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Decision Making

Decision making = process of developing a commitment to some course of action.
3 noteworthy things about decision making:
a) It involves a choice among several action alternatives.
b) It is a process.
c) It involves a commitment of resources.
 A problem exists when a gap is perceived between some existing state and some desired state. 
Well-structured problems 
· A problem for which: the existing state is clear, the desire state is clear, and how to get from one state to the other is obvious. 
Existing state		    desired state
                              HOW?
· Such problems = repetitive, familiar, and can be programmed.
· Such problems are simple, and their solutions arouse little controversy
Example
· Courier, which delivery route should I use?
· Assistant bank manager, which of these 10 car loan applications should I approve?
Program
· A program is a standardized way of solving a problem.
· Also known as rules, routines, standard operating procedures (SOP), or rules of thumb.
· Programs short-circuit the decision-making process by enabling the decision maker to go directly from problem identification to solution.
Ill-structures problems
· A problem for which: the existing and desired states are unclear and the method of getting to the desired state (even is clarified) is unknown. 
                      HOW?
existing state?		    desired state?
Example: a vice-president for marketing might have a vague feeling that the sales of a particular product are too low. However, she might lack precise information about the product’s market share. She might be unaware of exactly how to increase the sales of this particular product. 
· Unique/unusual problems that have not been encountered before:
1) Complex and involve a high degree of uncertainty.
2) Frequently arouse controversy and conflict.
· To solve ill-structured problems the decision makers must resort to non-programmed decision making. (try to gather more information)
· They cannot be solved with programmed decisions.
· They can entail high risk and stimulate strong political considerations.
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Perfect rationality 
· Perfect rationality = decision strategy that is completely informed, perfectly logical, and oriented toward economic gain.
· Prototype for perfect rationality = “Economic Person” who is the perfect, cool, calculating decision maker.
· These perfectly rational characteristics do not exist in real decision makers.
Bounded Rationality 
Decision strategy that relies on limited information and that reflects time constraints and political considerations:
1. Framing (mood and emotions)
2. Cognitive biases (mood and emotions)
3. Emotions and moods

Framing = aspects of the presentation of information about a problem that are assumed by decision makers.
· How problems and decision alternatives are framed can have a powerful impact on resulting decisions.
· Assumptions about the 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 a particular way that is prone to error.
· They constitute assumptions and shortcuts that can improve decision-making efficiency but frequently lead to serious errors in judgment.

Problem Identification and Framing
· Bounded rationality can lead to the following difficulties in problem identification:
1. Perceptual defense (e.g., “I see the world through my own lens.”) (chapter 3)
2. Problem defined in terms of functional specialty (e.g., “I am in accounting; it’s an accounting problem.”) Perception can cause decision makers to view a problem as being in the domain of their own specialty.
3. Problem defined in terms of solution (e.g., jumping to conclusions.) 
4. Problem diagnosed in terms of symptoms (e.g., falling sales could be due to a plethora of reasons.)  Concentration on surface symptoms will provide the decision maker with few clues about adequate solutions. 
Information Search 
· Perfectly rational decision maker has free and instantaneous access to all information necessary to clarify the problem and develop alternative solutions.
· Bounded rationality suggests that information search can be slow and costly.
· Decision makers can have too little or too much information.
a) Too little information: we curtail our information search and rely on familiar experience.
Cognitive biases that contribute to using too little information:
i. Availability heuristic (e.g., wake up and hear about plane crash…“I’m never getting on a plane again.”)
ii. Representative heuristic (e.g., “6/10 CA’s from JMSB bailed on us; they’re all terrible workers.”)
Overconfidence bias = tendency to think one is a Marvel Comics superhero(ine).
Confirmation bias = tendency to seek information that conforms to one’s own definition of or solution to a problem (self-serving behavior).
b) Too much information:
Too much information can also damage the quality of decisions.
Information overload = reception of more information than is necessary to make effective decisions.
· Information overload can lead to errors, omissions, delays, and cutting corners.
· Decision makers think that more is better.
Alternative development, evaluation and choice
Perfectly informed or not, the decision maker can now list alternative solutions to the problem, examine the solutions, and choose the best one. For the perfectly rational, totally informed, ideal decision maker, this is easy. He or she conceives of all alternatives, knows the ultimate value of each alternative, and knows the probability that each alternative will work. In this case the decision maker can exhibit maximization that is, he or she can choose the alternative with the greatest expected value. 
· The perfectly rational decision maker exhibits maximization – the choice of the decision alternative with the greatest expected value. 
· For the decision maker working under bounded rationality, solutions and probabilities are not all known.
· Cognitive biases also come into play.
· People avoid incorporating existing data about the likelihood of events (“base rates”) into their decisions (e.g., only 1/17 new products make it).
· Large samples warrant more confidence than small samples.
· Decision makers often overestimate the odds of complex chains of events occurring:
· E.g., “John will ask that question on the final because he didn’t ask it on the midterm and he agrees with this theory and the person who developed the theory looks exactly like his mom!”  
· People are poor at revising estimates of probabilities and values as they acquire additional information.
Anchoring effect = decision makers do not adjust their estimates enough from some initial estimate that serves as an anchor.
For example: Chelsea is looking to buy a used car. She may focus excessively on the car make and aesthetics (VW Beetle), and use this criterion as a basis for evaluating the value of the car, rather than considering how well the engine or the transmission is maintained.

· Perfectly rational decision maker evaluates alternative solutions against a single criterion: economic gain.
· The decision maker working under bounded rationality frequently “satisfices” rather than maximizes.
Satisficing
Decision maker establishes an adequate level of acceptability for a solution to a problem and then screens solutions until he or she finds one that exceeds this level.
· E.g., Use of “cut-offs”
· When this occurs, evaluation of alternatives ceases, and the solution is chosen for implementation.
· The decision maker working under bounded rationality frequently satisfices rather than maximizes. 
Risky Decision Making 
1. When people view a problem as a choice between losses, they tend to make risky decisions.
2. When people frame the alternatives as a choice between gains, they tend to make conservative decisions.
Solution Implementation
· Decision makers are often dependent on others to implement their decisions, and it might be difficult to anticipate their ability or motivation to do so.
· Implementation problems occur when those who must implement a decision are not the ones who made the decision.
· Cross-functional teams (whose members are accountable to one another) can help prevent these kinds of implementation problems.
Solution Evaluation
· The perfectly rational decision maker should be able to evaluate the effectiveness of a decision with calm, objective detachment.
· The bounded decision maker might encounter problems:
1. Cognitive dissonance
2. Sunk costs and escalation of commitment
Cognitive dissonance
Sunk Cost
· Justification of faulty decisions is best seen in the irrational treatment of sunk costs. 
Sunk costs = permanent losses of resources incurred as the result of a decision.
· Since these resources have been lost due to a past decision, they should not enter into future decisions.
Escalation of commitment 
· People often “throw good resources after bad,” acting as if they can recoup sunk costs.
Escalation of commitment = tendency to invest additional resources in an apparently failing course of action.
· Occurs even when the decision maker is not responsible for previous sunk costs and can occur in competitive and noncompetitive situations.
Groups = more prone than individuals to escalate commitment.

Reasons for escalation of commitment:
1. Dissonance reduction.
2. Social norm for consistent behavior.
3. The way the problem is framed (i.e., if framed in terms of loss, decision maker will choose the more risky strategy).
4. Personality, moods, and emotions.
Preventing escalation of commitment 
1. Encourage ongoing experimentation with reframing the problem.
2. Set specific goals for the project in advance that must be met if more resources are to be invested.
3. Place more emphasis in evaluating managers on how they made decisions and less on decision outcomes.
4. Separate initial and subsequent decision making.


Emotion, Mood, and Decision Making
· Strong emotions often figure in the decision making process. 
Emotions:
· Can help decision making;
· Strong emotions can be a hindrance.
· Mood has the greatest impact on uncertain, ambiguous decisions of the type that are especially crucial for organizations.
Research on mood and decision making reveals that:
· People in a positive (negative) mood tend to remember positive (negative) information.
· People in a positive (negative) mood tend to evaluate objects, people, and events more positively (negatively).
· People in a good mood overestimate that good events will occur and underestimate the occurrence of bad events. 
· People in a bad mood do the opposite.
· People in a good mood are more prone to creative, intuitive decision making.
Why use groups?
1. Decision Quality:
· Groups should make higher-quality decisions than individuals.
· Groups are more vigilant
· Groups can generate more ideas
· Groups can evaluate ideas
2. Decision Acceptance and Commitment:
· Group decision = more acceptable to those involved.
· Important in getting a decision implemented.
· People wish to be involved in decisions that will affect them
· People will better understand a decision in which they participate
3. Diffusion of Responsibility:
· Ability of group members to share the burden of the negative consequences of a poor decision.

Do groups actually make higher-quality decisions than individuals?
· Groups should make better decisions than individuals when:
1. Members differ in skills and abilities
2. Division of labor can occur
3. Memory for facts is important
4. Individual judgments can be combined by weighting them to reflect the expertise of the various members

Disadvantages of group decision making 
1. Time:
· Time to make a decision increases with size.
2. Conflict:
· Decision quality can become secondary to political infighting.
3. Domination:
· When meetings are dominated by a single individual or a small coalition.
Groupthink 
· Capacity for group pressure to damage the mental efficiency, reality testing, and moral judgment of decision-making groups.
· Unanimous acceptance of decisions is stressed over quality of decisions.
· Victims of groupthink operate in an atmosphere of unreality that should lead to low-quality decisions.
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
Groupthink Symptoms 
1. Illusion of invulnerability (members are overconfident and willing to assume higher risks)
2. Rationalization (problems that are logical but improbable excuses are given)
3. Illusion of morality (decisions are taken as sensible, and morally correct)
4. Stereotypes of outsiders (group constructs unfavorable stereotypes to those from outside to  target their decisions)
5. Pressure for conformity (members pressure each other to fall in line and comfort with the group’s views)
6. Self-censorship (members convince themselves to avoid voicing opinions contrary to the group)
7. Illusion of unanimity (members perceive the unanimous support exits for their chosen course of action) 
8. Mindguards (some group members may adopt the role of protecting the group from information that goes against its decisions)
What can prevent groupthink?
· Leaders must avoid exerting undue pressure for a particular decision outcome.
· Leaders should establish norms that encourage and reward responsible dissent.
· Outside experts should be brought in from time to time to challenge the group’s views.
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Exhibit 11.1
The rational decision-making

process.




