
Top dog strategy
While some barriers to entry occur naturally, firms can also create 
barriers to entry. To discourage entry they can invest large amounts 
in advertising, capacity or research and development to look like 
daunting competitors that potential entrant firms should avoid 
competing against. This is known as a top dog strategy.

Input
Entry is deterred if one firm owns a key input into the production 
process.

Limit pricing strategy
Incumbent firms can also charge low prices that they believe will 
put off market entry. This is known as a limit pricing strategy.

J. S. Bain
The economist J. S. Bain is acknowledged as developing the concept 
of barriers to entry. He studied at Harvard and then worked at the 
University of California, Berkeley, 1939–75.

Geographic barriers to entry
There may be geographic barriers to entry, making entry into 
foreign markets difficult.

Economies of scale
Economies of scale occur when long-run average costs are falling 
(see Figure 1). A single firm will face lower production costs than if 
two or more firms produced the same output, creating a barrier to 
entry.

Product differentiation
When there is product differentiation, then consumers may be loyal 
to existing brands, making entry into the market more difficult.

Lower absolute costs of production
Barriers to entry arise if an incumbent firm enjoys lower absolute 
costs of production, maybe gained from its production experience 
(see Figure 2).

Legal barriers to entry
Legal barriers to entry may exist, for example when a firm holds a 
patent, giving it sole right to produce a good, or when firms need 
permission to operate.
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Figure 2 Lower absolute costs of production
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Some barriers to entry arise naturally in an industry, 
such as when entry is deterred due to economies 
of scale and absolute cost advantages
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Figure 1 Economies of scale
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