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Abstract

Top management plays a central role in interpreting the organization’s performance and communicating
to stakeholders. Management’s performance attributions set the tone for accountability and shape
organizational climate. However, prior studies of the relationships between attribution patterns and
subsequent performance have been limited and reported mixed results. This study extends this literature
stream by examining the relationships of four different types of attribution and subsequent performance
concurrently and testing them in a two-country sample. We find a significant positive relationship
between positive internal attribution and subsequent performance, and reaffirm prior findings on
negative external attribution and performance.
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Top management’s understanding of the firm, its performance, and the relationships with the
external environment is important since it affects how the firm is portrayed and how it is managed
(Hambrick & Mason, 1984). Central to this issue is attribution, which can be defined as a process an
observer uses to infer causality between observed outcomes and their perceived causes (origins)
(Heider, 1944). Causes of observed outcomes can be internal to the actor or the organization, or they
can be external, when they lie outside of the actor or the organization. Extant research has examined
the tendencies for individuals to exhibit different types of attributional bias. For example, self-serving
bias, which attributes positive outcomes to internal causes and negative outcomes to external causes,
has been widely observed in the literature, in a variety of different contexts (e.g., Zuckerman, 1979;
Mezulis, Abramson, Hyde, & Hankin, 2004; Jam, Donia, Raja, & Ling, 2017). Performance
attribution is a pervasive phenomenon that takes place in different cultural and national contexts, while
the patterns of performance attribution may vary by such contexts (e.g., Hooghiemstra, 2008;
Xu, 2011).

Top management performance attribution is an important managerial cognitive process, particularly
during challenging times. Top management’s framing of the causes of performance outcomes can set a
tone and send signals to organizational stakeholders, including employees and other managers, which
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can reshape their mind-set, the organizational climate, and the potential course of actions and solutions
(if any). Crises at Western Digital in the United States and Panasonic in Japan serve as sobering
exemplars. In the case of Western Digital, the CEO, Chuck Haggerty, in his 1998 letter to share-
holders, attributed deteriorating operating results to ‘excess capacity, over production and aggressive
pricing in the hard drive industry.” Meanwhile in the case of Panasonic, the president, Kazuhiro Tsuga,
and chairman, Fumio Ohtsubo, stated in their 2012 letter to stakeholders: ‘From a results perspective,
business conditions for fiscal 2012 were extremely harsh with a variety of factors including the sluggish
demand mainly for digital AV products, historical high yen, and the flooding in Thailand. Under such
business conditions, the Group’s performance resulted in a sharp deterioration ...” In both cases,
management set the tone that the root cause of performance decline was external. While both firms
noted they were attempting to restructure or otherwise adjust their businesses to the environment, both
of them reported a further decline in performance the following year. These two cases-in-point
highlight the prevalence of top management performance attribution and its potential relevance to
subsequent organizational outcomes. However, the question of how top management’s attributions
relate to subsequent organizational outcomes has not yet been fully examined in the current literature.
We therefore set forth in this study to address the research question: ‘do different attribution patterns
systematically relate to different subsequent performance outcomes?’

Guided by prior firm performance attribution research, in this study, we perform content analysis of
the letters to shareholders in annual reports to examine different patterns of performance attribution
and potential subsequent outcomes (Bettman & Weitz, 1983; Clapham & Schwenk, 1991; Tsang,
2002; Clatworthy & Jones, 2003; Keusch, Bollen, & Hassink, 2012). Specifically, we examine four
patterns of performance attributions: (1) negative performance external actribution (NPEA), (2)
positive performance internal attribution (PPIA), (3) negative performance internal actribution
(NPIA), and (4) positive performance external attribution (PPEA); and their potential subsequent
outcomes in terms of (a) profitability performance (between-firm) and (b) performance improvement
trajectory (within-firm). This research design provides us with a more systematic and more complete
investigation of this inquiry, which is needed to further the current state of the literature.

In addition, since performance attribution is a pervasive phenomenon across cultural and national
contexts (e.g., Hooghiemstra, 2008; Xu, 2011), we use a sample of 100 firms from two diverging
national contexts — the United States and Japan. This cross-cultural sample allows us to examine the
potential systematic differences arising from national context, while it also gives us much broader
generalizability relating to findings which do not vary according to the national context. Given that
previous research has largely relied on a single-country sample, particularly from the United States, this
study thus broadens the domain of investigation beyond the US context. Altogether, this study’s
systematic research design, which examined four specific patterns of attributions concurrently in our
two-country sample, advances the current literature both theoretically and methodologically. This
research provides a more nuanced understanding of specific attribution patterns and their performance
implications, in particular, the significant negative and positive performance effects of NPEA and
PPIA, respectively. Thus, these findings offer theoretical relevance to scholars and practical insights to
managers.

LITERATURE REVIEW

Attribution

Attribution is a cognitive process in which an individual connects an outcome and its perceived cause
(Heider, 1944; Kelley, 1973). This relationship becomes infused with meaning by the individual,
as the same outcome is often considered quite differently if it is perceived as caused by internal
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(e.g., a mistake or shortcomings) versus external (e.g., the actions of a malevolent actor or changing
circumstances) sources. Individual attributions can also affect the individual’s emotional state, the
sense of justice, and the expectations and motivation when faced with similar future challenges
(Kovenklioglu & Greenhaus, 1978; Weiner, Russell, & Lerman, 1979; Waples, 2016). Attribution is
particularly important in managing businesses, personnel matters, and various behavioral issues in
organizations (e.g., emotion, motivation, unethical behavior), as causes of outcomes, are often
ambiguous (e.g., Reed & DeFillippi, 1990; Mosakowski, 1997; De Cremer & Vandekerckhove,
2017). The interpretation of performance outcomes can imply accountability and thus influence the
expectations of managers and employees, and future actions taken by the firm.

Extant empirical work has examined tendencies in top management’s attribution patterns. Much of
the literature treats tendencies to attribute positive and negative outcomes to internal and external
causes, respectively, as attribution biases. However, empirically documenting the existence of bias is
difficult, since it requires an objectively accurate attribution for comparison. Therefore, we prefer to
use the term ‘attribution patterns’ rather than attribution biases in this study. Generally, studies find
that managers tend to attribute disappointing performance to external causes rather than internal ones
(e.g., Bowman, 1976; Bettman & Weitz, 1983; Staw, McKechnie, & Puffer, 1983; Tsang, 2002). In a
variety of different contexts, individuals have been found to attribute positive outcomes to internal
causes as opposed to external ones, consistent with the self-serving bias thesis (e.g., Zuckerman, 1979;
Salancik & Meindl, 1984; Mezulis et al., 2004).

Attribution and national cultures

Performance attribution is a pervasive phenomenon. Self-serving attribution has been identified
across many different national cultures, although it has been found more prevalent in those that are
high in individualism than others (Martinko, Harvey, & Douglas, 2007). Research comparing
attribution and evaluation patterns between Japanese and Western counterparts is particularly notable.
This research indicates that Japanese tend to exhibit higher degrees of self-criticism (e.g., Heine,
Lehman, Markus, & Kitayama, 1999; Heine, Takata, & Lehman, 2000) or self-depreciation
(Muramoto & Yamaguchi, 1997), while Americans tend to exhibit significantly higher degrees of
self-esteem (Schmitt & Allik, 2005). The explanation for this observation centers on the differences
in the national culture. From an early age, Japanese view individuals presenting themselves in self-
depreciatory ways more favorably than those presenting themselves in self-enhancing ways (Muramoto,
Yamaguchi, & Kim, 2009).

Muramoto and Yamaguchi (1997) also observed that Japanese individuals made group-serving
attributions, implying very different attribution patterns depending on whether the attribution related
to the individual or group level. Hooghiemstra (2008) compared the attributions in the annual reports
of Japanese and US-based firms and found that the Japanese firms focused more on negative attri-
butions. He, however, did not find a difference between Japanese and Americans’ tendency to take
credit for positive outcomes, noting that this finding diverged from prior studies. Similarly, Chang
(2014) observed that guanxi between supervisors and subordinates in Taiwan could also lead to
attribution biases in the evaluation process. These findings, collectively, suggest that national culture
can play an important role in shaping individuals’ attribution patterns.

Attribution and organizational outcomes

Prior research suggests that managerial attribution patterns can influence organizational outcomes.
However, empirical research on this topic has been limited, and the available results have been mixed.
Studies have found a negative relationship between NPEA and subsequent performance, and have
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reported mixed findings on the relationship between PPIA and subsequent performance in US samples
(Salancik & Meindl, 1984; Clapham & Schwenk, 1991). Salancik and Meindl (1984) found PPIA was
positively related to future profitability for unstable firms, but not for stable ones. Conversely,
Clapham and Schwenk (1991) reported a negative relationship between PPIA and future earnings for
unstable companies in the analysis from one of two coders. It is possible that small sample sizes of these
two studies (18 and 20 firms, respectively) are partially accountable for such mixed findings. These
studies also had limited control variables, did not mitigate potential sample selection bias, and did not
test the different attribution patterns concurrently. These methodological constraints collectively may
account for the inconclusive results.

To examine the attribution and subsequent performance relationship more methodically, research
should be based on a larger sample and designed to incorporate adequate control variables and sample
selection bias mitigation. In addition, as performance attribution is a pervasive phenomenon and the
patterns of attribution can be shaped by national culture, the sample for this line of research should
ideally be a multicountry sample. Accordingly, this study adopts a more rigorous research design with a
two-country sample: United States and Japan (50 firms each), in tandem with the use of various
control variables and the inclusion of sample selection bias/endogeneity test, to examine the rela-
tionships between four different performance attribution patterns (i.e., NPEA, NPIA, PPIA, and
PPEA) and subsequent firm performance. We develop one hypothesis about the subsequent perfor-
mance outcomes for each of the attribution patterns below.

HYPOTHESES

After a firm has experienced negative outcomes, such as a decline in sales or profitability performance, its
top management can identify the causes of negative performance as being external or internal to the firm.
When top management attributes the NPEA, it typically considers the root cause to be beyond the
company’s control. This signals that the firm is not to blame (e.g., Keusch, Bollen, & Hassink, 2012),
and therefore, there is no need to change its strategic direction. This NPEA pattern of attribution
legitimizes the maintenance of the status quo and the existing course of action (Barker & Barr, 2002).
With the perceived causes beyond the company’s control, the organizational responses to the negative
performance tend to shift toward increased efficiency and resource conservation rather than innovative
change (e.g., Staw, Sandelands, & Dutton, 1981; Mone, McKinley, & Barker, 1998).

Subdle differences in attributional framing can shape the locus of managerial attention in a noticeable
way, potentially influencing their subsequent decisions and actions (e.g., Green & Mitchell, 1979;
Martinko, Harvey, & Douglas, 2007). For example, an attributional statement indicating that profits are
down due to increased competition in the industry is quite different from the statement indicating that
profits are down due to the firm lacking the needed capability to effectively compete in the industry. The
latter attributional framing is arguably more likely to shift managerial attention toward taking actions to
improve the internal capability of the firm than the former. In addition, the organizational decline literature
suggests that NPEA tends to lead to no substantive corrective actions being taken, while the decline in
performance potentially exacerbates the internal dysfunctions within the firm (e.g., Weitzel & Jonsson,
1989; Mone, McKinley, & Barker, 1998). As such, we expect future performance will continue to decrease
with NPEA. Consistent with this line of argument, Salancik and Meindl (1984) found the tendency to
attribute negative outcomes to external causes was associated with lower future growth and profitability. On
the other hand, when the top management of the firm attributes the negative performance to internal
causes, it takes the ownership of blame (Salancik & Meindl, 1984), and assumes the responsibility for
correcting the negative performance. On the individual level, internal attribution of failure leads to guilt and
regret (Weiner, Russell, & Lerman, 1979). Given this, the leader may feel increased responsibility, urgency,
and sense of commitment to taking corrective actions aimed at ameliorating the situation. This
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management commitment increases the likelihood that subsequent performance improvement is realized.
Based on the line of arguments above, we propose Hypotheses 1 and 2 as follows:

Hypothesis 1: NPEA is negatively related to subsequent firm performance.
Hypothesis 2: NPIA is positively related to subsequent firm performance.

Similarly, when the firm has experienced positive outcomes, such as sales growth or increased prof-
itability, the top management can attribute such positive performance to internal or external causes. In
the case of positive performance attributed to internal causes, the firm communicates and reinforces the
effectiveness of its current strategy and courses of action (Hambrick, Geletkanycz, & Fredrickson,
1993). Such positive reinforcement can be an important tool for the top management to communicate
the achievements the company has made to its employees and other stakeholders. This also signals that
the company is in control of its own destiny. The sense of achievement and control, taken together,
can increase morale, motivation, and expectations, thus sustaining the positive momentum of the
company. In addition, the literature also suggests that, on the individual level, PPIA is positively related
an individual’s feelings of confidence and competence (Weiner, Russell, & Lerman, 1979), healthy
physical/mental conditions, as well as work performance (Mezulis et al., 2004) and the restraint of
negative emotions (Charoensukmongkol, 2013). As such, PPIA accentuates the positives within the
firm, enhances the heath of the organizational climate, and strengthens the functioning capacity of
managers and employees, thus contributing to higher subsequent firm performance (Rogg, Schmidt,
Shull, & Schmitt, 2001; Luthans & Youssef, 2007).

As opposed to the case with PPIA, when top management attributes positive performance to external
causes, it is essentially sending a signal that the firm was fortunate to be in the right place at the right time.
While managers and employees may feel thankful to be in such fortunate situations (Weiner, Russell, &
Lerman, 1979), this may, if anything, dampen expectations that positive performance is repeatable
(Kovenklioglu & Greenhaus, 1978). Accordingly, when management attributes positive performance to
external causes, it misses the opportunity to accentuate the positives and build employees’ morale and
motivation needed to sustain the firm’s momentum going forward. On balance, PPEA does not appear to
have either clear negative consequences to firm performance or clear contributions to performance
improvement. Therefore, the above arguments collectively suggest Hypotheses 3 and 4 as follows:

Hypothesis 3: PPIA is positively related to subsequent firm performance.

Hypothesis 4: PPEA is not related to subsequent firm performance.

METHODOLOGY

Suitability of research method

This research performs a content analysis of the letters of shareholders, contained in annual reports.
Letters to shareholders are particularly important for many stakeholders (Clatworthy & Jones, 2003) as
they provide top management’s account of external events, their perspective on internal operations, and
their interpretation of financial results (e.g., Bayle-Cordier, Mirvis, & Moingeon, 2015). Content analysis
of letters to shareholders is a methodological approach often used in existing empirical studies on
attribution and firm performance (e.g., Bettman & Weitz, 1983; Staw, McKechnie, & Puffer, 1983;
Tsang, 2002; Billete & Qian, 2008), as well as other psychological constructs, such as attention patterns
(e.g., Cho & Hambrick, 2006), and values and commitment (e.g., McClelland, Liang, & Barker, 2010).
It is a well-established methodological technique that enables researchers to systematically examine
phenomena of interest in an unobtrusive manner through analyzing existing written communication

materials (e.g., Krippendorff, 2004; Duriau, Reger, & Pfarrer, 2007; Tangpong, 2011). It is a useful
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approach in studying managerial attributions and management communication patterns, particularly
in situations such as crisis, when management is difficult to directly access. Our methodological approach
also mitigates the concerns of common method bias (Conway & Lance, 2010), as our independent
variables are measured through content analysis while our dependent variables (DVs) are measured using
the firm’s publicly reported financial performance data.

Sample selection

Prior studies have often relied on US-based samples (e.g., Bettman & Weitz, 1983; Ingram & Frazier,
1983; Staw, McKechnie, & Puffer, 1983; Salancik & Meindl, 1984; D’Aveni & MacMillan, 1990;
Clatworthy & Jones, 2003; Billete & Qian, 2008). To retain comparability with past studies, we
included US firms in our sample. As performance attribution is a pervasive phenomenon, we wanted to
increase the generalizability of the study by including companies from a different national context. We
decided to study Japan-based firms for two primary reasons. First, institutional and cultural differences
between Japanese and Americans have been well documented (e.g., Dore, 1973; Yoshimura &
Anderson, 1997; Lehmberg, 2017), thus enhancing broader generalizability of the findings. Second,
Japan is endowed with a developed economy and regulatory system, which requires publicly traded
firms to provide publicly available documentation generally comparable to that required by US-based
firms. This facilitates data gathering on sample companies needed for this research. As such, the
combined of the United States — Japanese sample firms offer an economical sample with high potential
generalizability of the eventual findings.

Since crisis is a context under which a broad set of positive and negative performance attributions are
often made, previous attribution studies used firms faced with performance decline or crisis as their
sample (e.g., Bettman & Weitz, 1983; Staw, McKechnie, & Puffer, 1983; D’Aveni & MacMillan,
1990; Keusch, Bollen, & Hassink, 2012). Following the same line of reasoning, our study selected
sample firms in the midst of economic crisis, following Lehman Brothers’ bankruptcy announcement
in September 2008, which negatively affected both US and Japanese firms. This announcement sent a
strong wotldwide signal of impending degradation of the global economic conditions, as consumer
sentiment plummeted in both countries. This economic crisis should provide a broad variety of
attributions, making it a suitable context for this study.

While random sampling has many benefits, it was not suitable in our situation for two reasons. First,
not all Japanese firms provide English language financial reports with letters to shareholders. Second, at
the population level, the make-up of industries of publicly listed firms in the United States and Japan
differ gready. While we can statistically control for industry, the use of US and Japanese sample firms
from the comparable set of industries helps further reduce systematic industry related bias in the sample.
We therefore decided to use the combination of judgmental and stratified sampling methods (Babbie,
1995) in selecting our sample firms. This combinatory sampling method allowed us to (1) increase the
sample representation, (2) mitigate potential sampling bias, and (3) economize research efforts. First, we
selected US and Japan-based publicly traded firms in major industry sectors as part of the sampling frame.
Second, we screened out the Japanese firms that did not have publicly available documents in English
and narrowed down the industry sectors to those who had representative firms from both countries.

The above screening and selection procedure yielded the final sample of 100 firms: 50 US firms and
50 Japanese counterparts from a broad set of industries ranging from Transportation to Heavy
Machinery. We also performed a power analysis, which indicated that for the regression models of
12-17 predictors, a 0.25 anticipated effect size, a 0.80 desired statistical power level, and a 0.05
probability level, the sample size with adequate statistical power was 81-94. Therefore, the sample size
in this study provides adequate power for statistical testing, which is particularly important given that
Hypothesis 4 is a null hypothesis (e.g., Landis, James, Lance, Pierce, & Rogelberg, 2014). In addition,
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we identified two outliers based on the standardized residual approach and then excluded them from
further data analyses.

Content analysis procedures

Consistent with the extant literature (e.g., Bettman & Weitz, 1983; Clapham & Schwenk, 1991;
Tsang, 2002; Clatworthy & Jones, 2003; Keusch, Bollen, & Hassink, 2012), we used letters to
shareholders as the primary textual documents for our content analysis study of attribution patterns.
To ensure that the content of the English language versions of Japanese firms’ letters to shareholders
was equivalent to their Japanese originals, we randomly selected seven of the 50 Japanese firms in our
sample, and translated the original Japanese version of their letter to shareholders into English. We
then compared the translated content with that of their English language version. This cross-translation
check did not identify any major differences in content between the two versions, thus giving us a
reasonable ground for using the letters to shareholders publicly available in English of those Japanese
firms in our study.

Prior to commencing content analysis efforts, we obtained the letters to shareholders published right
after the Lehman Brothers bankruptcy announcement in September 2008 of the sample firms. We
next redacted identifying information, including the names of companies, individuals, products, and
places, and all graphics in order to reduce potential biases due to company reputations that coders may
introduce to the coding process. We then unitized the letter to shareholders into sentences as our
recording units. Sentences are preferable to other units in this study since they provide adequate
context for accurate interpretation of their meanings, but remain sufficiently small units to facilitate the
coding reliability (Krippendorff, 2004). Because our level of analysis was the firm, we finally aggregated
the sentence-level coding results for each letter to obtain the company-level data.

To enhance coding reliability, we developed a detailed coding protocol to guide the coders in
identifying and coding statements related to attribution. We used an iterative process to develop and
test the protocol before finalizing it for the full-scale coding efforts (see the Appendix for the coding
guidelines). We trained two coders to perform the content analysis tasks. Both coders attained 90.3%
intercoder agreement, suggesting a reasonable degree of coding reliability (Lombard, Snyder-Duch, &
Bracken, 2002). The coding disputes were then resolved through the discussions between the coders.
The coding results after resolving the disputes were then used in operationalizing the patterns of
attribution for hypothesis testing purposes in this study.

Variables and measurements

The DVs in this study were (1) subsequent profitability performance, which was measured by Return on
Assets (ROA) and Return on Sales (ROS) a year after the crisis, and (2) subsequent performance
improvement trajectory, which was measured by the changes in ROA and ROS over the 2-year period
after the crisis. The first performance measure allows us to compare profitability across different
companies in the sample. The use of our second performance measure helps offset the concern that
idiosyncratic differences between firms (e.g., different reporting calendars, various firm-specific fea-
tures, etc.) might potentially introduce systematic biases since it allows us to compare each firm’s
performance improvement over a 2-year period. Both ROA and ROS measures are commonly used
measures of firm performance in the management literature (e.g., Daniel, Lohrke, Fornaciari, &
Turner, 2004; King, Dalton, Daily, & Covin, 2004). Since ROA and ROS are highly correlated, we
used principal component analysis (PCA) to create composite measures for subsequent profitability
performance and performance improvement trajectory. The PCA results indicated that ROA and ROS
significantly loaded onto one factor with the loading of 0.95 and the extracted variance of 89.85%,
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while the changes in ROA and ROS (for the trajectory variable) also significantly loaded onto one
factor with the loading of 0.97 and the extracted variance of 93.30%. We thus used the resultant PCA
factor scores as single-composite measures for both DVs.

The independent variables in this study included the four patterns of attribution: (1) NPEA, (2) NPIA,
(3) PPIA, and (4) PPEA. We operationalized these constructs through the content analysis efforts and
developed an intensity-based measure for each of them (e.g., Neuendorf, 2002). Specifically, for each
sample firm, we counted the frequency of each attribution pattern that occurred in the letter to share-
holders published directly after September 2008 at the sentence level (i.e., how many sentences that the
firm made a specific attribution pattern), and then divided such frequency count by the total number of
sentences in the letter. This intensity-based measure represents the proportion of content regarding each
petformance attribution pattern in the letter, thus suggesting the degree to which such performance
attribution pattern is emphasized in the firm’s communication to shareholders, publics, and broader
stakeholders. The intensity-based measures for NPEA, NPIA, PPIA, and PPEA were then log-transformed
for skewness correction. We also included four additional attribution-related variables tracking the changes
in each attribution pattern in our independent variables and those observed in letters to shareholders in the
subsequent year’s letter to shareholders (i.e., the differences in the intensity-based measures for each
attribution pattern between the crisis year and a year after). These variables were developed using the
coding process described above for an additional year of annual reports.

In addition, we included two sets of control variables in this study. The first set of control variables
pertained to the firm’s precrisis conditions (1 year prior to crisis), including (1) profitability perfor-
mance (ROA and ROS measured by a PCA factor score with 0.94 loading and 88.88% extracted
variance), (2) precrisis performance trajectory (changes in ROA and ROS during the 2-year period
prior to the crisis, measured by a PCA factor score with 0.93 loading and 87.28% extracted variance),
(3) firm size (measured by total sale, log-transformed for skewness correction), (4) liquidity (measured
by current ratio), (5) R&D intensity (measured by the ratio of R&D expenditures to total sales), (6)
the level of leverage (measure by debt-to-asset ratio, log-transformed for skewness correction), and (7)
whether there was a CEO change (coded as 1 for a CEO change observed in the fiscal year following
the analyzed letter to shareholders, and a 0 for no change observed). This set of control variables help
us mitigate the potential spurious effects that may stem from differences in sample firms’ internal
baseline conditions that they operated with at the time. The second set of control variables pertained to
the firms’ external conditions, including (1) industry sector (coded as 1 for manufacturing, 0 for
nonmanufacturing) and (2) national context (coded as 1 for the United States and 0 for Japan). As
these external variables can potentally shape firm performance, they should be controlled to further
mitigate the potential spurious effects. The use of control variables to control for varying internal and
external conditions of sample firms has been commonly used in extant research related to firm

performance (e.g., Lahiri & Narayanan, 2013; Tangpong, Abebe, & Li, 2015).

DATA ANALYSES AND RESULTS

Descriptive statistics and correlation analyses

The results of our correlation analyses, reported in Table 1, indicated the existence of some significant
correlatdions among some of our independent variables and control variables. For example, NPEA was
positively correlated with NPIA (p < .01) and industry sector (p <.01), while negatively correlated with PPIA
(» <.05) and the national context dummy (p <.01). The precrisis firm size was positively correlated with the
national context dummy (p <.001), while negatively correlated with NPEA (p <.10), NPIA (p <.05), and
precrisis liquidity (p <.05). Despite these correlations, variance inflation factors did not suggest the existence
of multicollinearity problems among them, thus not violating a regression analysis assumption.
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TABLE 1. CORRELATION MATRIX

Variables Mean Std. 1 2 3 4 5 6 7 8 9 10 1 12 13 14 15 16 17 18 19
1. Subsequent 0.000  1.000 0.527"" 0.255" 0.209° 0202+ 0.102 -0.161  0.054 -0.245"  0.299”
profitability

performance

2. Performance 0.000  1.000 -0.085 -0.554™" -0.691™" -0.109 0.307" -0.052 -0.063 -0.027 -0.065 -0.096
improvement

trajectory

3. NPEA -2.218  1.264 -0.260" -0.080 0.106 -0.230" -0.197 -0.050 -0.091  0.151 0.006  0.264" -0.271"
4.Changein NPEA -0.021  0.058 0.167 -0.106 -0.573"" -0.015 0.293"  0.306™ -0.165 0.080 -0.003 -0.132 -0.078 0.302"
5. NPIA -3.197  1.164 -0.217"  0.056 0.334" -0.233" -0.021 -0.180t -0.245" -0.130 -0.033 -0.119  0.131 0.040  -0.225
6. Change in NPIA  -0.009  0.026  0.206" -0.023 -0.234" 0.314" -0.680"" 0.018 0.163 0.167 0.008 0120  0.137 -0.119 -0.028 0.246
7. PPIA -2.026  1.292 0.323" -0.045 -0.250" 0.329" -0.097 0.193t 0.043 0.223°  0.169t -0.126 0051  0.121 -0.142 -0.141 0.376™
8. Change in PPIA  0.028  0.073 -0.167 0.204" 0.080 -0.254" 0.048 0.033 -0.319" -0.150 -0.272™ -0.012 0.267° -0.015 -0.179t -0.050 -0.013 -0.013
9. PPEA -3612 0872 0070 -0.142 0076 -0.023 -0.028 -0.072 -0.012 -0.035 0.099  0.163 -0.083 -0.038 -0.079 -0.033 -0.246" 0012 -0.005
10. Change in PPEA  0.001  0.026 —0.041 0102  0.114 -0.034  0.021 0.060 -0.032 -0.107 -0.535"" -0.030 -0.128  0.090 -0.093 0.006 0.034 0.187t 0.207° -0.095
11. Precrisis 0.000  1.000 05277 -0.554™" 0.106 -0.015 -0.021 0.018  0.043 -0.150 0.099  -0.030

profitability

performance

12. Precrisis 0.000  1.000  0.255" -0.691"" -0.230" 0.293” -0.180t+ 0.163  0.223° -0.272" 0.163 -0.128  0.167t

performance

trajectory

13. Precrisis firm 3622 0840 0209 -0.109 -0.197 0.306™ -0.245" 0.167  0.169t -0.012 -0.083 0.090  0.197t 0.107

size

14. Precrisis R&D 0.034 0.036 0202t 0307”7 -0050 -0.165 -0.130  0.008 -0.126  0.267° -0.038 -0.093 -0.026 -0.191f 0.138

intensity

15. Precrisis liquidity ~ 1.488  1.248  0.102 -0.052 -0.091 0.080 -0.033 0.120 0051 -0.015 -0.079  0.006  0.051 0123 -0.232" 0.077

16. Precrisis 0.072 0.123 -0.161 -0.063  0.151 -0.003 -0.119 0137 0.121 -0.179 -0.033 0034 -0.108 -0.002  0.190t -0.111  -0.056

leverage

17. CEO change 0221 0417 0054 -0.027 0006 -0.132 0131 -0.119 -0.142 -0.050 -0.246" 0.187t 0.069 -0.001 -0.042  0.016 -0.024 -0.069

18. Industry sector 0.800 0.402 -0.245" -0.065 0.264” -0.078  0.040 -0.028 -0.141 -0.013 0.012 0.207°  0.001 0.004 0068 -0317" 0035 0028 -0.016

19. National context ~ 0.500  0.503 0.299" -0.096 -0.271" 0.302” -0.225" 0.246" 0376 -0.013 -0.005 -0.095 0.018 0.287" 0.620™° 0.139  -0.028  0.084 -0.172t -0.100

Note. NPEA =negative performance external attribution; NPIA =negative performance internal attribution; PPEA = positive performance external attribution; PPIA = positive performance internal attribution

*p<.05, **p<.01, **p<.001, Tp<.10
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Sample selection bias and endogeneity check

To mitigate the concerns for sample selection bias and endogeneity, we used a two-step Heckman
correction approach (e.g., Shaver, 1998; Hamilton & Nickerson, 2003; Bascle, 2008). In the first step,
we ran probit regression analyses using CEO tenure (the number of years in the CEO position), CEO
duality (coded 1 for duality, 0 otherwise), outsider-versus-insider CEO (coded 1 if the CEO was hired
from outside the firm, 0 otherwise), and national context dummy (coded 1 and 0 for the United States
and Japan, respectively) as instrumental variables to predict each of the performance attribution
patterns (i.e., NPEA, NPIA, PPIA, and PPEA; 1-0 dummy coded). The literature has suggested that
these CEO-related variables often shape the CEO’s power and status in the organization (e.g., Hill &
Phan, 1991; Finkelstein & D’ Aveni, 1994; O’Shannassy, 2010), thus potentially influencing how the
performance attributions were made by the top management. Similarly, the previous research has
suggested that national culture or context can exert influence over individuals’ attribution tendency
(e.g., Bailey, Chen, & Dou, 1997; Hooghiemstra, 2008). Therefore, these variables were included in
this analysis. Our analysis results indicated that national context was largely significant in predicting
performance attribution patterns, whereas CEO-related variables were not. Specifically, Japanese
national context was more associated with NPEA (p <.10) and NPIA (p<.05) than US national
context, whereas it was in reverse for PPIA (p <.05), and the national context was not a significant
predictor for PPEA. These findings reflect greater focus on negative performance in agreement with
Hooghiemstra (2008), and particularly the self-criticism amongst Japanese firms (e.g., Bailey, Chen, &
Dou, 1997; Heine, Takata, & Lehman, 2000), whereas American firms exhibit attribution patterns
consistent with higher self-esteem (Schmitt & Allik, 2005). In the second step of the Heckman
correction procedure, we used the predicted values of NPEA, NPIA, PPIA, and PPEA from their
probit models to calculate the inverse Mills ratios, which in turn were used as additional control
variables in the subsequent regression analyses for hypothesis testing purposes. The results in Tables 2
and 3 indicated that inverse Mills ratios were not significant in all models, suggesting that the selection
bias and endogeneity were not significant concerns in this study.

Hypothesis testing

Tables 2 and 3 report the results of our regression analyses with the subsequent profitability perfor-
mance and performance improvement trajectory as the DV, respectively. The Model 2 results in both
tables, taken together, provide mixed support for Hypothesis 1 regarding the negative effect of NPEA
on subsequent firm performance. Specifically, the results indicated that NPEA was not significantly
related to subsequent profitability performance but significantly and negatively related to subsequent
performance improvement trajectory (B= —0.133, p <.05). This finding suggests that NPEA plays a
greater role in explaining subsequent within-firm performance than across-firm performance. In
explaining subsequent within-firm performance, the incremental R* of Model 2 (with NPEA-related
variables) over its reduced model (Model 1) in Table 3 was significant (p <.05). Adding the NPEA-
related variables into the model improved the total explained variance in the DV by 1.8% representing
the effect size of 0.10, which is considered a small effect size with 0.02 and 0.15 being considered small
and medium effect sizes, respectively, by convention (Cohen, 1988). Overall, these results provided
partial empirical support for Hypothesis 1.

The Model 4 results in Tables 2 and 3 do not support Hypothesis 2 regarding the positive effect of
NPIA on subsequent firm performance. Neither NPIA nor Change in NPIA was significant in Model
4 while the overall model was significant (p < .001) in both tables. The Model 6 results in Tables 2 and
3 yield strong and consistent supports for Hypothesis 3 regarding the positive effect of PPIA on
subsequent firm performance. The results in indicated that after taking other variables into the
consideration, PPIA was significantly and positively related to subsequent profitability performance as
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TABLE 2. RESULTS OF REGRESSION ANALYSES FOR HYPOTHESIS TESTING ON SUBSEQUENT PROFITABILITY PERFORMANCE

Dependent variables:

Hypothesis 1 testing

Hypothesis 2 testing

Hypothesis 3 testing

Hypothesis 4 testing

Hypotheses 1-4 testing

Suod3ue T, teyoueyD) pue SroquYYT Yo1o(J

NOILVZINVOYO 8 LINJNIDVNVIA 40 TVNINOr

Subsequent profitability performance Model 1 () Model 2 ) Model 3 (8) Model 4 () Model 5 () Model 6 ) Model 7 () Model 8 () Model 9 (3) Model 10 )
Control variables
Precrisis profitability performance 0.548*** 0.579*** 0.552%** 0.545*** 0.557%** 0.535*** 0.554%** 0.553*** 0.550*** 0.538***
Precrisis performance trajectory 0.157% 0.115 0.163* 0.1381 0.163* 0.1301 0.164* 0.166* 0.157t 0.090
Precrisis firm size 0.002 -0.067 0.002 -0.025 —-0.003 0.012 0.003 —-0.008 0.004 -0.036
Precrisis R&D intensity 0.1471 0.175* 0.1431 0.1351 0.13871 0.190* 0.1431 0.1461 0.143 0.194*
Precrisis liquidity 0.055 0.024 0.051 0.037 0.053 0.041 0.051 0.050 0.055 0.018
Precrisis leverage -0.111 -0.075 -0.113 -0.1291 -0.110 -0.143t1 -0.113 -0.112 -0.108 -0.130
CEO change 0.035 0.042 0.037 0.051 0.038 0.051 0.038 0.034 0.037 0.062
Industry sector -0.113 -0.067 -0.116 -0.112 -0.122 -0.088 -0.116 -0.129 -0.117 -0.071
National context 0.248 + 0.245* 0.2441 0.2551 0.271* 0.193t 0.234* 0.244* 0.221 0.155
IMR for NPEA —-0.048 -0.052 —-0.055 —-0.022
IMR for NPIA -0.014 -0.042 0.059 0.039
IMR for PPIA -0.057 -0.066 -0.026 —-0.045
IMR for PPEA -0.003 -0.002 -0.017 —-0.045
Attribution-related variables
NPEA (Hypothesis 1) -0.116 —-0.080
Change in NPEA 0.084 0.016
NPIA (Hypothesis 2) -0.092 -0.070
Change in NPIA 0.082 0.063
PPIA (Hypothesis 3) 0.226** 0.208*
Change in PPIA -0.075 —0.063
PPEA (Hypothesis 4) 0.033 0.050
Change in PPEA 0.073 0.063
Model summary
0.555 0.577 0.553 0.574 0.555 0.608 0.553 0.556 0.556 0.633
Adjusted R? 0.503 0.571 0.501 0.514 0.504 0.552 0.501 0.493 0.487 0.532
F value 10.833*** 9.659*** 10.752%** 9.554*** 10.838*** 10.979*** 10.749*** 8.875*** 8.078*** 6.249***
Incremental R? 0.022 0.021 0.053 0.003 0.077
Incremental F value 2.242 2.148 5.757** 0.033 2.0121
Effect size of attribution-related variables 0.052 0.049 0.135 0.008 0.210

Note. IMR=inverse Mills ratio; NPEA =negative performance external attribution; NPIA=negative performance internal attribution; PPEA = positive performance external attribution; PPIA =positive performance
internal attribution
*p<.05, *p< .01, **p<.001, tp<.10
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TaBLE 3. RESULTS OF REGRESSION ANALYSES FOR HYPOTHESIS TESTING ON PERFORMANCE IMPROVEMENT TRAJECTORY

Hypothesis 1 testing

Hypothesis 2 testing

Hypothesis 3 testing

Hypothesis 4 testing

Hypotheses1-4 testing

Dependent variable:

Performance improvement trajectory Model 1 B) Model 2 () Model 3 (8) Model 4 ) Model 5 () Model 6 ) Model 7 (3) Model 8 (8) Model 9 B) Model 10 (B)
Control variables
Precrisis profitability performance —0.555%**  —0.526***  —0.546*** —0.550*** —0.555*** —(0.564** —0.539*** —0.540*** —0.542***  —(0.540***
Precrisis performance trajectory —0.615%**  —0.651***  —0.611** —0.624** —0.613** —0.631** —0.612*** —0.611*** —0.614***  —0.658***
Precrisis firm size —-0.008 —-0.065 -0.007 -0.020 -0.012 -0.003 -0.014 -0.023 -0.018 -0.055
Precrisis R&D intensity 0.130* 0.149* 0.125* 0.123* 0.126* 0.156** 0.123* 0.125* 0.121* 0.158**
Precrisis liquidity 0.037 0.011 0.034 0.023 0.038 0.030 0.035 0.036 0.038 0.007
Precrisis leverage —-0.0881 -0.053 —-0.088t1 -0.098t1 —-0.0861 -0.105* —-0.0891 —-0.0891 -0.0871 -0.080
CEO change —-0.001 0.001 0.003 0.011 0.000 0.009 0.005 0.002 0.004 0.015
Industry sector -0.070 -0.026 -0.073 -0.070 -0.076 -0.054 -0.073 -0.085 -0.075 0.039
National context 0.135t 0.132t 0.104 0.105 0.159* 0.108 0.136* 0.146* 0.160 0.121
IMR for NPEA -0.014 -0.018 0.036 -0.016 0.016
IMR for NPIA 0.022 0.004 —-0.008
IMR for PPIA -0.044 -0.048 -0.033 -0.053
IMR for PPEA 0.038 0.041 0.042 0.015
Attribution-related variables
NPEA (Hypothesis 1) —-0.133* —-0.1241
Change in NPEA 0.039 -0.004
NPIA (Hypothesis 2) -0.029 0.007
Change in NPIA 0.074 0.067
PPIA (Hypothesis 3) 0.144** 0.121*
Change in PPIA -0.033 -0.024
PPEA (Hypothesis 4) 0.036 0.060
Change in PPEA 0.067 0.075
Model summary
0.800 0.818 0.801 0.809 0.801 0.821 0.801 0.804 0.803 0.840
Adjusted R? 0.777 0.793 0.778 0.782 0.778 0.796 0.778 0.777 0.772 0.796
F value 34.862%**  31.899***  34.943***  29.914***  35091***  32.482***  35091%**  29.107***  26.272%** 18.991%**
Incremental R? 0.018 0.008 0.020 0.003 0.037
Incremental F value 4.215*% 1.750 4.665* 0.639 2.215*
Effect size of attribution-related variables 0.099 0.042 0.112 0.015 0.231

Note. IMR =inverse Mills ratio; NPEA =negative performance external attribution; NPIA =negative performance internal attribution; PPEA = positive performance external attribution; PPIA =positive performance

internal attribution
*p<.05, *p<.01, **p<.001, tp<.10
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well as performance improvement trajectory (f=0.226 in Table 2 and f=0.144 in Table 3, both
£ <.01), and the overall model was significant at p <.001 in both cases. The incremental R of Model 6
(with PPIA-related variables) over its reduced model (Model 5) in Table 2 was significant (p <.01), with
PPIA-related variables improving the total explained variance in firm profitability performance by 5.3%
indicating a small-to-medium effect size of 0.14. In Table 3, the incremental Rg of Model 6 over its
reduced model (Model 5) was significant (p <.05), with PPIA-related variables improving on the total
explained variance in firm performance improvement trajectory by 2% representing a small-to-medium
effect size of 0.11. Overall, these results are largely consistent with Hypothesis 3.

The Model 8 results in Tables 2 and 3 indicated the null effects of PPEA on subsequent firm
performance as postulated in Hypothesis 4. Neither PPEA nor change in PPEA was significant in Model 8
while the overall model was significant (p <.001) in both tables. In addition, the incremental R of
Model 8 (with PPEA-related variables) over its reduced model (Model 7) was not significant, and the
effect size of PPEA was negligible in both tables. These results overall are consistent with Hypothesis 4.

In testing Hypotheses 1—4 concurrently, the Model 10 results in Tables 2 and 3 yield partial support for
Hypothesis 1 (i.e., performance effects of NPEA) while lending consistent support for Hypothesis 3 (i.e.,
performance effects of PPIA). Specifically, the overall model was significant at » <.001 in both tables, and
NPIA was not significantly related to subsequent profitability performance or subsequent performance
improvement trajectory. On the other hand, PPIA was positively related to both subsequent profitability
performance (f=0.208, » <.05) and performance improvement trajectory (f=0.121, p <.05). These
results are largely consistent with those in Models 2 and 6 discussed previously. The incremental R* of
Model 10 (with all attribution-related variables) over its reduced model (Model 9) in Table 2 was
significant (p<.1), with the collective inclusion of attribution-related variables improving the total
explained variance in subsequent profitability performance by 7.7% representing a medium effect size of
0.21. In Table 3, the incremental R of Model 10 over its reduced model (Model 9) was also significant
(» <.05), with attribution-related variables improving the total explained variance in subsequent perfor-
mance improvement trajectory by 3.7% suggesting a medium effect size of 0.23. These results suggest that
the collective impact of attribution-related variables on subsequent profitability performance and perfor-
mance improvement trajectory was of a reasonable magnitude and therefore should not be neglected. The
overall results thus supported the core thesis of this study.

We performed an additional robustness check to examine the possibility that national context
moderated the relationship between attribution pattern and subsequent performance by running
additional regression analyses (results available from authors upon request). The literature related to
national culture and attribution suggested that the culture may affect the tendencies to make different
attributions, as discussed above. Our results, described in the Heckman correction procedure, are in
agreement with that notion. While the literature suggests intertwining relationships between culture
and leadership (e.g., Schein, 2010), it did not provide sufficient guidance to hypothesize if or how
culture, or the broader national context to which culture belongs, might specifically affect relationships
between attribution pattern and subsequent firm performance. We performed a series of regression
analyses to examine the possible moderating effects of national context on the relationship between
attribution-related variables and subsequent performance. Our results ruled out this possibility, thus
suggesting that the NPEA—performance and PPIA—performance relationships found in this study do
not significantly vary between US and Japanese contexts. In other words, these relationships are
generalizable across these two countries’ contexts.

DISCUSSION AND CONCLUSION

This study finds that the collective effects of top management’s attributions on subsequent performance
are significant and substantive, thus warranting attention from scholars and practitioners. Across the two
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national contexts, our findings on the nuanced relationships of different attribution patterns and per-
formance also enrich the current literature and deepen our understanding of management attribution and
performance implications. Largely consistent with prior research, we find that managers tend to attribute
positive outcomes to internal causes and negative outcomes to external causes. Attributions of negative
performance to internal causes were more common among Japanese firms than in their US counterparts.
Partially supporting Hypothesis 1, our results reveal thac NPEA is negatively related to subsequent
petformance improvement trajectory (within-firm performance measure), which is consistent with
Salancik and Meindl’s (1984) observations. However, NPEA is not significantly related to subsequent
profitability performance (between-firm performance measure). It is possible that the performance-
influencing roles of NPEA are more confined to the within-firm performance measure, which reflects the
internal improvement of the firm over time, rather than the between-firm measure, which reflects superior
petformance to those of other firms.

Contrary to our expectations, our results do not support Hypothesis 2, which states that NPIA is
positively related to subsequent performance. After taking several control variables into account, our
results reveal that NPIA is not significantly related to either measure of subsequent firm performance.
One possible explanation is that when the top management of the firm attributes the negative per-
formance to internal causes, it takes the ownership of blame, which may be a necessary step to improve
the situation. However, this is not a sufficient step on its own. Having identified performance pro-
blems and their source, top management typically searches for solutions to improve the situation
(Cyert & March, 1963), and then implement them. It is possible that managers may not identify the
correct cause of the problems observed (Lippman & Rumelt, 1982; Mosakowski, 1997) or may not
implement the correct measures to counter the cause due largely to their cognitive limits and bounded
rationality (Simon, 1957). In addition, from the attention-based perspective (Ocasio, 1997), it is also
possible that NPIA, although making the top management appear honest, can shift their attention
away from leveraging the organization’s strengths and exploiting opportunities to focusing on weak-
nesses and problems. This shift in managerial attention can potentially suboptimize the performance
outcomes of the firms, as well documented in the practice-oriented business and management literature
(e.g., Porter, 1985; Drucker, 2008). These findings are particularly important given the tendency for
Japanese managers toward NPIA.

In addition, consistent with Hypothesis 3, our results indicate that PPIA is positively related to
subsequent performance (for both within-firm and between-firm measures), even after taking into
account several control variables including prior performance. The results supporting the performance-
influencing effects of PPIA are quite robust and remain significant even in tests for the potential
moderating effect of national context. With this possible alternative explanation being ruled out, our
findings suggest that there is a portion of performance variance that is uniquely captured by PPIA,
which is a psychological and cognitive phenomenon. Attributing positive performance to internal
causes can thus be a potentially important inscrument that the top management can use to accentuate
the positives, strengthen motivation, enhance organizational health, and maintain positive climate
(Mezulis et al., 2004), thus reinforcing the firm’s current momentum and sustaining its positive
outcomes. Given that past research has reported mixed results on the PPIA—performance relationship,
we feel that our finding contributes strongly to our understanding of this relationship. With the
research design incorporating a relatively large sample of firms in two national contexts, sample
selection bias mitigation, within- and between-firm performance measures, and various control vari-
ables, the findings on the PPIA—performance relationship in this study are relatively robust, compared
to those of previous research.

Finally, consistent with Hypothesis 4, our results find no relationship between PPEA and sub-
sequent performance, using either measure. When the firm experienced positive performance, parti-
cularly in a challenging environment, and the top management attributed such performance to external
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factors, the top management did not take advantage of the opportunity to galvanize and energize the
firm from these positive outcomes. Even if this attribution may have been motivated by honesty,
nonetheless this is a missed opportunity. Instead, taking credit for positive performance could have
allowed it to be seen as a small win that could lead to the next, thus potentially increasing employees’
morale and motivation and enhancing organizational climate. However, attributing it to external causes
would limit those potential benefits. In other words, PPEA represents a missed opportunity that the
top management could have capitalized on toward building and sustaining positive momentum for
future improvement.

Overall, this study contributes to the attribution and performance literature by (a) further substantiating
the importance of managerial attributions on subsequent performance, (b) unveiling finer-grained rela-
tionships between four specific patterns of attribution and subsequent performance, and (c) testing the
robustness of attribution—performance relationships across national borders. Our findings further sub-
stantiate the NPEA—performance relationship observed in prior studies and expanded the horizon of this
literature stream with the robust finding of the PPIA—performance relationship.

Managerial implications

As a whole, our study suggests that managers should be careful and deliberate about how they attribute
performance outcomes, as these attributions can be a galvanizing or a deterring force of a subsequent
performance. We find that positive internal attribution can lead to subsequent performance improvement.
Accordingly, when managers have reason to believe that positive outcomes are due to internal causes, they
should intentionally emphasize the positive in their communications to broader stakeholders. This positive
internal attribution is potentially instrumental to the managers’ capacity to depict that their firm is in
control of the situation. Such statements help the managers to reaffirm their stakeholders” confidence in
the firm and project a hygienic image of the firm’s stability and security supportive of employees™ basic
needs and motivation, thus collectively sustaining the momentum toward greater performance outcomes
in the future. On the other hand, when the managers are not sure whether the positive outcomes are due
to internal or external causes, given their cognitive limits, it may be more prudent for them not to make
performance attribution statements at all since attributing such positive performance to external factors
could derail their firm’s momentum toward future improvement.

Likewise, how should managers discuss the negative outcomes and their potential causes? Consistent
with prior studies, we observed a greater frequency of attributions of negative outcomes to external than to
internal causes among our sample firms. While managers have reasons to blame external factors instead of
blaming themselves, our findings suggest that doing so could put the firm’s future performance at greater
risk. On the other hand, while NPIA may be an important step toward management taking responsibility
and showing it is accountable, NPIA can also potentally shift the managerial attention (Ocasio, 1997)
to the negative. Taken together, these observations suggest that focusing on the negatives may not be
a desirable course of action, particularly during a crisis. Instead, it may be more advisable for top
management not to publicly make performance attributions regarding the negative outcomes in these
situations. A better course of action for management may be to simply acknowledge negative performance
without communicating its cause. This approach may allow the firm to switch from a backward-looking
problem-focus to a more forward-looking and positive solution-focus.

We also find that attribution patterns vary by national culture with Japanese managers engaging in
NPIA to a greater extent than American counterparts. We have a concern that the cultural force toward
self-criticism may trap Japanese managers in the NPIA practice, which does not necessarily help toward
the future improvement efforts according to our findings. For Japanese managers and others in a
similar cultural context, our findings suggest that it may be a better practice for them to resist their
tendency to self-criticize. Acknowledging negative performance without publicly placing the blame on
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any factor or anyone including themselves may be a more constructive starting point of the path in
search for future improvement.

Limitations and future research directions

Despite its contributions, this study is not without limitations. First, this study identified the significant
relationships between performance attribution patterns (i.e., NPEA and PPIA) and subsequent perfor-
mance, and provided the rationale behind such relationships. However, the empirical data in this study do
not reveal the detailed mechanisms underlying these relationships. Future research can build on this study
by investigating the specific mechanisms underlying these relationships. Another limitation is that the data
used to test hypotheses in this study are context-specific. In other words, this study was conducted in the
context of (a) large, publicly traded firms headquartered in established, industrialized nations and (b) facing
an economic crisis. Future research may test the relationships postulated in this study in broader contexts
including private companies, firms headquartered in other countries, and under noncrisis economic
conditions, to better understand the generalizability to these contexts.

Conclusions

This study contributed to the attribution literature by providing a nuanced understanding of the
relationship between four patterns of top management attributions and subsequent firm performance.
We examined the role of national context in this study. While culture is related to the tendency of
making different patterns of performance attributions, we did not find evidence that national context
(including but not limited to national culture) moderated the relationships between attribution pattern
and subsequent performance. Overall, our results suggest that top managers may be able to positively
influence future performance by attributing positive performance outcomes to internal causes, and by
avoiding blaming external causes for negative performance outcomes.
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APPENDIX: CODING GUIDELINES

In the letters to shareholders, top management discusses how the firm has performed (outcomes), and
may provide reasons why the firm performed as it had. Performance outcomes can be positive (e.g., the
firm is performing well) or negative (e.g., the firm is performing poorly), and may include measures
such as changes in market share, revenue, profitability, share price, achieving or failing to meet targets,
etc. The reasons for the performance can relate to causes lying outside of the firm (external attribution)
or inside the firm (internal attribution). There are four types of attributions (NPEA, NPIA, PPIA,
PPEA), which are considered in the coding process. Coders content analyzed the letters to shareholders
at the sentence level, recording the frequency of observations of each attribution type. Below, these
four types are described, together with content samples from the letters.

TABLE A1. ATTRIBUTION PATTERN DESCRIPTIONS PROVIDED TO CODERS AND EXAMPLES OF ATTRIBUTION CONTENT

Attribution
pattern Description for coders Examples from letters
NPEA NPEA is observed when the firm is performing poorly ‘The increased cost for jet fuel alone reduced net

(or worse than expected) and management attributed ~ income by more than 400 million ..." - Southwest

this to factors that are both outside the firm and
beyond its control. Examples of NPEA include
declining sales revenues due to lower market
demand, decreasing profitability due to government
regulations or increased competition, etc.

NPIA is observed when the firm is performing poorly
(or worse than expected) and management
attributed this to internal factors within the firm's
control, such as the firm's ineffectual actions or
misjudged decisions. Examples include sales falling
due to manufacturing quality problems, high
inventories due to misjudgments of the level of
demand, losses due to the recall of defective
products, etc.

PPIA is observed when the firm is performing well (or
better) and management attributed this to causes
internal to the firm or actions taken by it. Examples
of PPIA include increasing market share due to
brand strength or the introduction of a new hit
product, increases in profitability due to superior
strategy, increasing margins due to efficiency and
cost control, etc. Efforts of employees and effective
management teams are also commonly cited
reasons for positive performance

PPEA is observed when the firm has performed well
(or better) and management attributed this to a
factor or a situation outside of the firm and beyond
its control, such as market conditions. Examples of
PPEA include sales increases due to growth in
overall market demand, increase in market share due
to problems faced by competitors but not the firm,
increasing profitability due to regulations favoring
firms in the industry, etc.

‘sales expanded

Airlines
‘In the fiscal year ended March 31, 2009, our [sales
and earnings decreased due to] factors such as the
downturn in the real economy brought about by the
global financial crisis, the major reduction in capital
investment by semiconductor manufacturers, and the
appreciation of the currency.’ — Yokogawa Electric
‘Segment profit decreased 34%, due to ... ...
unfavorable product mix." — Black & Decker
‘One of the main reasons for this wider loss was
business structure reform expenses ..." — Hitachi

‘As in years past, this [superior performance] reflected

the competitiveness of the Corporation’s businesses
in markets worldwide and the maturity of its
operating disciplines and management team.’ —
United Technologies

‘As a result [of various measures we implemented],
we have managed to secure profit in contrast to the
original plan of net loss ..." = MOS Burger

as the trend toward driving
smaller cars accelerated along with the rise in fuel

prices ..." — Honda Motors
‘As a company, several macro trends, such as safety
and security, have helped [our sales] ..." — Honeywell

Note. NPEA = negative performance external attribution; NPIA = negative performance internal attribution; PPEA = positive
performance external attribution; PPIA =positive performance internal attribution
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