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CHAPTER 8

FUNDAMENTALS OF DECISION MAKING

LEARNING OBJECTIVES



1.
State the conditions under which individuals make decisions.

2.
Describe the characteristics of routine, adaptive, and innovative decisions.

3.
Explain the three basic models of decision making.




















A. What is Decision Making?

1. The Decision-Making Process 

a. define the problem

b. gather information

c. generate alternatives

d. choose a course of action

2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. Systematic Decisions are Based On

a. the nature of the problem

b. possible solutions available

c. the degree of risk involved

· managers rely on all six managerial competencies to make decisions

Learning Objective 1: State the Conditions Under Which Individuals Make Decisions. 


A. Decision-Making Conditions

1. Reflect Uncontrollable Environmental Forces

a. made under conditions of certainty, risk, and uncertainty



B. 
C. 
D. 
E. Certainty

1. Full Information

a. individuals are fully informed about a problem, alternatives are obvious, and the likely results of each choice are clear

b. the exception for top and middle managers, but more common at the day-to-day supervisory management level


C. Risk

1. Determining Probabilities

a. individuals can define a problem, specify the probability of certain events, identify alternative solutions, and state the probability of each alternative leading to a desired outcome

b. probability is the percentage of times a specific result would occur if the decision were made numerous times

c. type, amount, and reliability of information (quality) influence the level of risk

· 
2. Objective Probability

a. the likelihood that a specific outcome will occur, based on facts and numbers

· often based on archival data, historical company and industry events and trends
3. Subjective Probability

a. the likelihood that a specific outcome will occur, based on personal judgement
· 
· based on intuition, previous experience, expertise, and personality
b. managing risk means thinking about the future



D. Uncertainty

1. Scarcity of Information

a. individuals do not have the information needed to assign probabilities to outcomes of alternative solutions

· may not even be able to identify the problem

b. common in areas such as R&D, market research, and strategic planning




· 











Learning Objective 2:  Describe the Characteristics of Routine, Adaptive, and Innovative Decisions.

E. 
F. 
G. 
H. 
I. 
J. 
K. 
A. Basic Types of Decisions
1. No Single Decision-Making Method Works In All Situations
a.   
1. 
a. basic types of decisions include routine, adaptive, and innovative

· 

B. Problem Types 

1. Types of Problems

a. range from relatively common/well-defined to unusual/ambiguous

2. 
· 

2.   Fire Fighting
a. occurs when the number of problems escalates with short time frames for resolution as a result of:
b. 

· incomplete solutions

· recurring and cascading problems
· urgency superseding importance

some problems becoming crises
C. Solution Types
1. Types of Solutions

a. range from relatively known and well-defined to untried and ambiguous
2. 
3. 
D. 
E. Routine Decisions

1. Standard Choices

a. made in response to well-defined and common problems and alternative solutions

b. often available in established rules, standard operating procedures, or computer software

c. employees may be tempted to make routine decisions (active inertia) in situations that actually call for adaptive or innovative decision making

· 
· 

· 
F. Adaptive Decisions

1. Response to 

a. combinations of moderately unusual and fairly uncommon problems and alternative solutions

2. Involve

a. modifying and improving upon past routine decisions and practices


· 
3. 3. Convergence
a. a business shift in which two connections with the customer that were previously viewed as competing come to be seen as complementary

4. Continuous Improvement

a. a management philosophy that approaches the challenge of product and process enhancements as an ongoing effort to increase the levels of quality and excellence.
G. Innovative Decisions

1. Based on 

a. discovery, identification, and diagnosis of unusual and ambiguous problems and/or development of unique or creative alternative solutions

b. incomplete and rapidly changing information



2. Involve

a. a series of small, interrelated decisions made over months or years

· don't usually happen in a logical, orderly sequence

b. a sharp break from the past





3. Radical Innovators

a. individuals and organizations who do one or more of the following
· change customer expectations

· change the bases for competition in an industry

· change the economic efficiency of an industry
Learning Objective 3:
Explain the Three Basic Models of Decision Making.
A. Rational Model

1. Seven-Step Process 

a. increases the likelihood of logical and optimal decision making



b.
permits the maximum achievement of goals within the limitations of the situation

· 
· 





2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
24. 
25. 
26. 
27. 
28. 
29. 
30. 
31. 
32. 
33. 
34. 
35. 
36. 
37. 
38. 
39. 
40. 
41. 
42. 
43. 
44. 
45. 
46. 
47. 
48. 
49. 
50. 
51. 
52. 
53. 
54. 
55. 
56. 
57. 
58. 
59. 
60. 
61. 
62. 
63. 
64. 
65. 
66. 
67. 
68. 
69. 
70. 
71. 
72. 
73. 
74. 
75. 
76. 
77. 
78. 
79. 
80. 
81. 
82. 
83. 
84. 
85. 
86. Step 1: Define and Diagnose the Problem

a. using three basic skills that are part of the planning and administration competency
· noticing

· identifying and monitoring numerous external and internal environmental forces and deciding which ones are contributing to the problem(s)
· interpreting

· assessing the factors noticed and determining which are causes and which are symptoms

· incorporating

· relating interpretations to current or desired goals

b. what a question is, as defined by two creativity experts:

· an invitation to creativity from which to depart on an adventure with no end and no beginning
87. Step 2: Set Goals

a. goals are results to be attained that indicate the direction toward which decisions and actions should be aimed 
b. 
· general goals provide broad direction for decision making in qualitative terms

· operational goals state what can be achieved in quantitative terms

· hierarchy of goals represents the formal linking of goals between organizational levels
· 




88. Step 3: Search for Alternative Solutions

a. may involve seeking additional information, thinking creatively, consulting experts, undertaking research, and similar actions

89. Step 4: Compare and Evaluate Alternative Solutions

a. determine expected results and the relative cost of each alternative

90. Step 5: Choose Among Alternative Solutions

· 
91. Step 6: Implement the Solution Selected

a. a well-chosen solution must also be accepted and supported by those responsible for implementing it 

92. Step 7: Follow Up and Control the Results
a. includes evaluation and feedback

b. when implementation doesn't produce desired results, corrective action is needed





.







1. Developed by Herbert Simon

a. management scholar in the 1950s

b. Simon won the 1978 Nobel Prize in economics for his research into the decision-making process

2. Contends that 

a. the capacity of the human mind for formulating and solving complex problems is small compared with what is needed for objectively rational behavior




3. Decision Biases

a. cause individuals to use inadequate information in decision making
b. common decision biases

· availability bias

· easy recall of specific instances of an event that may lead individuals to overestimate how frequently the event occurs

· selective perception bias

· people seeing what they expect to see

· concrete information bias

· recollection of a vivid, direct experience usually prevailing over more objective and complete information

· law of small numbers bias

· the tendency to view a few incidents or cases as representative of a larger population even when they aren’t

· gambler’s fallacy bias

· people seeing an unexpected number of similar events that lead them to the conviction that an event not seen will occur


c. competent and experienced decision makers attempt to minimize these biases
4. Limited Search for Alternatives

a. people tend to consider options only until they find one that seems adequate

b. searching for more alternatives may not always yield better decisions


5. Limited Information

a. people frequently have inadequate information about the precise nature of the problems facing them and the consequences of each alternative
b. creates a condition of ignorance

· lack of relevant information or incorrect interpretation of the information that is available

6. Satisficing
Bounded Rationality Model

a. selecting an acceptable (rather than optimal) goal or alternative solution

· may be easier to identify and achieve, less controversial, or otherwise safer

b. factors that result in a satisficing decision

· decision biases

· inadequate or incorrect problem definition

· limited search for alternatives 
· limited information

· 
C.  Political Model

1. Power of Stakeholders

a. describes the decision-making process in terms of the particular interests and goals of powerful external and internal stakeholders

· power refers to the ability to control or influence decisions and goals

· people with power can influence or control:

· the definition of the problem

· the choice of goals

· consideration of alternative solutions

· selection of alternative to be implemented

· actions and success of the organization







· 
· 
· 
· 
· 










2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
24. 
25. 
26. 
27. 
28. 
29. 
30. 
31. 
32. 
33. 
34. 
35. Divergence in Problem Definition

a. external and internal stake holders try to define problems to their own advantage

b. stakeholders may use scapegoating to cast blame on another party for problems, hoping to preserve a position of power or a positive image

36. 
37. 
38. 
39. Divergence in Goals

a. organizational goals are influenced by the relative power of stakeholders

b. coalitions (alliances) 

· formed when no one person or group has sufficient power to select or implement its preferred goal

40. Divergence in Solutions

a. information as a source of power
· win–lose perceptions lead to distortion and withholding of information

· information becomes piecemeal, subjective, and defined by powerful stakeholders

· limits ability to make innovative and adaptive decisions
b. co-optation 

· bringing new stakeholder representatives into the decision-making process as a way to avert threats to an organization’s stability or existence
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