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ABSTRACT

We show that resources possess a dual, and oppasiegin influencing competitive
responsiveness. On the hand, resources enhanstodetiakers’ belief that they are able
to respond effectively to competitive attacks, thet presence of resources also makes them
less motivated to respond. We demonstrate the deycompetitor orientation plays in this
process and formulate managerial implications ftoat.
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INTRODUCTION

Firms constantly launch new products and reachéar tompetitors’ new product
introductions. Reactions to competitors are noty garevalent in practice; they also are
necessary. Several recent studies show that coegpahould be alert when challenged by
competitive actions in order to protect and devedagolid market position (Ferrier, Smith
and Grimm, 1999). Firms that remain competitivelggessive and react to their
competitors’ actions stand a better chance of sumyithe competitive battlefield. Given
the positive effect of competitive responsivenesgyrowing body of research explores
whether and when companies react to competitiveract(e.g. Kuester, Homburg and
Robertson, 1999; Shankar, 1999).

A firm’s resource base can be a key instrument dertl against competitive
attacks. Resources are tangible and intangibleésassailable to a firm to conceive and
carry out market actions (Wernerfelt, 1984). Thefimtion highlights the distinction
between the presence of resources and their titlizan market actions. The possession of
resources in itself may not constitute a distiretdvantage. They play an important role,
but cannot in themselves produce results. To that eesource deployment is critical
(Dierickx and Cool, 1989; Slotegraaf, Moorman anch&n, 2003). Understanding when
and how resources are mobilized to enable effeatmapetitive responsiveness in the
context of new product introduction is thereforeigsue of high importance.

In this paper, we ask the question how decisionargkassessment of resources
available for potential utilization affects theioropetitive responsiveness. We regard
competitive responsiveness as the result of a ideemaking process. A manager plays a
key role in scanning the firm’s environment andidiexy how to deploy the resources
available. At the core of this lie two judgmentg) the decision which information to
attend to and (2) using that information to makeaasessment of the firm’s environment.
We argue that differences in competitive reactistesn from a different assessment of
events. We thus claim that managerial assessmentriediating factor between external
events and the organizational response (Barr, 188&berg and Venkatraman, 1995; Day
and Nedungadi, 1994; Martens and Kambil, 1999)eGithe context of competitive action
and response that we study, we focus on the extewhich decision-makers emphasize
information on competitors in their scanning of #revironment, and the effect this has on



their willingness to use resources to respond tmpaditors’ moves. In doing so, we
examine the effect of three types of resourcesnfiral resources, marketing resources and
technological resources. While it may be commoricldg expect that competitors that
possess a lot of resources represent formidablengoyps, we show that these resources are
not necessarily deployed towards competitive respeness. We argue that resources have
both a positive and negative role. The availabidityesources may increase the manager’s
perceived ability of to react to a competitive n@wduct, but it also reduces its willingness
to do so. We show that this negative effect digepavhen decision-makers are competitor-

oriented.

ASSESSMENT OF COMPETITIVE NEW PRODUCT INTRODUCTION

We posit that competitive responsiveness followsmfra decision maker’s
assessment of a competitive move. This assessmemt interpretation of a competitor’'s
action and is an individual process that occurshattime when no particular decision
alternatives are developed yet (Dutton and Dunt887; Thomas, Clark and Gioia, 1993).
We thus focus on the individual decision-maker & tunit of analysis. Our
conceptualization of new product assessment isdbasethe idea that an assessment of
events (such as a new product launch by a competitntains two aspects: (1) an
assessment of the@gencyto act upon an event and (2) an assessment déaiseility of
dealing with the event. These reflect thetivation and theability to respond. This
motivation and ability dichotomy is embedded witlpnevious research in marketing
strategy and managerial behavior. Research on reaahgognition uses the distinction
between issue valence and issue capability to Expdgource allocation decisions (Mittal,
Ross and Tsiros, 2002). Within the marketing styaté@erature, the motivation and ability
paradigm has also been used to explain under vamalittons a firm reaps returns from an
asset (Boulding and Staelin, 1993 & 1995). It soatonsistent with the theory of strategic

issue diagnosis (Dutton and Duncan, 1987).



Themotivationto respond stems from the risk the company fatdsteriorating its
performance by not responding. In the context a¥ peoduct introductions, this involves
an assessment of the probability that the new mtodil enjoy success in the market, and
of the consequences this may have on the incumbéet.perceived market impact of a
competitor's new product reflects the extent tocWrithe new product is expected to be
successfulSuccessful products have a significant effecthenmarketplace, which induces
decision-makers to react (Ginsberg and Venkatranmi®92). The consequences of a
successful new product introduction also dependioether the new product influences the
incumbents’ products (Chen and Miller, 1994his relates to the perceived centrality of
attack, which reflects the extent to which a neadprct is perceived to be targeted at the
company's market.

The ability dimension of new product assessment consistseoti¢itision-maker's
inference about the possibility of mounting an effiflee response. This assessment does not
involve a particular course of reaction. Ratlibe perceived ability to react constitutes an
overall gross judgment on the possibility of thenpany to respon{utton and Duncan,
1987). Reaction ability has not assumed an impbrtda in existing empirical research on
competitive reaction. However, various results igipy suggest it plays an important role
in determining the competitive reaction. For exampbatignon, Anderson and Helsen
(1989) demonstrated that incumbents react to némesrby employing their most effective
marketing instrument, suggesting that the reactlenision is taken with respect to the
capabilities of the company. Also, Robinson (1988)nd an inverted U-function between
scale of entry and reaction. This suggests thatck bf capability to respond to highly
threatening new products deters companies to relsgempirical results also suggest that
firms experience a greater difficulty of respondtoghighly innovative new products, and
thus that this capability to respond should be anted for in order to predict reaction
(Gatignon, Robertson and Fein, 1997).

We discussed two components of new product assessthe ability dimension

and the motivation dimensioithe first one is concerned with the perceivednity to act.

The second one is concerned with the perceivedssigeto act and contains two
components: (1) whether the new product represam@ttack on the incumbent’'s market
and (2) whether it is successful on the markethénfollowing, we will discuss how these



dimensions affect the way in which resources enbamc mitigate managers’

responsiveness to competitive new product introdost

IMPACT OF FIRM RESOURCES ON RESPONSIVENESS

Resour ces and the motivation to react

We argue that resources can reduce decision makets/ation to react to a new
product introduction for two reasons. First, theceésed market impact of a competitor’s
new product may be mitigated as the firm itself hmase resources. We refer to this as the
“liability-of-wealth’ hypothesis. Second, firms with extensive accesgesources may be
stronger competitors than their less resourcefuhterparts, thus perceiving less necessity
to respond upon competitors’ moves. We label thes“strong-competitor hypothe$ise

will elaborate on both arguments below.

The liability-of-wealth hypothesis.

Resourceful firms represent powerful forces. Bhg fact that they possess the
means to conquer competitive challenges does ruaissarily mean that they do so. While
the phenomenon of incumbent inertia has been doatemidoefore, its presence has mostly
been recognized in the context of radical technodgnnovation that destroys existing
incumbents’ capabilities (e.g. Christensen and BpW896; Tripsas and Gavetti, 2000).
The "stickiness" of resource endowments implies dmmpanies can get trapped within
their current resource base and fail to adapt novations (Leonard-Barton, 1992; Teece,
Pisano and Shuen, 1997).

This inertia can also be present vis-a-vis increalemnovation. Boulding and
Staelin (1993) mention that bountiful resources rogate a “fat and happy” syndrome,
such that organizations become unaware of impodaanges in the environment and feel
invulnerable to them. In other words, in well-afinfis executives believe that no change of
strategy is needed and they feel they can ignoamgds in their environment (Boeker,
1997). This phenomenon is exacerbated by the ddlajzay to the firm’'s existing
resource stock. There is inertia in the effect siemal changes on a firm's resource



position. This implies that decision-makers, attfimay experience continued munificence
despite competitive attacks. The supply of resaroeay promote an illusion of

invulnerability in the minds of decision-makers @ldrashekaran et al., 1999). This, in
turn, may encourage decision-makers to undereditig magnitude of a strategic issue.
This suggests that firms that have the accessstmurees to react actually undervalue the
impact of a competitive new product introductiomu$ although a competitor may realize

that a new product is an attack on their markety ixpect it to be of minor impact.

The strong-competitor hypothesis.

An alternative explanation is based on resourceamstdge theory and claims that
resourceful firms rightfully can expect competittwsdbe less successful in capturing a piece
of the market. We label this the strong-competitgpothesis. It is based on the argument
that resourceful firms are more resilient to contjwet attacks. When employed effectively,
superior resources are the cornerstones of positavantages (Day and Wensley, 1988).
Marketing resources inhibit a successful entry efvrproducts: Strong existing customer
and channel relationships, high brand awarenessaaing brand reputation all make it
difficult for a new product to establish a strongegence. Firms with higher levels of
marketing and technological resources also exhigier returns to their market actions
(Slotegraaf, Moorman and Inman, 2003). This phemame referred to as “asset mass
efficiencies” maintains that the higher the curriaviel of resources or assets, the easier it
becomes to add on to it (Dierickx and Cool, 198®). example, a large existing customer
base makes it easier to create awareness for grinaiextensions. Asset mass efficiencies
cause added difficulties for newcomers to catch ngt: only do they have to build up
resources, but they also face added inefficieniai€@mparison to resourceful incumbents.
Given this strength that the resourceful firm exeone can foresee a limited potential for

the competitive new product to make a major impacthe market.



The liability-of-wealth and strong-competitor hypeses lead to the same

hypothesis statement:

H1: The presence of technological, marketing ancdhdincial resources has a
negative influence on the perceived market impatiaocompetitor's new product

introduction.

Resour ces and the ability to react

The presence of financial, marketing and technokilgiesources enables the firm to
put them to use in market actions. In the caseadfmapetitive new product introduction, it
is important to look at the resources the compamgsesses concerning product
development. The technological capabilities of ttwmpany determine the range of
possibilities for reaction. Thus, limiteadchnological resourcegose considerable problems
with respect to the ability to react. The presesicieechnological resources enables the firm
to adequately respond. Moreover, the existing stafckechnological knowledge already
puts the firm in pole position to add to that knedde and foster further development.

However, a company can use other resources asigdetéchnological resources to
react to competitive new products. A company witktrang, established market position
could leverage it in fighting back new introductsorits built-up customer relationships,
access to distribution and brand awareness allitédei an effective response. We thus
expectmarketing resourcesd contribute positively to the ability to react@ competitive
new product.

The existence ofinancial resourcesalso creates leeway to react to competitive
actions because of the high degree of discretimocested with it. Excess financial
resources can readily be deployed to adapt to esé@n developments in the environment
(Nohria and Gulati, 1996, Mishina et al., 2004).



We thus hypothesize that:

H2: The presence of technological, marketing anchdincial resources has a
positive influence on the perceived ability to rédo a competitor's new product
introduction.

COMPETITOR ORIENTATION

Any assessment of events within a decision-mal@argronment involves a trade-
off regarding which data to attend to. The exterwhich competitive moves will be part of
such assessment depends upon the competitor ¢ioentaf the decision-maker as it
reflects the relative importance attached to awdiwithat concern competitor information
and analysis (Gatignon and Xuereb, 1997; Narver @lader, 1990). We thus define
competitor orientation as a scanning selection t@s&rg, Walters and Priem, 2003).
Whereas competitive responsiveness implies theementation of actions intended to
counteract competitors’ actions, competitor oridgataonly implies that effort is spent on
analyzing competitors’ moves. Competitor orientatihus channels attention towards
competitors. It instills in decision-makers a gegavigilance to competitors’ moves.
Through the enactment of competitive issues, comgpstactions receive saliency.

Competitor oriented managers will interpret contpetmoves, such as new product
introductions, in light of their competitive intgJence. This knowledge will be utilized in
their assessment whether resources should be @eployresponse to competitive action.
In turn, this evaluation will determine whetherpessive competitive action is called for
(Ocasio, 1997). Competitor orientation, therefazan be expected to affect managers’
motivation to respond to competitor action baseahugheir resource base.

To discern between the two competing rationalestler existence of a negative
effect of resources on the expected market impdcta ocompetitive new product
introduction, we hypothesize on the moderating ctftef competitor orientation on both.
Under the liability-of-wealth hypothesis, we poditthat decision-makers in resourceful
firms attach less importance and urgency to corgstiactions, and underestimate their
effect. Given the attention-channeling and enactnediects of competitor orientation, a
higher competitor orientation is expected to atseauhis effect. Competitor orientation

10



therefore should reduce the negative effect ofahmunt of resources available on the
expected market impact of a competitive new prothiodbduction.

H3a: Competitor orientation has a positive moderagi effect on the negative
influence of technological, marketing and financiatesources on the perceived

market impact of a competitor's new product introchion.

Under the strong-competitor hypothesis, we positedt decision-makers in
resourceful firms expect competitive new producthdve a smaller market impact because
their existing resource position increases theiatiffy for competitors to launch a new
product successfully. High competitor orientatiorplies a great vigilance to competitors’
moves and a willingness to take those moves intmwad when deploying the firm’s
resources towards market actions. It also trarslate the decision of what resources to
develop and how to deploy them. It has been shdwat when decision-makers are
competitor oriented, the organization will direcbpesses towards building up and using
resources in accordance with it (Sanchez and Hd&8Y,). Consequently, we can expect
competitor-oriented companies to use their ressu@éduild up a positional advantage that
cushions them against competitive attacks. This emaik difficult for competitors to
successfully attack. Essentially, their orientati@hps competitor-oriented decision-makers
to coordinate the allocation and usage of resowetfestively in the light of competitors’
potential activities. It also ensures that thedtmn of resources flows primarily towards
enhancing the firm’s position towards competitofierefore, if the strong-competitor
hypothesis holds, competitor orientation shouldease the negative effect of resources on

the perceived market impact of a competitor's nesdpct.
H3b: Competitor orientation has a negative moderaji effect on the negative

influence of technological, marketing and financiatesources on the perceived

market impact of a competitor's new product introchion.
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Thus, the moderating effect of competitor oriemtatdn the expected market impact
of a competitive new product introduction enablesaudistinguish between the liability-of-
wealth hypothesis and the strong-competitor hymishelhe existence of a positive
moderating effect provides support for the liapHdf-wealth hypothesis whereas a
negative moderating effect provides support forstineng-competitor hypothesis.

RESEARCH DESIGN

Previous empirical research on the reaction of aigrs to new product
introductions relied heavily on ex-post facto syrvesearch (Bowman and Gatignon, 1995;
Heil and Walters, 1993; MacMillan, McCaffery and rwawijk, 1985; Robertson,
Eliashberg and Rymon, 1995; Robinson, 1888Respondents typically are asked to recall
a recent new product introduction. For this stutlis would imply that reacting companies
are surveyed to report on a competitor's new prositioduction and their assessment of
that introduction at that time. The collection aital from the reacting companies, however,
may cause a serious sampling bias. Availabilitys b&mds respondents to recall major new
products launched by key competitors. Another pgaeproblem with this approach is that
respondents usually report their assessment ofwapmeduct introduction after reaction
occurred; or, in other words, at a time when thegsgss more information about their
company’s response and the new product's longer-fggrformance. This creates the
potential for hindsight biases. The survey appraasb is prone to common method bias
(Bagozzi and Yi, 1991). Because of that, the aitab of the new product introduction get
confounded with the process of interpretation. Heveinterpretation involves giving
meaning to an observed, objective event, and @redlby contextThus, it is important to
differentiate the objective characteristics of avngroduct introduction (e.g. marketing
budget, product characteristics, etc) from its ss®sent by a decision-maker (e.g.

perceived impact).

! We limit ourselves here to research on competitive reactineviogproducts. Other empirical research used
secondary data to investigate competitive reaction to promatidradvertising actions (e.g. Steenkamp et al.,
2005; Leeflang and Wittink, 1992, 1996, 2001).
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Alternatively, managerial assessment of issues e investigated using an
experimental design (Klemz and Gruca, 2001; MitRdss and Tsiros, 2002). With this
approach, respondents are subjected to a hypathstenario and are asked to provide
their assessment of the situation. This approacblea a maximum control over the
available information and the manipulated variablgst the experimental task requires
respondents to relate to the imaginary situatioth @nconjecture their assessment in this
supposed case. Also, the necessary concisenels obver story requires a considerable
simplification of the decision setting.

To prevent these problems, this study uses a gxpgriment with the Markstrat
business game as an empirical setting. In essehiseapproach relates to the above-
discussed experimental designs, using a simulamdpetitive environment as the
hypothetical scenario. The Markstrat simulatiormisomputer-generated model built on a
set of relationships that closely simulate real keaphenomena. The Markstrat setting
consists of an environment in which 4 to 6 comparsempete head-to-head in two
different high-tech consumer durable markets. Tharket contains different consumer
segments to which companies can target their ptediitie business environment created
in the game is a highly realistic simulation ofedtmarket conditions and contains both
autonomous and induced market developments. The&ipants must make decisions on
strategic marketing issues that cover product agwveént, positioning and brand
management. Accurate, computer-generated informatimut the market is available and
includes industry data, company performance dadanzarket research data.

Markstrat has been suggested as an excellent envenat to study marketing
decisions (Gatignon, 1987). It has been extensiusgd in the last decade in a wide range
of studies (e.g Clark and Montgomery, 1998, 199@z6&r, Steckel and Winer, 1989, 1990,
1992; Malter and Dickson, 2001). The relativelymiplified" setting of a simulation
reduces noise and extraneous influences, henceniming systematic error variance. This
controlled, quasi-experimental environment is jgattrly advantageous for investigating
interaction terms (McLelland & Judd, 1993). At tsame time, the multiple-segment

market setting reflects a well-studied and realjstompetitive context.
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The data for this study were collected during avaaded marketing strategy MBA
course. Fourty-four students registered for thessl&ince the Markstrat game covers a
hypothetical market, the use of students as subjeatot considered problematic (Glazer,
Steckel and Winer, 1989). Managers and studenis lmethave differently if the managers
possess actual experience in the market under .sflity participants in the business
simulation were divided into teams, each repreegnt& company competing in the
Markstrat environment. The extensive market infdroma provided by Markstat was
handed over to the participants. They were theawaltl enough tinfeto conduct an
individual analysis of the market environment, peeformance of their company and of the
new products that had been introduced during teipus period. For each time period, the
research team selected one of the new productdlinted by a competitor as thatical
incident that was subjected to evaluation by respondent®y Twere asked for their
assessment of the market environment and the sdlecompetitive new product
introduction.

The design of this study offers many advantagest,ft creates the opportunity to
measure decision-makers’ assessments of new peodtutiie immediate moment they are
launched on the market, hence eliminating hinddiggs. Second, the research design also
enables the researchers to randomly select criticalents. This way, it can be guaranteed
that the new products represent a true random saafi@ll new products introduced. This
approach contrasts with the often-used methodtfidgerespondents answer a survey about
the latest competitive new product introduction.isTekews incidents towards visible
competitive actions that are directly targetechatdcompany's market. In order to maximize
variability of critical incidents across introdugincompanies, critical incidents were
sampled without replacement (Keppel, 1991), thuarapnteeing that the new products
under investigation are not biased towards a pdaticcompany. In total, 339 usable
guestionnaires were collected, providing information 29 different new product
introductions. To test the representativeness esehnew products, their characteristics
were compared to the characteristics of the otbar product introductions. We compared

the new products on several aspects—for examplestied resources and market

2 An hour and a half was allotted for this; informal iguevealed that respondents thought this was enough
time to assess the available information adequately.
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performance. No significant differences were foumdich indicates that the randomly
selected new products reflect a representativetsabe

Finally, we avoided common-method variance. Witthirs study, three types of
measures are combined: (1) objective measuresdahtitumbent’s resources, (2) objective
measures of the new product launch and market ctesistics, and (3) self-reported
measures of the assessment of the market situatiparticipants.

MODEL SPECIFICATION

Our primary interest lies in investigating the effef the firm’s resources on the
assessment a decision-maker makes about a newcpiattoduced by a competitor. This
assessment involves three components: (1) the ipedceentrality of attack of the new
product, (2) the perceived market impact of the pesduct and (3) the perceived ability to
react to the new product.

Naturally, the assessment that a competitor makesta new product also depends
on the characteristics of the new product launsklfitand the market context. Previous
research on competitive reaction established ttheeimce of the new product’s positioning,
marketing investments, and scale of entry on coitngeteaction (Bowman and Gatignon,
1995; Gatignon, Robertson and Fein, 1997; Kuedtemburg and Robertson, 1999;
Robinson, 1988; Shankar, 1999). In terms of thekstacontext, market growth and
industry concentration were found to be importantédtors of competitive reaction
(Bowman and Gatignon, 1995; Gatignon, Robertson keid, 1997; Kuester, Homburg
and Robertson, 1999; Robinson, 1988; Shankar, 1€99)empirical model contains all of
these factors as covariates.
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The empirical model we propose is:

2 4
TARt = :BlOi + ﬂl]jt FRES§ + ﬂlZit MRES§ + ﬂl&tTRES§ + [;14C0|t + Z :BlSJ MCHAR{ + Z [;].Gk NPCHAR + glit (1)
k=1

i=1

2 4
IMPiI = ﬁZOi + :Bzm FRES§ + :Bzzit MRES$ + ﬁzatTREs§ + :Bz4con + z :8251' MCHAR: + Z ﬁzekNPCHAR * &y @)
j=1 k=1

2 4
FEA, = ﬁ30i + ,Bsm FRESS + :332n MRESS + ﬁsanTRES§ + ﬁ34co|t + z :3351’ MCHAR, + z 1836k NPCHAR + &5 @)
k=1

=1

REACI = ﬂ40i + ﬂ4lTARt + ﬁ42|MPit + 1843FEAt + £4it 4)
O =1..30m=1...3 B = O + YinCO; (@)
DI :]-:---;4;,8“)1 - N(OIIO’O-IZO);SIit - N(O’a-lz) (®)

I = respondent index

t=time

TAR = perceived centrality of attack

IMP = perceived market impact

FEA = perceived feasibility to react

REACT = propensity to react

FRESS = financial resources

MRESS = marketing resources

TRESS = technological resources

CO = competitor orientation

NPCHAR = vector of new product launch characterss{product positioning, advertising
expenditures, sales expenditures, scale of entry)

MCHAR = vector of market characteristics (markeiwgth and market concentration)

16



Although we do not formulate specific hypotheses fioe role of competitor
orientation on the relationship between the firn@sources and the perceived centrality of
attack and the perceived feasibility to respond, deeinclude the main and interaction
terms to generalize equations (1)-(3). We will emopily test for the existence of these
interaction effects.

The model is recursive and the four equations 4))eén be estimated separately
(Greene, 2000). The dataset contains multiple @atens provided by each respondent
(corresponding to different new product introductidoy a competitor) and thus has panel
data characteristics. In contrast to pure crosBeset data, this provides the advantage that
we can control for respondent-specific omitted afles, while incorporating the
dependence between observations from the samencismo We statistically tested for the
need for a fixed or random intercept term. Haustemts showed that a random effects

model is both efficient and consistent (Hsiao, 2003

MEASURES

Validated measurement scales were not availablé¢htomew product assessment
constructs. We undertook an extensive literatusearch in the domain of competitive
reaction, organizational change and strategic ahaimgorder to develop an initial pool of
items, 16 exploratory interviews were organizechmmifour firms. The companies varied in
terms of the technological intensity and growthhadir industry. The respondents were all
involved with the business unit's marketing strated pilot interview enabled us to
identify a critical incident (i.e. a new productuiteched by a competitor) that was used as a
platform for the subsequent interviews with the rbers of the decision team involved in
the decision concerning reaction to this new pradinterviews typically lasted 2 hours
and covered the introduction of the competing nevdpct comprehensively.

On the basis of the interviews and the literatedew, we developed scales that
could be used within the context of Markstrat. Tasulting scales were pretested with 16

expert judges who were knowledgeable about the 8fi@kbusiness simulatian

® The 16 expert judges were not part of the exploratoeyviigw round
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Table 1 contains an overview of the measures therewsed to estimate the
hypothesized model. Appendix 1 contains the corapletales for the self-reported
measures. Competitor orientation is measured ofndividual level and indicates the
amount of attention the respondent chooses toa#oto activities related to competitor
analysis. To avoid a halo-effect, increase vatrighiand force respondents to make trade-
offs, the measure for competitor orientation orgges from a ranking of information-
gathering and analysis activities on competitorsswe customers. Aside from the self-
reported new product assessment and competitartatien constructs, all other constructs
were measured using observable measures that dgrefpthe output of the Markstrat
simulation. The financial resources of the compargymeasured as the available budget to
spend. The marketing resources of the company aasumed as the relative brand
awareness of the product most closely positionedhé newly launched product. The
technological resources of the company were medsage the difference in product
characteristics between the new competitive prodadtthe most similar product the firm
is currently capable of producihgThis difference was defined as the Euclidearadist
between products on the five product charactesistaking into account the range of each
characteristic. This figure is reversed to represenproximity. Product positioning
describes the positioning of the new product armperationalized as follows: it represents
the smallest distance within the consumer percéptapgping between the new product and
any of the incumbent company's products. The negati this number is used so that the
product positioning represents the proximity of ttew product to one of the company's
products. The level of advertising and sales ressurinvested in the new product
introduction represents the magnitude of resountessted in the new product. To avoid
time and context effects, marketing effort is ofieralized as an index, indicating the
advertising or sales expenditures for the new prbdompared to the market average
across all products in that period. The scale tfyesf the new product is measured as the
unit market share it attains immediately aftedaisnch. The market growth is measured as

4 Within Markstrat, a firm’'s R&D efficiencies are influencedibs/previous experience in developing similar
products. Our measure of technological resources thus noteflgcts whether the firm is capable of
producing a product that shows a high resemblance to the mavagiuced product but also how cost-
efficient the firm would be able to develop an equivaleatipct.

® The data for financial resources, marketing resources, tedficadloesources and competitor orientation
were standardized. There was no significant correlation betwaignamd interaction terms.
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the percentage growth in unit sales of the mankethich the new product is introduced.
Industry concentration is measured by using thdikt&ahl Index (the sum of the squared

market shares of all competitors on the market).

Insert Table 1 About Here

The multiple-item scales were validated with canfitory factor analysis, taking
into account the multilevel nature of the data3éte estimation procedure is based on a
decomposition of the data into within- and betwésarel data (Muthen, 1994; Kaplan and
Elliott, 1997; Kaplan, 2000). The intra-class ctatens range from 0.030 to 0.279,
indicating that it is worthwhile to pursue a mudtiel model to obtain unbiased parameter
estimates (Heck and Thomas, 2000). The pooled mitfdividual covariance matrix and
the between-individual covariance matrix that pdevithe input for the multilevel
confirmatory factor analysis estimation were caed with the software program SPLIT2
(Hox, 1995). The covariance structure model wasmeséd with LISREL 8.3. The
constructs were tested for unidimensionality, withiethod convergent validity, reliability
and discriminant validity, with satisfactory resu{Fornell and Larcker, 1981; Gerbing and
Anderson, 1988; Steenkamp and Van Trijp, 1991)ailetire given in Appendix 2. The
multi-level confirmatory factor analysis has a sfitory fit %(48) = 90.54; RMSEA =
0.076; GFI = 0.95).

Because of its importance as the ultimate dependanéble of the model, the
construct validity of the “propensity to react” abruct was investigated further. Validity
can be demonstrated by comparing a measure to tamakcriterion that is believed to
measure the attribute under study (Kerlinger anel P&00). The reaction measure used in
this study is an attitudinal measure that assdassemtention of a decision-maker to react
to a competitive new product introduction. Natwaglits relationship to actual reaction
behavior is critical in establishing its validitys &a measure of competitive reaction.
Therefore, we constructed a behavioral reactionsomeaand correlated it to the attitudinal
reaction measure. To determine this behavioral areasve look at the firm’s marketing
actions in the market segment at which the conipetihew product is targeted in the

period following the new product introduction. Thehavioral reaction measure does not
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discriminate between different types of reactidnisidefined as a dichotomous measure
with a value of '1l' if (1) the company increasetes&xpenditures, (2) the company
increases its advertising expenditures, (3) thepamy decreases price by over 10%, or (4)
the company introduces a new product or changesuitient products. The behavioral
reaction measure is '0' if none of these thingsioak logistic regression of the behavioral
reaction measure on the company-averaged attituthaation measure assesses validity;
the logistic regression controls for company-diéferes with a fixed effect company
intercept. The relationship between the attitudimwadl behavioral reaction measures was
highly significant (parameter estimate = .8656,0088, model likelihood ratig® =
21.875, df=10, p=.0158). This provides support thoe criterion-related validity of the

'propensity to react' measfire

RESULTS

Table 2 contains descriptive statistics and caticela between variables. Table 3

contains the estimated model parameters.

Insert Table 2 and 3 about here

From the second-to-last column in Table 3 it cansben that the new product
assessment elements all have a strongly signifeaditpositive effect on the propensity to
react. Given these results, the motivation anditghilimensions we define as the main
components of the assessment of competitive actemes confirmed as important
antecedents explaining reaction behavior. In oudehgpecification, we put new product
assessment in a central role between the propetosityact and the reaction antecedents
(i.e. the new product launch, reacting firm and keacharacteristics). The last column of
Table 3 shows that the effect of the new produsessment components holds when we

include the antecedents directly, confirming itdraéng role (Baron and Kenny, 1986).

® We use the attitudinal 'propensity to react’ memsn the subsequent analysis because this
individual-level continuous measure fits the indival-level unit of analysis of the new product
assessment construct.
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By investigating the influence of a firm’'s resowsaen each of the components of
new product assessment, we gain insight into teg#e@ct on competitive reaction. We
argued that we expect counter-acting effects: @ipe®ffect on the perceived feasibility to
react, but a negative effect on the perceived niankeact of the competitive new product.
These two effects, establishing resources as hatblers and inhibitors of competitive
responsiveness, are supported by the results. Témemce of financial and marketing
resources create a perception of ability to resgortie competitor’s challenge. However,
those same resources also reduce the perceptidnthieanew product has a significant
impact on the market, which reduces the motivatioreact Technological resources have
no significant effect on either component of newdurct assessment. Although we did not
formally hypothesize an effect of a firm’s resowam the perceived centrality of attack of
a new product, we did find a significant positiv8eet of financial and marketing
resources. This result may indicate that decisiakers in resourceful firms feel that new
product entries in their market segments are aidatack on their position, more so than
less resourceful firms perceive this to be the .case

We posited two alternative explanations for theultethat the presence of resources
decreases the perceived market impact of a newptodhe liability-of-wealth hypothesis
claims that decision-makers in resourceful firmslenestimate competitors, whereas the
strong-competitor hypothesis states that the stireoiga resourceful firm makes it difficult
for competitors to make significant inroads onte tharket. We distinguish between these
two alternative hypotheses by investigating the enating effect of competitor orientation.
We find a significant positive interaction effe¢tammpetitor orientation and marketing and
financial resources on the perceived market impafcta competitor's new product
introduction; we find that a strong competitor otegion reduces the liability-of-wealth
effect, supporting Hypothesis 3a. Further inspectbthe AIC of each model reveals that
the best models explaining the perceived centralitpttack and the perceived ability to
react are the models without competitor orientatiBlowever, for the model with the
perceived market impact of the new product as #yeeddent variable, the AIC decreases

with the addition of competitor orientation.
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To further explore the effect of competitor oridita on competitive
responsiveness, we investigated the net effecuress have on the propensity to react,
through their impact on new product assessmenuré&sy(1)-(3) display the impact of
financial, marketing and technological resourcesh@npropensity to react, under different
conditions of competitor orientation. Figure 1 slsothat due to the liability-of-wealth
effect, the presence of financial resources onbreiases the propensity to react under
conditions of high competitor orientation. In thbsance of a competitor orientation,
financial resources lead to a lower likelihood efction. This situation is different for
marketing resources. Despite the negative effectthen perceived impact of the new
product, the positive effect on the perceived @ityr of attack and feasibility to respond
leads to an overall positive effect of marketingources on the propensity to react.

The covariate effects generally are in the expediegction and correspond with
previous research. The closer a new product igipoed to the incumbent, the more it is
perceived as an attack. However, decision-makeis fakl it is possible to react and that
the new product has less of an impact on the marken it closely resembles their existing
product. This finding may be explained as the difiy an imitative new product faces in
carving out a significant market share against ataldished competitor. As can be
expected, a new product--supported by a great afeedsources, and with a large-scale
entry--is perceived to be threatening. It is peredias a targeted attack, with a significant
impact on the market. Surprisingly, the scale ofryerpositively influences reaction
feasibility. This may be due to a confounding eff@th market growth. The scale of entry
is higher in a growing market (Correlation=. 48);andition under which firms feel more
capable to respond. Market growth has a signifiqgaoditive impact on the perceived
feasibility to respond; this is probably due to fhsitive return firms receive in growing
markets. Also, in a growing market, new products perceived to have less impact. The
high level of change and competitive action thajrewing market attracts may serve to
explain this. Consequently, individual actions eigrece a smaller and more short-lived
impact in the turmoil of the growing market. Indystoncentration has a negative effect on
the perceived feasibility to react. This is in liméth previous research that found that
response times are higher in concentrated mark&aisster, Homburg and Robertson,
1999).

22



Insert Figures 1 tot 3 about here

DISCUSSION

Our results add insight into how decision-makeral@te competitors’ new
products. Although it has been acknowledged thatlycts that pose a greater threat are
more likely reacted to, little is known about tlifgeat assessment process (Klemz and
Gruca, 2001). We add to the existing knowledgenwestigating both the content and the
influencing factors of new product assessment. dJdifferent sources for the new product
assessment measures and its antecedents elimomseson-method bias. We also add a
perspective on the capability of the company tpoes.

This paper fits within current research in markgtistrategy inspired by the
resource-based view. In particular, we focus on deeloyment of resources towards
reaction to competitor’s actions. We show that oyt to what ordinarily would be
expected, having more resources does not unequivaoake decision—makers take a
more active stance against competitors. Becaus#istiaguish between the motivation and
ability to react, we are able to show the opposgtiect of resources on these two
determinants of competitive responsiveness. On dhe hand, decision-makers in
resourceful companies feel more able to mount porese. On the other hand, they
underestimate the potential of the competitive nereduct, and are therefore less
motivated to react. This complacency, which is apptly induced by the munificence of
resources, can be exceptionally costly. Previoggareh showed that challengers often
dethrone market leaders because they remain tosivpat their competitors' actions
(Ferrier, Smith and Grimm, 1999). The results pnése in this study confirm and explain

this phenomenon.
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We show that the availability of financial and mettkg resources leads decision-
makers to underestimate the market impact of a etitops new product. The moderating
effect of competitor orientation suggests that clamgncy is to blame for this
phenomenon. Consequently, firms need to activelyjaga perceptions of competitive
actions by channeling attention towards compestactions. Our results demonstrate that
successful companies should take explicit actiorbdost competitive vigilance and to
enhance the perceived urgency to respond to cotinpatioves.

Also, the different effect of marketing and finaslcresources creates a dilemma
concerning which resources should gain prioritygtow. We find that the total effect of
marketing resources on competitive responsiversepsditive (Figure 2) whereas financial
resources have a negative effect unless competitentation is high. An implication of
this finding is that to foster competitive respaesiess, the available financial resources
should be converted into marketing resources. Hewefinancial resources possess the
advantage of low asset specificity. They can bdayeypl in different ways, increasing the
flexibility to respond to competitive attacks. Thg evidenced by our results. Financial
resources have a bigger effect on the perceivddyatu react than marketing resources.
On the other hand, when resources are tied up rRatiag resources, competitive attacks
can be identified more clearly as being targetede#ériorating these resources. However,
the scope of potential reactions utilizing thessoueces is more limited. Fostering a
competitor-oriented culture and a balance betweaeran€ial and marketing resources
enable competitive responsiveness, while maintgifiexibility.

Given the setting of this study, the significanériia-creating effect of resources
can only be expected to magnify in a real manalyestting. Indeed, the context of a
simulation provides the decision-makers with a cahpnsive set of structured market
information, which makes it easier to assess eatedevelopments. In absence of this
information, it is much harder to obtain reliabktal on the market and on the competitive
behavior. Real management decisions often have tmabed on unstructured information,
subject to varying degrees of uncertainty and bditg. The absence of reliable
information about the environment urges decisiolkamato turn inwardly even more and
rely on the available internal information (Glazgteckel and Winer, 1992; Montgomery et
al., 2005). Our results highlight the potential dvaizof doing so.
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LIMITATIONSAND DIRECTIONSFOR FURTHER STUDY

The above-discussed contributions notwithstandimgy study has certain
limitations. This study presents an initial attertgptdefine and measure the concept of new
product assessment, which involved the developwieméw measurement scales. Although
we took great care to extensively test the measuegdication of the findings in other
conditions or with new data could help to furthalidate the measurement scales.

The methodology chosen has many advantages, aseautbove, but also carries
certain limitations that should be warranted. Fivgé used a simulated environment to
assess the reaction decision process. Researchl stetarmine whether the findings hold
equally well in reality. The simulated environmeneans that participants have to rely
more on the formal information provided, and lesstleeir own intuition and experience
about the market. However, there exists a long ackl research tradition for using
Markstrat to study managerial decisions. Manages$ify of the game’s resemblance to
their actual business environment and claim thatsaens taken do not differ from what
would be done in a real-life setting (Kinnear andriimer, 1987). Second, the use of MBA
students as respondents is a limitation of thislystBecause of the training they have
received, they may be more inclined to extensivedg and analyze market data. By
upholding a fixed time span to investigate the raadata, as we did in the applied research
design, we sought to mimic the time-pressure thatagers face in reality.

The experimental conditions offered within Marksiaéso hold certain restrictions.
The competitive environment is not subject to abal@nges. The number of competitors
remains stable, without new entering or exiting pamies. New entrants to the market thus
do not launch the new product introductions. It {dobe interesting to explore whether
new products coming from new entrants are assaifecently than new products coming
from existing competitors. Also, the sample of n@noduct introductions that are
investigated does not include radical innovatidRadical innovations are not a clear-cut
attack towards the existing market of the competibut represent a new, potentially
successful track on the borderline of the existimayket. The effect of radical innovations
on competition cannot be easily addressed in tesm&hreat”, which is the case for

incrementally new products launched into an esthbtl market. Therefore, the conclusions
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that arise from existing research on reaction @ peduct introductions may not hold for
radical innovations.

Another limitation arises from our choice of thelividual decision-maker as the
unit of analysis. This implicitly assumes that ihdividual decision-maker's assessment
extends to the behavior of the organization andrngs the collective decision-making
process within the decision-making unit. It disnelga the importance of inter-
organizational power structures in explaining tle@dvior of organizations. An interesting
research question would be to study whether newlymoassessment at the level of the
individual decision-maker aggregates to the orgdimnal assessment or whether
assessment at the individual level is a refleatibgroup-level processes.

Within the boundaries of the conceptual framewor&spnted in this study, the
empirical model can be extended in multiple waylse Belected drivers for new product
reaction cannot predict reactions exhaustively. idolthl research should identify other
factors involved in determining the assessment cdrapetitive new product introduction.
In particular, it would be interesting to furthevestigate causes of competitive inertia and

the role that different resources play.

CONCLUSION

This study shows that resources indeed can be demesi to be a double-edged
sword, both stimulating and inhibiting competitivesponsiveness at the same time. By
incorporating managerial assessment of competithn@/es, this paper provides more
insight into the processes underlying these opgopiwers and their effect of reaction
behavior. As such, we found that competitor origotacan be an important factor in
overcoming resource-induced inertia. Hopefully, gegspective on competitive reaction

behavior taken in this paper helps to stimulatarfutesearch in this area
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APPENDIX 1

Self-Reported Multiple Item Measures

Propensity to react (7-point scale; Cronbach Alpha = .84)

Act 1 Our company has to act in response to thhednttion of X

Act2 We must quickly do something against X

Per ceived centrality of attack (7-point scale; Cronbach Alpha = .89)

Tarl X focuses on segments that are important to us

Tar2 Xis a direct attack to our market

Tar3 X can perfectly co-exist besides our prod(retgersed)

Per ceived market impact (7-point scale; Cronbach Alpha = .73)

Impl X s very important to company Y

Imp2 X will be a success

Imp3 X enjoys a jump-start on the market

Per ceived ability toreact (7-point scale; Cronbach Alpha = .84)

Feal We are strong enough to dealwith X

Fea2 If we wanted to do so, a countermove agimsimmediately possible
Fea3 Itis impossible to battle X (reversed)

Fead We do not have the necessary flexibility &xtr¢reversed)
Competitor orientation is measured as part of a ranking exercise, indigaihe amount of
attention that should be devoted to:

col Estimation of the evolution of the market segta

co2  Analysis of the strategy and resources of &titgps

co3  Analysis of customer needs to specify new et

co4  Benchmarking products and marketing mix to @etitors

co5  Systematic analysis of market research torstated customer needs

co6  Conjecture on competitors’ next moves

Competitor orientation is operationalized as tha i items co2, co4 and co6, all of which
reflect attention spent on information about contpe.
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APPENDIX 2

M easurement Model for Self-Reported Multiple Item Measures

Test of normality assumption

The data were tested on the assumption of muliteamormality. The test showed no
violation of this assumption, although some iterhevged a relatively high skewness or
kurtosis value. However, maximum likelihood estiesatare robust against moderate
violations of the multivariate normality assumptibrthe sample size is greater than 100,
which is the case (Steenkamp and Van Trijp, 1991).

Unidimensionality

Unidimensionality reflects the extent to which agie trait or construct underlies a set of
measures. The overall fit of the confirmatory factmalysis model provides enough
information to determine whether unidimensionalgysatisfied (Gerbing and Anderson,
1988; Steenkamp en Van Trijp, 1991). THestatistic tends to be sensitive for large sample
sizes, so we will focus primarily on the goodnefftomeasures to assess model fit
(Steenkamp and Van Trijp, 1991). The goodnesstofaéasures arex’(48) = 90.54;
RMSEA = 0.076; GFI = 0.95. The parsimonious fit swe@ x%df is below the
recommended threshold of 2.0 (1.89) and the ro@msguare error of approximation is
below the recommended 0.08 level (0.076). Givenatiequacy of the goodness of fit
indices, no respecifications were made.

Conver gent validity

Convergent validity is satisfied if all factor regsion coefficients are statistically
significant (provided that the overall fit of theodel is satisfactory) and if the correlation
between each item and its construct exceeds Oegrigamp and Van Trijp, 1991). These
conditions are satisfied.

Reliability

The composite reliability of the different constisigvas calculated (Gerbing and Anderson,

1988). All of these exceed the minimum level of.0.6
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Discriminant validity

First, none of the 95% confidence intervals arotimedestimated correlation between latent
constructs included 1. To test for discriminantidigy, a series of nested confirmatory

factor analyses was performed, in which the cotimabetween a set of two latent

variables was set to 1. The subsequent increagéwas significant in all cases. A more

stringent test suggests that the amount of vari@xteacted for each construct should
exceed the squared correlation between them (Fandl Larcker, 1981). All constructs

met this criterion.

35



TABLE 1

Overview of measures

Construct Measure Items Sampleltem
Propensity to React REACT Self- Multiple-item "Our company has to act in responsé tbe
reported introduction of X"
New Product Assessment
Perceived Centrality ofTAR Self- Multiple-item "X'is a direct attack on our market"
Attack reported
Perceived Market Impact IMP Self- Multiple-item "X will be a success"
reported
Perceived Ability to React FEA Self- Multiple-item “If we wanted to do so, a countermoagainst X is
reported immediately possible”
Resour ces of reacting firm
Financial Resources FRESS Market Data Single-item arkbting budget
Marketing resources MRESS Market Data Single-item elafve brand awareness of the product most closely
positioned to the new product
Technological Resources TRESS Market Data Single-it Proximity in product characteristics
Competitor Orientation (6{0) Self- Multiple-item  Amount of attention allocated to coetipor analysis
reported
New Product Launch
Product Positioning NPPOS Market Data Single-item roxinity within the consumer perceptual mapping
between the new product and the most similar produ
of the incumbent
Advertising investment NPADV Market Data Singlerite  Indexed advertising expenses for the new product
Sales Investment NPSLS Market Data Single-item Radesales expenses for the new product
Scale of Entry NPSCALE Market Data Single-item tperiod market share of the new product
Market Characteristics
Market Growth MGRO Market Data Single-item Percgeatgrowth in unit sales
Concentration MCONC Market Data Single-item Sumsaiared market shares
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Descriptive statistics and correlation matrix

TABLE 2

(1]
2 |3 |9 2 |3 |o |2 o |z
2z |5 |8 B ¥ o |& |g§ |2 |g |§ |8
Mean 4.29 3.73 5.27 0 0 0 0 2.34 1.05 0.86 4.51 14 27
') 1.76 1.32 1.27 1 1 1 1 1.33 .40 .35 4.64 A7 .06
TAR 1
IMP .25 1
FEA .19 -.19 1
FRESS 14 =11 .29 1
MRESS -.07 -.38 .10 -.14 1
TRESS .03 .07 -.08 .09 -.07 1
(6{0) .08 .04 .06 .13 -12 A2 1
NPPOS 13 -.20 .07 -.13 .051 .04 .01 1
NPADV .25 .40 -.05 .06 -51 .18 A2 -.23 1
NPSLS .23 A2 A7 -12 -43 .04 .13 -.09 .19 1
NPSCALE | .31 .39 .09 -.08 -51 A1 .01 -.28 .50 A7 1
MGRO .10 .16 .03 .25 -.24 A7 .16 -.30 .24 41 .48 1
MCONC .16 .04 -.03 S5l -41 .24 .25 -.09 .23 37 .25 541
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TABLE 3

Results

Assessment of Competitive New Product I ntroduction

Centrality of attack

Market impact

Ability to react

Propensity to react

TAR TAR IMP IMP FEA FEA REACT REACT
TAR .663*** .616***
IMP 373%** 3247+
FEA 219%** .238***
FRESS 211* .207* -.215** -.261%%* 521 x** 524*** - 272
FRESS*CO .195* 246%+* .053 -.033
MRESS 535%** .508*** -.301*+* - 278%* 199** .188** 2 23**
MRESS*CO -.079 A121* -.022 .031
TRESS 109 A11 -.070 -.059 .023 .015 -.073
TRESS*CO -.105 -.124* .027 -.094
CO .016 011 .053 .062 .080 .084 .083
NPPOS A400*** A418*+* - 187+ -.150** A78%* A78%* - .061
NPADV 1.150*** 1.236*** .583*** . 706*** .021 .026 .303
NPSLS .538 .598* -.035 .027 .095 112 -.019
NPSCALE 130*** 128*** .069*** .069*** .045** .045** .064 ***
MGRO .048 135 -1.459%* | -1.445*** | 1.556*** 1.543*** -976**
MCONC 1.500 1.227 776 1.393 -6.669***|  -6.772*** 2.430
0o 2.576™** 2.518*** 2.375*** 2.108*** 6.979*** 6.975*** -1.187**  |-1.831***
0% 101 .149 114 .083 .120 .210 .031 .028
g 2.305 2.243 1.174 1.141 1.012 1.015 1.158 1.079
AlC 1182.7 1184.9 997.3 992.1 972.9 982.7 952.6 923.9

* p<.1; * p<.05; **p<.01
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