Chapter- IV

The Manager as a Decision Maker
Conditions for Making Decisions
Decisions are not always made under the same conditions with regard to the amount of information available. The best decision is often dependent on what happens at a later point in time. Table for instance the simple decision of whether or not to take an umbrella when going outside.
Alternatives and states of nature

	Alternatives
	State of nature

	
	No rain
	Rain

	Take umbrella
	Dry, but inconvenient
	Dry

	Do not take umbrella
	Dry
	Wet


Certainty:

Knowing exactly will be happened places the decision maker in a situation of certainty. In a situation of certainty the decision maker can often calculate the precise outcome associated with each alter naive. Referring to the previous example, if it is raining when the person goes out, the person knows the state of nature and therefore knows the most desirable alternative (take an umbrella).

Risk:
Unfortunately, the state of nature is not always known in advance. a decision maker is operating in a situation of risk if the relative probabilities associated with each state of nature are known. Again referring to the previous umbrella example, the decision maker is operating in a situation of risk if the weather forecaster has said there is a 40 per cent chance of rain. in this case, reasonably accurate probabilities based on historical data and past experiences can often be calculated. When no historical data exists, it is difficult to estimate probabilities.
Uncertainty:

When decision makers have no knowledge of the relative probabilities associated with the respective states of nature, they are operating in a situation of uncertainty. For example,

If a person taking a trip to New York has never been there before and ahs not heard a weather forecast concerning New York, the individual would have no knowledge about the like hood of rain and, hence, whether or not to carry an umbrella.
If the decision maker has little or no knowledge about which state of nature will occur, one of three basic approaches to making a decision may be taken.

Possible approaches to making decision under uncertainty:

	Approach
	How it works
	Related to the umbrella example

	Optimistic or gambling approach (Maximax)
	choose the best alternative whose best possible outcomes is the best of all possible outcomes for all alternatives
	Do not take umbrella

	Pessimistic approach (Maximin)
	Compare the worst possible outcomes of each of the alternatives and select the alternatives whose worst possible outcome is least bad
	Take umbrella

	Risk – averting approach
	Choose the alternative which has the least variation among its possible alternatives
	Take umbrella


Participation in Decision Making
Most managers have opportunities to involve their subordinates and others in the decision making process. Every one is familiar with the old axiom that two heads are better than one.

Positive aspects of group decision making:

1. The sum total of the group’s knowledge is greater.

2. The group possesses a much wider range of alternatives in the decision process.

3. Participation in the decision making process increases the acceptance of the decision by group members.

4. Group members better understand the decision and the alternatives considered.

Negative aspects of group decision making:

1. One individual may dominate and/or control the group.

2. Social pressure to confirm can inhibit group members.

3. Competition can develop to such an extent that winning becomes more important than the issue itself.

4. Groups have a tendency to accept the first potentially positive solution while giving little attention to other possible solutions.
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