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Judgment in Managerial Decision 
Making 8e

Chapter 6
The Escalation of Commitment

The Escalation of Commitment

•The escalation of commitment is the pervasive tendency 
to increasingly commit resources into the pursuit of an 
initial goal or decision, irrespective of evidence 
suggesting that it is best to abandon our initial goal or 
decision.

- We feel a need to continue persisting in the face of adversity 
out of hopes that it will lead to future payoffs 

- Evidence suggests that people become more likely to escalate 
their commitment after investing substantial sunk costs into a 
course of action

- We should ignore sunk costs when making subsequent 
decisions about a possible course of action

Situations Inviting Escalation

- When you consider whether to fire an employee that you originally hired, 
you are reluctant to give up on the employee despite a track record of poor 
performance.

- Managers evaluate those that they hired in a positively biased manner. 

- When you decide whether to leave a company that you have invested a lot 
of time with, you fear that if you leave the company, you will just miss out 
an opportunity for career advancement.

- When you invest in a start-up company and it asks for additional funding, 
you feel the need to continue funding the company despite its inability to 
generate returns on your initial investment.

- When you have a beloved old car, you continually invest funds into repairing 
the car out of hope that each subsequent investment will be the last one 
necessary for quite some time.

- When you make a phone call to a company that puts you on hold for awhile, 
you are reluctant to hang up because your chance to speak to a customer 
service representative may be just seconds away.

- When you invest in a stock and it performs poorly, you are reluctant to sell 
the stock due to the possibility that it skyrockets in value the next day.

Factors that impact how much we escalate 
our commitment to a prior decisions.

- People often feel a need to justify their prior decisions.
- When others fail, people don’t feel a need to justify their prior decisions by investing more 

costs into their prior decision.
- When people are the only ones who fail, they are particularly likely to invest costs into 

their prior decisions following an initial failure.

- The cause of a setback also plays an important role.
- When a setback can be directly blamed on a person, they are not much more likely to 

continue investing additional costs following a failure than following a success.
- However, when a setback can be blamed on external factors, people invest a great deal 

more resources into an initial decision following a failure than following a success.

- We also know that groups and individuals have different tendencies to escalate.
- Overall, groups are less likely to escalate their commitment to a course of action because 

with more members, it is more likely that at least one person can recognize the irrationality 
of continued escalation.

- Groups that do escalate commitment do so to a greater degree than individuals that 
escalate.

- Some examples of escalation in the real-world that research has uncovered include:
- NBA teams are more likely to give high draft picks playing time and less likely to trade them 

or release them than low draft picks, irrespective of actual performance.
- Mountain climbers often subject themselves to unnecessary risk in the face of poor 

weather, especially after they have already made significant progress towards reaching the 
peak of a mountain.

$20 Bill Auction & The Competitive Escalation

•$20 bill auction

- You can participate or simply observe the 
bidding.

- Bidders must bid in multiples of $1.

- The second-highest bidder must pay their bid 
amount too.

Examples of competitive situations

- In 1995, the airline USAir went on sale.
- American and United Airlines both were expected to gain a significant competitive 

advantage by acquiring USAir.
- American Airlines, recognizing the potential for an escalatory bidding war, released a 

statement that it would only submit a bid for USAir if United moved first. The goal was to 
warn United that any attempt to USAir would be met with retaliatory action oriented at 
engaging both companies in a money-losing battle.

- This statement was effective at avoiding an escalatory war for a period of five years, as 
both parties recognized the escalatory trap that was inherent in the situation.

- In mid-2000, medical products manufacturer Guidant went on sale, Johnson and 
Johnson failed to notice the potential for an escalatory trap.

- Johnson and Johnson submitted a bid for Guidant before lowering the bid in light of a 
scandal about one of Guidant’s products.

- Boston Scientific, realizing it would be placed at a competitive disadvantage if Johnson 
and Johnson acquired Guidant, submitted a higher bid for the company.

- This led to an escalatory bidding war that occurred while additional news came out that 
Guidant had problems with a variety of its products.

- Eventually, Boston Scientific won the bidding war, but it had to pay a price in the form of 
share prices that fell more than $5 and the recall of more than 23,000 Guidant 
pacemakers.

- Reverse-bid auctions encourage escalatory behavior, as companies compete against 
one another to obtain work from a prospective client at the lowest price.

- Firms bid for the business of a profitable client.
- Often submit  bids that are too low to compensate them for the costs of undertaking the 

project in the first place.

• Ebay bidding
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Why Does Escalation Occur?
• Perceptual biases

- We seek to confirm our previous decisions & ignore negative information.

• Judgmental biases
- With losses, we frame our decisions with a reference point of breaking even. We 

frame each subsequent loss as moving us further away from our break-even 
reference point. We invest more into a course of action out of hope that we can 
break even.

- Independent advisors who were uninvolved in the original decision are more 
likely to adopt a reference point of the current level while ignoring prior 
reference points. This makes advisors more capable of objectively evaluating the 
current situation and thus more risk-averse than people who were involved in 
the original decision to engage in a losing course of action.

• Impression management
- We have a strong preference for people who commit to a course of action and 

remain consistent in their opinions. People face pressure to appear consistent 
- In order to prevent this within organizations, incentive structures should be 

arranged so that rather than rewarding outcomes that are influenced by 
impression management, quality decisions are rewarded irrespective of their 
eventual outcome.

• Competitive irrationality
- In theory, if competitors fail to engage in a bidding war, the individual can earn 

significant profits by being the only person to submit a low bid for a prized item.
- People who engage in bidding wars often focus on winning rather than making 

the best economic decision, which leads to steep financial losses.

Recommendations

•Adopt an experimenting approach

- Avoid pressure to commit to prior courses of action

- By constantly reassessing situations and ignoring your prior 
decisions, you can have a more rational and objective view of 
the situation.

•Consider future costs and benefits
- There are cases where commitment comes with long-term 

benefits despite the short-term costs.
- Business relationships: one may lose the opportunity to gain future 

business from a valuable client by dropping an unprofitable project. 

- The key to objectively considering the future costs and benefits 
of current courses of action is to ignore sunk costs.

Sunk Cost: Movie ticket

•Suppose you just spent $10 on a movie ticket, 
but you hate the movie. The audience walks out 
in disgust. You reason, since you paid $10 
already, you are going to watch the whole thing 
even if it kills you.

•Questions :
•Why would standard economics call it a mistake?
•How could you justify your actions using standard 

economics?
•What else might be going on?
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Sunk Cost Fallacy
• The sunk cost fallacy occurs when

• an individual tries to recover sunk costs by continuing an activity for which 
there is a negative return

• Rational choice model predicts that sunk costs do not influence current 
decisions.

Examples:

1. Uncomfortable shoes

2. “A family pays $40 for tickets to a basketball game to be played 60 miles 
from their home. On the day of the game there is a snowstorm. They 
decide to go anyway, but note in passing that had the tickets been given to 
them, they would have stayed home.” (Richard Thaler)

3. “A man joins a tennis club and pays a $300 yearly membership fee. After 
two weeks of playing he develops a tennis elbow. He continues to play (in 
pain) saying ‘I don’t want to waste the $300!’ (Richard Thaler)

4. A person selling a house wants to “get back” the money used to buy and 
improve the house (i.e., recover the sunk cost.) even though he 
understands that buyers don’t care about his past expenses.
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Experiment: Sunk Cost Fallacy

Theater Tickets and Pricing experiment (Arkes&Blumer):

•Design: Randomly offered 60 people different prices for 
theater tickets. Some received a $2 discount. Others 
received a $7 discount.

•Results: Those who paid full price attended more plays.

Questions:

•Why is this an example of sunk cost fallacy?

•What else could explain their results?
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The Concorde Paradox and Public Policy

•Governments spent billions of dollars beginning in the 
1960’s on the supersonic Concorde. Only 14 were ever 
used.

• John McCain on why we should explore Mars… 
“There’s too much invested there. There’s infrastructure 
that’s very expensive and very extensive.”

Question:

•How is government decision making different from 
individual decision making?
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Examples of Sunk Cost Fallacies
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Rational Explanations for the Sunk-Cost Fallacy

What are some rational explanations for sunk-cost behavior?

•Firms or Politicians care about signaling. i.e. what will people 
think if I quit?

•Firms maximize expected utility rather than profit

•People receive extra utility from finishing what they started
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