Chapter 11- Decision Making

What is Decision Making?
· The process of developing a commitment to some course of action 
· Making a choice among several alternatives 
· A process that involves more than a simple final choice
· Commitment of resources
· A process of problem solving
· Problem: a gap between an existing state and a desired state
· Well Structured Problems:
· Problem for which the existing state is clear, the desired state is clear and how to get from on state to the other is fairly obvious 
· Program: a standardized way of solving a problem
· Short circuit decision making because problem solvers go straight from problem identification to solution
· Programs are only as good as the decision making process that led to the adoption of the program 
· Ill Structured Problems:
· The existing and desired states are unclear and the method of getting to the desired state is unknown
· Unique, complex, involve a high degree of uncertainty 
· Cant use programmed decision making – decision makers have to father information and be more self consciously analytical in their approach

The Complete Decision Maker – A Rational Decision Making Process
· Perfect Versus Bounded Rationality
· Perfect rationality: a decision strategy that is completely informed, perfectly logical and oriented toward economic gain 
· Bounded rationality: a decision strategy that relies on limited information and that reflects time constraints and political considerations 
· Decision makers try to act rationally but are bounded by their capacity to acquire and process information 
· Framing: aspects of the presentation of information about a problems that are assumed by decision makers 
· Assumptions about the boundaries, possible outcomes 
· How problems and decision alternatives are framed has a powerful impact on resulting decisions
· Cognitive bias: tendencies to acquire and process information in a particular way that is prone to error
· Include assumptions and shortcuts and lead to serious errors in judgment 


· Problem Identification and Framing
· Bounded rationality leads to the following difficulties in problem identification:
· Perceptual defense – pretend not to see the problems that exist
· Problem defined in terms of functional specialty – people might want to relate the problem to what they know and understand
· Problem defined in terms of solution – jumping to conclusions
· Problem diagnosed in terms of symptoms  - you need to understand the cause not the symptoms 
· Different decision frames lead to very different decisions
· Rational decision makers should try to be very self conscious about how they have framed problems
· Information Search
· Once a problem is identified, a search for information begins
· Information may clarify the nature or extent of the problem and begin to suggest alternative solutions 
· Bounded rationality may cause the information search to be slow and costly
· Too Little Information
· Cant always get all the information
· People are mentally lazy to use all the info available 
· Tend to rely on recent events
· Confirmation bias: the tendency to seek out information that conforms to ones own definition or solution to a problem 
· Leads to decision based evidence making rather than evidence based decision making
· Too Much Information
· Information overload: more information than is necessary to make decisions 
· Leads to errors, delays and cutting corners
· More isn’t always better but decision makers tend to think this 
· Managers tend to:
· Gather info with little decision relevance
· Collect info after making a decision to justify the decision
· Request info that they do not use
· Request more information regardless of what is already available 
· Complain about not having enough info when they ignore available information
· People also value advice they pay for over free advice 
· Alternative Development, Evaluation and Choice
· Once decision makers have info they can now list alternative solutions to the problem, examine the solutions and choose the best one 
· Decision maker can exhibit maximization: choose the alternative with the greatest expected value 
· People are especially weak intuitive statisticians 
· People avoid including known existing data
· Large samples give better info than small samples
· Overestimate the odds of complex chains 
· Anchoring effect: the inadequate adjustment of subsequent estimates from an initial estimate that serves as an anchor 
· A decision maker working under bounded rationality frequently satisfices rather than maximizes
· Satisfices: the decision maker establishes an adequate level of acceptability for a solution and then screen solutions until he or she finds one that exceeds this level 
· Risky Business
· Choosing between decisions involves an element of risk
· When people view a problem as a choice between losses they tend to make risky decisions
· When people have a choice between gains they make conservative decisions  
· Solution Implementation 
· When a decision is made the solution must be implemented 
· Sometimes in organizations people depend on others to implement their decisions
· Solution evaluation 
· There can be problems in this stage of the process
· Justification – best seen in the irrational treatment of sunk costs
· Escalation of commitment: the tendency to invest additional resources in an apparently failing course of action 
· Hindsight: reviewing the decision making process afterwards 
· Hindsight causes people to take responsibility for good decisions and deny responsibility for bad outcomes 
· How emotion and mood effect decision making
· People often become attached to a failing course of action because they don’t want to be wrong 
· Having emotions actually helps decision making
· People can also however be blinded by emotion 
· Mood effects what and how people think when making decisions 
· People in positive moods remember positive information
· Positive mood  = more creative decision making
· Mood is contagious 


Group Decision Making
· Many organizational decisions are made by groups rather than by individuals 
· Why use groups?
· Decision quality
· Groups are more vigilant
· Groups generate more ideas
· Groups can evaluate ideas better
· Decision acceptance and commitment
· People wish to be involved in decisions that will effect 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 
· Diffusion of responsibility
· The ability of group members to share the burden of the negative consequences of a poor decision
· Do groups actually make higher quality decisions?
· Groups perform better than individuals when:
· The group members differ in relevant skills and abilities
· 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
· Extensive discussion of the problem is one way that accurate but minority viewpoints can positively influence decisions 
· Disadvantages of group decision-making?
· Time – groups work slower than individuals 
· Conflict 
· Domination – its bad if meetings are dominated by a single person
· Groupthink: the capacity for group pressure to damage the mental efficiency, reality testing and moral judgment of decision-making groups 
· How do groups handle risk?
· Groups may make more riskier decisions than individuals because of security in numbers 
· Groups can also sometimes be more cautious 
· Risky shift: the tendency for groups to make riskier decisions than the average risk initially advocated by their individual members 
· Conservative shifts: tendency to make less risky decisions 
· Group discussion usually just exaggerates the initial position of the group members



Improving Decision Making in Organizations
· Training discussion leaders	
· Actions of the leader can make or break the discussion
· Stimulating and managing controversy
·  This can be fixed by incorporating diverse members
· Controversy stimulation can be done by playing devils advocate 
· Traditional and electronic brainstorming 
· Focuses on the generation of ideas rather than the evaluation of ideas 
· Nominal group technique
· A structured group decision making technique in which ideas are generated without group interaction and then systematically evaluated by the group 
· The Delphi Technique
· A method of pooling a large number of expert judgments by using a series of increasingly refined questionnaires 
· [bookmark: _GoBack]
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