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a  b  s  t  r  a  c  t

Introduction.  – Competition  between  French  local  communities  to  build  infrastructures  to  attract  enter-
prises  and  residents  could  sometimes  result  in irrational  public  spending.
Objectives.  –  Show  the  influence  of psychological  factors  and  the phenomenon  of escalating  commitment
in  particular  on  this  type  of  economic  decision.
Method.  – We  conducted  a  survey  comprising  four  scenarios  which  were  sent  to  285  local  elected  repre-
sentatives  and  we  study  the  impact  of  the  factors  “Amount  of  sunk  costs”  and  “Level  of  project  completion”
on two  dependent  variables,  “the  desire  to complete  the  project”  and  “the  judgment  regarding  the quality
of  the  investment”.  The  scenarios  presented  a project  which  involve  servicing  a site and  the  construction
of  a  road  infrastructure  in  order  to attract an  enterprise.
Results. – In  conformity  with  the  works  of  Boehne  and  Paese,  whatever  the dependent  variable,  the
level  of project  completion  significantly  explains  the  escalation  of  commitment.  The  hypothesis  of  “sunk
costs”  is  confirmed  when  the  escalation  of commitment  is  measured  by  the  dependent  variable  “desire
to  complete  the project”.
Conclusion. – We  have  highlighted  the  effect  of sunk  costs  and  level  of  project  completion  on  the  decisions
of  local  elected  representatives,  enriching  the  understanding  of  economic  decision  factors.

©  2017  Elsevier  Masson  SAS.  All  rights  reserved.
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r  é  s  u  m  é

Introduction.  – La concurrence  entre  collectivités  locales  franç aises  en  niveaux  d’infrastructures  pour
attirer  des  entreprises  et  des  habitants  peut  parfois  aboutir  à  une  utilisation  irrationnelle  de  l’argent
public.
Objectif.  –  Montrer  l’influence  de  facteurs  psychologiques  et  de  l’escalade  d’engagement  sur  une décision
économique.
Méthodes.  – Nous  avons  présenté  quatre  scenarii  à 285  élus  locaux  et étudié  l’impact  des  facteurs  « mon-

tant  de  la dépense  gâchée  » et  «  niveau  d’achèvement  du  projet  » sur  deux  variables  dépendantes  :  «  le
désir  d’achever  le  projet  » et «  le jugement  quant  à la qualité  de  l’investissement  ». Les  scenarii  présen-
taient  un  projet  de viabilisation  d’un  terrain  d’accueil  et de  la réalisation  d’une  infrastructure  routière

ntreprise.
dans  le  but  d’attirer  une  e
Please cite this article in press as: Morer, M.,  et al. Sunk cost of local elected representatives in situation of fiscal competition: An example
of escalating commitment. Rev. Eur. Psychol. Appl. (2017), https://doi.org/10.1016/j.erap.2017.11.003

Résultats.  – Conformément  aux travaux  de  Boehne  et  Paese  (2000)  le  niveau  d’achèvement  du projet
explique  significativement  l’escalade  d’engagement  quelle  que  soit  la variable  dépendante.  L’hypothèse
de  la  «  dépense  gâchée  » est vérifiée  lorsque  l’escalade  d’engagement  est  mesurée  par  le « désir  d’achever
les  projet  ».
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Conclusion.  – Nous  avons  mis  en  évidence  l’effet  de  la  dépense  gâchée  et du niveau  d’achèvement  de  projet
sur les  décisions  des  élus  locaux,  enrichissant  la  compréhension  des  facteurs  de  décisions  économiques.
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In the face of heightened competition between local authorities,
lected officials can use public expenditure as a strategic variable
o attract businesses and residents. This economic operation is
eferred to as “fiscal competition” (Wildasin, 1988).

One potential effect of fiscal competition may, for instance, take
he form of sunk costs which can only be financed by an increase
n taxes or by resorting to debt.

Within the framework of fiscal competition, the impact of sunk
osts means that decisions made by local authorities may  seem
omewhat irrational from an economic perspective. Psychologists
efer to this type of economic situation as the “escalation of com-
itment” (e.g., Girandola, 1999, 2003). Escalation of commitment

hus refers to a situation in which an individual or group of individ-
als invests resources (i.e., time, effort, money) in a goal unlikely
o be met  (in this case: attract businesses). Moreover, these invest-

ents are pursued in spite of negative feedback (Arkes & Blumer,
985). Individuals therefore pursue the programs underway to
void the impression of having wasted money, time or energy at
he expense of other, more effective strategies (Joule & Beauvois,
014). According to Boehne and Paese (2000), the closer the project

nches to completion, the higher the escalation of commitment.
To the best of our knowledge, no research to date has analyzed

he fiscal competition. Consequently, this study proposes to shed
ight on this issue. It draws on a social psychology framework to
nalyze the economic decisions taken by social actors. The study
eeks to evaluate whether or not the escalation of commitment
xists among elected authorities through fiscal competition.

. The role of sunk costs in the theory of the escalation of
ommitment

Drawing on prospect theory as put forward by Kahneman and
versky (1979), Arkes and Blumer describe sunk costs as an error
n judgment. Individuals pursue ongoing action plans to avoid giv-
ng the impression of having wasted money, time or energy. In
nticipation of losses, most individuals prefer to take risks in the
ope of future gains rather than to have the certainty of a mod-
rate loss (Roth, Robbert, & Strauss, 2015; Thaler, 1985; Tversky

 Kahneman, 1981). The greater the initial investment, the higher
he sunken costs. In a 1985 experiment on sunk costs, Arkes and
lumer (1985, Experiment 2) asked research participants to imag-

ne themselves as the CEO of an airline who had to make a decision
bout an investment opportunity in a project that sought to acquire

 new aircraft. In the first condition, participants were informed
hat the allocated costs would help initiate the project. In the sec-
nd condition, they learned that 90% of the project had already
een achieved. The results showed that 85% of the participants in
he second group chose to award additional costs to continue the
roject compared to 16.7% of the participants in the first condi-
ion. Since the studies undertaken by Arkes and Blumer, the theory
f commitment (Girandola & Gueguen, 2014) and, more specifi-
ally, the concept of the escalation of commitment have received
onsiderable interest in social psychology (e.g., Ansel, 2005; see
irandola, 1999; Sleesman, Conlon, McNamara, & Miles, 2012 for a
Please cite this article in press as: Morer, M.,  et al. Sunk cost of local elec
of escalating commitment. Rev. Eur. Psychol. Appl. (2017), https://doi.o

eta-analysis).
Garland and Conlon (1998) further clarified the processes

nderlying the sunk cost effect. They argued that the effects
bserved by Arkes and Blumer can be analyzed according to the
© 2017  Elsevier  Masson  SAS. Tous  droits  réservés.

degree of project completion. Indeed, Arkes and Blumer con-
cluded that the strongest effects of escalation are usually observed
when the project is nearer to completion. Thus, more escalation
phenomena will be observed when a project is almost complete
(90%) compared to one that has just begun (10%). Project comple-
tion is thus also a factor favoring the escalation of commitment.

In a different study, Boehne and Paese (2000) asked participants
the extent to which they were willing to invest in a project. The
researchers manipulate three independent variables: the amount
of work involved (1 million vs. $9 million), the rate of completion
of the project (10% vs. 90%), and the potential sale price (1 million
vs. $13 million). The results showed that the closer the project was
to completion (90%), the stronger was the participants’ desire to
complete it compared to projects that were far from completion
(10%). In addition participants who  were aware that the completed
project would fetch a high sales price expressed a stronger desire
to complete the project compared to participants in low-priced
projects. The results obtained in this particular type of escalation of
commitment can be explained by the effect of project completion.

2. The hypotheses

Like Boehne and Paese (2000), we  argue that the desire to
complete a project increases according to what has already been
invested in the project and the degree or percentage of project com-
pletion. We  also believe that the sunk cost effect behavior of local
authorities subjected to the pressure of neighboring communities
to build infrastructure in order to “win” the localization of a firm on
its territory can also be explained by the escalation of commitment.
We have thus formulated the following hypotheses:

• hypothesis 1: the commitment of local authorities varies accord-
ing to the amount of expenses already incurred (100,000 euros
or 900,000 euros);

• hypothesis 2: the commitment of local authorities varies accord-
ing to the degree of completion/percentage of work already
achieved (10% or 90%).

To place local authorities in fiscal competition, our scenarios
specify that “the coveted company is negotiating with a neighbor-
ing region”. Our fictitious scenarios are plausible. Indeed, we can
also consider that local authorities are aware of the main financial
ratios for each stratum of the population. Thus, according to 2010
management accounts (Observatory on local finance, 2012, p. 134),
in a population stratum of fewer than 3500 inhabitants, the ratio
produced from direct taxes per capita was 301 euros, the expen-
diture on equipment per capita was 337 euros, and the per capita
debt was 624 euros.

In the context of our research, the budget initially planned, i.e.,
one million euros, is realistic because for this demographic stratum
it implies an average amount of approximately 290 euros as the
expenditure on equipment per capita (1,000,000/3500). The sce-
nario (900,000 euros/10%) pushes regions to borrow up to 8 million
ted representatives in situation of fiscal competition: An example
rg/10.1016/j.erap.2017.11.003

euros, propelling per capita debt to over 2200 euros, excluding
interest and the expenditure on equipment per capita which is
approximately 2600 euros. The region would thus bear a debt 3.5
times higher than the average debt of its population.

https://doi.org/10.1016/j.erap.2017.11.003
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Table 1
Measures of escalation of commitment among local authorities.

Scenario Percentage of elected officials
with a score higher than or
equal to 6
Variable: desire to complete
project

Percentage of elected officials
with a score higher than or
equal to 6
Variable: quality of investment

100/10% 44.87 52.56
900/10% 44.78 46.27
ARTICLERAP-436; No. of Pages 4
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This scenario would be economically profitable if the expected
eturns through the servicing of the land was higher than the debt
ontracted. However, the highest tax per capita in 2010 was 623
uros for cities with 50,000 to 100,000 inhabitants (Observatory
n local finance, 2012, p. 134), and these cities are likely to be more
eveloped economically. A small town can hardly expect to achieve

 higher ratio.

. Methodology

.1. The population

The data collected was provided by social actors who  regularly
ncounter decisions related to our research question. We  con-
ucted a pre-test during the annual conference of the mayors of
rance and then distributed our questionnaire by uploading it to
he official website of the Association of Rural Mayors of France. A
otal of 285 local officials responded via internet.

.2. The investment

The first scenario describes the following situation:
“You are elected from a small town. You want new companies

o set up in your municipality to increase your tax revenues and
reate jobs for the inhabitants of your municipality. Last year, you
ere informed about plans for a large company to be set up in

our region. You were contacted by the CEO of this company. Then,
ou undertook to provide the host site of the future company with
ater, gas and electricity and carried out a road infrastructure. The

riginal project’s budget was planned to be 1 million euros in total.
Recently, you received the following information about the

rogress of the project:

to date, the project has already cost 100,000 euros;
the engineers’ report shows that 10% of the project has been
carried out;
the target company is currently negotiating with a neighboring
municipality.

You must now decide if you continue this investment or decide
o abandon the implementation of this project. The unfinished
nfrastructure is unusable. If you choose not to reinvest in the
roject, the remaining amount of 900,000 euros of the initial allo-
ation for the servicing of the land and the construction of the road
ay  be placed. If necessary, your municipality may  choose to invest

n additional amount to complete this project”.
We have written four scenarios taking into account the amounts

nvested and the percentage of the completed project (100,000
uros and 10% of the project has already been achieved; 900,000
uros and 10%, 900,000 euros and 90% and finally 100,000 euros
nd 90%).

.3. The procedure

Local elected representatives are invited to answer two ques-
ions by Internet using a 10-point Likert scale: “What is your desire
o carry out future work?” (on a scale from 0 “very reluctant” to 9
very eager”) and “Do you consider servicing the land and build-
ng infrastructure as a good or bad investment?” (on a scale from

 “very bad investment” to 9 “very good investment”). In accor-
Please cite this article in press as: Morer, M.,  et al. Sunk cost of local elec
of escalating commitment. Rev. Eur. Psychol. Appl. (2017), https://doi.o

ance with the procedure used by Boehne and Paese (2000), the first
cale measures commitment, the second one measures perceived
uality of investment. Both of these measures can be considered as
n escalation in commitment (Boehne & Paese, 2000). The elected
900/90% 78.08 65.75
100/90% 57.97 60.87

representatives were asked to comment on their decisions after
responding.

4. Presentation of the results

It is considered that there is an escalation of commitment when
the elected representative gives a score greater than or equal to the
average of the sample (the average for our sample is 5.41 for the
desired variable to complete the project). The project is deemed to
be of good quality when the elected representative gives a score
greater than or equal to the average of the sample (the average for
our sample is 5.43 for the quality variable of the investment). Let
us then calculate the percentage of local representatives giving a
score greater than or equal to 6, a whole number directly greater
than the sample averages (Table 1).

There are two possible assumptions to the explanation of esca-
lation of commitment. According to the first assumption (Arkes &
Blumer, 1985), the escalation of commitment will be a function of
the sunk cost. Thus, the desire to complete the project will depend
on the amount already invested (“sunk cost”). According to the sec-
ond assumption (Garland & Conlon, 1998; Boehne & Paese, 2000),
the escalation of commitment is a function of the degree of project
completion. Thus, the strongest effects of escalation are usually
observed when the project is about to be completed.

We suggest testing these assumptions on our sample of 285
local elected representatives by performing, similar to Boehne &
Paese (2000) 2 × 2 Anova according to the amount of the sunk cost
(100,000 euros vs. 900,000 euros) and the level of project comple-
tion (10% vs. 90%) on our dependent variables “desire to complete
the project” and “quality of investment” taken separately.

4.1. Desire to complete the project

We achieve main effect of the completion level (F (1,
281) = 16.04, p < 001; �2 = 0.05). Subjects placed in the condition
“high completion level (90%)” show a greater intention to com-
plete the work (M = 6.16; SD = 2.96) compared to those placed in
the condition “low level of completion (10%)” (M = 4.70; SD = 3.28).

Similarly, we achieve a main effect of the sunk cost (F (1,
281) = 7.52, p = 006; �2 = 0.02). The elected representatives placed
in the strongest sunk cost condition (900,000 euros) express
a stronger intention to complete the work harder (M = 5.96;
SD = 3.12) than those placed in the condition of a smaller sunk cost
(100,000 euros, M = 4.91; SD = 3.22).

4.2. Investment quality

We observe a main effect of the “completion level” on
the dependent variable “perceived quality of investment” F

2

ted representatives in situation of fiscal competition: An example
rg/10.1016/j.erap.2017.11.003

(1.281) = 9.39, p = 002; � = 0.03. For example, participants in a “high
level of completion (90%)” consider investment of better quality
(M = 5.95; SD = 2.46) than those placed in the condition of “low level
of completion (10%)” (M = 4.99; SD = 2.76).

https://doi.org/10.1016/j.erap.2017.11.003
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commitment to a faltering project in the decision-making groups: An imple-
mentation intention approach. Social Psychological and Personality Science, 6,
587–595. http://dx.doi.org/10.1177/1948550614568158

Wildasin, J. D. (1988). Nash equilibria in model of fiscal competition. Journal of Public
Economics,  35,  296–315.
ARTICLERAP-436; No. of Pages 4
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We  do not observe any significant influence of the “level of sunk
ost” factor on the “investment quality” dependent variable.

. Discussion

The results obtained in this research allow us to argue that the
ocal elected representatives in a situation of fiscal competition are
nclined to escalation of commitment, thus confirming previous
esults (Ansel, 2005) regardless of the two measures of the commit-
ent (desire to complete the project and quality of the investment).
t least 45% of the participants pursue the project or consider it

o be of good quality under conditions where a rational economic
pproach would justify its discontinuation (Kahneman, 2012).

Similar to Boehne and Paese (2000), the assumption of “sunk
ost” is not verified as an explanation for the escalation of commit-
ent when measured by the “perceived quality of the investment”.
owever, unlike the results of these two authors, our research

hows that this assumption is verified when the escalation of com-
itment is measured by the “desire to complete the project”. We

uggest two explanations.
On the one hand, the planned projects are not identical. In our

cenarios, regardless of the amount of the sunk costs the benefits
or the municipality are uncertain. They depend on the final choice
f the company to set up or not on the site under development. The
mount of sunk cost becomes a central element that encourages
he elected representative to complete the work.

On the other hand, our research differs from that of Boehne and
aese from the perspective of the participants. In our study, local
lected representatives are supposed to be experienced in making
conomic decisions, which is not the case for the first-year students.
ailure to escalate and therefore leave an unfinished infrastructure
alling apart in the eyes of inhabitants would be a public admission
f incompetence. Escalation of commitment can then be under-
tood as a process of self-justification. Brockner (1992) is the first
ne to highlight the importance of self-justification in explaining
he phenomenon of escalation of commitment.

Everything happens as if the local elected representatives tried
onvincing themselves of the validity of their past choice. This
esult can be explained by a Goal-Substitution Process (Boehne &
aese, 2000; Garland & Colon, 1998). The higher the completion
ate of the project, the more money is invested. And in this case, the
esire to complete the project for the decision maker increases at
he expense of the original economic objective (Humphrey, Moon,
onlon, & Hofmann, 2004; Jensen, Conlon, Stephen, Humphrey &
oon, 2011). Some authors consider avoidance techniques for the

scalation in commitment (e.g. Wieber, Thürmer, & Gollwitzer,
015).

. Conclusion

Our research illustrates the complementarity of economics,
ocial and cognitive psychology to better understand many facets
f economic decision-making (e.g. Ariely, 2009; Lassarre & Roland-
évy, 2011; Thaler, 2015; Thaler & Sunstein, 2008; Tirole, 2016).
ecisions that may  seem irrational in a classic economic approach
f economic models can also be analyzed from sociocognitive
enchmarks.
Please cite this article in press as: Morer, M.,  et al. Sunk cost of local elec
of escalating commitment. Rev. Eur. Psychol. Appl. (2017), https://doi.o
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