Organizational
Decision-Making




Types of Decisions

»  Organizational decision making - process of
identifying and solving problems
1. Problem Identification
2. Problem Solution
»  Programmed Decisions - repetitive and well
defined

»  Nonprogrammed Decisions - novel and
poorly defined




Decision Making in Today’s
Environment

Today's Business Environment

Greater Complexity

Rapid Change ._ Uncertainty

New Decision-Making
Requirements

* Must be made faster

* No one individual has alf information needed
* fequire more cooperation

* fHely less on hard data

e There is less certainty about outcomes

* Fyvolve through trial and error




Individual Decision Making

» Rational approach - ideal method for how
managers should make decisions

» Bounded rationality perspective - how
decisions are made under severe time and
resource constraints




Steps in the Rational Approach




Bounded Rationality Perspective

» There is a limit to how rational managers can
be—time and resource constraints
- Nonprogrammed decisions

» Constraints and Tradeoffs
- Constraints impinge the decision maker

» The Role of Intuition
- Experience and judgment rather than logic




Constraints and Tradeott

During Nonprogram

Bounded Rationality:
Limited time, information,

resources to deal
withcompex
multidimensional issues

Personal Constraints:

Personal desire for prestige, D::I?l or.n/
Trade-off success; personal decision style; : :/:cf;.
and the desire to hZ]ahr-quahr' ;
Trade-off satisfy emotional s
needs, cope with pressure, e
maintain self-concept alternative

Organizational Constraints:
Lovl o agreement
shared perspective,

cooperation, or support
comporate culture and
structure, ethical values



Organizational Decision Making

+~ Mahagement Science Approach

v Carnegie Model

v Incremental Decision Model




Management Science Approach

» Use of statistics to identify relevant variables
» Remove human element
» Very successful for military problems

» Good tool for decisions where variables can be
indentified and measured

» A drawback of management science is that
quantitative data are not rich and lack tacit
knowledge




Carnegie Model

Verogers hvo oot goasand
Managers have many interpret goals and

constraints problems Conduct a simple, local search
Share opinions Use established procedures if

Establish problem prionities appropriate
== o O
Managers have ‘ problem, solution
diverse goals, opinions, l

values, experience
Satisficing Decision Behavior

Adopt the first alternative that is
acceptable to the coalition

2 Cengage Leaming 2013




Incremental Decision Model

» Focus on structured sequence of activities
from discovery to solution

» Large decisions are a collection of small
choices

» Decision interrupts are barriers
- ldentification Phase
- Development Phase
> Selection Phase
> Dynamic Factors
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The Incremental Decision Model
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Problem Identification and
Problem Solution

When problem and problem solution are

uncertain

Problem Identification

When problem identification is
uncertain, Carnegie model applies

Political and social process is needed

Build coalition, seek agreement,
and resolve conflict about goals and
problem priorities

Problem Solution

I

When problem solution is uncertain,
incremental decision model applies

Incremental, trial-and-error process
is needed

Solve big problems in little steps
Recycle and try again when blocked
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Garbage Can Model

» Pattern or flow of multiple decisions
» Think of the whole organization

» Explain decision making in high uncertainty -
organized anarchy:
- Problematic preferences
> Unclear, poorly understood technology
> Turnover

» Streams of events instead of defined
problems and solutions
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Consequences of the
Garbage Can Model

1. Solutions may be proposed even when
problems do not exist

2. Choices are made without solving problems
3. Problems may persist without being solved

4. A few problems are solved
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Contingency Framework
Using Decision Models

Certain

Certain

Individual:
Aational approach,
Computation

Organization:
Management
Science

Individual:
Judgment, Trial
and error

Organization:
Incremental
Decision mode/!

Uncertain

Uncertain

©

Individual:
Bargaining,
Coalition
formation

Organization:
Carnegie modsal

Individual:
Bargaining and
Judgment,
Inspiration and
imitation

Learning Organization:
Carnegie and Incremental
Decision models,
evolving to Garbage
Can model
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Special Decision Circumstances

» Today’s environment presents high-stakes,
quick decisions

» Managers must deal with:

- High-velocity environments

> Learning from decision mistakes

- Understanding cognitive and personal biases
- Escalating commitment
- Prospect theory
+ Groupthink
- Evidence-based management
- Encourages dissent and diversity
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Design Essentials

» Most decisions are not made in a logical manner

» Individuals make decisions, but organizational
decisions are not made by a single individual

» Conflict exists when problems are not agreed on

» The garbage can model has become a description of
decision-making

» Organizations operate in high-velocity
environments

» Allowing biases to cloud decision making can have
negative consequences
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