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The Reinterpretation of Corporation’s Project Escalation
Based on Options Theory

LIU Bing-jun,OUYANG Lin-nan

(School of management , Shanghai Jiao Tong University, Shanghai 201100, China)

Abstract; Escalation of commitment is a popular phenomenon in all kinds of organiza-
tions, greatly affecting the collocation of resources. Traditional theories of escalation assume
that the phenomenon is dysfunctional and results from flawed, or irrational decision-making.
But the traditional theories give an incomplete picture because they haven’t provided a mecha-
nism for distinguishing warranted from unwarranted escalation. After introducing the radition-
al theories, the paper gives a further explanatin of unwarranted escalation by employing the re-
al options theory and it shows that some projects that might be viewed as cases of escalation of
commitment, actually involve situations in which escalation is warranted, and which is the cor-
rect choice of the maximization of profits of an organization. The real options theory perspec-
tive offers new theoretical insights that challenge the raditional assumptions, and forceful com-
plement to the traditional theories of excalation.

Key words: escalation of commitment; decision process; value of real options; value of

project
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