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MODELS OF 

DECISION MAKING

T

here are several models of decision making. Each is based on different set of assumptions and offers unique insight into the decision-making process. This module reviews key historical models of decision making. The first three are the rational model, Simon’s normative model, and the garbage can model. Each successive model assumes that the decision-making process is less and less rational. Let us begin with the most orderly and rational explanation of managerial decision making.

The Rational Model
The rational model proposes that managers use a rational sequence when making decisions: identifying the problem, identifying the objective, generating alternative, evaluating the alternatives, making a choice, and implementing and evaluating the solutions. According to this model, managers are completely objective and possess complete information to make a decision. Despite criticism for being unrealistic, the rational model is instructive because it analytically breaks down the decision-making process and serves as a conceptual anchor for newer models.

Summarizing the Rational Model


The rational model is based on the premise that managers optimize when they make decisions. Optimizing involves solving problems by producing the best possible solution. This assumes that managers:

· Have knowledge of all possible alternatives

· Have complete knowledge about the consequences that follow each alternative.

· Have a well-organized and stable set of preferences for these consequences.

· Have the computational ability to compare consequences and to determine which one is preferred.

As noted by Herbert Simon, a decision theorist who in 1978 earned the Nobel Prize for his work on decision making. “The assumptions of perfect rationality are contrary to fact. It is not a question of approximation; they do not even remotely describe the process that human beings use for making decisions in complex situations.” Thus, the rational model is at best an instructional tool. Since decision makers do not follow these rational procedures, Simon proposed the normative model of decision making.

Simon’s Normative Model 
This model attempts to identify the process that managers actually use when making decisions. The process is guided by a decision maker’s bounded rationality. Bounded rationality represents the notion that decision makers are “bounded” or restricted by a variety of constraints when making decisions. These constraints include any personal or environmental characteristics that reduce rational decision making. Examples are the limited capacity of the human mind, problem complexity and uncertainty, amount and timeliness of information at hand, criticality of the decision, and time demands. Consider how these constraints affected ethical decision making at Syntex Corporation.

Back in 1985, Syntex Corp. figured it was onto something big: a new ulcer drug that promised to relieve the misery of millions—and earn the company big profits. In its annual report Syntex showed capsules of the drug spilling forth as shining examples of research. It pictured the drug’s inventor, Gabriel Garay, at work in his lab.


Critics are charging that the company, after investing millions in the drug’s development, played down—and even suppressed—potentially serious safety problems that could hinder its approval. 


Mr. Garay says it was he who sounded alarms internally over enprostil, warning it could cause dangerous blood clots and actually prompt new ulcers. Even when an outside researcher agreed there were potential dangers, Syntex executives dismissed the findings as preliminary. Mr. Garay says Syntex then forced him out.

Although decision makers at Syntex may have desired the best solution to problems identified by Mr. Garay, bounded rationality precluded its identification. How then do managers make decisions?  

As opposed to the rational model, Simon’s normative model suggests that decision making is characterized by (1) limited information processing, (2) the use of rules of thumb or shortcuts, and (3) satisficing. Each of these characteristics is now explored.

Limited Information Processing

Managers are limited by how much information they process because of bounded rationality. This results in the tendency to acquire manageable rather than optimal amounts of information. In turn, this practice makes it difficult for managers to identify all possible alternative solutions. In the long run, the constraints of bounded rationality cause decision makers to fail to evaluate all potential alternatives.

Use of Rules of Thumb or Shortcut

Decision makers use rules of thumb or shortcuts to reduce information-processing demands. Since these shortcuts represent knowledge gained from past experience, they help decision makers evaluate current problems. For example, recruiters may tend to hire applicants receiving degrees from the same university attended by other successful employees. In this case, the “school attended” criterion is used to facilitate complex information processing associated with employment interviews. Unfortunately, these shortcuts can result in biased decisions.

Satisficing 

People satisfice because they do not have the time, information, or ability to handle the complexity associated with following a rational process. This is not necessarily undesirable. Satisficing consists of choosing a solution that meets some minimum qualifications, one that is “good enough.” Satisficing resolves problems by producing solutions that are satisfactory, as opposed to optimal. 

The Garbage Can Model 
As true of Simon’s normative model, this approach grew from the rational model’s inability to explain how decisions are actually made. It assumes that decision making does not follow an orderly series of steps. In fact, organizational decision making is said to be such a sloppy and haphazard process that the garbage can label is appropriate. This contrasts sharply with the rational model, which proposed that decision makers follow a sequential series of steps beginning with a problem end ending with a solution. According to the garbage can model, decisions result from a complex interaction between four independent streams of events: problems, solutions, participants, and choice looking for problems, issues, and feelings looking for decision situations in which they might be aired, solutions looking for issues to which they might be the answer, and decision makers looking for work.” The garbage can model attempts to explain how they interact, this section highlights managerial implications of the garbage can model.

Streams of Events

The four streams of events—problems, solutions, participants and choice of opportunities—represent independent entities that flow into and out of organizational decision situations. Because decisions are a function of the interaction among these independent events, the stages of problem identification and problem solution may be unrelated. For instance, a solution may be proposed for a problem that does not exist. This can be observed when students recommend that a test be curved, even though the average test score is a comparatively high 85 percent. On the other hand, some problems are never solved. Each of the four events in the garbage can model deserves a closer look.

Problems 
As defined earlier, problems represent a gap between an actual situation and a desired condition. But problems are independent from alternatives and solutions. The problem may or may not lead to a solution.

Solutions 
Solutions are answers to looking for questions. They represent ideas constantly flowing through an organization. This is predicted to occur because managers often do not know what they want until they have some idea of what they can get.

Participants  
These are the organizational members who come and go throughout the organization. They bring different values, attitudes and experiences to a decision-making situation. Time pressures limit the extent to which participants are involved in decision making.

Choice opportunities 
Choice opportunities are occasions in which an organization is expected to make a decision. While some opportunities, such as hiring and promoting employees, occur regularly, others do not because they result from some type of crisis or unique situation.

Interactions Among the Streams of Events

Because of the independent nature of the stream events, they interact in a random fashion. This implies decision making is more a function of chance encounters rather than a rational process. Thus, the organization is characterized as a “garbage can” in which problems, solutions, participants and choice opportunities are all mixed together. Only when the four streams of events happen to connect is a decision made. Since these connections randomly occur among countless combinations of streams of events, decision quality generally depends on timing (some might use the term luck). In other words, good decisions are made when these streams of events interact at the proper time. This explains why problems do not necessarily relate to solutions and why solutions do not always solve problems. In support of the garbage can model, one study indicated that decision making in the textbook publishing industry followed a garbage can process. Moreover, knowledge of this process helped the researchers to identify a variety of best selling textbooks.

Managerial Implications

The garbage can model of organizational decision making has four practical implications. First, many decisions will be made by oversight or the presence of significant opportunity. Second, political motives frequently guide the process by which participants make decisions. Participants tend to make decisions that promise to increase their status. Third, the process is sensitive to load. That is, as the number of problems increases, relative to the amount of time available to solve them, problems are less likely to be solved. Finally, important problems are more likely to be solved than unimportant ones because they are more salient to organizational participants.

The Satisficing Model

The essence of the satisficing model is that, when faced with complex problems, decision makers respond by reducing the problems to a level at which they can be readily understood. This is because the information processing capability of human beings makes it impossible to assimilate and understand all the information necessary to optimize. Since the capacity of the human mind for formulating and solving complex problems is far too small to meet all the requirements for full rationality, individuals operate within the confines of bounded rationality. They construct simplified models that extract the essential features from problems without capturing all their complexity. Individuals can then behave rationally within the limits of the simple model.

How does bounded rationality work for the typical individual? Once a problem is identified, the search for criteria and alternatives begins. But the list of criteria is likely to be far from exhaustive. The decision maker will identify a limited list made up of the more obvious choices. These are the choices that are easy to find and tend to be highly visible. In most cases, they will represent familiar criteria and the tried-and-true solutions. Once this limited set of alternatives is identified, the decision maker will begin reviewing them. But the review will not be comprehensive. That is, not all the alternatives will be carefully evaluated. Instead, the decision maker will begin with alternatives that differ only in a relatively small degree from the choice currently in effect. Following along familiar and well-worn paths, the decision maker proceeds to review alternatives only until he or she identifies an alternative that suffices—one that is satisfactory and sufficient. So the satisficer settles for the first solution that is “good enough,” rather than continuing to search for the optimum. The first alternative to meet the “good enough” criterion ends the search, and the decision maker can then proceed toward implementing this acceptable course of action.

One of the more interesting aspects of the satisficing model is that the order in which alternatives are considered is critical in determining which alternative is selected. If the decision maker were optimizing, all alternatives would eventually be listed in a hierarchy of preferred order. Since all the alternatives would be considered, the initial order in which they were evaluated would be irrelevant. Every potential solution would get a full and complete evaluation. But this is not the case with satisficing. Assuming a problem has more than one potential solution, the satisficing choice will be the first acceptable one the decision maker encounters. Since decision makers use simple and limited models, they typically begin by identifying alternatives that are obvious, ones with which they are familiar, and those not too far from the status quo. Those solutions that depart least from the status quo and meet the decision criteria are most likely to be selected. This may help to explain why many decisions that people make do not result in the selection of solutions radically different from those they have made before. A unique alternative may present an optimizing solution to the problem; however, it will rarely be chosen. An acceptable solution will be identified well before the decision maker is required to search very far beyond the status quo.

The Implicit Favorite Model

Another model designed to deal with complex and non routine decisions is the implicit favorite model. Like the satisficing model, it argues that individuals solve complex problems by simplifying the process. However, simplification in the implicit favorite model means not entering into the difficult “evaluation of alternatives” stage of decision making until one of the alternatives can be identified as an implicit “favorite.” In other words, the decision maker is neither rational nor objective. Instead, early in the decision process, he or she implicitly selects a preferred alternative. Then the rest of the decision process is essentially a decision confirmation exercise, where the decision maker makes sure his or her implicit favorite is indeed the “right” choice.

The Intuitive Model

Intuitive decision making has recently come out of the closet and into some respectability. Experts no longer automatically assume that using intuition to make decisions is irrational or ineffective. There is growing recognition that rational analysis has been overemphasized and that, in certain instances, relying on intuition can improve decision making.

What is meant by intuitive decision making? There are a number of ways to conceptualize intuition. For instance, some consider it a form of extrasensory power or sixth sense, and some believe it is a personality trait that a limited number of people are born with. For our purposes, we define intuitive decision making as an unconscious process created out of distilled experience. It does not necessarily operate independently of rational analysis; rather, the two complement each other.

When are people most likely to use intuitive decision making? Eight conditions have been identified: (1) when a high level of uncertainty exists; (2) when there is little precedent to draw on; (3) when variables are less scientifically predictable; (4) when “facts” are limited; (5) when facts do not clearly point the way to go; (6) when analytical data are of little use; (7) when there are several plausible alternative solutions to choose from, with good arguments for each; and (8) when time is limited and there is pressure to come up with the right decision. 
Questions:

1. Describe a situation in which you satisficed when making a decision. Why did you satisfice instead of optimize?
2. Do you think the garbage can model is a realistic representation of organizational decision making? Explain your rationale.

3. Do you think people are rational when they make decisions? Under what circumstances would an individual tend to follow a rational process?

4. Describe in your words Simon’s Normative Model.

5. What eight conditions must be met for people to use intuitive decision making? Explain each briefly.
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