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Abstract—In this empirical research, how marketing managers 
evaluate their firms’ performances and decide to make innovation is 
examined. They use some standards which are past performance of 
the firm, target performance of the firm, competitor performance, 
and average performance of the industry to compare and evaluate 
the firms’ performances. It is hypothesized that marketing managers 
and owners of the firm compare the firms’ current performance with 
these four standards at the same time to decide when to make 
innovation relating to any aspects of the firm, either management 
style or products. Relationship between the comparison of the 
firm’s performance with these standards and innovation are 
searched in the same regression model. The results of the regression 
analysis are discussed and some recommendations are made for 
future studies and applicants. 
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I. INTRODUCTION 

HE performance of firms has been a significant part of 
empirical research in the management field. Measuring 

the performance of firms is an important component of 
strategic marketing management [1], [2]. Performance 
measurement systems have an activity of scanning 
environment and fundamental role in providing marketing 
managers with necessary information. These systems inform 
marketing managers about the success of marketing activities 
of the firms. When marketing managers are not satisfied with 
the results, they can make decisions to make necessary 
changes in marketing strategies and activities [3]. Thus, firms 
have been spending great efforts to generate performance 
standards to obtain better information to measure and 
manage corporate performance. Performance measurement 
systems have to include leading indicators that give insight 
into the firms’ competitive position and serve as predictors of 
future performance. In fact, performance measurement and 
performance evaluation processes are paying attention to 
both internal and external environment [4]. Marketing 
managers use the measurement systems to follow the 
changes in the external environment not to stay behind the 
competition. Not to stay behind the competition, firms make 
innovation when they feel that they are not performing well. 
The question they try to find answer is when to make 
innovation, and that they perform worse than the 
performance standards they compare the performance of 
their firms with might serve as an indicator that it is time to 
make innovation. These standards are past performance of 
the firm, target performance of the firm, performance of the 
competitors, and the average performance of the industry 
they are operating in. This comparison helps them to identify 
their position within the market and the need to make 
innovation. 
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II. PERFORMANCE 

In the marketing literature, performance measurement and 
performance evaluation are confused with each other and 
used interchangeably. Nonetheless, they are completely 
distinct concepts in that performance measurement is an 
activity of describing performance results with figures, while 
performance evaluation is the activity of comparing 
performance results with some standards chosen by 
managers and judging and interpreting these results [5], [6], 
[7]. Performance evaluation requires comparison of the 
performance results, obtained after measurement, with some 
standards, and managers develop some ideas and feelings 
during the evaluation process. These ideas and feelings 
determine the level of manager satisfaction about the 
performance. Two different marketing managers might 
perceive the same performance result in completely different 
ways due to some factors such as psychology, perception, 
knowledge level, tenure, etc. Based on their satisfaction level 
they decide whether to make innovation or not.  

Performance measurement is done in various methods and 
ways as an ongoing activity in firms and marketing managers 
and owners of the firms consider the results as an indicator of 
the success level of their decisions and activities [8], [9], 
[10], [11]. In the literature, performance measurement is 
scrutinized in a great number of studies. In these studies, 
researchers have used various performance standards as 
comparison standard. Main comparison standards used in 
such studies are past performance of the firm [12], [13], 
target performance of the related term [14], [12], 
performance of the main competitor/s [4], [15], and/or 
average performance of the industry [16], [13], [17], [18], 
[19]. However, none of these standards have been used in the 
same model or research, so this paper could be the first 
examining them in the same model.  

It is posited that marketing managers should use these four 
standards at the same time to consider the firm’s success. 
Just using one of them might mislead the marketing 
managers in that if the marketing is expanding, and the 
increase in the sales is behind the expansion of the market 
but higher than the past performance, marketing managers 
might feel that they are on the right track though they might 
not be as their competitors could be performing better.  

III. INNOVATION 

The term innovation largely refers to any breakthroughs 
related to products, production facilities, and/or organization 
of the firms in the marketing and management literature [20], 
[21]. The environment that firms are operating in is not 
constant, and there is a rapid change which is a result of 
political, economic, behavioral sociological, and 
technological sources. This change affects the firm both 
directly and indirectly. A firm, like a living organism, needs 
to adapt to the changing environment to sustain its existence. 
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Marketing function regulates the flow of resources across the 
firm, so its main function is to observe the environment and 
anticipate when innovation is needed [22], [23]. Deciding to 
make innovation mainly depends on marketing managers’ 
willingness. If they see that the firm is not performing 
satisfactorily, they may consider making innovation 
regarding any aspects of the firm, e.g. management styles, 
production systems, and products. Especially, when 
companies perform worse than the standards mentioned 
above, they are apt to make innovation, which indicates that 
the firm fails to follow the change in the environment.  

In the literature, some antecedents to make innovation are 
mentioned. Some of these antecedents are having an 
organizational culture which supports innovation, having 
capacity to make innovation, and having organizational 
structure which enables innovation [24]. Innovation impacts 
the firm’s competitive advantage to a great extent. Marketing 
managers’ evaluation of the competitors facilitates 
innovation as they feel obliged to make innovation no to lose 
to competitive advantage when they recognize that their 
competitors perform better than their firms. The process of 
decision making relies on environmental scanning, 
interpretation, and learning. Managers observe the 
environment by scanning the actions of the actors such as 
customers, competitors, regulators, and suppliers in the 
environment. Organizations tend to commit to activities that 
they have done well in the past. After comparing their 
performance with competitors’ performance and the average 
performance of the industry, if they are better than them they 
may think that they are doing things well and abstain from 
making innovation. Making innovation is a kind of risk 
taking, so high performance causes managers to be less likely 
to make change. Innovation has some short term and long 
term effects which are difficult to evaluate, and that is why it 
is considered as risk bearing. Thus marketing mangers’ 
interpretations of performance results may interfere in the 
change process [25].       

Lindsley et al. [26] explore the possibility of efficacy-
performance spirals in individuals, groups, and 
organizations. With spiral, they mean the cyclical 
relationship between efficacy and performance, and they 
posit that this relationship exists. Likewise, it is suggested in 
this paper that there is a cyclical relationship between 
performance and innovation. Firms make innovation to 
improve performance, and in return after evaluating the 
performance results, they make decisions whether it is 
needed to make further innovation and about which aspects 
of the firm to make innovation. In this paper, the relationship 
between the comparison of the performance of the firm with 
performance standards used by marketing managers 
mentioned above and managers’ decisions about making 
innovation in the near future are examined in a regression 
model (Figure). Based on the literature review, the 
hypotheses are: 

 
H1: If the firms perform better than the past performance, 

they don’t make innovation. 
H2: If the firms perform better than the target performance 

of the firm, they don’t make innovation.  
H3: If the firms perform better than the competitors’ 

performance, they don’t make innovation.  
H4: If the firms perform better than the average 

performance of the industry, they don’t make innovation.   
 

 
 

Fig. 1 Model 

IV. SAMPLE 

A random sample of small and medium sized firms which 
are members of İstanbul Chamber of Commerce was drawn. 
Small and medium sized firms are chosen because most of 
the firms in Turkey are put into this category and they play a 
significant role in the industry. To be able to make 
generalization, firms were chosen from a variety of industries 
including finance, retailing, wholesaling, manufacturing, etc. 
This is relevant because the researched subject is not 
restricted to any industry. The owners or the senior 
marketing managers who are believed to have enough 
knowledge about the marketing activities and strategies to 
answer the questionnaire and are the decision makers in the 
firm are chosen as the respondents. The answers were 
obtained with face to face interviews. 400 Firms were chosen 
but some of them either could not be reached or rejected to 
answer the questionnaire. After reviewing the answered 
questionnaires, 169 of them were decided to be used in the 
analysis. The response rate is 42%, which is satisfactory to 
carry out the analysis. To test non-response bias, independent 
t-test to compare early and late respondents was carried out 
and no significant difference was found. 

V. MEASURES 

The measurements had been standardized and validated by 
other researchers. Measures were pilot tested using 
marketing managers. The questionnaire was also reviewed by 
some other academicians. All measures were tested with 
three item scales. The reliabilities of the scales are assessed 
by using Cronbach’s Alpha and Table 1 shows the 
reliabilities of the scales, which are all above 0.70 that is 
recommended and the used value in most researches. 5-Point 
Likert scales are used to measure the variables (1 = strongly 
disagree, 5 = strongly agree). 

The marketing managers are asked to compare the current 
performance of their firms in 2007 with performance 
standards mentioned earlier. The dimensions of performance 
standards asked to the marketing managers to compare are 
return on investment, increases in sales, and overall 
performance evaluation. These dimensions are used in the 
scales developed by Dess and Robinson [19], Pelham and 
Lieh [4], Brouthers and Xu [27], Matsuno et al. [15], and 
Miller [28]. The marketing managers are asked about the 
innovations they did in 2008 with their products and 

comparison of performance 
with past performance of the 

firm  

comparison of performance 
with target performance of 

the firm 

comparison of performance 
with competitors’ 

performance  

comparison of performance 
with average performance of 

the industry 

 
innovation 
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production process with 5 items used by Denison [29]. The 
reliability of comparison of the performance (performance in 
2007) with past performance (performance in 2006) is 0.72. 
The reliability of comparison of the performance with the 
target performance for 2007 is 0.77. The reliability of 
comparison of the performance with competitor performance 
is 0.82 and the reliability of comparison of the performance 
with average industry performance is 0.72. The reliability of 
items about innovation is 0.91. The items were computed and 
the dependent and independent variables were formed to be 
used in the analyses.  

 
TABLE I   

RELIABILITY OF THE MEASURES 

 

 

 

 

 

 

 

 

VI. CORRELATIONS 

Descriptive statistics related to the constructs in the model 
are shown in Table 2. In the research, links between 
innovation and comparison of the performance with past 
performance, target performance, competitor performance, 
and industry performance are investigated. No correlation is 
found with innovation and comparison of performance with 
past performance. This might be due to the factor that in 
highly turbulent environment, managers mainly focus on the 
future rather than the past. There is low negative correlation 
between innovation and comparison of the current 
performance with target performance (r= -0.16, p<0.05). 
Innovation doesn’t correlate with comparison of performance 
with competitors. There is a negative weak correlation 
between innovation and comparison of the current 
performance with the average performance of the industry 
(r= -0.21, p<0.01).  

VII. REGRESSION ANALYSIS 

Regression analysis is used to test the research model. The 
results are summarized in Table 3. The overall fit of the 
model was good and the model is significant at 0.01 level 
and adjusted R square is 0.05. The independent variables, 
which are comparison of performance with past performance 
of the firm, target performance of the related term, 
performance of the main competitor/s, average performance 
of the industry, explain 5% of the variance in the dependent 
variable innovation. The correlations are high among the 
independent variables, indicating the multicollinearity 
problem. To get rid of the effects of multicollinearity caused 
by the linear relationship among the explanatory variables, 
variance inflation factor is applied.  

H1 (beta value=0.21, sig=0.03) is rejected. This means if 
the firm performs better than the past, marketing managers 
decide to make innovation, which is contrary to the literature. 
There might be some other reasons for this which this paper 
is not enough to explain. H2 (beta value= -0.20, sig=0.04) is 
accepted. If firms reach a better performance level than their 
target performance, marketing managers are content with the 
results and don’t feel to make changes. As mentioned in the 
literature review, making a change is risky, and they don’t 
want to take risks. H3 (beta value=0.04, sig=0.63) is rejected. 
The possible reason for this might be that managers of small 
and medium sized firms either fail to identify their 
competitors or cannot get information about their 
competitors. H4 (beta value= -0.22, sig=0.04) is accepted. If 
firms are doing better than the average industry, they are 
happy with their situation and don’t need to make 
innovation. The possible reason for not making innovation is 
the intention of the managers to avert risk which might occur 
as a result of innovation. 

VIII. CONCLUSION 

In a highly competitive environment, one of the main 
functions of marketing managers is to follow the 
environment and firm fit. The prevailing change in the 
environment forces the firms to adapt to the changing 
environment, and this is possible by making innovation at the 
right time, at the right frequency, at the right aspects of the 
firm, and in the right way. In this research paper, only when 
is the right time to make innovation is searched. The first 
step is to measure the firms’ performances. Performance 
measurement is vital for companies, as is the evaluation of it, 
so the next step involves comparing its performance with 
predetermined performance standards. In effect, comparison 
is a widely used technique to evaluate performance, which 
enables to remark the extent of being better than, similar to, 
equivalent to, or worse than these standards. Main 
performance comparison standards are past performance of 
the firm, target performance of the firm, performance of the 
competitor, and/or average performance of the industry.   
Using just one of them is believed to be inadequate to discern 
the position of the firm in the market environment. By using 
all these standards at the same time, marketing managers 
would not only focus on their performance but also on 
competitors’ and industry’s average performance. On the 
other hand, just using one of them might be misleading for 
managers.  

In the model proposed in this research, it is found out that 
even if firms better than the past, they make innovation. This 
might be explained with some factors related to the industry. 
While performing better than past, if the performance of the 
firm falls behind the average performance of the industry, 
managers may feel obliged to make innovation. Though it is 
out of the scope of this study, customers might also force the 
firms to make innovation. Performing better than the target 
performance of the firm denotes the success of the firm, so 
companies might be reluctant to make innovation. It is 
unexpected to find out that firms do not take the performance 
of the competitor into consideration upon evaluating their 
performance. As mentioned before, the reason for this might 
be lack of information about the competitors, whereas some 
government agents and chambers provide the firms detailed 
information about the industry making it possible for 
managers to compare their performances with the industry. 
However, managers should find a way to gain information 

Measures 
Cronbach’s 

Alpha 

comparison of performance with 
past performance 

0,72 

comparison of performance with 
target performance 

0,77 

comparison of performance with 
competitor performance 

0,82 

comparison of performance with 
average industry performance 

0,72 

innovation 0,91 
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TABLE II  

DESCRIPTIVE STATISTICS 
MEANS, STANDARD DEVIATION, and CORRELATION AMONG CONSTRUCTS 

   Means Std. 
Dev. 

1 2 3 4 5 

1. Com. past per. 3,70 0,89 1     

2. Com. target per. 3,26 0,95 ,62** 1    

3. Com. competitor per.  3,52 0,93 ,24** ,42** 1   

4. Com. average ind. per. 3,32 0,90 ,37** ,49** ,68** 1  

5. Innovation 3,31 1,24 ,01 -,16* -,14 -,21** 1 

** p<0.01     * p<0.05  

TABLE III REGRESSION RESULTS 

  St. Beta 
Coefficients 

t-Value Sig. 
Level 

                         Constant  8,11 0,00 
Com. past per. 0,21 2,16 0,03 
Com. target per.  -0,20 -1,98 0,04 
Com. competitor per. 0,04 0,47 0,63 

Independent 
variables 

Com. industry per. -0,22 -2,05 0,04 

Dependent Variable: Innovation  

Adjusted R Square = 5%, significant at 0.01level  

F value = 3,457    df = 4    residual = 164 
 
 

about the competitors not to lose their competitive 
advantage. 

This study consists of several limitations. One of them is 
that the sample is small makes it difficult to generalize the 
results. Another one is this research is carried out during a 
very heavy global economic crisis in the world, so the results 
might be influenced from it. 

In this research, the sample was drawn from different 
industries to make generalization, so in the future some 
researches should be carried out in various industries to 
observe the differences among the industries. Furthermore, 
researchers should investigate the effects of the kind of 
comparison standards marketing managers use on their 
decisions about different activities they carry out in the firms. 
In the literature, different types of performance standards are 
used in various studies, but none of them has looked into 
which one is more effective on managers’ decision making 
process. The model in this model should be tested with other 
researches. Moreover, the sample in this research was chosen 
from small and medium sized firms, so studies might be done 
with big companies.  
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