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Learning Objectives

2.1 Descrlbe the eight steps in the decision-making process.
Develop your skill at being creative.

2.2 Explain the four ways managers make decisions.

2.3 Classify decisions and decision-making conditions,

2.4 Describe how biases affect decision making.

Know how to recognize when you're using decision-
making errors and biases and what to do about it

2.5 ldentify effective decision-making techniques.
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Be A Better Decision-Maker

A key to success in management and in your
career is knowing how to be an effective
decision-maker.
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What is a Decision?

Decision—a choice amang lwo ar moe allemalives

- .
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Exhibit 2-1
Decision-Making Process
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Ezhioit 2-1 shows the eight sleps inthe decision-rraking prosess. T1is process is as
relevant fa personzl decisions as 1is to comparate desisians.
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Decision-Making Process
Step 1: Identity a P'roblem

* Problem: an obstacle that makes it difficult to
achieve a desired goal or purpose.

= Every decision starts with a problem, a
discrepancy between an existing and a desired
condition.

» Example: Amanda is a sales manager whose reps
need new laptops.
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Decision-Making Process
Step 2: Identify the Decision Criteria

» Decision criteria are factors that are important to
resolving the problem.

» Example: Amanda decides that memory and
storage capabilities, display quality, battery life,
warranty, and carrying weight are the relevant
criteria in her decision
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Decision-Making Process
Step 3: Allocate Weights to the Criteria
« If the relevant criteria aren’t equally important, the

decision maker must weight the items in order to
give them the correct priority in the decision.

= Example: The weighted criteria for Amanda’s
computer purchase are shown in Exhibit 2-2.
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Iixhibit 2-2
Important Decision Criteria

Criterion Weight
lMemory and storage 10
Eattery life &
Carrying weight i
Warranty 4
Disalay quality 3
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Decision-Making Process

Step 4: Develop Alternatives

« List viable alternatives that could solve the
problem.

« Example: Amanda identifies eight laptops as
possible choices (shown in Exhibit 2-3).
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Exhibit 2-3
Possible Alternatives

Laptop Memory and Baltery Life  Carrying Warranty Display

Starage Viaight Quality
H= PraBosk i1 3 10 a 5
Lencve ldealag B 3 7 1d 10
Atz MacBonk 8 7 7 8 ¥
Toehiba Satellite i 3 7 g F
Appks MasEook A B 3 B 10 L2}
Dall nzpiron 10 7 g & ¥
H= Pasilion 4 I 4 8 1o
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Decision-Making Process
Step 6: Select an Alternative

* Choose the alternative that generates the highest
total in Step 5.
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Exhibit 2-4
Evaluation of Alternatives

Laptop Memory Baltery Garrying warranty Display Totl
and Storage Life Waight Quality

H= ProBosk 11001 24 (18] AF 15 231
Lencve ldealag a0 20 4z 20 30 232
Appi= MacBook 80 58 42 32 21 231
Toshibz Satellits n H4 42 a2 21 220
Apphs MacBook A an 24 a6 40 24 204
Dell nspiran 100 56 48 24 | 245
H= Failion 40 80 24 32 a0 206
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Decision-Making Process
Step 7: Implement the Alternative

* Put the chosen alternative into action.

* Convey the decision to those affected and get
their commitment to it.
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Decision-Making Process
Step 8: Evaluate Decision Effectiveness

« Evaluate the result or outcome of the decision to
see if the problem was resolved.

« If it wasn't resolved, what went wrong?
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Exhibit 2-5
Decisions Managers May Make: Planning
and Organizing

» What prn.t'm urganiﬁa!j;‘.;n'; I{-ilrlg-i&!’l‘l’ uhfat.;.l.i;'e;:?
0 What etratagios will best achisve thoss aojootivas?

5 What should the arganization’s shert-tenm abjactives he?
© Howe dificult should individual goois bz!

Coweweng
& .Hoir.l' rr-aflr'w' employess stould | haw ra_L:'-:r'rl directly 1w me?
B How mucn centraization snould there be iv 2n organization?
B How sheuld jobs be das‘gned?
B Whenshould the organization implemant a different structure?
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Iixhibit 2-5
Decisions Managers May Make: Leading
and Controlling

Leading

Hnw.rla I handlz emolovess that appear 1o be urmotivatad?
What is tha maost eftective leadership style in a given situation !
Heaee wei | & specilis chatge alfesl worker produsvioe?

When isthe rigat lime to stimulste conflics?

What activities in the crganization need to be costrolled?

% Howe shouid those activities be controlled?
= When is a performance deviation significant?

| What type of management informatban sysiem should the organization have?
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Rationality

» Rational Decision-Making: choices that are
logical and consistent and maximize value

= Assumptions of rationality:
- Rational decision maker is logical and objective
— Problem faced is clear and unambiguous

— Decision maker would have clear, specific goal and be aware of all
glternatives and consequences

— The alternative that maximizes achieving this goal will be selected
Decisions are made in the best interest of the organization
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Bounded Rationality

* Bounded rationality: decision making that's
rational, but limited by an individual's ability to
process information

- Satisfice: accepting solutions that are “good
enough”

- Escalation of commitment: an increased
commitment to a previous decision despite
evidence it may have been wrong
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Intuition

« Intuitive decision-making: making decisions on
the basis of experience, feelings, and
accumulated judgment
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Exhibit 2-6
What is Intuition?
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Exhibit 2-6 shows the five different aspacts of intuition identified by ressarchers studying
managers’ use of intuitive decision-makirg.

) Peareon Copyrght © 2018 Pearson Educstion. Ltd. All Rights Resarves



Evidence-Based Management

« Evidence-based management (EBMgt): the
systematic use of the best available evidence to
improve management practice.
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Types of Decisions: Structured Problems
and Programmed Decisions

= Structured problems: straightforward, familiar,
and easily defined problems

* Programmed decisions: repetitive decisions that
can be handled by a routine approach
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Types of Programmed Decisions

* Procedure: a series of sequential steps used to
respond to a well-structured problem

» Rule : an explicit statement that tells managers
what can or cannot be done

» Policy: a guideline for making decisions
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Types of Decisions: Unstructured Problems
and Nonprogrammed Decisions

» Unstructured problems: problems that are new
or unusual and for which information is ambiguous
or incomplete

* Nonprogrammed decisions: unique and
nonrecurring and involve custom made solutions
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Exhibit 2-7

Programmed vs Nonprogrammed Decisions

Characteristic Programmed Decizlons  Nonprogrammed
Decisions

Type of problem Structured Unstructured

Manaperial level | ower levels Lippar levels

Freguency Repetilive, reuting Mew, unusual

Information Readily available Ambiguous or incomplete

Coals Llear, specitic Wague

Tirne lrame for solulion

Solution relies an...

Shiorl

Relstively long

Procedures, rules, policies  Judgment and crealivily
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Decision-Making Conditions

» Certainty: a situation in which a manager can
make accurate decisions because all cutcomes
are known

» Risk: a situation in which the decision maker is
able to estimate the likelihood of certain outcomes

» Uncertainty: a situation in which a decision maker
has neither certainty nor reasonable probability
estimates available
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Managing Risk

« Managers can use historical data or secondary
information to assign probabilities to different
alternatives

= This is used to calculate expected value—the
expected return from each possible outcome—by
multiplying expected revenue by the probability of
each alternative
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[Exhibit 2-8

Expected Value
Event Expacted Probability Expected Yalue of
Revenues Each Alternative
Heawvy snowtall 350,000 0.3 h255, 000
Mormal snowfall g725.000 0.5 k3ez.000
Light snowtall s3a0,000 0.2 $70,000

Total expected revenue:  $687.500

For each Event in the lakle, Expecled Revenues muliplisd by Probabdily gives the
Expacted Value of Zach Allemstive.
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[Exhibit 2-9

Payoff Matrix
Visa Marketing Strategy (in MastarCard MasterCard MasterCard
millions of dollars CA1 CAzZ CA3
Strategy 1 13 14 11
Strategy 2 9 15 18
Strategy 3 24 21 15
Strategy 4 15 14 Z8

Exhibit 2-9 shows the various Visa strategies and the resulting profit, depending on tha
compaitive action (CA) used by MasterCard.
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Iixhibit 2-10
Regret Matrix

Visa Marksting Strategy (in MasterCard MastarCard MasterCard
millions of dollars CAd CAZ2 CA3
Strategy 1 11 7 17

Strategy 2 15 & 10

Strategy 3 1] {1 13

Strategy 4 B T 0

Exhinit 2-10 shows the rearet for each catedgaorny, which is found by suttracting all possible
pevofls in each catagary from the max mum possible payalf for each aiven event, in this

case for each compefitive action,
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Heuristics

» Heuristics or “rules of thumb” can help make
sense of complex, uncertain, or ambiguous
information.

= However, they can also lead to errors and biases
in processing and evaluating infarmation.
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Exhibit 2-11
Common Decision-Making Biases

Eshizit 2-11 identifies 12 comman decision erors of managers and biases they may have.
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Decision-Making Biases and Errors .
* Overconfidence Bias: holding unrealistically
positive views of oneself and one's performance

* Immediate Gratification Bias: choosing
alternatives that offer immediate rewards and
avoid immediate costs

= Anchoring Effect: fixating on initial information
and ignoring subsequent information
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Decision-Making Biases and Errors o .

« Selective Perception Bias: selecting, organizing
and interpreting events based on the decision
maker's biased perceptions

= Confirmation Bias: seeking out information that
reaffirms past choices while discounting
contradictory information

= Framing Bias: selecting and highlighting certain
aspects of a situation while ignoring other aspecis
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Decision-Making Biases and Errors .
= Availability Bias: losing decision-making
objectivity by focusing on the most recent events

* Representation Bias: drawing analogies and
seeing identical situations when none exist

* Randomness Bias: creating unfounded meaning
out of random events
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Decision-Making Biases and Errors .

« Sunk Costs Errors: forgetting that current actions
cannot influence past events and relate only to
future consequences

= Self-serving Blas: taking quick credit for
successes and blaming outside factors for failures

* Hindsight Bias: mistakenly believing that an
event could have been predicted once the actual
outcome is known (after-the-fact)
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Exhibit 2-12
Overview of Managerial Decision Making

Exhizit 2-12 provides ar ovewview of maragerial decision making.
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Guidelines for Making Effective Decisions
» Understand cultural differences

» Create standards for good decision making

« Know when it's time to call it quits

» Use an effective decision-making process

- Develop your ability to think clearly
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Characteristics of an Effective Decision-
Making Process

* Focuses on what's important

* |s logical and consistent

= Acknowledges subjective and analytical thinking,
blends analytical with intuitive thinking

« Requires only as much information as is needed
to resolve particular dilemma

- Encourages the gathering of relevant information
» Is straightforward, reliable, easy-to-use, flexible
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Design Thinking and Decision Making

» Design thinking: approaching management
problems as designers approach design problems
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Big Data and Decision-Making

* Big data: the vast amount of quantifiable data that
can be analyzed by highly sophisticated data
processing

= Gan be a powerful tool in decision making, but
collecting and analyzing data for data’s sake is
wasted effort
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Review Learning Objective 2.1

* Describe the eight steps in the decision-
making process.

- 1.
. Identify decision criteria
. Weight the criteria

ldentify problem

Develop alternatives

. Analyze alternatives

. Select alternative

. Implement alternative

. Evaluate decision effectiveness
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Review Learning Objective 2.2 (12

« Explain the four ways managers make
decisions.
— Assumptions of rationality
* The problem is clear and unambiguous
= A single, well-defined goal is to be achieved
= All alternatives and consequences are known
= The final choice will maximize the payoff
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Review Learning Objective 2.2 a2
 Satlsficing: when decision makers accept solutions that

are good enough

= Escalation of commitment: managers increase
commitment to a decision, even when they have evidence
it may have been a wrong decision

« Intuitive decision making: making decisions on the basis
of experience, feelings, and accumulated judgment

- Evidence-based management: a manager makes
decisions based on the best available evidence
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Review Learning Objective 2.3 a2

« Classify decisions and decision-making
conditions.

— Programmed decisions are repetitive decisions that
can be handled by a routine approach and are used
when the problem being resolved is straightforward,
familiar, and easily defined (structured).

— Nonpregrammed decisions are unique decisions that
require a custom-made solution and are used when the
problems are new or unusual (unstructured) and for
which information is ambiguous or incomplete.
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Review Learning Objective 2.3 a2

« Classify decisions and decision-making
conditions.

— Certainty is a situation in which a manager can make
accurate decisions because all outcomes are known.

— Risk is a situation in which a manager can estimate the
likelihood of certain outcomes.

— Uncerlainly is a siluation in which a manager is nol
certain about the cutcomes and can't even make
reasonable probability estimates
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Review Learning Objective 2.4

« Describe how biases affect decision-making.

- The 12 common decision-making errors and biases:
= QOverconfidence
= |mmediate gratification
= Anchoring effect
= Salective perception
= Gonfirmation
= Framing
= Availability
= Representation
= Bandomness
= Sunk costs
= Self-serving
= Hindsight
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Review Learning Objective 2.5 (12

« ldentify effective decision-making technigues.
— An eftective decision-making process:

1

2.
3.

@ Peanzon

Focuses on what's impartant

Is logical and consistent

Acknowledges subjective and objective thinking
and blends analytical and intuitive approaches
Reguires only “enough” information as is needed
to solve a problem

Encourages and guides gathering relevant
information and informed opinions

Is straightforward, reliable, easy to use, and
flexible
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Review Learning Objective 2.5 .2

» Design thinking: approaching management
problems as designers approach design problems

- Big Data: when tempered with good judgment, it
can be a powerful tool in decision making
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