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Abstract: Management makes many strategic decisions that have an impact on the performance of the company. Deci-
sion-making carried out by management allows for decision-making bias. Our research seeks to gain a further understand-
ing of the managerial phenomenon of myopia, where previous empirical research has been very limited and conceptual.
This study aims to analyze the influence of managerial myopia on financial performance in microfinance institutions. This
decision-making bias is a concern because of the impact it causes and is often not realized by many managers. Methodol-
ogy This research uses explanatory research that emphasizes the relationship between research variables through hypothe-
sis testing. Research variables include temporal myopia, spatial myopia, failure myopia, and financial performance. Data
collection was carried out using structured questionnaires, and analysis was performed using PLS-SEM with SMART-
PLS software. The results showed that managerial myopia (temporal, spatial, and failure) negatively affects financial per-
formance. These results indicate that the biased practices of management may affect the company's financial performance.
This study contributes to the financial literature on managerial myopia by analyzing the influence of managerial myopia
on financial performance, thereby increasing understanding of the phenomenon of managerial myopia in microfinance in-
stitutions, where previous research was still limited. Managers can easily use the indicators we developed to assess mana-
gerial myopia as metrics for each type of myopia. These empirical results serve as an impetus for myopic managers to re-
direct their behavior and help convince sustainability-oriented managers to stay on track.

Keywords: Failure myopia, spatial myopia, sustainability, temporal myopia, value destruction.
JEL Classification: G40, G41.

difficulties in being oriented toward the future (Marginson

1. INTRODUCTION

One of the problems management faces is decision-making
for change with the current strategy, between pursuing cur-
rent profitability (short-term goals) or focusing on long-term
changes (Schuster, Nicolai, and Covin 2020). Short-term and
long-term performance trade-offs impact myopic behavior in
management decision-making (Tunyi, Ntim, and Danbolt
2019).

Myopic behavior in management decision-making is called
managerial myopia. This decision-making bias, is a concern
because of the impact it causes and is often not realized by
many managers. Managerial myopia is described as maxim-
izing short-term revenue rather than long-term performance
(Laverty 1996; Levinthal and March 1993), lack of manage-
ment foresight of strategic opportunities (Miller 2002),
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and McAulay 2008), abandonment of long-term planning
(Ridge, Kern, and White 2014), lack of investment in long-
term value creation activities (Hamza 2022; Lee and Nawata
2020; Madyan, Kurniawan, and Firdausi 2019). This man-
agement bias leads to the destruction of the value of the en-
terprise (Mahajan 2019).

The destruction of value can be seen as the opposite of value
creation. The destruction of value occurs because the com-
pany attaches importance to achieving short-term perfor-
mance at the expense of some of the company's value
(Pogach 2018). The destruction of values is also often asso-
ciated with opportunistic decision-making (Schuster et al.
2020). Nevertheless, insights into value destruction are less
developed than value creation.

The issue of managerial myopia is not a new thing. Howev-
er, until now, managers increasingly realize that nothing can
be ascertained in running a business turnaround wheel in an
increasingly competitive environment. This uncertainty
makes market and industry conditions difficult to under-
stand, predict, and overcome. In response to this condition,
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many companies decide to be silent and not make changes to
the uncertainty that occurs, only focusing on pursuing the
short-term profitability of the business being run (Haessler
2020).

Levinthal and March (1993) divide three types of myopia,
namely temporal myopia, spatial myopia, and failure myo-
pia, all of which can affect executive perceptions of the
competitive environment and cause varying impacts under
different industrial conditions. All three types of myopia can
affect executives' perception in a competitive environment
and cause various effects under additional industrial re-
quirements. Ridge et al. (2014) that each type of managerial
myopia has a distinct influence on the company's perfor-
mance. The study of Levinthal and March (1993), Miller
(2002), and empirical studies of Capron and Pistre (2002)
show the influence between managerial myopia and organi-
zational performance. Different results from Kern (2006)
where spatial myopia does not affect value destruction (net
income, ROA), negative influence on the tenure of top man-
agement teams-TMT. Temporal myopia does not affect val-
ue destruction (sales, net income & ROA).

Concerning the concept of finance, financial myopia is the
inability to understand or anticipate the consequences result-
ing from short-term financial decisions (Trent 2020). Finan-
cial decision-making oriented toward short-term goals can be
seen in investment decisions where financial allocations are
used to solve current problems rather than investing in future
opportunities (Chen, Lin, and Yang 2015; Hamza 2022; Lee
and Nawata 2020; Madyan et al. 2019).

Excessive preference for short-term investments impacts the
company's ability to allocate resources for knowledge acqui-
sition in the long term (Tunyi et al. 2019). Eventually, the
company loses the ability to maintain competitiveness in a
dynamic environment (Liem and Hien 2020; Schilke 2014).

Managerial myopia also results from short-term financial
control (Matthias F Brauer 2013; Ji 2019). Short-term finan-
cial control encourages management to prefer risky invest-
ments with a high rate of return. The relationship between
management myopia and organizational performance in pre-
vious studies has been limited to several conceptual studies
(Levinthal and March 1993; Miller 2002) and empirical stud-
ies by Capron and Pistre (2002) which discuss some of the
myopia. Although previous myopia studies relied on second-
ary data (on R&D measures and stock prices), the results
were still conceptually and in terms of measur-
ing/constructing their validity. Therefore, it is necessary to
define the limits of myopia theory, whether the tendency to
underestimate future orientation is a characteristic of organi-
zations in general or only in companies in a particular coun-
try or industry. So it becomes a fundamental research ques-
tion that needs to be answered, and further research needs to
be done (Laverty 2004).

The existence of debates related to the causes of managerial
myopia and the pressure of the capital market is often cited
as the cause (Jacobs 1991). However, based on research
(Laverty 2004) underestimating the long-term orientation
arises from the managers themselves, not from the pressure
of the stock market. In addition, concerns about increased
temporal myopia by shareholders and company management
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caused by the business community for some time, but empir-
ical evidence assessing the causes and consequences of this
behavior change is still limited (Erasmus 2015).

There is a debate about whether the proxies used to assess
organizational behavior are oriented short or long-term (my-
opia), so it requires further development and research (Brau-
er 2013). In finance, attention is still limited to short-term
sources of orientation, which focus only on market reactions
(investors, analysts) and stock market reactions in response
to investment and R&D decisions, implying the presence of
managerial myopia in financial decision-making (Brauer
2013). Spatial myopia does not affect net income and ROA,
and temporal myopia does not affect Value Net Income &
ROA (Kern 2006).

This study aims to explore the influence of managerial myo-
pia on financial performance and further identify the phe-
nomenon of managerial myopia through empirical studies.
First, this study contributes to the financial literature on
managerial myopia by analyzing the influence of managerial
myopia on financial performance in Microfinance Institu-
tions, thereby increasing understanding of the phenomenon
of managerial myopia in Microfinance Institutions where
previous research was still limited. Second, it discusses as-
pects of cognitive bias that are widely discussed but little
tested. Thus we provide insight into the limitations of man-
agement awareness (temporal, spatial, and failure) affecting
the company's financial performance. Finally, we provide
explanatory evidence of causal factors for each managerial
type of myopia.

2. LITERATURE REVIEW

2.1. Managerial Myopia

Managerial myopia influences decision-making by limiting
management's awareness and consideration of various strate-
gic decision alternatives. These restrictions can drive greater
exploitation levels than exploration, risk-taking variations,
and misjudgments in strategic decision-making. As per Lev-
inthal and March (1993), the general definition of myopia is
a lack of a forward view or a narrow view of a thing. Mana-
gerial myopia as a behavior achieves high corporate value by
emphasizing short-term income and ignoring long-term val-
ue (Lee and Nawata 2020). Managerial myopia describes
management's behavior of reducing long-term investments to
meet short-term earnings targets at the expense of long-term
growth (Ji 2019).

Levinthal and March (1993) divided myopia into three types,
namely: (a) temporal myopia, (b) spatial myopia, and (c)
failure myopia. These three forms of managerial bias affect
management's perception of a competitive environment.
Temporal myopia is an organizational focus on short-term
opportunities and a tendency to sacrifice long-term opportu-
nities. The causes of temporal myopia are poorly understood,
despite the managerial trend of myopia that receives a lot of
attention (Opper and Burt 2021; Ridge et al. 2014). Spatial
myopia is an organizational focus on relatively limited op-
portunities and a tendency to sacrifice wider opportunities
(Levinthal and March 1993; Ridge et al. 2014). Finally, fail-
ure myopia is an exaggerated obsession with success that
tends to overlook failure (Levinthal and March 1993).
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2.2. Temporal Myopia

When oriented to short-term results causes temporal myopia.
Companies experiencing temporal myopia are not oriented
toward the future, instead prioritizing exploitation over ex-
ploration (Levinthal and March 1993; March 1991). Myopia
results from organizational learning mechanisms and situa-
tions in which myopia becomes a limiting problem for or-
ganizations (Maciel, Sato, and Kato 2012). However, tem-
poral myopia can hinder organizational change in such cor-
porate policies more oriented toward performance results
that tend to be easy and fast. Temporal myopia focuses on
short-term decisions, considering financial and accounting
allocations to solve current problems rather than investments
in future opportunities.

Sato (2015) conducted temporal studies of myopia as a cause
of failure in organizational changes. The results show that
change occurs in organizations with a long-term and process-
oriented perspective. On the contrary, focusing on short-term
effects causes temporal myopia and fails to implement or-
ganizational changes.

Temporal myopia focuses on short-term decisions and con-
siders financial and accounting allocations to solve current
problems rather than investing in future opportunities (Antia,
Pantzalis, and Park 2021; Ridge et al. 2014). In companies
whose management displays temporal myopia, decisions are
made to influence short-term performance and ignore the
investment of resources that can create value in the long run.
Control that demonstrates temporal myopia will be more
concerned with current strategic alternatives and focus less
on potential long-term possibilities. Thus, temporal myopia
overrides consideration of long-term opportunities that are
inherently more at risk (Ridge et al. 2014).

Oad Rajput, Marwat, and Wongchoti (2019) compare the
prevention of myopic and non-myopic companies in terms of
financial strength. Myopic companies differ from non-
myopic companies in the level of leverage, cash ownership,
sales growth, earned-to-capital ratio, dividend, age, and
company size. Higher earnings accumulated (earned to capi-
tal ratio) but decreased sales growth and lower financial flex-
ibility (higher leverage or lower cash holdings) led to unex-
pected cuts in R&D investments. Furthermore, larger and
more mature companies tend to become myopic companies.
Then volatile cash flows negatively affect economic stability
(Larionov 2021).

In companies whose management displays temporal myopia,
decisions are made to affect performance in the short term,
ignoring the investment of resources that can create value in
the long run.

Myopic management theory describes cuts to discretionary
costs, such as R&D and marketing costs, and debates the
decline in company value over the coming years
(Chakravarty and Grewal 2011). Myopic companies face a
decline in sales growth and are less financially flexible (that
is, low cash holdings and higher leverage). Therefore the
company cannot take advantage of future investment oppor-
tunities and forget about many valuable projects. Further-
more, unexpected cuts in R&D and marketing may indicate a
positive shift in financial flexibility. The positive change in
financial flexibility attracts stock premiums and provides an
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incentive for overpricing, resulting in falling prices in the
following years (Oad Rajput et al. 2019). Conversely, the
increase in the return on the stock of non-sighted companies
is most likely due to higher financial flexibility, as non-
sighted companies have low leverage and high cash hold-
ings.

Therefore the hypothesis proposed in this study is as follows:

H1: Temporal myopia negatively affects financial perfor-
mance.

2.3. Spatial Myopia

Spatial myopia is a lack of awareness of technologies, busi-
ness processes, and other operations inside and outside the
organization (Miller 2002). Instead, learn technology and
routines (Levinthal and March 1993). Spatial Myopia limits
a set of alternative decisions in implementing the work pro-
gram. Spatial myopia consistently focuses on dominant tech-
nologies, core competencies, and the exploitation and devel-
opment of existing enterprise capabilities (Ridge et al. 2014).

Spatial myopia encourages managers and companies to focus
on the current market and innovation and be consistent with
the company's long-term investments. Extending from this
conceptualization and other work focused on spatial myopia
(Miller 2002), we define spatial myopia as a lack of aware-
ness or rejection of technological utilities, processes, rou-
tines, and markets that are unimportant to the company.
Cognitive limitations and boundaries create a lack of under-
standing of spatial myopia within and between organizations.
It limits the set of alternatives considered for implementation
and supports the technologies and routines known or un-
known to the executive (Miller 2002).

Competency traps occur because previous innovative suc-
cesses reinforce established routines even as technological
boundaries shift to new areas (Sorensen and Stuart 2000). As
the experience of companies develops, so do their competen-
cies, becoming less able to assimilate and exploit further
information.

On the other hand, Myers and Marquis (1969) found that
small companies that made fewer changes in their products
in a row, in terms of technology and market, performed bet-
ter than companies that emphasized diversity more, thus ad-
vocating for a focus strategy. Zirger and Maidique (1990)
also argues that the company should choose a development
project that uses existing organizational, marketing, and
technological competencies.

Therefore the hypotheses proposed in this study are:
H2: Spatial myopia negatively affects financial performance.

2.4. Failure Myopia

Managerial studies of failure myopia are based on the Be-
havioral Theory of The Firm (Cyert and March 1963; Hay-
ward and Hambrick 1997; Levitt and March 1988). Accord-
ing to Upper Echelon Theory, a company's strategy and re-
sults are influenced by the views and wisdom of its top man-
agers (Hayward and Hambrick 1997; Tang, Li, and Yang
2015), which are the result of past experiences, cognitions,
values, and other factors (Tang et al. 2015). According to
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Myopia learning, it is seen as a form of managerial bias to-
wards the tendency to ignore failures. As a result, the lessons
gained from success are privileged by organizational learn-
ing. As a result, the risks of failure are likely to be underes-
timated. Thus one observation was obtained that top manag-
ers tend to judge themselves too positively, a cognitive bias
known as ‘failure myopia' (Hiller and Hambrick 2005; Kim,
Xiong, and Kim 2018; McManus 2018).

Failure myopia in the research of financial behavior was
conceived in terms of the hypothesis of snobbery in the
1980s (Roll 1986), later framed as 'the hubris hypothesis'
(Owen and Davidson 2009; Picone, Dagnino, and Mina
2014), then developed into ‘hubristic leadership' (Akstinaite,
Robinson, and Sadler-Smith 2020; Sadler-Smith et al. 2017).
Failure myopia is defined as excessive self-confidence that
results in overconfident and ambitious judgments and deci-
sions by ignoring the suggestions and criticisms of others,
which invites negative consequences (Owen and Davidson
2009; Picone et al. 2014; Sadler-Smith et al. 2017). Previous
research has linked snobbery leadership to various negative
results (Akstinaite et al. 2020).

Failure myopia attracts management and business research
but is less defined in the literature (Berger et al. 2020). The
management and financial literature also do not give a satis-
factory scope to understand when and how preventive
measures can be taken (Petit and Bollaert 2012). Research in
management and finance has used the concept of snobbery to
show the negative consequences of excessive self-confidence
in the CEO (Chatterjee and Hambrick 2007; Hayward, Shep-
herd, and Griffin 2006; Hiller and Hambrick 2005; Mal-
mendier and Taylor 2015). It has been demonstrated that
arrogant CEOs are more likely to destroy the value of their
company (Bertrand and Mullainathan 2001; Billett and Qian
2008)

Conceptually, snobbery is distinguished from self-esteem,
core self-evaluation, or narcissism (Chatterjee and Hambrick
2007; Hiller and Hambrick 2005). Self-esteem refers to self-
acceptance, liking, or self-esteem (Baumeister, Smart, and
Boden 1996). Although self-esteem is in line with snobbery
regarding self-admiration, self-esteem lacks the core features
of pride or a sense of entitlement (Chatterjee and Hambrick
2007). Core self-evaluation contains the construction of self-
esteem itself, and core self-evaluation seems to be similar to
snobbery. However, core self-evaluation only involves snob-
bery features when self-evaluation reaches a ‘hyper' level
(Hiller and Hambrick 2005). Finally, narcissism differs from
snobbery in that while snobbery is a psychological state
caused by some combination of stimuli that awaken one's
beliefs and cognitive tendencies, narcissism can be posi-
tioned better as a strong dispositional trait (Raskin and Terry
1988).

We argue that snobbery hinders the strategic outlook of the
future because hubristic managers tend to see and process
information with bias. Hubristic managers tend to over-view
the success of the company in the context of themselves
(Hiller and Hambrick 2005), have a strong sense of self-
sufficiency (Hayward and Hambrick 1997), and are too con-
fident (Hiller and Hambrick 2005). As a result, hubristic
managers pay less attention to the present and future envi-
ronment and are less aware of the informational cues that
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appear (Mahnke, Venzin, and Zahra 2007; Malmendier,
Tate, and Yan 2011). In addition, arrogant managers overes-
timate their organizations' resources and scan the environ-
ment less intensively for the information necessary for stra-
tegic initiatives (Tang et al. 2015). Thus, they may not pay
close attention to the current climate because they consider
their organizations competent, resourceful, and powerful
(Tang et al. 2015). As a result, hubristic managers tend to
identify and encode information cues for future trends of the
present, uncertain and dynamic environment in which infor-
mation quickly becomes obsolete (Li and Sullivan 2022).

On the other hand, although hubristic managers can predict
future environmental conditions, they can overestimate or
underestimate the validity of predictions over existing condi-
tions, reducing the effectiveness of information absorption
for future strategic views. That is, they may fail to process
such information in a thoughtful and future-oriented manner,
and their estimates of the relationship between current in-
formation cues and future scenarios of events can be very
biased (Li and Sullivan 2022). Hubristic managers tend to be
independent and less cautious. They tend to put too much
weight on information that confirms their previous beliefs
(Hilary and Hsu 2011), a condition called ‘confirmation bias’
(Galasso and Simcoe 2011). So it can limit the breadth of
their views and prevent them from accepting the opinions of
others, especially criticism. Consequently, they tend to be
more stubborn and overemphasize their thinking (Hilary and
Hsu 2011).

Based on the results of previous studies, evidence was ob-
tained that excluding diverse information can result in deci-
sion bias, leading to the ineffectiveness of decisions (Simon
and Houghton 2003). On the other hand, because arrogant
managers tend to overemphasize their past achievements
(Picone et al. 2014), their information may be outdated and
less useful for predicting scenarios that have not yet been
revealed.

Two views compete about failure myopia: the heroic versus
the pessimistic view. The heroic theory holds that a domi-
nant and powerful CEO can be a 'hero or savior' (Tang,
Crossan, and Rowe 2011), as they can help the top manage-
ment team promptly complete the complicated decision-
making process. In addition, an efficient mode (Kisfalvi and
Pitcher 2003) often suggests deviant strategies that can result
in superior performance (Tang et al. 2011)

On the other hand, pessimistic views argue that overbearing
CEOs are generally dangerous because of their extreme level
of trust and confidence. Hiller and Hambrick (2005) concep-
tualize the idea of executive snobbery, arguing that overcon-
fident CEOs use large amounts of cash available to invest in
many projects they should not invest in. Such CEOs tend to
overestimate their abilities to generate success. Li and Tang
(2010) argue that overbearing CEOs tend to make risky deci-
sions because they overestimate their problem-solving capa-
bilities or underestimate the resources and uncertainties
needed. Hiller and Hambrick (2005) proposes that autocratic
CEOs tend to make narrow, reckless, and selfish decisions.
Therefore the hypotheses proposed in this study are:

H3: Failure myopia negatively affects financial performance.
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Table 1. Measurement Model Summary 1.
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Covergent Validity
Latent Variable Indicator
Loading Indicator Reliability & AVE
Orientation to short-term financial results 0,856
Indicator reliability = 0,991
Temporal Myopia Orientation to the quality of short-term financial planning 0,739
AVE = 0,691
Orientation to short-term development programs 0,892
Orientation to current core competencies 0,964 Indicator reliability = 0,953
Spatial Myopia
Orientation to the current business model 0,940 AVE =0,783
Decision making & carrying out activities that are quite risky 0,732
Indicator reliability = 0,914
Failure myopia Involvement in difficult activities & decision making 0,987
AVE =0,974
Be confident by not considering the capacity of the organization 0,987
ROA Growth 0,960
Profit margin growth 0,937
Total revenue growth 0,700 Indicator reliability = 0,870
Financial Performance
Growth of dishursed financing 0,720 AVE = 0,777
Growth of total assets 0,957
Operating income growth 0,967

Source: Raw data processed, 2022.

3. MATERIALS AND METHODS

The research was conducted at a Microfinance Institution
(MFI) in Jepara Regency, Central Java Province-Indonesia.
The selected employees are Managers, Finance Departments,
Account Officers, Marketing, and Tellers at MFIs who are
members of the Artha Group cooperative association. Artha
Group is a cooperative association and a secondary coopera-
tive consisting of 13 primary cooperatives.

This study, among other things, confirms the managerial
concept of myopia, which in previous studies was still very
limited. Data analysis was carried out using PLS-SEM with
SMART-PLS software. This SMART-PLS was chosen for
its advantages compared to covariant-based modeling and for
producing strong results for small sample sizes (Abdillah and
Jogiyanto 2015). The statistical analysis results confirm that
the measurement model is reliable and valid (Table 1). The
concurrent validity test has a loading factor of more than 0.7,
the Average Variance Extracted (AVE), and Communality of
more than 0.5, while for the Discriminant Validity Test
where the AVE Root > Latent Variable Correlation and
Cross Loading more than 0.7 in one variable. Based on the
results of the statistical analysis of the measurement model,
it is concluded that the indicators correspond to the estab-
lished constructs.

Data collection was carried out using structured question-
naires. In addition, the research uses explanatory research
that emphasizes the relationship between research variables
through hypothesis testing, which in its description contains
a description. Still, it focuses on the relationship between

variables (Widodo 2014). The variables in question include
temporal myopia, spatial myopia, failure myopia, and finan-
cial performance.

Temporal myopia was measured using three indicators de-
veloped based on the study's results Ridge et al. (2014) and
Levinthal and March (1993). Includes orientation to short-
term financial results, quality of short-term financial plan-
ning, and short-term development programs. Spatial myopia
was measured using three indicators developed based on
studies by Ridge, Kern, and White (2014), Miller (2002), and
Levinthal and March (1993). Includes orientation to current
core competencies; Orientation to the current business mod-
el. Meanwhile, failure myopia is measured using three indi-
cators developed based on studies by Levinthal and March
(1993). Includes decision-making & carrying out activities
that are quite risky; Involvement in strenuous activities &
decision-making; Being confident by not considering the
organization's capacity. Finally, the measurement of finan-
cial performance is developed based on the results of studies
by Calderon, Seo, and Kim (2011). It Includes ROA growth,
profit margin growth, total revenue growth, disbursed financ-
ing, total assets growth, and operating income growth.

4. RESULTS AND DISCUSSION

Of the 80 questionnaires distributed, a total of 70 were re-
turned, so the response rate is 87%. After assessing the com-
pleteness of the data, a total of 70 questionnaires were de-
clared eligible for testing. The demographics of respondents
can be seen in the following table 2:
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Table 2. Demographics of Respondents.
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Failure myo-
pia -> Finan-
cial perfor-
mance

-0,260 -0,237 0,093 2,606 0,009

Demography Criteria Sum Percentage
Man 26 37%
Gender
Woman 44 63%
17-27 33 47%
28-38 27 39%
Age 39-49 10 14%
39-49 0 0%
>60 0 0%
High school 13 19%
Education Bachelor Degree 54 7%
Postgraduate 3 4%
1-5 3 4%
6-10 24 34%
Working period
11-15 3 4%
>15 0 0%
Manager 18 26%
Finance 7 10%
Position Account Officer 5 %
Marketing 23 33%
Teller 17 24%

Source: Raw data processed, 2022.

The convergent validity of the measurement model is as-
sessed based on the loading factor that measures the con-
struct. This study had three constructs with several indicators
of three indicators each. It used a scale of 1 to 5 (strongly
disagree, disagree, simply agree, agree, strongly agree), with
loading score parameters in the outer loading research model
>0.7, AVE score >0.5, and reliability >0.5. All constructs,
namely, temporal myopia, spatial myopia, failure myopia,
and financial performance, have loading factors >0.7, AVE
>0.5, and reliability >0.5. On the basis of the convergent
validity of the measurement model, it is concluded that the
indicators correspond to the established construct.

Table 3. Path Coefficient.

iginal |
o | S| St | s | 2
TDEV| Val
©) M) | (sToey) | (O/STOEVD | Value
Temporal
myopia -> 0260 | -0266 | 0101 2,580 0,010
Financial
performance
Spatial myopia
-> Financial -0,385 -0,384 0,090 4,276 0,000
performance

Source: Raw data processed, 2022

Temporal myopia significantly affects financial performance
(coefficient = -0.260, p = 0.010) and shows T Statistics
2.580, so that, based on the results of statistical testing, sup-
ports hypothesis 1. Spatial myopia significantly affects fi-
nancial performance (coefficient = -0.385, p = 0.000), and T
Statistics shows a value of 4.276, so based on the results of
statistical testing, support hypothesis 2. Finally, failure myo-
pia significantly affects financial performance (coefficient =
-0.260, p = 0.009) and shows t Statistics of 2.606, so based
on the results of statistical testing supports hypothesis 3. In
comparison, the R Square value shows a moderate value of
0.413.

Explanatory research-based research was conducted on MFIs
related to managerial myopia. However, studies about mana-
gerial myopia in MFIs are still rarely undertaken. The unique
characteristics of MFIs, as in the form of their institutions,
usually have a simple structure, serving the community, es-
pecially in the micro, small and medium enterprises, com-
munity, and productive business sectors where banks do not
operate.

Managerial myopia refers to the bias of decision-making
towards various alternative decision-making. This organiza-
tional bias can drive a greater level of exploitation compared
to exploration, create variations in risk-making and lead to
errors in the strategic decision-making process.

The results showed that the three types of myopia negatively
affect financial performance in the MFI that is used as the
object of study. Spatial myopia makes the organization adapt
its business strategy to the tendencies of other financial insti-
tutions where it competes. Myopic managers tend to limit
themselves in program exploration and follow similar proce-
dures to other financial institutions (examples are shown by
mutual deposit programs and investments in the property
business) currently run by MFIs. Meanwhile, temporal myo-
pia is shown where organizations focus more on short-term
programs that hinder long-term investment, and persistence
in current strategies impedes the achievement of greater
change.

The results of testing hypothesis 1 show that temporal myo-
pia has a negative effect on financial performance. The lower
the temporal myopia, the better the financial performance.
Temporal myopia is operationalized through three indicators:
orientation to short-term financial results, orientation to the
quality of short-term financial planning, and orientation to
short-term development programs. This condition indicates
that there is a temporal bias in MFIs. The results of this
study update the findings of previous studies by Levinthal
and March (1993), Miller (2002), and the empirical studies
by Brunzell, Liljeblom, and Vaihekoski (2015), and Ros-
tami, Kargar, and Samimifard (2022).

Temporal myopia occurs in organizations that tend to be
oriented toward short-term performance; excessive tendency
to risk aversion, financial allocation for the fulfillment and
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resolution of current problems rather than investments in
future opportunities; and a relatively definite orientation of
efforts and projects.

Temporal bias is shown through orientation to achieving
short-term financial results, quality of short-term financial
planning, and short-term development. Exposure to short-
term financial results is indicated by the provision of rewards
for completing short-term performance and strong pressure
from the management to achieve monthly and annual targets.
Meanwhile, the orientation on the quality of short-term fi-
nancial planning is shown in the work program and perfor-
mance targets prepared by the management (board of direc-
tors), as well as prioritizing the fulfillment of short-term
needs in the working capital structure. Finally, the emphasis
on short-term investments is indicated by the strong pressure
from management on programs or products that quickly
make a profit. Short-term investment programs are more
attractive to management than long-term investments be-
cause they can directly show performance results.

Hypothesis 2 testing shows that there is a negative effect of
spatial myopia on financial performance. This study advanc-
es previous research by Levinthal and March (1993), Miller
(2002), and Capron and Pistre (2002) empirical studies. Spa-
tial bias is shown through being more oriented to technology,
processes, and routines that are carried out and orientation to
current business areas. Management who experience spatial
myopia shows a direction to focus on internal business pro-
cesses and ignore the wider external industry. Responses to
open-ended questions indicate that the current strategic focus
is characterized by a focus on members, business areas,
technology, and present administrative routines. Meanwhile,
focus on the current business model, as indicated by a focus
on processes (investments, programs, financial products) that
are running and on existing strategies, tactics, and business
models. Then, focus on the current system, indicated by a
focus on routines and short-term programs rather than quali-
ty improvement, education and training, and product and
service development.

Financial institutions that experience spatial myopia show a
lack of awareness of changes in their organizational envi-
ronment. Financial institutions tend to focus on current tech-
nology, current business processes, and currently managed
administrative routines. MFIs can make efforts to control
myopia and temporal bias by making efforts to change
through increasing competence by running quality improve-
ment, education, and training programs, as well as research
and development (R&D) programs. Controlling spatial myo-
pia will make the MFI more open to changes in its organiza-
tional environment.

Hypothesis 3 testing shows that there is a negative effect of
failure myopia on financial performance. This study advanc-
es previous research by Levinthal and March (1993) and
Akstinaite et al. (2020). Bias in failure myopia is shown
through decision-making as well as activities that are quite
risky, involvement in a difficult decision, or taking a difficult
decision; overconfidence is shown in decision-making with-
out taking into account the capabilities and capacities of the
organization. The risky activities in question are indicated by
disbursing large financing with high risk to one of the mem-
bers or corporate, investment in large enough amounts
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(property, land/buildings, etc.). Making decisions or engag-
ing in more difficult choices, indicated by participation in an
acquisition or joint project that, in that consideration, is dif-
ficult to make but is high-profit oriented; designing programs
that are considered difficult to do but are high profit-
oriented. At the same time, the confident attitude in question
is shown by making important decisions only by a manager.
Decision-making is often done quickly and seems rushed,
making important decisions without considering the organi-
zation's current financial condition and capacity.

Controlling myopia failure is carried out through managing
the causes of the emergence of this managerial bias. Myopia
failure is indicated by decision-making without taking into
account the ability and capacity of the organization, making
decisions that are fast and seem hasty, and being often in-
volved in more difficult choices. MFIs can combat myopia
and temporal bias by implementing risk-based strategic deci-
sion-making management and establishing authority in
measurable strategic decisions. The current practice in MFIs
shows that there is no consistency in the application of exist-
ing rules.

5. CONCLUSIONS

Being a public debate has to do with decision-making carried
out by managers who are faced with pursuing current profit-
ability or focusing on long-term change. Short-term and
long-term earnings performance trade-offs impact myopic
behavior in management decision-making. As a result, the
issue of managerial myopia has become a topic of discussion
in corporate governance research and practices. Our study
thus directly relates to the current and ongoing debates in
corporate governance research and practice.

Our research seeks to gain a further understanding of the
managerial phenomenon of myopia, where previous empiri-
cal research was still very limited and conceptual. We select-
ed a sample of Microfinance Institutions to be expected to
show a fairly high-risk preference as well as the considerable
authority and responsibility of decision-making by manage-
ment due to the simple organizational structure. Our main
contribution is the development of indicators on the previ-
ously conducted research, as well as identifying the causative
factors for each of them.

MFI managers can adopt a policy of controlling managerial
myopia. Managerial controls on myopia are carried out
through the management of the causes of the emergence of
managerial bias. Short-term goal-oriented financial decision-
making can be seen in investment decisions where financial
allocations are used to solve current problems rather than
investing in future opportunities. The policy of providing
rewards is only based on meeting short-term performance
targets, and management is under pressure to meet short-
term performance targets. High monthly performance
achievements are used as a benchmark for performance,
causing management to focus on pursuing the achievement
of charged monthly targets, thus neglecting long-term per-
formance achievements. MFIs need to make efforts to con-
trol myopia's temporal bias by not only focusing on achiev-
ing short-term performance but also being oriented towards
achieving long-term performance targets.
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Financial institutions that experience spatial myopia show a
lack of awareness of changes in their organizational envi-
ronment. Financial institutions tend to focus on current tech-
nologies, current business processes, as well as currently
managed administrative routines. MFIs can make efforts to
control myopia and temporal bias by making change efforts
through competency improvement by running quality im-
provement programs, education and training, and research
and development (R&D). Controlling spatial myopia will
make MFIs more open to changes in their organizational
environment.

Controlling failure myopia is carried out through the man-
agement of the causes of the emergence of managerial bias.
Failure myopia is indicated by decision-making without tak-
ing into account organizational capabilities and capacities,
quick and seemingly hasty decision-making, and often en-
gaging in more difficult choices. MFIs can make efforts to
control myopia and temporal bias by implementing risk-
based strategic decision-making management as well as reg-
ulating authority in measurable strategic decisions. The prac-
tice that runs in MFIs shows that there is no consistency with
the application of existing rules.

This study is the first to investigate directly through empiri-
cal studies on all three types of myopia in MFIs. Thus, we
contribute to the existing research. In addition, we provide
evidence of how managerial bias affects the financial per-
formance of MFIs and provide input on the underlying caus-
al factors.

The results of this study have several limitations that require
discussion. First, our temporal and spatial myopia indicators
are derived from research Ridge et al. (2014) in the form of a
content analysis study of letters to shareholders (LTS). It is
an official statement made by the company about its strategy
that is considered important by executive decision-makers to
be communicated with shareholders. Although the indicators
we use based on the results of the measurement model analy-
sis are declared reliable and valid, there is a greater need to
investigate the validity of our measures. In general, con-
structing indicators for managerial myopia from both prima-
ry and secondary survey results provides an important and
much-needed avenue for future research. Second, our sample
is limited to MFIs in a group, where it is possible to bias
towards policies carried out by groups followed by MFIs
who are members.

Beyond the possible results obtained, it may also be interest-
ing to expand this study by identifying some antecedents of
managerial myopia. Levinthal and March (1993) has provid-
ed preliminary discussions about possible causes of myopia.
However, the characteristics of the company and the organi-
zational environment may play an important role in subse-
guent myopia studies.

Practical Implications. We believe that our analytical ap-
proach to assessing the influence of managerial myopia on
financial performance and our empirical results provide ac-
tionable knowledge for MFI managers. Managers can easily
use the indicators we developed to determine managerial
myopia as a metric for each type of myopia. We hope our
empirical results can serve as an impetus for myopic manag-
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ers to redirect their behavior and help convince sustainabil-
ity-oriented managers to stay on track.
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