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Chapter 13

Information and decision making 

Why should we care about information and decision making?

Decision making
Outcomes
or consequences
Information
Information
Information



We cant always know what are the consequences resulting from the decision we make, but there is always an outcome resulting from each decision, so we observe the outcomes in terms of failure or success, in conclusion we might notice that some of the information we based our decision on were not good, or IS (information systems) were not as good. 

What are the 5 characteristics of useful information? 
1) Timely 
2) Accurate (high quality)
3) Relevant
4) Reliable
5) Understandable 


Making sense of business decisions: 
Study case (General motors (GM)

Recent news items on GM

“General motors is headed for bankruptcy again” (forbes.com

“GM goes from bad to worse despite Obama bailout”










· GM: market share

1960s:
GM’s average market share in US truck and car market was approx. 48.3%

July 2012:
Market share was 18%

How could a company lose such a big share in that period of time?

· GM: near bankruptcy

Up to 2008:

· GM was a money losing operation
· On the verge of bankruptcy
· Received a bailout loan of $50.2B from the US government

Why did GM result in such negative/bad outcome? Is it because they are making bad decisions or they just have a bad (information systems)? Could be anything.

· GM: recent achievements (good positive news)

January 19-20, 2013:

· GM launched the long awaited “little red corvette”
· Cadillac ATS sedan named North American car of the year.

· GM: stock performance:
· First listed its shares on the new york stock exchange (NYSE) on Nov17, 2010: GM stocks trades at $US 33/ shares
· Jan 17, 2014 8.04 Per share: GM stocks were being trades at $US 38.60/ shares
· Mar 28,2014: GM will pay shareholders a dividend of 30 cents (US) per share (first time since 2008)

*If the company is doing well/good there will be higher price per share. 

What explains GM’s relatively poor performance?
One reason (Rattner):

· “Many spending decisions were not justified by (sound analyses)”






Because the decisions made by managers have serious consequences
We need to know:
1) How managers make decisions/ or ought to make decisions: AND
2) What pitfalls managers should avoid in making decisions. 

How do managers make decisions: or ought to make decisions: two competing views!· Unstructured problem
· Not clearly defined
· Uncertain environment
· Incomplete information
· Not all alternatives and consequences known 
Rationality

Acts in perfect world



Manager as decision maker


Bounded rationality 

Acts with cognitive limitations
· Structured problem
· Clearly defined
· Certain environment
· Complete information
· All alternatives and consequences known 
Behavioral Model
Classical model

Satisficing decision

Choose first “satisfactory” alternative
Optimizing decision

Choose absolute best among alternatives





How people make decisions & common pitfalls to be avoided in managerial decision-making: (continuous behavior model)

People make decisions based on quick and dirty rules (mental heuristics) > “to make satisfactory decisions”

1) Availability heuristic      (without fully checking consequences)

2) Representativeness heuristic

3) Anchoring and adjustment heuristic (anchoring)
Examples of: (double check)

1) Availability heuristic:

If you are looking at a new product, you will probably buy things that you are more familiar with.

2) Representativeness heuristic

People are using shortcuts to make decisions, if you have a good experience for this worker so you hire him based on your experience, “from the experience of working with him. 

· Potential bias (there is a shortcut) do not check him a lot because someone suggested that person is good, so hire him (this worker represents quality) 

3) Anchoring and adjustment heuristic (anchoring)
Company had sales last year, this year will increase by 10%> not looking at the market as a hole just using previews year information that there will be 10% increase in sales)
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