales 529.376                360.184                  

-32%

1999 2000 2001 2002 2003 2004 2005 2006

Pills

Viagra 3.325.588 4.896.877 6.123.044 6.994.255 6.684.688 6.319.408    6.259.119    6.715.392    

vardenafil 817.900     1.743.482    2.226.502    2.466.532    

Cialis 2.218.076 3.185.416    4.219.130    5.659.122    

Total market size 3.325.588 4.896.877 6.123.044 6.994.255 9.720.664 11.248.306 12.704.751 14.841.046 

Year on Year growth

Viagra 47% 25% 14% -4% -5% -1% 7%

vardenafil 113% 28% 11%

Cialis 44% 32% 34%

Total market size 47% 25% 14% 39% 16% 13% 17%
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The product is surely an effective treatment for erectile dysfunction. Side effects are 

minor and manageable and only considered to be an issue in the high 100 mg dosages of 

Viagra. The 25 mg (lowest of 100, 50 and 25 milligram available options) is considered to 

have a very tolerable profile. Overall there are no major reasons problems with a therapy of 

Viagra such as to switch so fast. 

Furthermore, in 2003 Cialis and vardenafil sold just over 3 M pills. These were taken 

by patients who one year ago (in 2002) were suffering from erectile dysfunction and did not 

receive a treatment from the only ED drug available Viagra. This can only be considered a 

flaw on behalf of Viagra. The second entrants not only damaged the first‘s achieved 

customer base by taking patients directly from him but also uncovered new patients, new 

possible customers.  

6.7.3  Phase 2: Explanation – Why did it happen? 

6.7.3.1 Survey Methodology 

 In order to empirically test the First-Mover Advantage theory in a real business 

environment, so as to observe the impact of first mover advantage phenomenon, we 

decided to release a qualitative survey as our research method. For the purposes of this 

survey, some experienced executives of Elli Lilly Italia were chosen as the focal source as 

they are considered ideal candidates for illuminating the topic since they have worked on 

Cialis‘ launch. With regard to this survey, no specific model was used, but certain questions 

derived from the theory conceptualized by the literature review at the first part of this study 

were addressed to the executives. The goal of the survey was to estimate how the benefits 

of the first-mover outweigh the benefits of the second, or the opposite. 

The questionnaire was conducted via Gmail Drive and it is presented to the link 

below. 

https://docs.google.com/forms/d/1qRd0NVpmxVrLP0QamhdfBR1OopinbbbJn3BJf9WlFu

4/viewform 

6.7.3.2  Comments on the Questionnaire‘s Answers 

The questions were based on the First-mover advantage theory followed by some 

strategic issues that are of major concern. 

The survey results are illustrated by graphs at the end of this section. 

https://docs.google.com/forms/d/1qRd0NVpmxVrLP0QamhdfBR1OopinbbbJn3BJf9WlFu4/viewform
https://docs.google.com/forms/d/1qRd0NVpmxVrLP0QamhdfBR1OopinbbbJn3BJf9WlFu4/viewform
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The first four items question whether the first-mover advantages (Technology 

Leadership, Control of Resources, Switching Costs and Brand Strength) were actually 

enjoyed by Pzifer (launcher of Viagra). 

As mentioned before, a company based its advantage on technological leadership in 

product and process by optimizing its processes and innovating (Borini et. al, 2009), can 

enjoy a long-term advantage. Judging from the questionnaire answers, it is obvious that 

there is no consensus and, therefore, the technology, according to Lilly executives in Italy 

was not a clear asset for Pfizer. 

Also, it is evident that Pzifer did not benefit much from purchasing and controlling 

assets in the manufacturing process. In fact, the majority of the answers tend to be neutral 

or negative about this characteristic. 

Moreover, considering the switching costs advantage that the theory suggests, Lilly 

invested a lot on how to attract the clients who were loyal to that new evolutionary drug 

brand called Viagra. However, the questionnaire responses waver between whether 

eventually this is an impactful factor or not.  70% of the answers though, tend to believe 

that switching barriers played a favorable role for Pzifer.  

It is also of high significance the fact that the notion that Viagra brand predominance 

built strong brand equity does not reflect reality completely.  According to Niedrich and 

Swain (2007), rather than generating inferences from specific experiences with first-in-

market brands, consumers often employ generalizations that stem from a pervasive set of 

socially and culturally acquired values that extol ―first-ness‖. In fact, the results show some 

variance in opinions on whether this is a fact or not. We can conclude that Viagra‘s brand 

equity was impactful for its sustainability to a sufficient degree. As far as the Marketing 4 

P‘s are concerned, especially in the promotion sector, it can be shown that promotion was 

not the main P that contributed to Cialis‘ success, but, to the most of the executives, it was 

pretty important. 

Continuing with the evaluation of the market uncertainty grade to which Lilly did not 

have to face, as clients already knew the existence of an erection dysfunction drug, Lilly‘s 

executives claim that this factor had to be of some importance to Cialis‘ success, but not a 

great one. 

Regarding the benefit Lilly could have by learning from Pfizer‘s mistakes, it is 

observed that Lilly benefited to a significant level. 
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Concerning the clients‘ education topic the opinions vary here too. The one half of 

Lilly‘s executives do not think that the company saved a lot of investment on informing 

clients about PDE5I action, a task that Pfizer have already done, and the other half thinks 

so. 

It is markedness enough the question which discusses the ―incumbent inertia‖ issue, 

as all of the executives believe that Pfizer, after the Cialis launch, actually followed a 

defensive stance and did not try to change positioning in order not to lose market share. 

In the consumer‘s minds, the concept of ―what is new is better‖ –even if its price is 

not higher- was not used to a fairly large extend. 

Cialis Molecule; without a doubt, Cialis‘ success had mainly to do with the very 

product quality. The rest comes second. 

The final issue discussed is regarded Lilly‘s pricing strategy. The product positioning 

decisions of firms enter a market sequentially have potentially different cost structures 

(Tyagi, 2000). In this case the opinions are ambivalent too. To the whole, some can argue 

that its contribution to the success of Cialis was not highly crucial. 

 

 

 

Pfizer launched Viagra circa 5 

years before Cialis. Did these 5 

years allow Pfizer to create 

Technological Leadership that 

proved advantageous for them in 

the long term? 

(Furtherclinicaltrials, 

newdeliverymethods) 

Theory suggests that an 

important advantage for the First 

Mover is the ability to purchase 

and control assets in the 

manufacturing process (raw 

materials, packaging materials). 

Did this happen for Pfizer? 
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How impactful was the Viagra's 

brand equity to its long term 

sustainability? 

Considering the 4 "P"s of 

marketing and specifically 

Promotion. How impactful was 

the promotional strategy for the 

success of Cialis? 

Another First Mover Advantage 

are switching barriers (the 

strain/stress of switching to a 

new option). Did Viagra enjoy 

this advantage? Was the 

inconvenience of switching away 

from Viagra a major advantage 

for Pfizer? 
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Did Lilly benefit from learning 

from Pfizer's mistakes? 

Cialis launched into an already 

established market. Hence with 

less market uncertainty than 

what Viagra encountered when 

they launched. 

Howimpactfulwasthisforthesucc

essofCialis? 

Pfizer had already educated 

patients and doctors about PDE5 

inhibitors and their action. Was 

it a clear cost saving for Lilly the 

fact that Pfizer had done most of 

this work already? 

The First Mover in any market is usually on the defensive side. Naturally trying to maintain a 

position in the market rather than seeking to establish a new one. This is called ―incumbent 

inertia‖. Did Pfizer act like this? Or did they try to change their strategy to counter the Lilly 

Launch? 
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If yes, how much was this inertia 

from Pfizer an advantage for the 

Cialis launch? 

Often the First Entrant will, at 

launch position as a High Priced 

and High Quality solution. The 

Second Entrant may be able to 

create the perception of a higher 

quality product at a lower or 

similar price using the simple 

natural concept of ―what is new 

is better‖. Hence in consumer‘s 

minds the First Entrant will have 

a lower quality. How much was 

this concept used for the Cialis at 

launch? 
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6.8 Conclusions and Comments 

The penultimate chapter of this study deals with the pharmaceutical industry and tests 

the first-mover advantage theory on the case of two specific drugs, Viagra and its late 

mover competitor Cialis. The survey took place in the Italian market, from the Elli Lilly 

company‗s (the launcher of Cialis) point of view.  

First, some information about the pharmaceutical industry is given. It is important to 

mention that pharmaceutical products took a little attention on the first-mover advantage 

theory studies in the past, and they have certain particularities that differentiate them from 

the industrial and the consumer goods. The theory, as many authors suggest, is applied 

more discretely and applicably in the consumer goods. The chapter continues with an 

extensive historical background about Viagra, followed by the history of Cialis a few years 

How impactful were the specific 

product/ molecule characteristics 

for the success of Cialis? 

How impactful was the pricing 

strategy for the success of 

Cialis? 
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later. Cialis and Viagra currently compete in nearly every pharmaceutical market in the 

world. The evolution of their competition differs greatly from country to country.  

The purposes of this thesis we concentrated our analysis on the Italian market only. 

At the first phase of the study, an observation of the drugs‘ sales and general course is 

taking place. The observed reversal in sales is not confirm with the traditional first mover 

theory especially when one considers that we are talking about what is considered to be one 

of the most successful drugs in history and also beyond the pharmaceutical industry one of 

the best ever brands. But as a pharma product gives a certain efficacy while a brand gives 

trust having a certain personality, additional values to the brand versus the competition are 

given. Viagra brand, although strong, could not keep its preeminence. At the second phase, 

in order to empirically test the theory in a real business environment, we released a 

qualitative survey as our research method. For the purposes of this survey, some 

experienced executives of Elli Lilly Italia were chosen. The results showed that, the theory 

does not apply at the particular drugs‘ case, as the late entrant (Cialis) outsold Viagra and 

its win had mostly to do with its superior quality in comparison with Viagra. 
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Chapter 7 Conclusions and Further Research 

7.1 Conclusions 

Throughout the literature review a wide range of opinions about what is the First-

Mover Advantage and how strong it can be we represented. It is observed that, over the 

years, various studies tend to question whether being the first one who enters the market is 

a sure and undeniable component of success and sustainability. There have been many 

cases where the first-mover defeated the follower. However, as shown in many cases, 

including the one studying in this particular paper, the first entrant victory has not only to 

do with the very fact of being first to enter a market. As Bolton (2007) argues, evidence 

from the academic research literature suggests that the idea of an overall first mover 

―advantage‖ is, at best, questionable. First movers face advantages and disadvantages and it 

is not clear at present whether moving first provides an overall advantage. 

The literature suggests three types of benefits for the first-mover that can provide 

long-lasting advantages; technology leadership, control of resources, and buyer switching 

costs. We underline the presence of brand strength advantage which can gear the pioneer 

with the client‘s brand loyalty. However, researchers believe that in many industries, 

companies entering later can overcome these advantages. Sometimes they even enjoy 

advantages from the very fact of being follower. 

The First-Mover Advantage, as mentioned before, is more often at consumer goods 

rather than industrial goods. That is mainly because consumer goods can create a strong 

brand equity, which makes it more difficult for the client to change his preferences. 

There many factors which drive the sustainability and profitability of a company, 

such as the type of the industry, the order of market entry, the time lag between entries into 

the market, the market positioning expenditures and the innovation. 

First-mover advantages can exist in certain conditions, but sometimes these 

conditions are rare, and the effects are short-lived. Especially in the case of Viagra and 

Cialis in Italy, provided that not only the drugs‘ patents have a certain expiry date but also, 

in most cases, the newer the drug the better the quality, Viagra enjoyed the first-mover 

advantage until Cialis entered the Italian market. 

Furthermore, while there can be initial market share effects, these benefits often do 

not translate into economic gains – Viagra is far more known brand than Cialis is but yet 
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the second outsold it. So, followers are advantaged in many ways, and these advantages can 

serve to ensure greater economic success in terms of shareholder value and profitability. 

The duration of the first-mover advantage period depends on both internal and 

external factors. The latter are beyond the control of any single enterprise and the most 

important are defined to be the degree of competition, the market structure and the time 

elapsed between the first and the second mover entry. In addition, two external factors are 

especially important: the pace of technological change and the pace of market evolution. 

Rapid changes in both generally reduce the period of first-mover advantage. The internal 

factors that a company should work on are its assets and strategic maneuvering, its history 

on the relationship between order of entry and market performance as well as its R&D 

capabilities. 

The current research is also presenting the conditions under which first-mover 

advantages are most likely to occur. The miscellaneousness and complexity of the 

conditions written from several authors in the past indicates the complexity and the 

uncertainty of the first-mover advantage phenomenon. 

In addition, the specific industry shows some particularities and the first-mover 

advantage phenomenon has not extensively been studied at the pharmaceuticals in the past. 

First it must be clear whether the client companies focus on is the doctor or the consumer 

(triangle sales structure). Second, beside the characteristics of a pharma product, its profits‘ 

sustainability includes the fact that every patent has a certain date expiry, and thus, a late 

mover sooner or later will find a ―window‖ to enter. In this specific sector, as much as the 

brand equity is strong the follower entering has something better to offer almost always, as 

technology and R&D are developing really fast. In the Cialis case, in Italian market, the 

product won against Viagra mainly because of the drug molecule which proved better and 

less harmful to the health. Dutta et al. (1993) model a situation where a first mover enters 

the market with a low quality product. The later innovator has time to increase the quality 

and is later able to make higher profits when entering the market. Cialis‘ success might also 

had to do with the fact that, after Pfizer started to realize the threat it was about to face from 

the competition, it kept a defensive stance which allowed Lilly to dominate the Italian 

market. 

Particular interest was found to the study of Venkatesh et.al (1998) upon 13 drug 

brands. It showed that although late movers outsell pioneers in some markets, the 
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mechanisms through which they do so have received little attention. Innovative late movers 

outsell pioneers not by "beating them at their own game" but by affecting the diffusion and 

marketing spending effectiveness of pioneers. In the sample, innovative late movers grew 

faster than pioneers, slowed the growth pioneers, and reduced the effectiveness of pioneers' 

marketing efforts. These advantages asymmetrically favor innovative late movers. Their 

diffusion reduces the sales of other brands, but their sales are not hurt by the corresponding 

diffusion of other brands. These findings, combined with the results showing that 

innovative late movers enjoy larger market potentials and higher repeat rates than either the 

pioneer or other late entrants, suggest significant new mechanisms for outselling pioneers. 

Within a market place it is important for every player to define victory. It would seem 

more catholic to say that victor is the product/ brand with the highest market share in cash. 

But is it? Viagra (in Italy) did lose the market share trophy in 2008 to Cialis however 

market intelligence did indicate that from launch onwards doctor visits from Viagra reps 

were decreasing 10% year on year. It is impossible to know such internal to Pfizer tactics 

with certainty but if Pfizer was decreasing promotional pressure by 10% every year on the 

Viagra brand then while Cialis won the share of market war, perhaps Viagra won the profit 

war.  

The aforementioned discussion indicates that the notion of first-mover advantage is a 

complex phenomenon. Thus, the belief that entry order automatically immunizes first 

movers with sustainable advantages and later entrants with unrivaled disadvantages can be 

characterized at least as simpleminded. 

This current research based on the theory of first-mover advantage, as has been 

studied by several authors in recent decades, appears weak to show in detail if it is 

disproved or not under some conditions. However it denotes the probability of additional 

parameters to be investigated in further research. 

7.2 Further Research 

There has been much progress in empirically estimating market pioneer advantages. 

However, many key questions remain unanswered. There are several actions someone can 

take in order to go deeper on the First-Mover Advantage Theory. 

- Considering the theory on pharmaceutical brands, a study on Viagra and Cialis 

market in other countries would be interesting. What is in all, the main reason that 

drives each to have this market share? Is branding the most important of all? 
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- Another study that could prove useful is a quantitave research on how the idea of a 

―new product‖ contributes to their loyalty to it and, hence, the difficulty of 

switching to another coming later.  

- A comparison of First-Mover Advantage impact at pharmaceuticals and consumer 

goods would be also advisable, as companies would be at position of ―borrowing or 

switching‖ strategies in order to be more effective. 

- Additionally, an important research will be that of complementing the numerous 

pharmaceutical and consumer packaged goods results with in depth studies of other 

markets. 

- Another important research needed is to determine how and when an early entrant is 

able to wrest first mover advantages from the pioneer. Additional research is also 

needed on market pioneer survival and profitability.  

- Another interesting approach would be that of studying the First-Mover Advantage 

theory and its applicability as well as its limitations based on the cultural 

characteristics of a market. It may prove challenging for the companies to identify 

those cultural factors which affect the market responses to a new product. 

7.3 Strategy Suggestions 

Since the grade of uncertainty about when first-mover advantages occur is high, 

companies need to carefully consider their strategy. It may prove useful to try to answer to 

some critical questions the answer to those can prove a basic prerequisite of strategic 

analysis. 

- Does the firm want to invest in being the first one who enters a market?  

- If first-mover opportunities arise, what are the best approaches considering the 

technology and market pace, as well as the factor of timing?  

- Are the mentioned four types of benefits are likely to be available to the first entrant in 

this particular market? If not, what are the circumstances where these can take place?  

- Being first is one story. After entering the market companies should evaluate if they 

have the resources to sustain any initial advantages they gain from being pioneers; for 

example, if they bear the cost of educating the clients and, at the same time, creating a 

strong brand equity hard to be knocked by a follower.  

- Although first-mover advantages may be attractive, there are also benefits for the 

follower. So, if someone else enters first, will it be difficult to follow or the best 
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practice for gaining market share after learning from the pioneer‘s mistakes, using a 

lower cost technology, exploiting the inertia of the first?  

- How quickly can a huge percentage of that market be captured so as to sustain the 

―throne of the first‖? 

- Finally, are internal factors more than external factors? What are the constraints of 

each? Has the company the ability to identify those ones that affect their performance 

the most? 

All in all, company strategists need to decide which approach has the highest potential 

long-term profits given their resources and market characteristics. 

 

 

It should be noted that the situation presented in this study cannot be generalized as it 

discusses a case specifically in the pharmaceutical industry. However, future research 

analyzing competences in first and late movers from various sectors may provide results 

that enable companies to gain a better comprehending of strategic decisions. 
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