The Managers as decision makers
The different approaches to decision making and the different ways of decision making

What decision making is?

A process (that we all go through) by which a choice is made between two or more alternatives

Four elements in decision making

1. An objective

2. The alternative

3. The consequences

4. The choice

Types of decision making

Programmed decision: routine, almost automatic process

Non-programmed decisions: usually situations that hove not been often addressed

Who are the decision makers?

First level managers (technical decisions)

Middle level managers (managerial decisions)

Top level managers (institutional decisions)

Conditions affecting decisions:

Condition of certainty

(When you know for sure that something is going to happen)

Very rare in today’s world

The managers know exactly what will happen

Conditions of risk

The use of possibilities (usually we use our education and experiences to create possibilities)

The outcome can be estimated

The condition of uncertainty

Nothing is known

Alternatives are not known
Can not assign possibilities

(This is also rare but you never know it might happen, usually people have enough education to know what might happen)

Decision making steps

1. Recognizing the need for a decision: managers must first realize that a decision must be made. Sparked by an event such as environment changes.

2. Generate alternatives: managers must develop feasible alternatives course of actions

3. Evaluate alternatives: what are the advantages and disadvantages of each alternative?

Assessing alternative

Is it practical?

Is it economically feasible?

Is it ethical?

Is it legal?

4. Choose among alternatives

5. Implement chosen alternatives: Managers most now carry out the alternatives

6. Learn from feedback: managers should consider what went right and wrong with the decision and learn for the future
Group decision making

Better than individual decision making (80%)

Different backgrounds, cultures, values, traditional, education
Cross-fertilization (of ideas, interacting with one another and sharing ideas)

Decision making aids

(There are hundreds of them but we will look at 2)
The expected value concept and the payoff matrix

The breakeven analysis

The value expected concept and the payoff matrix
The use of probabilities to measure the value of various outcomes for each alternative

Expected value= income produced* the probability of generating the outcome

E.V = I * P

E.V. = I * P

Co. wants to increase revenue by $100000

3 alternatives

Anticipated income (Y)

Probability of Income (Y)

New product


150000



.55

Marketing program

125000



.70

Modernize Plant

110000



.88

Which option is best?

Payoff Matrix - Best option

$150000 * .55 = $82500

$125000 * .70 = $875000

$110000 * .88 = $968000

 The Breakeven Point (will be on the midterm of Friday) (take your answers to two decimal places all the time and leave them there do not round up or down)
The point at which there is no profit or loss
*used everyday
Volume of production at which all cost – both Fixed and Variable- are met 

Total cost = fixed cost + variable cost

Fixed cost: 

Costs that do not vary with the level of production
Costs that you have no matter what

Office salaries, rent, lease payments, insurance, depreciation

Variable costs:

Costs that do vary with the level of production

Sales commission, overtime payments, direct labour, electricity, raw material

Fixed or Variable?

Sometimes it is difficult to determine 

I will make sure this is ambiguous

*he will tell us on the test if something is fixed or variable

Breakeven Point

Example ( he might he probably will ask on the midterm do calculate breakeven point he might also ask for a graph)
Total cost = fixed cost + variable cost
B.E.P = (total revenue = total cost)
S.P (selling price): $10/unit

V.C= $4/unit

F.C= $ 24000

B.E.P ?
1) B.E.P =  F.C / 1- V.C per unit/S.P per unit

2) B.E.P 


S.P

-
V.C

U.C (unit contribution)


F.C/U.C

3) B.E.P -  F.C / 1- Total variable cost/ Total revenue

Key Points- Decision making

Be a logical decision maker

Understand certainty, risk and uncertainty

Understand personal objectivity

Understand that: Economics man maximizes while managerial man satisfies
The people who can smile right after making a difficult decision probably just thought of a person they can blame it on
