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DYNAMICS OF DECISION MAKING
D

ecision making is part science and part art. Accordingly, this module examines two dynamics of decision making—contingency considerations and the problem of escalation of commitment—that affect the “science” component. An understanding of these dynamics can help managers make better decisions.

Selecting Solutions: a Contingency Perspective
Managers typically satisfice when they select solutions. However, we did not probe how managers actually evaluate and select solutions. Let us explore the model in the illustration below to better understand how individuals make decisions. 


Strategies for Selecting a Solution

What procedures do decision makers use to evaluate the costs and benefits of alternative solutions? According to management experts, one of three approaches is used: aided-analytic, unaided-analytic and non-analytic. Decision makers systematically use tools such as mathematical equations, calculators or computers to analyze and evaluate alternatives within an aided-analytical approach. Technicians also may be commissioned to conduct a formal study. In contrast, decision makers rely on the confines of their minds when using an unaided-analytic strategy. In other words, the decision maker systematically compares alternatives, but the analysis is limited to evaluating information that can be directly processed in his or her head. Decision-making tools such as personal computers are not used. Finally, a non-analytic strategy consists of using simple preformulated rules to make a decision. Examples are flipping a coin, habit, normal convention (“we’ve always done it that way”), using a conservative approach (“better late than sorry”), or following procedures offered in instruction manuals. Both the cost and level of sophistication decrease as one moves from aided-analytic to a non-analytic strategy.

Determining which approach to use depends on two sets of contingency factors: characteristics of the decision task and characteristics of the decision maker (refer again to the illustration above) 

Characteristics of the Decision Task

This set of contingency factors reflects the demands and constraints a decision maker faces. In general, the greater these demands and constraints, the higher the probability that an aided-analytic approach will be used. These characteristics are divided into two components: those pertaining to the specific problem and those to the general decision environment. Unfamiliar, ambiguous, complex, or unstable problems are more difficult to solve and typically require more sophisticated analysis.

The environment also restricts the type of analysis used. For instance, a recent study of 75 MBA students revealed that they purchased and used less information for decision making as the cost of information increased. In contrast, they purchased and used more information when they were rewarded for making good decisions. These results suggest that both the cost of information and one’s accountability for a decision affect the type of analysis used to solve a problem. Moreover, time constraints influence selection of a solution. Poorer decisions are bound to be made in the face of severe time pressure.

Characteristics of the Decision Maker

In the present context, knowledge, ability, and motivation affect the type of analytical procedure used by a decision maker. In general, research supports the prediction that aided-analytic strategies are more likely to be used by competent and motivated individuals.

Contingency Relationships

There are many ways in which characteristics of the decision task and decision maker can interact to influence the strategy used to select a solution. In choosing a strategy, decision makers compromise between their desire to make correct decisions and the amount of time and effort they put into the decision making process. Analytic strategies are more likely to be used when the problem is unfamiliar and irreversible. In contrast, non-analytic methods are employed on familiar problems or problems in which the decision can be reversed.

Escalation of Commitment

Escalation situations involve circumstances in which things have gone wrong but where the situation can possibly be turned around by investing additional time, money or effort. Consider the situation faced by Lyndon Johnson during the early stages of the Vietnam war. Johnson received the following memo from George Ball, then Undersecretary of State:


The decision you face now is crucial. Once large numbers of US troops are committed to direct combat, they will begin to take heavy casualties in a war they are ill-equipped to fight in a non-cooperative if not downright hostile countryside. Once we suffer large casualties, we will have started a nearly irreversible process. Our involvement will be so great that we cannot—without national humiliation—stop short of achieving our complete objectives. Of the two possibilities I think humiliation will be more likely than the achievement of our objectives—even after we have paid terrible costs.

Unfortunately, President Johnson’s increased commitment to the war helped make George Ball’s prediction come true. 

Escalation of commitment refers to the tendency to stick to an ineffective course of action when it is unlikely that the bad situation can be reversed. Personal examples include investing more money into an old or broken car, waiting an extremely long time for a bus to take you somewhere that you could have walked just as easily, or trying to save a disruptive interpersonal relationship that has lasted 10 years. Case studies also indicate that escalation of commitment is partially responsible for some of the worst financial losses experienced by organizations. 

Researchers identified four reasons for escalation of commitment. They involve psychological and social determinants, organizational determinants, project characteristics, and contextual determinants.

Psychological and Social Determinants

Ego defense and individual motivations are the key psychological contributors to escalation of commitment. Individuals “throw good money after bad” because they tend to (1) bias facts so that they support previous decisions, (2) take more risks when a decision is stated in negative terms (to recover losses) rather than the positive ones (to achieve gains), and (3) get too ego-involved with the project. Because failure threatens an individual’s self-esteem or ego, people tend to ignore negative signs and push forward.

Social pressures can make it difficult for a manager to reverse a course of action. For instance, peer pressure makes it difficult for an individual to drop a course of action when he or she publicly supported it in the past. Further, managers may continue to support bad decisions because they do not want their mistakes exposed to others.

Organizational Determinants

Breakdowns in communication, workplace politics, and organizational inertia cause organizations to maintain bad courses of action.

Project Characteristics

Project characteristics involve the objective features of a project. They have the greatest impact on escalation decisions. For example, because most projects do not reap benefits until some delayed period, decision makers are motivated to stay with the project until the end. Thus, there is a tendency to attribute setbacks to temporary causes that are correctable with additional expenditures.

Contextual Determinants

These causes of escalation are due to external political forces outside an organization’s control. 

Reducing Escalation of Commitment

It is important to reduce escalation of commitment because it leads to poor decision making for both individuals and groups. Barry Staw and Jerry Ross, the researchers who originally identified the phenomenon of escalation, recommended several ways to reduce it:

· Set minimum targets for performance and have the decision makers compare their performance with these targets.

· Have different individuals make the initial and subsequent decisions about a project.

· Encourage decision makers to become less ego-involved with a project.

· Provide more frequent feedback about project completion and costs.

· Reduce the risk or penalties of failure.

· Make decision makers aware of the costs of persistence.

Although a few studies have supported some of these recommendations, additional research on the causes and reduction of escalation of commitment is needed.

Decision-Making Styles

Suppose you were a new manager. How would you tackle problems that arise and that need decisions made? Managers have different styles when it comes to making decisions and solving problems. One view of decision-making styles proposes that there are three ways managers approach problems in the workplace; they are either problem avoiders, problem solvers, or problems seekers. What are the characteristics of each approach?

A problem avoider ignores information that points to a problem. Avoiders are inactive and do not want to confront problems. A problem solver tries to solve problems when they come up. Solvers are reactive; they deal with problems after they occur. Problem seekers actively seek out problems to solve or new opportunities to pursue. They take a proactive approach by anticipating problems. Managers can, and do, use all three approaches. For example, there are times when avoiding a problem is the best response. At other times, being reactive is the only option because the problem happens quickly. And innovative, creative organizations need managers who proactively seek opportunities and ways to do things better.

Another perspective on decision-making styles proposes that people differ along two dimensions in the way they approach decision making. The first is an individual’s way of thinking. Some of us tend to be rational and logical in the way we think or process information. A rational type looks at information in order and make sure that it’s logical and consistent before making a decision. Others tend to be creative and intuitive. Intuitive types don’t have to process information in a certain order but are comfortable looking at it as whole.

The other dimension describes an individual’s tolerance for ambiguity. Again, some of us have a low tolerance for ambiguity and must have consistency and order in the way we structure information so that ambiguity is minimized. On the other hand, some of us can tolerate high levels of ambiguity and are able to process many thoughts at the same time. When we diagram these two dimensions, four decision-making styles are formed: directive, analytic, conceptual, and behavioral. Let us look more closely at each style.

Directive Style

People using the directive style have low tolerance for ambiguity and are rational in their way of thinking. They are efficient and logical. Directive types make fast decisions and focus on the short run. Their efficiency and speed in making decisions often result in their making decisions with minimal information and assessing few alternatives.

Analytic Style

Decision makers with an analytic style have much greater tolerance for ambiguity than do directive types. They want more information before making a decision and consider more alternatives than a directive style decision maker does. Analytic decision makers are best characterized as careful decision makers with the ability to adapt or cope with unique situations.

Conceptual Style

Individuals with a conceptual style tend to be very broad in their outlook at many alternatives. They focus on the long run and are very good at finding creative solutions to problems.

Behavioral Style

Behavioral style decision makers work well with others. They are concerned about the achievements of subordinates and are receptive to suggestions from others. They often use meetings to communicate, although they try to avoid conflict. Acceptance by others is important to the behavioral style decision maker.

Although these four decision-making styles are distinct, most managers have more characteristics of more than one style. It’s probably more realistic to think of a manager’s dominant style, others are more flexible and can shift their style depending on the situation.

Participative Management

Confusion exists about the exact meaning of participative management (PM). One management expert clarified the situation by defining participative management as the process whereby employees play a direct role in (1) setting goals, (2) making decisions, (3) solving problems, and (4) making changes in the organization. Without question, participative management entails much more than simply asking employees for their ideas or opinions.

Advocates of PM claim employee participation increases employee satisfaction, commitment, and performance. Practical experience at Childress Buick Company, a Phoenix auto dealership, supports this view.

Childress began empowering employees in 1988 as part of his “crisis management” plan. Customer satisfaction had dropped drastically—retention was down to 30%. To improve it, he disassembled the company’s autocratic management style. Today, he stresses that he wants his employees to use their judgment and initiative from day one. The message is getting through; recently, a team from the service department decided to run a shuttle-bus service to a local horse-race track for customers who had cars in the shop.

In the showroom, salesman Jim Lather finds the latitude a big asset. “We all work our own deals from start to finish,” he says. “Customers are more relaxed when they know they’re dealing with someone who doesn’t have to go ask the manager for a price every two minutes.” These days Childress enjoys retention rates of up to 70%, remarkable in the car business.

To get a fuller understanding of how and when participative management works, we begin discussing a model of participative management.

A Model of Participative Management

Consistent with both Maslow’s need theory and job characteristics model of job design, participative management is predicted to increase motivation because it helps employees fulfill three basic needs: (1) autonomy, (2) meaningfulness of work, and (3) interpersonal contact. Satisfaction of these needs enhances feelings of acceptance and commitment, security, challenge and satisfaction. In turn, these positive feelings supposedly lead to increased innovation and performance.

Participative management does not work in all situations. The design of work, the level of trust between management and employees, and the employees’ readiness to participate represents three factors that influence the effectiveness of PM. With respect to the design of work, individual participation is counterproductive when employees are highly interdependent on each other, as on an assembly line. The problem with individual participation in this case is that the interdependent employees generally do not have a broad understanding of the entire production process. Participative management also is less likely to succeed when employees do not trust the management. Finally, PM is more effective when employees are properly trained, prepared, and interested in participating.

Research and Practical Suggestions for Managers

Participative management can significantly increase employee job involvement, organizational commitment, and creativity. It can also lower the role conflict and ambiguity. A recent meta-analysis further demonstrates that participation only has a small but significant impact on both job performance and job satisfaction. This finding questions the practical value of using participative management to influence performance or satisfaction at work. 

So what is a manager to do? We believe that PM is not a quick-fix solution for low productivity and motivation, as some enthusiastic supporters claim. Nonetheless, since participative management is effective in certain situations, managers can increase their chances of obtaining positive results by using once again a contingency approach. For example, the effectiveness of participation depends on the type of interactions between managers and employees as they jointly solve problems. Effective participation requires a constructive interaction that fosters cooperation and respect, as opposed to competition and defensiveness. Managers are advised not to use participative programs when they have destructive interpersonal interactions with their employees.

Experiences of their companies implementing participative management programs suggest two additional practical recommendations. First, supervisors and middle managers tend to resist participative management because it reduces their power and authority. It is important to gain the support and commitment from employees who have managerial responsibility. Second, the process of implementing participative management must be monitored and managed by top management.

Questions:

1. Describe a situation where you exhibited escalation of commitment. Why did you escalate a losing situation?
2. Given the intuitive appeal of participative management, why do you think it fails as often as it succeeds? Explain.
3. Which among the different decision making style do you think is the most effective? Explain.
4. Which are you, a problem avoider, a problem solver or a problem seeker? Elaborate on your answer and cite particular examples.

5. What is the most valuable lesson about selecting solutions through a contingency perspective? Explain.
6. Identify and explain the four reasons for escalation of commitment.
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