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Appendix
Interpretation of the GNB Model Equations

Based on the Generalized Norton-Bass Model (Jiang and Jain 2012), the number of units-in-use for the two successive generations can be
represented by the following equations:

$1(6) = myF1(6) —my Fi(OF, (¢ — 72) = mFi(O)[1 — Fo(t — 72)] (A1)

S5(t) = myFp(t — 12) + myFy (O)F,(t — 72) = [my + m Fi (O]F,(t — 73) (A2)
The term m, F; (t) in Equation (1) represents the cumulative number of adoptions of G1, assuming that G2 were never introduced. Because
G2 is introduced at time T,, a portion, m;F; (t)F,(t — 7,) to be exact, of the G1 adopters will substitute G1 with G2, hence the term is
subtracted from S;(t) and added to S,(t). The substitution term counts both leapfroggers (those who skip G1) and switchers (those who
upgrade from G1 to G2). The leapfrogging multiplier, i.e., the proportion of potential adoteprs of G1 who choose to leapfrog at time ¢ is

assumed to be F,(t — 7,) in the GNB model. Taking into consideration the leapfroggers, the instantaneous adoption rate for G1 takes the
form

y1(6) = myfi(O)[1 = F,(t — 12)] (A3)

In addition to leapfrogging, existing adopters of G1 also switch to G2. The number of switchers take the form of m, F; (t)f,(t — 7). Adding
the leapfrogging and switching terms to the adoptions by the G2-specific adopters, we obtain the adoption rate for G2

y2(t) = [my + mFi (D12t — 72) + My fi(OF, (¢ — 73) (A4)
From Equations (3) and (4), we can obtain the cumulative numbers of adoptions for the two generations
¢
Y(0) = mF () —my sz f1(@)F,(0 —7,)do (A5)

Y2(t) = [my + mFi(D)]F,(t — 73) (A6)

Proof of Proposition 1

The derivative of the objective function of (19) with respect to 7, equals

dn(t,)
dTZ

d D
= d_‘L'z{nl [mlF(D) - mlJ f(6)F(6 — 1)d6| + my[m, + mF(D)]F(D — Tz)}
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_ d d b d
= d_‘rz{nlmlF(D)} - d_Tz{nlml J;zf(e)F(a - Tz)de} + d__[z{ﬂz [my + myF(D)IF(D — 1)}

d D
=0-mm d_Tz{J’ fOF(@O - Tz)dg} — mp[m, + myF(D)]f(D — 73)

Note that that the last term is obtained based on Equation (7) or equivalently dl;—(tt) = f(b).

The derivative of integral term can be derived based on the Leibniz’s rule:

d b D g
d_rz{ffzf OF@- Tz)dg} = ~f(@)F (1, — 1) + f T SOF @ -)]do

2

D
=0 | FOf @70

The first term equals 0 because F(t, — 7,) = F(0) = 0.

Therefore,

) — rymy [ F(O)F (0 = 7)d0 — ma[my + my FD)]F (D = 1) (A7)

dt, -
From (A7), we have

dn(t;)
dTZ
2
<mmy [ max £(©)] (D = 1,) = my[m, +mi F(D)] min £(6)

my[m, + myF(D)] or<_r¢191snD JAC))

<mymy [max FO)] (0~ ) — malms + myF(D)IF (D —72)

2
= @) [0~
Ty [orgeas)i) f ] I & mymy [021935’% f (9)]2

Let

my[m, + myF(D)] orsnaign f(6)

¢ = 2
Tymy [021935% f(e)]
then we have
d’;(f;) <mymy [ max @] 10 - 9) - 7]
Therefore,
dn(z,)

i, <0,if(D—¢p)<1, <D

Given that () is monotonically decreasing with 7, € [D — ¢, D], we conclude that
5 < (D — @), if (D — ) > a, or equivalently, p < D — a,
and 7; = a,, if (D — @) < a, orequivalently, ¢ = D — a,

In either case, 7; < D holds. Therefore, not introducing the second generation during the planning horizon cannot be optimal.
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Proof of Proposition 2

To prove that G2 should be introduced as early as possible, we only need to show

1) < 0,vr, € [0,D]

dr,
where % has the same expression shown in (A7). First, with 8 € [t,, D], we have
0s@O-1)<D-1)<sD<T =In(g/p)/(p+q)
Since f(t) is a monotonically increasing function of ¢ before its peak is reached, i.e., when t < T*, we have
fO-1)< fD—1)=

D
fO)f (D —72)d6 = [F(D) = F(r)If (D —12) < F(D)f (D —72)

T

D
[ r@r@ - < |
From m; < m,, we further conclude
mimy [, f(O)f (0 = 72)d0 < mymy F(D)F(D = 2)

which leads to

dn(z,)
de

D
=y | OO = 1)d0 = mylm, + m DD =) <0, Ve, €[0,D]

T2

Derivation of Optimal Market Entry Timing for PTO Products under Total Transition

First, the objective function of (21) can be reorganized as
n(ty) = mymyF(D) + (my — )M F(73) + mp[my + myF (1) [F(D — 73)
Taking the derivative of the above function with respect to 7, yields

on(ry) _
at, -

(1 — )My f (1) — mema f (D — 13) + momy f (1) F(D — 75) — momy F (1) f (D — 1) (A8)

After substituting F(-) and f(-), letting x = e®@+D2 gnd § = e~ P+DP and some additional algebraic rearrangement (details available from
the authors), the above derivative can be expressed as

dm(ty)
dt,
where H(x) = — >

= H(x)(ax? + bx + c) (A9)

(p+q)*x
[(q/p)+x]2[(q/p)Sx+1]*

2
a= (T[Z - 1T1)m152 (%) + 1T2m25 + n2m162 % + n2m16

b=2(m, - nl)m15% + 2n2m25%
and

7\? q
c=m,m,0 (;) —mymy — rrzm16;

We next take a closer look at the terms in (A9). Since x = e®*D%2 > 1, we must have

H(x) <0
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We present below the solution for the most likely scenario, i.e., @ >0 and > 0.!

= 0. Since H(x) in (A9) is always negative, we conclude that the first-order condition

We first examine the first-order condition &:2)
2

requires
ax?+bx+c=0 (A10)
Note that here x = e®*®% > 1 for vz, > 0.
We examine three conditions, based on how the value of ¢ compares with the other parameters.
(1) ¢ > b%/(4a). This condition implies b> — 4ac < 0. Under this scenario, (A10) has no real solution. From @ > 0, we have
ax?+bx+c=0>0, Vx
Since H(x) < 0, we conclude

dn(z,)
T2

<0, VT220

Because the net profit decreases monotonically as the introduction of G2 is delayed, it is optimal to introduce generation 2 as early as possible,
that is,

Ty =z

(2) 0 < ¢ < b*/(4a). Under this scenario, b?> — 4ac = 0, hence (A10) has a real-number solution:

—b +Vb?% — 4ac
X=——--
2a

Since ¢ > 0, we must have (b? — 4ac) < b?. Under this condition, the root(s) of (A10) are non-positive. Hence,
ax?+bx+c=0>0, Vx=>1

dn(z;)
de

=

<0, VT220

Therefore,
T, =,
Based on scenarios (1) and (2), we conclude
c20=>1=a,
(3) ¢ < 0. This condition leads to b> — 4ac = b?. In this case, the two roots of (A10) are
(o _—b—vP—dac _

X1 = 2a 0
{ —b +Vb? — 4ac
kxz = —za >0

In this case, if x, < e®*D%, or equivalently,

¢ > —qe?@tda: _ po+aa;

'For most products, we expect the unit contribution margin for G2 to be at least as high as that for G1 (i.e., T, = ), hence a > 0 and b > 0 must hold. Even
if i, is slightly lower than mr;, numerical analysis based on common parameter values show both a and b are likely to remain positive.
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we still have

dn(t,)
de

<0,Vx = e®*D% or v, > a,

Therefore,

On the other hand, if x, > e®*®% or equivalently,

¢ < —qe?@+daz _ po+aa;

we have
dn(z,)
ar, >0,Vx < x,
And
dn(z,)
iz, <0,Vx > x,
Hence,
N Ln(x;)
Ty, =———
p+q
or
. —b +Vb?% — 4ac
7 = Ln(————)/@ + )

Optimal Solution: Taking into consideration all three scenarios, the optimal solution for Scenario II is

L —b +Vb? — 4ac
5= n 2a
ay, otherwise

)/(p + q); if ¢ < —aez(p’f‘”“z — be(p"’Q)az

Proof of Proposition 3

(1). We first prove that with m; < m,, we have 7; < D.
Again, taking the derivative of the objective function of (21) with respect to T, yields the results shown in (A8):

on(t;)
a‘[z

= (my — m)my f(t2) — momy f(D — 15) + momy f (1) F(D — 13) — mpymy F (1) f(D — 73)

It is easy to show that the sum of first two terms is less than zero, that is,
(ry — m)my f () — mymyf(D — 7,) <0 (A1)
Now let us take a look at the third and fourth terms.

oMy f (T)F(D — 13) — mymyF (1) f (D — 73)
= mymy[f(T2)F(D — 13) — F(z)f(D — 15)] (A12)

In (A12), as T, = o0, F(D — t,) — 0, while all other terms remain well above zero. As a result, (A12) necessarily becomes negative. This
result, together with (A11), lead to the conclusion that
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M<0,as1'2—>oo

Therefore, we must have 7; < D.

(2). We now prove that with m; > m,, it is possible to have 7; > D, implying that not introducing the second generation during the planning
horizon could be an optimal solution.

Again, by looking at the expression in (AS), it can be shown that regardless of the value of the other parameters, if ; is sufficiently large,

an(t
we can have a( 2)

BT 0, V1, € [0, D]. Then, not introducing the second generation is indeed an optimal solution.
2

Proof of Proposition 4
We separately examine Scenarios IIT and IV.

(1) Under Scenario III (STU products and phase-out transition), the objective function of (24) can be rearranged to

D

D D
7(t2) = @ymy fo F(0)dO + (5 — o)y f F(O)F(6 — 1,)d6 + g3m, f F(6 — 1,)do.

Therefore,
d D D
ZZZ) = (p2 — p)my [_F(TZ)F(TZ —T3) — J F(o)f(e— Tz)da] + @pom; [_F(Tz - 1) — f fe- Tz)de]
= —(p2 = )my [, F(OIf (6 — 72)d — 9;myF (D — 1) (A13)
If p; < ¢,, we have
(dm(ty) .
! i, <0, ift,<D
dn(t,) _ . _
Lde =0, ift,=D

Since 7(7,) decreases monotonically as 7, increases, G2 should be introduced to the market as early as possible, that is, 75 = a,.

(2) Under Scenario IV (STU products and total transition), the objective function of (25) can be rearranged to

Ty D D
1(ts) = @my j F(6)dO + ¢ f myF ()1 — F(8 — )16 + 9, f (s + myF ()P (0 — 73) + mu[F(6) — F(z)1}d6
0 Ty T2

= pmy fo F(0)d6 — pym, f PO+ f s = pIMF ) + gm0 1)
+(p2 = POMFEIFO — ) + 9P (0))d0
= o, fo F(0)d6 + f 1= @ImFE) + 9 (0 =)
+(@2 — @M F(1)F (8 — 73) + (92 — 91)m, F(6)}d6
Then,

dn(z;)
dTZ

= —{(@1 — @2)M F(13) + @,maF (1 — 12) + (@2 — @1)m F (1) F (12 — 73) + (@2 — @1)m  F(12)}

D
+ f {(@1 — @2)m, f(12) — @M f (0 — 15)

—(@2 — @ )M F (1) (6 — 12) + (@2 — @ )m, f (1) F (6 — 15)}d6
= (@1 — @2)m f(1)(D — 12) — omF(D — 75) — (92 — @1)MF(t)F(D — 15) +
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(@2 = 9Imuf (v2) [ F (0 — 7,)d6 (A14)

If p; < ¢,, we have

dn(z,) b
dr, < (@1 — @2)my f(12)(D — 12) — @M F(D — 13) — (@2 — @ )M F(1)F(D — 13) + (9, — <P1)m1f(T2)f de

= (@1 — @2)my f(12)(D — 13) — ,maF(D — 13) — (@2 — @1)M F (1) F(D — 13) + (@2 — @1)m, f () (D — Tzz)
= —@,myF(D — 13) — (92 — )M F (1) F(D — 13)

Hence,

dn(t,)

i, <0, ift,<D
dr(ty) .
l d‘rz2 =0 ¥m=D

Therefore, it is optimal to release G2 as early as possible, that is, T; = ;.

Proof of Proposition 5

We separately examine Scenarios III and IV.
(1) Under Scenario III (STU products and phase-out transition), if ¢; > ¢,, from (A13) we have

dmn(t;)
dTZ

D
= (o, — ‘Pz)"hf F(0)f (0 —15)d0 — @,myF (D — 1)

D
< (g1 - p2)my f F(D)F(8 — 72)d6 — pymyF(D — 15)
= [(@1 — 92)myF(D) — 9;my]F (D — 13)

Therefore,
dm(t;) )
T < 0if (91 — p2)my F(D) < pzmy
T2
or equivalently,
dn(t - F(D
(12) <0ifm, > (91— @2)F( )ml
dt, P2
Thus
. _ (91 — 92)F (D)
T, =0, ifmy > —m——m,

P2

(2) Under Scenario IV (STU products and total transition), if ¢; > @,, from (A14) we have

dn(z;) b
T =m0 =) = (92 —pImPEF (D = 12) + oy ~ pmsf () | [1-F (0 ~r]do

dn(z;)
de

D
S0 —@p,myF(D —15) + (91 — 92)m F(T)F(D — 75) + (@1 — ‘Pz)mlf('fz)f [1-F(6—1,)]d8 <0

D
© @;maF (D —13) = (91 — 92)m F(1)F(D — 73) + (@1 — ‘Pz)"hf('fz)f [1-F(6 —13)]do

MIS Quarterly Vol. 43 No. 3-Appendix/September 2019
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om,> (91— p2)my [
P2

f(t) b
F(ty) +F(D——T2)£2 [1-F( —1,)]d6

The second term on the RHS of the equation is always positive, that is,

F(ry) + 1) D[l—F(@—T )]d6 > 0,vz, € [ay, D]
2UFD -1 )y, 2 vz 2
We let
_ f(r2) b
V= Orsrgl;(Df [F(‘[z) + FOD -1, J;z [1—-F(6—1,)]do
It can be shown that
d _
m(Ty) <o, if m, > (¢4 §02)m1v
dt, P2

Extension Model with Network Effects, Compatibility, and Switching Cost Considered

In the main text we have implicitly assumed that network effects, product compatibility, and switching cost are either exogenous or negligible.
Here, we develop an extension model to examine how these additional economic factors can affect the new generation’s optimal market entry
timing and the total profit. We consider only PTO products under phase-out transition in the following analysis.

Network effects refer to the phenomenon that the utility a consumer receives from using a product increases with the number of users of that
product (Katz and Shapiro 1985). In the presence of two product generations, it is possible that the valuation of one generation can benefit
from its own network as well as the other generation’s network. In other words, there exist both within-generation network effects and cross-
generation network effects. Cross-generation network effects exist because of backward and forward compatibility. Specifically, backward
(forward) compatibility allows the new (old) product generation to benefit from the old (new) product generation’s network (Choi 1994).

To differentiate the multiple sources of network effects, we denote the intensity of within-generation network effects (i.e., the incremental
utility resulting from one more users joining the focal generation’s network) by «, the intensity of forward compatibility by B¢, and the
intensity of backward network effects by f8;,. Because forward compatibility is more difficult to achieve and backward compatibility is more
critical to the success of a product line, firms typically consider backward compatibility to be of higher strategic importance (Choi 1994,
Kretschmer and Claussen 2016). Hence we assume that the intensity of forward compatibility is no higher than that of backward compatibility.
In addition, the intensity of cross-generation network effects cannot be larger than that of within-generation network effects. Given these two
assumptions, we have 0 < f < 5, < a. The network size of each generation at time ¢ is simply the number of units-in-use at that time, that
is, S; (t) or (S, (t).

To capture the impact of these economic factors, it is necessary to consider the value of each product generation to potential adopters. First,
the new product generation is expected to have a higher quality than that of the older generation. We denote the product quality of G1 (G2),
measured by its value to adopters, by &; (8,).> With the network effects induced benefits considered, the value of G1 at time # can be expressed
as

Vi(6) = & + aS; (1) + B;S, () (A15)
Similarly, the value of G2 at time ¢ take the form

Vo(8) = 85 + aS,(6) + BpS1(6) (Al6)

Therefore, the difference in value between the two product generations is

AV(t) = Vi(t) = Vo (t) = (81 — 63) + a[S1(t) — S, ()] + ﬁfsz(t) = BpS1(t) (A17)

“For simplicity, we assume the price difference is negligible. In case the difference is significant, we can redefine product quality to capture this difference,
and the rest of the analysis and findings remain valid.
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For potential adopters of G1 who have not adopted G1 yet, they have the options of adopting either G1 or G2 after the latter is released.
Using the widely adopted logit choice model (Guadagni and Little 1983, Morgan et al. 2001), the percentage of potential adopters who choose
G2 instead of G1 at time ¢, which is essentially the leapfrogging multiplier, equals

eVa(® 1
uy(t) = T O ® — 1rem@ b 2T (A18)

With respect to those customers who have already adopted G1, the switching cost, denoted by w, comes into play. As a result, the percentage
of them who are willing to switch to G2 at time ¢, i.e., the switching multiplier, takes the form

eV2(-w 1
WZ(t) = 20-01gV1(® 11tV w’ t21 (A19)

With the leapfrogging and switching multipliers defined, we can revise the GNB model to capture the effect of network effects, backward-
forward compatibility, and switching cost on the diffusion of the two product generations. Because of the complex dependencies among
leapfrogging/switching, units-in-use, and adoptions, it is not possible to develop a continuous-time multigeneration diffusion model.
Therefore, we revise a discrete version of the GNB model based on the leapfrogging and switching multipliers shown in Equations (A18)
and (A19).
Under a discrete time model, we consider discrete time instances t € {0, 1,2, ..., T,, ..., D}, where 7, still denotes the release time of G2 and
the length of planning horizon is still D. The noncumulative adoption rate yg;(t) for generation G is now interpreted as the number of
adoptions occurring during time interval (¢—1, 7]. S;(t) and Y (t) represent the number of units-in-use and the cumulative number of
adoptions, respectively, for generation G at time ¢. Based on these definitions, prior to the release of G2 at time 7,, the adoptions of G1 can
be characterized by

(@) =m[FO)-Ft-1)], 1<t<t, (A20)

S =Y0)=mF (1), 0<t<T, (A21)
After the release of G2, due to leapfrogging and switching, the two functions change to

y1@®) =m[F®) -FE-DI1-u,@®)], t=7,+1 (A22)

$1(8) = $;1(t = D1 = w, (O] +my[Fi(8) = Fi(t = DI —w, ()}, t 27, +1 (A23)
In addition, the following equation holds throughout the planning horizon:

V) =vt-1D+y(), t=1 (A24)

For the new generation G2, we have

y2(t) = my[Fo(t — 15) — F(t — 1, — 1)]

45t — Dwy () + my[Fi(t) — F,(t — D]uy (), t =1, + 1 (A25)
S:(12) =Ya(r2) =0, t =1, (A26)
S;B) =0 =YLt-D+y,00), t=1,+1 (A27)

Equations (A15) — (A27) jointly constitute the discrete-time diffusion model with network effects. We refer to it as the DNE model in the rest
of the discussion.

Based on the DNE model, the optimal entry time for G2 can be formulated as

D D
MAX n(ty) = my Zt:1yl(t) + 1, Zt: y2(t) (A28)

Ap<T,<D

Given the complexity of the model, analytical findings are unattainable. Hence, similar to prior studies (e.g., Mahajan and Muller 1996, Koca,
Souza, and Druehl 2010, and Joshi, Reibstein, and Zhang 2009), we conduct numerical analysis to examine how the network effects,
backward-forward compatibility, and switching cost affect the new generation’s optimal market entry timing and the total profit. We retain
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some parameter values used in the previous numerical analysis as default values, i.e., m1 = m2 = 10 million, T; = m, = $100, and D=10 years
(or 120 months). The other default values are set at p = 0.02, ¢ = 0.2, §; — 6,=—10; 0=2, By = B, = 1, and 0=20.

Within-Generation Network Effects

We first examine how the intensity of within-generation network («) affects the optimal market entry timing of G2 and the firm’s profitability.
From Equation (A17), we can tell that when the two product generations are completely compatible, i.e., @ = ff = B, having a larger
network size of its own does not help a particular product generation, because the other generation can benefit equally from its larger network
size. In fact, the larger is the difference between a and B (), the more advantageous it is to have a large network size. For this reason, in
our first analysis, we change the value of & while keeping the values of f¢, f},, and other parameters fixed at their default values. As shown
in Figure Al(a), as the value of a increases, the firm’s total profit exhibits a monotonically increasing pattern, showing that the firm can
benefit directly from stronger within-generation network effects.

= 30 7 - 4 » 35 +
= — c
S 25+ = 2 30 ¢
i 20 1 T 3 % 8‘/_\ 25 T —_——Y?2
£ T
£ = <5 20 Y1
g 157 *’2"5 5= 15 &
- 10 + —&— Optimal Entry o  E Yi+
; Timing 11 = g 10 + ym gy 7 Y2
c ST —a— Total Profit ° £ 5+ T
w - =]
0 e 0 4 0 B
\/%%ubb«%@@ \fbl%b‘b@'\qu\s
Decrease a Increase ©
(a) (b)

Figure A1. Impact of Intensity of Within-Generation Network Effects («)

What is more interesting is that the optimal entry timing shows a non-monotonic pattern, which first decreases (shorter time to market) and
then increases (longer time-to-market) after a bottom is reached. In order to better understand this interesting pattern, we plot the numbers of
adoptions of G1 and G2, as well as the total number of adoptions, in Figure A1(b). From this figure, we can see that Y1, denoting the total
number of adopters of G1, drops when the value of a changes from 1 to 2; this is because, as shown in Figure Al(a), G2 enters the market
carlier, hence taking away more potential adopters from G1. This reduction in the number of G1 adoptions, however, is more than
compensated by the sharp increase in the number of G2 adoptions, which is evident in Figure A1(b). In sum, although the number G1
adoptions drops as G2 enter the market earlier, the total number of adoptions of G1 and G2 increases, leading to a higher profit.

However, as a changes from 2 to 3, the optimal market entry timing of G2 and Y1 are no longer in sync, and the results are not expected —
the number of G1 adoptions increases although G2 enters the market earlier. Upon further examination, we find that this is a result of within-
network effects. Specifically, with a higher intensity of within-network effect, the proportion of potential adopters who are willing to leapfrog
from G1 to G2 becomes smaller; this is because upon release G2 has a much smaller network size than G1. In other words, the cannibalization
of G1 adoptions by the earlier release of G2 will be limited if the within-generation network effects are sufficiently high.

As show in Figure Al(a), the optimal market entry timing reaches the bottom when a equals 4, 5, 6. We next explain why it is optimal to
delay the release of G2 as a increases beyond 6. It is worth noting that with a constant market size, the key to improve the total profit is to
increase the number of cross-generation repeat adoptions, i.e., the number of adopters who buy both G1 and G2. As explained earlier, a large
within-generation network effects, resulting from a large network size of G1 in relation to that of G2, can decrease the canalization effect.
Therefore, delaying the release of G2 can help increase the number of G1 adopters in two ways. First, it increases the number of G1 adoptions
before the release. Second, a larger network size upon the release of G2 can further reduce the canalization effect. Since the vast majority of
G1 adopters will eventually switch to G2, a large number of G1 adoptions implies more cross-generation repeat adoptions, and hence a higher
total profit.
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Backward/Forward Compatibility

We also conduct numerical analysis to examine the impact of backward and forward compatibility on the optimal market entry timing and
the total profit. To allow a large range of parameter values, we set the intensity of with-generation network effects to a = 10. Then, with the
intensity of forward-compatibility (8;) fixed at 0, we vary the intensity of backward-compatibility (5;,) from 0 to 10, and record the results
in Figure A2. Subsequently, we fix f;, at 8, and vary the value of ¢ from 0 to 8; the results are summarized in Figure A3. The breakdown of
the adoptions of the two generations are not shown because they add limited additional insight. From Figure A2, we can tell that with a higher
backward compatibility, a firm can delay the release of the second generation. The profit increases dramatically as 3}, increases from 0 to 1,
but remains relatively flat afterward. The impact of forward compatibility is almost the opposite. The new generation should be released
earlier with a higher forward compatibility. The profit remains little changed as §; changes from 0 to 7, but drops sharply when S=7=0),.
Considering that fact that profit is also at the lowest when in Figure A3 when f,=0=f;, we conclude that it is less profitable when the
intensities of forward and backward compatibility are equal.
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Switching Cost

We also examine how the switching cost affects the new generation’s optimal market entry timing and the firm’s profitability. As shown in
Figure A4(a), a larger switching cost leads to a lower profit and an earlier optimal market entry timing for G2. From Figure A4(b), we can
see that the number of G2 adoptions remains little changed, while the number of G1 adoptions drops significantly. Our explanations for this
trend is as follows. A higher switching cost reduces the attractiveness of the new generation to those who have already adopted G1. As a
result, delaying the release of G2 to increase the number of cross-generation repeat purchases becomes less justifiable. Although releasing
G2 earlier also leads to more cannibalization, such cannibalization is not a concern because the profit per adoption is the same for G1 and
G2. With both factors considered, it makes sense for the firm to release G2 earlier.
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In sum, within-generation network effects, backward-forward compatibility, and switching cost all have influence on the new generation’s
optimal market entry timing and the firm’s total profit. While the directions of their impact on the total profit are as generally expected, their
impact on market entry timing are not as straightforward.
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