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Abstract

Brand extension is a widely adopted strategy for corporate diversification,
enabling firms to launch new products at relatively low cost by leveraging the
reputation and awareness of their parent brands. While effective extensions can
strengthen brand equity and drive long-term growth, poorly executed extensions
often harm the parent brand’s reputation, weaken its positioning, and even depress
stock performance. In reality, failures in brand extensions are common and the
failure rate remains high, making it essential to understand how consumers react
after such failures and under what conditions brands may regain support for
subsequent attempts.

Existing research has predominantly focused on brand attributes—such as
name structure and parent-extension fit—as the “objective conditions” for
extension success. Although these studies highlight the importance of structural
factors, they cannot explain why identical strategies receive divergent responses
from different consumer groups. More recent research has considered consumer
characteristics, such as cultural orientation, product involvement, or need for
cognition, showing that individual differences shape extension evaluations.
However, these works generally treat such traits as static and neglect the dynamic
psychological processes consumers undergo after witnessing extension failures.
Given that failure is not exceptional but common in markets, this omission leaves
a critical gap in explaining how consumers judge whether to give a brand a second
chance.

To address this gap, the present research proposes a new framework linking
implicit theories—individuals’ beliefs about whether traits and abilities are
malleable (incremental mindset) or fixed (entity mindset)}—to consumer and
managerial responses after brand extension failures. The framework suggests that

incremental mindset consumers interpret failure as an opportunity for learning,
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thereby maintaining confidence in the brand’s competence and showing stronger
support for subsequent extensions. In contrast, entity mindset consumers are more
likely to attribute failure to

fundamental incapability, responding less favorably to renewed extensions.
Perceived brand extension competence serves as the psychological mechanism
mediating these effects.

Three complementary studies were conducted to test these propositions. Study
1 (N = 800) employed an online experiment with a 2 (brand extension: failure vs.
control) x continuous (implicit theory) design. Results revealed that incremental
mindset consumers reacted more positively to a brand’s renewed extension attempt
after failure, whereas entity mindset consumers showed no significant differences
across conditions. Study 2 surveyed 1,200 participants across SiX major
administrative regions in China, using a real brand case (Haier’s extension into
pharmaceuticals). Findings demonstrated that perceived extension competence
mediated the relationship between implicit theories and extension feedback, and
also revealed regional differences: East and Northeast China had higher proportions
of incremental mindset consumers and correspondingly stronger support for
renewed extensions compared to Central South China. Study 3 recruited 218
managers and directors from state-owned enterprises and the Hong Kong Institute
of Directors. Using CEO slogans to prime incremental versus entity mindsets, the
study confirmed a causal effect: decision-makers primed with a incremental
mindset expressed significantly higher investment support for a brand’s new
extension following prior failure than those primed with a entity mindset.

Taken together, the findings indicate that implicit theories significantly shape
both consumer and managerial responses to brand extensions after failure.
Incremental mindsets promote more favorable evaluations by framing failures as
learning opportunities, while entity mindsets sustain more skeptical reactions.

Perceived brand extension competence explains this relationship at the consumer



level, and managerial mindsets can be situationally activated to influence strategic
support. These insights expand the understanding of extension outcomes by moving
beyond structural brand attributes to incorporate dynamic psychological processes.

Theoretical contributions are threefold. First, the research introduces implicit
theories into the study of brand extension failure, filling a gap in explaining post-
failure consumer and managerial reactions. Second, it identifies perceived
extension competence as a mediating mechanism, offering a new explanatory
pathway for understanding extension evaluations. Third, it extends implicit theory
research beyond consumer behavior to managerial decision-making, demonstrating
that beliefs about ability malleability can be measured, geographically mapped, and
experimentally manipulated in brand strategy contexts.

Practically, the findings suggest that firms should not only optimize brand—
extension fit but also strategically manage consumer and managerial mindsets.
Growth-oriented brand narratives can help reframe failures as opportunities,
regional variations in consumer beliefs can guide market entry decisions, and
fostering incremental-oriented thinking among managers can enhance resilience
after setbacks.

In sum, this research validates a new framework—Ilinking implicit theories,
perceived brand competence, and brand extension feedback—that explains when
and why brands can achieve “success after failure.” Through the integration of
laboratory, field, and managerial experiments, the study provides robust theoretical
advances and actionable insights for firms seeking to rebuild trust and achieve
sustainable growth in the aftermath of brand extension failure.

Keywords: brand extension; implicit theory; attribution theory; brand personality
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