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Abstract

This study investigates the impact of managers' cognitive bias on corporate venturing

investment decisions with a particular focus on a firm's escalation of commitment to a losing

course of action. Specifically, based upon three sources of cognitive bias, namely, sunk

costs, illusion of control and self-justification, this study identifies antecedents of the

escalation behavior. Our longitudinal empirical analyses, based on corporate venturing

investments made by listed Taiwanese IT companies, shows that sunk costs, the number of

initial public offerings by the firm in previous years, disclosure of investment performance

and whether the firm joined the initial funding of the new venture are positively correlated to

a firm's escalating commitment to an investment with a mild negative feedback. When

severe negative feedback is encountered, however, the impact of these antecedents is

alleviated or even disappears. Implications to managers and suggestions for future research

are also discussed.    
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(Corporate Venturing Investments)

(Block & MacMillan, 1993)

(Block & MacMillan, 1993; Burgelman & Sayles, 1986) 
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(Chesbrough, 2002)
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(Staw, 1976; Staw, Barsade, & Koput, 1997;

Staw & Hoang, 1995)

(Field Study) 
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(Generalizability) (
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Nuclear Power Plant (Ross & Staw, 1993) --
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(Behavioral Decision Theory) (Simon, 1976) 

(Langer, 1975; Langer & Roth, 1975)

(Overconfidence) (Christensen-

Szalanski & Bushyhead, 1981; Simon & Houghton, 2003) (Hubris) (Roll,
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1986)
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CEO Shapira (1995) 

(Busenitz & Barney, 1997; Camerer & Lovallo, 1999; Simon, Houghton, & Aquino,

2000) (Selection Bias)
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(Corporate Strategy) 
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(Kelley, 1973; Northcraft & Neale, 1986)
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( Staw, 1976) (Field Studies)

McNamara et al.(2002) 

(Structural Change) (Chow, 1960)

(Zardkoohi, 2004)

(Staw, 1997)
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(Technological

Opportunities) (Klevorick, Levin, Nelson, & Winter, 1995)

(Dushnitsky & Lenox, 2006)

2000 

1997 2002 
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( 3)
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(
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( 4)

( 5)
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( 6) 
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(Irreversibility) 

(Sutton, 1991)
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(Gompers & Lerner, 2001)
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(Core Business) 

( 7) 
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0

5% 

1 0 ( )

( ) (Filatotchev, Lien, &

Piesse, 2005)

( 8)

1 0 ( )

(Predictor) 

(1) 

(2) (3) 
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Change Point) CUSUM (Cumulative Sums) (
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0 -23.5% ( 0) 
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) ( 9) ( ) (
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IPO 
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(Dummy Variable) 1

0 ( ) ( 10)

(Financial Slack) ( )

( )
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(Panel Data Model) 

Hausman Test (Fixed Effect Model) 

(Random Effect Model) 

1

(Variance Inflation Factor ; VIF) 

(Shipilov, 2006; Carpenter & Fredrickson,

2001) VIF 10

2

(t 7.76, p<0.001)

( )

IPO 
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(

) ( ) (
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( t 2.19 p<0.01)

(Weak Governance Regime)

(Agency Problem) (Principal

Problem) (Dharwadkar, George, & Brandes, 2000; Chang, 2003)
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) 

CUSUM 

-23.5% 
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(Behavioral Factors) 

(Milestone)
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(Business Model)

(
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(Simonson & Staw, 1992) 

Hayward Shimizu (2006) CEO (New

Outside CEO) 
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al., 1997) 
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Real
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Ross Staw (1986, 1993) 

(Shane & Cable, 2002)

(Inter-

firm Relationships) 

(Strategy Formulation) (Decision Process) (Mintzberg,
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