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Pepsi-Cola

When claims began surfacing across the country that syringes and hypodermic needles
had been found in cans of Pepsi, Pepsi-Cola Company made the choice to not close plants
or conduct a recall. Instead, the company mounted a major public relations campaign.

Pepsi-Cola's CEQ Craig Weatherup and his staff prepared video footage demonstrat-
ing the tamperproof features of Pepsi's canning process and sent the footage by satellite to
television stations across the nation. Weatherup himself tock to the ainwaves, appearing
on "Nightline,” “The McNeil-Lehrer Newshour,” and “Larry King Live,” to explain how
implausible it was for syringes to have been put intc Pepsi cans at the canning plants. At
one point, Weatherup appeared on “Nightline” together with Food and Drug
Administration Commissioner David Kessler. Though the FDA was cautioning consumers to
pour Pepsi into a glass before drinking, the agency did not feel that consumers were in
danger, nor was there evidence of nationwide tampering. The evidence that Pepsi, and
separately, the FDA presented weni a long way toward quelling public fears.

Explaining the decision not to issue a product recall, Weatherup said, a recall would
be “dishonest” since there had been ne injuries and not a single confirmed case of a
syringe found in an unopened can of Pepsi. A recall would alsc have been extremely
expensive for the company—but then, loss of consumer trust could have been even more
expensive in the long run. At Pepsi-Cola’s headquarters, a twelve member crisis manage-
ment team was working nearly around the clock. At least two dozen employees staffed
phone lines to take calls from waorried customers and bottlers. Some bottlers took their
own steps 1o quiet local fears. “Hell, we opened up our plant to everybody,” said James C.
Lee, Ir., chairman of Buffalo Rock Bettling Company in Birmingham, Alabama. “The Tv
staticns came over, and we showed ‘em we got 28 people doing quality cantrof ‘round
the clock.” '

Pepsi managers made the right choice, believing that syringes couldn't appear in
unopened cans of Pepsi. By allying itself with the FDA and responding quickly and openly
to consumer fears, Pepsi weathered the syringe-scare crisis with little damage. In fact, all
the publicity associated with the hoax, and the extra publicity Pepsi received in response to
it, may have benefited the company in the long run.’

decision making. First, managers must sometimes make decisions very quick-

ly in response to circumstances out of the contred of the organization. Second,
decisions can be risky and uncertain, without any guarantee of success. Weatherup
knew his decision not to conduct a recall could backfire if the company were unable
to convince consumers that Pepsi products were truly safe. Third, major decisions
are not made all at once. After Pepsi decided not to recall their product and instead
mount a massive public relations campaign, subsequent decisions had to be made
about how to do it. Decision implementation is crucial. Pepsi-Cola set up a crisis
management team, provided constant updates to botilers and customers nationwide,
set up consumer phone lines, ran ads, and decided that Weatherup was the best per-
son 1o appear publicly. The Pepsi-Cola example also shows that major organization-
al decisions are usually not made by a single manager. Though Craig Weatherup was
at the forefroni, he was talking daily with other managers and with his boss, Pepsi-
Co Chairman Wayne Calloway.

! | “he syringe scare at Pepsi-Cola provides several insights into organizational
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PURPOSE OF THIS CHAPTER

Decision-making processes can be thought of as the brain and nervous system of an
organization. Decision making is the end use of the information and control systems
described in Chapter 9. Decisions are made about organization strategy, structure,
innovation, and acquisitions. This chapter explores how organizations can and
should make decisions about these issues.

Although Pepsis decision worked well, many organizational decisions are
complete faitures. RCA intended to capture the video recorder market with its
Videodisc but instead lost nearly $500 million because the machine couldn® tape
television shows. The successlul hike maker Hufly made a $5 million mistake by
assuming its traditional sales outlets, such as K Mart and Toys ‘R’ Us, were appro-
priate for its new “Cross Spert” bike, priced 15 percent higher than other Huffy
models and aimed at adults looking for a specialty bike. Miller Brewing decided to
construct a $412 million, fully equipped brewery in Trenton, Ohio, which never
opened because the demand [or Miller beer did not increase as managers expected.?

At any time, an organization may be identifying problems and implementing
alternatives for hundreds of decisions. Organizations somehow muddle through
these processes.” The purpose here is to analyze these processes to learn what deci-
sion making is actually like in organizational settings.

The first section of this chapter defines decision making. The next section
examines how individual managers make decisions. Then several models of organi-
zational decision making are explored. Each model is used in a different organiza-
tional situation. The final section in this chapter combines the models into a single
framework that describes when and how they should be used and discusses special
issues, such as decision mistakes.

DEFINITIONS

Organizational decision making is formally detined as the process of identifying
and solving problems. The process contains two major stages. The problem identi-
fication stage is where information about environmental and organizational condi-
tions is menitored to determine if performance is satisfactory and to diagnose the
cause of shortcomings, The problem solution stage is where alternative courses of
action are considered and one zlternative is selected and implemented. At Pepsi-
Cola, problem identification was easy—Craig Weatherup realized the claims that
syringes had been found in cans of Pepsi could potentially devastate the companys
sales. The problem solution stage involved examining various courses of action,
deciding to launch a massive public relations campaign, and making subsequent
decisions about implementation.

Organizational decisions vary in complexity and can be categorized as pro-
grammed or nonprogrammed.* Programmed decisions are repetitive and well
defined, and procedures exist for vesolving the problem. They are well structured
because criteria of performance are normally clear, good information is available
about current performance, alternatives are easily specified, and there is relative
certainty that the chosen alternative will be successful. Examples of programmed
decisions include decision rules, such as when to replace an office copy machine,
when to reimburse managers for travel expenses, or whether an applicant has suf-
ficient qualifications for an assembly-line job. Many companies adopt rules based
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on experience with programmed decisions. For example, general pricing rules in
the restaurant industry are that food is marked up three times direct cost, beer four
times, and liquor six times. A rule for large hotels staffing banquets is to allow one
server per Lhirty guests for a sit-down function and one server per forty guests for
a buffer.”

Nonprogrammed decisions are novel and poorly defined, and no procedure
exists for solving the problem. They are used when an organization has not seen a
problem before and may not know how to respond, as happened with the Pepsi-
Cola syringe scare. Clear-cut decision criteria do not exist. Alternatives are fuzzy.
There is uncertainty about whether a proposed solution will solve the problem. The
decision at Pepsi-Cola against a recall and in favor of a campaign to calm consumer
fears was clearly a nonprogrammed decision. Pepsi Cola executives faced a dilem-
ma: clear evidence of danger, such as the traces of poisonous benzine found in
unopened Perrier several years earlier, would have required a recall, but such evi-
dence didn't exist. Typically, few aliernatives can be developed for a nonprogrammed
decision, so a single solution is custom-tailored to the problem.

Individual Decision Making ‘

Individual decision: making by managers can be described in two ways. First is the
rational approach, which suggests how managers should try to make decisions.
Second is the bounded rationality perspective, which describes how decisions
actually have to be made under severe time and resource constraints. The rational
approach is an ideal managers may work toward but never reach.

RATIONAL APPROACH

The rational approach to individual decision making stresses the need for systemat-
ic analysis of a problem followed by choice and implementation in a logical step-by-
step sequence. The rational approach was developed to guide individual decision
making because many managers were observed 1o be unsystematic and arbitrary in
their approach to organizational decisions. According to the rational approach, the
decision process can be broken down into the following eight steps.®

1. Monitor ihe decision environment.  In the first step, a manager monitors internal
and external information that will indicate deviations from planned or acceptable
behavior. He or she talks to colleagues and reviews financial statements, perfor-
mance evaluations, industry indices, competitors’ activities, and so forth. For
example, during the pressure-packed five-week Christmas season, Linda Koslow,
general manager of Marshall Fieldss Qakbrook, Illinais, store, checks out com-
petitors around the mall, eyeing whether they are marking down merchandise.
She also scans printouts of her stores previous day’s sales to learn what is or is
not moving,”

2. Define the decision problem.  The manager responds to deviations by identifying
essential details of the problem: where, when, who was involved, who was affect-
ed, and how current activities are influenced. For Koslow, this means defining
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whether store profits are low because overall sales are less than expected or
because certain lines of merchandise are not moving as expected.

. Specify decision objectives.  The manager determines what performance outcomes
should be achieved by a decision,

. Diagnose the problem. In this step, the manager digs below the surface to ana-
lyze the cause of the problem. Additional data may be gathered to facilitate this
diagnosis. Understanding the cause enables appropriate treatment. For Koslow at
Marshall Fields, the cause of slow sales may be competitors’ marking down of
merchandise or Marshall Fieldss failure to display hot-selling items in a visible
location,

. Develop alternative solutions.  Before a manager can move ahead with a decisive
action plan, he or she must have a clear understanding of the various options
available to achieve desired objectives, The manager may seek ideas and sugges-
tions from other people. Koslow’ alternatives for increasing profits could include
buying fresh merchandise, running a sale, or reducing the number of employees.
. Evaluate alternatives.  This step may involve the use of statistical techniques or per-
sonal experience £0 assess the probability of success. The merits of each alternative
are assessed as well as the preobability that it will reach the desired objectives.

. Choose the best alternative.  This step is the core of the decision process. The
manager uses his or her analysis of the problem, objectives, and alternatives to
select a single alternative that has the best chance for success. At Marshall Fields,
Koslow may choose to reduce the number of staff as a way to meet the profit goals
rather than increase advertising or markdowns.

. Implement the chosen alternative.  Finally, the manager uses managerial, adminis-
trative and persuasive abilities and gives directions to ensure that the decision is
carried out. The monitoring activity (step 1) begins again as soon as the solution
is implemented. For Linda Koslow, the decision cycle is a continuous process,
with new decisions made daily based on monitoring her environment for prob-
lems and opportunities.

The first four steps in this sequence are the problem identification stage, and

the next four are the problem solution stage of decision making, as indicated in
Exhibit 11.1. All eight steps normaily appear in a managers decision, although each
step may not be a distinct element. Managers may know from experience exactly
what to do in a situation, so one or more steps will be minimized. The following case
illustrates how the rational approach is used to make a decision about a personnel

problem.

 Problem identification -

1. Monitor the decision
environment

2. Define the decision
problem

3.5pecify decision
-objectives

" Problem Solution.. - -}

"4. Diagnose the problem- §

5. Develop alternative
solutions . . :
6. Evaluate alternatives
7.Choose the best
alternative :
8.Implement the chosen |
alternative
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IN PRACTICE* ] 1.1
Alberta Manufacturing

1. Monitor the dedision environment. It is Monday morning, and Joe DeFoe, one of
Alberta’s most skilled cutters, is absent again.

2. Define the decision problem.  This is the sixth consecutive Monday DeFoe has been
absent. Company policy forbids unexcused absenteeism, and Defoe has been warned
about his excessive absenteeism on the last three occasions. A final warning is in order
but can be delayed, if warranted.,

3. Specify decfsion objectives.  DeFoe should attend work requiarly and establish the
production and quality levels of which he is capable. The time period far solving the
problem is two weeks.

4. Diagnose the problem.  Discreet discussions with DeFoe's co-workers and information
gleaned frem Defoe indicate that Defoe has a drinking problem. He apparently uses
Mondays to dry out from weekend henders. Discussion with other company sources
confirms that DeFoe is a problem drinker.

5. Develop afternative solutions. (1) Fire DeFoe. (2) Issue a final warning without com-
ment. (3) {ssue a warning and accuse Defoe of being alcoholic to let him know you
are aware af his problem. (4) Talk with DeFoe to see if he will discuss his drinking. If
he admits he has a drinking problem, delay the firal warning and suggest that he
enroll i Alberta’s new employee assistance program for helping with personal prob-
lems, including alcohelism. (5) Talk with Defoe to see if he will discuss his drinking. If
he does not admit he has a drinking problem, let him know that the next absence will
cost him his joh, ‘

6. Evaluate alternatives. The cost of training a replacement is the same for each alter-
native. Alternative 1 ignores cost and other criteria. Alternatives 2 and 3 do not
adhere to company policy, which advocates counseling where appropriate. Alternative
4 is designed for the benefit of both DefFoe and the company. It might save a good
employee if DeFoe is willing to seek assistance. Alternative 5 is primarily for the bene-
fit of the company. A final warning might provide some initiative for Defoe te admit
ne has a drinking problem. If so, dismissal might be avoided, but further absences will
no lenger be tolerated.

7. Choose the best afternative. DeFoe does not admit that he has a drinking problem.
Choose alternative 5.

8. Implement the chosen alternative.  Write up the case and issue the final warning.®

In the preceding case, issuing the final waming to Joe DeFoe was a program-
mable decision. The standard of expected behavier was clearly defined, information
on the frequency and cause of DeFoe’s absence was readily available, and acceptable
alternatives and procedures were described. The rational procedure works best in
such cases, when the decision maker has sufficient time for an orderly, thoughtful
process. Moreover, Alberta Manufacturing had mechanisms in place to implement
the decision, once made.

When decisions are nonprogrammed, ill defined, and piling on top of one
another, the individual manager should still try 1o use the steps in the rational
approach, but he or she often will have to take short cuts by relying on intuition and
experience. Deviations from the rational approach are explained by the bounded
rationality perspective.
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BOUNDED RATIONALITY PERSPECTIVE

The point of the rational approach is that managers should try to use systematic pro-
cedures 1o arrive at good decisions. When organizations are facing little competition
and are dealing with well-understood issues, managers generally use rational proce-
dures to make decisions.” Yet research into managerial decision making shows man-
agers often are unable to follow an ideal procedure. In today’s competitive environ-
ment, decisions often must be made very quickly. Time pressure, a large number of
internal and external factors affecting a decision, and the ill-defined nature of many
problems make systematic analysis virtually impossible. Managers have only so
much time and mental capacity and, hence, cannot evaluate every goal, problem,
and alternative. The atternpt to be rational is bounded (limited) by the enormous
complexily of many problems. There is a fimit to how rational managers can be. For
example, an executive in a hurry may have a chaice of fifty ties on a rack but will
take the first or second one that matches his suit. The executive doesnt carefully
weigh all fifty alternatives because the short amount of time and the large number
of plausible aliernatives would be overwhelming. The manager simply selects the
first tie that solves the problem and moves on to the next task.

Large organizational decisions are not only too complex to fully comprehend,
but many other constraints impinge upon the decision maker, as illustrated in
Exhibit 11.2. The circumstances are ambiguous, requiring social support, a shared
perspective on what happens, and acceptance and agreement. For example, in a
study of the decision making surrounding the Cuban missile crisis, the executive
committee in the White House knew a problem existed but was unable to specify

Exhibit 11.2 Constraints and Trade-offs during Nonprogrammed Decision Making,

. ,,Ttégg.—'qff.,,u,,,,. .

personaf dec15|on s‘tyle
< and the. need 1o,
ey satisty emotlonat
needs cope wath pressure

Need for. acceptance

&g_agreement, shared Tradeoff ' . ., . ..

Source: Adapted {rom Irving L. Janis, Crucial Decisions (New York: Free Press, 1989); and A. L. George, Presiden-
tial Decision Making in Foreign Policy: The Effective Use of Information und Advice (Boulder, Colo: Westview Press,
1930).
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exact goals and objectives, The act of discussing the decision led to personal objec-
tions and finally to the discovery of desired objectives that helped clarify the desired
course of action and possible consequences.'® In addition, personal constraints—
such as decision style, work pressure, desire for prestige, or simple feelings of inse-
curity—may constrain either the search for alternatives or the acceptability of an
aiternative. All of these factors constrain a perfectly rational approach that should
lead to an obviously ideal choice.!! Recent research on the imporiance of personal
decision style is discussed in Book Mark 11.0. Even seemingly simple decisions,
such as selecting a job upon graduation from college, can quickly become so com-
plex that a bounded rationality approach is used. Graduating students have been
known to search for a job until they have two or three acceptable job offers, at which
point their search activity rapidly diminishes. Hundreds of firms may be available
for interviews, and two or three job offers are far short of the maximum number that
would be possible il students made the decision based on perfect rationality.

The bounded rationality perspective is often associated with intuitive decision
processes. In intuitive decision making, experience and judgment rather than
sequential logic or explicit reasoning are used to make decisions.!? Intuition is not
arbitrary or irrational because it is based on years of practice and hands-on experi-
ence, often stored in the subconscious.! Long experience with erganizational issues
provides managers with a gut feeling or hunch about which alternative will solve a
problem. Indeed, many universities are offering courses in creativity and intuition so
business students can learn to understand and rely on these processes.

In a sttuation of great complexity or ambiguity, previous experience and judg-
ment are needed to incorporate intangible elements.’* The intuitive processes may
be associated with both the problem identification and problem solution stages of a
decision. A study of manager problem finding showed that thirty of thirty-three
problems were ambiguous and ill defined.!® Bits and scraps of unrelated informa-
tion from informal sources resulted in a pattern in the manager’s mind. The manag-
er could not “prove” a problem existed but knew intuitively that a certain area need-
ed atrention. A too simple view of a complex problem is often associated with
decision failure,'® and research shows managers are more likely to respond intu-
itively to a perceived threat to the organization than to an opportunity!”

Although IDS Financial Services was very profitable and grew rapidly in the early
1990s, a manager perceived a high turnover rate among the company’ financial plan-
ners. He interpreted this as a weakness that could seriously threaten IDS’s position in
the increasingly competitive financial services industry. Other examples of problems
that might be discovered through informal, intuitive processes are the possibility of
impending legislation against the company, the need for a new product, customer dis-
satisfaction, and a need for reorganization by creating new departments.*®

Intuitive processes are also used in the problem solution stage. A survey found
that executives frequently made decisions without explicit reference to the impact
on profits or to other measurable outcomes.’® As we saw in Exhibit 11.2, many
intangible factors—such as a person’s concern about the support of other executives,
fear of faiiure, and social artitudes-—influence selection of the best alternative. These
factors cannot be quantified in a systematic way, so intuition guided the choice of a
solution. Managers may make a decision based upon what they sense to be right
rather than upon what they can document with hard data.

A number of important decisions, some quite famous, have been based on
hunch and intuition. One was film director George Lucas’s choice of Star Wars as the
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title of his film. Researchers who analyzed hard data warned him that the title would
turn away crowds at the box office.2® In another example, Ray Kroc felt that pur-
chasing the McDonald name for $2.7 million was highway robbery, but he knew
intuitively that he should pay whatever price was demanded, and he did.*’
Remember that the bounded rationality perspective applies mostly to nonpro-
grammed decisions. The novel, unclear, complex aspects of nonprogrammed deci-
sions mean hard data and logical procedutes are not available. A study of executive
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decision making found that managers simply could not use the rational approach for
nonprogrammed decisions, such as when to buy a CT scanner for an osteopathic
hospital or whether a city had a need for and could reasonably adopt a data pro-
cessing system.?2 In those cases, managers had limited time and resources, and some
factors simply couldnt be measured and analyzed. Trying to quantify such informa-
tion could cause mistakes because it may oversimplify decision criteria. When
Michael Eisner was president of Paramount Pictures, he learned to rely on intuition
for making nonprogrammed decistons. His decision approach was astonishingly
successful at Paramount and, more recently, at Disney.

IN PRACTICE ¢ ] 1.2
Paramount Pictures Corporation

When Barry Diller and Michael Eisner went to the movies, it wasn't for entertainment.
They were checking audience reaction on one of their new movies. Barry Diller was chair-
man and Michael Eisner was president of Paramount Pictures Corporation.

Some of Paramount’s successes under their leadership were Indiana Jonies and the
Temple of Doom, Raiders of the Lost Ark, An Officer and a Gentleman, Trading Places, 48
Hours, Flashdance, and Terms of Endearment. A major reasan for the string of hits was
the excellent choice of films. Paramount decision makers were attuned to the tastes of
eighteen- to twenty-four-year olds, who count most. Paramount had aiso gotten into
other ventures, such as selling its films to Showtime. And “Entertainment Tonight,”
Paramount’s entertainment-news TV show, was also hugely successful.

Why was Paramount so successful at selecting films? Diller and Eisner claim they
relied on gut reaction when picking films or other projects. Their tastes were shaped
while they were executives at ABC, where they were responsible for the “Movie of the
Week." Their experience paid off. Columbia Pictures, then a division of Coca-Cela, used
market research to identify what people want 1o see. "We don’t use Coca-Cola type
research. We think it's junk,” said Eisner. He thinks about what he likes, not what the
public likes. “If I ask Miss Middle America if she wants to see a movie about religion,
she'll say yes. If | say, ‘Do you want to see a movie about sex,’ she’ll say no. But she’ll be
lying.”

Experience is so impartant, Eisner said, because "you tend not to make the same
mistakes twice.” Eisner and Diller made their share of mistakes, and they frequently dis-
agreed about the right path. They hammered out the best decision and combined their
intuition through intense arguments. One bomb was The Keep, which ran for anly three
weeks. Flashdance went the other way because no one realized it would be a smash. The
experience of both successes and failures helped Diller and Fisner develop an intuition for
projects the public wanted.

Eisner’s remarkable success led to his selection as president of Disney. After he took
over, Disney’s studio, Touchstone, maved from last place to being a top studio in the
industry. Eisner’s intuitive decision skills have made two studios successful, an incredible
recerd in an unpredictable business,?3

Organizational Decision Making

Organizations are composed of managers who make decisions using both rational
and intuitive processes; but organization-level decisions are not usually made by a
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single manager. Many orpanizational decisions involve several managers. Problem
identification and problem solution involve many departments, multiple viewpoints,
and even other organizations, which are beyond the scope of an individual manager.
The processes by which decisions are made in organizations are influenced
by a number of factors, particulatly the organization’s own internal structures as
well as the degree of stability or instability of the external environment.?* Research
into organization-level decision making has identified four types of organization-
al decision-making processes: the management science approach, the Carnegie
model, the incremental decision process model, and the garbage can mocdel.

MANAGEMENT SCIENCE APPROACH

The management science approach to organizational decision making is the analog
to the rational approach by individual managers. Management science came into
being during World War I1.2° At that time, mathematical and statistical techniques
were applied to urgent, large-scale military problems that were beyond the ahility of
individual decision makers. Mathematicians, physicists, and operations researchers
used systerns analysis to develop artillery trajectories, antisubmarine strategies, and
bombing strategies such as salvoing (discharging multiple shells simultanecusly).
Consider the problem of a battleship trying to sink an enemy ship several miles away.
The calculation for aiming the battleship’s guns should consider distance, wind speed,
shell size, speed and direction of both ships, pitch and roll of the firing ship, and cur-
vature of the earth. Methods for performing such calcutations using trial and error
and intuition are not accurate, take far too long, and may never achieve success.

This is where management science came in. Analysts were able to identify the
relevant variables involved in aiming a ships guns and could model them with the
use of mathematical equations. Distance, speed, pitch, roll, shell size, and so on
could be calculated and entered into the equations. The answer was immediate, and
the guns could begin firing. Factors such as pitch and roll were soon measured
mechanically and fed directly into the targeting mechanism. Today, the human ele-
ment is completely removed from the targeting process. Radar picks up the target,
and the entire sequence is computed automatically.

Management science yielded astonishing success for many military problems.
This approach to decision making diflused into corporations and business schools,
where techniques were studied and elaborated. Today, many corporations have
assigned departments to use these techniques. The computer department develops
quantitative data for analysis. Operations research departments use mathematical
models to quantify relevant variables and develop a quantitative representation of
alternative solutions and the probability of each one solving the problem. These
departments also use such devices as linear programming, Bayesian statistics, PERT
charts, and computer simulations.

Managerment science is an excellent device lor organizational decision making
when probiems are analyzable and when the variables can be identified and mea-
sured. Mathematical models can contain a thousand or more variables, each one rel-
evant ir some way to the ultimate outcome. Management science techniques have
been used to correctly solve problems as diverse as finding the right spot for a
church camp, test marketing the first of a new family of products, drilling for oil,
and radically altering the distribution of telecommunications services.?® Other prob-
lems amenable to management science techniques are the scheduling of airline
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employees, telephone operators, and turnpike toll collectors.?? As illustrated in the
following case, management science techniques can also be applied to a situation as
complicated as scheduling ambulance technicians.

IN PRACTICE® ]1.3
Urgences Santé

Urgences Santé, the public agency respensible for coordinating ambuiance service in the
Montréal area, schedules vehicle time and working hours for approximately 80 ambu-
lances and 700 technicians. The agency does not own any of the vehicles or directly
employ any technicians, but rents these services from 15 private companies. Urgences
Santé wanted to optimize the schedule to keep costs as low as possible, realizing that,
with ambulance rental fees at $55 an hour, a daily excess of 10 hours represents more
than $200,000 a year.

Two types of calls require ambulance service—emergency calls from the public,
which occur randomly throughout the day and reguire immediate attention, and calls
from hospitals, which are concentrated in specific time periods and are generally not
urgent. In addition, demand for ambulance service is generally higher in the winter, but
with mare emergency calls on weekends during the summer months. Besides meeting
shifting demand, a number of other constrainis governed the design of a new schedule,
for example, the fair distribution of work hours among the 15 service companies; the
provisions of the union contract; the number of ambulances available; and the quality
and consistency of work schedules for technicians.

Urgences Santé applied mathematical formulations and technigues to first build
workday schedules for each type of day (weekday or weekend} for each seascn, then
equitably assign workdays to the 15 service companies, and finally to build individual
schedules for the 700 service technicians. The agency is able to create at least 85 percent
of the individual schedules automatically. Implementing the new system has had two pos-
itive effects. First, Urgences Santé was able to meet ambularice demand while cutting
rental hours per week by up to 110 hours, thus saving approximately $250,000 a year.
Second, the quality of the ambulance technicians' schedules has been vastly improved.
This has led to an increase in the number of full-time rather than part-time technicians
and a decrease in turnover for the service companies. impressed with these results,
Urgences Santé continues to use management science technigues to adapt to new
demands and shifts in operational methods.?#

Management science can accurately and quickly solve problems that have too
many explicit variables for human processing. This system is at its best when
applied to problems that are analyzable, are measurable, and can be structured in
a logical way.

Management science has also produced many failures.”® Part of the reason, as
discussed in Chapter 9, is thar quantitative data are not rich. Informal cues that indi-
cate the existence of problems have to be sensed on a more personal basis by man-
agers.®® The most sophisticated mathematical analyses are of no value if the impor-
tant factors cannot be quantified and included in the model. Such things as
competitor reactions, consumer “tastes,” and product “warmth” are qualitative

-dimensions. In these situations, the role of management science is to supplement

manager decision making. Quantitative results can be given to managers for discus-
sion and interpretation atong with their informal opinions, judgment, and intuition.
The final decision can include qualitative factors as well as quantitative calculations.
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CARNEGIE MODEL

The Carnegie model of organizational decision making is based upon the work of
Richard Cyert, James March, and Herbert Simon, who were all associated with
Carnegie-Mellon University.>! Their research helped formulate the bounded ratio-
nality approach to individual decision making as well as provide new insights about
organization decisions. Until their work, research in economics assumed that busi-
ness firms made decisions as a single entity, as i all relevant information were fun-
neled to the top decision maker for a choice. Research by the Camegie group indi-
cated that organization-level decisions involved many managers and that a [inal
choice was based on a coalition among those managers. A coalition is an alliance
among several managers who agree about organizational goals and problem prioti-
ties.3? It could include managers from line departments, stalf specialists, and even
external groups, such as powerful customers, bankers, or union representatives.

Management coalitions are needed during decision making for two reasons.
First, organizational goals are often ambiguous, and operative goals of departments
are often inconsistent, When goals are ambiguous and inconsistent, managers dis-
agree about problem priorities. They must bargain about problems and build a coali-
tion around the question of which problems to solve. For example, months of dis-
cussion, bargaining, and planning took place before Chrysler decided not to
abandon small-car production and began working on the new Neon.>3

The second reason for cealitions is thar individual managers intend to be ratio-
nal but function with human cognitive limitations and other constraints, as
described earlier, Managers do not have the time, resources, or mental capacity to
identify all dimensions and to process all information relevant to a decision. These
limitations lead to coalition-building behavior. Managers talk to each other and
exchange points of view to gather information and reduce ambiguity. People who
have relevant information or a stake in a decision outcome are consulted. Building
a coalition will lead to a decision that is supported by interested parties.

The process of coalition formation has several implications for organizational
decision behavior. First, as discussed in Chapter 2 on goals, decisions are made to
satisfice rather than to optimize problem solutions. The coalition will accept a solu-
tion that is perceived as satisfactory to all coalition members. Second, managers are
concerned with immediate problems and short-run solutions, They engage in what
Cyert and March called problemistic search.>* Problemistic search means managers
look around in the immediate environment for a solution to quickly resolve a prob-
lem. Managers don't expect a perfect solution when the sitvation is ill defined and
conflict-laden. This contrasts with the management science approach, which
assumes that analysis can uncover every reasonable alternative. The Carnegie model
says search behavior is just sufficient to produce a satislactory solution and that
managers typically adopt the {irst satisfactory solution that emerges. Third, discus-
ston and bargaining are especially important in the problem identification stage of
decision making. Unless coalition metnbers perceive a problem, action will not be
taken. The decision process described in the Carnegie model is summarized in
Exhibit 11.3.

The Carnegie model points out that building agreement through a manageri-
al coalition is a major part of organizational decision making. This is especially true
at upper management levels. Discussion and bargaining are time-consuming, so
search procedures are usually simple and the selected alternative satisfices rather
than optimizes problem solution. When problems are programmed—are clear and
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Exhibit 11.3  Choice Processes in the Carnegie Model.
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have been seen before—the organization will rely on previous praocedures and rou-
tines. Rules and procedures prevent the need for renewed coalition formation and
political bargaining. Nonprogrammed decisions, however, require bargaining and
conflict resolution.

One of the best and most visible coalition builders of recent years was former
President George Bush, who would seek a broad-based coalition at the start of an
important decision process. During the decision process regarding the Persian Gulf
War, President Bush kept up a barrage of personal calls and visits 1o world leaders
to gain agreement for his vision of forcing Saddam Hussein from Kuwait and for
shaping a “new warld order.”*?

When senior managers are unable to build a coalition around goals and
problem priorities, the results can be a disaster, as illustrated by the case of Arp
Insiruments.

IN PRACTICE ¢ 1.4
Arp Instruments, Inc.

When Arp Instruments was founded by Alan Pearlman in the late 1960s, it quickly
became the premier manufacturer of musical synthesizers (instruments that produce elec-
tronic music). Arp provided synthesizers to the stars, including Stevie Wonder, Paul
McCartney, Elton John, The Bee Gees, Kiss, and The Who. By the mid-1970s, Arp had 40
percent of the market, ahead of Moog synthesizers, and enjoyed preeminence in the
marketplace. By the early 1980s, Arp Instruments was dead, the victim of management
disagreement and infighting.

Arp was shaped by three individuals: Pearlman, chairman of the board; Louis G.
Pollock, legal counsel and chairman of the executive committee; and David Friend, presi-
dent. Each individual brought distinct goals and backgrounds to the company. Pearlman
was concerned with new technology and planning, Pollack was an entrepreneur who
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pushed new products, and Friend was a technical and musical whiz. The egos and goals of
the three frequently clashed. The men disagreed about which products to invest in, whether
the disco market would change the demand for synthesizers, and expense budgets,

As time passed, the division among the three intensified. tach man pursued his
own vision and would align himself with whoever would support his own ideas. Peariman
became increasingly alienated from his own company. The three managers kept one
another in the dark about their own plans.

The problem crystallized when Arp embarkec on the development of a guitar syn-
thesizer despite an uncertain demand and having only skills accumulated on keyboard
synthesizers. Friend pushed the idea, and Pearlman couldn't stop it, having lost his voice
at Arp. The infighting continued, and the guitar synthesizer, called the Avatar, was mar-
keted. The Avatar was an excellent product, but it flopped for lack of demand.

The disagreements among executives led ta bitter compremises and more product
failures. Lower-level managers and employees experienced chaos and conflicting signals.
The company could not focus itself sufficiently to adapt to the changing music world. The
lack of agreement translated into iousy management. A management consultant who
also served as a director knew where the blame should rest: “it's a sin. It's a tragedy to
see 3 beautiful little company, and two hundred jobs, go under because of bad manage-
ment. . . . All three of them—honest to God—they should physically have to go to jail
and serve six months for screwing up a beautiful thing like that.”3¢

The point of the Camegie model and the Arp case is that coalitions are need-
ed for strong performance. When top managers perceive a problem or want to make
a major decision, they need to reach agreement with other managers to support the
decision,*”

INCREMENTAL DECISION PROCESS MODEL

Henry Mintzberg and his associates at McGill University in Montreal approached
organizational decision making from a different perspective. They identified twenty-
five decisions made in organizations and traced the events associated with these
decisions from beginning to end.® Their research identified each step in the deci-
sion sequence. This approach to decision making, called the incremental decision
process model, places less emphasis on the political and social factors described in
the Carnegie model, but tells more about the structured sequence of activities under-
taken [rom the discovery of a problem to its solution.?®

Sample decisions in Minizbergs research included choosing which jet aircraft
to acquire for a regional airline, developing a new supper club, developing a new
container terminal in a harbor, identifying a new market for a deodorant, installing
a controversial new medical treatment in a hospital, and firing a star announcer.*”
The scope and importance of these decisions are revealed in the length of time taken
to complete them. Most of these decisions tock more than 2 year, and one-third of
them took more than two years, Most of these decisions were nonprogrammed and
required custom-designed solutions.

One discovery from this research is that major organization choices are usual-
ly a series of small choices that combine to produce the major decision. Thus, many
organizational decisions are a series of nibbles rather than a big bite. Organizations
move through several decision points and may hit barriers along the way. Mintzberg
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called these barriers decision interrupts. An interrupt may mean an organization has
to cycle back through a previous decision and try something new. Decision loops or
cycles are one way the organization learns which alternatives will work. The ultimate
solution may be very different from what was initially anticipated.

The pattern of decision stages discovered by Mintzberg and his associates is
shown in Exhibit 11.4. Each box indicates a possible step in the decision sequence.
The steps take place in three major decision phases: identification, development,
and selection. '

ldentification Phase The identification phase begins with recognition. Recognition
means one or more managers become aware of a problem and the need to make a
decision. Recognition is usually stimulated by a problem or an opportunity. A prob-
lern exists when elements in the external environment change or when internal per-
formance is perceived to be below standard. In the case of firing a radio announcer,
comments about the announcer came from listeners, other announcers, and adver-
tisers. Managers interpreted these cues until a pattern emerged that indicated a prob-
lem had i0 be dealt with.

The second step is diagnosis, which is where more information is gathered if
needed 1o define the problem situation. Diagnosis may be sysiematic or informal,
depending upon the severity of the problem. Severe problems do not have time for
extensive diagnosis; the response musi be immediate. Mild problems are usually
diagnosed in a more systematic manner.

Development Phase The development phase is when a solution is shaped to solve
the problem defined in the identification phase. The development of a solution takes
one of two directions. First, search procedures may be used to seek out alternatives
within the organization’ repertoire of solutions. For example, in the case of firing a
star announcer, managers asked what the radio station: had dene the last time an
announcer had to be let go. To conduct the search, organization participants may
look into their own memories, talk to ather managers, or examine the formal pro-
cedures of the organization.

The second direction of development is to design a custom solution. This hap-
pens when the problem is novel so that previous experience has no value. Mintzberg
found that in these cases, key decision makers have only a vague idea of the ideal
solution. Gradually, through a trial-and-error process, a custom-designed alternative
will emerge. Development of the solution is a groping, incremental procedure, build-
ing a solution brick by brick.

Selection Phase  The selection phase is when the solution is chosen. This phase
is not always a matter of making a clear choice among alternatives. In the case of
custom-made solutions, selection is more an evaluation of the single alternative
that seems feasible. '

Evaluation and choice may be accomplished in three ways. The judgment form
of selection is used when a final choice falls upon a single decision maker, and the
choice involves judgment based upon experience. In analysis, alternatives are evalu-
ated on a more systematic basis, such as with management science technicues.
Mintzberg found that most decisions did not involve systematic analysis and evalu-
ation of alternatives. Bargaining occurs when selection involves a group of decision
makers. Each decision maker may have a different stake in the outcome, so conflict
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emerges. Discussion and bargaining occur until a coalition is formed, as in the
Carnegie model described earlier.

When a decision is formally accepted by the organization, authorization takes
place. The decision may be passed up the hierarchy to the responsible hierarchical
level. Authorization is often routine because the expertise and knowledge rest with
the lower decision makers who identified the problem and developed the solution.
A few decisions are rejected because of implications not anticipated by lower-level
managers.

Dynamic Factors The lower part of the chart in Exhibit 11.4 shows lines running
back toward the beginning of the decision process. These lines represent loops or
cycles that take place in the decision process. Organizational decisions do not fol-
low an orderly progression from recognition through authorization. Minor prob-
lems arise that force a loop back 1o an earlier stage. These are decision interrupts.
If a custom-designed solution is perceived as unsatisfactory, the organization may
have 10 go back to the very beginning and reconsider whether the problem is truly
worlh solving. Feedback toops can be caused by problems of timing, politics, dis-
agreement among managers, inability to identify a feasible solution, turnover of
mariagers, or the sudden appearance of a new alternative. For example, when a
small Canadian airline made the decision to acquire jet aircraft, the board autho-
rized the decision, but shortly after, a new chief executive was brought in and he -
canceled the contract, recycling the decision back to the identification phase. He
accepted the diagnosis of the problem, but insisted upon a new search for alterna-
tives. Then a foreign airline went oul of business and two used aircraft became
available al a bargain price. This presented an unexpected option, and the chief
executive used his own judgment to authorize the purchase of the aircraft.*!

Since most decisions take place over an extended period of time, circum-
stances change. Decision making is a dynamic process that may require a number of
cycles before a problem is solved. An example of the incremental process and cycling
that can take place is illustrated in Gillette’s decision to create a new razor.

IN PRACTICE® ]]1.5
Gillette Company

A bright idea developed at Gillette Company's British research facility finally became the
Sensor razor thirteen years later, after more twists and turns than shaving a craggy face.
The bright idea was to create a thinner razor blade that would make Gillette's cartridges
easler 1o ciean (recognition). The technical development cost for the idea ran $200 million.

The technical demands of building a razor with thin blades and floating parts to
follow a man's face had several blind alleys. Engineers first tried to find established tech-
nigues {search, screen), but none fit the bill. One idea called for the blades to sit on tiny
rubber tubes, perhaps filled with fluid, but that was too costly and complicated to manu-
facture {(new option interrupt). Eventually, a prototype was built (design), and five
hundred men liked it. The next probiem was manufacturing (diagnasis), which again
required an entirely new process to laser weld each blade to a support (design).

Top management gave the go-ahead to develop manufacturing equipment {judg-
ment, authorization). Then a conflict broke out among two groups of Gillette executives.
One group wanted to orient the product toward inexpensive disposables, while the other
group fought for a heavier, more permanent razor {internal interrupt). Then Gillette was
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threatened with an outside takeover, reducing resources allocated to the project {external
interrupt). A new executive vice president made the choice to deemphasize disposables
(judgment). A nine-member task force was then authorized to live with the razor for fif-
teen months tc get it to market (authorization). Another $100 million was autherized for
advertising and marketing promotions.

The razor has been a smashing success, smoaothly sliding off shelves, and Gillette
expects to recover its huge investment in record time. Now Gillette is starting the process
over again, experimenting with a curved blade and perhaps a new ceramic blade, moving
ahead in increments until the new razcors are ready, probably not before the turn of the
century.*?

At Gillette, the identification phase occurred because executives were aware of
the need for a new razor and became aware of the idea for floating, thin blades. The
development phase was characterized by the trial-and-error custom design leading
to the Sensor. During the selection phase, certain approaches were found unaccept-
able, causing Gillette ro recycle back, redesign the razor, and reappraise whether it
should be a permanent or disposable razor. Advancing once again to the selection
phase, the Sensor passed the judgment of executives, and manufacturing and mar-
keting budgets were quickly authorized. This decision took thirteen years, reaching
completion in January 1990.

INTEGRATING THE INCREMENTAL PROCESS AND
CARNEGIE MODELS

At the beginning of this chapter, decision making was defined as occuiring in two
stages: problem identilication and problem solution. The Carnegie description of
coalition building is especially relevant for the problem identification stage. When
issues are ambiguous, or if managers disagree about problem severity, discussion,
negotiation, and coalition building are needed. Once agreement is reached about the
problem to be tackled, the organization can move toward a solution.

The incremental process model tends to emphasize the steps used to reach a
solution. Alter managers agree upon a problem, the step-by-step process is a way of
trying various solutions to see what will work. When problem solution is unclear, a
trial-and-error solution may be designed.

The two models do not disagree with one another. They describe how organi-
zations make decisions when either problem identification or solution is uncertain.
The application of these two models 1o the stages in the decision process is illus-
trated in Exhibit 11.5. When both parts of the decision process are highly uncertain
simulianeously, the erganization is in an extremely difficult pesition. Decision pro-
cesses in that situation may be a combination of Camegie and incremental process
models, and this combination may evolve into a situation described in the garbage
can model.

GARBAGE CAN MODEL

The garbage can model is one of the most recent and interesting descriptions of
crganizational decision processes. It is not directly comparable to the earlier models,
because the garbage can model deals with the pattem or flow of multiple decisions
within organizations, while the incremental and Carnegie models focus upon how a
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Exhibit 11.5 Organizational Decision Process When Either Problem Identification or Problem Solu-

tion Is Uncertain.
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single decision is made. The garbage can model helps you think of the whole orga-
nization and the frequent decisions being made by managers throughout.

Organized Anarchy The garbage can model was developed to explain the pattern
of decision making in organizations that experience extremely high uncertainty.
Michael Cohen, James March, and Johan Olsen, the originators of the model, called
the highly uncertain conditions an organized anarchy, which is an extremely
organic organization. ** Organized anarchies do not rely on the normal vertical hier-
archy of authority and bureaucratic decision rules. They are caused by three char-
acteriscs:

L. Problematic preferences. Goals, problems, alternatives, and solutions are ill
defined. Ambiguity characterizes each step of a decision process.

2. Unclear, poorly understood technology.  Cause-and-eflect relationships within the
organization are difficult to identify. An explicit data base that applies to decisions
is not available.

3. Turnover  Organizational positions experience turnover of participants. in addi-
tion, employees are busy and have only limited time 10 allocate to any one prob-
lem or decision. Participation in any given: decision will be fluid and limited.

The organized anarchy describes organizations characterized by rapid change
and a collegial, nonbureaucratic environment. No organization fits this extremely
organic circumstance all the time. Many organizations will occasionally find them-
selves in positions of making decisions under unclear, problematic circumstances.
The garbage can model is useful for understanding the pattern of these decisions.

Streams of Events The unique characteristic of the garbage can model is that the
decision process is not seen as a sequence of steps that begins with a problem and
ends with a solution. Indeed, problem identification and problem solution may not
be connected to each other. An idea may be proposed as a solution when no prob-
lem is specified. A problem may exist and never generate a solution. Decisions are
the outcome of independent streams of events within the organization. The four
streams relevant to organizational decision making are as follows:

1. Problems. Problems are points of dissatislaction with current activities and per-
formance. They represent a gap between desired performance and current activ-
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ities. Problems are perceived to require attention. However, they are distinct from
solutions and choices. A problem may lead to a proposed solution or it may not.
Problems may not be solved when solutions are adopted.

2. Potential solutions. A solution is an idea somebody proposes for adoption. Such
ideas form a flow of alternative solutions through the organization. [deas may be
brought into the organization by new personnel or may be invented by existing
personnel. Participants may simply be attracted to certain ideas and push them
as logical choices regardless of problems. Attraction to an idea may cause an
employee to look for a problem to which the idea can be attached and, hence,
justified. The point is that solutions exist independent of problems.

3. Participants. Organization participants are employees who come and go
throughout the organization. People are hired, reassigned, and fired. Participants
vary widely in their ideas, perception of problems, experience, values, and train-
ing. The problems and solutions recognized by one manager will differ from
those recognized by another manager.

4. Choice opportunities.  Choice opportunities are occasions when an organization
usually makes a decision. They occur when contracts are signed, people are
hired, or a new product is authorized. They also occur when the right mix of par-
ticipants, solutions, and problems exists. Thus, a manager who happened to learn
of a good idea may suddenly becorme aware of a problem to which it applies and,
hence, can provide the organizarion with a choice opportunity. Match-ups of
problems and solutions often result in decisions.

With the concept of four streams, the overall pattern of organizational decision
making takes on a random quality. Problems, solutions, participants, and choices all
flow through the organization. In one sense, the organization is a large garbage can
in which these streams are being stirred, as illustrated in Exhibit 11.6. When a prob-
lem, solution, and participant happen to connect at one point, a decision may be
made and the problem may be solved; but if the solution dees not fit the problem,
the problem may not be solved. Thus, when viewing the organization as a whole and
considering its high level of uncertainty, one sees problems arise that are not solved
and solutions tried that do not work. Organization decisions are disorderly and not
the result of a logical, step-by-step sequence. Events may be so ill defined and com-
plex that decisions, problems, and solutions act as independent events. When they
connect, some problems are solved, but many are not.**

Consequences Four consequences of the garbage can decision process for organi-
zational decision making are as follows:

1. Solutions may be proposed even when problems do not exist.  An employee may be
sold on an idea and may try to sell it to the rest of the organization. An example
was the adoption of computers by many organizations during the 1970s. The
computer was an exciting solution and was pushed by both computer manufac-
turers and systems analysts within organizations. The computer did not solve any
problems in those initial applications. Indeed, some computers caused more
problems than they solved.

2. Choices are made without solving problems. A choice such as creating a new
department may be made with the intention of solving a problem; but, under
conditions of high uncertainty, the choice may be incorrect. Moreover, many
choices just seem to happen. People decide to quit, the organization’s budger is
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cut, or a new policy bulletin is issued. These choices may be oriented toward
problems but do not necessarily solve them.

3. Problems may persist without being solved.  Organization participants get used to

certain problems and give up trying to solve them; or participants may not know
how to solve certain problems because the technology is unclear. A university in
Canada was placed on probation by the American Association of University Pro-
fessors because a professor had been denied tenure without due process. The pro-
bation was a nagging annoyance that the adminisirators wanted to remove. Fif-
teen years later, the nontenured professor died. The probation continues because
the university did not acquiesce to the demands of the heirs of the association to
reevaluate the case. The university would like 10 solve the problem, but admin-
istrators are not sure how, and they do not have the resources to allocate to it. The
probation problem persists without a solution.

4. A few problems are solved. The decision process does work in the aggregate. In

computer simulation models of the garbage can model, important problems were
often resolved. Solutions do connect with appropriate problems and participants
so that a good choice is made. Of course, not all problems are resolved when
choices are made, but the organization does move in the direction of problem
reduction.

The effects of independent strearns and the rather chaotic decision processes of

the garbage can model can be seen in the production of the classic film Casablanca.
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IN PRACTICE® ]]1.6
Casablanca

The public flocked to see Casablanca when it opened in 1942, The film won Academy
awards for best picture, best screenplay, and best director, and is recognized today by
film historians and the public alike as a classic. But up until the filming of the final
sceng, no one involved in the production of the now-famous story even knew how it
was going 1o end.

Everybody Comes to Rick's wasn't a very good play, but when it landed on Hal
Wallis's desk at Warner Brothers, Wallis spotted some hot-fram-the-headlines potential,
purchased the rights, and changed the name to Casablanca to capitalize on the geo-
graphical mystique the story offered. A series of negotiations led to casting Humphrey
Bogart as Rick, even though studio chief Jack Warner guestioned his romantic appeal.
The casting of Ingrid Bergman as |1sa was largely by accident. A fluke had left an opening
in her usually booked schedule. The screenplay still wasn't written.

Filming was chaotic. Writers made script changes and plot revisions daily. Actors
were unsure of how to develop their characterizations, so they just did whatever seemed
right at the time. For example, when Ingrid Bergman wanted to know which man
should get most of her on-screen attention, she was teld, “We don’t know yet—just
play it, well . . . in between.” Scenes were often filmed blindly with no idea of how they
were supposed to fit in the overall story. Amazingly, even when it came time to shoot
the climactic final scene, no one involved in the production seemed to know who would
“get the girl”; a legend still persists that two versions were written. During filming,
Bogart disagreed with director Michael Curtiz’s view that Rick should kiss 1lsa good-bye,
and Hal Wallis was summaned to mediate. Since the cast received their scripts only
hours before filming began, they couldn’t remember their lines, causing continual
delays.

Some industry analysts predicted disaster, but the haphazard process worked. Ingrid
Bergman plays it “in Between” just right. Bogart's characterization of Rick is perfect. The
tale of love and glory and heartbreaking romance couldn’t have been told better than it
was in Casablanca. In addition, fortuitous circumstances outside the studio contributed to
the film’s commercial success. Just eighteen days befare the premiere on Thanksgiving
Day, 1942, the Allies invaded North Africa and fought the Battle of Casablanca. Then,
when the film cpened nationwide, President Franklin D. Roosevelt and Prime Minister
Winston Churchill presided over the Casablanca Conference, a historical coincidence that
was clearly a boon to the film, hélping to push its initial gross to $3.7 million 45

The production of Casablanca was not a rational process that started with a
clear problemn and ended with a logical solution. Many events occured by chance
and were intertwined, which characlerizes the garbage can model. Everyone from
the director to the actors continuously added to the stream of new ideas to the story.
Some solutions were connected ta emerging problems: the original script arrived
just when Hal Wallis was locking for topical stories; and Bergman was surprisingly
available to be cast in the role of Tlsa. The actors (participants) daily made personal
choices regarding characterization that proved to be perfect for the story line. Other
events that contributed to Casablanca’s success were not even connected to the
film—for example, the invasion of North Africa only eighteen days before the pre-
miere. Overall, the production of Casablanca had a random, chancy flavor that is
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characteristic of the garbage can model. As evidenced by the films huge success and
continuing popularity after more than fifty years, the random, garbage can decision
process did not hun the film or the studic.

Contingency Decision-Making Framework

This chapter has covered several approaches to organizational decision making,
including management science, the Camnegie model, the incremental decision
process model, and the garbage can model. It has also discussed rational and intu-
itive decision processes used by individual managers. Fach decision approach is a
relarively accurate description of the actual decision process, yet all differ from each
other. Management science, for example, reflects a different set of decision assump-
tions and procedures than does the garbage can model.

One reason for having different approaches is that they appear in different
organizational situations. The use of an approach is contingent on the organization
setting. Two characteristics of organizations that determine the use of decision
approaches are (1) geal consensus and (2} technical knowledge about the means to
achieve those goals.*® Analyzing organizations along these two dimensions suggests
which approach will be used to make decisions.

GOAL CONSENSUS

Goal consensus refers to the agreement among managers about which organiza-
tional goals and outcomes to pursue. This variable ranges from complete agreement
to complete disagreement. When managers agree, the goals of the organization are
clear and so are standards ol performance. When managers disagree, organization
direction and performance expectations are in dispute. One example of goal uncer-
tainty occurred among cabinet members and presidential advisors during the Cuban
missile crisis. Participants fought intensely over what goals should be pursued.*”
Another example of goal uncertainty occurred within the Penn Central Railroad after
it went bankrupt. Some managets wanted to adopt the goal of becoming more effi-
cient and profitable as a railroad. Other managers wanted to diversify into other
businesses. Eventually, a strong coalition formed in favor of diversification, and that
goal was adopted. ' '

Goal consensus tends to be low when organizations are differentiated, as
described in Chapter 3. Recall that uncertain environments cause organizational
departments to differentiate from one another in goals and attitudes to specialize in
specific environmental sectors. This differentiation leads to disagreement and con-
flict about organizational goals. When differentiation among departments or divi-
sions is high, managers must make a special effort to build coalitions during deci-
sion making,

Goal consensus is especially important for the problem identification stage of
decision making. When goals are clear and agreed upon, they provide clear stan-
dards and expectations for performance. When goals are not agreed upon, problem
identification is uncertain and management attention must be focused on gaining
agreement about goals and problem priorities.
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TECHNICAL KNOWLEDGE

Technical knowledge refers to understanding and agreement about how to reach
organizational goals. This variable can range from complete agreement and certain-
ty to complete disagreement and uncertainty about cause-effect relationships lead-
ing to goal attainment. An example of low technical knowledge was reflected in mar-
ket strategies at 7-Up. The goal was clear and agreed upon—increase market share
from 6 percent to 7 percent, but the means for achieving this increase in market
share were not known or agreed upon. A few managers wanted to use discount pric-
ing in supermarkets. Other managers believed they should increase the number of
soda fountain outlets in restaurants and fast-food chains. A few other managers
insisted that the best approach was to increase advertising through radio and televi-
sion. Managers did not know what would cause an increase in market share. Fven-
rually, the advertising judgment prevailed at 7-Up, but it did not work very well. The
faiture of its decision reflected 7-Up’s low technical knowledge about how to achieve
its goal.

Technical knowledge is especially important to the problem-solution stage of deci-
sion making. When means are well understood, the appropriate alternatives can be
identified and calculated with some degree of certainty. When means are poorly
understeed, potential solutions are ill defined and uncertain. Intuition, judgment,
and trial and error become the basis for decisions.

CONTINGENCY FRAMEWORK

The contingency decision-making framework brings together the two organiza-
tional dimensions of goal consensus and technical knowledge. Exhibit 11.7 shows
how these two variables influence the decision situation. Goals and technical knowl-
edge determine the extent to which problem identification and selution stages are
uncertain. Depending on the situation, an organization may have to focus on gain-
ing goal consensus, increasing techmical knowledge, or both. Low uncertainty means
that rational, analytical procedures can be used. High uncertainty leads to greater use
of judgment, bargaining, and other less systematic procedures.

Exhibit 11.8 describes the contingency decision framework. Each cell repre-
sents an organizational situation that is appropriate for the decision making
approaches described in this chapter.

Cell 1 In cell 1 of Exhibit 11.8, rational decision procedures are used because
goals are agreed upon and cause-effect relationships are well understood. Decisions
can be made in a computational manner. Alternatives can be identified and the best
solution adepted through analysis and calculations. The rational models described
eartier in this chapter, both [or individuals and for the organization, are appropriate
when goals and technical means are well defined. When problems occur, a logical
process can be used to decide upon the solutions.

Cell 2 In cell 2, bargaining and compromise are used to reach consensus abour
goals and priorities. Diverse opinions are present in this situation. Achieving one
goal would mean the exclusion of another goal. The priorities given 1o respective
goals are decided through discussion, debate, and coalition building,
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Managers in this situation should use broad participation to achieve goal con-
sensus in the decision process. Opinions should be surtaced and discussed until
compromise is reached. The organization will not otherwise move forward as an
integrated unit. In the case of Penn Central Railroad, the diversification strategy was
eventually adopted, but only afier much bargaining. During the Cuban missile cri-
sis, debate finally led to the goal of establishing a blockade 1o prevent Soviet ships
from reaching Cuba. At Gillette, much debate surrounded the struggle between
executives f[avoring disposable versus penmanernt Sensor razors, eventually consoli-
dating toward the permanent.

The Carnegie model applies when there is dissension about organizational
goals. When groups within the organization disagree, or when the organization is in
conflict with constituencies (government regulators, suppliers, unions), bargaining
and negotiation are required. The bargaining strategy is especially relevant to the
problem identification stage of the decision process. Once bargaining and negotia-
tion are completed, the organization will have support {or one direction.

Cell 3 1In a cell 3 situation, goals and standards of performance are certain, but
alternative technical solutions are vague and uncertain. Techniques to solve a prob-
lem are ill defined and poorly understood. When an individual manager faces this
situation, inwition will be the decision guideline. The manager will rely on past
experience and judgment 1o make a decision. Rational, analytical approaches are not
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effective because the alternatives cannot be identified and calculated. Hard facts and
accurate information are not available.

The incremental decision process model reflects trial and error on the part of
the organization. Once a problem is identified, a sequence of small steps enables the
organization to leart: a solution. As new problems arise, the organization may recy-
cle back to an earlier peint and start over. Eventually, over a period of months or
years, the organization will acquire sufficient experience to solve the problem in a
satisfactory way. Solving the engineering and manufacturing problems for the Sen-
sor razor, described earlier, is an exampte of a cell 3 situation. Gillette engineers had
to use trial and error to develop an efficient manufacturing process.

The situation in cell 3, of senior managers agreeing about goals but not know-
ing how to achieve them, occurs frequently in business organizations. if managers
use incremental decisions in such situations, they will eventually acquire the tech-
nical knowledge to accomplish goals and solve problems.

Cell 4 The situation in cell 4, characterized by low consensus and low technical
knowledge, occurs infrequently but is difficult for decision making, An individual
manager making a decision under this high level of uncertainty can employ tech-
niques from both cell 2 and cell 3. The manager can attempt to build a coalition 1o
establish goals and priorities, and use judgment or trial and error 10 solve prohlems.
Additional techniques, such as inspiration and imitation, alsc may be required.
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Inspiration refers to an innovative, creative solution that is not reached by logical
means. Imitation means adopting a decision tried elsewhere in the hope that it will
work in this situation.

For example, in one university, accounting department faculty were unhappy
with their current circumstances but could not decide upon the direction the depart-
ment should go. Some facuity members wanted a greater research orientation, while
others wanted greater orientation toward business firms and accounting applica-
tions. The disagreement aboul goals was compounded because neither group was
sure about the best technique for achieving their goals. The ultimate solution was
inspirational on the part of the dean. An accounting research center was established
with funding from Big Eight accounting firms. The funding was used to finance
research activities for facuity interested in basic research and to provide contact with
business firms for other faculty The sclution provided a common goal and unified
people within the department to work toward that goal.

When an entire organization is characterized by low goal consensus and low
technical knowledge and many decisions are characterized by a high level of uncer-
tainty, elements of the garbage can model will appear. Managers may first try tech-
niques from both cells 2 and 3, but logical decision sequences starting with problem
identification and ending with problem solution will not occur. Potential solutions
will precede problems as often as problems precede solutions. In this situation, man-
agers should encourage widespread discussion of problems and idea proposals to
facilitate the opportunity to make choices. Eventually, through trial and error, the
organization will solve some problems.

Special Decision Circumstances ‘

In a highly competitive world beset by global competition and rapid change, deci-
sion making seldom fits the traditional rational, analytical model. To cope in today’s
world, managers must learn to make decisions fast, especially in high-velocity envi-
ronments, to learn from decision mistakes, and to avoid escalating commitment to
an unsatisfactory course of action.

HIGH-VELOCITY ENVIRONMENTS

In some industries today, the rate of competitive and technological change is so
extreme that markel data is either unavailable or obsolete, strategic windows open
and shut quickly, perhaps within a few months, and the cost of a decision error is
company failure. Recent research has examined how successful companies make
decisions in these high-velocity environments, especially to understand whether
organizations abandon rational approaches or have time for incremental imple-
mentation,*®

Comparing successful with unsuccessful decisions in high-velocity environ-
ments suggests the fo.llowing guidelines.

& Successful decision makers track information in real time to develop a deep and
intuitive grasp of the business. Two to three intense meetings per week with all
key players are usual. Decision makers track operating statistics about cash, scrap,
hacklog, work in process, and shipmenits to constantly feel the pulse of what is
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happening. Unsuccessful firms were more concerned with future planning and
forward-looking information, with only a loose grip on immediate happenings.

» During a major decision, successful companies began immediately to build mul-
tiple alternatives. Implementation may run in parallel before finally settling on a
tinal choice. Slow-decision companies developed only a single altermnative, mov-
ing to another only after the first one failed.

¢ Fast, successful decision makers sought advice from everyone and depended
heavily on one or two savvy, trusted colleagues as counselors. Slow companies
were unable to build trust and agreement among the best people.

o Fast companies involved everyone in the decision and tried for consensus; but if
consensus did not emerge, the top manager made the choice and moved ahead.
Waiting for everyone to be on board created more delays than warranted. Slow
companies delayed decisions to achieve a uniform consensus.

e Fast, successful choices were well integrated with other decisions and the overall
strategic direction of the company. Less successful choices considered the decision
in isolation from other decisions; the decision was made in the abstract.*?

When speed matters, a slow decision is as ineffective as the wrong decision. As
we discussed in Chapter 8, speed is a crucial competitive weapon in a growing num-
ber of industries, and companies can learn to make decisions fast. Managers must be
plugged into the pulse of the company, must seek consensus and advice, and then
be ready to take the risk and move ahead.

DECISION MISTAKES AND LEARNING

Organizational decisions produce many errors, especially when made under high
uncertainty. Managers simply cannot determine or predict which alternative will
solve a problem. In these cases, the organization must make the decision—and take
the risk—often in the spirit of trial and error. If an alternative fails, the organizarion
can learn from it and try another alternative that better lits the situation. Fach fail-
ure provides new information and learning. The point for managers is to move
ahead with the decision process despite the potential for mistakes. “Chaotic action
is preferable to orderly inaction.”?

[n many cases, managers have been encouraged to instill a climate of experi-
mentation, even foolishness, to facilitate creative decision making. If one idea fails,
another idea should be tried. For example, Tandy Corporation was disappointed in
sales through its 386 computer centers, which were set up to sell computers direct-
ly to businesses. However, Tandy learned what it had done wrong—retail stores did
not provide entry into the business market. Tandy is now experimenting in Dallas
with a direct-sales force that is headquartered at Infomart, the companys computer
merchandise outlet. Past mistakes are allowing Tandy to gradually encroach on IBM
and Apple as a major player in the business computer market. Failure often lays the
groundwork for success, as when technicians ar 3M developed Post-it Notes based
on a failed product—a not-very-sticky glue. Companies like Pepsi-Cola believe that
if all their new products succeed, they're doing something wrong, not taking the nec-
essary risks to develop new markets.>!

Only by making mistakes can managers and organizations go through the
process of decision learning and acquire sufficient experience and knowledge to
perform more effectively in the future. Robert Townsend, who was president at Avis
Corporation, gives the following advice:
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Admit your mistakes openly, maybe even joyfully. Encourage your associ-
ates to do likewise by commiserating with them. Never castigate. Babies
learn to walk by falling down. If you beat a baby every time he falls
down, he'll never care much for walking.

My batting average on decisions at Avis was no better than a .333. Two
out of every three decisions | made were wrong. But my mistakes were
discussed openly and most of them corrected with a little help from my
friends.>2

ESCALATING COMMITMENT

A much more dangerous mistake is Lo persist in a course of actien when it is
failing. Research suggests that organizations often continue to invest time and money
in a solution despite strong evidence that it is not werking. Two explanations are
given for why managers escalate commitment o a failing decision. The first is that
managers block or distort negative information when: they are personally responsi-
ble for a negative decision. They simply dont know when to pull the plug. In some
cases, they continue to throw good money after bad even when a strategy seems
incorrect.” An example of this distortion is the reaction at Borden when the com-
pany began losing customers [ollowing its refusal to lower prices on dairy products.
Whert the cost of raw milk dropped, Borden hoped to boost the profit margins of its
dairy products, convinced that customers would pay a premium {or the brand name.
Borden’s sales plummeted as low-priced competitors mopped up, but top executives
stuck with their premium pricing policy for almost a year. By then, the company’s
dairy division was operating at a severe loss, Other companies have done the same,
such as when Emery Air Freight Corporation acquired Consolidated Freightways,
Inc. In the year since acquiring Consolidated, Emery lost $100 million on it, but
executives were reluctant to admit it was a bad choice, believing things were about
to get better.®* Negative information ofien doesn’t sink in.

As another example, consider the increasing investment of the Canadian Impe-
rial Bank of Commerce in the ili-fated Canary Wharf projeci, an $8 billion develop-
ment in London’ remote Docklands area. CIBC had already lent over $1 billion for
Canary Wharf to the now-failed Olympia & York Developments Ltd. and its sub-
sidiaries. Despite loads of negative information that led CEO Al Flood to pronounce
Canary Wharf a project that “would not meet our lending criteria today,” CIBC
turned around and nvested an additional $36 million in the project. Flood said the
move was designed to “protect our investment . . . and try 1o make the project
work.”?> These additional millions now seem like a terrible choice.

A second explanation for escalating commitment to a failing decision is that
consistency and persistence are valued in contemporary sociely. Consistent man-
agers are considered hetter leaders than those who switch around from one course
of action to another. Even though organizations learn through trial and error, orga-
nizational norms value consistency. These norms may result in a course of actien
being maintained, resources being squandered, and leaming being inhibited.
Emphasis on consistent leadership was partly responsible for the Long Island Light-
ing Company’ refusal to change course in the construction of the Shoreham Nuclear
Power Plant, which was eventually abandoned—after an investment of more than
$5 billion—without ever having begun operation. Shoreham’s cost was estimated at
$75 million when the project was announced in 1966, but by the time a construc-
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tion permit was granted, LILCO had already spent $77 million. Opposition to
nuclear power was growing. Critics continued to decry the huge sums of money
being pumped into Shoreham. Customers complained that LILCO was culting back
on customer service and maintenance ol current operations. But Shoreham officials
seemed convinced that they would triumph in the end; their response to criticism
was, “1f people will just wait until the end, they are going to realize that this is 2 hell
of an investment.”

The end came in 1989, when a negetiated agreement with New York led
LILCO to abandon the $5.5 billion plant in return for rate increases and a $2.5 bil-
lion tax write-off. By the time Governor Mario Cuomo signed an agreement with the
company, LILCO had remained firmly committed to a losing course of action for
more than twenty three years.”®

Failure to admit a mistake and adopt a new course of action is far worse than
an attitude that encourages mistakes and learning. Based upon what has been said
about decision making in this chapter, one can expect companies to be ultimately
successful in their decision making by adepting a learning approach toward solu-
tions. They will make mistakes along the way, but they will resolve uncertainty
through the trial-and-error process.

‘Summary and Interpretation

The single most important idea in this chapter is that most organizational decisions
are not made in a logical, rational manner. Most decisions do not begin with the
careful analysis of a problem, [ollowed by systematic analysis of alternatives, and
finally implementation of a solution. On the contrary, decision processes are charac-
terized by contlict, coalition building, trial and exror, speed, and mistakes. Managers
operate under many constraints that limit rationality; hence, intuition and hunch
often are the criteria for choice.

Another important idea is that individuals make decisions, but organizational
decisions are not made by a single individual. Organizational decision making is a
social process. Only in rare circumstances do managers analyze problems and find
solutions by themselves. Many problems are not clear, so widespread discussion and
coalition building take place. Once goals and priorities are set, alternatives to achieve
those goals can be tried. When a manager does make an individual decision, it is
oftenr a small part of a larger decision process. Organizations solve big problems
through a series of small steps. A single manager may initiate one step but should be
aware of the larger decision process in which it is embedded. '

The greatest amount of conflict and coalition building occurs when goals are
not agreed upon. Pricrities must be established to indicate which goals are impor-
tant and what problems should be solved first. If a manager attacks a problem other
people do not agree with, the manager will lose support for the solution to be imple-
mented. Thus, time and activity should be spent building a coalition in the problem
identification stage of decision making. Then the organization can move toward
'solutions. Under conditions of iow technical knowledge, the solution unlolds as a
series of incremental trials that will gradually lead to an overall solution.

The most novel description of decision making is the garbage can model. This
model describes how decision processes can almost seem random in highly organic
organizations. Decisions, problems, ideas, and people tlow through organizations
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and mix together in various combinations. Through this process, the organization
gradually learns. Some problems may never be solved, but many are, and the orga-
nization will move toward maintaining and improving its level of performance.

Finally, many organizations must make decisions with speed, which means

staying in immediate touch with operations and the environment. Moreover, in an
uncertain world, organizations will make mistakes, and mistakes made through trial
and error should be encouraged. Encouraging trial-and-error increments facilitates
organizational learning. On the other hand, an unwillingness to change from a fail-
ing course of action can have serious negative consequences for an organization.
Norms for consistency and the desire to prove one’s decision correct can lead to con-
tinued investment in a useless course of action.

KEY CONCEPTS

bounded rationality perspective inspiration

Carnegie model intuitive decision making
coalition management science approach
contingency decision-making nonprogrammed decisions
framework organizational decision making
decision learning organized anarchy

escalaling commitment problem identification
garbage can model problem solution

goal consensus problemistic search

high velocity environment programmed decisions
Imitation rational approach

incremental decision process model technical knowledge

DISCUSSION QUESTIONS

L.

A professional economist ence told his class, “An individual decision maker should
process all relevant information and select the economically rational alternative.” Do you
agree? Why or why not?

2. Why is intuition used in decision making?

3. The Carnegie model emphasizes the need for a political coalition in the decision making

10.

process. When and why are coalitions necessary?

What are the three major phases in Mintzbergs incremental decision process model?
Why might an organization recycle through one or more phases of the model?

. An organization theorist once told her class, “Crganizations never make big decisions.

They make small decisions that eventually add up to a big decision.” Explain the logic
behind this statement.

. Why would managers in high-velocity environments worry more about the present than

the furure? Discuss.
How does goal consensus influence problem identification in an organization?

. Describe the four streams of events in the garbage can model of decision making. Why

are they considered to be independent?

. Are there decision-making situations in which managers should be expected to make the

“correct” decision? Are there situations in which decisien makers should be expected to
make mistakes? Discuss.

Why are decision mistakes usually accepted in orgamzations but penalized in college
courses and exams that are designed to train managers?
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* 'GUIDES TO ACTION e

As an organization manager keep these gutdes in mind:

L: Adopt’ decision processes to fit the orgamzauonal situation.

2. Use a rational decision approach-—computation, managemem science—
when a problern situation is weli understood. :

- 3. Use a coalition-building approach when orgaruzatmnal goais and problem
priorities are in conflict. When managers disagree about: priorities or the
true nature of the problem, they should discuss and seek agreement about
pnontles The Carnegie model emphasizes the ieed for building a coalition ,
‘and thaintaining agreement about goals and problems -

4. Take risks and move the company ahead by increments when a problem is’

defiried but solutions are uncertain. Try solunons step-by- step to learn
whether they work.

5. Apply both the Carnegie model and the 1ncrementa1 process model in a sit-
uation with low goal consensus and low te_ch_mcal knowledge. Decision
making may also employ garbage can procedures. Move the organization
toward better performance by proposing new ideas, spending timé work—‘,—‘

Cingin. 1mportant areas, and persisting with potential solutions. _

6. Track real-tinie mformatlon build multipte alternatives 51multaneously,
and try to involve everyone—but move ahead any'way when making dec1~'
sions in'a high- veloc1ty environment. o

7. Do not persist in a course of action that is falhng Some actions w111 not .

~work out if uncertainty is high, so encourage organizational Ieammg by
* readily trying hew aliernatives. Seek information and evidence that indi-
cates when a course of action is failing, and allocate resources to new ch01c—

" es rather than to unsuccessful ventures. :

Consider.these guidelines when analyzing the following case.

A4

The New Library*

Jefferson University is a sizable and complex institution with an enrollment of
more than ten thousand students in a number of undergraduate, graduate, and
professional programs. The formal organization of the senior administration is
shown in Exhibit 11.9.

Ralph White, the executive vice president, had called the meeting. “I've
asked each of you to look at the proposal for the new library for our health sci-
ences campus from your own points of view,” he said. “1 have to make my
recommendation to the president and the board tomorrow. What position should
we take?” Having posed the question, he sat back and listened.

*Excerpted from John A, Dunn, Jr., “Organizational Decision Making,” in Walter C. Swap
and Associates, eds., Group Decision Making (Beverly Hills: Sage, 1984}, pp. 280-310. Used
with permission.
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When the vice president [or development came in, the rest of the group was
sitting around the big table on the fourth floor of Jelferson Hall. “Evelyn,” said Al
Benson, the vice president for plant and services, “we’ve already set your target for
you.” Evelyn grinned; somehow, lately, all the big decisions seemed to rest on the
ability of her shop to find new money. This time, however, she wasn't sure she
could deliver.

The problem was the size of the project. Conversations about the need for a -
major library and learning resources center on the health sciences campus had
been going on for years. A fund-raising campaign had been started four years
before but, aside from about $3 million in majer gifts, had not produced anything
like the funds needed to cover the project. Changes in the medical school’s leader-
ship and in facuity ideas about the sort of lacility needed had muddied the water.

During those four years, a good deal of money had been spent on the preo-
ject. An architectural programmer had been hired to work with faculty members
and administrators in clarifying specifically of what the building should consist.
Schematic designs had been prepared. Fund-raising stafl had been hired and paid;
lots of proposals had been written, brochures prepared, prospecis identified and
solicited, trips made. The net result was that the expenses of the campaign had
eaten up a great deal of what had been raised; about a million was still due to be
collected in the future.

Mike Thomas, vice president and comptroller, did not let Evelyn forget the
cash-flow problem either. The bills had to be paid as they were incurred; much of
the fund-raising progress was in pledges; payments were dribbling in over a num-
ber of years. That meant Mike had to use other money to pay the bills, to be
refunded when and if the pledges were paid. The payment record was good, these
were major donors who honored their commitments. Mike could be pretty sure of
his repayments. There remained a related problem, however. Time was going by,

-and inflation was a major {actor. He was paying bills in current dollars; the
pledges, when they were paid, would be worth less, but the costs of the bulding
would be geing up—potentially leaving a gap in the financing,

There didnt seem to be much doubt about the need for the building, The
present library conditions were less thar marginal. The accrediration team for the
American Medical Association gave the school its accreditation, 1o be sure, but
only on the clear understanding that the new facility would be complete by time
of its next visit. The accreditation teams for the nursing and allied health schools
had also criticized the inadequacy of the facility and scape of the collection.
Working with expert consultants, the university librarian had developed a detailed
program for the needed facility.

The medical scheol also had an image problem. The aliied health school had
its own new building, constructed about ten: years ago. The nursing school was
building superb new facilities. The medical school, the “flagship” of the complex,
had never in its eighty years of existence had a new building. [t was housed in
converled manufacturing buildings. These made good laboratories, because they
were constructed to support sizable machinery; but the close columus and rela-
tively low ceilings made {or terrible classrooms. The recent advent of the nursing
school had required shochorning additional faculty members into already crowded
quarters. In an era when all three schools were trying to increase research activity,
there was a critical shortage of research lab space. Some of the functions that could
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be moved from present quarters into the new buiiding would free space that could
be converted 1o lab use (at additional capital cost, of course).

So the needs were clear, but the financing wasn't. Early cost estimates ranged
from $9 million to $15 million, depending on the size of the building and the mix
of componenis proposed for it. A site was acquired in a good central location. Cost
estimates kept rising as people got more and more enthusiastic about the possibili-
ties and as construction costs rose with inflation. Evelyn Leighton took over the
development division after the campaign had started, reviewed the discouraging
progress io date, changed the fund-raising staff, and set to work. Not much hap-
pened. There was an acting dean of the medical school at the time who, despite
his best efforts, could not be as effective as a permanent dean could be; and there
was still some general skepticism about the universitys ability to raise that kind of
money. Some of the alumni remembered the strenuous efforts that had been made
to raise funds for the new allied health tower and the disappointment when the
campaign fell far short. The building plans had (o be cut back; and for years, the
allied health students have had to carry an extra eight hundred dollars per student
per year on their tuition to pay the mortgages on the building.

This year, Dr. Peter Q. Foster was appointed dean of the medical school. He
had been the director of a major medically oriented foundation. A nationally
known researcher, he also brought strong administrative skills and high aspirations
to the city campus. He quickly realized the need for the new facility but added an
even more urgent dimenston to its importance. He and many of his health science
colleagues realized that the ways in which future health praciitioners and others
needed to have access to information was radically different from the past. They
should not be looking through card indices or thumbing through past issues of
periodicals; they should be inquiring directly from data bases by computer.
Nothing of that sort existed at the university, though there were, of course, com-
puter terminals in the library for accessing Medlines and other search services.

For the heaith schools, such developments had particular urgency. Each of
the schools is linked for educational purposes with many associated institutions.
The medical school has more than a dozen major teaching hospitals and an addi-
tional thirty hospitals with specialized programs. The health sciences schools could
and should provide core information access services to all these institutions, tying
them together into an even more effective teaching patient care network. The
development of the new library would provide that possibility. Unfortunately,
money doesn't come just because you need it.

Dr. Foster promptly undertook a serious study of the possibilities. An out-
side consulting group worked with a core group of medical school and central
administrative people in a [inancial feasibility study. Cost estimates for various
building sizes and configurations were prepared, starting at about $20 million and
going up to $35 million. Estimates of the incremental costs of operating the build-
ing were worked out; the added costs would raise the tuitions of all three of the
health sciences schools from eight hundred to thirteen hundred dollars per student
per year. The consultant, acknowledging the importance of the project, recom-
mended downsizing the building as much as possible, so as to bring it within the
capacity of Jefferson University to afford.

Then came an alwost incredible break. President Peterson and Evelyn
Leighton had over the course of two years been working quietly in Mexico with an
elderly, very wealthy medical school alumna. With long and patient work, she was
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persuaded to grant the school a total of $15 million through a private foundation.
Suddenly everyones moad brightened.

It was now clearly possible to build the building. The question of total size
remained. The huge grant was not enough. Would $23 million: be adequate? $25
million? $30 million? How much meore could the university raise? What would the
operating costs be, and who was going to pay them?

“Damn it, Evelyn, 1 think we ought to be going,” said Al, after reviewing the
fact sheets White had distributed. “"The old gal gave us enough to get started; but
we have to go through a formal application process to her foundation, and the
deadline for that is a month from now. It will take my people that long to get the
application done, once we've made our decision to go ahead. Our present estimate
is $23 million. There’s some room for slack in that, because we can always leave a
couple of administrative office floors unfinished if we have to, and we can save the
cost of the furmishings on those floors. Cant we raise the $8 million?”

“What about the operaiing costs of the new building?” asked Ralph White.

“They are going to be high,” said Jerry Murphy, the vice president for plan-
ning. “That building will add about $1.5 million to the budgets of the schools
every year. With six hundred medical students, six hundred allied health students,
and two hundred nursing students, that means more than one thousand dollars
per student per year. Maybe the medical students can stand it. The tuition is very
high there, but there are still a lot of people who want to get into medical school;
and the earning potential of the graduates is high. But interest in allied health is
slowing down, and their eamings aren’t as high; T dont want to see us sock anoth-
er thousand dollars on top of the eight hundred they are already paying for their
own building. And as for the nursing school, those tuitions are already incredibly
high; I'd hate to see us load anything more there. It's going to be hard enough to
* get the nursing school onto a balanced budget under the best of circumstances.”

Mike Thomas tock out his calculator. “Since we can only count on about 5
percent or 6 percent as a long-run payout rate on endowment, it would take an
endowment of $30 million o generate that $1.5 million annual income, if the stu-
dents aren't going to pay for it. Can you raise $38 million, Evelyn?”

“Come on, you guys,” replied Leighton. “We got you the $15 million. Give
us a little time and I think we can probably raise at least enough to cover the bal-
ance of the cost of the building. Psychologically, having the grant money in hand
helps us, because it gives a sense of reality 1o the whole project. This is the biggest
project we're going to have on the health sciences campus for many years. We can
do it. It may take some time, thats all.”

“Let me add one complexity,” said Murphy. “If all we were doing was to build
a conventional library building, we'd know how to do it. The building itself will
not be complicated; Al and his crew have a good handle on those costs. What
about the new technology? We're going to try communications and computer link-
ages that haven't been tried anywhere else. That means that there’s going to be
added systems development expense and some rather unusual equipment costs,
right? And we can pretty well bet that there are going to be some mistakes made;
we're not perfect; we don't have all the answers going in. My own guess is that we
could eastly add $1 million to $1.5 million in unanticipated systems development
costs to the project. When can we have any better handle on those costs?”

“Dr. Foster has several committees working on the program right now,” said
Al “The problem is that they may take some months thinking through all the
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pieces of this puzzle, and we have 10 make a decision very quickly. I can pretty
well specify the cash payment schedule for the building right now, though. Figure
about $100,000 per month starting in April when the project gets board approval,
and then after a year, figure $1 million per menth for the twenty-three months of
construction.”

Evelyn piped in, “Some of my staff has been warking with the National
Library of Medicine to see if we can get systems development support. They don't
have any money right now, but its possible that something may come through on
that in the {uture. We may also be able to get some support from computer manu-
facturers who'd like 1o be involved in the development so they could use the
technology elsewhere.”

“Evelyn, let’s come back to the fund-raising for a minute,” said White, “How
sure are you?”

My best guess is as follows: I can be 90 percent sure of raising $4 million; for
$6 million, 1 guess about 70 percent sure; for $8 million, about 50 percent sure. 1
think there is a chance we can go even higher—maybe $10 million, but thats very
risky. We should be able 1o get pledges in the next three years; most of those
pledges will be payable over three years. And just 1o anticipate Mike5 next ques-
tion, you should deduct about 8 percent to 15 percent from the total for
fund-raising costs.”

“You guys are all forgetting the problem of how we get from here to there,”
added Mike. “Al, you're going to be spending money on the building design and
then on the construction. We can draw down on the foundation grant pretty
quickly, but what do we do for the rest of the meney? Evelyn can’t guarantee that
she can raise it. And even if she does, you heard how long it% going to take, That
means 1 may not get some of my cash for six or seven years. We're awfully tight for
working capital now. We financed the classroom renovation project out of working
capital and the hockey rink as weil. And we havent yet raised the funds to pay for
those. There’ just so far 1 can stretch. I can borrow some from the banks, of
course, bul that will cost us at least one point over prime. Whos going to be pay-
ing those interest charges? They should be charged to the project, but that just
raises the total cost; the medical school operating budger is already tight and prob-
ably can't afford to absorb them.”

“Look, we're not getting anywhere,” said Murphy: “Al, you want to build the
building, and you've got time constraints. We need a decision now. Mike, you've
got real cash flow problems, and you're worried about whether or not we'll ever
raise the construction money. I'm concerned about the operating costs and rthe
unknowns in the systems development. Evelyns a born aptimist, but even she
cant guarantee how much she and the president and Dr. Foster can raise,
or when.”

Al boomed in: “Come on. 1 say we go ask the beard for approval of the $23
million project. Thats what Dr. Foster wants. We've got some flexibility within that
totzl to cut back if we need to—maybe $2 million. That gives Evelyn her fund-
raising target. And it gets us the building we've all been talking about, the best
thing thats happened to this place in years.”

“Okay,” said Ralph White. “You've brought out the impertant {actors. I think
we've chewed on this enough. I understand the various concerns around the table.
Now heres what 1 think T'll recommend to the president and the board: can you all
support a recommendation to. .. .~
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What is the problem in this case? What would you recommend to the president

and the board?
processes in this case?

library?

. Which decision models from this chapter can be used to explain the decision

. Can anything be done to improve the decision-making process about the new
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