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WHEN COMPETITORS MATTER?

Abstract. This review paper focuses to define broadly when the
companies pay attention to their competitors from the logic of multimarket
strategy theory. The theory assumes that firms usually intentionally enters to
rivals market to decrease the rivalry. According to Mutual Forbearance logic,
when competitors are operating in several markets simultaneously, it reduces the
intensive competition, so one rival attack in one market might cause to be
attacked by that firm in another market. So due to that firms usually have less
motivation m hostile actions and enters each other’s market by creating
multimarket contact. Also, this paper emphasizes that the multimarket strategy
usually causes not intentional strategies of the firms, also due to the chance of
multimarket contacts (MMC). This research distinguishes the notions of naive
MMC and purposive MMC depending on competitor awareness.

Keywords: Multimarket strategy, multimarket contact (MMC), mutual
forbearance.
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AHHOTaUMsl. OTOT OO30pHBIM JOKYMEHT TIOCBSILEH IIMPOKOMY
OTIPEICNICHUI0, KOTJIa KOMIaHUH O0paIlaloT BHUMAaHUE Ha CBOMX KOHKYPEHTOB
C TOYKH 3pEHUS JIOTHMKH TEOPHH MYJIBTHMAPKCTHHTOBBIX cTpareruii. Teopus
npearnoiaraer, 4ro GupMbl OOBIYHO HAMEPEHHO BBIXOJSAT Ha KOHKYPEHTHBIN
PBIHOK, 4YTOOBI YMEHBIMTL KOHKypeHIHI0. COIacHO JIOTUKE B3aMMHOTO
TEpIeHUsl, KOTJAa KOHKYPEHThI padOTal0T OJHOBPEMEHHO Ha HECKOJIbKUX
pPBIHKAaX, 9TO CHI)XAaeT WHTCHCHBHYIO KOHKYPEHIIMIO, T[OITOMY OJHA
KOHKYpEHTHasi aTaka Ha OJHOM PBIHKE MOXKET CTaTh MPHUYUHOW aTaKh STOU
dbupMbI Ha Ipyrom peiHKE. TakuM oOpa3om, u3-3a 3TOro GupmMbl 0OBIYHO UMEIOT
MEHBIIYI0 MOTHBAIIHIO K BPaXACOHBIM JEHCTBUSM M BBIXOAAT HA PHIHOK JPYT
Jpyra, co3gaBas MHOTOPBIHOYHBIE KOHTAakThl. Kpome Toro, B 3TO# cTaThe
MOAYEPKUBACTCS, YTO MYIBTHUMAPKETUHTOBAsI CTpAaTerusi OOBIYHO MPUBOAUT K
HEYMBINIUICHHBIM ~cTparerusiM  (upM, B TOM YHCIIE€ W3-3a BEPOSTHOCTHU
MylnbTUMapKeTUHTOBBIX KOHTakToB (MMK). Ot1o umccnenoBanue pasnuyaer
nousarus HausHoil MMK u ieinesoit MMK B 3aBMCHMOCTH OT OCBEIOMIIEHHOCTH
KOHKYpPEHTA.

KuroueBble cjioBa: MyJIbTUMapKeTHas! CTPATErus, MYJIbTUMapKETHBIN
koHTakT (MMK), B3anMHOE TeprieHuE.
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Anpgarna. byn JKYMBICTA KOMITaHHsIap MYJIBTUMapKET
CTPATETHSCHIHBIH JOTHKACBIHAH ©3/ICPIHIH OOCEKeNeCTepiHE KAIIAJbIKThl KOHUT
OeJIETIHAINH HBIKTayFa OarbITTaiaFaH. Teopus ¢pupmManap ofeTTe 09CEeKeIeCTIKT i
TOMEHJIETY YIIH OdcekeJec HapbIKKa oNedl Kipeml naen Oosmkaiasl. O3apa
TO3IMUTIK JIOTUKAChl OOMBIHIIA, OocekenecTep OipHEle HapbIKTa OIp yaKpITTa
KYMBIC icTece, Oyl KapKbIHIbI OJCEKENeCTIKTI a3aiTajpl, COHIBIKTaH Oip
HapbIKTarel Olp OocekenecTiH MmAOypUIbl Oacka (upMaHbIH OCHl (HUPMaHBIH
malybUlblHA ~ OKeslyl MyMKH. OcblfaH OallaHbICTBl  (UpManap onerTe
OYUITaHJABIK ~OpEKeTTepre a3 BIHTAIAHABIPAABl JKOHE MYJIBTUMAPKETTHIK
OaiimaHbIC jkacay apKbUIbl OIp-OipiHIH HapbIFbIHA IbIFaAbl. CoHmaii-ak, Oy
AKYMBICTa MYJIBTUMApKET CTPATETUsCBIHBIH 9AETTe (pupMasapJblH MaKCcaTChl3
CTpaTerusuiapel, COHBIMEH KaTap MyJIbTHUMapkeTik Oainansictap (MMB)
MYMKIHJIMHE OalIaHbICTBl TYBIHIAWTBIHIBIFBI Oaca aWTeUIFaH. byn 3eprrey
OacekenecrepaiH xabaprapibiFblHa OalnmaHbIcThl Makcarcels MMbB  xone
MakcaTTel MMD yFeIMIaphIH aXKXbIpaTabl.

Tyilin  ce3mep: MylIbTUMapKeT  CTPATErusAChl, MYJIbTHUMApPKETIK
6aiinansic (MMB), e3apa Te3MILTIK.

Introduction

To be successful in the marketplace and gain superior performance vis-
a-vis competitors, firms need to have an effective strategy toward achieving
competitive advantage (Porter, 1980). The competitor analyses and interfirm
rivalry plays a central role in strategy formulation. It can be described as
information gathering and analyzing present and future competitors from the
point of weaknesses, threats, and opportunities (Porter, 1980). Those ability to
predict future competitors helps to define the competitive environment and build
ways to achieve competitive advantage (Porter, 1980) (Chen, 1996).
Organizational growth often leads companies to operate in more than one distinct
industry. Moreover, already defined by firm competitors might be viewed as
multimarket competitors and leads to having multimarket competition.
Multimarket competition simply can be described as two firms simultaneously
compete in more than one market and how they engaging with each other
(Karnani & Wernerfelt, 1985). It concerns both having multimarket contact
(MMC), where the firms face with each other in more than one market, and how
they are engaging in the interfirm rivalry. Most of the researches tested the
consequences of having MMC, defining the mutually beneficial effects on both
firms” outcomes. Multimarket competition has long been researched field in
Strategic Management and Industrial Organization (IO) scholars. As strategic
management scholars defined the main reasons for organizations to go beyond a
single market in the face of intense competition in the same market with rivals
and interdependence with each other. The organizations in order to decrease the
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dependence and intensity of rivalry trying to operate in several markets. Scholars
empirically tested the effects and outcomes of multimarket contact, where
suggested firms find contacts deliberate, intentionally attempting to create MMC
in order to forbear from strong retaliation in one single market, which scholars
call mutual forbearance (Korn & Baum, 1999) (Scott, Purposive diversification
as a motive for merger, 1989). However, the question arises, whether always
firm’s behaviors and gamning Multimarket contact (MMC) explained by
competitors' behavior? Scholars in Strategic Management debate in terms of
antecedents of MMC, where ones argue MMC results if the competitors
intentionally seek for that outcome, others argue rather it may be a result of
chance interactions. After getting aware of each other's behavior in common
markets, the competitors formulate mutual forbearance, where they start to
behave dependent on a competitor’s action and avoid rival’s retaliation. This
work focuses on defining how the firms’ behavior in multimarket competition
and competitor awareness interrelated to each other.
Research purpose
) The purpose of this work is to clarify the relationship between a
multimarket competition and competitor identification.

Literature review

Mutual Forbearance theory

All competitors' actions and activities have a direct impact on the
company’s profitability. Most studies found that multimarket contact (MMC)
positively related to firm performance and outcomes (Scott, 1991) (Barnett,
Greve, & Park, 1994) (Baum & Korn, Chance, imitative, and strategic
antecedents of multimarket contact., 1999) (Haveman & Nonnemaker, 2000).
Basically, the ultimate purpose of having MMC is the decrease in the
interdependence of rivals in one market, decrease the risk of broad retaliation,
and act less aggressively to each other (Chen, 1996). The actions of rivals in one
market may initiate responses not only that market but also in others where both
firms operate, that’s why price war in one market may be responded by the
competitor in another one (Evans & Kessides, 1994) (Haveman & Nonnemaker,
2000) (Feinberg, 1984). This concept first developed by (Edwards, 1955), who
suggested that firms operating in several markets may avoid fighting intensively
because the prospect of gain does not worth having warfare. Thus, as the
competitors operating in several markets will extend their interdependence,
where expected one competitive move in one market may result in the response
of the rival in another. In Industrial Organization (IO) perspective, the firm
maximizes its profit by taking into account the strategy of the rivals. A recent
study of (DeSarbo, Grewal, & Wind, 2006) explores the asymmetric model of
competitor identification, under different contexts firm behavior may differ (e.g.
Firm Amay compete with Firm B, however, Firm B does not compete with Firm
A). Study of (Bernheim & Whinston, 1990) analyzed the relationship between
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MMC and tacit collusion, within homogenous markets and products, where are
identical firms, identical markets, the constant return to scale technology, there
was not a consequential relationship between MMC and mutual forbearance.
Following this study, most scholars assumed that mutual forbearance mostly
results in heterogeneous markets, where the firms have asymmetric markets and
competitive positions (Gimeno, 2002), and the competitive advantage may differ
by markets. Consequently, the firms more engaged in increasing joint profit
maximization strategy through following mutual forbearance. To measure the
effects of mutual forbearance, researchers examined it in several contexts. The
interesting thing to emphasize here, most research findings show the various
outcomes of MMC. Researchers also examined the relationship between market
entry and exit with multimarket contact, where they find the negative
relationship, where market entry decreases when exists MMC in one study
(Baum & Korn, 1996), also inverted U-shaped relationship between them (Korn
& Baum, 1999) (Haveman & Nonnemaker, 2000), yet some studies found no
relationship (Korn & Baum, 1999). This evidence shows us, the firms will enter
the market until the multimarket contact will be established. After establishment,
the firms' entry rates decrease due to the presence of a dyadic level relationship
between competitors, where they try to move strategically, depending on others.
Empirical work of (Smith & Wilson, 1995) found that the incumbent frequently
does not respond to the entry mowves of a multimarket competitor, second
frequently action which held by the incumbent is to raise the price, the third
frequent action was countermove of an incumbent to the competitor. However,
mutual awareness is not the only factor that deters the firm’s behavior. (Greve,
2000) tested the main drives of market entry decisions, where he found that
among with mutual forbearance, a density dependence, intra-organizational
learning and inter-organizational imitation results in niche market moves. He
found an inverted U-shaped relationship between organizational density and
niche attraction, where he suggested that the organization avoids the
undiscovered markets and crowded markets, moreover he found large firms are
imitated by smaller ones according to the mimetic isomorphism theory.
Moreover, the recent dissertation work of (Iglesias, 2010) helped to expand the
multimarket theory, by contributing behavioral view into the multimarket
competition. She proposed that the firm’s behavior mostly depends on how the
managers interpret the current environment and position of the organization. She
found that under the conditions of low and moderate levels of MMC, firms look
for incentives for deterrence capability. After achieving the threshold, the firms
recognize the high interdependence and become more risk-averse (inverted U-
shaped relationship). She also found firms tend to take a risk (deterrence) when
the performance of the organization does not achieve aspiration level.
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Competitor identification

Currently, in most industries firms tend to not operate as a monopolist
and have to survive in competitive markets. It is not sufficient to gain a benefit
from the mutual forbearance without first identifying each other as multimarket
competitors. Historically, competitor identification has been a streaming
research area for management, marketing, 10 (Industrial Organization)
disciplines (Chen, 1996) (Thomas & Pollock, 1999). Also, it has been
conceptualized according to market-based, product-based, and perceptional
(manager-oriented)  perspectives  (Gur &  Greckhamer, 2018). The
conceptualization of competitors may differ relying on different firms (Porac &
Thomas, 1990). The primary purpose of competitor analysis is competitor
identification, behavior prediction and positioning vis-a-vis rivals (Porter, 1980).
Previously the scholars focused on the positioning of the firm vis-a-vis
competitors in a single market by structural analysis (Porter, 1980). (Chen, 1996)
fist integrated the concepts of competitor analysis and interfirm rivalry
proposing the concepts of market commonality and resource similarity for
competitor identification. More precisely, he assumed the competitor
identification may rely upon which extend the firms operate in similar markets
and possess similar resources. If the firms share similar markets and have similar
resources, it considered as direct competitors. If the competitor operates in a
similar market and has dissimilar resources, it may be perceived as an indirect
competitor. And if the firms operate in different industries, however possessing
high resource similarity deemed as a potential competitor. This framework
helped to make a roadmap to find whether the competitors are direct or indirect
for future scholars. According to the AMC theory (Awareness, Motivation,
Conduct), thus firms with greater strategic similarity tend to find each other as
competitors (Chen, 1996). Once they find each other as competitors, it can be
assumed that they are multimarket competitors. However, it is difficult to
identify the multimarket competitors who have different resources and dissimilar
value chains. Because ofthese factors, naive multimarket contact may be created
until market commonality will be established (Korn & Rock, 2001). Moreover,
he suggests that even if the market commonality emerges, they may not view
each other as multimarket competitors because the market commonality was not
intended outcome, and their value chain and behavior may diverge. It this
context, it can be deemed as mutual forbearance, the reason for that they are not
competing intensively against each other. Once the competitor identified,
managers may start to analyze them and behave according to it. As a result of
competitor identification, they can expand their scope of the business by
coordinated entering the markets where competitors exist (thus increasing
MMC).
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Competitive advantage

(Korn & Rock, 2001) also proposed the idea of the competitor
identification in multimarket strategy may differ depends on a view of the firm
to competitive advantage, whether it is externally oriented (market-based) or
whether the firm focuses on internal driven competitive advantage (input-based).
They suggested, market-based publications, sources of information will increase
the likelihood of the firm awareness of competitors. In addition to that, as they
assumed only the information related factors, | argue that it also affects resource-
related factors. Whether managers focus more on input related factors like the
capability of R&D, employee ability, technological advance, or market-based
factors, like a niche market, etc. As aforementioned above, if competitors with
similar strategic similarities tend to define each other as direct competitors,
further strategical moves will be explained based on competitors' move. From
the work of (Greve, 2000) found, that focusing on a niche market, firms seek
external competitive driven advantage, where firms more aware of competitors'
behavior, and moves according to it. Besides, if the managers focus on input-
based incentives like R&D, technological advances, the firm does not pay more
attention to competitors moves, because it leads to thinking, that the firm owns
the most advanced technology rather than competitors (it may be due to lack of
information about the external market). Similar to that, among researchers of
strategic management, there has been debating whether to pursue Porter’s
positioning view (industry-structural view), which focus on external competitive
advantage, where the firms try to achieve competitive advantage by superior
position in the market or RBV (Resource Based View) schools, which
concentrated on internal driven competitive advantage, mostly focusing on
dyadic level of competition, where firms compete on inimitability of resources.

The scholars in recent research in multimarket competition proposed that
there is an effect of the intentionality of strategic moves behind the emergence
of MMC (Jayachandran, Gimeno, & Varadarajan, 1999). MMC may arise from
naive (unintended) contacts among competitors which results in uncoordmated
market entry strategies, as well as purposive contacts, where they intentionally
seek mutual forbearance with rivals. The aggressiveness of the rivals may
depend on the perception of the firm’s potential for retaliation. Based on this
evidence, it can be supposed the perceptions of managers and their intentionality
effects on firm outcomes. The firm by expanding the scope of the business by
entering the other market to achieve economies of scope, which is unrelated to
mutual forbearance perspective, may ignore the potential rivals' response and
risks of retaliation. Therefore it was argued that mutual forbearance may be
achieved if both firms strategically look for that and induce such consequences
(Korn & Baum, 1999). The work of (Gimeno, 2002) empirically showed that the
firms may follow uncoordinated goals in expansion strategies as well as
purposive goals to intentionally achieve mutual forbearance with rivals.
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Moreover, there was no difference in performance, both have a positive
relationship, whether the firm following uncoordinated and purposive strategies.
Also, market-based and firm based factors have been defined as antecedents of
MMC. It was found an oligopoly firm reacts immediately to competitor moves,
by following “follow the leader” strategy, n order to create and mamtain MMC
and competitive parity (Knickerbocker, 1973). Another study finds the size
effect on intentional MMC, where larger firms more tended to seek for purposive
contacts, additionally, small firms may not seek for mutual forbearance (Greve,
2000). The work of (Stephan, Murmann, Boeker, & Goodstein, 2003) examined
the risk preference on mutual forbearance theory, where he argued the different
risk references relying on the roles CEO. As, during the oligopoly, firms tend to
be interdependent to each other, and competitive move of focal firm directly
focuses on external competitor behavior, in similar cases, as large firms know
about large competitors, maybe due to information availability or historical
clashes, where all resource focuses on competitor moves, the competitive moves
based on externally driven advantage. Additionally, (Stephan, Murmann,
Boeker, & Goodstein, 2003), found that longer-tenured CEOSs are more sensitive
to risk-taking than newer ones.

Conclusion

The idea of the competitor identification in multimarket strategy may
differ depends on a view of the firm to competitive situation and advantage.
According to the mutual forbearance logic, firms purposively enter each other’s
market to increase the interference. So it means one rivalry attack in one market
cause counterattack by arival in another one. Also, the MMC cause due to the
naive MMC, where firms entering to each other’s markets by pursuing its
mterest, not taking into account the competitor’s position and that cause to have
MMC with a rival. Itis explained by views on market-based or whether the firm
focuses on an internal driven competitive advantage (input-based). They
suggested, market-based publications, sources of information will increase the
likelihood of the firm awareness of competitors. If the firm is highly involved in
an internal driven competitive advantage, it might cause a decrease in a
competitor awareness, so increase the probability of naive MMC.
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