Chapter 10
Decision Making

1. WHAT IS DECISION MAKING?

Decision Making:
- process of developing a commitment to some course of action 
- involves making a choice among several action alternatives
- process that involves more than simply the final choice (want to know how)
- involves some commitment of resources (time, money, personnel)

TYPES OF PROBLEMS:

	Well-Structured Problem
	Ill-Structured Problem

	Existing state and desired state are clear
	Existing and desired states are unclear

	How to get from one state to another is obvious
	Method of getting to the desired state is unknown 
Complex and high degree of uncertainty
Frequently arouse controversy and control

	Program is used to solve the problem (short-circuit from problem identification to solution)
	The full rational decision-making model is used to solve problems

	Solutions are right or wrong
	Many possible solutions



2. THE RATIONAL DECISION-MAKING MODEL

Perfect vs Bounded Rationality

IN THEORY  decision maker has perfect rationality
- completely informed, perfectly logical, and oriented toward economic gain

IN REALITY  decision maker has bounded rationality
- relies on limited info 
- reflects time constraints, political considerations and cognitive limitations

Framing:
- refers to the aspects of the presentation of information about a problem that are assumed by decision makers
- includes: assumptions about boundaries of problem, possible outcomes of a decision, reference points used to decide if decision is successful

Cognitive biases:
- tendencies to acquire/process info in a particular way that is prone to error
- include: assumptions/shortcuts that can improve decision-making efficiency, but lead to serious errors in judgment 

RATIONAL DECISION-MAKING MODEL

STEPS: 

1. Identify Problem
- Perfectly rational decision maker should be a great problem identifier
- Bounded rationality can lead to the following difficulties in problem identification:
	- Perceptual defense (act to defend perceiver against unpleasant emotions)
	- Problem defined in terms of functional specialty 
	- Problem defined in terms of solution 
	- Problem diagnosed in terms of symptoms

Rational decision makers should:
- be very self-conscious about how they have framed problems
- try out alternative frames
- avoid overarching, universal frames 
	
2. Search for Relevant Information 
- may clarify the nature or extent of the problem and begin to suggest alternative solutions
- involves seeking advice from other parties
- Perfectly rational decision maker: free/instant access to all info necessary to clarify problem
- Bounded rationality: info search can be slow and costly

Too little info:
- people tend to be mentally lazy and use whatever info is most readily available
- tendency for people to be overconfident in their decision making
	- confirmation bias: seek out info that conforms to one’s sol. to a problem

Too much info:
- information overload leads to errors, omissions, delays, and cutting corners
- decision makers think more is better
	 
3. Develop Alternative Solutions & 4. Evaluate Alternative Solutions
- perfectly rational decision maker exhibits maximization (choose alternative with greatest expected value)
- for the decision maker working under bounded rationality:
	- alternative solutions/probabilities of success are not all known
	- people are especially weak intuitive statisticians: satisficing
	- cognitive biases come into play: anchoring

Satisficing: 
- the decision maker established an adequate level of acceptability for a solution and then screens solutions until he or she finds one that exceeds this level

5. Choose Best Solution
[bookmark: _GoBack]- choosing between decision alternatives often involves an element of risk:
	- choice between losses  risky decisions
	- choice between gains  conservative decisions (protect the sure win)
- it is important to be aware of what reference point you are using when you frame decision alternatives



6. Implement Chosen Solution
- decision makers often depend on others to implement their decisions
- difficult to anticipate the ability or motivation of others
- can lead to implementation problems
- cross-functional teams can help prevent implementation problems 

7. Monitor and Evaluate Chosen Solution
- evaluate the effectiveness of a decision with calm and objective detachment
- the bounded decision might encounter problems:
	
1) Justification
-substantial dissonance can be aroused when a decision turns out to be faulty
- to prevent dissonance, decision makers sometimes:
	- avoid careful evaluations
	Sunk Cost
	- permanent losses of resources incurred as a result of a decision
- they should not enter into future decisions

	Escalation of Commitment
	- tendency to invest additional resources in a failing course of action


	- devote their energy to trying to justify a faulty decision

TWO TYPES OF JUSTIFICATIONS:






Reasons for escalation of commitment:
- dissonance reduction, social norm for consistent behavior, motivation to not appear wasteful, the way the problem is framed, personality, moods, and emotions

Preventing Escalation of Commitment:
	- encourage continuous experimentation with reframing the problem
- set specific goals for the project in advance that must be met if more resources are to be invested
- place more emphasis in evaluating managers on how they made decisions (and less on decision outcomes)
- separate initial and subsequent decision making

2) Hindsight (cognitive bias)
- 1) tendency to assume, after the fact, that we knew all along what the outcome of a decision would be
- 2) tendency to take personal responsibility for successful decision outcomes while denying responsibility for unsuccessful outcomes

How Emotion and Mood Affect Decision Making
- Emoticons are often involved in decision-making (can help/hinder the process)
- Mood affects what and how people think when they make decisions
- Mood has the greatest impact on uncertain, ambiguous decisions of the type that are especially crucial for organizations




Research: People in a positive mood
- remember positive information
- evaluate objects, people, and events more positively
- overestimate the likelihood that good events will occur
- underestimate the occurrence of bad events
- take more creative and intuitive decisions
- adopt simplified, shortcut decision-making strategies, more likely violating the rational model

SUMMARY
- Rational Decision Making provides:
	- a good guide for how decisions should be made
	- only a partially accurate view of how they are made
- a pretty good picture of how people actually make decisions for complex, unfamiliar decisions
- Organizational decision makers:
	- often follow the rational model when they agree about the goals they are pursuing
	Stages
	Perfect Rationality
	Bounded Rationality

	1. Identify Problem
	Easy accurate perception of gaps that constitute problems
	Perceptual defense: jump to solutions, attention to symptoms rather than problems, mood affects memory

	2. Search for Relevant   
    Information
	Free, fast, right amount obtained
	Slow, costly, reliance on flawed memory; obtain too little or too much

	3. Develop Alternative 
    Solutions
	Can conceive of all
	Not all known

	4. Evaluate Alternative 
    Solutions
	Ultimate value of each known; probability of each known; only criterion is economic gain
	Potential ignorance of our miscalculation of values and probabilities; criteria include political factors; affected by moods

	5. Choose Best Solution
	Maximizes
	Satisficies

	6. Implement Chosen 
    Solution
	Considered in evaluation of alternatives
	May be difficult to rely on others

	7. Monitor and Evaluate   
    Chosen Solution
	Objectives according to previous step
	May involve justification, escalation to recover sunk costs, faulty hindsight




Cognitive Biases in Decision Making (SUMMARY)
- Decision makers tend to be overconfident about the decisions they make
- Decision makers tend to seek out info that confirms their own problem definitions and solutions (confirmation bias)
- Decision makers tend to remember/incorporate vivid, recent events into their decisions
- Decision makers fail to incorporate known existing data about the likelihood of events into their decisions
- Decision makers ignore sample sizes when evaluating samples of information
- Decision makes overestimate the odds of complex chains of events occurring
- Decision makers do not adjust estimates enough from some initial estimate that serves as an anchor as they acquire more info (anchoring effect)
- Decision makers have difficulty ignoring sunk costs when making subsequent decisions
- Decision makers overestimate their ability to have predicted events after-the-fact, take responsibility for successful decision outcomes & deny responsibility for unsuccessful outcomes (hindsight)
3. GROUP DECISION MAKING

- Many organizational decisions are made by groups (especially when problems are ill-structured)

Why use groups for decision-making?

1) Decision Quality
- groups are more vigilant that individuals are (adv at the problem id + info search stages)
- groups can generate more ideas than individuals can
- groups can evaluate their ideas better than individuals can 

2) Decision Acceptance and Commitment (adv at getting decision implemented stage)
- people wish to be involved in decisions that will affect them
- people will better understand a decision in which they participated
- people will be more committed to a decision in which they invested personal time and energy

3) Diffusion of Responsibility
- ability for group members to share the burden of the negative consequences of a poor decision
- individual group members often abandon ship and exhibit biased hindsight

Do Groups Actually Make Higher-Quality Decisions?
- Groups should perform better than individuals when:
- the group members differ in relevant skills/abilities, as long as they do not differ so much that conflict occurs
- some division of labor can occur
- memory for facts is an important issue
- individual judgments can be combined by weighting them to reflect the expertise of the various members

Disadvantages of Group Decision Making
1) Time (increases with group size)
2) Conflict (will impact decision quality)
3) Domination (unlikely to lead to group acceptance and commitment)
4) Groupthink (pressure for unanimous decision)

Groupthink Factors
- Factors that can cause groupthink include:
	- high group cohesiveness
	- strong identification with the group
	- concern for approval from the group
	- isolation of the group from other sources of information
	- promotion of a particular decision by the group leader (strongest cause)

Groupthink Symptoms
- Illusion of invulnerability, rationalization, illusion of mortality, stereotypes of outsiders, pressure for conformity, self-censorship, illusion of unanimity, mindguards



Preventing Groupthink
- Leaders must:	
	- avoid exerting undue pressure for a particular decision outcome 
	- concentrate on good decision process
- Leaders should:
	- establish norms that encourage/reward responsible dissent
- Outside experts should:
	- be brought in from time to time to challenge the group’s views

How Do Groups Handle Risk?
- Group decisions can involve risky/conservative shifts
- key factor: the initial positions of the members before they discuss the problem
- group discussion seems to polarize (exaggerate) the initial position of the group:





- Two main factors of risky/conservative shifts:
	- group discussion generates ideas/arguments not considered before by group members
	- group members present themselves as similar but “even better”

- If polarization results from
	- sensible exchange of info, it might actually improve the group’s decision
	- one-upmanship, it might lead to low-quality decisions

IV. Improving Decision Making in Organizations
Organizational decision making can improve if decision makers follow more closely the rational decision-making model. A number of techniques can also help.
A. Training Discussion Leaders
When discussion leaders are trained, they can be more effective in guiding groups to effective decisions. Role-playing training is an effective technique for developing leadership skills that has increased the quality and acceptance of group decisions.
B. Stimulating and Managing Controversy
Although full-blown controversy is to be avoided, some managed controversy can avoid the dangers of groupthink and escalation of commitment. A devil's advocate is a person appointed to identify and challenge the weaknesses of a proposed plan or strategy. Evidence indicates that the controversy promoted by the devil’s advocate improves decision quality.
C. Traditional and Electronic Brainstorming
Brainstorming is an attempt to increase the number of creative solution alternatives to problems by focusing on idea generation rather than evaluation. Despite its acceptance into common usage, brainstorming is not an effective group technique for idea generation. In general, an equivalent number of single individuals will come up with more ideas working on their own. However, brainstorming can provide advantages that extend beyond the mere number of ideas generated.
Electronic brainstorming involves the use of computer-mediated technology to improve traditional brainstorming practices. Research has shown that once over the size of two members, electronic brainstorming groups perform better than face-to-face groups in both the quantity and quality of ideas. Also, as electronic groups get larger, they tend to produce more ideas, but the ideas-per-person measure remains stable. In contrast, as face-to-face groups get bigger, fewer and fewer ideas per person are generated.
D. Nominal Group Technique
Unlike brainstorming, the nominal group technique (NGT) is a structured group decision-making technique in which ideas are generated without group interaction and then systematically evaluated by the group. Unlike brainstorming, NGT is concerned with both the generation of ideas and the evaluation of these ideas and carefully separates the two.
E. The Delphi Technique
The Delphi technique is a method of pooling a large number of expert judgments by using a series of increasingly refined questionnaires. Participants do not engage in face-to-face interactions and they do not actually make a final decision; rather, they provide information for organizational decision makers. A major disadvantage of this method is the time involved. The Delphi is an efficient method of pooling a large number of expert judgments, while avoiding the problems of conformity and domination that can occur in interacting groups.
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