The business executive Is by profession a
decision maker. Uncertainty is his opponent.
Overcoming it is his mission.

— JOHN McDoNALD
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Management in Action

CAN UBER OVERCOME ITS POOR DECISIONS?

Uber Technologies, Inc., the app-based ride-halling
service launched in San Franclsceo in 2010, claimed to
be “changing the logistical fabric of cities around the
world™ by allowing users to hall a ride via their smart-
phone. Since going global in 2013, the game-changing
company has provided fast access to two billion reli-
able rides for passengers in more than 540 cities in
70 countries around the world and enabled thousands
of independent drivers to earn a share of the fees.
Valued in early 2017 at $70 billion, Uber appears
to have made some smart decisions. lts managers’
aggressive business strategy put some competitors
like Sidecar out of business and put coslly pressure on
others like Lyft. The company took market share from
many cities’ venerable public transportation and tradi-
tional taxi services, often driving down the high price of
taxi medallions in the process. It introduced ride-sharing
options, started a delivery service, and began exploring
the possibility of bullding a fleet of self-driving cars.
However, Uber has also made decisions that dam-
aged its reputation and may threaten its future growth
and proiits. By Insisting its drivers are independent con-
tractors rather than employees, the company adopted
a risky business model whose legality was gquestioned.
It came under scrutiny in countries around the world
for conducting flawed background checks on drivers,
which put some riders’ safely at risk, Protests by taxi

“drivers forced it from some markets, such as Hungary

In the United States, the company was charged
with "fraudulent and arguably criminal conduct” for
investigating a lawyer and plaintiff who were suing the
company. Uber wrongly blamed human error when a

- self-driving test car ran a red light in San Francisco.

T

SAl Seib/los Angeles Times/Getty Images

When local taxi drivers protested President Trump's
first immigration order and Uber appeared to capitalize
by keeping its airport service rolling, criticism on social
media was scathing. The backlash also forced Travis
Kalanick, the company's founder and CEOQ, to resign
from the president’s Economic Advisory Council

Meanwhile, allegations by a female software engi-
neer at Uber about a heedless company culture rife
with sexism and harassment forced the company to
investigate. A report surfaced alleging that for years
the company misused a data-collecting tool to engage
in systematic deception intended to evade authori-
ties in Boston, Las Vegas, Paris, and other cities. And
a video of founder and CEQ Travis Kalanick dealing
angrily with an Uber driver's complalnt went viral, forc-
ing Kalanick to apologize publicly

It appears that Uber may need to reexamine its
management decision-making processes.’

Uber has transformed the ride-hailing and ride-sharing industries and perhaps is not
done innovating yet, but its management decisions have not always made friends for
the company. As you read this chapter, consider what makes decision making difficult,
and how managers can overcome those difficulties and make the right choices.
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Bottom Line The best managers make decisions constantly. Some are difficult and strategic, while others
You'll be making decisions are smaller decisions that affect day-to-day actions. Marie Robinson, the former chiefl logis-
constantly and often, under tics officer at Toys “R”™ Us, had to make sure toys arrived at the retailer’s 600 U.S. stores
time pressure. If you know and to online customers’ homes efficiently and on schedule. For routine decisions, toys
how to make good decisions  are shipped from either warehouses or stores based on which locations are most economi-
in a timely manner, you'll cal and have enough of the item in stock. Other decisions must be made in crisis mode.
deliver good results. When superstorm Sandy shut down transportation systems in the New York City region in

What makes @ management

z October 2012, Robinson learned that a ship loaded with merchandise for the holidays was
decision G "good” decision?

being rerouted from New Jersey to the Bahamas. She worked with the shipper, so that the

toys could still reach stores in time for Black Friday.” Robinson’s managerial led to fashion

@ @ @ @ @ retailer Michael Kors hiring her (without any experience in the fashion industry) in 2014 as
its new senior vice president of global operations.’

The typical organization has the potential to more than double its decision effectiveness

in terms of impact on financial results.® If you can’t make good decisions, you won't be an

effective manager. This chapter discusses what kinds of decisions managers [ace, how they
often make them, and how they should make them.

Characteristics of Managerial Decisions

LO 1 Managers face problems and opportunities constantly. Some situations that require a deci-
sion are relatively simple; others seem overwhelming. Some demand immediate action; oth-
ers take months or even years to unfold.

Actually, managers often ignore challenges.’ For several reasons, they avoid taking
action.® First, managers can't be sure how much time, energy, and trouble lie ahead once
they start working on an issuc. Second, getting involved is risky; tackling a problem but fail-
ing to solve it successfully can hurt a manager's track record. Third, because problems can

 beso perplexing, it is easier to procrastinate or to get busy with less demanding activities.
programmed decisions Managers may lack the insight, courage, or will to decide.
Decislons ehcowitered It is important to understand why decision making can be so challenging. Exhibit 3.1
and made before, having illustrates several characteristics of managerial decisions that contribute to their difficulty
objectively correct answers, ~ and pressure. Most managerial decisions lack structure and entail risk, uncertainty, and
and solvable by using simple  conflict.
rules, policies, or numerical

{ computations. Lack of Structure
|
‘ Lack of structure is the usual state of affairs in managerial decision making.” Although
‘ nonprogrammed some decisions are routine and clear-cut, for most there is no automatic procedure to follow.
decisions Problems are novel and unstructured, leaving the decision maker uncertain about how to
proceed.

New, novel, complex

' decisions having no proven An important distinction illustrating this point is between programmed and nonpro-

grammed decisions. Programmed decisions have been encountered and made before.

R They have objectively correct answers and can be solved by using simple rules, policies, or

numerical computations. If you face a programmed decision, a clear procedure or structure

exists for arriving at the right decision. For example, if you are a small-business owner and

Characteristics of must decide the amounts for your employees’ paychecks, you can use a formula—and if

Managerial Decisions the amounts are wrong, your employees will prove it to you.
Exhibit 3.2 gives some other examples.

7 If most important decisions were programmed, mana-

{ N ' Lack of 5 gerial life would be much easier. But managers typically

Rk 'w structure Gonit face nonprogrammed decisions: new, novel, complex deci-

. 1,\ ! / sions having no certain outcomes. They have a variety of

- ’ possible solutions, all of which have merits and drawbacks.
The decision maker must create or impose a method for




Programmed Decisions Nonprogrammed Decisions
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Problem Frequent, repetitive, routine. Much  Novel, unstructured, Much
certainty regarding cause-and- uncentainty regarding cause-and-
effect relationships. effect relationships.

Procedure Dependence on policies, rules, Necessity for creativity, intuition,
and definite procedures. tolerance for ambiguity, creative

problem solving.

Examples

Business firm

Policies to follow when posting
about the company on social
media.

Developing a new service for
different market.

University Number of course credits that Raising funds to add new
must be accumulated to graduate.  technology to classrooms.
Health care Procedure for admitting patients. Purchase of experimental
equipment.
Government  Merit system for promotion of Reorganization of state

state employees. government agencies.

SOQURCE: Adapted from Gibson, J., lvancevich, J. Donnelly, 1, Jr, and Konopaske, R., Organizations: Behavior,
Structure, Processes, 14th ed. New York: McGraw-Hill, 2011

making the decision; there is no predetermined structure on which to rely. As Exhibit 3.1
suggests, important, difficult decisions tend to be nonprogrammed, and they demand cre-
ative approaches.

Uncertainty and Risk

If you have all the information you need and can predict precisely the consequences of your
actions, you are operating under a condition of certainty.® Managers are expressing their
preference for certainty when they are not satisfied hearing about what might have hap-
pened or may happen and insist on hearing what did or will happen.” But perfect certainty
is rare. For important, nonprogrammed managerial decisions, uncertainty is the rule.

Uncertainty means the manager has insufficient information to know the consequences
of dilferent actions. Business people do not like uncertainty: it can hold them back from tak-
ing action. For example, uncertainty about the strength and timing of the economic recov-
ery made businesses slow to start hiring."’ But economies don't strengthen until consumer
demand picks up, which doesn't happen until employment rises.

When you can estimate the likelihood of various consequences but still do not know with
certainty what will happen, you are facing risk. Risk exists when the probability of an action
being successful is less than 100 percent and losses may occur. If the decision is the wrong
one, you may lose money. time, reputation, or other important assets.

Risk, like uncertainty, is a fact of life in managerial decision making. But this is not the
same as taking a risk. Although it sometimes seems as though risk takers are admired and
entrepreneurs and investors thrive on taking risks, the reality is that good decision makers
prefer to manage risk. They accept the fact that decisions have consequences entailing risk,
but they do everything they can to anticipate the risk, minimize it, and control it.

The stories detailed in “The Greatest Business Decisions of All Time" are creative
approaches to managing risk. A classic example is how Henry Ford, when facing high levels
of employee turnover and discontent, doubled workers’ pay and switched from two 9-hour
shifts to three 8-hour shifts per day. These improvements cost Ford $10 million but his
gamble paid off with higher retention rates and productivity levels.!! Ford could not have
known with certainty that his changes would work, but he assessed his options and took a
calculated risk.

EXHIBIT 3.2

Comparison of Types of
Decisions

certainty

The state that exists when
decision makers have
accurate and comprehensive
information.

uncertainty

The state that exists when
decision makers have
insufficient information.

risk

The state that exists when
the probability of success is
less than 100 percent and
losses may occur.
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Social Enterprise

When visiting Mpumalanga, South Africa, as a boy,
Saul Garlick was shocked at the village's lack of basic
resources: “The small rural village had nothing—no class-
rooms, no electricity, no water." He decided he wanted to
help. While still in high school, Garlick founded Student
Movement for Real Change (SMRC), a nonprofit whose
mission was to fight poverty by encouraging entrepreneur-
ship in villages in Africa. The organization recruited stu-
dents to "live with local families, hunt for water sources,
farm alongside villages and absorb day-to-day nuances
of life in a developing country with the goal of building
social businesses along with the local residents.”

As a nonprofit, the organization was funded through an
intermittent stream of donations from friends, family mem-
bers, and donors. SMRC started to grow. As a 23-year-old
who was working full time for the organization, Garlick
began to draw a salary and hired a recent graduate (o run
the daily operations. Even with the extra help, Garlick was
under constant pressure to raise enough funds to keep the
operation functioning when in fact he wanted to spend
more time doing the core work of the organization.

If he wanted to have a high-impact social enterprise,
Garlick needed a business model that could sustain itself.

Saul Garlick’s Social Enterprise: Nonprofit or For-Profit?

He believed that a market-based solution was his best
hope to help him reduce poverty in Africa, resulling in
his decision to buy out his nonprofit, SMRC, and launch
a for-profit social enterprise, ThinkImpact.

By borrowing an initial $450,000 from friends, family,
and angel investors, Garlick developed a growth strategy
to set Denver-based ThinkImpact on a profitable course.
The for-profit social enterprise developed an eight-week
program that brings students and entrepreneurs together
from universities and communities around the globe to
work with locals in villages in Rwanda, Panama, South
Africa, Kenya, and Ghana. The curriculum is designed
to spark the creative talents of individuals while develop-
ing their social problem-solving skills. ThinkImpact has
expanded into funding, supporting, and launching new
social enterprises. Since its inception, ThinkImpact’s
entrepreneurs and scholars have formed 192 social enter-
prises in such areas as sustainable agriculture, basic
health, and engineering and tech businesses.

The belicf that continues to inspire Saul Garlick and
those involved in ThinkImpact is that social enterprises
and the experience of building them together can change
lives forever.!?

A more recent example is how National Geographic launched a contest over social media
to gather user-generated travel content. Named the “Wanderlust™” contest, over 52,000
people shared photos and videos of their travels. In exchange for this content, Narional
Geographic offered a chance to win a photo expedition to Yosemite National Park. By involv-
ing users in this contest, the organization reduced risk by learning firsthand about current
travelers’ passions with regard to memorable moments. This information will help Narional
Geographic align more precisely its content with users’ interests."”

Conflict

Important decisions are even more difficult because of the conflicts managers face. Conflict,
which exists when a manager must consider opposing pressures from different sources,
occurs at two levels.

First, individual decision makers experience psychological conflict when several options
are attractive or when none of the options is attractive. For instance, a manager may have
to decide whom to lay off when she doesn’t want to lay off anyone. Or she may have three
promising job applicants for one position—but choosing one means she has to reject the
other two.

Second, conflict arises between people. A chief financial officer argues in favor of
increasing long-term debt to finance an acquisition. The chief executive officer, however,
prefers to minimize such debt and find the funds elsewhere. A marketing department wants
more product lines to sell, and the engineers want higher-quality products, But the produc-
tion people want to lower costs by having longer production runs of fewer products with no
\ changes. Few decisions are without conflict.

conflict

Opposing pressures from
different sources, occurring
on the level of psychological
conflict or conflict between
individuals or groups.
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In the “Social Enterprise” feature, how much “structure” and how many programmed
decisions do you see? Try to identify and describe the uncertainties, risks, and potential
conflicts in the major unprogrammed decisions.
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The Phases of Decision Making

Faced with these challenges, how can you make good decisions? The ideal decision-making
process includes six phases. As Exhibit 3.3 illustrates, decision makers should (1) iden-
tify and diagnose the problem, (2) generate alternative solutions, (3) evaluate alternatives,
(4) make the choice, (5) implement the decision, and (6) evaluate the decision.

Identifying and Diagnosing the Problem

The first phase in the decision-making process is (o recognize that a problem exists and
must be solved. Typically, a manager realizes some discrepancy between the current state
(the way things are) and a desired state (the way things ought to be). Such discrepancies—
say, in organizational or unit performance—may be detected by comparing current perfor-
mance against (1) pasr performance, (2) the current performance of orher organizations or
units, or (3) fuiure expected performance as determined by plans and forecasts.”

The “problem” may be an opportunity that can be exploited with appropriate action. In
that case, decisions involve choosing how to seize the opportunity. To recognize important
opportunities as a manager, you will need to understand your company's macro- and com-
petitive environments (described in Chapter 2).

Recognizing that a problem (or opportunity) exists is only the beginning of this phase.
The decision maker must dig in deeper and attempt to analyze its possible causes. For
example, a sales manager knows that sales have dropped drastically. 1f he is leaving the com-
pany soon or believes the decreased sales volume is due to the economy (which he can't do
anything about), he won't take action. But if he does try to solve the problem, he should not
automatically reprimand his sales staff, add new people, or increase the advertising budget.
He must analyze why sales are down and then develop a solution appropriate to his analysis.
Asking why. of yourself and others, is essential to understanding the real problem.

Michael Ortner and Rakesh Chilakapati cofounded a company called Capterra, which
created an online directory of companies that sell business software. Their problem was that
they wanted to bring more traffic to their website; more listings would make the site more
valuable to buyers, and more buyers would make the site more atlractive to vendors. "

The company asked why traffic was low by surveying the directory’s users. Buyers wanted
to see reviews of vendors: the underlying problem was that the website lacked a key feature
that buyers would find helpful.'®

Exhibit 3.4 lists some useful questions to ask and answer in this phase."

Generating Alternative Solutions

The second phase of decision making links problem diagnosis to the development of alter-

native courses of action aimed at solving the problem. Managers generate at least some
18

alternative solutions based on past experiences.

5 dentify and
diagnose
the

LO 2

EXHIBIT 3.3

The Phases of Decision
Making
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EXHIBIT 3.4
Questions for Problem
Identification and
Diagnosis

ready-made solutions

Ideas that have been seen
or tried before.

Foundations of Management

How can you best describe the difference betwe sally happening and what

should be happening?
What is/are the cause(s) of the deviation?
What short- and long-term goals need to be met?

Which goals are absolutely critical to the success of ¢

custom-made solutions

New, creative solutions
designed specifically for the
problem.

When it comes to generating alternatives, the
first one that comes to mind may not be the

Solutions range from ready-made to custom-made.” Decision makers who employ
ready-made solutions use ideas they have tried before or follow the advice of others who have
faced similar problems. Custom-made solutions, by contrast. must be designed for specific
problems. This technique often combines ideas into new, creative solutions.

For example, IDEO, a design and innovation firm, helped its start-up-in-residence,
PillPack, to change how customers of advanced age, of limited mobility, or with serious ill-
nesses interact with their pharmacy. PillPack launched a simple, fast home-delivery service
that sorts patients’ multiple prescriptions and overthe-counter medicines into packets that
are organized by the date and time they should be taken. Pills arrive in an organized, recy-
clable dispenser with a label that includes an image of the pill. Customers can coordinate
refills with or ask questions of PillPack’s pharmacists via phone or e-mail on a 24/7 basis.
There is no charge for the packaging and delivery service.””

Potentially, custom-made solutions can be devised for any challenge. Later in the chap-
ter, we will discuss how to generate creative ideas.

Often, many more alternatives are available than managers realize. For example, what
would you do if one of your competitors reduced prices? Managers sometimes assume that
cutting prices in response to a competitor’s price cuts is their only option, but it is not.
Alternatives include conveying consumer risks of low-priced products, building awareness
of your products’ features and overall quality, and communicating your cost advantage to
your competitors so they realize that they can't win a price war. If you do decide to cut your
price as a last resort, do it fast; if you do it slowly, your competitors will gain sales in the
meantime, which may embolden them to employ the same tactic again in the future.”

Returning to the example of Capterra, Michael Ortner was eager to launch the product
reviews, but Rakesh Chilakapati, the company’s technology manager at the time, wanted to
proceed cautiously because of the time and expense required to add the feature, along with
fear that some vendors would get bad reviews and
leave the directory. So to generate alternatives, the
two partners studied existing websites with product
reviews (for example, Amazon, eBay, and Edmunds.
com). They identified a variety of ways to offer
reviewing features. They could simply post testimo-
nials from satisfied customers. They could allow or
forbid anonymous comments. They could require reviewers to list both positive and negative
points. The big question that remained was whether the features attractive to buyers would
repel sellers.”?

best one.

Evaluating Alternatives

The third phase of decision making involves determining the value or adequacy of the alter-
natives that were generated. Which solution will be the best?

Especially when decisions are important, alternatives should be evaluated with careful
thought and logic. Fundamental to this process is to predict the consequences that will
occur if the different options are put into effect, Managers should consider several types of
consequences, including quantifiable measures of success such as lower costs, higher sales,
lower employee turnover, and higher profits.

At Capterra, the evaluation of alternatives weighed the expected impact of reviews
on buyers against the expected impact on vendors. Posting testimonials instead of invit-
ing reviews seemed likely to protect the goodwill of vendors, but this one-sided approach
seemed unlikely to satisfy buyers, so the founders doubted it would have much effect on
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Which goals does each alternative meet and fail to meet?
Which alternatives are most acceptable to you and to other important stakeholders?

If several alternatives might solve the problem, which can be implemented at the lowest
cost or greatest profit?

If no alternative achieves all your goals, can two or more of the best ones be combined?

traffic overall. Anonymous reviews seemed risky because vendors’ competitors could abuse
the system, so they dropped that alternative. Requiring both pros and cons in the reviews
would encourage balanced information about vendors, an apparent plus. But Ortner knew
that many vendors still worried about the risk of negative reviews.”

An important technology affecting the analysis of alternatives is the ability to collect and
analyze big data. The term refers to massive amounts of structured and unstructured data
that exceed the capabilities of a traditional computer database. Businesses today can gather
details about Internet usage, consumer behavior, and employee skills and activities, among
many other things. Organizations can store the data, search it for patterns or trends, and
analyze it to identify alternatives that previously would have gone unnoticed.

Evaluation that would have relied heavily on intuition or experience now can be data-
driven. For example, companies are using big data to make more effective decisions about
pay. General Electric uses data analytics to help digital wind farms achieve better efficien-
cies. By using data to optimize the angle of its turbines, GE can produce up to 10 percent
more energy off the same amount of wind.**

To evaluate alternatives, refer to your original goals, defined in the first phase. Next, you
should consider the questions in Exhibit 3.5.

Several additional questions help:25

Is our information about alternatives complete and current? If not, can we get more and
better information?

Chupter 3 79

EXHIBIT 3.5

Questions for Evaluating
Alternatives

contingency plans

Alternative courses of action
that can be implemented
based on how the future
unfolds.

Does the alternative meet our primary objectives?
What problems could we have if we implement the alternative?

Of course, results cannot be forecast with perfect accuracy. But some-
times decision makers can build in safeguards against an uncertain future
by considering the potential consequences of several scenarios. Then they
generate contingency plans—alternative courses of action that can be imple-
mented depending on how the future unfolds.

For example, during an economic crisis when it is unclear when a recov-
ery might begin and how strong it will be or what shape it will take, the range
of potential outcomes is wide, and many companies will not survive. Firms
could consider at least four scenarios:>®

1. A most optimistic scenario in which trade and capital flows
resume, further recession is averted, globalization stays on course,
and developed and emerging cconomics continue to integrate as
confidence rebounds quickly.

2. A battered-but-resilient scenario in which the recession continues
for a long period, recovery is slow, confidence is shaken but does
rebound, and globalization slowly gets back on course.

3. Stalled globalization. in which the global recession is significant, the
intensity varies greatly from nation to nation, but overall growth is
slow.

4. A long freeze, in which the recession lasts more than five vears,
economies everywhere stagnate, and globalization goes into reverse.

As you read this, what economic scenario is unfolding? What are the important current
events and trends? What scenarios could evolve six or eight years from now? How will you
prepare?

Some decisions do not work

oul Although this can surprise

and frustrate, you should have
contingency plans that will help
you still schieve your desired goals,

SYurl Arcurs/Alamy Stock Photo RF
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The process of considering multiple scenarios
raises important “what if” questions for
decision makers and highlights the need for

maximizing

A decision realizing the best
possible outcome.

satisficing

Choosing an option that

is acceptable, although
not necessarily the best or
perfect.

optimizing
Achieving the best possible

balance among several
goals.

Foundations of Management

Making the Choice

Once you have considered the possible consequences of your options, it is time to make
your decision. The temptation to overanalyze can lead to paralysis by analysis—that is, inde-
cisiveness caused by too much analysis. When it comes time to decide, assertive decision
making can help an organization seize new opportunities or thwart challenges.

Indecisiveness became a risk at Capterra because Ortner and Chilakapati had conflict-
ing worries. Oriner continued to see the lack of reviews as a missed opportunity, whereas
Chilakapati remained focused on the risks of adding
this feature. Ortner further researched the situation
by calling vendors who had expressed concerns about
reviews; he became convinced that they, too, were
simply not seeing the opportunities of this additional
feature and would come around when experience
showed them the value. Finally, after three months
of debate, Ortner was enjoying his regular five-mile
run when he concluded that the analysis had to end,
and he must make a decision. As president, he made the final call, respecting Chilakapati’s
concerns but announcing that it was time to try the reviews.”’

As you make your decision, important guiding concepts include maximizing, satisficing,
and optimizing.”*

Maximizing is achieving the best possible outcome. The maximizing decision realizes
the greatest positive consequences and the fewest negative consequences. In other words,
maximizing results in the greatest benefit at the lowest cost, with the largest expected total
return. Maximizing requires searching thoroughly for a complete range of alternatives, care-
fully assessing each alternative, comparing one to another, and then choosing or creating
the very bestL

Satisficing is choosing the first option that is minimally acceptable or adequate. When
you satisfice, you compare your choice against your goal, not against other options.
Satisficing means that a search for alternatives stops after you find one that is okay. You do
not expend the time or energy to gather more information. Instead you make the expedient
decision based on readily available information.

Let’s say you are purchasing new equipment, and your goal is to avoid spending too
much money. You would be maximizing if you checked out all your options and their prices
and then bought the cheapest one that met vour performance requirements. But you would
be satisficing if you bought the first adequate option that was within your budget and failed
to look for less expensive options.

Satisficing is sometimes a result of laziness; other times, there is no other known option
because time is short, information is unavailable, or other constraints make maximizing
impossible. When the consequences are not huge, satisficing can even be the ideal approach.
But in other situations, when managers satisfice, they fail to consider options that might be
better.

Optimizing means that you achieve the best possible balance among several goals.
Perhaps. in purchasing equipment, you are interested in quality and durability as well as
price. So instead of buying the cheapest piece of equipment that works, you buy the one
with the best combination of attributes, even though there may be options that are better
on the price criterion and others that are better on the quality and durability criteria. The
same idea applies to achieving business goals: One marketing strategy could maximize sales,
whereas a different strategy might maximize profit. An optimizing strategy is the one that
achieves the best balance among multiple goals.

contingency plans.

Implementing the Decision

The decision-making process does not end once you make a choice. The chosen alterna-
tive must be implemented. Sometimes the people involved in making the choice are the
same people who put it into effect. At other times, they delegate the responsibility for
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Susan Fowler kept meticulous records of the vear she
worked for Uber as a software engineer. During that
time she was an exemplary employee but reportedly
faced repeated instances of sexism and sexusl harass-
ment, only to see the offending managers let off with a
reprimand ‘at best. Semetimes-her complaints to human
resources were denled, sometimes they were belittled
and minimized as a "first offense” and at other times,
according lo the revealing blog post she wrote later,
Fowler was told she herself was the problem. When she
resigned in December 2016, from what she called “an
organization in complete, unrelenting chaos,” it was after
a transfer she requested was secretly blocked and she
was told she could be fired for reporting a manager who
discriminated against her.

Such dismissal is illegal. During Fowler's time at the
ride-hailing company, she says she saw the percentage
of women employees dwindle from 25 percent ta about
6 percent,

Fowler's: explosive blog post also included allega-
tions that brutally. competitive behavior originated with
the company’s top managers: “It seemed like every man-
ager was fighting their peers and attempting to undermine
their direct supervisor so that they could have their direct

A HUGE PROBLEM AT UBER

supervisor's job. . . . They boasted about it in meetings,
told thelr direct reports about it, and the like.”

Her accusations sparked an immediate reaction from
the company’s founder, Travis Kalanick. At a meeting of all
employees, Kalanick announced a thorough investigation
into the company culture, to be led by former U.S. attomney
general Eric Holder and board member Ariana Huffington
(founder of Huffington Post). "I am authentically and fully
dedicated to gelting 1o the bottom of this,” Kalanick said.

And in a separate meeting with female employees,
Kalanick reportedly said, “There are people in this room
who have experienced things that are incredibly unjust. |
want to root out the injustice. | want to get at the people
who are making this place a bad place. And you have my
commitment.”?

« Why do you think it took so long for Uber’s manage-
ment to recognize that the company had a problematic
corporate culture? What Indications of the problem did
it apparently overlook?

« Assuming the investigation confirms that the problem
is an aggressive campany culture that discriminates
against women, how do you think the company’s man-
agers should begin to generate solutions?

implementation to others, such as when a top management team changes a policy or operat-
ing procedure and has operational managers carry out the change.

At Capterra, implementation of the decision to add customer reviews included 10 months
of software development, followed by invitations to vendors to encourage their customers to
submit reviews. Notice that the implementation took into account the concerns about nega-
tive reviews by giving the vendors some control over who submitted the initial reviews.™’

Unfortunately, sometimes managers make decisions but don't take action. Implementing
may fail to occur when ralking a lot is mistaken for doing a lot; when people forget that
merely making a decision changes nothing: when meetings. plans, and reports arc seen as
actions, even if they have no effect on what people actually do; and if managers don't check
to ensure that what was decided was actually done.”

Ma:nagcrs should plan implementation carefully. Adequate planning requires several
steps:’*

. Determine how things will look when the decision is fully operational.

2. Chronologically order, perhaps with a flow diagram, the steps necessary to achieve a
fully operational decision.

3. List the resources and activities required to implement each step.

4. Estimate the time nceded for each step.

5. Assign responsibility for each step to specific individuals.

Decision makers should assume that things will nor go smoothly during implementation.
1t is useful to take a little extra time to identify potential problems and potential opportunities

Bottom Line

It's easy to become so
focused on maximizing one
goal that you [ose sight of
other imporiant goals. You're
optimizing if you make sure
that no important result is
ignored. What could be the
negative conseqguences

of making decisions that
moximize only quality?
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EXHIBIT 3.6

Questions for
Implementing Decisions

What problems could this action cause?

What can we do to prevent the problems?

What unintended benefits or opportunities could arise?
How can we make sure they happen?

How can we be ready to act when the opportunities come?

associated with implementation. Then you can take actions to prevent problems and be
ready to seize unexpected opportunities. Exhibit 3.6 lists several useful questions that should
be asked in the implementation stage of decision making.

Many of the chapters in this book are concerned

Decision makers should assu me that thjngs with implementation issues: how to implement strat-

will not go smoothly during implementation.

egy, allocate resources, organize for results, lead and
motivate people, manage change, and so on. View the
chapters from this perspective and learn as much as
you can about how to implement properly.

Evaluating the Decision

The final phase in the decision-making process is evaluating the decision. It involves col-
lecting information on how well the decision is working. Quantifiable goals—a 20 percent
increase in sales, a 95 percent reduction in accidents, 100 percent on-time deliveries—can be
set before implementing the solution. Then objective data can be gathered to determine its
success or failure accurately.

Decision evaluation is useful whether the conclusion is positive or negative. Feedback
that suggests the solution is working implies that the decision should be continued and
perhaps applied elsewhere in the organization. Negative feedback means that either
(1) implementation will require more time, resources, effort, or thought; or (2) the solution
wasn't good enough.

The feedback for Capterra was positive. In the first year of offering customer reviews,
the site gathered about 500 reviews. A year after that, the site had 2,000 reviews, with about
40 percent of them unsolicited. Most reviews were positive. Even though some are less than
glowing, traffic to the site grew to 25,000 reviews; vendors see the review feature as a benefit
because they are getting more business. Revenues jumped, and the executives concluded
that customer reviews were a great idea.”

If the decision appears inadequate, it's time to adjust. The process cycles back to the
first phase: (re)defining the problem. The decision-making process begins anew, preferably
with more information, new suggestions, and an approach that attempts to eliminate the
mistakes made the first time around.

The Best Decision

vigilance
A process in which a
decision maker carefully

executes all stages of
decision making.

How can managers tell whether they have made the best decision? Although nothing can
guarantee a “best” decision, managers should at least be confident that they followed proper
procedures that will yield the best possible decision under the circumstances. This means
that the decision makers were appropriately vigilant in making the decision. Vigilance
occurs when the decision makers carefully and conscientiously execute all six phases of
decision making, including making provisions for implementation and evaluation.>*

Even if managers reflect on their decision-making activities and conclude that they exe-
cuted each step conscientiously, they still will not know whether the decision will work:
after all, nothing guarantees a good outcome. But they will know that they did their best to
make the best possible decision,
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Barriers to Effective Decision Making

Vigilance and full execution of the six-phase decision-making process are the exception
rather than the rule. But when managers use such rational processes, better decisions
result.** Managers who make sure they engage in these processes are more effective.

But it is casy to neglect or improperly execute these processes. The problem may be
improperly defined or goals misidentified. Not enough solutions may be generated, or they
may be evaluated incompletely. A satisficing rather than maximizing choice may be made.
Implementation may be poorly planned or executed, or evaluation may be inadequate or
nonexistent.

And as discussed next, decisions are influenced by subjective psychological biases, time
pressures, and social realities.

Psychological Biases

Decision makers are far from objective in the way they gather, evaluate, and apply informa-
tion in making their choices. People have biases that interfere with objective rationality. The
examples that follow represent only a few of the many documented subjective biases.*

The illusion of control is a belief that one can influence events even when one has no
control over what will happen. Gambling is one example: some people believe they have the
skill to beat the odds. ¢ven though most of the time they cannot. In business, such overcon-
fidence can lead to failure because decision makers ignore risks and fail to evaluate the odds
of success objectively.

Managers may believe they can do no wrong or hold a general optimism about the future
that can lead them to believe they are immune to risk and failure.’” They may overrate the
value of their experience. They may believe that a previous project met its goals because of
their decisions alone, so they can succeed by doing everything the same way on the next
project.

Framing effects refer to how problems or decision alternatives are phrased or presented
and how these subjective influences can override objective facts. In one example, manag-
ers indicated a desire to invest more money in a course of action that was reported to have
a 70 percent chance of profit than in one said to have a 30 percent chance of loss.™® The
choices were equivalent in their chances of success: it was the way the options were framed
that determined the managers’ choices.

Managers may be quick to frame a problem as being similar to problems they have
already handled, so they don't search for new alternatives. For example, when CEO Richard
Fuld tackled financial problems at Lehman Brothers as the morlgage market tumbled, he
assumed that the situation was much the same as when he had handled a previous financial
crisis in the late 1990s. Unfortunately for Lehman Brothers, the crisis was far worse. In
late 2008, the firm declared bankruptcy—the largest in U.S. history—helping to send global
financial markets into a tailspin.

Similarly, at Yahoo! people expected Marissa Mayer to turn around the failing Internet
pioneer by making major strategy changes when she took over as CEQ. Critics said that she
made only minor tactical changes, such as changing Yahoo!'s home page layout. to an “out-
dated success formula,”*® Her actions were not enough to keep the famous company from
being sold to Verizon for $4.8 billion in 2017. Mayer resigned from the board of dircctors
and the company was renamed “Altaba.™*

Often. decision makers discount the future. That is, in their evaluation of alternatives,
they weigh short-term costs and benefits more heavily than longer-term costs and bencfits.
Consider your own decision about whether to go for a dental checkup. The choice to go
poses short-term financial costs, anxiety, and perhaps physical pain. The choice not to go
will inflict even greater costs and more severe pain il dental problems worsen. How do you
choose? Many people decide to avoid the short-term costs by not going for regular check-
ups. but end up facing greater pain in the long run.

Chapter 3 83

illusion of control

People's belief that they can
influence events even when
they have no control over
what will happen.

framing effects

A decision bias influenced
by the way in which a
problem or decision
alternative is phrased or
presented.

discounting the future

A bias weighting short-term
costs and benefits more
heavily than longer-term
costs and benefits.
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Bottom Line

When you want to pursue
sustainability, think in

terms of the long-term
consequences of your
decisions. What might be
the long-term consequences
of not investing In energy
efficiency?

The same bias applies to students who don't study, weight watchers who sneak dessert
or skip an exercise routine, and people who take the afternoon off to play golf when they
really need to work. It can also affect managers who hesitate to invest funds in research and
development programs that may not pay off until far into the future. In all these cases, the
avoidance of short-term costs or the seeking of short-term rewards results in negative long-
term consequences.

Asian managers tend to think with a longerterm outlook than do American manag-
ers, and many believe that this provides competitive advantage for long-term success.*!
Western myopia is driven in part by Wall Street’s focus on quarterly earnings, causing
managers to make decisions based primarily on short-run considerations and to neglect
long-term problems and opportunities. Why is it so hard to make decisions with the long
term in mind?

In contrast, when U.S. companies sacrifice present value to invest for the
future—such as when Weyerhaeuser incurs enormous costs for its reforesta-
tion efforts that won't lead to harvest until 60 years in the future—it seems
the exception rather than the rule. Discounting the future partly explains
governmental budget deficits, environmental destruction, and decaying
infrastructure,

Time Pressures

In today’s rapidly changing business environment, the premium is on acting
quickly and keeping pace. The most conscientiously made business deci-
sions can become irrelevant or disastrous if managers take too long to make
them.

How can managers make decisions quickly? Some natural tendencies, at
least for North Americans, might be to skimp on analysis (not be too vigi-
lant), suppress conflict, and make decisions on one's own without consult-
ing others.* These strategies may speed up decision making, but they reduce
decision quality.

The speed trap can be as dangerous as moving too slowly.* In an
Internet start-up that went bankrupt, fast decisions initially helped the
firm achieve its growth objectives. Early on, the founders did everything
they could to create a sense of urgency: They planned a meeting to “light
a [ire under the company,” calling it a “state-of-emergency address”

Delaying dental checkups can
have a negative impact on the
future. It may save money today
but lead to larger costs (and more
pain) later.

£ingram Publishing RF

The speed trap can be as dangerous as

Bottom Line

You'll feel pressure to

make quick decisions, but
rushing can lead o mistakes.
Fortunately, you can be
vigilant while moving quickly,
avoiding the speed trap.
When you cre under time
pressure, what can you do to
avoid mistakes?

@@

with the purpose of creating “the idea of panic with an emerging dead-
line.” Speed became more important than content. They failed to con-
sider multiple alternatives, used little information, didn’t fully acknowledge competing
views, and didn’t consult outside advisers. They never considered slowing down to be
an option.

Can managers under time pressure make decisions that are both timely and high qual-
ity? A study of effective decision-making processes in a fast-paced, high-tech industry
revealed the tactics that such companies use.*® First,
instead of relying on old data, long-range planning,

moving too slowly. and futuristic forecasts, they focus on real-time infor-

mation: current information obtained with little or

no time delay. For example, they constantly monitor

daily operating measures such as work in process rather than checking periodically the
traditional accounting-based indicators such as profitability.

Second, they involve people more effectively and efficiently in the decision-making pro-
cess. They rely heavily on trusted experts, and this yields both good advice and the confi-
dence to act quickly despite uncertainty. They also take a realistic view of conflict: they
value differing opinions, but they know that if disagreements are not resolved, the top execu-
tive must make the final choice in the end. Slow-moving firms, in contrast, are stymied by
conflict. Like the fast-moving firms, they seek consensus: but when disagreements persist,
they fail to decide.
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Even as the volume of information managers have access
to increases, we see a decrease in the time they have in
which to make decisions. Quickly sorting through so
much available information for truly useful data is a chal-
lenge. During a crisis, this challenge becomes even bigger.

During natural disasters, organizations use social
media as part of their decision-making process. People
are asked to tweet and post pictures with descriptions of
current situations. Rescue workers get real-time curated
data so that rather than wait for reports about blocked
routes, they can make decisions that save hours of trans-
portation time.

Social Realities

In Kenya, real-time posts show images and reports
from election polling stations. Citizens post which sta-
tions are burning the paper ballots, which stations have
gangs that intimidate voters not voting for the “right”
candidate, and which stations are safe for one or both
sides.

Kenyans are then better able to contribute to decisions
that matter. They can know that if they walk a greater
distance or travel to another town their vote will count,
because they choose a safe location based on citizen-
provided, real-time data.

Many decisions are made by a group rather than by an individual manager. In slow-moving
firms. interpersonal factors decrease decision-making effectiveness. Even the manager act-
ing alone is accountable to the boss and to others and must consider the preferences and
reactions of many people. Therefore, many decisions are the result of intensive social inter-
actions, bargaining, and politicking.

The remainder of this chapter focuses on the social context of decisions, including deci-
sion making in groups and the realities of decision making in organizations.

Decision Making in Groups

Sometimes managers convene groups of people in order to make important decisions. Some
advise that in today's complex business environment, significant problems should ahways be
tackled by groups.*® As a result, managers must understand how groups operate and how to
use them to improve decision making.

The basic philosophy behind using a group to make decisions is captured by the adage,
“two heads are better than one.” But is this statement really valid? Yes, it is—but only poten-

~ tially, not necessarily.

If enough time is available, groups usually make higher-quality decisions than most indi-
viduals acting alone. However, groups often are inferior to the best individual. ¥’

How well the group performs depends on how effectively it capitalizes on the potential
advantages and minimizes the potential problems of using a group. Exhibit 3.7 summarizes
these issues.

Potential Advantages of Using a Group

If other people have something to contribute, using groups to make a decision offers at least
five potential advantages:*®

1. More information is available when several people are making the decision. If one
member docsn’t have all the facts or needed expertise, another member might.

2. A greater number of perspectives on the issues, or different approaches to solving
the problem, are available. The problem may be new to one group member but
familiar to another. Or the group may need to consider other viewpoints—financial,
legal, marketing, human resources, and so on—to achieve an optimal solution.

LO

4
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EXHIBIT 3.7
Pros and Cons of Using
Groups to Make Decisions

Bottom Line

If one person dominates a
group discussion, it may feel
like you're speeding up the
decision making. But one
dominant person reduces
decision quality, and most of
you will have wasted your
time. When you're meeting
with a group, how can you
help to maoke sure everyone
is contributing?

@@

groupthink

A phenomenon that occurs
in decislon making when
group members avoid
disagreement as they strive
for consensus.

goal displacement

A decision-making group
loses sight of its original goal
and a new, less important
goal emerges,

Potential Advantages Potential Disadvantages

Larger pool of information, One person dominates.
More perspectives and approaches. Satisficing.

Intellectual stimulation. Groupthink.

People understand the decision. Goal displacement.
People are committed to the decision. Social loafing.

3. Group discussion provides an opportunity for intellectual stimulation. It can get
people thinking and unleash their creativity to a far greater extent than would be
possible with individual decision making.

Those three potential advantages of using a group improve the odds that a more fully
informed, higher-quality decision will result. Thus managers should involve people with dif-
ferent backgrounds, perspectives, and access to information. They should not involve only
their colleagues who think the same way they do.

4. People who participate in a group discussion are more likely to understand why the
decision was made. They will have heard the relevant arguments both for the chosen
alternative and against the rejected alternatives.

5. Group discussion typically leads to a higher level of commitment to the decision.
Buying into the proposed solution translates into high motivation to ensure that it is
executed well,

The last two advantages improve the chances that the decision will be implemented suc-
cessfully. Therefore, managers should involve the people who will be responsible for imple-
menting the decision as early in the deliberations as possible.

Potential Problems of Using a Group

Things can go wrong when groups make decisions. Most of the potential problems concern
the processes through which group members interact with one another:**

. Sometimes one group member dominates the discussion. When this occurs—such as
when a strong leader makes his or her preferences clear—the result is the same as it
would be if the dominant individual made the decision alone. Individual dominance
has two disadvantages. First, the dominant person does not necessarily have the
most valid opinions—and may even have the most unsound ideas. Second, even i
that person’s preference leads to a good decision, convening as a group will have
been a waste of everyone else’s time.

2. Satisficing is more likely with groups. Most people don't like meetings and will
do what they can to end them. This may include criticizing members who want to
keep exploring new and better alternatives. The result is a satisficing rather than an
optimizing or maximizing decision.

3. Pressure to avoid disagreement can lead to a phenomenon called groupthink. This
occurs when people choose not to disagree or raise objections. Some groups want
to think as one, tolerate no dissension, and strive to remain cordial. They can
be overconfident, complacent, and perhaps too willing to take risks. Pressure to
go along with the group's preferred solution stifles creativity and other positive
behaviors characteristic of vigilant decision making.

4. Goal displacement often occurs in groups. The goal of group members should be to
come up with the best possible solution to the problem. But when goal displacement
occurs, new goals emerge to replace the original ones. It is common for two or
more group members to have different opinions and present their conflicting cases.
Altempts at rational persuasion become heated disagreement. Winning the argument
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becomes the new goal. Saving face

and defeating the other person’s idea

become more important than solving
the problem.

5. When members of a group do not
feel their contribution is important,
they may engage in social loafing
by working less hard when in a
group.’® This tendency to not pull

one’s own weight while working

in groups poses many problems.

Social loafing reduces cohesiveness

between group members, resulting in

lower group performance and higher
absenteeism.”' Chapter 14 discusses
how managers can address social
loafing and other barriers to building
effective teams.

5 s % Heated arguments can arise when
Effective managers pay close attention to the group process; they manage it carefully.  team members have differing

You have just read about the pros and cons of using a group to make decisions, and you are ~ opinions and are more concerned

with winning the dispute than
resolving the initial problem.

“ingram Publishing RF

about to read how to manage the group’s decision-making process. Chapter 12, on leader-
ship, helps you decide w/en to use groups to make decisions.

Managing Group Decision Making

As Exhibit 3.8 illustrates. effectively managing group decision making has three major m
requirements: (1) an appropriate leadership style, (2) the constructive use of disagreement
and conflict, and (3) the enhancement of creativity.

Leadership Style

The leader of a decision-making group must attempt to minimize process-related problems.
The leader should avoid dominating the discussion or allowing another individual to domi-
nate. Less vocal group members should be encouraged to air their opinions and suggestions,
and all members should be asked for dissenting viewpoints.

Al the same time, the leader should not allow
the group to pressure people into conforming. The
leader should be alert to the dangers of groupthink
and satisficing. Also, she should be attuned to indi- goals. Second, make a decision! Don't fall prey
cations that group members are losing sight of the
primary objective: to come up with the best possible
solution to the problem.

These suggestions have two implications. First,
don’t lose sight of the problem and your goals. Second, make a decision! Slow-moving orga-
nizations whose group members can't come to an agreement will be standing still while
their competitors move ahead.

First, don’t lose sight of the problem and your

to analysis paralysis.

Constructive Conflict

Total and consistent agreement among group members can be destructive. It can lead to
groupthink, uncreative solutions, and a waste of the knowledge and diverse viewpoints that




38 Part One

EXHIBIT 3.8

Managing Group Decision
Making

Leadership
- Avoid « Brainstorm « Discuss
domination + Avoid criticizing ﬁ?ff:s‘:::ees
» Encourage input « Exhaust ideas Siay o ek
« Avoid « Combine ideas
groupthink and » Be impersonal
satisficin
9 « Play devil's
« Remember the advocate
goals

Foundations of Management

cognitive conflict

Issue-based differences in
perspectives or judgments.

affective conflict

Emotional disagreement
directed toward other

people.

devil’s advocate

A person who has the job

of criticizing ideas to ensure
that their downsides are fully
explored.

dialectic

A structured debate
comparing two conflicting
courses of action.

people bring to a group. Therefore, a certain amount of constructive conflict should exist.*
Pixar, which depends on creativity to make its animated films great, encourages construc-
tive conflict with a standard for production meetings: Whenever someone wants to criticize
an idea, the critic must attach an idea for improvement. In this way, good ideas can become
great, and great ideas can become amazing. The practice is so much a part of Pixar’s cul-
ture, it even has a name, “plussing.”’

The most constructive type of conflict is cognitive conflict, or differences in perspectives
or judgments about issues. In contrast, affective conflict is emotional and directed at other
people. Affective conflict is likely to be destructive to the group because it can lead to anger,
bitterness, goal displacement, and lower-quality decisions. Cognitive conflict can air legiti-
mate differences of opinion and develop better ideas and problem solutions. Conflict, then,
should be task-related rather than personal.54 But even task-related conflict is good only
when managed properly.™

Managers can generate constructive conflict through structured processes like devil’s
advocacy, in which a group member identifies and states the problems with an idea being
considered. The group leader can formally assign people to play this role. Requiring people
to point out problems can reduce inhibitions about disagreeing and make the conflict less
personal and emotional.

An alternative to devil's advocacy is the dialectic. The dialectic goes a step beyond devil's
advocacy by requiring a structured debate about two conflicting courses of action.”® The
philosophy of the dialectic stems from Plato and Aristotle, who advocated synthesizing
the conflicting views of a thesis and an antithesis. Structured debates between plans and
counterplans can be useful prior to making a strategic decision. For example, one team
might present the case for acquiring a firm while another team advocates not making the
acquisition.

Constructive conflict does not need to be generated on such a formal basis, and is not
solely the leader’s responsibility. Any team member can introduce cognitive conflict by
being honest with opinions, by being unafraid to disagree with others, by pushing the group
to action if it is taking too long or making the group slow down if necessary, and by advocat-
ing long-term considerations if the group is too focused on shortterm results. Introducing




Managerial Decision Making

f",oonslrucﬁve conflict is a legitimate and necessary responsibility of all group members inter-
‘ested in improving the group’s decision-making effectiveness.

Encouraging Creativity

‘As you've already learned, ready-made solutions to a problem can be inadequate or unavail-
Jable In such cases, custom-made solutions are necessary, so the group must be creative in
generatmg ideas.

~ Some say that the most fundamental unit of value is ideas. Creativity is more than just an
_option; it is essential to survival. Allowing people to be creative may be one of the manager’s
“most important and challenging responsibilities.

You might be saying to yourself, “I'm not creative.” But even if you are not an artist or
3‘: musician, you do have potential to be creative in countless other ways. You don't need
*to be a genius in school either—Thomas Edison and Albert Einstein were not particularly
ood students. Nor does something need to change the world to be creative; the littie things
an always be done in new, creative ways that add value to the product and for the cus-
tomer. Exhibit 3.9 describes three ways to be creative along wnth some ideas of college
mdem entrepreneurs who turned their creativity into businesses.”’

How do you become more creative?** Recognize the almost infinite little opportunities

to be creative. Assume you can be creative if you give it a try. Escape from work once in
while. Read widely and try new experiences. Take a course or find a good book about
“creative thought processes; plenty are available. Exchange ideas and seek and give feed-
back.” And be aware that creativity is social;® your creativity will be affected by your social
relationships at work, including your connections with other people outside your immedi-
“ate close network.®’ Talk to people, often, about the issues and ideas with which you are
wrestling.
How do you get creativity out of other people?® Give creative efforts the credit they are
due and don't punish creative failures. Avoid extreme time pressure if possible.®* Stimulate
“and challenge people intellectually. Listen to employees’ ideas and allow enough time to
- explore different ideas. Put together groups of people with different styles of thinking and
- behaving. Get your people in touch with customers. Experiment with ways to stimulate fresh
modes of thinking. Design company IDEO tells clients to install long communal tables or
other spaces for employees to gather. Providing mobile chairs and desks encourages employ-
_ees to get out of their silos to find new people to collaborate with.** And strive to be creative
~ yourself—you'll set a good example.

People are likely to be more creative if they believe they are capable, if they know that
their co-workers expect creativity, and if they believe that their employer values creativity.®

Chapter 3
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Bottom Line

Most creative ideas do not
come from the lone genlus
in the basement laboratory,
but from people talking and
working together. Why is
listening useful in stimuloting
creativity?

©

= « How? Bring a new thing into being.

Creation « Exampie: Develop a new energy drink
V4 from a family recipe.
[ P 1 « How? Join two previously unrelated things.
Synthesis « Example: Personalize multimedia online assignments
! - toteach Mandarin to coﬂegeswden&

=4l IBCRe] Creative Actions
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As a manager, you can do much to help employees
develop these beliefs by how you listen, what vou allow,
and what you reward and punish. At a large consumer
products company, management signals that it values cre-
ativity by inviting managers to post stories on the compa-
ny's intranet about ideas their employees have suggested
and the results of implementing them. The company also
awards innovation bonuses linked to how their ideas have
benefited the organization.®®

Brainstorming

A common technique used to elicit creative ideas is brain-
storming. In brainstorming, group members generate as
many ideas about a problem as they can. As the ideas
are presented, they are posted so that everyone can read
them, and people can use the ideas as building blocks.
The group is encouraged (o say anything that comes to
mind, with one exception: no criticism of other people or
their ideas is allowed.

In the proper brainstorming environment—free of
criticism—people are less inhibited and more likely to
voice their unusual, creative, or even wild ideas. By the
time people have exhausted their ideas, a long list of alter-
natives has been generated. Only then does the group
turn to the evaluation stage. At that point, many ideas
can be considered, modified, or combined into a creative,
custom-made solution to the problem.

Brainstorming isn't necessarily as effective as some
people think. Sometimes in a brainstorming session,
people are inhibited and anxious, they conform to oth-

Brainstorming is a technique ers’ ideas, they set low standards, and they engage in
used to generate as many ideas

as possible (o solve a problem. . . ) noncreative bel?aw?rs lm.hfdll'lg gocktall parl?'-typc :
You have probably engaged conversations—complimenting one another, repeating ideas, telling stories—that are nice but
in brainstorming sessions for don’t promote creativity. Exhibit 3.10 shows how McKinsey creates effective brainstorming

various class or work projects
Sdotshock/123RF RF

sessions.”’

Other techniques that help include brainwriting (taking time to write down ideas
silently), using trained facilitators. setting high performance goals, brainstorming electroni-
cally so that people aren’t competing for air time, and even building a playground with
A process in which group fun elements that can foster creativity.®® The nearby “Multiple Generations at Work” box

members generate as many  giscusses an Internet-based approach to soliciting ideas and feedback from customers any-
ideas about a problem where in the world.

as they can; criticism is
withheld until all ideas have
been proposed.

EXHIBIT 3.10

Improving Brainstorming
Effectiveness

brainstorming

Choose participants based on their expertise and knowledge of the challenge.
Use well-thought-out questions as a platform to spark new ideas.
Break up large groups into subgroups of 3-5 people.

S FOEN =8

Ask subgroups to think deeply to generate 2-3 solutions for each key question
explored.

5. Do not have the full group evaluate the winning ideas, but rather ask subgroups to :
identify their top 2 or 3 Ideas. Describe next steps (€.g., top management team will
evaluate ideas).

6. Act quickly on key ideas and provide feedback to all participants.




Multiple Generations at Work

- Remember not to stereotype and that individuals differ
- within as well as between “generations.” But when faced
~ with a difficult work problem to solve, Baby Boomer man-
‘agers are more likely to seek expert opinions. whereas
~ Millennials are more inclined to crowdsource: solicit ideas,
%.v-.fopinions. and suggestions from members of large online
~ networks. They may run an online contest to see which
~ fan or customer can create the best tag line, and award
‘them with a modest cash prize or free merchandise. The
- cost of crowdsourcing is usually much lower than seeking
- guidance from experts, such as an advertising company.
Anyone from cash-starved entrepreneurial ventures
to charities to large companies can use crowdsourcing
Ev(and crowdfunding) to help them accomplish a variety
[ of objectives and goals. Here is a sample of how organiza-
 tions are tapping into the creativity and funding of online
Fﬁ;‘growds:

3

1. Havenly, an interior design website, uses crowd-
sourcing to get feedback on everything from pricing
to new products. According to CEO Lee Mayer:
“Crowdsourcing is fast, cheap and scruffy.” By send-

~ing out fun and briel questionnaires to respondents,

- Mayer keeps down the cost of product development.

2. PepsiCo turned to the crowd for help naming the

~ newest flavor of Frito-Lay potato chips. After launch-

~ing the “Do Us a Flavor” online contest, PepsiCo

. received 3.8 million chip flavor ideas. Celebrity chefs

and other experts narrowed the list to three finalists.

An online fan vote named the winner, Cheesy Garlic.

Crowdsourcing: An Inexpensive Source of Creative Ideas
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3. Chip maker Intel partnered with Zooppa, a
company that helps clients collect crowdsourced
conlent, to tap the collective creativity of its
185.000-member online community. Together they
ran an online contest to “create a print ad or a
video up to 60 seconds long expressing | percep-
tions] of the technology firm.”

Inspired by the Millennial generation, crowdsourcing
provides a virtually limitless source of creative ideas for
solving problems, building brands, and co-creating prod-
ucts and services with customers around the world.®

Organizational Decision Making

Individuals and groups make decisions constantly throughout every organization. To under-
'stand decision making in organizations, a manager should consider (1) the constraints
;;decision makers face, (2) organizational decision processes, and (3) decision making dur-
ing a crisis.

Constraints on Decision Makers

“Organizations—or, more accurately, the people who make important decisions—cannot do
‘whatever they wish. Resources are scarce, ” and various constraints—{inancial, legal, mar-
‘ket, human, and organizational—inhibit certain actions. Capital or product markets may
make an expensive new venture impossible. Legal restrictions may constrain the kinds of
international business activities in which a firm can participate. Labor unions may defeat
a contract proposed by management, and managers and investors may block a takeover
“attempt. In strategic alliances, the allies should pursue rational decisions collaboratively,
not separately." Even brilliant ideas must take into account the practical matters of
implementation.”™

LO
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Bottom Line

You may be an innovator if
you come up with a creative
idea. But you still need to
implement it. Assuming you
ore a frontline manager,
what should you do

next? With whom should you
share this new idea?

K

bounded rationality

A less-than-perfect form of
rationality in which decision
makers cannot be perfectly
rational because decisions
are complex and complete
information is unavailable or
cannot be fully processed.

incremental model

Model of organizational
decision making in which
major solutions arise through
a series of smaller decisions.

coalition model

Model of organizational
decision making in which
groups with differing
preferences use power and
negotiation to influence
decisions.

garbage can model

Model of organizational
decision making depicting
a chaotic process and
seemingly random
decisions.

LO 8
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Suppose you have a great idea that will provide a revolutionary service for your bank's
customers. You won't be able to put your idea into action immediately. You will have to sell
it to the people who can give you the go-ahead and to those whose help you will need to
carry out the project. You might start by convincing your boss of your idea’s merit. Next, the
two of you may have to hash it out with a vice president. Then maybe the president has to be
sold. At cach stage, you must listen to these individuals’ opinions and suggestions and often
incorporate them into your original concept. Ultimately, you will have to derive a proposal
acceptable to others.

In addition, you should carefully think through ethical and legal considerations. Decision
makers must consider ethics and the preferences of many constituent groups—the realities
of life in organizations. You will have plenty of opportunity to think more about ethical
issues in Chapter 5.

Organizational Decision Processes

Just as with individuals and groups, organizational decision making historically was
described with rational models like the one depicted earlier, in Exhibit 3.3. But Nobel laure-
ate Herbert Simon challenged the rational model and proposed an important alternative.
Due to bounded rationality, decision makers cannot be truly rational because (1) they have
imperfect, incomplete information about alternatives and consequences; (2) the problems
they face are so complex: (3) human beings simply cannot process all the information to
which they are exposed; (4) there is not enough time to process all relevant information
fully; and (5) people, including managers within the same firm, have conflicting goals.

When these conditions hold—and they do for most consequential managerial decisions—
perfect rationality will give way to more biased, subjective, messier decision processes. For
example, the incremental model of decision making occurs when managers make small deci-
sions, take little steps, move cautiously, and move in piecemeal fashion toward a bigger solu-
tion. The classic example is the budget process, which traditionally begins with the budget
from the previous period and makes incremental decisions from that starting point.

The coalition model of decision making arises when people disagree on goals or compete
with one another for resources. The decision process becomes political as groups of indi-
viduals band together and try collectively to influence the decision. Two or more coalitions
form, each representing a different preference, and each tries to use power and negotiations
10 sway the decision,

Organizational politics. in which people try to influence organizational decisions so that
their own interests will be served, can reduce decision-making effectiveness.”> One of the best
ways to reduce such politics is to create common goals for members of the team—that is, make
the decision-making process a collaborative, rather than a competitive, exercise by establishing
a goal around which the group can rally. In one study, top management teams with stated goals
such as “build the biggest financial war chest” for an upcoming competitive battle, or “create
the computer firm of the decade,” or “build the best damn machine on the market” were less
likely to have dysfunctional conflict and politics between members.™ On a personal level, if
vyou find yourself in a conflict, you and your adversary may be focused on the wrong goals.
Work to find common ground in the form of an important goal that you both want to achieve.

The garbage can model of decision making occurs when people aren’t sure of their goals,
or disagree about the goals, and likewise are unsure of or in disagreement about what to
do. This situation occurs because some problems are so complex that they are not well
understood, and because decision makers move in and out of the decision process due to
having so many other things to attend to as well. This model implics that some decisions are
chaotic and almost random. You can see that this is a dramatic departure from rationality
in decision making.

Decision Making in a Crisis

In crises, managers must make decisions under a great deal of pressure.” You know some of
the most famous recent crises: the explosion of BP's oil rig in the Gulf of Mexico, hurricane
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astation along the East Coast and
here, the financial crisis that

ought turmoil to the housing and

king industries, and the ongoing

litical crises that have shaken many

ernments around the world.

Information technology is a new

irena for crises. Businesses, homes,

ernment agencies, hospitals, and

other organizations send critical

information through the Internet and
private networks around the clock,

‘and any technical failure—sometimes

accidental, sometimes maliciously

intentional—could be magnified by

the speed and reach of information

‘technology. One vulnerable area is the

electrical grid, which links utilities and

arries power to each user. If\!'ormau(m . . Suparskion Sandy Nk Ve Esst

‘technology systems allow utility employees to control the grid remotely. Hackers have gained  coaqt with fierce devastation.

access to the U.S. electrical grid, enabling them to interfere with the grid’s operations.”® Tt Managers had to make critical

almost feels routine how often hackers gain unethical, illegal, and dangerous access 1o data-  9ecisions to keep people safe.

bases and systems of companies and government agencies. Elouca Bollard/1 23RF RF

~ The response to IT-related crises must involve senior exccutives in online communica-

tion, both to protect the firm'’s reputation and to communicate with outside experts, news

‘sources, and key external and internal stakeholders. Managers can use IT to monitor and

respond immediately to problems, including scandals, boycotts, rumors, cyberattacks, and

' other crises.”

Although many companics still don’t concern themselves with crisis management, this

~ is a recipe for compounding disaster; it is imperative for it to be on management’s agenda.

- As illustrated in Exhibit 3.11, an effective plan for crisis management {CM) should include

-~ several elements.”

Ultimately. management should be able to answer the following questions:”

dl

-

N
i

What kinds of crises could your company face?

Can your company detect a crisis in its early stages?
How will it manage a crisis if one occurs?

How can it benefit from a crisis after it has passed?

Strategic actions such as integrating CM into strategic planning and official policies. EXHIBIT 3.11

m inan
Evaluation and diagnostic actions such as conducting audits of threats, and ge}si:;::r: e Eficctive

establishing tracking systems for early warning signals.

Technical and structural actions such as creating a CM team and dedicating a budget
to CM,

Communication actions such as providing training for dealing with the media, local
communities, and police and government officials.

Psychological and cultural actions such as providing training and psychological
support services regarding the human and emotional impacts of crises.

SOURCES: Meyers, G. with Holusha J., When It Hits the Fan: Manoging the Nine Crises of Business. Boston:
Houghton Miffiin, 1986; Bacharach, S. and Bamberger, P, *9/11 and New York City Firefighters’ Post Hoc Unit Support
and Control Climates: A Context Theory of he Consequences of Invoivemen! in Traumatic Work-Related Events”
Acodemy of Management Journaf 50 {2007), pp. B49-68.
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Management in Action

There is little doubt that Uber’s innovative technology dis-
rupted the taxi industry in cities around the world. While
its ride-hailing service has been a boon to many a late-
night parygoer and stranded office worker, the com-
pany recently experienced a series of escalating crises
that could imperil its future. In addition to allegations of
widespread sexism and sexual harassment, Uber faced
sccusations from current and former employees that for
years it has fraudulently applied a data-sharing program
to secretly identify and evade enforcement officlals in cit-
ies where it had been banned or was not yet authorized
10 operate.

Intended as a means of identifying potentially problem-
atic riders to protect its drivers, the program, called VTOS
(for violation of terms of service), employs a software tool
called Greyball. Together these lechnologies reportedly
have been used to tag would-be riders Uber suspected
might be municipal enforcement officers. These officials
might in turn be engaging in a sling operation to locate
Uber drivers, who could be issued tickets or have their
cars impounded, Once identified by Uber, however, offi-
clals would be given false information about whether any
cars were available to respond to their hall. If any officer
were accidentally picked up, Uber would alert the driver to
discharge him or her.

UBER IN CRISIS

Despite some  doubts within the company about
whether it was legal or ethical, the Greyballing strategy
has been used In the United States and about 12 foreign
countries. According to Uber, “This program denies ride
requests to fraudulent Users who are violating our terms of
service—whether that's people aiming to physically harm
drivers, competitors looking o disrupt our operations, or
opponents who collude with officials on secret 'stings’
meant to entrap drivers.”

But questions about ils legality are now being raised
here and in Europe. Said Peter Henning, a law professor
at Wayne State  University, "With any type of systematic
thwarting of the law, you're fliting with disaster. We all take
our foot off the gas when we see the police car at the inter-
section up'ahead, and there's nothing wrong with that. But
this goes far beyond aveiding a speed trap.” Meanwhile,
an official in the Netherlands has asked the EU’s European
Commission whether it plans 1o investigate 22

At this writing, Uber observers are wondering what lies
ahead, Including for the rest of Silicon Valley regarding
sexist culture and sexual harrassment.

» What ideas from this chapter could improve decision
making at Uber?

+ What's been happening lately? Has there been any
evidence of improved decision making?

Crises can harm personal and work relationships and long-term performance. But with
effective crisis management, old as well as new problems can be resolved, new strategies

And if someone steps in and manages the
crisis well, a hero is born.

and competitive advantages may appear, and posi-
\ tive change can emerge. And if someone steps in and
| manages the crisis well, a hero is born.
1 As a leader during a crisis, don’t pretend that noth-
~ ing happened (as did managers at one firm after a
visitor died in the hallway despite employees' efforts

to save him).* Communicate and reinforce the organization's values. Try to find ways for
people to support one another and remember that others will take cues from your behavior.
You should be optimistic but brutally honest. Show emotion, but not fear. “You have to be
cooler than cool,” says Gene Krantz of Apolfo 13 ground control fame.

But don’t ignore the problems or downplay them and reassure too much; don't create
false hopes. Give people the bad news straight—you'll gain credibility, and when the good
news comes, it will really mean something.
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RETAINING WHAT YOU LEARNED

- In Chapter 3, you learned that most managers make less than

perfectly rational decisions because they lack the necessary
information, time, or structure. The ideal decision-making
_process includes six steps (see Exhibit 3.3 recreated below).
The best decision hinges on the manager’s ability to be vigi-
lant at all stages of the decision-making process. Various
barriers can diminish the effectiveness of the decision-
making process. While there are advantages and disad-
vantages of making decisions in groups, a good leader can
manage the challenges by using the right leadership style,
‘allowing constructive conflict, encouraging creativity, and
brainstorming.

Decision making in organizations is complex and individ-
uals are often bounded by multiple constraints. Decisions
can be made incrementally, through coalitions, or in a cha-
otic garbage can manner. Decision making during organi-
zational crises is particularly challenging; managers should
anticipate and plan for it.

Describe the kinds of decisions you will face
as a manager.

LO 1

« Most important managerial decisions lack struc-
ture and are characterized by uncertainty, risk, and
conflict.

» Despite these challenges, managers are expected to
make rational decisions in a timely manner.

« The ideal decisicn-making process involves six

phases. The first, identifying and diagnosing the
problem (or opportunity), requires recognizing a

Summarize the steps in making “rational”
decisions.
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programmed decisions, p. 74
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risk, p. 75

satisficing, p. 80

uncertainty, p. 75
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discrepancy between the current state and a desired
state and then delving below surface symptoms to
identifying underlying causes of the problem.

The second phase, generating alternative solutions,
involves applying ready-made or designing custom-
made solutions,

The third, evaluating alternatives, means predicting
the consequences of different alternatives, some-
times through building scenarios of the future.
Fourth, a solution is chosen; the solution might maxi-
mize, satisfice, or optimize.

Fifth, people implement the decision; this phase
requires more careful planning than it often
receives.

Finally, managers should evaluate how well the deci-
sion is working. This means gathering objective, valid
information about the impact the decision is having.
If the evidence suggests the problem is not getting
solved, either a better decision or a better implemen-
tation plan must be developed.

Recognize the pitfalls you should avoid when
making decisions.

Situational and human limitations lead most decision
makers to satisfice rather than maximize or optimize.
Psychological biases, time pressures, and the social
realities of arganizational life may prevent rational
execution of the six phases.

Vigilance and an understanding of how to manage
decision-making groups and organizational con-
straints will improve the process and result in better
decisions.
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Evaluate the pros and cons of using a group
to make decisions.

+ Advantages of using groups include more informa-
tion, perspectives, and approaches brought to bear
on problem solving; intellectual stimulation; greater
understanding of the final decision; and higher com-
mitment to the decision once it is made.

+ Potential dangers or disadvantages of using groups
include individual domination of discussions, sat-
isficing, groupthink, goal displacement, and social
loafing.

Identify procedures to use in leading a

decision-making group.

+ Effective leaders in decision-making teams avoid
dominating the discussion; encourage people's input;
avoid groupthink and satisficing; and stay focused on
the group’s goals.

+ They encourage constructive conflict via devil's
advocacy and the dialectic, posing opposite sides of
an issue or solutions to a problem.

Explain how to encourage creative

decisions.

« When creative ideas are needed, leaders should set
a good example by being creative themselves. They
should recognize the almost infinite little opportuni-
ties for creativity and have confidence in their own
creative abilities.

DISCUSSION QUESTIONS

1. Discuss Uber's success and crises in terms of risk,
uncertainty, and how its managers are handling the
company'’s challenges. What is the current news on this
company?

2. Identify some risky decisions you have made. Why did
you take the risks? How did they work out? Looking
back, what did you learn?

3. Identify a decision you made that had important unex-
pected consequences. Were the consequences good,
bad, or both? Should you, and could you, have done
anything differently in making the decision?

4. What effects does time pressure have on your decision
making? In what ways do you handle it well and not so
well?

5. Recall a recent decision that you had difficulty making.

Describe it in terms of the characteristics of managerial
decisions.

3.1 DECISION MAKING IN ACTION

+ They can inspire creativity in others by providing cre-
ative freedom, rewarding creativity, and not punish-
ing creative failures.

« Leaders should encourage Interaction with custom-
ers, stimulate discussion, and protect people from
managers who might squelch the creative process.

« Brainstorming is one of the most popular techniques
for generating creative ideas.

Discuss the processes by which decisions are
made in organizations.

+ Decision making in organizations can be a highly
complex process. Individuals and groups are con-
strained by a variety of factors and constituencies,
In practice, decision makers are boundedly rational
rather than purely rational.

« Some decisions are made on an incremental basis.
Coalitions form to represent different preferences.
The process is often chaotic, as depicted in the gar-
bage can model.

« Politics can also enter the process, decisions are
negotiated, and crises come and go.

KORE:¥ Describe how to make decisions in a crisis.

« Crisis conditions make sound, effective decision
making more difficult. However, it is possible for cri-
ses to be managed well.

+ A strategy for crisis management can be developed
beforehand, and the mechanisms readied, so that if
crises do arise, decision makers are prepared.

6. What do you think are some advantages and disad-
vantages to using computer technologies in decision
making?

7. Do you think that when managers make decisions they
follow the decision-making steps as presented in this
chapter? Which steps are apt to be overlooked or given
inadequate attention? What can people do to make
sure they do a more thorough job?

8. Discuss the potential advantages and disadvantages of
using a group to make decisions. Give examples from
your experience.

9. Suppose you are the CEO of a major corporation and
one of your company’s oil tanks has ruptured, spilling
thousands of gallons of oil into a river that empties into
the ocean. What do you need to do to handle the crisis?

10. Identify some problems you want to solve. Brainstorm
with others a variety of creative solutions.

OBJECTIVE

Learn how to improve your ability to make good
decisions.

INSTRUCTIONS
Refer again to Exhibit 3.3. Think back to a recent
expensive purchase you made. It could have been a bike,




mobile device, suit for interviews, and so forth. In order
to evaluate the quality of your decision, please think

Decision Making Worksheet

Managerial Decision Making ~ Chapter 3 97

about your purchase when answering each of the
questions below.

1. What problem did you hope to solve by making this purchase?

2. What alternative (or competing) products did you consider?

3. How did you evaluate the different alternative (or competing) products? Did you Identify each product’s strengths and

weaknesses?

4. When you made the final choice, was it a maximizing, satisficing, or optimizing outcome?

5. After purchasing the product, how frequently did you test it out?

6. Was your decision to make the purchase a positive or negative one? Did it satisfy your original need(s)?

3.2 GROUP PROBLEM SOLVING AT A SOCIAL ENTERPRISE

OBJECTIVE

To understand the dynamics of group decision making
through role-playing a meeting between a president and
her employees.

INSTRUCTIONS
1. |dentify 5 students to play the roles of the employees.
Ask these 5 individuals to read their roles below.

2. |dentify 1 student to play the role of the president of the
social enterprise (Taylor Johnson). Ask this individual to
read his/her role below.

3. Setup atable with 6 chairs at the front of the classroom.

4. Ask the remaining students in the audience to observe
how the 6 individuals behave and then answer the dis-
cussion questions below.

5. When everyone s ready, Taylor Johnson joins the
others at the table in her office, and the scene
commences.

6. The meeling continues until there is a successful close
unless an argument develops and no progress is made
after 10-15 minutes,

DISCUSSION QUESTIONS

1. How did each member frame the problem? What did
each member discuss?

2. How effectively did the group generate and evaluate
alternatives?

3. What was its final decision?

4. Evaluate the effectiveness of the group’s decision
making.

5. How could the group’s effectiveness be enhanced?

OVERVIEW

The role-play exercise is based on a meeting between a
manager of a social enterprise and her 5 employees. Each
character’s role is designed to re-create a realistic business
meeting. Each character brings to the meeting a unique per-
spective on a major problem confronting the social enter-
prise as well as some personal views of the other characters
developed over several years of knowing them in business
and social contexts,

CAST OF CHARACTERS
Taylor Johnson, the president, founded the enterprise
10 years ago as a way o connect outstanding teachers who
have recently earned their teaching degrees with students
in schools located in economically disadvantaged areas.
The new teachers agree 1o serve in the disadvantaged
schools for a 3-year period in exchange for a reasonably
good salary and forgiveness of up to $30,000 of their stu-
dent loans. Taylor is well known for her hard-driving, self-
less style of leadership. A charismatic leader, she is highly
skilled at bringing diverse stakeholders together. However,
Taylor admits that she lacks knowledge related to online
classroom and teaching technologies. In the old days, this
wouldn't be an issue. However, Taylor's compelitors are
beginning to overtake the social enterprise by offering new
teachers training, mobile devices, and online learning tools
(e.g., online homework, interactive videos, eBooks, and so
forth) to help them create high-performance classrooms.
She doesn’t know whether the enterprise should continue
doing what it does best (placing new teachers into tradi-
tional face-to-face teaching environments) or begin pre-
paring its recruits to teach online and hybrid (combining
face-to-face with online modules) classes.

Amit Patel, head of information technology, has worked
for the enterprise for 6 months. A recent college graduate,
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Amit reports directly to Taylor. She is on a mission 1o mod-
ernize the way the enterprise does its work. She feels
strongly that the enterprise should be shifting more of its
IT operations to the cloud. Also, Amit feels that a great
deal of insight could be mined from 10 years of data cur-
rently stored in antiquated servers at the enterprise. Amit
believes she could make these changes without spending
a lot of funds. Unfortunately, Amit’s zeal for rapid change
has been a cause of concern for Felipe and Taylor who
prefer a more methodical approach to change.

Felipe Rodriguez, director of fund-raising, reports
directly to Johnson. He has held this position for 8 years
and is a very close friend of Taylor's. Donations and grants
for the most recent year are down by 10 percent. Prior
to joining the enterprise, he worked as a fund-raiser for
a major university in the region. The university offered a
wide variety of online and hybrid courses. Felipe would
often refer to these innovations when seeking donations
from alumni. He was widely viewed as successful at his
work.

Mike Clarke, manager in charge of recruiting new
teachers, works for Felipe. After working for the enterprise
as an entry-level recruiter for two years, Mike was recently
promoted to this position. Though a persuasive recruiter
of new teachers, he has noticed a recent decline in the

Concluding Case
SOARING EAGLE SKATE COMPANY

As a child, Stan Eagle just knew he loved riding his skate-
board and doing tricks. By the time he was a teenager, he
was 50 proficient at the sport that he began entering pro-
fessional contests and taking home prize money. By his
twenties, Eagle was so successful and popular that he could
make skateboarding his career. A skateboard maker spon-
sored him in competitions and demonstrations around the
world.

The sponsorship and prize money paid enough to
support him for several years. But then interest in the
sport waned, and Eagle knew he would have to take his
business in new directions. He believed skateboarding
would return to popularity, so he decided to launch into
designing, building, and selling skateboards under his
own brand. To finance Soaring Eagle Skate Company,
he pooled his own personal savings with money from a
friend, Pete Williams, and came up with $75,000. Sure
enough, new young skaters began snapping up the skate-
boards, attracted in part by the products’ association with
a star.

As the company prospered, Eagle considered ideas for
expansion. Another friend had designed a line of clothing
he thought would appeal to Eagle’s skateboarding fans,
and Eagle’s name on the product would lend it credibility.
At the friend’s urging, Eagle branched out into clothing
for skateboarders. However, he discovered that the busi-
ness of shorts and shirts is far different from the business

number of recruits willing to teach in traditional face-to-
face learning environments. He is progressive in his think-
ing and believes that the enterprise needs to change how
it does business in order to keep up with the competitors.
Mike and Amit feel they are agents of change and want to
modernize the enterprise.

TODAY'S MEETING

Taylor has called the meeting with these three managers
to decide whether the social enterprise should begin pre-
paring its new recruits to teach not only traditional face-
to-face classes, but also hybrid and online classes. This
decision has to be made within 15 minutes because the
enterprise’s largest client just called and asked to meet
with Taylor immediately. Taylor is concerned that the
school may be on the verge of discontinuing the con-
tract with the enterprise. If that's the case, Taylor wants
the managers to help her decide on a counteroffer to win
back the client school. Losing this client school is not an
option given that it makes up 40 percent of the enter-
prise’s revenue.

SOURCE: Adapted from Gordon, Judith R, A Diognostic Approach to
Organizationa! Behavior {Upper Saddle River, NJ: Pearson Education, Inc,,
1983)

of sports equipment. The price markups were tiny, and the
sales channels were entirely different. Three years into the
expansion, Soaring Eagle had invested millions of dollars in
the line but was still losing money. Eagle decided to sell off
that part of the business to a clothing company and cut his
losses.

Soon after that experiment, cofounder Williams pro-
posed another idea: They should begin selling other types
of sports equipment—inline roller skates and ice skates.
Selling equipment for more kinds of sports would produce
more growth than the company could obtain by focusing
on just one sport. Eagle was doubtful. He was consid-
ered one of the most knowledgeable people in the world
about skateboarding. He knew nothing about inline skat-
ing and ice skating. Eagle argued that the company would
be better off focusing on the sport in which it offered the
most expertise. Surely there were ways lo seek growth
within that sport—or at least to avoid the losses that came
from investing in industries in which the company lacked
experience.

Williams continued to press Eagle to try his idea. He
pointed out that unless the company took some risks
and expanded into new areas, there was little hope that
Willlams and Eagle could continue to earn much of a return
on the money they had invested. Eagle was troubled. The
attempt at clothing delivered, he thought, a message
that they needed to be careful about expansion. But he




- Sseemed unable to persuade Williams to accept his point
iof view. He could go along with Wiliams and take the
' chance of losing money again, or he could use money he
' had earned from his business to buy Williams's ownership
“share in the company and then continue running Soaring
L Eagle on his own.

PART ONE SUPPORTING CASE

"Recently, Zappos' CEO Tony Hsieh surprised many observ-
8rs in the business world by announcing to his 1,500 or
S0 employees that the e-retailer famous for its shoes was
ing away with job titles, managers, and other artifacts
§ssociated with traditional top-down management and
=placing it with a system where employees are expected to
like mini entrepreneurs. This new approach or holacracy
‘encourages employees to self-manage and self-organize,
thus eliminating the need for bosses. One of the manage-
ment system’s overarching goals is to “create a dynamic
Workforce where everyone has a voice and bureaucracy
doesn't stifle innovation.”

How does a holacracy function? Based on the work of
rian Robertson, who developed the idea while running his
-up, Ternary Software, a holacracy organizes employ-
into circles of responsibility—similar to functional areas
€ marketing and customer service, and employee special
erest areas like career development and so forth. Though
“democratic and self-governing, the circles do not operate in
‘E wvacuum as they are arranged in a hierarchy (circles report
"o higher-level circles) and follow detailed procedures for
funning meetings and making decisions. Employees are
“free to choose which circles to which they want to belong
d on what projects they would like to work. The circles
e responsible for achieving a specific set of responsibili-
. At meetings, employees are encouraged to address
d resolve in a proactive manner "tensions” or problems
‘related to internal (e.g., unfair workloads) or external (e.g.,
"8 way 10 enhance the customer experience) issues. Rather
“than reporting to a manager with the power to hire or fire,

as is the case in hierarchically organized companies, a “lead
" helps employees accomplish the circle’s responsibili-
les and communicates between circles.

Zappos is not the first company in history to experi-
“ment with employee self-management. For example, Gore
'& Associates (maker of Gore-Tex) has no formal chain of
“command and provides its associates with freedom to self-
select work projects and choose assoclates with relevant
“expertise 1o assist In the development of those projects.
“Semco Partners, a Brazilian industrial machinery manufac-
‘turer, engages its 3,000:-plus employees through partici-
“pative management, where employees set their own work
“hours and pay levels, hire and review their supervisors, and
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DISCUSSION QUESTIONS
1. How do the characteristics of management decisions—
uncertainty, risk, conflict, and lack of structure—affect

the decision facing Stan Eagle?
2. What steps can Eagle take to increase the likelihood of
making the best decision in this situation?

decide which new businesses in which to enter. Johnsonville
Sausage Company eliminated its hierarchy and introduced
“self-managed, seif-organizing teams throughout the com-
pany.” Ralph Styer, the CEO who championed this radical
change, believed that "helping human beings fulfill their
potential is of course a moral responsibility, but it's also
good business practice.” He believed in the connection
between employee happiness and organizational perfor-
mance: “Learning, striving people are happy people and
good workers.”

Are the employees at Zappos happy about their
expanded responsibilities and freedom to self-govern?
How are the managers accepting this change? It's mixed,
In a recent e-mail to all staff at the company, Hsieh said that
everyone had a choice to make: either embrace the new
holacratic system or accept a three-month severance pack-
age and resign. Two hundred and ten (or 14 percent) of the
staff resigned. Of those who left the company, 20 (or 7 per-
cent) were managers. Does that mean that the 86 percent
of staff who decided to stay did so because they believe in
the new holacratic approach? Time will tell. One may specu-
late that the individuals who chose to remain at Zappos did
so because they are either “believers"” or lack the interest or
motivation to switch jobs at the moment.

Some of the employees who are staying have shared
concerns about the new management approach like using
the complicated new lingo, adjusting to the rapidly chang-
ing work roles and expectations, and the “ever-expanding
number of circles and the endless meetings” that take
employees away from achieving their work goals. On the
upside, holacracy promotes employees’ ownership and
encourages even the lowest-paid employees to add items
to meeting agendas that are subsequently discussed and
acted upon.

What will become of the 267 ex-managers at Zappos?
Though no one knows for sure, the company has created
a new circle titled “Reinventing Yourself” to help these indi-
viduals find “new roles that might be a good match for their
passions, skills, and experience,” John Bunch, the employee
who is helping Zappos transition to a holacracy, suggests,
“most managers will be able to grow into new areas of
technical work to replace the time they were doing people
management.”
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There may be an irony In the way that Zappos shifted
from a hierarchical management structure to one that is
based on democratic, self-organizing circles. The mandate
for this change came from Tony Hsieh, the CEO. Those
employees and managers who did not agree with the “top-
down” change were asked to leave the company. This
irony suggests that even for visionary business leaders like
Hsleh, radical change may not be easy to accomplish in a
consensus-driven manner.

As Zappos and its employees continue to adapt to the
new holacratic system of management, Bunch has admitted
the company will need to refine salary processes as well
as the decision process for assigning projects throughout
the company. He is patient and Is taking the long view: “We
believe that, over time, the ability for people to be empow-
ered and entrepreneurial will make people happy.”

CASE INCIDENTS

Employee Raiding

Litson Cotton Yarn Manufacturing Company, located in
Murray, New Jersey, decided as a result of increasing labor
costs to relocate its plant in Fairlee, a southern commu-
nity of 4,200. Plant construction was started, and a human
resources office was opened in the state employment office,
located in Fairlee.

Because of ineffective HR practices in the other three
textile mills located within a 50-mile radius of Fairlee, Litson
was recelving applications from some of the most highly
skilled and trained textile operators in the state. After receiv-
ing applications from approximately 500 people, employ-
ment was offered to 260 male and female applicants. These
employees would be placed immediately on the payroli with
instructions to await final installation of machinery, which
was expected within the following six weeks.

The managers of the three other textile companies,
faced with resignations from their most efficient and best-
trained employees, approached the Litson managers with
the complaint that their labor force was being “raided.” They
registered a strong protest to cease such practices and
demanded an immediate cancellation of the employment of
the 260 people hired by Litson.

Litson managers discussed the ethical and moral consid-
erations involved in offering employment to the 260 peo-
ple. Litson clearly faced a tight Iabor market in Fairlee, and
management thought that if the 260 employees were dis-
charged, the company would face cancellation of its plans
and large construction losses. Litson management also felt
obligated to the 260 employees who had resigned from
their previous employment in favor of Litson.

The dilemma was compounded when the manager of
one community plant reminded Litson that his plant was
part of a nationwide chain supplied with cotton yarn from
Litson. He implied that Litson's attempts to continue opera-
tions in Fairlee could result in cancellation of orders and the
possible loss of approximately 18 percent markel share, It
was also suggested to Litson managers that actions taken

DISCUSSION QUESTION

1. To what degree do you think that Zappos' new hola-
cratic approach to organizing will enhance its competi-
tive advantage In Innovation, guality, service, speed,
and cost competitiveness? Explain.

SOURCES: Adapted from Noguehil ¥ “Zsascs A Waorknlace Where No One
and Everyone Is the Boss™ NPR. July 21 2015 httolfwww.nprorg: Gelles,
D.. “At Zappos, Pushing Shoes snd & Vision™ The New York Times, July
17, 2015, hitp//iwwwaytimescomt S=loal B 7% of Zappos' Managers
Quit After Recent CEQ Ultimatum 1o Embrace Seif-Management or Leave”
Businoss Insider, June 9, 2015, htto v bulsnessinsider.com; Silverman,
R., "At Zappos, Banishing Bosses Srngs Confusion.” The Wall Street Journol,

May 20, 2015, hitp//wwwensicons Petiialien G, “Making Sense of Zappos’
War on Manager,” Horvard Business Resiew. May 19, 2015, hitp//www.hbr,
org: Denning, S., “Zappos Ssys Goodbye 0 Bosses” Forbes, January 15,
2015, http/www.forbes comt Fshes L “Ricardo Semler Won't Take Control,”
Strategy + Business, November 29, 2005, http//iwww.strategy-business.com.

by the nationwide textile chain could result in cancellation
of orders from other textlle companies. Litson’s president
held an urgent meeting of his top subordinates to (1) decide
what to do about the situation in Fairlee, (2) formulate a writ-
ten policy statement indicating Litson’s position regarding
employee raiding, and (3) develop a plan for implementing
the policy.

How would you prepare for the meeting, and what would
you say at the meeting?

SOURCE: Champion, J. and James, J., Critical Incidents in Manogement:
Decision and Policy Issues, 6th ed. New York: McGraw-Hilllrwin, 1989,
Copyright © 1989 The McGraw-Hill Companies.

Effective Management

Dr. Sam Perkins, a graduate of the Harvard University
College of Medicine, had a private practice in internal medi-
cine for 12 years. Fourteen months ago, he was persuaded
by the Massachusetts governor to give up private practice to
be director of the State Division of Human Services.

After one year as director, Perkins recognized he had
made little progress in reducing the considerable ineffi-
ciency in the division. Employee morale and effectiveness
seemed even lower than when he had assumed the posi-
tion. He realized his past training and experiences were of a
clinical nature with little exposure to effective management
techniques, Perkins decided to research literature on the
subject of management available to him at a local university.

Perkins soon realized that management scholars are
divided on the gquestion of what constitutes effective man-
agement. Some believe people are born with certain identi-
fiable personality traits that make them effective managers.
Others believe a manager can learn to be effective by treat-
ing subordinates with a personal and considerate approach
and by giving particular attention to their need for favorable
working conditions. Still others emphasize the importance
of developing a management style characterized by an
authoritarian, democratic, or laissez-faire approach. Perkins




Was further confused when he learned that a growing num-
of scholars advocate that effective management is con-
ngent on the situation,

. Because a state unlversity was located nearby, Perkins
contacted the dean of its college of business administra-
tion. The dean referred him to the director of the college’s
management center, Professor Joel McCann. Discussions
between Perkins and McCann resulted in a tentative agree-
ment that the management center would organize a series
-.management training sessions for the State Division of
iHuman Services. Before agreeing on the price tag for the
management conference, Perkins asked McCann to prepare
2 proposal reflecting his thoughts on the following questions:

1. How will the question of what constitutes effective
management be answered during the conference?
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2. What will be the specific subject content of the
conference?

3. Who will the instructors be?
4. What will be the conference’s duration?

5. How can the conference's effectiveness be
evaluated?

6. What policies should the State Division of Human
Services adopt regarding who the conference
participants should be and how they should be
selected? How can these policies be implemented
best?

SOURCE: Champion, J. and James, J., Crtical Incidents in Monogement:
Decision: and Policy Issues, 6th ed. New York: McGraw HilMirwin, 1989,
Copyright © 1988 The McGraw-Hill Companies.
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