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Research summary: This study draws on the resource-based view and the behavioral theory
of the firm to gain new insights about the effect of performance relative to aspiration level (i.e.,
performance feedback) on the decision to enter new markets. Results show an inverted U-shaped
relationship between performance both below and above aspiration level, and the probability of
firms to enter new markets. That is, when firms are well below or well above their aspiration level,
they significantly change their behavior. This article develops a theoretical framework to clarify
and organize these findings.

Managerial summary: This study examines the effect of performance feedback, and particularly,
large discrepancies between firm performance and aspiration level on the decision to enter new
markets. It provides support to the role of performance feedback in affecting the decision to enter
new markets, a factor that has received relatively little attention in the extensive literature that has
examined the inducements of such moves. Results show that, as performance falls below or rises
above aspiration, a firm’s probability of entering new markets increases up to a certain point after
which this relationship decreases. This shows that the tendency to enter new markets is different
for firms that are in the neighborhood of aspiration level compared to those that are well below
or above it. Copyright © 2016 John Wiley & Sons, Ltd.

INTRODUCTION

The strategy literature has given considerable atten-
tion to the various inducements for entering new
product markets and new geographic markets (i.e.,
new countries), such as exploiting underutilized
excess resources, spreading risk, increasing man-
agers’ benefits, and accumulating market power
(e.g., Chatterjee, 1990; Delios and Beamish, 1999;
Grant, Jammine, and Thomas, 1988; Helfat and
Eisenhardt, 2004; Hitt et al., 2006; Montgomery,
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1994; Penrose, 1959; Rumelt, 1974). Relatively few
of these studies, however, have explored the effect
of a firm’s performance as a factor in the deci-
sion to enter new markets. These few studies have
mainly focused on the effect of poor performance on
the propensity of firms to enter new markets. They
have argued that poor performance, which is often
a result of failure to cope with competition in cur-
rent markets, or the result of a decline in demand for
a firm’s existing products/services, may motivate
firms to search for new markets (new alternatives)
for their existing resources (e.g., Campa and Kedia,
2002; Matsusaka, 2001; Miller, 2004). Rumelt
(1974) called this situation “the escape paradigm.”
Poor performance may also motivate firms to enter
new markets for other reasons, such as gaining
access to resources unavailable in their existing
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markets that may help them compete in a better way.
Studies that have examined the effect of firm

performance on the probability of entering new
markets have usually operationalized firm perfor-
mance using its actual values. That is, they consider
absolute performance. New insights can be drawn,
however, from the behavioral perspective, and
specifically, from the behavioral theory of the firm
(BTOF) (Cyert and March, 1963). Key to this
perspective is the insight that absolute levels of
performance are less meaningful than performance
relative to some reference point that actors (man-
agers) aspire to meet or exceed (e.g., Cyert and
March, 1963; Fiegenbaum, Hart, and Schendel,
1996; Greve, 2003b; March and Shapira, 1992;
Mishina et al., 2010). According to this perspective,
using actual values as a measure of firm perfor-
mance does not provide a clear delineation of good
or poor performance (Greve, 2003b).1 Instead, man-
agers look to benchmarks to form their decisions,
such as firm performance relative to historical or
peer performance. They evaluate firm performance
as a positive or negative deviation from target or
goal (aspiration), and this deviation affects their
behavior.2 We believe that it is this relative perfor-
mance that drives the decision to enter new markets.

As implied above, relatively little is known about
the effect of performance relative to aspiration level
(i.e., performance feedback) on the decision to enter
new markets. To the best of our knowledge, only
two studies have empirically examined this issue.
Chang (1996) has studied entry into new product
markets, but has not found support for his hypothe-
sis that the poorer the performance relative to aspi-
ration level, the more likely it is that firms will enter
new product markets.3 Lin (2014) has examined
entry into new countries (i.e., enlarging geographic
scope) and has found support for her hypothesis
that the more an organization’s performance falls
below its aspiration, the greater the probability that
it will enter new geographic markets. With regard

1 For example, for a firm that has historically been achieving a
15 percent return on assets, a 5 percent return may mark the lowest
point in its performance record. In contrast, for a firm with a poor
performance history, a five percent return on assets may be a great
achievement.
2 The difference between actual performance and aspiration level
is called the attainment discrepancy, which is considered negative
if firm performance falls short of the level of aspiration, and
positive, if it rises above the level of aspiration (Lewin et al.,
1944).
3 It should be noted that Chang (1996) has not used a spline
specification to capture performance below and above aspiration.

to performance above aspiration levels, Lin has not
found conclusive results. In short, the effect of per-
formance below aspiration level, and particularly,
above it on the decision to enter new markets is
still not clear. Furthermore, some scholars have sug-
gested that when decision makers, or their firms, are
well below or well above their aspiration level, they
may change their search behavior (e.g., Audia and
Greve, 2006; Harris and Bromiley, 2007; Hu, Blet-
tner, and Bettis, 2011; March and Shapira, 1992;
Shimizu, 2007). However, we are unaware of any
research that has studied the effects of large dis-
crepancies between firm performance and aspira-
tion level (i.e., well below or well above aspiration
level) on a firm’s propensity to enter new markets.4

Thus, the following questions remain unanswered:
(1) Does firm performance relative to aspiration
level, either below or above it but still in the neigh-
borhood of aspiration, affect entry into new markets,
and if so, in what way? (2) What are the effects of
large discrepancies between firm performance and
aspiration level (i.e., well below or well above aspi-
ration level) on a firm’s propensity to enter new
markets?

To answer the above questions, we also draw on
the resource-based view (Penrose, 1959; Peteraf,
1993; Wernerfelt, 1984). The resource-based view
(RBV) suggests three main motivations for entering
new markets: (1) searching for better alternatives
for existing resources (e.g., Helfat and Eisen-
hardt, 2004; Matsusaka, 2001; Penrose, 1960);
(2) searching for a way to utilize excess resources
(e.g., Chatterjee, 1990; Morck and Yeung, 1991;
Penrose, 1959; Teece, 1982); and/or (3) searching
for new resources to help cope with challenges
in existing markets (e.g., Hitt et al., 2006). The
RBV complements the BTOF by explaining, based
on the above three motivations, specifically why
the propensity to enter new markets may either
increase or decrease in both underperforming firms
(in the neighborhood of aspiration and well below
it) and outperforming firms (in the neighborhood
of aspiration and well above it).

The present study makes two contributions. Its
primary contribution is to the literature on entry
into new markets. It provides support to the role of
performance feedback in affecting the decision to

4 Note that the studies that have used absolute performance to
examine the effect of prior firm performance on the decision to
enter new markets have not distinguished between poor and “very
poor” and good and “very good” performance.
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enter new markets, and demonstrates that the dif-
ference between performance and aspiration has a
nonlinear influence on firm behavior. More specif-
ically, it shows an inverted U-shaped relationship
between performance below the aspiration level and
the probability of firms to enter new markets and
a similar relationship between performance above
aspiration level and the probability of firms to enter
new markets. That is, when firms are well below or
well above their aspiration level, they significantly
change their behavior.

The current study also contributes to the BTOF
literature in more thoroughly delineating the effect
of performance relative to aspiration level on man-
agerial decisions. Most studies that have examined
the effect of performance relative to aspiration level
on various managerial decisions have not distin-
guished between situations that are in the neigh-
borhood of aspiration level and those that are well
below or well above it. Accordingly, they have usu-
ally modeled the effect as a modified spline func-
tion (linear above and below aspiration level, but
with potentially different slopes). Only a handful of
studies have empirically distinguished between sit-
uations in the neighborhood of aspiration level and
situations that are well below or well above it, and
consequently, have used nonlinear functions (e.g.,
Lehman et al., 2011; Shimizu, 2007). To the best of
our knowledge, they have done this solely for per-
formance below aspiration. The present article joins
these studies and demonstrates that there is a differ-
ence between the effect of performance above aspi-
ration, while in the neighborhood of aspiration, and
the effect of performance well above aspiration on
the behavior of decision makers. Hence, it extends
the BTOF to apply not only to situations that are
well below aspiration level, but also to situations
that are well above it.

THEORY AND HYPOTHESES

As mentioned above, we are interested not only in
situations that are in the neighborhood of aspiration
level (below and above), but also in situations
that are well below or well above aspiration level.
Accordingly, we divide the theory section into four
parts: (1) performance below aspiration still in the
neighborhood of aspiration level; (2) performance
below aspiration while well below aspiration level;
(3) performance above aspiration still in the
neighborhood of aspiration level; and (4)

performance above aspiration while well above
aspiration level. Below, we discuss each of these
situations in turn.

Performance below aspiration still in the
neighborhood of aspiration level

According to the BTOF, failure to reach an aspira-
tion level leads to a search for action to help improve
firm performance (e.g., Cyert and March, 1963;
Greve, 2003b; Lant, Milliken, and Batra, 1992).
The BTOF calls this kind of search “problemistic
search.” It is an effort to identify alternatives to
current activities that resolve performance short-
falls. Moreover, scholars adhering to the BTOF have
argued that performance below aspiration level not
only makes decision makers search for solutions,
but also makes them more likely to accept risky
solutions (Baum et al., 2005; Greve, 2003a), such as
entering new markets. The literature has shown that
as firm performance falls below aspiration, there is a
probable increase in organizational change (Greve,
1998), strategic reorientation (Lant et al., 1992), and
risk taking (e.g., Bromiley, 1991).

Although the BTOF suggests that failure to reach
aspiration level leads to a search for action to help
raise firm performance and accept seemingly risky
solutions, it does not explain specifically why entry
into new markets takes place. An explanation for
that can be found in the RBV, which suggests
that entry into new markets can help firms address
weaknesses and unfavorable movements in demand
conditions (Anand and Singh, 1997; Penrose, 1959;
Peteraf, 1993; Wernerfelt, 1984). More specifically,
the RBV suggests that poor performance, often the
result of failure to cope with competition in current
markets or the result of a decline in demand for
a firm’s existing products/services, may motivate
firms to search in new markets for: (1) better
alternatives for their existing resources (e.g., Helfat
and Eisenhardt, 2004; Matsusaka, 2001; Penrose,
1960); (2) a way to utilize their excess resources
(e.g., Chatterjee, 1990; Morck and Yeung, 1991;
Penrose, 1959); and/or (3) new resources that can
help them cope with the challenges in their existing
markets (e.g., Hitt et al., 2006).

The first motive, searching in new markets for
better alternatives for existing resources, is based
on the assumption that firms have an incentive to
use their existing resources as profitably as possi-
ble (Mahoney and Pandian, 1992; Penrose, 1959).
Most resources, such as production capacity and
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managerial time and attention, must normally be
allocated among alternative markets. Hence, the use
of these resources in one market usually precludes
their use in other settings, making them subject to
opportunity costs. Levinthal and Wu (2010) named
them “non-scale free resources/capabilities.”5 It
should be noted that as long as “non-scale free
resources” are not being fully used in current mar-
kets, that is, they are in excess, allocating them to
new markets is not subject to opportunity costs.6

Opportunity costs depend on the relative value of
the resources in question between the existing uses
and the new ones. When firm performance is poor,
opportunity costs to transfer resources to new mar-
kets are relatively low (Wu, 2013). In other words,
when the existing resource-market position is less
likely to be the most profitable option, redeploying
firm resources into new markets may help raise firm
performance (Helfat and Eisenhardt, 2004; Mat-
susaka, 2001; Penrose, 1959; Wernerfelt, 1984).7

The second motive, searching in new markets for
a way to utilize excess resources, is also based on
the assumption that firms have an incentive to use
their existing resources as profitably as possible.
These excess resources, as mentioned above, are
not subject to opportunity costs. Excess resources
represent the difference between the resources cur-
rently possessed by a firm and the resource demand
of the current ongoing business (Mishina, Pollock,
and Porac, 2004; Penrose, 1959). Failure to cope
with competition in current markets and/or a decline
in demand for a firm’s existing products/services
may often result in a decline in firm performance
and the creation of excess resources, such as excess
production capacity and excess distribution capac-
ity. Excess resources motivate firms to find a way
of using them more fully, including by expansion
into new markets (Chatterjee, 1990; Mahoney and
Pandian, 1992; Penrose, 1959, 1960; Teece, 1982).

The third motive for poorly performing firms to
enter new markets is searching for new resources
that can help these firms cope with the challenges in

5 Resources and capabilities are used interchangeably in this
article.
6 Some resources, such as brand name or patent, may have a
public good-like quality. For them, issues of opportunity costs and
resource allocation are inconsequential since they can always have
“excess capacity.” Levinthal and Wu (2010) named them “scale
free resources/ capabilities”.
7 Redeployment of resources means withdrawing resources from
one economic activity (e.g., one product market) and transferring
them to another (e.g., Helfat and Eisenhardt, 2004; Sakhartov and
Folta, 2014).

their existing markets. Examples might be gaining
access to resources unavailable in the firm’s exist-
ing markets like natural resources or raw materi-
als, obtaining access to lower-cost resources such
as unskilled labor, and gaining access to new knowl-
edge or competences.

Based on the BTOF, specifically on the prob-
lemistic search reasoning and the argument that
negative attainment discrepancy makes decision
makers more likely to accept risky choices, and on
the RBV reasoning described above, we propose
that as performance falls below aspiration, in the
neighborhood of aspiration level, a firm’s probabil-
ity of entering new markets increases. However, we
believe that as performance falls farther and farther
below aspiration, at a certain point, the increase in a
firm’s probability of entering new markets reaches
an apex after which it decreases. In other words,
we posit that there is an inverted U-shape relation-
ship between negative attainment discrepancy and
the probability of entering new markets. The follow-
ing subsection presents the theoretical arguments
for the decrease in a firm’s probability of entering
new markets well below aspiration level.

Performance below aspiration while well below
aspiration level

Large negative attainment discrepancy indicates a
very low “match” between a firm’s resources and
the markets in which it operates. That is, it sig-
nals low productivity of resources. It is reasonable
to assume that firms in this situation would have
difficulty finding relevant new markets (new oppor-
tunities) in which to redeploy their resources, or
exploit their underutilized excess resources. In addi-
tion, customers in new markets and owners of com-
plementary resources in these markets have little
incentive to do business with poorly performing
firms whose future might be uncertain. Poor pro-
ductivity of resources also greatly limits the search
advisability in new markets for resources that can
help poorly performing firms cope with challenges
in their existing markets. Ceteris paribus, the lower
the value of a firm’s resources in its current mar-
kets, the higher the costs of acquiring the additional
resources needed to cope with the challenges in
these markets. In this situation, the appropriate strat-
egy may often be liquidation (Helfat and Peteraf,
2003; Matsusaka, 2001).

Another explanation for the decrease in the prob-
ability of entering new markets where there is
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a large negative attainment discrepancy could be
found in the BTOF literature. Since falling farther
away from a target and coming closer to extinc-
tion are generally positively correlated, the effect
of failure on the propensity to enter new markets
appears to depend on whether the decision makers’
attention is focused on their hopes or on their fears
(March and Shapira, 1992). That is, it depends on
whether decision makers perceive a negative attain-
ment discrepancy as a repairable gap or as a threat
to survival (Audia and Greve, 2006). Firms that are
in danger of not surviving are more likely to tighten
their controls, conserve resources, repeat previous
actions, reduce willingness to take risks, and avoid
new activities, such as entering new markets (Chen
and Miller, 2007; D’Aveni, 1989; Staw et al., 1981).
March and Shapira (1987, 1992) proposed that deci-
sion makers do not direct their attention to a sin-
gle reference point. Rather, they switch their focus
between aspiration and survival levels, and then end
up selecting one of them to focus on and guide their
decision. That is, in the current context, a decrease
in performance below aspiration leads to an increase
in the propensity to enter new markets if the focus is
on the aspiration level, but leads to a decrease in the
tendency to enter new markets if the focus is on the
survival point. March and Shapira (1987, 1992) fur-
ther suggested that decision makers are more likely
to focus on the reference point most proximate to
their current position. Hence, as a firm falls farther
and farther below its target, its managers will tend
to focus on survival, and therefore, the probability
of entering new markets will fall.

Furthermore, entry into new markets generally
involves a high initial investment, which is at least
partially specific to the market in question, and
therefore, involves sunk costs (Chatterjee, 1990;
Johanson and Vahlne, 1977; Lu and Beamish,
2004). Usually, this up-front investment can be
recouped only after a certain period of activity in
the new market (Grant et al., 1988). That is, invest-
ments in new markets usually bear fruit only in the
long run. Firms that focus on survival tend to pay
particular attention to short-run performance issues
(D’Aveni, 1989), and therefore, are less likely to
enter new markets.

In conclusion, based on the arguments that as
performance falls below aspiration, in the neigh-
borhood of aspiration level, a firm’s probability of
entering new markets increases, and the arguments
that after a certain point, as performance falls farther
and farther below aspiration, a firm’s probability

of entering new markets decreases, we hypothesize
that:

Hypothesis 1 (H1): There is a curvilinear rela-
tionship between negative attainment discrep-
ancy and the probability of entering new markets.
Specifically, as performance falls below aspira-
tion, a firm’s probability of entering new markets
increases up to a certain point after which this
relationship decreases (i.e., there is an inverted
U-shape relationship).

Figure 1 illustrates the curvilinear relationship
between negative attainment discrepancy and the
probability of entering new markets. In the neigh-
borhood of aspiration level, as performance falls
below aspiration, the probability of entering new
markets increases. After a certain point, as perfor-
mance falls farther and farther below aspiration, the
probability of entering new markets decreases.

Performance above aspiration still in the
neighborhood of aspiration level

Once a firm achieves its performance targets, the
motivation for problemistic search goes down, and
managers are more likely to become risk averse
(Greve, 1998, 2003b; Iyer and Miller, 2008). This
logic has received support in several empirical
studies. Scholars have found, for example, that as a
firm’s performance rises above aspiration, there is a
decrease in the probability of organizational change
(e.g., Audia, Locke, and Smith, 2000; Greve, 1998),
risk taking (e.g., Wiseman and Bromiley, 1996), and
R&D search intensity (e.g., Greve, 2003a).

The RBV complements the above argument and
explains specifically why the probability to enter
new markets may go down as performance exceeds
aspiration level. The explanation consists of three
parts. First, as performance rises above aspiration,
the opportunity costs to transfer resources to new
markets usually increases. In other words, when
firm performance is relatively good, which indicates
a satisfactory “match” between a firm’s resources
and the markets in which it operates, redeploying
resources into new markets may be less reward-
ing than using them in current markets (Matsusaka,
2001). Second, performance above aspiration level,
which often results from successfully competing in
current markets and/or an increase in demand for a
firm’s existing products/services, usually involves a

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 1416–1434 (2017)
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Figure 1. Hypothesized effects of negative and positive attainment discrepancy on a firm’s probability of entering new
markets

highly efficient use of “non-scale free resources,”
such as production and distribution capacity. That
is, there are fewer non-scale free excess resources.
Hence, it is reasonable to assume that as perfor-
mance exceeds aspiration, the motivation to search
in new markets for a way to utilize these excess
resources goes down. Third, it is also reasonable
to assume that as performance exceeds aspiration
level, a firm’s motivation to search in new markets
for new resources to help it cope with the challenges
in its existing markets goes down.

Notwithstanding the above, according to the
RBV, there is another compelling motive that may
induce outperforming firms to enter new mar-
kets. As noted above, performance above aspi-
ration points to a relatively good position for a
firm’s resources. That is, a good “match” between
a firm’s resources and the markets in which it oper-
ates. In many cases, the resources that underlie
this good “match” have a public good-like qual-
ity. For these resources, issues of opportunity costs
and resource allocation are inconsequential since
they can always have “excess capacity.” Levinthal
and Wu (2010), as mentioned previously, named
them “scale free resources/capabilities.” Examples
of such resources are brand name, patents, or rela-
tionships with customers. The existence of a pool of
underutilized resources may motivate firms to find
a way of using them more fully by entering into
new markets (e.g., Chatterjee, 1990; Mahoney and
Pandian, 1992; Morck and Yeung, 1991; Penrose,
1959, 1960; Teece, 1982). However, the existence
of underutilized resources is not a sufficient condi-
tion for entering new markets. These resources must
also be valuable and endow the firm with a positive

marginal return from entering a new market (Helfat
and Lieberman, 2002). As implied above, the posi-
tive attainment discrepancy indicates that this might
be the case, that is, that the resources might be valu-
able. The larger the positive discrepancy between
firm performance and aspiration level, the stronger
the indication.

A similar reasoning can be found in the BTOF. It
is based on slack search. Slack has been defined as
“the difference between the potential performance
of an organization and the performance actually
achieved” (Levinthal and March, 1981: 309). Slack
search occurs when potential performance exceeds
actual performance, that is, when a firm’s resources
are not fully used. According to the BTOF, slack
increases the probability of experimentation, which
can result in identifying and pursuing new opportu-
nities (Iyer and Miller, 2008; Levinthal and March,
1981). Moreover, the presence of excess resources
also appears to affect risk taking. Where organiza-
tional slack is plentiful, it tends to lead to relaxation
of control and increased experimentation, and thus,
to relatively high levels of risk taking (March and
Shapira, 1992; Singh, 1986). That is, initiatives
previously deemed too risky, including entries into
new markets, are likely to be approved. Because
slack is normally present in relatively successful
firms, the BTOF has proposed that these firms, and
not just relatively unsuccessful ones, are expected
to invest in innovative activities (Cyert and March,
1963: 189; Levinthal and March, 1981: 314; Pitelis,
2007: 480).

While the BTOF explains why slack may enable
experimentation among outperforming firms, such
as entering into new markets, it does not explain

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 1416–1434 (2017)
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why slack may actually induce experimentation
(Pitelis, 2007: 480). Such an explanation is pro-
vided by the RBV. More specifically, as mentioned
above, the RBV claims that the existence of a
pool of underutilized resources, primarily, scale free
resources, motivates firms to find a way of using
them more fully, including by entering new mar-
kets. This is because they can provide services at
near-zero or relatively low marginal costs since they
have already been hired to provide services for a
specific amount of time (Pitelis, 2007). This argu-
ment is based on the assumption that, in general,
firms pursue maximum feasible long-term profits
(Penrose, 1959).

The above arguments are based on the utilization
of scale free/slack resources. However, even if a new
market entry is based on exploitation of scale free
resources, it normally requires the use of additional
resources that are subject to opportunity costs, such
as managerial time and attention, to complement
the scale free resources. Recent empirical work has
provided suggestive evidence that this is usually
the case. It has shown that, ordinarily, there are
opportunity costs when entering into new markets.
Roberts and McEvily (2005), for example, have
found that entering a new pharmaceutical product
market reduces a firm’s performance in its current
markets. Similarly, Wu (2013) has shown that prod-
uct diversification is associated with a performance
decrease in current markets. Yet, in the neighbor-
hood of aspiration level, these costs are relatively
low, which means that it is possible to find a bet-
ter alternative (i.e., market) for resources that are
subject to opportunity costs. In other words, in the
neighborhood of aspiration level, the relatively low
opportunity costs may allow expansion into new
markets that is based on the use of valuable scale
free resources.

Based on the above arguments, we propose that
as performance rises above aspiration, in the neigh-
borhood of aspiration level, a firm’s probability
of entering new markets increases. However, we
believe that as performance rises farther and farther
above aspiration, at a certain point, the increase in a
firm’s probability of entering new markets reaches
an apex after which it decreases. In other words,
we posit that there is an inverted U-shape relation-
ship between positive attainment discrepancy and
the probability of entering new markets. The follow-
ing subsection presents the theoretical arguments
for the decrease in a firm’s probability of entering
new markets well above aspiration level.

Performance above aspiration while well above
aspiration level

As mentioned above, even if a new market entry
is based on the exploitation of scale free resources,
such entry usually requires the use of resources that
are subject to opportunity costs to complement the
scale free resources. Large positive attainment dis-
crepancy indicates a very good “match” between a
firm’s resources and the markets in which it oper-
ates. It is reasonable to assume that a firm with
such a relatively good match will have difficulty
finding relevant new opportunities (i.e., alternative
markets) for resources that are subject to opportu-
nity costs, such as managerial time and attention. In
other words, any alternative resource-market posi-
tion is more likely to be inferior to the existing one,
since the opportunity costs to use these resources
in other markets are very high. In fact, for firms
that are well above aspiration level, these resources
are likely to constitute a “bottleneck” constraining
expansion into new markets. It is therefore reason-
able to assume that entering into new markets may
harm the performance of at least some of the firms
whose performance is well above their aspiration
level.

In conclusion, based on the arguments that as
performance rises above aspiration, in the neigh-
borhood of aspiration level, a firm’s probability of
entering new markets increases, and the arguments
that after a certain point, as performance rises far-
ther and farther above aspiration, a firm’s probabil-
ity of entering new markets decreases, we hypothe-
size that:

Hypothesis 2 (H2): There is a curvilinear rela-
tionship between positive attainment discrep-
ancy and the probability of entering new markets.
Specifically, as performance rises above aspira-
tion, a firm’s probability of entering new markets
increases up to a certain point after which this
relationship decreases (i.e., there is an inverted
U-shape relationship).

Figure 1 also illustrates the curvilinear relation-
ship between positive attainment discrepancy and
the probability of entering new markets. In sum,
we propose that there is a curvilinear relationship
between both negative and positive attainment dis-
crepancy and a firm’s probability of entering new
markets.

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 1416–1434 (2017)
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DATA, MEASURES, AND METHODS

Data and time frame

Our primary sources of data are the annual Com-
pustat database, the Compustat segment (markets)
database, and firms’ annual financial statements.
As mentioned above, our main objective for this
study is to examine the effect of performance feed-
back, and particularly, large discrepancies between
firm performance and aspiration level on the prob-
ability of entering new markets. It usually takes
a fair amount of time, generally several years,
for firms to respond to such feedback. We use
a two-year window to observe entry into new
markets because firms’ annual segment reports,
under the Statement of Financial Accounting Stan-
dards (SFAS 131) defined in 1997, present com-
parisons of sales in each specific segment only
two years back. That is, we are restricted in our
ability to analyze longer periods of time such as
three or four years. To enlarge our sample and to
ensure that our results will not be influenced by
specific-year effects, we use five time windows:
1999–2001, 2001–2003, 2003–2005, 2005–2007,
and 2007–2009, that is, 1999, 2001, 2003, 2005,
and 2007 are the five base years. We retain firms
that are incorporated in the U.S.A. We focus on
American firms to ease interpretation of the results
since the sample is derived from a single home mar-
ket. We select manufacturing firms (North Ameri-
can Industrial Classification System [NAICS] code
311111–339999) with base-year sales greater than
$15 million in order to avoid the problem of com-
paring very small firms with relatively small seg-
ments to much larger firms with larger segments.
We eliminate observations for which the total of
either the product or the geographic segment sales
is not within one percent of the total reported firm
sales for that year. This requirement ensures that
all firm sales are allocated to individual product
and geographic segments. Eventually, we are left
with 3,926 observations (1,413 different firms),
of which 362 are instances of entry into new
markets (9.2%).

Variables

Dependent variable

The dependent variable is Entry into new marketst
(product and geographic). It is a binary indicator
equal to one if the firm adds at least one new market

during a time window, and zero otherwise.8 To
identify whether a firm has added a new market, we
manually compared the list of segments of each firm
in its annual report of the last year in a given time
period to its list of segments in the base year of the
period.

Independent variable

As mentioned above, the BTOF asserts that man-
agers evaluate firm performance as a positive or
negative deviation from target (aspiration), and this
deviation affects their behavior (Cyert and March,
1963; Greve, 2003b). The BTOF stresses two types
of comparisons. The first is a comparison with the
firm’s own performance history (Cyert and March,
1963; Levinthal and March, 1981). A firm’s recent
performance history is a benchmark against which
the firm evaluates its current performance. Past
performance is an indicator of how well a firm
can perform and can easily become a standard for
how well a firm should perform (Greve, 2003b).
The second is a social comparison with the per-
formance of comparable others (Cyert and March,
1963; Festinger, 1954). In this case, the recent
performance of comparable firms is the benchmark
against which a firm evaluates its current level of
performance. This raises the question: What is the
reference group to which the focal firm compares
itself? For example, firms might choose to compare
themselves to subgroups in their industry based
on size, technology, or strategy, or may even com-
pare themselves to corresponding firms in other
industries. In general, external observers (such
as researchers) may have difficulty ascertaining
the appropriate social referent point (Washburn
and Bromiley, 2012). This difficulty is probably
one of the main reasons that studies using social
comparison have reported results that are consid-
erably less consistent compared to studies based
on past performance (historical) aspiration (Boyle
and Shapira, 2012). Following this observation
about social aspiration, and similar, for example,
to Vidal and Mitchell (2015), and Moliterno and
Wiersema (2007), we focus in this study on com-
paring firm performance with its own performance
history.

8 Because the average number of new markets in a given two-year
window is relatively low (1.32), we have coded one or more entries
into markets during a period as an event. For robustness test, we
used the number of new markets as our dependent variable and
re-estimated the models. The main results did not change.
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The difference between a firm’s actual perfor-
mance and its own performance history, that is, a
firm’s attainment discrepancy, is our independent
variable. Firm performance was measured in period
t–1 (the base year), and the aspiration level was
obtained from the period (t–2) (one year prior to
base year). The decision to enter new markets is
usually taken by corporate managers. Thus, over-
all performance measures, such as return on assets
(ROA) and return on sales (ROS), may be relevant to
these managers as they assess performance relative
to aspiration (Gavetti et al., 2012). We have cho-
sen ROA (calculated as net income divided by total
assets) as our preferred performance proxy, because
ROA gives comparability across studies since it is
the most common measure in studies of perfor-
mance effects on change and risk taking (Greve,
2010), including in the two studies that have exam-
ined the effect of performance feedback on entering
new markets (Chang, 1996; Lin, 2014).9

In our hypotheses, we conjecture that when firms
are well below or well above aspiration level, they
change their search behavior. That is, we hypothe-
size that the relationship between both negative and
positive attainment discrepancy and a firm’s prob-
ability of entering new markets is curvilinear. To
examine these propositions, we include a quadratic
of firms’ negative/positive attainment discrepancy
in our models.

Control variables

We control for firm size, firm age, firm’s degree of
product and geographic search experience, industry
growth rate, and industry concentration. Similar
to, for example, Mishina et al. (2010), we opera-
tionalize firm size (Sizet–1, in logarithmic form) as
the number of employees in a firm (in thousands).
Previous studies have shown that a firm’s size may
influence its willingness to enter new markets (e.g.,
Chang, 1996) and also decision makers’ risk toler-
ance (Audia and Greve, 2006). Controlling for age
(Aget–1, in logarithmic form) is important because
older firms have more experience, and the oppor-
tunity to experiment with different levels and types
of resources. A firm’s degree of product and geo-
graphic search experience may affect its propensity
to enter new markets. As a firm’s scope in a specific

9 For robustness test, we used ROS (calculated as net income
divided by sales) and EBITDA (calculated as EBITDA divided
by sales) instead of ROA. The main results did not change.

domain increases, it is reasonable to assume that it
accumulates more domain-specific search routines
(Ref, 2015). Our proxies for these two variables
are the number of product and geographic markets
that each firm served in the base year, denoted
as Product search experiencet–1 and Geographic
search experiencet–1, respectively. Previous studies
have also argued that firms operating in industries
characterized by few growth opportunities tend to
expand by entering new markets (e.g., Delios and
Beamish, 1999). In other words, in industries with
slow growth rates, entry into new markets may be
the only prospect for improving the profitability
of the firm. Industry growth rates (Growtht–1) are
obtained from the Annual Survey of Manufacturers
by the U.S. Census Bureau and are allowed to
be negative. Exploitation of market power may
constitute another motivation for expansion into
new markets (Montgomery, 1994). Therefore, we
also control for industry concentration. Market
concentrations were obtained from the Economic
Census by the U.S. Census Bureau, and report
the Herfindahl-Hirschman indexes (HHIt–1) for
the 50 largest companies in each industry. We
normalize the data to range between zero and one,
where zero represents perfect competition and one
represents monopoly. As mentioned above, we use
five periods of time; therefore, we include four
dummy variables to take into account any time
trends.

Similar to previous studies (e.g., Mishina et al.,
2004; Ref, 2015), we investigate the entry into new
markets of a sample of firms over a particular time
period, as a function of their slack/excess resources
at the beginning of that period. Slack/excess
resources represent the difference between the
resources currently possessed by a firm and the
resource demand of the current ongoing business
(Greve, 2003a; Nohria and Gulati, 1996; Penrose,
1959). Because resource demands of current ongo-
ing business are unobserved, following previous
studies (e.g., Mishina et al., 2004), we use the
median value of the firm’s industry as a proxy for
resource demands of current ongoing business.10

10 Industries are defined at the six-digit industry level in the
NAICS, conditional on a minimum of 15 firms in the six-digit
code. If there are less than 15 firms, then we define an industry
based on the five-digit industry codes. If there are less than 15
firms under this definition, then we move to four-digit codes and
so forth. The 15 firm minimum is required in order to have a fairly
accurate measure of the median industry values. For robustness
test, we changed the minimum condition of 15 firms to 10 and
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The value of a firm’s slack/excess resources was
calculated as the difference between resources
at the firm’s level and the median core industry
values. Positive values indicate the existence of
slack/excess resources and negative values indicate
shortages in resources. Moreover, in using industry
medians, we also take industry-level differences in
resource requirements into account. We use several
proxies for slack/excess resources:

First, we use two variables to capture slack/
excess financial resources. The first proxy is a
firm’s Available financial resourcest–1. It is based
on a firm’s current ratio and calculated as a firm’s
current assets divided by current liabilities minus
the median core industry value. Current ratio mea-
sures whether or not a firm has enough resources to
pay its debts over the following months. The second
proxy is Potential financial resourcest–1. It is based
on a firm’s leverage and is calculated as total liabili-
ties divided by shareholder equity minus the median
core industry value. Leverage captures the firm’s
borrowing ability. A firm with a high debt-to-equity
ratio has a relatively low ability to obtain addi-
tional funds through incurring debt, and thus, has
little slack/excess. Second, for production excess
capacity (CAPt–1), similar to Kumar (2009), our
proxy is a firm’s net property plan and equipment
normalized by sales, relative to its core industry
net property plan and equipment normalized by
core industry sales. Third, for excess technological
competencies (R&Dt–1), our proxy is the difference
between a firm’s R&D intensity (R&D expenses
divided by sales) and the industry median value.

Models

As mentioned above, the dependent variable is a
binary indicator equal to one if a firm adds at least
one new market during a time window, and zero
otherwise. Hence, we use a probit model to predict
the probability of entering new markets in a given
two-year window.11,12 As estimated coefficients are

re-estimated the models. The main results did not change. In
analyses not reported here, we used the mean of the firm’s industry
instead of the median as a proxy for the resource demand and
re-estimated the models. The results did not change.
11 For robustness test, we used the logit model instead of the
probit. The results did not change.
12 As mentioned above, our database includes five time windows.
Taking the full data set about 16 percent of the firms appear
in all five windows, about 18 percent appear in four, about
20 percent appear in three, another 20 percent appear in two, and

not obvious to interpret in the probit model (other
than the sign and statistical significance), we present
average marginal effects (in Table 2, and Figures 2
and 3) that reflect the impact of changing the
independent variable by one unit on the probabil-
ity that the firm chooses to enter new markets.13

We estimate a model allowing for different attain-
ment discrepancy marginal effects depending on
whether firms were performing below or above their
aspiration level while all other marginal effects were
constrained to be equal across all firms (a spline
approach). We also use the split approach (separate
regressions for underperforming and outperforming
firms), which is a more flexible approach that allows
for all the parameters to vary between under- and
outperforming firms. In addition, we note that stan-
dard errors are clustered by firm.

RESULTS

Table 1 presents descriptive statistics and correla-
tions for the sample. On average, the firms in the
sample are 38.1 years old (Aget–1), have 7.16 thou-
sand employees (Sizet–1), and have 1.97 product
markets (Product search experiencet–1) and 3.29
geographic segments (Geographic search experi-
encet–1) in the base year. Although not presented
here, conditional on adding a new market, the aver-
age number of new markets in a given time period
is 1.32, and the maximum is 5.

Table 2 presents the average marginal effects
from the probit regressions for underperforming
and outperforming firms. As mentioned above,
we use both the spline approach and the split
approach. Model 1 presents the results for the
spline approach, and Models 2 and 3 present the

the remaining 26 percent appear only once. However, we do not
make use of panel data techniques in our analysis for a number
of reasons. First, because we need at least two observations per
firm, we lose a significant number of observations when moving
to panel data techniques. Moreover, because we further divide our
data set into subcategories based on our independent variables (the
split approach), the necessity to have at least two observations
within each subcategory becomes particularly stringent.
13 The average marginal effect for a variable x is generated by first
calculating the marginal effect for each firm using their specific
value of x and then averaging over the entire sample. This is in
contrast to evaluating the marginal effect at the mean value of x.
The advantage of the former methodology is that we do not have
to take a stand on whether the mean value of x is representative of
a typical firm, that is, the mean value of x may not actually exist
in the sample (Hoetker, 2007). To the extent that x approximates
a normal distribution, the two methodologies give very similar
answers.
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Table 2. Average marginal effects from Probit regressions for underperforming and outperforming firms.a The dependent
variable is entry into new marketsb

Model 1 Model 2 Model 3
Spline

approach
Split approach—

underperforming firms
Split approach—

outperforming firms

1. (Performance-aspiration level)
t–1 < 0

−0.324 (0.000)c −0.302 (0.000)c

2. (Performance-aspiration level)
t–1 > 0

0.207 (0.002)c 0.163 (0.010)c

3. Sizet–1 (in logarithmic form) −0.014 (0.000) −0.011 (0.024) −0.017 (0.001)
4. Aget–1 (in logarithmic form) −0.016 (0.012) −0.017 (0.042) −0.013 (0.124)
5. Growtht–1 −0.047 (0.045) −0.060 (0.062) −0.043 (0.180)
6. HHIt–1 0.047 (0.034) 0.083 (0.003) 0.007 (0.811)
7. Available financial resourcest–1 0.002 (0.065) 0.005 (0.003) −0.003 (0.302)
8. Potential financial resourcest–1 0.000 (0.270) 0.000 (0.386) 0.000 (0.394)
9. CAPt–1 0.043 (0.030) 0.050 (0.053) 0.037 (0.274)
10. R&Dt–1 −0.053 (0.046) −0.090 (0.046) 0.015 (0.639)
11. Product search experiencet–1 0.010 (0.023) 0.006 (0.345) 0.014 (0.015)
12. Geographic search

experiencet–1

0.012 (0.000) 0.012 (0.000) 0.012 (0.000)

Number of observations 3926 1968 1958
Wald chi2 105.23 (0.000) 77.50 (0.000) 52.34 (0.000)

a P-values in parentheses. Period dummies are not shown.
b Entry into new markets is a binary indicator equal to one if the firm adds at least one new market during a time window, zero otherwise.
c Note that there is only one marginal effect for attainment discrepancy, not separate effects for attainment discrepancy and its quadratic
term. See Footnote 14.

results for the split approach. Model 2 shows
the results for underperforming firms, and Model
3, for outperforming firms. As mentioned in the
independent variable subsection, we hypothesize
that the relationship between both negative and
positive attainment discrepancy and a firm’s prob-
ability of entering new markets is curvilinear. To
examine these propositions, we include a quadratic
of firms’ negative/positive attainment discrepancy
in our models. The average marginal effect of
attainment discrepancy and its quadratic term
are shown in Table 2. It is noteworthy at this
point that there is only one marginal effect for
attainment discrepancy, and not separate marginal
effects for attainment discrepancy and its quadratic
term.

For underperforming firms, the attainment dis-
crepancy average marginal effects (Row 1) are both
negatively and significantly related to entry into
new markets (the p-values in both Models 1 and 2
are 0.000). For outperforming firms, the attainment
discrepancy average marginal effects (Row 2)
are both positively and statistically associated
with expansion into new markets (the p-values in
Models 1 and 3 are 0.002 and 0.010, respectively).
However, the average marginal effect presents only

one point of interest and does not tell us whether
the relationship between the independent variable
and the dependent variable is curvilinear. That is,
we hypothesize that certain values of attainment
discrepancy positively affect the probability of
entering new markets, while other values have a
negative impact. This behooves us to evaluate the
marginal effect of attainment discrepancy and its
quadratic term at a number of different values of
attainment discrepancy in order to measure how
the effect differs based on its magnitude. In other
words, we calculate the average marginal effect
of attainment discrepancy and its quadratic term
at different points along its range.14 Because each
value of attainment discrepancy provides a different
marginal effect, the most concise and aesthetic way

14 The average marginal effect with respect to x1, for example, is
equal to

1∕n

(
n∑
1

𝜑 (x′𝛽)
(
𝛽x1

+ 2𝛽x2
1
x1

))
,

where 𝜑 is the pdf of the normal distribution in the case of probit.
The marginal effect is evaluated for each observation and then the
average of these marginal effects is what we report in Table 2.
In the cases where we evaluate the marginal effect for specific
values of attainment discrepancy, we replace the observation’s
actual value of attainment discrepancy with the value of interest.
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Figure 2. Average marginal effects of firms’ negative
attainment discrepancy for firms that have entered new

markets with 90 percent confidence intervals15
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Figure 3. Average marginal effects of firms’ positive
attainment discrepancy for firms that have entered new

markets with 90 percent confidence intervals

to present these results is with a graph (Hoetker,
2007; Wiersema and Bowen, 2009).16 Figures 2 and
3 illustrate these average marginal effects for under-
performing and outperforming firms, respectively.17

Hypothesis 1 (H1) predicts that as performance
falls below aspiration, a firm’s probability of enter-
ing new markets increases up to a certain point after
which this relationship decreases (i.e., there is an
inverted U-shape relationship). Figure 2 presents

15 The average marginal effect in Figures 2 and 3 are for the
attainment discrepancy and its quadratic term at different points
along the range. In all figures, the percentages at the bottom of the
figures indicate the cumulative percentage of observations.
16 For brevity and aesthetic reasons, we present the results graph-
ically, but numeric tables (regression results) are available on
request.
17 Figures 2 and 3 are based on the split approach. For robustness
test, we drew the results based on the spline approach. The figures
obtained from the two approaches are nearly identical.
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Figure 4. The effect of negative attainment discrepancy
on the probability of underperforming firms to enter new

markets

the average marginal effects of firms’ negative
attainment discrepancy. In the neighborhood of
aspiration (the values on the right side of the graph
near zero), the average marginal effects are nega-
tive and statistically significant (at -0.01 the p-value
is 0.000, at -0.12 the p-value is 0.001, at -0.23 the
p-value is 0.004, and at -0.34 the p-value is 0.087).
The average marginal effects gradually increase as
the negative attainment discrepancy increases, and
after a certain point, they become positive and sta-
tistically significant (at -0.67 the p-value is 0.025, at
-0.78 the p-value is 0.001, and at -0.89 the p-value
is 0.000). That is, when the negative attainment
discrepancy is very large, underperforming firms
reduce their propensity to enter new markets. These
results strongly support H1.

Figure 4 depicts the effect of negative attain-
ment discrepancy on the probability of underper-
forming firms to enter new markets. The presenta-
tion method in this figure is slightly different from
the one used in Figure 2, but essentially it shows
the same information. Generally speaking, in close
proximity to the aspiration level (near zero), a firm’s
predicted probability to enter into a new market
is about six percent. As performance falls below
aspiration, the predicted probability increases. The
predicted probability reaches its peak at about
16 percent. Then it falls to a lower level than its level
in close proximity to aspiration level (near zero).

Hypothesis 2 (H2) predicts that as performance
rises above aspiration, a firm’s probability of
entering new markets increases up to a certain point
after which this relationship decreases (i.e., there is
an inverted U-shape relationship). Figure 3 shows
the average marginal effects of firms’ positive
attainment discrepancy. In the neighborhood of
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Figure 5. The effect of positive attainment discrepancy
on the probability of outperforming firms to enter new

markets

aspiration (the values on the left side of the graph
near zero), the average marginal effects are positive
and statistically significant (at 0.01 the p-value is
0.006, at 0.135 the p-value is 0.020, and at 0.26
the p-value is 0.044). The average marginal effects
gradually decrease as the positive attainment dis-
crepancy increases, and after a certain point, they
become negative and statistically significant (at
0.885 the p-value is 0.101, and at 1.01 the p-value
is 0.018). That is, when the positive attainment
discrepancy is very large, outperforming firms
reduce their propensity to enter new markets. These
results strongly support 2.18

Figure 5 depicts the effect of positive attain-
ment discrepancy on the probability of outperform-
ing firms to enter new markets. As in the case of
Figure 4, the presentation method in this figure is
slightly different from the one used in Figure 3, but
essentially it shows the same information. Gener-
ally, in close proximity to the aspiration level (near
zero), a firm’s predicted probability to enter into
a new market is about seven percent. As perfor-
mance rises above aspiration, the predicted proba-
bility increases. The predicted probability reaches
its peak at about 13 percent. Then it falls to a level
roughly similar to its level in close proximity to
aspiration level (near zero).

Regarding the control variables (Table 2), as
mentioned above, Model 1 presents the results for

18 Hu et al. (2011) have used an S-shaped function in their simu-
lation for risk taking among outperforming firms. For robustness
test, we included cubic terms (X3) of firms’ negative and specifi-
cally positive attainment discrepancy in our models to test whether
the relationships are perhaps S-shaped rather than those that we
have reported. The results remained the same as those presented
above, thus providing stronger support for our hypotheses.

the spline approach in which the average marginal
effects are equal across all firms, and Models 2 and
3 present the results for the split approach, which
is a more flexible method that allows for all the
parameters to vary between under- and outperform-
ing firms. Thus, if firms above and below aspira-
tion differ in observable ways, the split approach
allows us to better control for these differences.
Firm size (Sizet–1), firm age (Aget–1), and indus-
try growth rate (Growtht–1) are negatively related to
entry into new markets (for underperforming firms
the p-values are 0.024, 0.042, and 0.062, respec-
tively. For outperforming firms the p-values are
0.001, 0.124, and 0.18, respectively). Exploitation
of market power (HHIt–1: Herfindahl-Hirschman
Index) is positively related to expansion into new
markets; however, there is a significant difference in
the p-value between underperforming firms (0.003)
and outperforming firms (0.811). This is an inter-
esting result because scholars have usually argued
that firms from more concentrated industries may
use their power to enter new markets (e.g., Mont-
gomery, 1994). Our results suggest that mainly
“unsuccessful” firms use this power, but not all
firms in an industry. Available financial resources
are positively related to expansion into new markets
for underperforming firms (the p-value is 0.003).
Excess in production capacity (CAPt–1) is positively
related to entry into new markets (for underperform-
ing firms the p-value is 0.053, and for outperforming
firms the p-value is 0.274). Excess in technologi-
cal competencies (R&Dt–1) is negatively related to
expansion into new markets for underperforming
firms (the p-value is 0.046), and positively related to
expansion into new markets for outperforming firms
(however, the p-value is 0.639). This is also an inter-
esting result because scholars have usually argued
that high technological capabilities may induce
firms to enter into new markets (e.g., Delios and
Beamish, 1999; Silverman, 1999). Our results may
suggest that, for underperforming firms, increasing
research and development efforts substitutes enter-
ing into new markets. Finally, a firm’s previous
product and geographic search experience is gen-
erally positively related to entry into new markets.

DISCUSSION AND CONCLUSION

Our main objective for this study is to examine the
effect of performance feedback, and particularly,
large discrepancies between firm performance and
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aspiration level on the decision to enter new mar-
kets. We provide support to the role of performance
feedback in affecting the decision to enter new
markets, a factor that has received relatively little
attention in the extensive literature that has exam-
ined the inducements of such moves (e.g., Chatter-
jee, 1990; Delios and Beamish, 1999; Hitt et al.,
2006; Matsusaka, 2001; Montgomery, 1994; Pen-
rose, 1959). The results show that, as performance
falls below/rises above aspiration, a firm’s probabil-
ity of entering new markets increases up to a cer-
tain point after which this relationship decreases. In
other words, there is an inverted U-shape relation-
ship between performance both below and above
aspiration level and the probability of firms to enter
new markets. This shows that the tendency to enter
new markets is different for firms that are in the
neighborhood of aspiration level compared to those
that are well below or above it.

Despite the similarity in the effect of negative
attainment discrepancy and positive attainment
discrepancy on the probability of entering into new
markets, it seems that there are some differences
in firm behavior in the two situations. Specifically,
while in close proximity to aspiration level, the
predicted probability of under- and outperformance
firms to enter new markets is similar (see Figures 4
and 5), it seems that the inflection point for under-
performing firms is at a higher level compared to
the inflection point for outperforming firms. That is,
there is a steeper relationship between performance
relative to aspiration level and the probability of
firms to enter new markets for underperforming
firms. Furthermore, it seems that extreme negative
performance relative to aspiration level has a
more discouraging impact on the propensity of
firms to enter new markets than extreme positive
performance relative to aspiration level.19 These
results are consistent with the argument that
organizations’ decision makers react more strongly
to threats than to opportunities (Kahneman and
Tversky, 1979). Hence, they tend to be more open
to change when performance is below aspiration
but still in the neighborhood of aspiration level
than when performance is above aspiration but
still in the neighborhood of aspiration level (Baum

19 Because Figures 4 and 5 are derived from separate regres-
sions using different dependent variables, we cannot directly test
whether or not the graphs are statistically different. They are there-
fore meant to be suggestive of very interesting and different pat-
terns in the probability of entering new markets as a function of
attainment discrepancy.

and Dahlin, 2007). They also tend to be more
discouraged by a threat to survival (performance
well below aspiration level) than by difficulties in
finding relevant new opportunities for non-scale
free resources that are subject to opportunity costs
(performance well above aspiration level).

This study integrates key ideas from both the
BTOF and the RBV to gain new insights into the
effect of performance relative to aspiration level
on the decision to enter new markets. Although
the two theories are different, they do have some
similarities, and there is substantial scope for
cross-fertilization that has largely gone unnoticed
in the literature (Pitelis, 2007). We believe that
integrating these two theories can be a fruitful
path for future research, in particular, to help
us better understand organizational growth and
change.

As mentioned above, a handful of studies
(Chang, 1996; Lin, 2014) have examined the effect
of performance relative to aspiration level on the
decision to enter new markets. However, their
results were generally not conclusive. One possible
explanation for the difference between the signifi-
cant results of this study and the results of the above
studies may be related to the distinction we have
made between the neighborhood of aspiration level
and the areas that are far below and above it, and
accordingly, to the nonlinear relationships that we
have postulated between both negative and positive
attainment discrepancy, and a firm’s probability of
entering new markets. To corroborate the above
explanation we have re-estimated all of our models
using a linear-only version of attainment discrep-
ancy.20 Generally speaking, where attainment
discrepancy enters only linearly, we have found
an insignificant relationship between this variable
and the probability of underperforming and outper-
forming firms to enter new markets. However, as
mentioned above, when we have used a nonlinear
function, that is, when we have also included a
quadratic of firms’ negative/positive attainment
discrepancy in our models, we have found a
significant inverted U-shape relationship. That is,
an incompatible assumption about the shape of the
relationship may result in inconclusive results.

The use of a nonlinear relationship has broader
implications for the behavioral theory of the firm.
Most studies that have examined the effect of per-
formance feedback on managerial decisions have

20 The results are available on request.
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not distinguished between situations that are in
the neighborhood of aspiration level (below and
above) and situations that are well below or above it.
Accordingly, they have usually modeled the effect
as a modified spline function (linear above and
below aspiration level, but with potentially dif-
ferent slopes) (Harris and Bromiley, 2007). This
may explain why different studies that have exam-
ined the same phenomenon have found conflict-
ing results. For example, Greve (2003a) has found
that R&D intensity falls as performance increases
above aspiration, while Chen and Miller (2007)
have found that R&D intensity rises as perfor-
mance increases above aspiration. Similarly, this
may explain why some scholars have not found sup-
port for the BTOF logic and sometimes have even
found results that have contradicted their hypothe-
ses. For example, Iyer and Miller (2008) have found
that contrary to their hypothesis, as performance
falls below aspiration, the probability of an acquisi-
tion decreases. In all of these cases, the results may
stem from the fact that researchers have postulated
an incompatible assumption about the shape of the
relationship. Future research could replicate these
studies using nonlinear relations.

As implied above, only a handful of studies have
empirically distinguished between situations in the
neighborhood of aspiration level and situations that
are well below or above it, and consequently, have
used nonlinear functions (e.g., Lehman et al., 2011;
Shimizu, 2007). To the best of our knowledge,
these studies have done this only to examine the
effect of performance below aspiration level on
managerial decisions. The present article joins these
studies and demonstrates that there is a difference
between the effect of performance above aspiration
still in the neighborhood of aspiration and the
effect of performance well above aspiration on
managerial decisions. Hence, it extends the BTOF
to apply not only to situations that are well below
aspiration level, but also to situations that are well
above it.

While this article represents a step forward in
studying the factors affecting the decision to enter
new markets, our results also suggest several future
research opportunities. First, firms could use differ-
ent vehicles/modes of entry into new markets, such
as acquisition and internal development (e.g., Chat-
terjee, 1990; Martin and Salomon, 2003). Firms per-
forming below aspiration may use different vehicles
from outperforming firms. Moreover, firms in the
neighborhood of aspiration, either below or above,

may use different vehicles than firms that are well
below or above aspiration. Future research could
investigate these topics.

Second, following, for example, Chang (1996);
Delios and Beamish (1999), and Matsusaka (2001),
we consider entry into new markets as a search
process by which firms seek, for example, markets
that are good matches for their resources (market
seeking), or access to inputs unavailable in their
existing markets (asset seeking). Future research
can examine whether the effect of performance
relative to aspiration level is different when it comes
to different motivations for entry into new markets,
such as those mentioned above.

Third, entering new markets is part of corporate
reconfiguration (e.g., Helfat and Eisenhardt, 2004;
Karim, 2006). In other words, it is part of the activ-
ities in which firms engage when adding, redeploy-
ing, recombining, or divesting resources or busi-
ness units in order to improve their profitability.
Future research could examine how the relationship
between both negative and positive attainment dis-
crepancy, and the probability of entering new mar-
kets is contingent on other reconfiguration activi-
ties, such as divestment of business units.

Fourth, entering new product markets and new
countries are both sources of risk and complexity, in
particular, when such markets have little similarity
to the markets in which a firm is already active. The
less related the new product market is to existing
product markets and the more distant the new coun-
try is from existing geographic markets, the greater
the challenge of managing such a move (Johanson
and Vahlne, 1977; Rumelt, 1974). Future research
could examine, for example, whether negative
and positive attainment discrepancy also affect the
degree of relatedness/distance between the markets
in which a firm is already active and the new
markets it chooses to enter, that is, on the amount
of risk it is willing to take and how it will affect this
decision.

Finally, as mentioned above, this study focuses
on the effect of firm performance relative to its per-
formance history (historical aspiration) on the deci-
sion to enter new markets. Future research could
examine the effect of firm performance relative to
the performance of comparable others (i.e., social
aspiration) on the decision to enter new markets. In
this case, researchers are required to determine the
particular reference group to which the focal firm
compares itself.
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