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Investment decision in crisis: The alternative view
of escalation of commitment in determining
investment performance

Harris Turino Kurniawan®* and Adhi Setyo Santoso?

Abstract: This research attempts to apply Image Theory to examine whether the
tendency to continue the initial strategy or maintain the status quo known as
escalation of commitment (EoC) from institutional investors leads to positive
investment performance in unstable real environmental conditions with certain
changing trends. In the equity market, investors are always faced with the option of
maintaining their existing portfolio (initial strategy) or modifying it (generate
emergent strategy) to increase assets as the goal. However, they have a tendency
to EoC. Based on this situation, the authors conduct a quantitative study with
covariance-based structural equation models (CB-SEM) approach one of the fund
management industry in the Indonesian equity market during bearish conditions in
the midst of the 2008 global economic crisis and bullish conditions during the crisis
recovery as the background. This study shows that EoC is not always associated
with more negative performance because it can result in more positive performance
in high image compatibility state.

Subjects: Investment & Securities; Organizational Studies; Strategic Management

Keywords: Escalation of commitment; image compatibility; decision-making; environment
constraint; stock market; investment strategy

1. Introduction

In strategic management, strategy process is essentially related to decision-making (Hettich &
Kreutzer, 2021). Decisions are incremental, interrelated, and influenced by contextual (objective
content) and psychological factors (van Assen, 2020), which are carried out by managers, not
organizations, in response to environmental changes (Laureiro-martinez & Brusoni, 2018). Thus,
the decision-making process in organizations (strategic) is complex and is influenced by many
aspects (Liao et al., 2020).

In relation to the theory of decision-making, managers’ cognitive and values can be well
adopted by Image Theory (Penney et al., 2019). Image theory can accommodate the rational
and psychological aspects of strategic decision-making as proposed by Yang et al. (2019). The
rational aspects are reflected: (1) when decision makers determine the strategy image, namely
planning and forecasting, and (2) through profitability testing when more than one alternative
appears. The psychological aspects are reflected in the interaction of the three images (value,
trajectory, and strategy) in shaping environmental perceptions (image compatibility). Meanwhile,

© 2023 The Author(s). Published by Informa UK Limited, trading as Taylor & Francis Group.
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the characteristic aspects of the industry serve as guidelines and governance that limit the
generation of trajectory and strategy images, so that they can be classified implicitly into
a value image.

Image compatibility, the manager’s perceptions or beliefs on the alignment of the strategies
used with the initial targets (Ogbeibu et al., 2020), then becomes a determinant to predict further
decisions. When image compatibility is high, managers tend to continue and/or escalate their
initial decisions (initial strategy) and, vice versa, managers are motivated to change or modify
initial decisions (generate emergent strategies). The tendency to continue with the initial strategy
or maintain the status quo is known as escalation of commitment (EoC) (Sleesman et al., 2018).
Huang et al. (2019) involved EoC as an element in the psychological context. The reason is that EoC
reflects (1) the incremental process of making decisions towards goals and (2) the interdependent
nature of current decisions with past decisions. These two characteristics are consistent with the
description of strategic decisions according to Sleesman et al. (2018).

Kalmanovich-Cohen et al. (2018) argue that managers have a tendency to maintain the initial
strategy (status quo), which is also referred to as escalation of commitment (EoC), especially when
their tenure has been relatively long in the same organization or industry. This tendency (EoC) also
increases when managers are actively involved during the deciding of the initial strategy (Nouri,
2020; Staw, 1976), and when decisions become a concern in their social environment (Ohlert &
Weilkenberger, 2020). To date, the literature on EoC tends to be associated with increasingly
negative performance, for instance Zorn et al. (2020).

In relation to Image Theory, EoC holds the potential to be related to Image compatibility
because both explain the subsequent decision mechanism. By linking EoC and Image Theory,
there is a chance that the resulting performance will be positive or more positive. This is due to
the high image compatibility indicating confidence in the realization of the trajectory in the future,
and thus motivating decision makers to continue or escalate their commitment. This linkage has
not been studied empirically in the previous literature.

Based on the description above, the authors are motivated to examine managerial behavior
when faced with extreme environmental conditions. This study specifically examines the strategies
undertaken by managers: whether to maintain the initial strategy (status quo) or generate an
emergent strategy so that performance remains positive. This study uses upper echelons theory
(Abatecola & Cristofaro, 2018; Hambrick & Mason, 1984) as a foundation, which is operationalized
through Image Theory, and is linked to EoC and performance. In the context of strategic manage-
ment, this study aims at exploring EoC behavior that can result in more positive performance, by
taking into account the compatibility of the manager’s image.

To achieve this research objective, the authors performed observation on of the fund manage-
ment industry in the Indonesian equity market and considered bearish conditions during the crisis
and bullish conditions during the post-2008 global economic crisis recovery as the background. In
the equity market, investors are always faced with the option of maintaining their existing portfolio
(initial strategy) or modifying it (generate emergent strategy) to increase assets as the goal. The
transition from a declining and negative environment (bearish conditions) to a significantly
increasing and positive (bullish condition) environment in a relatively short period of time is
a rare moment to observe the strategy formation process in the real world, especially in
Indonesia. To date, research on Image Theory has been driven by stable environmental conditions
(negative or positive). This research attempts to apply Image Theory in unstable real environ-
mental conditions and with certain changing trends. Therefore, it is expected that the results of
this study can be used as a guide to determine the two options that lead to positive performance
even in conditions of market crash recovery, such as conditions in the equity market during the
recent COVID-19 pandemic.
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Figure 1. An upper echelons
perspective of organizations
(Hambrick & Mason, 1984).

Figure 2. Conceptual model.

2. Literature review and hypothesis construction

In this section, the research model construction and hypotheses to be tested will be described. The
basic construction of the research model uses the foundation of upper echelon theory (Hambrick &
Mason, 1984) as shown in Figure 1. This figure explains that the objective situation will affect the
psychological orientation of managers, who are involved in the perception process, resulting in
a specific strategic choice.

In this research, the objective situation is represented by bearish and bullish conditions. The
psychology and perception of managers are, respectively, represented by the three images (value,
trajectory, and strategy image), and image compatibility. The strategic choice is represented by
escalation of commitment (EoC) and is a manifestation of follow-up decisions. While performance
is defined as returns.

Specifically, this research aims to explore how investment managers treat the portfolios they
manage (emergent strategy) in two different environmental trends (bearish and bullish), and how
the performance of the emergent strategy is. Therefore, this research does not examine how
investment managers determine the new stocks that will be bought (stock picking). Figure 2 is the
conceptual model derived from Figure 1.

From Figure 2, it can be seen that framing plays an important role in moderating all relationships
between variables. The decisions made by someone are greatly influenced by the type of informa-
tion presented in a certain frame. The type of frame, whether positive or negative, will evoke
certain preferences and behaviors in the decision-maker facing the problem (Tversky & Kahneman,
1981). This is evidenced among others by Kahneman and Tversky (1979) who said that in a positive
frame, someone tends to be a risk averter, and becomes a risk seeker in a negative frame.
Bateman and Zeithaml (1989) found evidence that resources will be allocated more when in
a positive frame. While Klein (1989) believes that when information is positive, cognitive processes
tend to be reactive, in other words, less comprehensive and systematic. Conversely, when informa-
tion is negative, decision makers tend to be more active in processing information with more in-
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Figure 3. Research model for
hypothesis 1-6.

H2a Image Escalation of
H2b Compatibility Commitmen

H3a
H3b H6a
Y. H6b

Investor
Goal

Performance

depth analysis. Dunegan et al. (1995) believe that there is a significant relationship between the
frame and image compatibility. Specifically, decision makers will be more active in using the
information obtained when image compatibility is low, and vice versa.

Based on the conceptual model in Figure 2 and the description above, the author builds the
research model as illustrated in Figures 3 and 4 in the next section. In this research, the variable
frame is not measured specifically, but is used as a differentiator for the two models to be tested,
which are the model when the frame is negative and the model when the frame is positive. In
terms of construction, the model building and variable measurement do not change. The differ-
ence lies in the data content, which is data obtained from the same respondents when in each of
those conditions. The negative frame period (bearish) is observed starting January 2008 to
February 2009, and the positive frame period (bullish) starts March 2009 until now. The
symbols “a” and “b” on each hypothesis are interpreted, respectively, as the hypothesis when
the frame is negative and the frame is positive.

Figure 4. Research model for

hypothesis 7. Escalation of

Commitmen

Image

Compatibility

Performance
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Figure 5. IDX index from
January 2008 - January 2010
(tradingview.Com).
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In the next section, the hypotheses to be tested will be described based on the research model
above. The variables of risk propensity and investor horizon represent the value image of the
investor, while investor goal and investor strategy, respectively, represent the trajectory and
strategy image. EoC in this case is a representation of progress decision, which is similar to
continue or add strategy in the Image Theory proposition.

2.1. Value image: Risk propensity and investor horizon

In value image, there are beliefs, norms, morals, and values that are inherent in a person and
motivate that person to take certain actions. Collectively, a collection of values, morals, and beliefs
in the value image form the basic principles and provide a description of the characteristics of the
person (Ng & Sears, 2020; Beach, 1998). Based on its definition, the value image in the framework
of Image Theory (Penney et al.,, 2019; Beach & Mitchell, 1987) is identical to the value in upper
echelons theory (Abatecola & Cristofaro, 2018; Hambrick & Mason, 1984). Therefore, in this study,
the authors can operationalize the value image with risk propensity and investor horizon. This
opinion is reinforced by Kim et al. (2020) and Tang (1992, 1996) stating that in addition to risk
propensity, the investment horizon is a factor that must be considered in forming an optimal
investment profile.

In relation to risk propensity, a study by Nguyen et al. (2019) and Pablo and Weingart (1995)
shows a negative relationship between risk propensity and risk perception. Risk perception may be
associated with image compatibility in this study, and risky decision-making behavior is associated
with escalation of commitment. Such an association is also supported by the fact that stock
investment is a realm of high-risk decisions. However, image compatibility has a broader context
than risk perception because it is fixed not only on risk factors but on the alignment of three
images: value, goal, and strategy. Therefore, although they have almost identical relationship
paths, the negative effect of risk propensity on risk perception (Nguyen et al., 2019; Pablo &
Weingart, 1995) cannot simply be used to describe the effect of risk propensity on image compat-
ibility in this study.

Value image, in this case risk propensity and investor horizon, can indeed be sorted in certain
ordinal. For instance, Sultana et al. (2018) and Pablo and Weingart (1995) categorize high-risk
propensity as a risk seeker and low-risk propensity as a risk converter. However, in relation to
image compatibility, such an order cannot be used. This is due to the absence of the literature
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linking these variables. A risk seeker, for instance, does not necessarily have a higher image
compatibility than a risk converter, or vice versa, and similarly with daily traders and long-term
investors on the investor horizon variable. However, as a principle in value image, these two
variables should act as a reference to generate a consistent trajectory and strategy image.

Both risk propensity and investor horizon are essentially the basic characteristics of investors.
However, these characteristics can change due to situational factors, which can lead to changes in
compatibility. In addition, the two characteristics also play a role when investors are motivated to
revise or change their strategy in a progress decision. Both function as filters to select several goals
and/or plans, respectively, as a new trajectory and/or strategy image (Nadeem et al., 2020; Nobre
et al., 2018; Beach, 1998). Thus, the authors argue that the existence of value image has
a significant role in the compatibility test, both in negative and positive frames, so that the
following hypotheses can be formed:

H1: Risk propensity dffects image compatibility.
H2: Investor horizon dffects image compatibility.

2.2. Investor goal and investor strategy

In this study, the investor goal and the investor strategy are the representations of trajectory and
strategy image, respectively. The strategy image is an investment decision plan chosen by the
investor in order to create a trajectory image. The alignment between the trajectory and the
strategy image is the core of the compatibility test, which is carried out continuously due to the
latest information at a certain time. Trajectory and strategy images are, by definition, identical to
cognitive in upper echelons theory (Penney et al., 2019; Hambrick & Mason, 1984).

In determining subsequent decisions, for each compatibility test, investors will conduct compat-
ibility tests to re-evaluate strategies (plan and forecasting) in the future. Thywissen et al. (2018),
Nobre et al. (2018) and Beach (1998) state that if planning and forecasting are not perceived as
capable of realizing the trajectory image, the strategy image will be revised or replaced. If revisions
or changes do not allow the trajectory image to be achieved, the trajectory will be changed or
adjusted. Conversely, if the tactics and consequence predictions are perceived as capable of
realizing the trajectory image, the strategy image will be maintained or even enhanced. This
indicates that the decision-maker is always trying to maintain or find new alignments (image
compatibility). Therefore, it can be concluded that both trajectory and strategy image individually
influence the compatibility test, while the high and low compatibility test results are influenced by
the harmony between the two.

The compatibility test is a subjective evaluation because it is based on the decision makers’
perceptions of tactics and their prediction of consequences (Eze et al., 2018; Dunegan, 1995). In
this case, perception relates to the level of confidence of decision makers on what should be done
to realize the trajectory image, both in negative and positive frames. This indicates that in the
negative frame, the image compatibility is not always low because the compatibility test is more
influenced by perceptions of information content than the objective content of the information (Xu
& Akther, 2019; Eze et al.,, 2018; Dunegan, 1995). In this case, perception is related to the level of
confidence of the decision-maker, namely the confidence in the generated trajectory image
capable of solving problems or meeting their needs, and the level of confidence in the strategy
image capable of realizing the trajectory image. Thus, hypotheses can be formed:

H3: Confidence in image trajectory daffects image compatibility.
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H4: Confidence in image strategy dffects image compatibility.

2.3. Image Compatibility and Escalation of Commitment (EoC)

The proposition of Image Theory depicts that when image compatibility is high, decision makers
tend to continue their initial strategy (continuation) or increase resource allocation (addition) and
otherwise change their strategy (change) (Drury-grogan, 2017; Beach, 1990). Decisions on con-
tinuation and addition are the behavior of escalation of commitment, while decisions on change
are de-escalation. This premise can be used to analyze the possible relationship between image
compatibility and escalation of commitment in the context of portfolio investment.

In the negative frame, the price of assets, such as stocks, drops drastically, which worsens the
performance of the portfolio owned by investors. At the time, there were two choices that
investors could make: maintaining or selling their portfolios, each of which had unpredictable
consequences. According to Duxbury et al. (2020) and Staw (1976), this condition fulfills the
requirements for the occurrence of EoC, which in this case can be in the form of time escalation,
namely maintaining the position of the portfolio, as well as financial escalation, which is adding
similar assets to the portfolio. The determinants that trigger the escalations are divided into two
debatable groups: non-rational factors—such as psychological or social, and rational factors (Lee
et al., 2018; Brockner, 1992).

Although it is rather difficult to identify which determinant plays the most role in this negative
frame, Prospect Theory (Gregoriou et al. 2019; Tversky & Kahneman, 1979) can provide a sufficient
elaboration. When the frame is negative, the asset price falls below its purchase price and the
option to hold the asset has high uncertainty. If the asset is sold, the investor is certain to suffer
a loss in accordance with the difference between the purchase price and the selling price. If the
asset is maintained or even added, there is a possibility that (1) the price will rise again, and thus
profit can be gained or loss can be minimized, or (2) the loss will be even greater. Prospect theory
predicts that investors tend not to sell their portfolios, which means EoC has occurred, both in
terms of time and financially.

In the negative frame, it is also rather difficult to identify the compatibility of the investor’s
image is with the portfolio. Although the available information, both micro and macro, is negative,
it is not always deemed negative in investors’ minds. Ogbeibu et al. (2020) and Dunegan (1995)
state that how decision-makers perceive information is more important and influential in image
compatibility tests than the objective content of the information. For instance, investors who
believe that the price decline is only temporary and will soon rise again have high image compat-
ibility, and therefore assets will be maintained or even added, and vice versa. When image
compatibility is high, the predictions of Image Theory decisions are in line with EoC, but these
predictions are the opposite when compatibility is low. Because the perception of image compat-
ibility could not be predicted at the time, the following hypothesis can be formed:

H5a: In the negative frame, image compatibility has no effect on escalation of commitment.

Through literature review, the authors predict that image compatibility has no effect on EoC in the
negative frame (H5a). So far, there has never been any empirical research that proves this
statement. Because this statement is a prerequisite for proving the subsequent hypothesis, namely
H7, then H5a (bearish condition) must be raised and tested in this study. A provisional outcome
can be perceived as compatible or incompatible, depending on the three images of the decision
makers.

Jonsson et al. (2017), Drury-grogan (2017) and Dunegan (1995) state that decision makers tend
to maintain the status quo, where little positive information can lead to high image compatibility.

Page 7 of 22



Kurniawan & Santoso, Cogent Business & Management (2023), 10: 2196785 O;K-: cogent P b us | Nness & mana ge me nt

https://doi.org/10.1080/23311975.2023.2196785

When entering the positive frame, investors tend to perceive the situation as something positive,
so that image compatibility with their portfolios tends to be high. This is reinforced by the fact that
in the months following the transitional period (March 2009), the composite share price index
continued to increase although it had not yet reached its original state. Thus, investors would tend
to maintain or increase their assets.

The decision to maintain or add assets by investors is basically a form of EoC. Essentially, the EoC
concept is the tendency to make decisions that are against a rational perspective. Therefore, when
the frame is positive (bullish), and when the price has risen back above the purchase price,
investors should sell their assets. In fact, there are always investors who act the other way around:
maintaining or adding to their assets, which make them classify as EoC. Thus, the relationship
between image and EoC compatibility becomes apparent, which can be hypothesized as follows:

H5b: In the positive frame, image compatibility has a positive effect on escalation of commitment.

2.4. Performance

Hinojosa et al. (2017) and Brockner (1992) state that the Cognitive Dissonance Theory is currently
one of the important explanations for EoC behavior from a negative frame perspective. Garland
(1990) describes EoC as throwing good money after bad. Several studies, such as Katjazi et al.
(2018), Ross and Staw (1986, 1993), Staw and Ross (1987) and Teger (1980), indicate that in the
negative frame, decision performance will be increasingly negative if EoC continues. The cases of
Expo 86 (Ross & Staw, 1986) and Shoreham Nuclear Power Plant (Ross & Staw, 1993) show that, up
to a certain stage, decision makers are faced with the choice of exit (withdraw) or permanent
failure.

Sleesman et al. (2018) add that EoC behavior can also be explained by several other theories,
such as the Prospect Theory (Huang et al., 2019; Kahneman & Tversky, 1979). According to this
theory, a person tends to become a risk seeker when faced with a negative frame, which can
trigger him to perform EoC. This decision is very risky and often ends in failure or a fiasco decision
(Whyte, 1986). One example is the Japanese attack on Pearl Harbor in 1941 which was a very high-
risk decision and had fatal consequences (Levi and Whyte, 1997). Another example is the Cuban
Crisis in 1962 which prompted Kennedy and Khrushchev to make a series of decisions that were
increasingly risky due to a worsening situation and the potential for nuclear war (Hass, 2001).
However, that did not take place after Khrushchev suddenly withdrew his troops from the Bay of
Pigs.

It can be seen from the descriptions of several studies above that EoC that continues to be
carried out in a negative frame has the potential to result in increasingly negative performance.
Thus, the authors form the following hypothesis:

H6a: In the negative frame, the escalation of commitment has a negative effect on performance.

When the frame is positive or tends to be positive, Jain et al. (2020) and Dunegan (1995)
suggest that image compatibility will increase and become relatively high. When image com-
patibility is high, investors believe that their tactics and plans are capable of realizing the
trajectory image. According to Beach (1998), this belief is triggered by the ability of decision
makers to predict (forecasting) the consequences of tactics and planning realistically.
Experienced decision makers will trigger past relevant information in their memory to support
their needs in forming tactics and predicting consequences (Cristofaro, 2020; Beach, 1998). In
that situation, if the investor then carries out EoC to maintain assets or refrain from liquidating
profit, the basis for consideration is factors that are more rational and realistic, including
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considering the risks that will be borne potentially (Kajtazi et al., 2018; Akhtar et al., 2018). Thus,
it can be concluded that the resulting performance will be more positive. Therefore, the authors
form the following hypothesis:

H6b: In the positive frame, the escalation of commitment has a positive effect on performance.
The research model from hypotheses 1-6 can be depicted in Figure 3:

2.5. Image compatibility as a moderator

The image compatibility variable is a precondition for EoC. If hypothesis 5a is supported by
research data, the precondition relationship is irrelevant. Therefore, the authors need to further
explore the role of image compatibility that is more appropriate in the relationship between EoC
and performance.

In relation to Image Theory, when image compatibility is low, the tactics used by investors and
their prediction of consequences are perceived as incapable of realizing the trajectory image
(Ogbeibu et al., 2020; Drury-grogan, 2017; Beach, 1998). Therefore, decision makers need to revise
or change strategies. However, if there is no change in strategy (continue initial decision) or EoC
occurs, this shows that EoC is more triggered by non-rational determinants, as suggested by
researchers supporting the Cognitive Dissonance Theory, for instance Jeong et al. (2019),
Hinojosa et al. (2017). These researchers indicate that performance tends to be more negative if
EoC is continued.

On the other hand, when image compatibility is high, decision-makers have confidence that the
tactics and consequent predictions are capable of realizing the trajectory image, so decision
makers will continue their initial decision, or in other words, carry out EoC. This argument is
supported by several researchers, for instance Jurczyk et al. (2019), who emphasize on rational
determinants because of the prospect or expectation of achieving the original goal, and/or other
rational values that can be obtained in future (Brockner, 1992).

In the negative frame and when image compatibility is high, the resulting performance can
remain negative, but the scale is lower than EoC, which is triggered by irrational determinants.
Sleesman et al. (2018) as well as argue that the decrease in the intensity of psychological and
social factors makes decision makers more rational in considering EoC risks and in seeing the
possibility of making an exit decision. Eliéns et al. (2018) and Bowen (1987) state that EoC
decisions are triggered more by more rational motives, for instance the desire to put in extra
effort to see whether the initial decision can result in positive performance, a learning process to
gain new knowledge, or as part of strategy and planning from a broader perspective. These
motives indicate that decision makers still have expectations of achieving positive results or
obtaining other values in the future.

It can be seen from this description that the existence of image compatibility can affect the level
of performance of EoC. When image compatibility is high, if EoC is carried out, the performance will
be more positive (although still in the negative category) than that of when image compatibility is
low. Therefore, the authors will further explore the relationship between EoC and image compat-
ibility-moderated performance by developing a model like Figure 2.

As previously described, if hypothesis 5a is supported by research data, and based on the model

in Figure 4, the authors will explore the role of image compatibility as a moderator by forming the
following hypothesis:
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H7: In the negative frame, image compatibility moderates the relationship between escalation of
commitment and performance; Escalation of commitment has a negative effect on performance
when image compatibility is low.

3. Methods

3.1. Sample and data collection

The selection of the stock portfolio investment domain (equity market) in this study is based on the
consideration of the amount of risk contained in it (Zhou & Xu, 2018;) and it is straightforward to
observe. This large amount of risk is caused by changes that occur in other markets, which always
have direct and instantaneous impacts on the equity market. For instance, the crisis of 1929
(triggered by the equity market itself), the crisis of 1973 (triggered by the commodity market),
the crisis of 1997 in Asia (triggered by the financial market), and the crisis of 2008 (triggered by the
mortgage market). The number of risks reflects real conditions (uncertainty, complexity, and
dynamics), so it is truly relevant in the context of the strategy process as a decision-making
process. Meanwhile, the selection of bearish conditions while the crisis and bullish conditions
during the post-2008 global economic crisis as a background to environmental conditions were
based on the consideration that the crisis was the most recent and relatively still remembered by
investors.

The unit of analysis in this study is institutional investors, which are securities and mutual funds
companies. These institutional investors are represented by three groups of respondents: (1) WMI
(certified investment managers) in securities and mutual funds’ companies that fully manage
third-party funds, (2) fund managers at insurance companies and pension fund companies, and
(3) finance directors, treasury managers, investment managers, or portfolio managers in non-
financial companies that manage the companies’ excess funds in the form of shares, stock
indexes, or their derivatives.

From the index movement and the value of stock trading on the Indonesia Stock Exchange
(IDX) chart as shown in Figure 5, it is apparent that there have been two periods that differed
significantly from January 2008 to January 2010. The period from January 2008 to
February 2009 was a bearish period representing the negative frame, while the period from
March 2009 to January 2010 was a bullish period representing the positive frame. The limits for
the two periods are February and March 2009. Since March 2009, there has been a turning
point (reversal) and has continued to show an increase, both in index and value, and tends to
increase to date. The combination of the two periods is the observation period in this study.
The positive and negative framing was conducted on the questionnaire so the respondent fills
their response in both bullish and bearish period.

Data collection was carried out through several stages of the process up to survey activities in
the field. The field survey was conducted by distributing 300 questionnaire copies to institutional
respondents. Respondents’ domiciles are spread across six major cities in Indonesia: Jakarta,
Surabaya, Semarang, Bandung, Solo, and Medan. The majority distribution mechanism was
carried out directly by authors, by providing explanations to respondents if there were questions
that were hard to understand. Meanwhile, the rest of the questionnaire copies were sent by post
(letter) and followed up by phone. Communication by phone was also carried out when respon-
dents’ answer was unclear, or when respondents did not fill in answers to several questions.

3.2. Measures and statistical methods

Data collection begins with the formulation of a questionnaire, interviews with potential respon-
dents about the questions/statements in the questionnaire, and then pre-tests the questionnaire
with institutional and individual respondents. The pre-test of the questionnaire resulted in changes
in several questions in the questionnaire so that they were better and more contextual in
accordance with conditions in the field. The results of the questionnaire can be seen in Table 1.
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The data obtained from the questionnaire will be analyzed using descriptive data analysis
methods and analysed with covariance-based structural equation models (CB-SEM). This study
uses CB-SEM since the statistical objective is to estimate model parameters that minimize the
difference between the observed sample covariance matrix and the covariance matrix estimated
after the revised theoretical model is confirmed. This is done by comparing the sample covariance
matrix that was calculated before the analysis with the matrix estimated after the model is
confirmed. This statistical objective is different from PLS-SEM in that it maximizes the variance
explained by the dependent variables (Hair et al., 2017).

The CB-SEM analysis was carried out in two steps: measurement model analysis and structural
model analysis. The measurement model analysis covers the Overall Model Fit analysis, which
contains testing on how well the research model fits with the sample data, validity testing, and
reliability testing. We analyze the overall structural model of the model and test the significance of
the causal coefficient relationship (path coefficient).

The researchers also conducted FGD (Focus Group Discussion) with several sources from each
group of investors, equity market observers, and academic advisors, after obtaining the processed
data using SEM (Structural Equation Modeling) software. The aim was to discuss the research findings
comprehensively and obtain practical explanations, especially if any unproven hypotheses were
discovered later. The FGD guidance consists of exploring the factors that influence fund managers’
investment decisions, such as market analysis, risk management, and portfolio construction, discuss
how personal values, beliefs, and self-image might impact their investment choices, probe for any
instances where participants felt that their self-image influenced their decisions, positively or nega-
tively, introduce the concept of image compatibility and explain its potential impact on decision-
making, discuss whether participants believe that image compatibility plays a role in their investment
choices, encourage participants to share experiences or examples where they felt that their self-
image aligned or clashed with their investment decisions, ask participants to suggest ways that fund
management institutions can minimize the impact of image compatibility on investment decisions,
and also exploring the feasibility of implementing these strategies, such as diversifying decision-
making teams, establishing clear investment processes, and fostering open communication.

4. Results and discussion

4.1. Results

The total number of questionnaires filled out and accepted by institutional respondents was 175
copies. After examining and testing the criteria for the submitted questionnaire, including the
missing value imputation process, 166 institutional respondents became the sample of this study.
The fund managers who represent their institution consist of 114 males and 52 females. Eighty
eight of them have less than 5years working experience, 32 fund managers have 5-10 years
working experience, and 46 of the respondents have more than 10 years working experience.
Furthermore, 68 of the respondents manage less than IDR 1 billion investment fund, 28 of them
manage between IDR 1-5 billion investment fund, and the rest 70 respondents manage more than
IDR 5 billion investment fund. Eighty one of the respondents have less than IDR 1 billion monthly
transaction, 20 of them have between IDR 1-5 billion monthly transactions, while the rest 65 fund
managers have more than 5 billion monthly transactions.

The presentation of the mean and standard deviation of the main research variables is intended
to provide a general description of the respondents’ answers to the questions in the questionnaire.
The questions used a 6-point Likert scale. The scale of 1 shows extremely negative (e.g., strongly
disagree), while the scale of 6 shows extremely positive (e.g., strongly agree). The mean, standard
deviation, minimum and maximum scores of the main research variables can be seen in Table 2.
The data in this research show that the skewness is near to zero and the kurtosis is near to three
that indicate normally distributed random variables.
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Table 1. Measurement indicators for questionnaire

Variable

Definition

Operationalization

Reference

Risk propensity

Characteristics that
describe a person’s
tendency to take or avoid
risks

- The tendency to choose
stocks or bonds
investment.

- Experience investing in
a bearish or bullish
situation.

- Tendency to take big
risks.

Nadeem et al. (2020);
Riley and Chow (1992);
Sitkin and Weingart
(1995); Personal Investor
Risk Profile), Citibank and
Standard Chartered Bank

Investor horizon

Time perspective
generally used by an
investor to realize his
portfolio.

- Investment behavior,
for instance day traders,
weekly traders, and long-
term investors.

- Perception of the
optimal time to liquidate
assets (holding period).

- The actual holding
period.

- Preference for short-
term transactions.

- The tendency to change
the investment period.

Sultana et al. (2018); PIRP
(Personal Investor Risk
Profile), Citibank and
Standard Chartered Bank

Investor strategy

The confidence level of an
investor in the strategy
he is currently using.
Strategy is manifested in
the form of a portfolio
that is managed by the
investor within a certain
observation period.

- Confidence in the
success of investment
strategy.

- Confidence to maintain
investment strategy.

- Confidence to maintain
trading patterns that
have been executed.

- Confidence in the
credibility of information
sources as reference.

- Confidence in the types
of stocks that have been
managed.

- Confidence in the
amount of investment
funds that have been
allocated so far.

Thywissen et al. (2018);
Lewellen et al. (1977);
Mitchell and Beach
(1990).

Investor goal

The confidence level of an
investor in the previously
set investment target.

- Confidence in obtaining
capital gains.

- Confidence in getting

a return on deposit
interest.

- Confidence in achieving
better performance than
market performance
(Indonesia Stock
Exchange).

- Confidence in avoiding
greater losses.

- Confidence in the initial
target that has been set.
- Consideration for
revising the initial target.

Xu and Akther (2019);
Lewellen et al. (1977);
Mitchell and Beach (1990)

(Continued)
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Variable Definition Operationalization Reference
Image compatibility Investor’s perceptions or | - Portfolio vs. trajectory Ogbeibu et al. (2020);
beliefs on the alignment | image (image closeness): | Dunegan (1995);
of the strategies used how close the current Dunegan et al. (1995)
with the initial targets. portfolio position

(performance) is to the
trajectory image.

- Portfolio vs. strategy
image (movement
toward target): whether
the current portfolio
position (performance) is
moving toward the
trajectory image.

- Portfolio vs. investor
horizon (likelihood): how
likely it is that the current
portfolio position
(performance) can reach
the trajectory image.

- Portfolio vs. risk
propensity: whether the
portfolio position
(performance) is still
within risk tolerance
under current conditions.

Escalation of commitment | Investor’s tendency to - The percentage of the Jonsson et al. (2017);
(EoC) escalate his resources number of shares that Staw (1976); Brockner
(time and funds). were retained during the | (1992)

observation period.

- The percentage of the
number of shares minus
the number of lots during
the observation period.

- The percentage of the
number of shares added
to the number of lots
during the observation
period.

- The percentage of
shares sold at a loss/
profit during the
observation period.

- The percentage of
shares retained at a loss/
gained (not sold) during
the observation period.

- The percentage of the
number of shares whose
investment period was
extended.

(Continued)
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Table 1. (Continued)

Variable Definition Operationalization Reference
Performance The percentage of return | - The percentage of Akhtar et al. (2018);
on assets in the portfolio. | realized capital gain that | Lewellen et al. (1979);
has been generated Odean (1998)
during the investigation
period.

- The percentage of
unrealized capital gain
that has been generated
during the investigation
period.

- The percentage of
dividend yield that has
been generated during
the investigation period.
- The percentage of
realized and unrealized
loss generated during the
investigation period.

4.1.1. Measurement models

In the Overall Model Fit Test, which contains testing on how well the research model fits the data
sample, the study model fulfills this measure of fit known as the Goodness-of-Fit Indices (GOFI)
(Hair et al., 2017). Tables 3 and 4 show the value of GOFI in bearish and bullish conditions.

In the validity test of the measurement model using criteria, an observed variable or indicator is
a valid measure of a latent variable or has good validity if: (1) t-value>1.96 and (2) the standar-
dized loading factor (SLF) value > 0.50 (Hair et al., 2017; Wijanto, 2008; Igbaria et al., 1997). The
variables of this study also met the criteria. Finally, the reliability test of the measurement model is
measured using 2 (two) criteria: Construct Reliability (CR) and Variance Extracted (VE) whose
values in this study have met the threshold criteria: CR>0.70 and VE 2 0.50 (Hair et al., 2017).

4.1.2. Structural model testing

The structural model testing was conducted based on the research model discussed in section 2.
The estimation results of the research model for institutional respondents in a bearish (negative
environment) state are shown in Table 5 while the results in a bullish (positive environment) state
are shown in Table 6.

4.2. Discussion

4.2.1. The determining factors of image compatibility

The hypothesis testing results indicate that risk propensity positively impacts image compatibility,
but only during bullish conditions (H1b, t-value =2.26). As per Sitkin and Weingart (1995), institu-
tional investors who are risk-takers perceive the risk they face (risk perception) as low. This
perception was later confirmed by the market, which demonstrates a continuous upward trend
in share prices. As a result, institutional investors reap substantial profits and achieve their initial
targets. The ease of attaining these targets indicates that the investment strategy—specifically,
the portfolio’s composition of shares—becomes more compatible with the trajectory, resulting in
higher image compatibility. In other words, the more risk-taking institutional investors become,
the higher their image compatibility, supporting hypothesis 1b.

In bearish conditions, the average risk propensity of institutional investors is lower than in bullish

conditions. However, with a score of 3.74 from a scale of 6, the mean is not exactly low. This shows
that, in general, institutional investors tend to be risk takers, and their risk propensity increases

Page 14 of 22



Kurniawan & Santoso, Cogent Business & Management (2023), 10: 2196785 :&;' Cogent P b u Siness & mana gement
https://doi.org/10.1080/23311975.2023.2196785

Table 2. Mean and standard deviation variables (sample size =N =166)

Variable Mean Std. Dev. Minimum Maximum

Risk Propensity 2.70 0.88 1.00 5.25
Inherent (ri)

BEARISH

Risk Prop. 3.74 0.83 1.60 6.00
Situational (be rs)

Investor Horizon 2.65 1.20 1.00 6.00
(be_ih)
Investor Goal 3.35 1.02 1.67 5.83
(be_ig)
Investor Strategy 3.73 0.94 1.67 6.00
(be_is)
Image 3.02 0.99 1.50 6.00
Compatibility
(be_ic)

Escall. of 3.44 0.93 1.33 5.33

Commitment
(be_ec)

Performance 2.67 0.95 1.00 5.25
(be_pf)
BULLISH

Risk Prop. 4.39 0.78 2.00 6.00
Situational (bu_rs)

Investor Horizon 2.88 1.01 1.00 5.80
(bu_ih)
Investor Goal 4,62 0.83 1.83 6.00
(bu_iq)
Investor Strategy 4.55 0.72 2.00 6.00
(bu_is)
Image 4.57 0.75 2.50 6.00
Compatibility
(bu_ic)

Escall. of 3.89 0.78 1.67 5.83
Commitment
(bu_ec)

Performance 4.06 0.94 1.75 6.00
(bu_pf)

Table 3. GOFI value in bearish condition

GOFI Value Standard Value for Conclusion
Good Fit
NormChi-Square 1,654 Norm(CS < 2 Good Fit
RMSEA 0,054 RMSEA < 0,08 Good Fit
NFI 0,92 NFI > 0,90 Good Fit
NNFI 0,96 NNFI > 0,90 Good Fit
CFI 0,97 CFI > 0,90 Good Fit
IFI 0,97 IFI 20,90 Good Fit
Standardized RMR 0,083 SRMR < 0.05 Poor Fit
GFI 0,85 GFI > 0,90 Poor Fit
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Table 4. GOFI value in bullish condition

GOFI Value Standard Value for Conclusion
Good Fit
NormChi-Square 0,968 Norm(S < 2 Good Fit
RMSEA 0,0 RMSEA < 0,08 Good Fit
NFI 0,97 NFI 2 0,90 Good Fit
NNFI 1,00 NNFI > 0,90 Good Fit
CFI 1,00 CFI 20,90 Good Fit
IFI 1,00 IFI 20,90 Good Fit
Standardized RMR 0,041 0.062 < 0.05 Good Fit
GFI 0,99 GFI > 0,90 Good Fit

Table 5. Summary of hypotheses test results for research model in bearish conditions

Hypotheses Trajectory Coefficient t-value Note Conclusion

Hla RP - IC -0.02 -0.26 Not significant | Hla is rejected

H2a IH-IC -0.07 -0.78 Not significant | H2a is rejected

H3a IG - IC 0.19 2.02 Significant (+) H3a is
accepted

H4a IS~ IC 0.53 3.78 Significant (+) H4a is
accepted

H5a IC > EC -0.09 -0.97 Not significant | H5a is
accepted

H6a EC » PF -0.24 -3.11 Significant (-) Hé6a is
accepted

H7 EC - PF -0.32 -3.27 Significant (-) H7 is accepted

when they are in a bullish condition. It is just that, in a bearish condition, investment decisions that
are increasingly risky are not always compensated by positive feedback and are even more likely to
become negative.

In this study, high and low investor horizons are defined, respectively, as the more long-term
investors (long-term investment) and more day traders (short-term investments). The results of
the descriptive analysis in Table 5-16 show that in a bullish condition, investor horizon tends to be
higher than in a bearish condition (p <0.05). However, a mean value below 3.0 (bearish condition =
2.65 and bullish condition = 2.88) indicates a short-term trend of investor horizon.

Table 6. Summary of hypotheses test results for research model in bullish conditions

Hypotheses Trajectory Coefficient t-value Note Conclusion

H1lb RP > IC 0.14 2.26 Significant (+) H1b is
accepted

H2b IH-IC -0.10 -1.66 Not significant H2b is rejected

H3b IG > IC 0.36 2.05 Significant (+) | H3b s
accepted

H4b IS-> IC 0.56 3.01 Significant (+) H4b is
accepted

H5b IC > EC 0.89 6.61 Significant (+) H5b is
accepted

Héb EC > PF 0.24 2.63 Significant (+) H6b is
accepted
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The redemption rate increase in bearish conditions was triggered by customers who were
concerned about their investment prospects or financial difficulties. Several institutional investors
in the interviews stated that around 50% of customers made withdrawals during the bearish
period (January 2008-February 2010). Although not as much as during bearish conditions,
redemptions still occurred during bullish conditions, especially for customers who managed to
make a profit. This is because the potential loss was quite large during the bearish period, and they
were worried that the potential gain would be lost again. This phenomenon is consistent with the
disposition effect (Shefrin & Statman, 1985; Odean, 1998), Prospect Theory (Kahneman & Tversky,
1979) and a study conducted by Sitkin and Weingart (1995). The existence of redemption caused
institutional investors to sell some of their portfolios, even though they might still believe that the
prospects would still be promising in the future.

The test results support H3 in a bearish condition (t-value =2.02), and H3 in a bullish condition
(t-value =2.05). The existence of a positive relationship indicates that the higher institutional
investors’ confidence in the trajectory, the higher the image compatibility, and the lower the belief
in the trajectory, the lower the image compatibility.

In a bearish condition, institutional investors tend to tolerate a decline in performance and shift
their trajectory focus to relative targets. If institutional investors believe that their portfolios will
produce better performance than JCI and/or other fund management institutions, their image
compatibility will be high. Conversely, if the confidence is low, the image compatibility will also be
low. Meanwhile, in a bullish condition, institutional investors refocus on absolute targets without
disregarding their relative targets. The positive movement of the JCI increased the confidence of
institutional investors because the value of the portfolio led to its original trajectory.

The test results support H4 in a bearish condition (t-value =3.78), and H4 in a bullish condition
(t-value =3.01). The positive relationship indicates that the higher the confidence of institutional
investors in the portfolios they manage, the higher the image compatibility, and the lower the
confidence, the lower the image compatibility. The proofing of H3 and H4 is empirical evidence of
the application of the Image Theory cognitive processes in the Indonesian equity market.

In both bearish and bullish market conditions, institutional investors who have confidence in the
future prospects of their share compositions are more likely to believe in their portfolio’s ability to
achieve its intended trajectory. This confidence translates to higher image compatibility. While
minor adjustments may be made, such as replacing less promising shares, the overall investment
strategy is typically maintained. This highlights the importance of investor confidence in the
perceived compatibility between the investment strategy and the desired outcome.

4.2.2. The different effect of image compability on escalation of commitment in bullish and
bearish condition

The results of hypotheses testing show that image compatibility only affects EoC when it is in
a bullish condition (H5b, t-value =6.61), and the effect is positive. Meanwhile, in a bearish condi-
tion, image compatibility has no relationship and influence on EoC. In this case, H5a which says “in
the negative frame, image compatibility has no effect on escalation of commitment” is
a representation of HO, not H1 (alternative). This is statistically possible, and with t-value =-0.97,
HO cannot be rejected, which means that H5a is supported.

During bearish market conditions, the persistent downward trend in share prices presents
challenges for institutional investors seeking capital gains. However, investors with high image
compatibility remain confident in the future prospects of the stocks within their portfolios. They
believe that despite the current decline, share prices will eventually rebound. As a result, the
majority of their stock portfolios are retained. Portfolio evaluations are still conducted during these
conditions, primarily focusing on optimizing portfolio positions by identifying promising stocks to
add and underperforming stocks to discard. The authors contend that decisions driven by high
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image compatibility can be considered rational, as they are based on thorough planning and
forecasting analysis rather than psychological or social factors. Consequently, Escalation of
Commitment (EoC) behavior exhibited by investors with high image compatibility is influenced
by rational determinants.

4.2.3. The effect of escalation of commitment on investment performance

The test results support H6a in a bearish condition (t-value=-3.11), and also support H6b in
a bullish condition (t-value =2.63). The evidence for H6a in bearish conditions is consistent with
existing literature, for example Sleesman et al. (2018), Bockner and Rubin (1985), Staw (1976),
Staw & Ross (1987), which indicate that the higher the EoC intensity, the more negative the
performance tends to be. In general, it can be understood that when stock prices are in
a declining trend, the value of the investors’ portfolio will continue to be smaller over time, so
the time and financial escalation that is carried out lead to even greater losses.

As discussed earlier, Escalation of Commitment (EoC) behavior can also occur during bullish
market conditions. Despite relatively high uncertainty, some potential gains may not be immedi-
ately liquidated. The authors argue that institutional investors perceive their portfolios as having
strong prospects and prefer not to lose their positions in terms of relative performance measures.
In bullish conditions, institutional investors are more likely to exhibit high image compatibility,
leading to more rational decision-making. Consequently, the resulting performance also tends to
be positive. Test results demonstrate that in bullish conditions, the more escalation is pursued, the
better the performance outcome, thus supporting hypothesis H6b in a bullish context. This finding
highlights the importance of rational considerations in driving positive performance during periods
of market growth.

The test results show that image compatibility moderates the relationship between EoC and
performance (supporting H7). With the sub-sample method, when the image compatibility is low,
there is a negative relationship between EoC and performance (t-value=-3.37). This finding is
consistent with H6a. Meanwhile, when image compatibility is high, there is no significant relation-
ship between EoC and performance (t-value =-1.86). Then, it can be concluded that H7 is sup-
ported. The path diagram of the Escalation of Commitment (EC) and Performance (PF) relationship
when Image Compatibility (IC) is low and IC is high can be represented by the linear mathematical
equation as follows:

IC low:PF=-0.32 EC+0.90
IC high:PF=-0.20 EC+0.96

From the two linear equations, a graph of the relationship between EoC and performance can be
drawn as shown in Figure 6. It is apparent that when the image compatibility is low, the slope of
the EoC relationship and performance is greater (downward) than when the image compatibility is
high.

5. Conclusion

The process of strategy formation is shaped by three key elements: the manager’s attributes, the
environment, and the nature of the problem at hand. In this study, we examine how the char-
acteristics of managers, specifically institutional investors, influence strategy development by
focusing on their risk propensity. Risk propensity is determined by both trans-situational factors
(such as age, education, wealth, and income) and situational factors. In addition, the environment
plays a critical role in strategy formation, with explicit representation through the behaviors of
individual investors and the overarching conditions of the market, such as periods of crisis or post-
crisis. Implicit environmental factors, such as industry characteristics and regulatory frameworks,
also impact strategy formation. By understanding the interplay of these elements, we can gain
insights into the cognitive structures of managers (institutional investors) that inform their
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Figure 6. Moderating effect of
image compatibility.
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perceptions and ultimately guide them towards the selection of strategies that yield positive
performance.

The results show that image compatibility can be used to predict strategy performance. The
higher the image compatibility, the more positive the performance. Image compatibility is the
alignment between value, trajectory, and strategy image. Each image (cognitive structure) gen-
erally has a positive effect on image compatibility. This indicates that Image Theory can be applied
(applies) to the real equity market, especially in Indonesia. Various literatures say that EoC
behavior often occurs in organizational environments, for instance Kalmanovich-Cohen et al.
(2018), Chulkov and Desai (2005), Keil (1995), Ross and Staw (1993). In relation to strategic
management, the organization in question is a profit-oriented business enterprise. This study
shows that EoC is not always associated with more negative performance because it can result
in more positive performance in high image compatibility.

The results of this study provide theoretical implications that image compatibility may play
a role in mediating the debate about the determinants of EoC as stated by Sleesman et al. (2018)
and Brockner (1992). Some researchers, such as Réber (2020), Arkes and Blumer (1985), Brockner
and Rubin (1985), Staw (1976), and Teger (1980), prefer to use non-rational determinants (for
instance, psychological and social factors), while other researchers, such as Eliens et al. (2018),
Bowen (1987), Levi (1982) and Rubin and Brockner (1975), explain EoC behavior with more rational
determinants. Based on the study findings, if the decision-maker with high image compatibility
does EoC, it can be concluded that the determinant is rational. This is because the decision-maker
has calculated the plan and forecasting to realize the trajectory image. On the other hand, if the
image compatibility is low, it is predicted that the plan will not be able to realize the trajectory
image. If the plan is maintained, then this is motivated by non-rational factors. Thus, this study
provides an alternative explanation for the occurrence of EoC and its impact on performance.

In terms of managerial implications, this study demonstrates that high image compatibility
arises when decision-makers can effectively present logical plans and forecasts to achieve
a particular goal or trajectory. To support this assertion, insights were drawn from fund manage-
ment institutions. In an in-depth interview, a company leader explained that while WMI has the
authority to manage its clients’ funds, collective decision-making is necessary when share prices
experience significant fluctuations. When share prices drop dramatically or rise sharply in a short
time, psychological and social factors may become dominant, particularly if WMI has exerted
considerable effort to persuade clients to purchase the shares. Furthermore, individual decision-
makers within WMI have multiple targets, including absolute and relative performance targets as
well as personal goals, such as maintaining their status. These targets can vary and occasionally
conflict with one another. The key insight derived from this scenario is the crucial need for
companies to establish robust governance structures before deciding whether to engage in or
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avoid Escalation of Commitment (EoC). By implementing strong governance, organizations can
better manage the influence of psychological and social factors on decision-making, ultimately
leading to more informed choices.

The findings show us practical contribution that in the context of decision-making, high image
compatibility occurs when a decision-maker’s choices are highly consistent with their personal values,
beliefs, and how they perceive themselves. When there is high image compatibility, individuals are
more likely to make decisions that affirm their self-image, even if those choices might not necessarily
be the most logical or optimal. This can be influenced by various factors, such as personal values, past
experiences, and expectations from others. For example, a fund manager with a self-image of being
a conservative investor might consistently make low-risk investment decisions, even when the
market presents opportunities for higher returns with calculated risks. This high image compatibility
may lead to suboptimal investment performance as the manager’s personal self-image drives their
decision-making instead of a comprehensive analysis of the market conditions.

It is essential for organizations to recognize the impact of high image compatibility on decision-
making and implement strategies to ensure that decisions are made objectively and in the best
interest of the company or its clients. When the market is in bearish condition, this study shows
that high escalation of commitment results in low investment performance. In contrast, in bullish
market condition, the high escalation of commitment provides high investment performance.
Therefore, in bearish market condition, it is better to conduct group decision-making rather than
individual decision-making in order to prevent the negative effect from individual high image

compatibility and maintain the investment performance.
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