I. Judgment and Decision-Making Biases (Especially Under Uncertainty)

A. Individual Biases

1. Cognitive Dissonance (Self-Perception Consistency Trap)

a) Fundamental Attribution Error (Illusion of Control Trap)

b) Smart-Talk Trap

2. Confirmation Bias

a) Hypothesis-Forming

(1) Narrow Hypothesis (Local Search / Competence Trap)

(2) Self-Serving Bias

(3) Retrospection (Hindsight) Bias

b) Data-Gathering

(1) Failure to Seek Disconfirming Evidence / Sampling on the Dependent Variable

(2) Small Samples / Anecdotal Evidence / Superstitious Learning

(3) Equating Correllation and Causation

(4) Other Data Traps: Base Rate Trap, Hawthorne Effect, Placebo Effect, Interactions

c) Results

(1) Overconfidence

(2) Self-fulfilling Prophesies

(3) Stereotype Reinforcement

3. Cognitive Hueristics (Learning from Experience / Click-Whirr)

a) Availability & Retrievability

b) Representativeness (Disregarding Base Rates)

c) Anchoring & Regressing to the Mean

4. Framing Effects (Prospect Theory)

a) Risk-Seeking in Domain of Losses / Risk-Aversion in Domain of Gains

b) Diminishing Utility

5. Escalation of Commitment

a) Initial bidding is low cost; Voluntary choice is later rationalized (Due to: Consistency Trap)

b) We don’t want to lose bidding in public (Due to: Self-Esteem Threat)

c) Once we have sunk costs  (Due to: Risk-seeking in Domain of Losses)

B. Social Biases (see below: Influencing Others)

1. GroupThink (Social Proof)

2. Status and Power Differences (Authority & Roles)

II. Social Influence and Motivation

A. Influencing Others

1. Social Influence [Cialdini]

a) Reciprocity

b) Scarcity

c) Authority (Legitimate Power)

d) Commitment

e) Liking (Personal Power)

f) Concensus (Social Proof)

2. Social Proof (Conformity)

a) Normative Basis of Conformity: Majority Influence [Sherif Autokinetic Exper. / Asch Line Exper.]

b) Informational Influence of Conformity: Minority Influence [12 Angry Men]

(1) Interpersonal Techniques

(a) Use Influence Techniques (Cialdini)

(b) Be Impartial & Sieze the Middle Ground

(c) Ask Questions & Extract your position from others & Get Commitment

(2) Procedural Techniques

(a) Seek allies before the meeting

(b) Shape the decision rules (eg. use consensus to maintain individual power)

(c) Reframe Problems

(d) Use private voting to encourage dissention, public voting to encourage conformity

(e) If preferences are revealed sequentially, pay attention to seating

(3) Coalition tactics

(a) Establish coalitions early with aligned, persuasible parties

(b) Ally with Powerful & Empower Allies

3. Authority [Milgram Exper. / Captainitis]

a) Positional Power: Legitimate Power / Reward Power / Coercive Power

b) Personal Power: Referent Power / Expert Power / Informational Power

4. Roles

a) Role Transmission


(1) Physical Cues (Uniforms, offices, etc.)

(2) Verbal Cues (Job titles, role names, etc.)

(3) Socialization

b) Role Conflict

(1) Causes Stress and Dissatisfaction

(2) Resolved towards most salient role

B. Motivating Others

1. Expectancy Theory

a) Effort-Performance Expectancy

b) Performance-Outcome Expectancy

c) Outcome Valence

2. Align Reward with Desired Performance [On the Folly of Rewarding A While Hoping for B]

3. Intrinsic and Extrinsic Rewards

a) Insufficient Justification: Insufficient Extrinsic rewards lead to a justification of increased Intrinsic value

b) Oversufficient Justification: Oversufficient Extrinsic rewards lead to a justification of reduced Intrinsic value

C. Performance Appraisals

1. Constructive

a) Acknowledge Strengths, but avoid Employee Overconfidence

b) Acknowledge Weaknesses, but avoid Employee Self-esteem Threats

2. Collaborative

3. Consistent 

4. Concrete Goals: Measureable and Attainable [Expectancy Theory]

5. Focus on Future Employee Development

6. Avoid the Doom Loop

7. Avoid Cognitive Biases

a) Common Knowledge Effect

b) Illusion of Transparency

c) Power Asymmetry Attention Effect

III. Cultural Effects

A. Culture is an emergent property of a group not an individual

B. Cultural Dimensions [IBM]

1. Individualism/Collectivism

2. Power Distance

3. Uncertainty Avoidance

4. Achievement Orientation

	Threats Of Learning From Experience

Statistical Fallacies– Bias Due To Lack Of Proper Data

	Fundamental Attribution Error 
	Ascribe causality to personal characteristics when causality is actually within the organization.

Tendency to overemphasize importance of personal attributes and overlook situation factors.
	Blame problem on an individual in another division, when in reality, the problem is caused by the organizational structure.

	Regression To The Mean
	Tendency for people either above/ below average to increase/decrease to the average level.Performance will not exactly correlate to past extreme performance and people tend to ignore the fact that extreme events tend to regress to the mean on subsequent trials. 
	Instructor punishing poor performing pilots and rewarding good pilots. Thinks reward system is good, since poor pilots do well after. Actually just R to the Mean.

Rookie-of-the-Year does worse next year.

Short parents have taller children. 

	Selection Of Dependant Variable
	Looking only at failed or successful cases in order to make inferences about what makes something a failure or a success.

Dig into our memories for data.
	Carter Racing case (only looking at failures doesn’t say enough about successes – while failures were in every temp., successes were only in high temperatures. We don’t see the “entire picture”

	Assuming Conjunction Implies Causation
	More likely to happen when individual’s action preceded a good outcome than a bad outcome (“it was a success because…”)
	Gene Webb’s daughter blinking at red lights; sports announcers explaining game outcome; assuming that punishment caused improved performance (in all these cases it may be that only time made a difference with no direct causation)

	Hawthorne Effect
	Improvement occurs only because of participation in experiment - watched, rather than content of experiment (the treatment caused the desired behavior but not for the initially theorized reason but because the experiment was held)
	Increasing light and then decreasing light at Hawthorne plant both made workers more efficient (it wasn’t the light but the fact that they were watched + the learning curve). Casual Day – people will work better on casual Friday because expected. 

	Placebo Effect
	Close to Hawthorne only the outcome occurs not because individual is watched but because he believes in the effect. 
	Placebo, Casual Day (they think Friday is more productive). 

	Confirmation Bias / Retrospection Bias
	Distort evidence to fit our ideas about why something happens. Remember only evidence that is consistent with our theory (seek confirmatory information for what we think is true and neglect to search for disconfirmatory evidence).

Outcome occurs because person wants treatment to have an effect – feels better because he thinks he should, not because it worked.

When we believe a change has occurred, we are apt to distort the past in the direction compatible with the change.
	Patients who think they should feel better will recall times before when they felt worse – and then think they are better now. Felt bad – had operation – feel better, even if operation wasn’t successful.

People in study skills class recall their abilities being significantly worse than they had initially reported, while wait-list people recalled skills the same as initially reported. As a result, class participants felt they improved from class participation.

	Functional Bias / Identity Bias
	Focus on data that is most relevant to background and find solution consistent with that background (“to hammer everything is a nail”).

Only diagnose problem with selective data that is relevant to identity. 
	Someone is at risk of heart attack. Surgeon only sees surgery as an option (not diet) because he is a surgeon.

Marketing person will see organizational problem as marketing problem. 

	Competence Traps (Facilitated By Selection Of Dependant Variable And Regression To The Mean Fallacies). 
	Once a specific action solves a problem, individual turns to that solution to solve all problems similar to the first.

When something works once, keep on doing it (even if inappropriate).

Follows from notions of local search  - individuals search for solutions to problems they are used to consider because of bounded rationality – there is a limit to ability to our ability to process all relevant information. 
	Surgeon uses surgery to cure something that can be cured by other, better means.

In past, company is leader in industry because of cheap product. Now, as market share is decreasing, automatically thinks product needs to be made cheaper to solve problem (in reality, innovative products, or better marketing, could be solution.)

	Superannuation Problem

(Reverse Of Competence Traps)
	Same actions in a different situation will not have the same consequences.

Past experiences are partially irrelevant in solving new issues.
	See competence traps for further understanding

	Local Search
	Do not consider all solutions to a problem – consider only those that are similar to those you normally use.
	See competence traps for further understanding.

	Bounded Rationality
	Constraints on an individual’s ability to process all information and find the best solution.
	See competence traps for further understanding

	Superstitious Learning
	Luck is determinant of outcome. However, we focus on the consequences of decisions we have made, as if they follow inevitably.
	Gambler wins on a roll of dice – and claims it was a good decision on his part to bet (even though it was total luck).

	Hindsight Bias
	Our recall of initial prediction of event is skewed towards ultimate outcome of event.

Falsely overestimate the probability in which we would have predicted an event.
	Make a turn off road. Several minutes later you realize that you are lost. Think “I knew that was the wrong turn”.

After car manufacturer won car race, it recalled that it had originally predicted it to, regardless of what was actually predicted for the race.

	Solutions: Being aware of threats to valid inferences, retain data on both success and failure, careful about theories that bring poor performing outcome to mean, develop decision rules that undercut local search (devil’s advocate), ensure organizational structure that provides feedback is in place


	Decision Making 

	1. Framing Effect:

Prospect Theory 
	Rewards and losses are evaluated relative to a “neutral” reference point.Frame decision in appropriate reference point to move an individual to desired alternative. If one wants to make a good decision, he must look from all aspects. If reference point is in the domain of gains, will most likely choose risk averse option, losses – will promote risk seeking.
	Union pushing to strike or negotiate (frames jobs lost/saved). Making decision based on lives lost, versus lives saved (data is the same, but question is asked with different reference point). Stock performance. 

	Prospect Theory And (Pseudo) Certainty Effect
	Individuals will “pay” in order to remove uncertainty associated with a negative outcome – so an issue can be “framed” as certain and they will “pay” more or be more willing
	Full coverage insurance, 50% success in operation

	2. Heuristic
	Rule of Thumb used to make a decision (shortcut).
	

	Availability Heuristics
	Availability of something to the mind as a proxy for how frequently it will occur
	We create bias toward what we recognize  and is available 

	(A) Retrievability
	Based upon memory structures.

We are biased to things that are easier to recall.
	Multiple gas stations at the same intersection (our minds associate gas with that corner and we will automatically go there to buy). More words begin with r than r in middle. 

	(B) Presumed Associations
	Probability of the liklihood of two events occurring is based on retrievability of co-occurring in our minds, even if they are unrelated (because they occurred together previously).
	Marijuana use and delinquency (don’t necessarily go hand in hand although bias is to assume that they do because of recall of several delinquent marijuana users).

	Representative Heuristics
	Probability that something belongs to a category is a function of the extent to which that thing possesses some salient/strong attribute that represents the category.
	Stanford student must be smart

	(A) Insensitivity To Base Rates
	Ignore the actual likelihood or rate that something occurs because of some specific info.
	Think it is more likely that an MBA with interest in the arts will work in mgmt. of the arts rather than consulting, even though more MBAs go into consulting.

We assume someone in top football program is likely to be a contender in pro football.

	(B) Insensitivity To Sample Size
	Ignoring the role of sample size. Larger groups tend to stray less from mean than smaller groups (which are more likely to generate outliers).
	Four out of five dentists recommend gum. This is meaningless since we don’t know how many dentists were surveyed. If only 5 or 15 dentists were surveyed, results would not be generalizable to all dentists.

	Misconceptions Of Chance
	Inappropriate tendency to assume what data should random data. Individuals expect that sequence of data generated by a random process will look “random”’ even when the sequence is too short for those expectations to be statistically valid. 
	Hired 4 directors this year, none of which worked out. Assume that the next one (# 5) will, because 1-4 didn’t; consulting company modifies data so that fluctuations look reasonable. 

	Conjunction Fallacy
	Believe that a combined event is more likely than one of the events it is comprised of. Ad conjunction will be judged more probable than a single component descriptor when the conjunction appears more representative than the component.
	Judge Linda as a “feminist bank teller” as more probable than just a “bank teller” if she seems to fit description of a feminist. In reality it is not possible for her to more likely be a “feminist bank teller” over just a “bank teller” because a bank teller is a much wider definition and she could be all kinds of a bank teller (feminist or not).

	Conjunctive Events Bias
	Tendency to overestimate the probability of conjunctive events – events that must occur in conjunction with each other.

When multiple events must occur together for an outcome to be realized, we overestimate the probability that they will occur together.
	Faculty children get free tuition. We assume the school will be full of them (we assume the multiple events – they have children, the children want to study here) will occur together frequently. In fact, most are juniors without children. 

	Disjunctive Events Bias
	When only one of many independent events must occur for an outcome to be realized, we underestimate the likelihood that the event will occur.
	Accident in complex system; All flights are sold out, but each has small probability that a seat will open up. We estimate that likelihood of getting on a flight is zero, even though there is distinct possibility that we may get on flight.

	Overconfidence
	Tendency to be most overconfident when asked to respond to questions of moderate to extreme difficulty.

As knowledge of a subject decreases, confidence does not (think we can make estimates).

No overconfidence and often some underconfidence is exhibited in subjects that are familiar.
	Don’t know anything about European History, but are confident that you know who was King of England in 1700. Are versed in chemistry, but are less confident that you know the weight of a mole (if we show people they are over confident it tends to improve the situation).

	Anchoring & Adjusting Hueristics
	Use initially presented values when making judgments and adjust our estimates relative to those values.

Answers are biased on initial anchor, even if it is irrelevant.
	

	(A) Insufficient Anchor Adjustment
	Focus on initial point – and judge next stages on that. Make insufficient adjustment to initial anchor when establishing a final value.
	In deal negotiations, when $100million is said in beginning, you focus on that number and adjust from it (although it may be arbitrary).First impression of someone does not completely adjust after we get to know person. Secretary said comp. Eng. Salary=150,000 we adjust from there although she doesn’t know. 


	Commitment Processes

	Cognitive Dissonance
	Altering behavior to reduce gap between actions and beliefs.

Develop beliefs and values that are consistent with our behaviors. Because we have a strong desire to be consistent in our own eyes, we are uncomfortable with dissonance Most likely when action was freely chosen and conseq. were forseeable
	Goodrich case – initially think “break is faulty”. Alter opinion to “break is OK” because they were committed to producing break and needed to unite actions and beliefs.

Bad lifestyle of analyst job, however all analysts think they have fantastic job. Cognitive dissonance (bridge gap b/t what they are doing and how they feel about it).

	Escalation Of Commitment (Creeping Escalation)
	Situations in which losses have resulted form original course of action, but there is still a possibility of turning it around by investing more time / $ / effort.
	Final Cut case – in which they had to hire that female actress even though she sucked, because they flew to Paris, spoke to her and verbally committed to giving her a chance. All escalated into hiring her.

	Escalation most likely when: demand for rationality and consistency is high in org, public statements made, limited feedback/alternatives not considered, action framed in loss domain, individual personally committed because of: effort expended (sunk cost), irrevocability of plan, personal responsibility, prior similar success (competency trap). FOSTERING COMMITEMENT: allow greater participation in decision making, public recognition of personal effort, encouraging written statements of objectives/goals – they “last” - or public statement, insufficient external rewards, frame commitment in realm of losses, break down big commitment into smaller acts of commitment 

AVOIDING ESCALATION OF COMMITMENT: clear feedback, separate authority to make decision to start from decision to continue, devil’s advocate, diversify activities so as not so much ego in one project, insure cost of failure is limited, reward decision quality not outcome, don’t publicly pre-commit organizations

POWER: chance of “getting your way” without resistance(status, money charisma based); AUTHORITY: the subordinate doesn’t only do but also believes in what the power tells him – it is a legitimate power that creates an acceptance zone.


	Groups 

Individuals identified as unit. When joint accountability and interdependence, can be def. As team

	Groupthink
	Fall into group mentality, where creativity suffers, people confirm the same line of thoughts, no alternatives are weighed and group objective is lost.

	Decision Rule Norms
	Should reflect uneven distribution of expertise within the group – therefore not “majority rule” but “veto”– however should be careful of “false expert”.

Majority Rules and Norm of Reciprocity are not always good decision rules (don’t reflect uneven expertise).


	Roles

cultural expectation , for the role occupant is a script and a powerful external constraint on behavior

	Roles And Rewards
	Role is self reinforcing (fulfill role is an end for itself) no significant external reward or punishment required
	White robes – role players were played very little and weren’t punished but still fulfilled roles

	Role Sending
	To the extent you want someone to take on a role, “send” it through expectations (cues).

Can be conveyed through words, props (clothes, office space), enactment of complimentary roles.
	Put person in a corner office, to have him/her take on managerial role.

Uniforms (like at Disney) for different people – janitors, ride leaders, etc. – which reinforce their expected roles. Ask someone a question treating him as an “expert” – he will take the role. 

	Role Conflict
	If individual occupies multiple roles, they can receive conflicting expectations regarding behavior.

See below for more detailed types.
	Employee torn between two bosses, or between company and client – usually in boundary of org. Can cause socioemotional and performance (increased turnover) probs 

	1. Intersender Conflict
	Demands of one member of the individual’s role set conflict/are incompatible with the demands of another person in the set.
	

	2. Intrasender Conflict
	The demands of a single member of the role set are contradictory.
	

	3. Interrole Conflict
	Demands on one role occupied by an individual, such as an employee, conflict with the demands of another role, such as a family member.
	

	4. Person-Role Conflict
	Expectations associated with fulfilling a role conflict with an individual’s moral or ethical beliefs or self-conflict.
	

	Role Overload
	Demands of the role are not contradictory, per se, but are so extensive and time-consuming that the individual cannot cope with the role expectations.
	

	Role Ambiguity
	Lack of clarity regarding role occupant’s behavior.Causes dysfunctional behavior and unhappiness of employee. Sometime, especially when conflicting roles, is needed
	No direction given to new employee – unclear what role he/she should take on. Needed – mission statement – so the focus won’t be on teaching or research but both.  

	Role Distance
	Usually implemented when role expectations cause discomfort. Individuals will engage in various activities, including: physical distance, role-inappropriate dress, ambivalence. Sometimes is needed as creates space for individuality and “releases valve”, allowing to conform when needed
	Distance = sitting in the sky deck in class (which we all do).Role-inappropriate dress = miniskirts at the office, dressing casual when it’s business.Ambivalence = varying behavior in different situations.


	Motivation: Job Design & Rewards

	Intrinsic Motivation
	Likes work – derives utility from completion of work.
	Intellectually challenged by work and innate desire to do it. Data General case.

	Extrinsic Motivation
	Motivated because of the outcomes of work (i.e. pay) – derives utility from outcome of work completion.
	Like money that comes from doing job, but wouldn’t work there without the money factor.

	Dysfunctional Reinforcement

[Folly]
	When means become an ends-in-themselves that displace original goals.

When goal is not being met because rewards system errs in opposite direction from goal. 
	University professors are rewarded for research, however purpose is to teach students. Want customer service, rewarfd nr of repairs (increase probs). Reward system is not in synch with goals.

	Combining Extrinsic And Intrinsic Motivation
	Over emphasis on extrinsic is dangerous as may result in individual not viewing himself as intrinsically motivated. Not enough extrinsic – convince one’s self that there is intrinsic. High initial extrinsic is dangerous. 
	Citibank referral program  (not because you like your job but because of the reward – you are also likely to contaminate the pool with bad candidates), salaries for professional athletes (they stop liking the game)


	International Management Practices

Although some ob stuff is universal (cognitive biases, roles) some elements greatly distinguish between cultures:

	Individualism
	Loosely knit social framework where people take care of themselves and their immediate families only. No caring for the greater social good.
	Group/teamwork environment is not valued. Personal achievement is more important.

Star-system at an investment bank.

	Collectivist 
	Opposite of individualist. Focus on teamwork and group environment. Participation in group is moral obligation. Strong group distinctions (one of us vs. one of them), lack of group identity as source of distrust. 
	Group/teamwork environment.

The GSB community.

	Power distance
	Extent to which a society accepts unequal distribution of power within institutions and organizations. Can be “Low” or “High”.

High PD =hierarchical: is tolerance of inequality. Superiors are entitled to greater privileges, “different types of people” subordinates are not likely to question them , they trust them and don’t trust other subordinates. 

Low PD – egalitarian Inequality should be minimized and must be functionally justified, subordinate willing to question superior and trust in abilities of others within subordinate’s domain to solve problems. 
	Rights and privileges differ between people with different power levels.

	Uncertainty avoidance
	Extent to which a society feels threatened by uncertain or ambiguous situations and tries to avoid them. Tends to value consensus, adherence to rules as end of itself. Pref. Written rules. 
	Risk-taking vs. security.

	Achievement Orientation
	Extent to which a society emphasizes achievement.  A high Achievement Orientation means you live to work, as opposed to working to live.
	











