· What is decision making?
Decision-making – The process of developing a commitment to some course of action -> choice, process, commitment of resources
Problem – A perceived gap between an existing state and a desired state
· Well-structured problems – A problem for which the existing state is clear, the desired state is clear, and how to get from one state to the other is fairly obvious
“Because decision making takes time and is prone to error, organizations (and individuals) attempt to program the decision making for well-structured problems.”
Program – A standardized way of solving a problem -> Programs short-circuit the decision-making process by enabling the decision maker to go directly from problem identification to solution
“Many of the problems faced by organizations are well structured, and programmed decision making provides a useful means of solving these problems.”
· Ill-structured problems – A problem for which the existing and desired states are unclear and the method of getting to the desired state (even if clarified) is unknown
“Ill-structured problems are generally unique; they also tend to be complex and involved a high degree of uncertainty.”
“They are likely to try to gather more information and be more self-consciously analytical in their approach.”
“Ill-structured problems can entail high risk and stimulate strong political considerations.”
· The compleat decision maker – A rational decision-making model
The rational decision making process
Identify problem  
Search for relevant information  
Develop alternative solutions to the problems  Evaluate alternative solutions  
Choose best solution  
Implement chosen solution  
Monitor and evaluate chosen solution
[RECYCLE throughout]
Perfection rationality – A decision strategy that is completely informed, perfectly logical, and oriented toward economic gain -> gather information about problems and solutions without cost, perfectly logical, only criterion for decision making is economic gain

Bounded rationality – A decision strategy that relies on limited information and that reflects time constraints and political considerations
Framing – Aspects of the presentation of information about a problem that are assumed by decision makers -> boundaries of a problem, the possible outcomes of a decision, or the reference points used to decide if a decision is successful
Cognitive biases – Tendencies to acquire and process information in an error-prone way -> these biases constitute assumptions and shortcuts that can improve decision-making efficiency, but they frequently lead to serious errors in judgement
· Problem identification and framing
“Gaps might be signalled by dissatisfied customer or vigilant employees.”
· Perceptual defence -> the perceptual system acting to defend the perceiver against unpleasant emotions
· Problem defined in terms of functional speciality -> mkt. employees looking to solve bad sales through better marketing even though the problem is bad design
· Problem defined in terms of solution -> ‘New’ coke meant the problem in market share was assumed to be the product itself
· Problem diagnosed in terms of symptoms -> solvers need to go beyond surface problems
· Information search 
“The information search for the bounded-rationality man might be slow and costly.”
· Too little information
Most people get lazy and just use the information they have in their head, which happen to be vivid memories
Confirmation bias – The tendency to seek out information that conforms to one’s own definition of or solution to a problem -> leads to ‘decision-based evidence making’ rather than evidence-based decision making’
· Too much information
Information overload – The reception of more information than is necessary to make effective decisions
“…get confused and permit low-quality information or irrelevant information to influence their decisions.”



· Alternative development, evaluation, and choice
The choice of the decision alternative with the greatest expected value - > made by the perfectly rational economic person
“The bounded-rationality decision maker may not know all the alternatives, and he may be ignorant of the ultimate values and probabilities of success of those solutions that he knows.” -> cognitive biases come into play -> People are especially weak intuitive statisticians
· People are poor at revising estimates of probabilities and values as they acquire additional information (e.g., anchoring effect)
Anchoring effect – The inadequate adjustment of subsequent estimates from an initial estimate that serves as an anchor -> e.g., real estate agents allowing the asking price of a house to influence their professional evaluation of a house
“It is possible to reduce some of these basics cognitive biases by making people more accountable for their decision.” -> accountability should be in place before a decision is reached, this is critical
Satisficing – Establishing an adequate level of acceptability for a solution to a problem and then screening solutions until one that exceeds this level is found
· Risky business
“When people view a problems as a choice between losses, they tend to make risky decisions, rolling the dice in the face of a sure loss.”
“When people frame the alternatives as a choice between gains they tend to make conservative decisions, protecting the sure win.”
“It is not necessarily wrong to frame a problem as a choice between losses, but this can contribute to a foolish level of risk taking.”
“Learning history can modify these general preferences for or against risk.” -> e.g., a firm who always makes risky decisions could be tempted to choose the riskier course of action 
· Solution implementation
“In organizations, decision makers are often dependant on others to implement their decisions, and it might be difficult to anticipate their ability or motivation to do so.” -> e.g. cars; engineers dependant on designers, production dependant on engineers
· Solution evaluation
“The perfectly rational decision maker should be able to evaluate the effectiveness of the decision with calm, objective detachment.”
· Justification
Sunk costs – Permanent losses of resources incurred as a result of a decision
Escalation of commitment – The tendency to invest additional resources in an apparently failing course of action
“Changing one’s mind and reversing previous decisions might be perceived as a sign of weakness, a fate to be avoided at all costs.”
“Escalation of commitment sometimes happens even when the current decision maker is not responsible for previous sunk costs.”
“Also, escalation of commitment might be due to the way in which decision makers frame the problems once some resources have been sunk.” -> lose a sure (x)$ or a possible (x+y)$
“People high on neuroticism and negative affectivity are less likely to escalate since they try to avoid stressful predicaments.”
“Escalation can occur in both competitive and non-competitive situations.”
Preventing the tendency to escalate commitment to a failing course of action: encourage continuous experimentation with reframing the problem to avoid the decision trap of feeling that more resources have to be invested (shift frame to saving rather than spending), set specific goals to be met if more resources are to be invested, place more emphasis when evaluating managers on how they make decisions and less on decision outcomes, separate initial and subsequent decision making so that individuals who make the initial decision to embark on a course of action are assisted or replace by other who decide if a course of action should be continued
“Groups are more prone than individuals to escalate commitment.”
· Hindsight – The tendency to review the decision-making process to find what was done right or wrong
“While hindsight can prove useful, it often reflects cognitive bias.”
“When things work out well, it is because we made a careful, logical decision. When things go poorly, some unexpected external factor messed up our sensible decision.”


· How emotion and mood affect decision making
“It should be emphasized that emotionless decision making would be poor decision making, and the rational model is not meant to suggest otherwise.”
“Strong emotions frequently figure in the decision-making process that corrects ethical errors, and so-called whistle-blowers often report that they were motivated by emotion to protest decision errors.”
“Strong (positive) emotion has also been implicated in creative decision making and the proper use of intuition to solve problems.”
“Blinded by emotion…”
“People experiencing strong emotions are often self-focused and distracted from the actual demands of the problem at hand.”
“A common theme over the years has been how excessive emotional conflict between business partners or family business members provokes questionable business decisions.”
“Moods affect what and how people think when making decisions. (Moods are relatively mild, unfocused states of positive or negative feeling.” -> positive mood results in remembering positive memories and vice versa; positive mood results in positive evaluations and vice versa; good mood leads to overestimating likelihoods of good events and underestimate those of bad events and vice versa; people in a good mood often violate the rational model whereas a negative mood can often result in decisions being more deliberate, systematic, and detailed; positive moods promote more creative, intuitive decision making
“If the excesses of optimism can be controlled, those in a good mood can make creative decisions.”
“If the excesses of pessimism can be controlled, those in a negative mood can actually process information more carefully and effectively.”
“The investment practitioners’ advice to remain calm during turbulent markets has some validity.”
“The ensuing crash left the firms founded on careful decision-making principles to enjoy the spoils of the technology revolution.”
· Rational decision making summary – EXHIBIT 11.1 (Perfectly rational decision making contrasted with bounded rationality) + EXH 11.3
· Group decision making
· Why use groups?
· Decision quality -> assumptions:
· More vigilance
· Generate more ideas
· Evaluate ideas better
“At the problem identification and information search stages, vigilance is especially advantageous.”
“Extreme positions of correct or incorrect notions can be offset by the pooled judgements of the rest of the group.”
· Decision acceptance and commitment -> assumptions:
· People wish to be involved with decisions that affect them
· People will better understand a decision in which they participated
· People will be more committed to a decision in which they invested their personal time and energy
“If decision makers truly understand the decision and feel committed to it, they should be willing to follow through and see that it is carried out.”
· Diffusion of responsibility – The ability of group members to share the burden of the negative consequences of a poor decision -> of course, certain group members might “abandon ship”” in hindsight
· Do groups actually make higher-quality decisions than individuals -> groups should perform better than individuals when:
· Group members differ in relevant skills and abilities, but no so much as to cause conflict
· Some division of labour 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
“Equal weighting of opinions and averaging is inappropriate when some group members have more expertise concerning a particular problem.”






· Disadvantages of group decision making
· Time -> the time problem increases with group size
· Conflict -> in general, groups will make decision when its members feel psychologically safe
· Domination -> people working in groups don’t like feeling dominated by a single individual
· Groupthink – The capacity for group pressure to damage the mental efficiency, reality testing, ad moral judgement of decision-making groups
· Illusion of invulnerability -> taking great risks due to overconfidence and thus avoiding obvious danger signals
· Rationalization -> facts that can’t be argued are ‘rationalized’ away
· Illusion of mortality -> decisions aren’t only perceived as sensible, but also morally correct
· Stereotypes of outsiders -> negative stereotypes of those outside the group who are the target of their decisions
· Pressure for conformity 
· Self-censorship
· Illusion of unanimity -> members perceive that unanimous support exists for their chosen course of action
· Mindguards -> group members intentionally ‘protecting’ the group members from information that goes against its decision
“What can prevent groupthink? Leaders must be careful to avoid exerting undue pressure for a particular decision outcome and concentrate on good decision processes.”
· How do groups handle risk?
Risky shift – The tendency for groups to make riskier decisions than the average risk initially advocated by their individual members
Conservative shift – The tendency for groups to make less risky decisions than the average risk initially advocated by their individual members
EXHIBIT 11.4 – The dynamics or risky and conservative shifts for two groups
“Group discussion seems to polarize the initial position of the group.” -> This happens because group members provide “better” reasons for their original tendency and this makes them more “sure”/ Group members also try to one-up one another by adopting a slightly more extreme version of the group’s initial stance
“A somewhat worrisome research finding is that groups that communicate via computer are inclined to polarize even more than face-to-face groups.”
“Managers should be aware of the tendency for group interaction to polarize initial risk levels.”
Sensible exchange -> polarization => might actually improve group’s decision
One-upmanship -> polarization => might lead to low quality decisions
· Improving decision making in organizations
Each of the following techniques has the goal of encouraging decision makers to follow the rational decision-making model more closely
· Training discussion leaders
Exert too much influence and he’ll completely control the group and eradicate most of the advantages of having a group
Exert too less and the decision might be one of low quality and not one that the organization wants
· State the problem in a non-defensive, objective manner -> do not suggest solutions or preferences
· Supply essential facts and clarify any constraints on solutions
· Draw out all group members -> prevent domination, and protect members from being attacked or severely criticized
· Wait out pauses -> don’t ask leading question
· Ask stimulating questions to move the discussion forward
· Summarize and clarify at several points to mark progress
· Stimulating and managing controversy
Devil’s advocate – A person appointed to identify and challenge the weaknesses of a proposed plan or strategy -> “the advocate must present his of her views in an objective, unemotional manner.”
“A lack of controversy can lead to the groupthink effect.”





· Traditional and electronic brainstorming
Brainstorming – An attempt to increase the number of creative solution alternatives to problems by focusing on idea generation rather than evaluation
Electronic brainstorming – The use of computer mediated technology to improve traditional brainstorming practices
IDEO -> “Brainstorming shapes the organizational culture, helps retain good talent, and contributes to client confidence.”
“E-brainstorming is seen as more successful due to the reduced inhibition about participating and the ability got people to enter ideas simultaneously without waiting for others.”
· Nominal group technique (NGT) – A structured group decision-making technique in which ideas are generated without group interaction and then systematically evaluated by the group
“NGT carefully separates the generation of ideas from their evaluations.”
· Delphi technique – A method of pooling a large number of expert judgements by using a series of increasingly refined questionnaires
“participants do not engage in face-to-face interaction.”
1st questionnaire -> usually general in nature and permits free responses to the problem
2nd/Final questionnaire -> gathering 1st’s responses and now asking respondents to rate or rank each improvement
“A chief disadvantage of Delphi is the rather lengthy time frame involved in the questionnaire phases, although email and other web-based solutions can speed up sending and receiving.”
“In addition, its effectiveness depends on the writing skills of the respondents and their interest in the problem.”
[bookmark: _GoBack]“Despite these problems, Delphi is an efficient method of pooling a large number of expert judgements while avoiding the problems of conformity and domination that can occur in interacting groups.”
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