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6.0 Objective

Right decision at the right time is the key to success at every step in life. In the business
world too decision-making is of paramount significance. Erroneous decision or delayed
decision may prove disastrous. By the study of this lesson students will able to know the
meaning, nature and significance of decision-making. Decision-making is a difficult process.
Students will know this process from this lesson. This lesson embodies the types, techniques,
models and environment of decision-making. Most importantly this lesson lays focus on
creativity in decision-making. Creative decision can yield far-reaching benefits which depends
on realistic forecast of future.
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6.1 Introduction

Consciously or sub-consciously, we make a number of decisions (important and routine)

in our daily lives. Sometimes, decisions are taken without analysing their impact on our

behaviour. In the business world, however, decision-making is done in a scientific and rational

manner as  decisions affect the efficiency of business operations and interests of a large

number of stakeholders (consumers, financiers, Government etc.) who interact with the

business.

6.2 Meaning, Feature and Nautre of Decision-Making

Decision-making means selecting a course of action out of alternative courses to

solve a problem. Unless there's a problem, there is no decision-making. Decision-making

and problem-solving are inter-related. It is the process through which managers identify

organisational problems and solve them.

Decisions may be major or minor, strategic or operational, long-term or short-term.

They are made for each functional area at each level. The importance of decisions, however,

varies at each level. Long-term, major and strategic decisions are taken at the top-level and

relatively short-term, minor and operational decisions are taken at lower levels. Decision-

making precedes every managerial function. What goals and what ways to achieve them

(decisions before planning), design of the organisation structure and span of management

(decisions before organising), best match between job description and job specification

(decision before staffing), incentive system, leadership styles and communication channel

(decisions before directing) and techniques of control (decisions before controlling) are the

decisions that managers take for smooth running and growth of business operations. Decision-

making is managers take for smooth running and growth of business operations. Decision-

making is not easy. All decisions are not based on past behaviour and practices (objective

decisions making). Most of the decisions in today's complex environment are subjective in

nature. They are based on     managers' knowledge, value judgement, creativity and innovative

abilities. Managers do not make same decisions in same situations. It is situational in nature

and depends upon managers' psychology and perception of the situation. Decision-making

is a modest attempt to match environmental opportunities with organisation's strengths. It is

based on forecasts and assumptions about environmental factors.

Following are the definitions given by some famous management thinkers:

"A decision is conscious choice to behave or to think in a particular way in a given set of

circumtances. When a choice has been made, a decision has been made."    — J.W. Duncan

Decision-making is "the selection of a course of action from among alternatives; it is

the core of planning".      — Koontz and Weihrich
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Decision-making is "the process through which managers identify organisational

problems and attempt to resolve them". — Bartol and Martin

Decision-Making and Planning :

Planning and decision-making are related to each other in the following ways:

1. The process of planning involves decision-making regarding organisational

objectives and plans.

2. Both decision-making and planning require value judgement, creativity and

innovative thinking by managers.

3. Plans and decisions are related to achievement of goals.

4. Planning and decision-making are continuous and pervasive processes.

Managers perform them at all levels.

5. Efficiency of planning is largely determined by the efficiency of decisions. Good

decisions lead to good plans and vice-versa.

6. Planning and decision-making exploit environmental opportunities and threats

to match organisational strengths and weakness.

7. Managers plan and decide for every situation — risk, certainty and uncertainty.

8. Decision-making and planning are based on forecasts and assumptions about

environmental factors.

Plans, policies, allocation of resources, who will perform what activities, how, when,

where are the various questions answered through a rational process of decision-making. A

manager makes decisions more actively with respect to managerial functions rather than

actually performing these functions. As Joseph L. Massie says, "A manager is oriented towards

making decisions rather than towards performing the actions personally; the actions are carried

out by others."

Features of Decision-Making :

Decision-making has the following features:

1. Decision-making is goal-oriented. The purpose of decision is to achieve a goal;

sectional, departmental and organisational.

2. It is required for every managerial function though it is closely related to planning.

How good are the decisions determines how effective are the organisational

plans.

3. It is a process of choosing a course of action out of various courses to solve a

specific problem.

4. Problem-solving is the basis for decision-making as decisions are made to solve

problems. Unless there are problems, there will be no decision-making.
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5. Decisions are made to solve organisational problems and exploit environmental

opportunities. Both problems and opportunities, thus, need decision-making.

6. It is a pervasive process. Decisions are made in business and non-business

organisaitons. In business organisations, they are made at all levels.

7. Decisions are made at all levels in the organisation; though nature and importance

of decisions vary at different levels. However, overall organisational effectiveness

is determined by the quality of decisions made at all the levels.

8. It is required for every situation — certainty, risk or uncertainty.

9. It is situational in nature. Different situations (both internal and external to the

organisation) require diffferent decisions. Not to make a decision is also a

decision in some situations.

10. It is a continuous process. Managers continuously evaluate organisational

activities and find problems that require decision-making.

11. It is an intellectual process. Managers use judgement, knowledge and creativity

to develop solutions to the problem.

12. A manager is oriented towards making decisions rather than performing the

actions personally; actions are carried out by others.

Natue of Decision-Making

Problem Solving :

The need for decision-making arises when there is a problem. The relevant question

here is — Does the manager make decisions with regard to every problem that comes to

him? It is not possible for the manager to solve every problem in the business enterprise and,

therefore, he arranges these problems in the order of priority, and

1. solves the critical problems himself,

2. allows the problems of routine nature to be solved by surordinates, and

3. leaves some problems to be solved on their own.

All formal and critical problems that cannot be left to subordinates, for example,

decisions to meet challenges of competitors, decision to update technology, decision to add

a product line to expand the area of operations, decision to drop a product from the existing

line of products etc., are to be handled by top managers.

Problems which are of routine nature can be solved through the general policy

framework of the organisation and, therefore, can be handled by managers at middle or

lower levels. If wrong decisions are taken by managers they can be rectified by the top

executives. For example, if a worker absents himself from work for more than seven days

continuously, the decision to deal with such a case shall be taken according to leave rules in

the organisation but if all the workers absent themselves from work for a week, the matter

should be reported to top management for its review and decisions are taken accordingly.
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The problems that are least important in the order of priority, should for sometime, be

left unnoticed. After sometime, most of the trivial problems get solved on their own and if not,

the matter should be brought to the notice of managers for problem-solving.

Managers are in constant touch with the happenings around and take action

immediately when opporutnities are offered by the environmental forces to gain edge over

competitors.    Opportunities offer new ideas and directions to organisation's operations.They

provide profits to the organisation if timely decisions are made by managers.

6.3 Process of Decision-Making

Decision-making process involves the following steps:

1. Identify the problem: Decisions are made to solve problems. As a first step of

decision-making, therefore, managers identify the problem. Problem is any deviation

from a set of expectations. Managers scan the internal and external environment to

see if the organisational orpeations conform to envrionmental standards. It not, it signals

a problem. If company's sales target is 10,000 units per annum but actual sales are

7,000 units, managers sense problem in the company. The problem is identified with

the marketing department. Managers use their judgement, imagination and experience

to identify the problem as wrong indentification leads to wrong decisions.

2. Diagnose the problem: Managers find cause of the problem by collecting facts and

informations that have resulted in the problem. Diagnosis helps to define the problem;

its causes, dimensions, degree of severity and origin so that remedial action can be

taken. Managers get to the core of the problem and isolate the problem in a separate

category of operations called the problem-solving area. In the above example,

managers search for reasons of low sales. It could be low quality, poor promotion,

better product introduced by competitors etc. The exact reason is found and the problem

is said to have been diagnosed.

3. Establish objectives: Objective is the end result that mangers achieve through the

decision-making process. Establishing objectives means deciding to solve the

problem. The resolution forms the objective of decision-making. If the reason for low

sales is poor salesmanship, managers form the objective of improving the skills of

salesmen to promote sales.

4. Collect information: In order to generate alternatives to solve the problem, managers

collect information from the internal and external environment. Information provides

inputs for generating solutions. Information can be quantitative or qualitative. It should

be reliable, adequate and timely so that right action can be taken at the right time.

5. Generate alternative: Alternatives means developing two or more ways of solvng

the problem. Managers develop as many solutions as possible to choose the best,

creative and most applicable alternative to solve the problem.
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A.F. Osborn identifies four principles which help to generate alternatives:

(a) Do not criticise ideas while generating possible solutions: Managers should

react positively to all the ideas. Criticism at the stage of generating solutions can

limit the     number of alternatives.

(b) Freewheel: Even the remote possible solutions which may not be relevant to

the problem should be taken into consideration. These may not be acceptable

independently but may be useful in the overall decision-making process.

(c) Offer as many ideas as possible: Managers should invite maximum ideas for

framing solutions to the problem. Large number of ideas help to arrive at the

most effective solution to the prblem.

(d) Combine and improve on ideas that have been offered: Combination of all

the ideas help to arrive at the best solution.

6. Evaluate alternatives: All the alternatives are weighed against each other with respect

to their strengths and weakneses. They are useful if they help to achieve the objective.

Alternatives are evaluated in terms of acceptable criteria to analyse their impact on

the problem. Various quantiative and qualitative criteria against which alternatives are

evaluated are as follows:

(a) Costs: Alternatives should not be costly. Improving the skills of salesmen by

firing the existing salesman and hiring new ones may involve strain on company's

financial resources. Such alternatives should be avoided.

(b) Resources: The alternative must fit into the organisation's resource structure.

They must be feasible with respect to budgets, policies and technological set up

of the organisation.

(c) Acceptable: Alternative should be acceptable to decision-makers and those

who are affected by the decisions. If managers want to increase sales by spending

more on advertisement but finance department refuses to accept the extra

financial burden on advertisement, this alternative should be dropped.

(d) Reversible: A decision is reversible if it can be taken back and other measures

can be adopted. In the above example, if decision to increase sales by increasing

cost of advertisement is not acceptable to all in the organisation, it can be reversed

but decision to invest in land and building cannot be easily reversed as huge

amount of time, effort and money are involved in it. Reversibility of the decision is

an important factor that helps to evaluate alternatives.

7. Select the alternative: After evaluating the alternatives against accepted criteria,

managers screen the non-feasible alternatives and select the most appropriate

alternative to achieve the desired obejctive. Alternative can be selected through the

following approaches :
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(a) Experience: Past experience guides the future. Managers follow past actions,

search for their successes and failures, analyse them in the context of future

environment and select the most suitable alternative that suits the present

situation.

(b) Experimentation: An alternative to experience is experimentation where each

alternative is put to practice and most suitable alternative is selected. This method

is costly as implementation of every alternative to the decision-making situation

involves heavy capital expenditure. Testing each alternative, therefore, is not

possible. Aslo, this method may be suitable in the present circumstances only.

The selected course of action should meet the future requirement also.

(c) Research and analysis: It helps to search and analyse the impact of future

variables on the present situations, appl.y mathematical models and select the

most suitable alternative. This method is more suitable and less costly, in terms

of time and money, as compared to experimentation and experiecne.

8. Implement the alternative: The selected alternative should be accepted and

implemented by the organisational members. Implementation must be planned. Those

who will be affected by implementation should participate in the implementation process

to make it effective and fruitful. Implementation of the alternative should ensure the

following:

(a) The selected alternative should be communicated to everyone in the organisation.

(b) Changes in the organisation structure because of implementation should be

communicated to everyone in the organisation.

(c) Authority and responsibility for implementation should be specifically assigned.

(d) Resources should be allocated to deparments for carrying out the decisions.

(e) Budgets, schedules, procedures and controls should be established to ensure

effective implementation.

(f) A committed workforce should be promoted. Unless everyone is committed to

the decision, the desired outcome will not be achieved.

9. Monitor the implementations: The implementation process should be monitored to

know its acceptability amongst organisational members. The alternative should be

regularly monitored, through progress reports, to see whether the objective for which it

was selected is achieved or not. If not, managers should make corrections wherever

necessary in the implementation process. It may even require restart of the entire

decision-making process. If yes, such alternative forms the basis for future decision-

making.
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6.4 Types of Decisions

Decisions can broadly be grouped into two categories: Programmed decisions and

Non-programmed decisions.

Programmed Decisions :

Decision related to structured situations, where the problem is more or less routine

and repetitive in nature are known as programmed decisions. The routine problems may not

always be simple. There may be complex routine problems. For example, managers order

for inventory when it reaches the re-order point. This is a routine which the production

department follows. If there is sudden increase in demand for the product, managers can not

wait for inventory to reach the re-order point to make fresh orders. Orders are placed before

this level is reached. Ordering inventory is, thus, a problem of routine nature but ordering

inventory before the re-order point is a routine but complex problem. In either situation,

managers depend on pre-established criteria for taking decisions. Various policies, schedules

and procedures guide these decisions and, therefore, policies and procedures should be as

clear as possible. Since decisions are based on pre-set standards, they do not require much

of brain storming and are taken normally by middle-level and lower-level managers. Managers

do not think of novel ways to solve the routine problems. Therefore, they can concentrate on

important and crucial activities. These decisions also involve some amount of certainty, i.e.,

outcomes of these decisions are, by and large, known. Various types of programmed

decisions are: (1) organisational decisions, (2) operational decisions, (3) reserach decisions,

and (4) opportunity decisions.

Non-Programmed Decisions :

These decisions are taken in unstructured situations which reflect novel, ill-defined

and complex problems. The problems are non-recurring or exceptional in nature. Since they

have not occured before, they require extensive brainstorming. Managers use skills and

subjective judgement to solve the problems through scientific analysis and logical reasoning.

Subjective judgement is based on assessment of the situation. In objective judgement (in

case of programmed decisions), past experience forms the basis for decision-making. These

decisions involve fair degree of uncertainty since outcomes of decisions are not always known.

For example, increase in advertising expenditure, effective salesmanship, upgraded

technology, quality controls, brand image and reasonable prices normally increase sales and

profits. If, despite all this, profits are declining, it requires immediate decision-making and

such decisions are non-programmed decisions. These decisions are taken by top level

managers. As we move up the organisational hierarchy, the need for taking non-programmed

decisions increases.

Different types of non-programmed decisions are: (1) personal decisions, (2) strategic

decisions, (3) crisis intuitive decisions, and (4) problem-solving decisions.
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There is no clear line of demarcation between programmed and non-programmed

decisions. Decisions are neither totally programmed nor non-programmed. They are a

combination of both and lie on a decision continuum; between totally programmed decisions

at one end of the continuum and totally non-programmed decisions at the other end.

Programmmed Decisions Non-programmed Decisions

1. Nature of Problem Structured/Routine/Well-defined Unstructured/Novel/Ill defined

2. Recurrence of Problem Repetitive Non-repetitive

3. Method of solving Policies/Standards/Rules Managerial Initiative

4. Judgement Objective Subjective

5. Probability of outcome Some degree of certainty is involved Uncertain

6. Level of management Middle/Lower-level Top-level

7. Types Organisational/Operational/ Personal/Strategic/Crisis

Research/Opportunity Intuitive/Problem-solving

A brief description of different types of programmed and non-programmed decisions
is given below:

1. Organisational and personal decisions: These decisions reflect use of

manager's authority. Decisions taken in the interest of the organisation are

organisational decisions and decisions taken for personal interests are personal

decisions. Organisational decisions can be delegated but personal decisions
can not. Managers are officially authorised to make organisational decisions but

they do not have authority to make personal decisions. They are based on their

personal biases. For example, firing an employee because he does not conform

to rules is an organisational decision but firing due to personal enmity is a personal

decision.

2. Operational and strategic decisions: These decisions reflect scope of

manager's decision-making processes. Operational decisions are taken as a

matter of routine. They relate to daily operations and aim to achieve short-term

objectives of the firm. They are taken by middle and lower-level managers within

the framework of policies and procedures and allow limited use of discretion by

managers. Their impact is also limited and short-range in nature. Decisions
related to important and non-recurring problems are called strategic decisions.

Managerial skill and judgement are used to make these decisions. They relate

to long-term goals of the company and are risky in nature. They are taken by top

level managers. For example, decisions to update the technology or change the

policies are strategic decisions.
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3. Reserach and crisis—intuitive decisions: These decisions reflect the urgency

of decision-making. Decisions which involve regular survey of the market are

research decisions and decisions made under situaitons of crisis or emergency

are crisis — intuitive decisions. For example, decision to allocate funds to R & D

for product designing is a research decision; decision to increase production of

medicines because of earthquake or war is crisis-intuitive decision.

(4) Opportunity and problem-solving decisions: These decisions reflect

managers' foresightedness. Managers forecast opportunities to promote

organisational growth. The decison to grow in the potential markets is an

opportunity decision. Problem-solving decision solves a specific problem. For

example, decision to enter into new markets even when the company is making

profits in the existing market is an opportunity decision and decision to drop a

product line because it is unprofitable is a problem-solving decision.

6.5 Approaches and Environment of Decision-Making

Decisions can be taken different ways. Four main approaches to decision-making

are discussed below:

1. Centralised and Decentralised Approach: In centralised approach to decision-

making maximum decisions are taken by top-level managers though some

responsibility is delegated to middle-level managers. In the decentralised approach,

decision-making authority is delegated to lower-level managers. In programmed

decisions, decentralised approach is followed. Centralised approach is used for

making non-programmed decisions.

2. Group and Individual Approach: Managers like decisions with their employees/

subordinates in the group approach to decision-making. In the individual approach,

decisions are taken by the manager alone. It is the one manaer decision-making

approach. The individual approach is appropriate when (1) there is emergency for

taking decisions, i.e. decision-maker has limited time to take a decision, and (2)

resources are limited. Cost of individual decision-making is less than group decision-

making.

Group decision-making, in most circumstances, is better than individual decision-

making since decisions are based on extensive information. Group decisions are easier to

implement as they involve moral commitment of the members to adhere to the decisions.

This approach ensures better quality and greater accuracy of decisions. It also improves

employees' morale, increased job satisfaction, enhances co-ordination and reduces labour

turnover rate. The limitation of group decision-making is that it is "a process whereby, in

response to social pressures, individuals go along with a decision even when they do not

agree with it and, in order to avoid conflicts, do not even voice their reservations".
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Differences between individual and group decision-making: The following table

highlights the points of difference between individual and group decision-making:

Individual decision-making Group decision-making

1. Decisions are taken by a single individual Decisions are taken by a group of persons.

2. They are les costly. They are costly in terms of time and money.

3. They are based on limited information They are based on extensive information

gathered by managers. collected by managers of the group.

4. They are taken in situations of cirisi or They are taken in routine of business.

emergency

5. They do not involve moral commitment on They are easier to implement as group

the part of members to accept and members feel committed to them.

implement them.

6. They do not affect morale or job satisfaction They positively affect morale and job

of employees. satisfaction of employees.

7. They introduce one-man control. They introduce self-control.

8. They do not promote interaction amongst They promote superior-subordinate

superiors ad subordinates interaction and healthy relationships

 amongst them.

Group decision-making has the following advantages :

(a) Decision-makers collect extensive information and decisions are, therefore, more

scientific and accurate.

(b) Group members make decisions through group thinking and are, therefore,

committed to implement them.

(c) Continuous interaction amongst superiors and subordiantes promotes

subordinates' morale and job satisfaction. This increases communication and

coordination amongst the activities of group members.

(d) It promotes subordinates' creativity and innovative abilities to make quality

decisions.

(e) Some decisions that individuals may not take because they are risky are taken

by the group as a whole. Group members share informationand take risky

decisions which are profitable.
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Group decision-making suffers from the following limitations:

(a) It is costlier and more time consuming than individual decision-making.

(b) Some members accept group decisions even when they do not agree with them

in order to avoid conflicts.

(c) Some times, groups do not arrive at any decision. Disagreement and disharmony

amongst group members lead to conflicts.

(d) Some group members dominate others to agree to their view point. Social

pressures lead to acceptance of alternatives which all group members do not

agree to.

(e) If there is conflict between group goals and organisational goals, group decisions

promote group goals even if they are against the interest of the organisation.

(f) In case group decisions fail to achieve their purpose, no one takes the

responsibility for failure. A group decision is generally no one's decision and in

such a situation, group members do not feel committed to implementation of

decision.

Though cost of group decision-making is more than individual decision-making, its

benefits outweigh the costs and, therefore, enable the mangers to make better decisions.

3. Participatory and Non-Participatory Approach: In the participatory approach,

decisions are made by seeking opinion of those who are affected by the decisions.

There is no formal gathering of superiors and subordinates, as in group decision-

making; the decision-maker only seeks information and suggestions from employees

and resevers the right of making     decisions. There is increased participation of

employees in achieving the decision objectives.

In the non-participatory approach, managers do not seek information from employees

as the decisions do not directly affect them. They collect imformation themselves,

make decisions and communicate them to the organisational members.

4. Democratic and Consensus Approach: In the democratic approach, decisions

are based on voting by majority. In the consensus approach, participants discuss the

issue and arrive at a general consensus. It is similar to group decision-making where

many people are involved in the decision-making process. However, in group decision-

making, some people agree to others' opinion because of social or psychological

pressures but in consensus decision-   making, all the members agree to the decision.

Group decision-making reflects the opinion of a few and consensus decision-making

reflects the opinion of all the group members.

Decision-Making Environment :

Environment of decision-making represents the known and unknown environmental

variables within which decisions are made. Some decisions are taken in the situations of
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complete certainty and others in the situation of complete/partial uncertainty. Decision-making

environment represents the situations in which decisions are made. This environment

represents three situations.

1. Certainty: In the environment of certainty, decision-makers have complete and

reliable information about future. Information is reliable, correct and not too

expensive. Results of each alternative can be predicted and therefore, managers

can choose the best course of action.

Such a situation does not exist in reality. In fact, managers make decisions on

those aspects of environment about which information is available. They ignore

the rest and call it a situation of certainty.

2. Risk: This represents a situation where information about environment is

incomplete. It is not even completely reliable. Alternative courses of action can

be developed but outcome of decisions is not known. The expected results are

not deterministic but only probabilistic. Past usually provides the basis for future

outcomes. Decision to introduce a new product in the market has the risk of

competition which managers foresee before introducing the product.   However,

the exact degree is not known. Most decisions are taken in the situation of risk.

3. Uncertainty: It is a situation where no information is available about future.

Whatever information is available, it is not reliable. Decision alternatives are

totally unpredictable. Outcomes of decisions cannot be predicted. Decisions

are based on managers' intuition and judgement. Some of the uncertain elemetns

in the environment are economic, political, technological and natural changes.

These changes cannot be predicted and accounted for in the decision-making

processes.

6.1 Techniques of Decision-Making

A wide range of techniques are avaiable to enrich the decision-making proces. These

can be broadly classified as:

1. Traditional Techniques

2. Modern Techniques

Traditional Techniques :

These techniques are divided into two groups:

1. Traditional techniques for making programmed decisions.

2. Traditional techniques for making non-programmed decisions.

1. Traditional techniques for making programmed decisions: Three generally

accepted traditional techniques for making programmed decisions are :
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(a) Habits: Habits are the ways in which problems are solved according to pre-

defined notions. Managers do not apply scientific techniques to solve problems.

By solving the same problem in a defined way over and over again, managers

form the habit of solving it in that manner. It does not require much of thinking and

initiative.

(b) Operating procedures: Operating procedures are oganisational habits. They

guide decision-makers in solving organisational problems in a predefined

manner. They are more formal than habits. However, they are flexible and can be

changed. Cases of absence without leave are not decided by managerial

discretion. Standard procedures guide action against such cases.

(c) Organisation structure: It is a well defined structure of authority-responsibility

relationships. Each person knows his position in the organisation, his authority

to make decisions, the extent to which it can be delegated to subordinates, the

communication channel, the persons to whom he has to report etc. which helps

in solving programmed problems.

Modern Techniques :

Modern techniques use mathematical models to solve business problems. They apply

scientific and rational decision-making process to arrive at the optimum solution. They use

quantifiable variables and establish relationships through mathematical equations and

operations research techniques. They make use of computers for data processing and storage

to solve copmlex management problems. These techniques can be classified as follows:

1. Modern techniques for making programmed decisions: These can be classified

as follows:

(a) Break-even technique: It helps managers determine that level of output at which

total costs (variable costs and fixed costs) and total revenue are the same. Total

profit at  this volume called the break-even point is zero. It helps managers analyse

the economic     feasibility of a proposal. For any level of output., the amount of

profit can be ascertained which serves as acceptance/rejection criterion of the

proposal. It is only a rough estimate a assessing a project since it assumes a

constant selling price and fixed cost which is not always so.

(b) Inventory models: Firms carry enough inventory with them so that they do not

run out of stock. Though this ensures regular supply of goods to customers, they

incur costs to carry the inventory like handling costs, storage costs, insurance

costs, opportunity cost of money tied in the inventory etc. These are known as

carrying costs. In order to reduce these costs, firms keep minimum inventory in

store and order fresh inventory when they need. This will reduce the carrying cost

of inventory but the ordering cost will go up. These are the costs of placing an

order and include cost of preparing an order and cost of receiving and inspecting
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the goods. Both the carrying and ordering costs operate in reverse direction.

Increase in one means decrease in the other. Sophisticated inventory models

are available for management of inventory. They place order for goods at the

point where total of ordering costs and carrying costs is the least.

(c) Linear programming: It is a technique of resource allocation that maximises

output or minimises costs through optimum allocation of resources. It is applied

when resources are scarce and have to be optimally utilised so that output can

be maximised out of limited resources. Linear programming is "a quantitative

tool for planning how to allocate limited or scarce resources so that a single

criterion or goal (oft en profits) is optimised." It aims to maximise profits or

minimise costs by combining two variables which involves best use of resources.

The (two) variables, the dependent and independent must be      linearly related,

i.e., increase or decrease in the independent variable should result in a

corresponding increase or decrease in the dependent variable. The linear

relationship is explained like this: If cost of one unit is Rs. 10, selling price is Rs.

20, profit per unit is           Rs. 10. If X sells 5 units of output, cost will be Rs. 50,

selling price Rs. 100 and profit will be Rs. 50. Linear programming is, thus, a

managerial tool that helps in optimum use of     resources. Its use is facilitated

through mathematical equations.

(d) Simulation: This technique is used to create artificial models of real life situations

to study the impact of different variables on that decision. A model is prepared

on the basis of empirical data and put to all kinds of influences, positive and

negative which may affect the project, and final results are the predictions of

actual results if the project in question is put to use. For example, if a transportation

company wants to make a road or rail system, it will prepare a simulation model

to analyse the effect of all the factors (e.g., traffic        signals, fly overs, other

heavey and light traffic commuting on the road) and if this model appears to be

feasible, acutal construction of the rail/road system shall commence.

(e) Probability theory: Probability is the number of times an outcome shall appear

when an experiment is repeated. What is the probability that sales will increase

if expenditure on advertisement is increased is answered through probability

theory. These decisions are based on past experience and some amount of

quantifiable data.

(f) Decision-tree: It is a diagrammatic representation of future events that will occur

when decisions are made under different option plans. It reflects outcomes and

risks associated with each outcome. Each outcome or future event is evaluated

in terms of desired results and the outcome which gives the maximum value is

selected out of alternative courses of action. "Decision-trees depict, in the form

of a 'tree', the decision points, chance events, and probabilities involved in various

courses that might be undertaken.
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(g) Queuing theory: This technique describes the features of queuing situations

where service is provided to people or units waiting in a queue. When people or

materials wait in queue (because of insufficeint facilities), it involves cost in terms

of loss of time and unutilised labour. Queuing theory aims at smooth flow of men

and material so that waiting time is reduced. This involves additional cost also.

Thus, a balance is maintained between the cost of queues and cost incurred to

prevent the queues. Queuing models in software packages has made their

appplication feasible. This theory is usually followed in banks and ticket counters.

It helps in determining the number of counters so that customers have to wait for

minimum time.

(h) Gaming theory: This theory was developed by Von Neumann and Morgenstern.

It helps business organisations face their competitors. If company X changes its

plans; say     reduces its price to increase its sales, it is likely that the competitors

will do the same. How  well is company X prepared to face this challenge and still

continue with its changed plans is provided in the games theory. It is a technique

where two decision-makers maximise their welfare in the competitive

environment. The decision maker puts himself in this competitors' shoes. If he

were to compete against his own firm, what would he do. Based on this thinking,

he plans a counter strategy.

(i) Network theory: The network techniques plan and control the time taken to

accomplish a project. They involve breaking up the project into smaller activities

and finding the time taken to accomplish each activity. If actual time to complete

the project is more than the time determined, it calls for corrective action. PERT

(Project Evaluation Review Technique) and CPM (Critical Path Method) are the

important network techniques which help in planning and controlling the projects,

in terms of time and cost.

2. Modern techniques for making non-programmed decisions: The following

techniques help in solving novel, non-routine and unstructured problems:

(a) Creative techniques: These techniques use creativity of managers to think of

new ways of solving business problems. An important creativity technique is

brainstorming where members of the group give maximum suggestions to

generate alternative solutions to the problem. Together, these ideas help in

formulating the most practical solution to the problem.

(b) Participative techniques: Employees and managers jointly arrive at the

optimum decision. If those who make decisions and those who implement them

jointly participate in the decision-making process, the quality of decisions will be

better, there will be commitment to the implementation process and high employee

motivation and morale.
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(c) Heuristic techniques: These techniques are based on trial and error approach

to     decision-making. Decision maker accepts that making strategic decisions

in complex situations is not easy. There are role conflicts, information gaps,

environmental uncertainties etc. which make decision-making difficult. Heuristic

techniques help decision-makers proceed in a step wise manner to arrive at a

rational decision.

These are computer aided techniques and fall into two categories:

(i) Decision support systems: In this system, decision-making is supported by

computers. Managers access information from the data processing system,

retrieve data relevant to the decision, test it for alternative solutions and accept

the most    appropriate solution. They change the variables in the form of inputs

and analyse their impact  on the desired output.

(ii) Expert systems: While in decision support systems, managers have direct access

to data and they rely on their judgement to make decisions; in the expert system,

managers seek knowledge of experts to solve problems in specified areas. This

is a "Computer-based system that applies the substantial knowledge of an expert

to help solve problems in a specific area."

6.7 Models of Decision-Making

Models represent the behaviour and perception of decision-makers in the decision

making environment. There are two models that guide decision-making behaviour of

managers. These are:

1. Rational/Normative Model: Economic Man

2. Non-Rational/Administrative Model

1. Rational/Normative Model

This model assumes that decision-maker is an economic man as defined in the

classical theory of management. He is guided by economic motives and self interest. He

aims to maximise  profits and ignores behavioural or social aspects in making decisions.

The model presumes that decision makers are perfect information assimilators and

handler. They can gather complete and reliable information about the problem area, generate

all possible alternatives, know the outcome of each alternative, rank them in the best order of

priority and choose the best alternative. They follow a rational decision-making process and

therefore, make optimum decisions. This model is based on the following assumptions:

1. Managers have clearly defined goals. They know exactly what they want to achieve.

They have clear ends and know the means to reach those ends.

2. They can collect complete and reliable information from the environment to achieve

the objectives.
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3. They are creative, systematic and reasoned in their thinking. They can identify all

alternatives and their outcomes related to the problem.

4. They can analyse all the alternatives and rank them in the order of priority.

5. They are not constrained by time, cost and information in making decisions.

6. They can choose the best alternative that will give them maximum returns at

minimum cost.

Limitations of the model: Actual decision-making is not what is prescribed by the

rational models. These models are normative and prescriptive. They only describe what is

best, what decision-makers should do to make the best decisions and describe the norms

they should follow in making decisions. They do not describe how the decision-makers actually

behave in different decision-making situations (This is explained in the non-rational models).

They only describe what is the best. The best is, however, not achieved in real life situations.

This is because of the following constraints that managers face while making decisions:

1. They face multiple, conflicting goals and not a well-defined goal that they want to

achieve.

2. They are constrained by their ability to collect complete information about

environmental variables. Information is future-oriented and future being uncertain,

complete information cannot be collected. They cannot have information about

all the alternatives. Even for a single alternative, they cannot collect complete

information.

3. They are constrained by time and cost factors to assimilate the information. They

are limited in their search for alternatives that affect the decision-making situations.

Their decisions are based on whatever information they can gather and not

complete information. Most of the non-programmed decisions are made under

the conditions of incomplete information.

4. They are constrained by their ability to analyse every factor that affects the decision-

process. They have limited knowledge to assess all the alternatives. They cannot

anticipate the outcomes of various alternatives as they will be known only in future.

5. They may base decisions on subjective and personal biases. They consider only

those facts which they think are relevant for decision-making.

6. Continuous researches, innovations and technical developments can turn the

best decisions into sub-optimal ones. Managers are, thus, constrained by

technological factors.

7. Changing economic and social factors (economic and political policies, socio-

cultural values, ethics, traditions, customs etc). inhibit the ability of managers to

make rational decisions.
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8. Every manager has a value system which guides his decision-making behaviour.

Personal preferences affect the quality of decisions. Perceptions about various

alternatives affect the choice of alternatives and situations under which they will

apply.

9. People view organisational problems from their personal angles. Marketing,

human resource and finance manager not view the organisational problem in the

same way. They take different view of the same problem and generate different

alternatives.

10. Most of the organisational decisions represent multiple views of managers at

different levels. People in the group have conflicting objectives. Choices are made

through bargaining where clashes amonst various interest groups are sorted

out. The final outcome or decision does not reflect the view point of all the

managers and, thus, all alternatives are not considered while making decisions.

Non-rational/Administrative Models :

Non-rational models are descriptive in nature. They do not describe what is best but

describe what is most practical in the given circumstances. They believe that managers cannot

make optimum decisions because they are constrained by internal and external organisational

factors. Managers cannot collect, analyse and process perfect and complete information

and, therefore, cannot make optimum decisions. Absolute rationality is rare. It is seldom

achieved. Based on whatever information decision-makers can gather and process, they

arrive at the best decisions in the given circumstances. They are good enough and do not put

undue pressure on managers' time and resources. They are easy to understand and

implement.. They are made with the constraints of available information and managers' ability

to process the information. These decisions are not optimum decisions. They are satisfying

decisions. The concept of    making decisions within the boundaries or limitations of managers

to collect the relevant information for decision-making and their ability to optimally analyse

them is known as 'principle of bounded rationality. This principle was introduced by Herber

Simon.

This model is realistic in nature as it presents a descriptive and probabilistic rather

than deterministic approach to decision-making. Rather than searching for all alternatives for

making decisions and analysing their outcomes, decision-makers use value judgement and

intuition in analysing whatever information they can gather within the constraints of time, money

and ability and arrive at the most satisfying decision. This model does not represent optimum

situation for decision-making. Instead, it represents the real situation for decision-making.

The decision maker is not an economic man but an administrative man who combines

rationally with emotions, sentiments and non-economic values held by his team members.

He follows a flexible approach to decision-making which changes according to situation.

Managers make feasible decisions which are less rational rather than rational decision which

are less feasible.
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"Bounded rationality refers to the limitations of thought, time and information that restrict

a manager's view of problems and situations."    —Pearce and Robinson.

"Managers try to make the most logical decisions given the limitations of information

and their imperfect ability to assimilate and analyse that information." — Herbert Simon

Differences between Rational and Non-Rational Models: The following table

highlights the differences between rational and non-rational models:

Rational models Non-rational models

1. They are normative. They are descriptive.

2. They are theoretical or unrealistic in nature. They are practical or realistic in nature.

3. They follow deterministic approach to They follow probabilistic approach to problem

problem-solving. solving.

4. They believe there exists the optimum They believe there exists a real situation for

situation for decision-making. Such a decision-making. Such a situation is realistic in

situation is hypothetical in nature. nature.

5. They presume that managers can make They presume that managers can make

optimum decisions. satisfying decisions.

6. They are based on complete information They are based on incomplete information of

of environment (internal and external) and of environmental factors and limited knowledge

knowledge of various alternatives that help of various alternatives that help in arriving at the

in arriving at the best alternative. best alternative.

7. They believe that outcome of each They believe in incomplete knowledge about

alternative is known with certainty and outcomes of various alternatives.

perfection.

8. They have no scope for managerial They are based on managerial judgment, intuition

judgment, intuition and personal biases. and personal biases.

9. They advocate perfect rationality in They advocate bounded rationality in decision-

decision-making making.

6.1 Creativity in Decision-Making

Meaning

Creativity means creating something new. In the context of business, it means creation

of new ideas, new method or new product/service. Max H. Bazerman defines creativity as the

cognitive process of developing an idea, commodity, or discovery that is viewed as novel by

its creator or a target audience." According to Teresa M. Amabile, : "Creativity is not a quality

of a person; it is a quality of ideas, of behaviours or products."
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The creative approach to problem solving assumes the following:

1. There is always a better way of doing things. Past precedents, habits and

conventional ways of doing things cannot always guide the future courses of

action.

2. Problem always have diverse perspectives. Each perspective should be probed,

questions should be raised and answers should be found.

3. Things should not be taken for granted. Problems should be redefined and obvious

facts should be challenged.

4. There is always scope for improvement. Managers should move from traditional

ways to modern, computer-aided ways of managing organisations.

5. Managers should not be afraid of failures. Initial failures will lead to ultimate

success.

Creativity in decision-making results in organisational innovations, development of

new technology or new products.

In the era of globalisation, competition is so intense that creativity is essential for

organisations to take decisions that help in their survival and growth. The creativity process

requires:

1. Convergent thinking

2. Divergent thinking

In convergent thinking, the problem is solved according to pre-defined method or course

of action. It pre-supposes a solution to the problem and rationally moves towards that solution.

Divergent thinking does not solve the problem in a pre-defined way. It analyses different

aspects of the problem, views it in different ways and searches for alternative courses of

action to solve that problem.

The Creativity Process :

The process of creativity consists of the following steps:

1. Problem Finding or Sensing: The entrepreneur faces a problem and selects

to work on it. He feels curious to solve that problem. Curiosity leads to development

of idea.

2. Preparation: He concentrates on the problem and starts working on it. He collects

the information, analyses how others are using it and formulates hypotheses to

work on. If he wants to introduce a new product in the market, he studies the

consumer buying behaviour before converting that idea into reality.

3. Gestation or Incubation: He thinks over collected information and makes

decisions in his sub-conscious mind. He appears to be idle but actually he is

trying to correlate what runs in his sub-conscious mind with the happenings around,

to arrive at a sound decision for solving the problem.
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4. Insight or Illumination: He thinks of all possible solutions at all times. He thinks

of idea while eating, walking or going to sleep. These ideas are put in writing so

that he does not forget them in his conscious mind.

5. Verification and application: The entrepreneur proves by logic or experiment

that the idea can solve the problem and, therefore, can be implemented. He

tests the ideas empiricially through mathematical models and experimentation.

If it is feasible, he applies it to sovle the problem.

Climate for Creativity :

To be creative, managers create a climate that encourages creativity. This can be

done in the following ways.

1. Recognise the need for change: Though people are generally resistant to

change, accepting the need for change is necessry to promote creativity. People

must feel that they will be benefited by change.

2. Encourage new ideas: The manager should clarify that he welcomes new ideas.

Listening to new ideas and implementing the profitable ones encourages a

creative climate in the organisation.

3. Interaction: Interaction with people within and outside the enterprise encourages

exchange of useful information and generation of new ideas.

4. Tolerate failure: New ideas may prove to be failures. People should not get

disheartened. They should consider investment of time, money and energy in

ideas that have failed as investment for bright future prospects.

5. Clear objectives: Managers must have purpose for creativity. They should know

what ideas to be tried, when and for what. Clear objectives will optimise the use

of time, energy and money.

Components of Creativity :

Teresa M. Amabile enumerates three components of creativity.

1. Domain skills: A manager can be creative in decision-making if he is theoretically

and conceptually aware of the problem and its relevance to the envinronmental

factors. In other words, he must have knowledge of the problem area and also

the talent and ability to solve that problem. This is known as domain skill.

2. Creativity skills: The skills to do creative things; to think of new ways of doing

existing work, to think of new avenues of marketing the product are the creative

skills that a manager must have to carry out the decision-making process.

3. Task motivation: Managers do not peform organisational tasks for earning only

financial rewards. Money or financial considerations are not the only motives for

taking up a novel task. Ego satisfaction and morale boost up are also the

considerations that lead to creativity in decision-making.
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Techniques of Promoting Creativity

The following techniques promote creativity in group decision-making.

1. Brainstorming

2. Nominal group technique

3. Delphi technique

4. Synectics

1. Brainstorming: All members of the group associated with decision-making think

and generate new ideas and ways of doing a particular task. It generates as many

ideas or decision-making alternatives as possible for solving a problem.

(a) The problem is cleary identified and presented to the group so that members

can completely concentrate on the problem.

(b) Members give ideas to solve the problem. The aim is to generate as many ideas

as possible as the focus is quantity and not quality. Though some of the ideas

may not be useful, it generates a list of ideas some of which may be useful in

solving the problem. Members are not inhibited by financial or organisational

constraints in generating ideas. There is free flow of communication amongst

members so that maximum number of ideas are generated.

(c) No idea is criticised because the purpose of brainstorming is to promote idea

generation rather than limit the alternatives. Evaluation of ideas is done at a later

stage.

Brainstorming promotes creativity as members feel enthusiastic and energised to

offer ideas which they feel important for decision-making.

2. Nominal group technique: Without criticizing the ideas offered by members of the

group, all the suggestions are evaluated against each other and outcome is selected

which represents consensus of members.

Nominal group technique restricts communication amonst group members. It resolves

conflicts by allowing group members to rank the ideas in the order of priority.

It works as follows:

(a) The group leader outlines the problem to the members.

(b) Every member writes his idea independently and gives his opinion about the

best solution.

(c) After all the members have written their ideas, they are presented to the group

for discussion and evaluation.

(d) After discussion, the ideas are ranked in the order of priority by the members

and a general consensus is arrived at. If no decision is made, the voting and

ranking procedure is repeated until the final decision is concluded.
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3. Delphi Technique: This technique is useful where respondents are geographically

spread over large areas and do not have face-to-face interaction with each other. In

this technique, a questionnaire is prepared and mailed to the respondents. They fill

the questionnaire and mail it back to the sender. The results are tabulated and used

for designing a revised questionnaire. This is again sent to the respondents along

with the original results. This helps them in giving subsequent responses to the

questions. The process is repeated until the consensus is achieved on finding solution

to the problem.

Since this is a written form of finding solutions to the problems, the respondents express

their opinion freely. They are not pressurised by personal biases and prejudices.

However, this is a time consuming method of collecting responses and should be

used only if time for making decisions is not a constraint.

4. Synectics: This technique was introduced by William J. Gordon and was, therefore,

originally called the Gordon technique. Subsequently it came to be known as Synectics.

In this technique the leader of the group reveals the problem to the members of the

group so that they do not jump to conclusions in the first instance. Through gradual and

continuous interaction, the group members arrive at the best solution to the problem.

6.9 Summary

There are explain three types of problems that require decision-making:

1. Crisis: It is a situation which requires immediate attention of managers and

decisions to sovle the problems. For example, if workers go on strike,

management cannot sit back to think and take action. The problem needs to be

immediately resolved.

2. Non-crisis: These problems do not require immediate attention but can be

resolved over a period of time.

Most of the decisions that managers make relate to situations/ problems that are

non-crisis in nature. An employee who is regularly late for work represents a non-

crisis problem to be solved by managers. "A non-crisis problem is an issue that

requires resolution but does not simultaneously have the importance and

immediacy characteristics of a crisis."

3. Opportunity: The situations of crisis and non-crisis reflect difficulties or problems

for the organisation that need to be solved while opportunities offer ideas which

improve decision-making.

6.10 Questions for Exercise

1. Explain the concept of rational decision-making. Briefly describe the steps

involved in the process of rational decision-making.
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2. "Managers cannot be rational decision-makers in real life." Discuss.

3. Explain the role of decision-making in management.

4. "Decision-making is problem-solving in different situations." Discuss.

5. What is decision-making? What are the situations which require decision-making

by managers.

6. What are the steps involved in the process of decision-making?

7. "To decide is to adopt a course of action out of the available alternatives." Explain

in the light of decision-making process.

8. What do you mean by bounded rationality? What are its causes?

9. What is decision-making? How are programmed decisions different from non-

programmed decisions?

10. Explain various approaches to the decision-making?

11. What is the role of creativity in decision-making? Explain the creativity process.

12. What is meant by creativity in decision-making? State the various components

of creativity?

13. Define creativity. What are the techniques used by business managers for

promoting creativity.

14. State the various techniques of decision-making?

15. What are the traditional techniques of decision-making?

16. What are the modern techniques of decision-making?

17. "No manager can arrive at the rational or the best decision for solvling a given

problem". What are the various constraints that limit the ability of managers to

make the best decisions?

18. Explain the importance of decision-making in managerment.

19. "Decision-making is the primary task of manager." Discuss.
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