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ABSTRACT

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.

RESUME

Introduction. - La concurrence entre collectivités locales francaises en niveaux d’infrastructures pour
attirer des entreprises et des habitants peut parfois aboutir a une utilisation irrationnelle de I'argent
public.

Objectif. - Montrer I'influence de facteurs psychologiques et de I'escalade d’engagement sur une décision
économique.

Méthodes. - Nous avons présenté quatre scenarii a 285 élus locaux et étudié I'impact des facteurs « mon-
tant de la dépense gachée » et « niveau d’achévement du projet » sur deux variables dépendantes : « le
désir d’achever le projet » et « le jugement quant a la qualité de I'investissement ». Les scenarii présen-
taient un projet de viabilisation d’un terrain d’accueil et de la réalisation d’une infrastructure routiére
dans le but d’attirer une entreprise.

Résultats. - Conformément aux travaux de Boehne et Paese (2000) le niveau d’achévement du projet
explique significativement I'escalade d’engagement quelle que soit la variable dépendante. L’hypothése
de la « dépense gachée » est vérifiée lorsque I'escalade d’engagement est mesurée par le « désir d’achever
les projet ».
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Conclusion. - Nous avons mis en évidence I'effet de la dépense gachée et du niveau d’achévement de projet
sur les décisions des élus locaux, enrichissant la compréhension des facteurs de décisions économiques.

© 2017 Elsevier Masson SAS. Tous droits réservés.

In the face of heightened competition between local authorities,
elected officials can use public expenditure as a strategic variable
to attract businesses and residents. This economic operation is
referred to as “fiscal competition” (Wildasin, 1988).

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

Within the framework of fiscal competition, the impact of sunk
costs means that decisions made by local authorities may seem
somewhat irrational from an economic perspective. Psychologists
refer to this type of economic situation as the “escalation of com-
mitment” (e.g., Girandola, 1999, 2003). Escalation of commitment
thus refers to a situation in which an individual or group of individ-
uals invests resources (i.e., time, effort, money) in a goal unlikely
to be met (in this case: attract businesses). Moreover, these invest-
ments are pursued in spite of negative feedback (Arkes & Blumer,
1985). Individuals therefore pursue the programs underway to
avoid the impression of having wasted money, time or energy at
the expense of other, more effective strategies (Joule & Beauvois,
2014). According to Boehne and Paese (2000), the closer the project
inches to completion, the higher the escalation of commitment.

To the best of our knowledge, no research to date has analyzed
the fiscal competition. Consequently, this study proposes to shed
light on this issue. It draws on a social psychology framework to
analyze the economic decisions taken by social actors. The study
seeks to evaluate whether or not the escalation of commitment
exists among elected authorities through fiscal competition.

1. The role of sunk costs in the theory of the escalation of
commitment

Drawing on prospect theory as put forward by Kahneman and
Tversky (1979), Arkes and Blumer describe sunk costs as an error
in judgment. Individuals pursue ongoing action plans to avoid giv-
ing the impression of having wasted money, time or energy. In
anticipation of losses, most individuals prefer to take risks in the
hope of future gains rather than to have the certainty of a mod-
erate loss (Roth, Robbert, & Strauss, 2015; Thaler, 1985; Tversky
& Kahneman, 1981). The greater the initial investment, the higher
the sunken costs. In a 1985 experiment on sunk costs, Arkes and
Blumer (1985, Experiment 2) asked research participants to imag-
ine themselves as the CEO of an airline who had to make a decision
about an investment opportunity in a project that sought to acquire
a new aircraft. In the first condition, participants were informed
that the allocated costs would help initiate the project. In the sec-
ond condition, they learned that 90% of the project had already
been achieved. The results showed that 85% of the participants in
the second group chose to award additional costs to continue the
project compared to 16.7% of the participants in the first condi-
tion. Since the studies undertaken by Arkes and Blumer, the theory
of commitment (Girandola & Gueguen, 2014) and, more specifi-
cally, the concept of the escalation of commitment have received
considerable interest in social psychology (e.g., Ansel, 2005; see
Girandola, 1999; Sleesman, Conlon, McNamara, & Miles, 2012 for a
meta-analysis).

Garland and Conlon (1998) further clarified the processes
underlying the sunk cost effect. They argued that the effects
observed by Arkes and Blumer can be analyzed according to the

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);

e 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
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.
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