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Abstract

Purpose: The purpose of this paper is to disentangle the effect of switching costs
as an isolating mechanism on the presence of first-mover advantage in the
services industries.

Study design/methodology/approach: This study employs confirmatory factor
analysis and structural equation modeling, performing mediation analysis to
answer the research question.

Sample and data: A sample of 106 firms in four services industries and 968
responses from current customers in Kuwait were used in the study.

Results: The results show that switching costs operate as a mediating mechanism
that helps explain the presence of first-mover advantage. They show that six
dimensions (pre-switching search and evaluation costs, costs of lost performance,
uncertainty costs, post-switching behavioral and cognitive costs, sunk costs, and
setup costs) of switching costs lock-in customers for early entrants.
Originality/value: This study provides empirical evidence that a direct first-
mover effect is evident in the service industries in Kuwait. It also disentangles
the role of switching cost as a mediator and uncovers the dimensions of
switching costs that explains how entry timing may generate a competitive
advantage.

Research limitations/implications: Entrepreneurs and potential market entrants
should not only consider the overall role of switching costs of the best time to
enter the market, but also the differential effects each dimension of switching
costs has on protecting the first-mover advantage. The empirical investigation of
the multifaceted role of switching costs on first-mover advantage in the Arab
region supports public policymaking to develop a local entrepreneurial
ecosystem and anti-trust policies that allow for new venture entries and survival
in markets dominated by incumbents.
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Introduction

Entry timing and first-mover (dis)advantage continue to be an important line
of scientific inquiry and highly applicable managerial issues (Park et al., 2020;
Gomez et al., 2019; Lieberman and Montgomery, 2013). First-mover advantage
refers to the competitive advantage enjoyed by early entrants over late entrants by
being first to a product or service market. Early entrants gain this advantage due to
technological leadership, preemption of scarce assets, brand recognition, switch-
ing costs, or other isolating mechanisms (Gomez et al., 2016; Suarez and Lanzolla,
2005; Lieberman and Montgomery, 1988). The advantage from being first in the
market can come in the form of above average industry profitability, enduring high
market share, or strong market leadership (Golder and Tellis, 2001). Empirical
evidence on first-mover advantage, however, has been showing mixed results.
Entry order is found to induce a negative effect on firm performance in some
contexts while generating early entry advantages in others (Yao et al., 2020; Wilkie
and Johnson, 2016; Vidal and Mitchell, 2013; Mitchell, 1991), warranting further
empirical testing of the first-mover effect. Recently, Lieberman and Montgomery
(2013) called for research to further understand the mechanisms that lead to first-
mover advantages. In their seminal paper, Lieberman and Montgomery (1988: 52)
note that “future empirical research needs to be more precise in elucidating specific
first-mover mechanisms” .

The literature on first-mover advantage features a debate on whether and how
switching costs operate as a mechanism through which market pioneers can obtain
sustainable competitive advantage (Gomez and Maicas, 2011). In this research, we
disentangle the mediating effect of switching costs on the relationship between
market entry timing and the presence of first-mover advantage. In particular,
seven important sources of consumer switching costs identified from the switching
costs literature are focused on, covering the psychological and economic dimen-
sions of switching costs. Moreover, empirical examination of first-mover
advantages has relied heavily on manufacturing industries in developed markets
(Kalyanaramezal., 1995). Magnusson et al. (2009) speculate that service industries
in developing economies may not exhibit any time-in-market effect, a prediction
that has only begun to be empirically investigated in the Middle Eastern markets
(Pleshko et al., 2017; Heiens et al., 2015). Emerging markets, generally under-
studied in the academic literature, are suggested to be the source of most growth
around the globe over the coming decade (Magnusson et al., 2012). Furthermore,
the Middle East region has received less attention in the management literature in
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comparison to other parts of the world (Mellahi ez al., 2011; Budhwar and Mellahi,
2007). To address these research needs, our study examines the following research
question:

RQ1. Does first-mover advantage exist in the service industries?

RQ2. What dimensions of switching-costs mediate the relationship between entry
timing and firm performance in service industries?

In an exploratory investigation, we first test whether a first-mover advantage is
present in four service industries, representing 106 firms in the developing
economy of Kuwait in the Middle East. We have selected the services industries
in Kuwait as a strategic research site (Merton, 1963) which may be generalized to
the Middle East and North Africa (MENA), because it facilitates the empirical
investigation of our research questions. The advantages of this strategic research
site are discussed in the Methodology section. Next, we decompose switching costs
into seven underlying dimensions of switching costs. By using these switching costs
components in our empirical analysis, we more precisely isolate and test how
switching costs operate as a mechanism through which early entrants obtain a first-
mover advantage.

The present study makes several contributions to the entry timing and
switching costs literatures. First, we provide additional empirical evidence
supporting the argument for switching costs as an effective isolating mechanism
through which first-mover advantages materialize and persist. More importantly,
we disentangle the mediating effect of switching costs into different sources of
switching costs and each role in the sustainability of first-mover advantage.
Second, compared to product industries, empirical studies on first-mover
advantages in service industries is still at an early stage with only limited empirical
studies covering financial and mobile telecommunications industry (Usero and
Fernandez, 2009). To address this gap, this paper investigates the presence of first-
mover advantage in four service industries, namely health clubs, private schools,
banks, and coffee shops. Finally, examining the multifaceted role of switching
costs on first-mover advantage in the Arab region facilitates public policy-making
by governments to develop a local entrepreneurial ecosystem and anti-trust
policies that allow for new venture entries and survival in markets dominated by
incumbents. The government in Kuwait, specifically, continues to emphasize a
policy for supporting the establishment of new ventures (Alabduljader and Alhijji,
2019). Furthermore, Kuwait remains an underexplored business landscape in
strategy and entrepreneurship literature.
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Literature Review

There exist strong empirical evidence of the relationship between market entry
timing and performance in terms of market share and profitability (Park ef al.,
2020; Mac Cawley et al., 2019; Brown and Lattin, 1994; Robinson and Fornell,
1985). Golder and Tellis (2001: 3) remark that “the firm that pioneers or first enters
a market is believed to have enormous advantages in terms of success, enduring
market share, and long-term market leadership”. In fact, Wang et al., (2016) find
that first-mover advantage persists in e-commerce platforms even though the
industry exhibits low barriers to entry and imitation. But as empirical evidence
illustrates, first-to-market firms may not always sustain a first-mover advantage
when followers can vault first entrants (Rasmusen and Yoon, 2012; Tran et al.,
2012; Kopel and Loffler, 2008; Short and Payne, 2008; Shankar et al., 1998),
especially when late entrants adopt a new or improved strategy (Besharat ez al.,
2016). In addition to first-mover advantages, the first-mover literature suggests
several first-mover disadvantages such as cost disadvantages as a result of
imitation or changes in demand orientation (Song et al., 2013; Boulding and
Christen, 2008).

Lieberman and Montgomery (1988) identify three isolating mechanisms that
generate first-mover advantages for pioneer entrants in a market. The first
mechanism is sustainable technological leadership that provides either a cost
advantage to early entrants through a learning curve or a protected innovation
advantage where patents deter imitators from entering the patent-race. Empirical
evidence, however, shows a declining trend in cost advantage of first movers
through the easier transfer of knowledge and skills (Agarwal and Gort, 2001).
Another source of first-mover advantage is the preemption of scarce assets either
in the form of input factors, especially when the first-mover exploits information
asymmetry advantages, or in the form of spatial preemption by exploiting the
limited geographic, product or positioning space in the market. The third isolating
mechanism is the switching costs that lock-in customers or suppliers for the early
entrant. Additionally, buyers’ imperfect information and brand loyalty create
costly challenges for late entrants to acquire customers from first movers.

Early movers can enjoy an incumbency advantage in ‘“‘winner-takes-all”
industries as a result of network effects or network externalities. Katz and Shapiro
(1985: 424) provide a clear definition of the concept network externalities: “There
are many products for which the utility that a user derives from consumption of the
good increases with the number of other agents consuming the good”. They further
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add that for all different sources of network effects, “the utility that a given user
derives from the good depends upon the number of other users who are in the same
network” (Katz and Shapiro, 1985: 424). A classic example is the videocassette
recorders (VCR) for which there were two competing technologies, beta, and VHS,
which are incompatible with one another. The compatibility of videotapes
produced for use on one technology with the VCR player determines the VCR
technology adoption decisions by the user, signifying the increasing returns to scale
in the presence of the complementary product (Katz and Shapiro, 1986). Thus,
because of network externalities, the availability of complementary goods and the
size of a technology’s installed user base drives user adoption of a technology
(Brynjolfsson and Kemerer, 2008; Schilling, 2002; Farrell and Saloner, 1986; Katz
and Shapiro, 1986).

Conditions for first-mover advantage to happen and persist

In most industries, entry barriers are eroding, and firms can more easily enter
new markets either as innovators or imitators, resulting in shorter time between
first and second market entries (Agarwal and Gort, 2001). The persistence of first-
mover advantages depends on the market and non-market actions taken by early
and late entrants. Usero and Fernandez (2009) examine how the type of actions
adopted by industry pioneers and followers affect the sustainability of first-mover
market share advantage in the European mobile telecommunication industry.
Their empirical findings show that when followers take non-market actions such as
litigation and complaints, they can capture market share from the pioneer. These
findings are consistent with the non-market strategy literature on enabling or
disabling first-mover advantage through firms’ use of political resources (Frynas et
al., 2006). The extent to which first-mover advantage persists also depends on
industry dynamics. Empirical evidence shows that market growth, technological
discontinuity (Gomez et al., 2016), and the pace of market and technology
evolution (Suarez and Lanzolla, 2007) influence first movers’ market share and
profitability. Other contingency factors of sustaining first-mover advantage
include firm-specific conditions such as a firm’s intrinsic speed capabilities
(Hawk et al., 2013), and industry incumbency (Kim and Min, 2012).

Switching costs

As discussed above, customers’ switching costs are a primary driver of first-
mover advantage, but to uncover their role, an understanding of the nature and
sources of a firm’s upstream switching costs is required. In many markets,
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consumers must pay substantial costs to switch between sellers of a product or
service, locking in the consumer with the first supplier they select. When switching
from one product to another, consumers weigh in the benefits of switching to a
cheaper or a differentiated product and the costs of switching from one brand to
another. The average switching cost varies among markets characterized by
significant switching costs. For example, the average switching cost in the US pay-
Tvmarketis $116 (Honka, 2014), whereas in the satellite market consumers face a
switching cost of $186 (Shcherbakov, 2016).

Klemperer (1987a) points to three economic sources of customer switching
costs. First, switching between identical service providers may come with
transaction costs in leaving the initial provider and joining the new provider.
For example, there are transaction costs associated with terminating membership
with one health club and signing up for a new membership in another health club.
Moreover, using a certain brand is associated with necessary learning to use the
product or service and such learning may not be transferred to another brand.
A common example of switching costs from learning is switching from Microsoft
Office operating system to Apple’s operating system. The third source of switching
cost is the contractual cost brought by the firm to encourage repeat buying such as
the use of frequent-flyer programs by airline companies or membership renewal
discounts by health clubs for existing members only. The service providers in this
case penalize switching customers relative to those who remain with them
(Klemperer, 1987).

Switching costs, however, are not limited to the economic drivers that direct the
rational decision of changing product or service provider. Customer switching
costs can also be psychological and emotional in nature (Yang and Peterson,
2004). In general, customers exhibit inertia in their brand choices, reflecting a
psychological dimension of switching costs, and such lock-in is a result of customer
brand loyalty (Dubé et al., 2009). For instance, an early entrant enjoys more
learning advantage of its brands such that customers exhibit extreme judgments of
the first entrant, held with greater confidence relative to late entrants (Kardes and
Kalyanaram, 1992). Customer switching costs can have an impact on the
customer’s decision-making process even if such switching costs are not realized
or experienced. There is a growing body of literature on perceived and anticipated
switching costs that motivate customers to stay with their initial choice of the
seller. Antecedent factors such as the perceived quality of relationship and
offerings, negative experiences with the initial seller, buyer involvement and the
nature of alternatives have been found to determine the level of perceived
switching costs (Pick and Eisend, 2014).
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The presence of switching costs can have a significant effect on industry prices.
In highly competitive environments, switching costs lock-in attached customers
and thus amplifies the seller’s market power. Depending on industry conditions,
switching costs have mixed effects on prices. Empirical tests have shown that
introducing switching costs may cause declines in market prices. Competition for
new customers increases as a result of decreasing switching costs leads to lower
prices (Cabral, 2016; Dubé¢ et al., 2009). An illustration of the impact of reducing
switching costs on market prices is the 800-number portability. Viard (2007)
reveals how AT&T and MCI reduced their toll-free services prices as a result of
reduced switching costs. Using panel data on bank retail deposits, Sharpe (1997)
finds that as new households migrate to a market, interest rates become more
competitive. The ensuing intensified price competition generates two price changes
in the market. Whereas competition due to switching costs pressures price down to
convince customers to switch, firms make up losses from reduced prices by
increasing prices to “locked-in’’ consumers and harvesting loyal customers (Arie
and Grieco, 2014; Viard, 2007). To the extent the proportion of new customers in a
marketis greater than that of existing customers, prices will be more competitive in
the presence of switching costs (Klemperer, 1987).

Switching costs and first-mover advantage

A stream of theoretical and empirical research indicates the positive role of
switching costs in securing a first-mover advantage (Castillo-Molina et al., 2012,
Bansal et al., 1996). Switching costs, for example, can provide a first-mover
advantage through increasing the market power of early entrants with locked-in
customers (Cabral, 2016). But empirical findings suggest that whether and how
switching costs influence first-mover advantage, is contingent on the industry
context and market conditions. The relationship between switching costs and first-
mover advantage is strongly dependents on the characteristics of demand and
technology in the industry. According to simulation results by Capone et al.
(2013), homogeneous demand strengthens the functioning of switching costs as a
mechanism leading to first-mover advantage. On the other hand, fragmented
demand weakens the relationship between customer switching costs and first-
mover advantage.

Another contingent market condition is the presence of network externalities
along with customer switching costs. To facilitate market competition and
encourage small firms to grow or enter the market, regulatory agencies in many
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countries implement a telecommunication regulatory policy called Wireless
Number Portability (WNP) that forces cellular phone service providers to allow
customers to switch between providers while retaining their original phone
numbers. Contrary to the prediction that reduced switching costs, in this case,
would induce lower market prices, Shi ez al. (2006) find that firms exploit network
effects by adopting discriminatory pricing scheme that charge lower per-minute fee
for within network calls. Thus, incumbents with larger market shares (i.e. a larger
network) provide more benefits to their subscribers compared to subscribers of
smaller networks.

In summary, switching costs operate as an isolating mechanism that explains
how entry timing influences firm performance. The effect is sequential in nature
such that entry timing determines the magnitude of switching costs customers
incur to switch to another seller. Next, the extent of customer switching costs
determines first-mover advantages by the early entrant, suggesting a mediation
effect of switching costs as a mechanism in the entry-timing and performance
relationship (Gomez and Maicas, 2011).

Research Methodology

Kuwait as a strategic research site

The service industries in Kuwait offers a strategic research site that enables the
detailed investigation of customers’ switching costs (Merton, 1963, 1987) as a
source of first-mover advantage. First, across the four studied industries,
customer’s willingness to pay is considerably high as customers in Kuwait have
relatively substantial disposable income (Langworthy and Warnecke, 2020),
which reduces the intensity of price competition between rivals. Second, Kuwait
has recently witnessed a shift from the dominant family business competitive
structure into a surge in entrepreneurial entry across several industries, making it a
valuable research context to answer our research questions. In selecting the
strategic research site for this article, we have targeted a location where the studied
phenomenon can be investigated more easily and robust cases of first-mover
advantage of varying levels of each dimension of switching costs are offered
(Bazerman, 2008). For these reasons, we believe that the service industries in
Kuwait can serve as a strategic research site for a deep dive empirical exploration
of the multidimensional customer switching costs as a mechanism of time-to-
market advantage.
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Sample

One-hundred and six companies are included in this study. All sampled
companies are competing in services industries in Kuwait at the time of data
collection. The companies are from four industries: banks, private English-
language k-12 schools, coffee shops, and health clubs. The list of businesses in
each industry is obtained from web-searches and/or the government lists of
businesses in each category. Trained researchers affiliated with Kuwait University
have gathered data for the study. Data are obtained from all companies included in
the initial listings. All of the indicators under study are obtained from company
websites, personal interviews with managers and customers, or government
statistics. The firms in each category are inclusive of all the businesses in that
category or sub-category in Kuwait as of the time of the study.

Measures

Three general concepts are included in the study: (1) time-in-the-market, (2)
market share, and (3) switching costs. One variable is used to measure time-in-the-
market. Two variables for each industry are used to measure market share. These
are later averaged into a single indicator of market share for each indicator.
Finally, seven measures are included for switching costs. These seven measures
represent the main dimensions of switching costs from the literature, as described
in the literature review.

Market share. Market share is the most popular used proxy for performance to
investigate first-mover advantages in the entry timing literature (Lieberman and
Montgomery, 2013). Within each industry, we have determined the competitive
standing between competitors using the following general formula: Market Share
(i) = (total of the relevant variable for firm i) / (total of all the firms in the industry
for the relevant variable) (e.g. Heiens and Pleshko, 2014). The firms under study
compete in different categories; therefore, the variables used to derive the market
share indicator will vary. The specific measures of market share for each industry
are discussed below. Table 1 lists the market share information for each of the four
industries. Overall, share range from 0.002 to 0.334, with an average of 0.057 and a
standard deviation of 0.063.
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Table 1
Breakdown of Market Share Statistics per Industry
Industry Private Health Clubs Banks Coffee Shops
Schools

N 26 31 10 39
Market Share Min. 0.050 0.007 0.016 0.002
Market Share Max. 0.334 0.118 0.312 0.215
Market Share Mean 0.115 0.032 0.101 0.026
Market Share Std. Dev. 0.060 0.025 0.100 0.038
Months Min. 24 12 91 2
Months Max. 768 300 784 366
Months Mean 328.15 92.97 509.10 94.97
Months Std. Dev. 188.517 74.417 222.291 78.434

As noted above, the market share measures are derived from different aspects
of each industry under study. This is partly due to the availability of sensitive
information and to differing customs in each industry. For banks, market share is
computed for each of the total revenues and the total assets. The two items are
highly correlated (r < 0.994, p < 0.001) and are combined with equal weights into
an overall average market share. For private English-language schools, market
share is computed for each of the total revenues and the total number of students.
The two items are highly correlated (» = 0.932, p < 0.001) and are combined with
equal weights into an overall average market share. For health clubs, market share
is computed for each of the total numbers of members and the visits by customers
per day. The two items are highly correlated (r = 0.880, p < 0.001) and are
combined with equal weights into an overall average market share. For coffee
shops, market share is computed for each of the total number of current users and
visits per year. The two items are highly correlated (r = 0.766, p < 0.001) and are
combined with equal weights into an overall average market share.

Months. Months refer to the total time-in-the-market and is found by
determining the number of months between the month of the data collection
and the month of entry (e.g. Heiens et al., 2015). The month and year of entry are
determined either from the company websites or through phone calls to the
company. If a specific month is not available, then the month is assigned as the
middle (June) for the given year. Table 1 reveals the month information for each of
the industries included in the study. Overall, months ranged from two to 784
months, with an average of 190.65 months and a standard deviation of 192.517.
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Switching Costs. Measuring switching costs is empirically challenging (Shcher-
bakov, 2016). We have collected switching costs data using a web-based survey
tool and used a snowballing sampling technique to reach our sample of customers
of four industries: private schools, health clubs, banks, and Coffee Shops. Upper-
level business students at Kuwait University have been trained as data collectors
and have served as recruiters for the survey, a technique that proves to be
successful in prior research studies (e.g. Jones et al., 2007; Wallendorf and
Arnould, 1991). Students have recruited adults older than 18 years who are
customers of a seller at one or more of the four studied industries. For private
schools, respondents have to be parents of a child enrolled in a private school since
the school selection and switching decision is typically made by the parent.

Seven distinct dimensions of consumer switching-costs are studied. Pre-
switching search and evaluation costs, post-switching behavioral and cognitive
costs, setup costs, sunk costs, uncertainty costs, and costs of lost performance
items are taken from Jones er al. (2002), whereas personal relationship loss costs
items come from Nagengast et al. (2014). All the variables are measured by
participant responses to questions on a seven-point Likert-type scale ranging from
“strongly disagree” to “‘strongly agree.” We have used identical items across the
four industries included in the study and modified the service provider title to
reflect the industry of focus. From the original English-language version, we have
developed an Arabic-language version of the questionnaire items. From there, two
independent translators have converted the items back into Arabic and back-
translated them into English to ensure the equivalency of meaning (Zhou and W,
2010). The first translator is a bilingual research assistant while the second
translator is an officially certified public translator working in the translation
department of the State Audit Bureau of Kuwait. As a final step before applying
the switching costs questions, we have pretested the survey among ten random
respondents and two academics to improve the clarity of the survey.

Allitems under each construct are averaged into an overall scale score. Table 2
shows the survey items, the number of respondents in each industry, and the
average values of all constructs for each studied industry. Switching costs across all
dimensions are lowest for Coffee Shops and highest for private schools, which fits
our predictions. Within-industry values of each switching-cost dimensions
demonstrate a variance between the dimensions. For private schools, for
example, pre-switching behavioral and cognitive costs have an average of 5.13
whereas personal relationship loss costs are averaged at 3.90. This indicates a
distinct characterization for each switching-costs dimension.
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Table 2
Measurement Items and Constructs

Variable Survey Item Private Health Banks Coffee
Schools  Clubs Shops
Number of respondents 118 166 409 275

Average Values
[1: Strongly disagree -7: Strongly agree|

Pre-switching search and evaluation costs 5.08 4.26 3.89 2.98

PSS1 It would take a lot of time and effort to locate
a new [service provider].

PSS2 If I stopped going to my current [service provi-
der], I would have to search a lot for a new one.

PSS3 It takes a great deal of time to locate a new
[service provider].

Costs of lost performance 4.22 4.34 3.97 3.38

CLP1 This [service provider] provides me with particu-
lar privileges I would not receive elsewhere.

CLP2 By continuing to use the same [service provider],
I receive certain benefits that T would not receive
if I switched to a new one.

CLP3 There are certain benefits I would not retain if I
were to switch [service providers].

CLP4 I would lose preferential treatment if changed
[service providers].

Uncertainty costs 4.68 4.37 4.10 3.47

UC1 TIam not sure what the level of service would be if
I switched to a new [service provider].

UC2 If I were to change [service providers], the service
I might receive at the new place could be worse
than the service I now receive.

UC3 The service from another [service provider] could
be worse that the service I now receive.

Post-switching behavioral and cognitive costs 5.13 4.90 4.70 3.41

PBCS1 If I were to switch [service providers], I would
have to learn how things work at a new one.

PBCS2 I would be unfamiliar with the policies of a new
[service provider].

PBCS3 If I changed [service providers], I would have to
learn how the ’system works,” at a new one.

PBCS4 Changing [service providers] would mean I would
have learned about the policies of a new one.
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Table 2 (Cont.)

Measurement Items and Constructs

Variable Survey Item Private Health Banks Coffee
Schools  Clubs Shops
Number of respondents 118 166 409 275

Average Values

[1: Strongly disagree -7: Strongly agree|

Sunk costs

KC1 A lot of energy, time, and effort have gone into
building and maintaining the relationship with

this [service provider].

KC2 Overall, I have invested a lot in the relationship

with this [service provider].

KC3 All things considered, I have put a lot into

previous dealings with this [service provider].

KC4 I have spent a lot of time and money at this

[service provider].

Setup costs

TC1 If I changed [service providers], it would take a lot
of time and effort on my part to explain to the new

[service provider] what I like and what I want.

TC2 If I changed [service providers], I would have to

explain things to my new [service provider].

TC3 If I stopped purchasing from my current [service

provider], I would have to search a lot for a new one.

Personal relationship loss costs

PRLCI1 I have developed a personal friendship with at

least one employee at this provider.

PRLC2 I have a somewhat personal relationship with at

least one employee at this provider.

PRLC3 I am friends with at least one employee at this

provider.

PRLC4 At least one employee is familiar with me personally.

4.52 4.06 3.43 3.40
4.70 4.18 3.68 3.20
3.90 391 3.05 293

To test for adequate construct validity in the switching costs measures, we have

run confirmatory factor analysis for each of the multi-item scale (i.e. pre-switching
search, uncertainty costs, sunk costs, etc.) using STATA 15.0 and dropped three
items that possess low factor loadings. Table 3 shows the results of the
confirmatory factor analysis and validity assessment results. All factor loadings
are highly significant (p < 0.001), the Cronbach’s Alphas for all constructs (0.76-
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0.92) exceed the 0.70 benchmark, and all average variances extracted (AVE) are
greater than 0.40. We also calculate composite reliabilities for each construct; the
values are very close to Cronbach’s Alpha, all exceeding 0.7, a piece of evidence for
acceptable reliability (Nunally, 1978).

To assess the scales validity, we have performed a confirmatory factor analysis
of all measures simultaneously. The results of overall model fit are shown in table 4
for the four industries. The chi-square statistic is significant as is common with
large sample sizes (Jones et al., 2000), whereas model fit statistics show a relatively
good fitindicators (0.700 < CFI < 0.753;0.115 < RMSEA < 0.134;0.672 < TLI
< 0.730). The RMSEA values are close to 0.10 which is considered a fair fit
(Browne and Cudeck, 1989). Together, these measures confirm satisfactory
convergent validity and reliability (Fornell and Larcker, 1981). We mitigate
concerns about common method variance (Podsakoff et al., 2003) in two ways.
First, firm-level information is collected from different independent respondents.
Market entry time and market share are both objective data used to construct our
main dependent and independent variables. Second, data for firm-level and
industry-level variables are collected from different sources, a research design
that reduces the chances of common method bias (Chang et al., 2010).

Table 3
Confirmatory Factor Analysis and Validity Assessment
Market Private Schools Health Clubs Banks Coffee Shops
Measure SFL  AVE Cronbac’s SFL ~ AVE Cronbac’s SFL ~ AVE Cronbac’s SFL ~ AVE  Cronbach’s
Alpha Alpha Alpha Alpha
PSSI 0.744 0.53 0.77 0.580 0.61 081 0.683 0.65 0.84 0.772 0.66 0.85
PSS2  0.701 0.921 0.858 0.817
PSS3  0.730 0.801 0.860 0.853
CLPl 0.735 0.60 085 0.764 0.64 0.87 0.776 0.66 0.88 0.713 0.60 0.85
CLP2 0.789 0.806 0.872 0.760
CLP3 0.781 0.888 0.850 0.939
CLP4 0.78 0.730 0.742 0.649
UC1 0.590 0.57 0.76 0.653 0.62 0.82 0.663 0.59 081 0.604 0.56 0.77
ucC2 0.990 0.881 0.878 0.883
UC3 0.623 0.819 0.755 0.723
PBCS1 0.884 0.66 0.86 0.780 0.57 0.83 0.802 0.60 085 0.725 0.65 0.88
PBCS2 0.485 0.512 0.592 0.740
PBCS3 0.960 0.865 0.856 0.895
PBCS4 0.844 0.803 0.808 0.847
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Table 3 (Cont.)
Confirmatory Factor Analysis and Validity Assessment

Market  Private Schools Health Clubs Banks Coffee Shops

Measure SFLL.  AVE Cronbac’s SFL.  AVE Cronbact’s SFL.  AVE Cromback’s SFL.  AVE  Cronbach’s
Alpha Alpha Alpha Alpha

KC1 0.756 0.60 0.85 0.771 056 0.81 0.811 0.55 0.83 0.818 0.55 0.80

KC2 0.819 0.809 0.760 0.808

KC3 0.866 0.874 0.787 0.837

KC4 0.641 0.461 0.601 0.425

TCl 0.895 0.62 082 0853 057 079 0835 054 077 0.869 0.60 0.80

TC2 0.862 0.705 0.726 0.804

TC3 0.573 0.689 0.617 0.618

PRLC1 0.775 0.68 0.89 0.880 0.70 090 0.835 0.73 092 0873 0.76 0.92

PRLC2 0.927 0.886 0.857 0.902

PRLC3 0.871 0.769 0.877 0.889

PRLC4 0.703 0.811 0.855 0.810

Notes: SFL: Standardized factor loadings; AVE: average variance extracted.

Table 4
Overall Model Fit
Survey Item Private Health Clubs Banks Coffee Shops

Schools
Chi-square 756.5 993.9 873.4 1297.1
P-Value < 0.001 < 0.001 < 0.001 < 0.001
Comparative Fit Index (CFI) 0.730 0.700 0.721 0.753
RMSEA 0.122 0.125 0.134 0.115
Tucker-Lewis Index (TLI) 0.706 0.672 0.696 0.730

To test for the role of switching costs as a mediator between time-in-market and
market share, we used structural equation modeling (SEM) to test a partial
mediation model. Our analytical technique is similar to Michael (2003) who uses
structural equation modeling to test for the mediation effect of franchise outlet
share in the relationship between chains’ franchise timing and market share. We
have first tried testing a complete model with all seven switching costs dimensions
as mediators but failed to obtain usable results for two reasons. Firstly, due to
significant multicollinearity between some of the switching costs dimensions, we
are not able to run the complete model. Secondly, we tried running a partial model
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with a subset of the seven mediators, but the goodness of fit measures is far from
acceptable cutoffs (CFI > 0.11, RMSEA > 1.25). We attribute this limitation to
including only four industries in our sample while each switching cost dimension is
anindustry-level variable. Therefore, we test the model depicted in figure 1 for each
dimension of switching cost separately.

@'—-‘ Switching Costs }—-‘ Market Share

A

Figure 1: The Tested Structural Equation Model with Partial Mediation

Results

The descriptive statistics for all the variables are shown in table 5. At the time of
the study, the most recent competitor had entered the market two months earlier,
whereas the earliest competitor in our sample has been present for over 65 years.
The range of time-to-market as well as a standard deviation of 192.5 months
indicate a significant variation in time-to-market across sampled firms. Similarly,
across the four industries, the data range for market shareis 0.2% to 33%, showing
an adequate variability in the dependent variable.

Table 5
Descriptive Statistics

Variable N Mean Std. Dev. Min. Max.
Average Market Share 106 0.057 0.063 0.002 0.334
Time Since Entry (Months) 106 190.651 192.517 2.000 784.000
Pre-Switching Search 106 3.955 0.833 2.980 5.080
Costs of Lost Performance 106 3.922 0.428 3.380 4.340
Uncertainty Costs 106 4.089 0.502 3.470 4.680
Pre-Switching Behavioral and 106 4.389 0.760 3.410 5.130
Cognitive Costs
Sunk Costs 106 3.871 0.465 3.400 4.520
Setup Costs 106 3.900 0.607 3.200 4.700
Personal Relationship Loss Costs 106 3.466 0.478 2.930 3.910
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Table 6
Structural Equation Modeling Results

Associations Coefficient ~ Std. error 95% Conlf. interval  p-value
Time — PSS 4.33 0.000 (0.001,0.002) 0.000
PSS — Market Share 3.80 0.006 (0.011,0.036) 0.000
Time — Market Share 4.95 0.000 (0.000,0.000) 0.000
Time — CLP 242 0.000 (0.000,0.001) 0.016
CLP — Market Share 2.11 0.012 (0.002,0.050) 0.035
Time — Market Share 6.01 0.000 (0.000,0.000) 0.000
Time - UC 3.91 0.000 (0.000,0.001) 0.000
UC — Market Share 3.33 0.010 (0.014,0.056) 0.001
Time — Market Share 5.24 0.000 (0.000,0.000) 0.000
Time — PBCS 4.15 0.000 (0.006,0.034) 0.000
PBCS — Market Share 2.86 0.007 (0.006,0.034) 0.004
Time — Market Share 5.22 0.000 (0.000,0.000) 0.000
Time - KC 2.36 0.000 (0.000,0.001) 0.018
KC — Market Share 3.69 0.011 (0.019,0.061) 0.000
Time — Market Share 5.94 0.000 (0.000,0.000) 0.000
Time —» TC 3.48 0.000 (0.000,0.002) 0.001
TC — Market Share 3.63 0.008 (0.014,0.047) 0.000
Time — Market Share 5.40 0.000 (0.000,0.000) 0.000
Time —» PRLC 0.95 0.000 (-0.000,0.001) 0.345
PRLC — Market Share 2.54 0.011 (0.006,0.048) 0.011
Time — Market Share 6.47 0.000 (0.000,0.000) 0.000

Note: Reported are standardized parameter estimates of the structural equation models with partial
mediations

The structural equation modeling parameter estimates are reported in table 6,
where each column shows the parameter estimates for each individual switching
cost dimension. Regarding the first research question, that a direct first-mover
effectis evident in our sample, the coefficient for the effect of time-in-the-market on
market share is positive and significant (p < 0.001) across all seven models for
every dimension of switching costs examined, showing a significant direct effect.
(See the row in table 6, labeled ‘ Time — Market Share’). Therefore, given our
sample, support is offered for research question one: time-in-the-market is
positively associated with market share, indicating the presence of a first-mover
advantage in the services industries in Kuwait.
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Regarding the second research question, that switching costs have a mediating
effect on the first-mover relationship, the results are shown in table 6 for each of the
seven models. Note that in each of the seven models, the parameter estimates and
the significance levels are shown for the mediation model pertaining to the relevant
dimension of switching costs as the mediator, such that the model includes both
direct and indirect paths.

For the first model (mediator: pre-switching search and evaluation costs), the
parameter estimates and the significance levels indicate a significant parameter
(p < 0.001), such that time in market has both a direct and indirect effect on a firm’s
market share. In other words, pre-switching search and evaluation costs partially
mediate the relationship between time-to-entry and market share. The findings for
the mediator models of costs of lost performance, uncertainty costs, post-switching
behavioral and cognitive costs, sunk costs, and setup costs are similar to the first
model: each of the separate switching costs partially mediates the relationship
between time-to-entry and market share. Only for personal relationship loss costs is
the indirect path between time in market and market share insignificant (p = 0.345).
Therefore, given our sample, support is offered for research question two, as six of
seven mediating relationships are found to be significant. The results of the mediator
tests offer suggest that switching costs, as taken individually in the model, act as a
mediator in the relationship between time-in-the-market and market share.

The direction of the mediation effect is positive, indicating that the longer the
incumbent has been in the market, the higher are the respective switching costs
exhibited by customers. For example, a long-time user of a service provided by a
market pioneer will likely have invested a lot in the relationship with this service
provider and has spent a lot of time and money over the extended period.
Consequently, the perceived sunk cost associated with the current service provider
will increase with the time for which the service provider has been in the market.
Similarly, loyal and established customers are more likely to receive preferential
treatment and adapt to the specific benefits received by the incumbent service
provider, which in turn escalates the perceived costs of lost performance that result
from switching to another service provider. Higher switching costs are, as
predicted, associated with customer lock-in advantage, which translates to
superior performance.

To summarize the results of the model tests, time-in-the-market is shown to
have a significant effect on market share, having both a direct effect and an indirect
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effect through the switching cost mediators. The mediator with the largest effect
seems to be pre-switching search and evaluation costs, as it exhibits the largest
absolute magnitude of the path coefficients (f = 4.33 for entry timing to switching
cost, and § = 3.80 for switching cost to market share).

Discussion and Conclusion

The objective of this exploratory study is two folds. First, the intention is to test
for the presence of first-mover (time-in-market) advantage pertaining to different
service industries in Kuwait. Second, this study aims to disentangle the role of
switching costs as an underlying mediating mechanism of first-mover advantage.
Contrary to previous studies that have failed to detect a direct effect of entry timing
on market share, covering a single industry in Kuwait (Pleshko et al., 2017; Heiens
et al., 2015), our results support the presence of first-mover advantage in Kuwait
across four services industries.

Also, consistent with prior studies (Dong et al., 2017, Gomez and Maicas,
2011), we find evidence that switching costs operate as a mediating mechanism that
helps explain the presence of first-mover advantages. More specifically, mechan-
isms through which first-mover advantages emerge include pre-switching search
and evaluation costs, costs of lost performance, uncertainty costs, post-switching
behavioral and cognitive costs, sunk costs, and setup costs. These costs are
perceived to be incurred by the customer when switching from one seller to another
and represent distinct dimensions of switching costs that serve to lock-in
customers with their initial choice of a seller, providing early entrants with an
advantage over late entrants in the market. By studying multiple dimensions of
switching costs and including both direct and indirect effects of time in market, we
are able to gain a more complete understanding of the switching costs mechanisms
through which first-mover advantage is generated.

Contributions

The first contribution of this study is the finding that a first-mover effect may be
dependent on other relevant concepts. We have shown that, given the industries
under study, the first-mover effect is mediated by switching costs, providing
needed empirical support for management theory. Other studies have shown that
the first-mover effect does not exist alone. Heiens et al. (2015) find that there is a
moderating effect on the relationship. Various relationship-marketing variables
are shown to act with time to influence market share in a way that continued efforts
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at customer maintenance are necessary to cement in place any advantages gained
by entering an industry early. Other questions arise, not only as to whether
switching costs may act as a moderator, but also whether other relevant variables,
such as different barriers or marketing outcomes, should be included in future
studies. Furthermore, we contribute to the market entry timing literature by
shedding light on the separate effect of six dimensions of customer switching costs
on the first-mover advantage. Our findings using multi-dimensional examining of
market-level switching costs enrich the ongoing conversation on the role of market
characteristics on the relationship between market entry timing and firm
performance (Yao et al., 2020) as we further investigate the psychological and
economic dimensions of switching costs.

Another contribution of this study is empirical evidence that a direct first-
mover effect is evident in service industries. This would seem to offer contradicting
evidence to Magnusson et al., (2009) who suggest that a first-mover effect is
doubtful to exist in a service environment. This alternative finding may be due to
the inclusion of multiple industries, and thus a larger sample size, whereas previous
studies have only contemplated a single industry. So, it may be that there is an
overall first-mover effect, but that it is difficult to detect in smaller samples of a
single industry.

Practical Implications

The findings of this study have several practical and managerial implications.
In the service industries in Kuwait, incumbents and market entrants alike should
consider switching costs as a barrier to entry. Incumbents may consider market
entry deterrence strategies utilizing customers’ switching costs and amplify
consumer demand inertia through customer relationship management (Wang et
al., 2016). As illustrated in this paper, early movers can intentionally increase set-
up costs and emphasize the consistency of provided services to customers to
increase switching costs that will strengthen their first-mover advantage. Further-
more, entrepreneurs and potential market entrants should not only consider the
overall role of switching costs of the best time to enter the market, but also the
differential effects each dimension of switching costs has on protecting the first-
mover advantage. Not only do competitive strategies affect entry timing decisions,
but also the order of entry and the existence of first-mover advantage shape
subsequent future competitive strategies for both early entrants and followers in
the market (Gomez et al., 2019).
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The strategic research site of Kuwait and MENA in general provides specific
insights into customer switching costs as a lock-in mechanism. As Elhoushy and
Lanzini (2020: 2) maintain, customers in the MENA region ‘‘share multiple
cultural, political, and economic aspects that set them apart from other parts of the
world”. National culture and economic conditions shape customer behavior
(Kumar and Pansari, 2016), where society specific norms and individual cultural
values have recently been shown to affect consumers’ switching behavior,
particularly in emerging countries (Thompson and Tuzovic, 2020). Thus, firms
in the MENA region may differently rely on distinct switching cost dimensions
compared to those competing in Western and more developed economies.
Moreover, the empirical investigation of the multifaceted role of switching costs
on first-mover advantage in the Arab region supports public policymaking to
develop a local entrepreneurial ecosystem and anti-trust policies that allow for new
venture entries and survival in markets dominated by incumbents.

Limitations and Future Research

As the case with any research study, our study is not without limitations. First,
due to data limitations, the limited number of industries covered in this study
constrains the generalizability of results as well as the ability to test all dimensions
of switching costs in a single structural equation model. Future research can
address this limitation and test our model on a large number of services industries.
In doing so, researchers can consider the heterogeneity of switching costs across
customers and competitors (Biglaiser et al., 2016).

Second, we focus solely on one measure of performance, the market share, to
capture first-mover advantage. Other studies have argued for alternative measures
of performance in testing for entry order effects, such as financial performance
(Boulding and Christen, 2003) or the number of branches (Barnett ez al., 2012).
Further studies could replicate our findings using other measures of performance in
diverse industries and we encourage future researchers to examine switching costs
compositions using a variety of different operationalizations. It would be interesting
to investigate the effect of entry order in a dynamic industry experiencing a shakeout
on the survival of startups (Park et al., 2020). Another opportunity for future
research is to investigate the effect of the mobile number portability (MNP) policy
issued in Kuwait in 2013, affecting an oligopolistic market comprising three
telecommunication service providers. Researchers can exploit this quasi-experi-
ment and explore how reduced switching costs disturb competition, market prices,
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and the persistence of first-mover advantage. Whereas our study is an empirical
inquiry, future research can develop theoretical bases behind each dimension of
customer switching costs as a market lock-in mechanism.

The evidence provided in this paper reveals that in service industries, switching
costs operate as a mediating mechanism that helps explain the presence of first-
mover advantage. Specifically, pre-switching search and evaluation costs, costs of
lost performance, uncertainty costs, post-switching behavioral and cognitive
costs, sunk costs, and setup costs lock-in customers for early entrants, providing
them with first-mover advantages.
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