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6.3: Overview of Managerial Decision-Making

1. Understand the basic characteristics of decision making.

Decision-making is the action or process of thinking through possible options and selecting one.

It is important to recognize that managers are continually making decisions and that the quality of their decision-making has an
impact—sometimes quite significant—on the effectiveness of the organization and its stakeholders. Stakeholders are all the
individuals or groups that are affected by an organization (such as customers, employees, shareholders, etc.).

Members of the top management team regularly make decisions that affect the future of the organization and all its stakeholders,
such as deciding whether to pursue a new technology or product line. A good decision can enable the organization to thrive and
survive long-term, while a poor decision can lead a business into bankruptcy. Managers at lower levels of the organization
generally have a smaller impact on the organization’s survival but can still have a tremendous impact on their department and its
workers. Consider, for example, a first-line supervisor who is charged with scheduling workers and ordering raw materials for her
department. Poor decision-making by lower-level managers is unlikely to drive the entire firm out of existence, but it can lead to
many adverse outcomes, such as:

reduced productivity if there are too few workers or insufficient supplies,
increased expenses if there are too many workers or too many supplies, particularly if the supplies have a limited shelf life or
are costly to store, and
frustration among employees, reduced morale, and increased turnover (which can be costly for the organization) if the decisions
involve managing and training workers.

Deciding When to Decide

While some decisions are simple, a manager’s decisions are often complex ones that involve a range of options and uncertain
outcomes. When deciding among various options and uncertain outcomes, managers need to gather information, which leads them
to another necessary decision: how much information is needed to make a good decision? Managers frequently make decisions
without complete information; indeed, one of the hallmarks of an effective leader is the ability to determine when to hold off on a
decision and gather more information and when to make a decision with the information at hand. Waiting too long to make a
decision can be as harmful to the organization as reaching a decision too quickly. Failing to react quickly enough can lead to missed
opportunities, yet acting too quickly can lead to organizational resources being poorly allocated to projects with no chance of
success. Effective managers must decide when they have gathered enough information and must be prepared to change course if
additional information becomes available that makes it clear that the original decision was a poor one. For individuals with fragile
egos, changing course can be challenging because admitting to a mistake can be harder than forging ahead with a bad plan.
Effective managers recognize that given the complexity of many tasks, some failures are inevitable. They also realize that it’s better
to minimize a bad decision’s impact on the organization and its stakeholders by recognizing it quickly and correcting it.

What’s the Right (Correct) Answer?

It’s also worth noting that making decisions as a manager is not at all like taking a multiple-choice test: with a multiple-choice test,
there is always one right answer. This is rarely the case with management decisions. Sometimes a manager is choosing between
multiple good options, and it’s not clear which will be the best. Other times there are multiple bad options, and the task is to
minimize harm. Often there are individuals in the organization with competing interests, and the manager must make decisions
knowing that someone will be upset no matter what decision is reached.

What’s the Right (Ethical) Answer?

Sometimes managers are asked to make decisions that go beyond just upsetting someone—they may be asked to make decisions in
which harm could be caused to others. These decisions have ethical or moral implications. Ethics and morals refer to our beliefs
about what is right vs. wrong, good vs. evil, virtuous vs. corrupt. Implicitly, ethics and morals relate to our interactions with and
impact on others—if we never had to interact with another creature, we would not have to think about how our behaviors affected
other individuals or groups. All managers, however, make decisions that impact others. It is, therefore, important to be mindful
about whether our decisions have a positive or a negative impact. “Maximizing shareholder wealth” is often used as a

 Learning Objectives

https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/117022?pdf
https://biz.libretexts.org/Courses/Concordia_University_Chicago/Principles_of_Management/06%3A_Managerial_Decision-Making/6.03%3A_Overview_of_Managerial_Decision-Making


6.3.2 https://biz.libretexts.org/@go/page/117022

rationalization for placing the importance of short-term profits over the needs of others who will be affected by a decision—such as
employees, customers, or local citizens (who might be affected, for example, by environmental decisions). Maximizing shareholder
wealth is often a short-sighted decision, however, because it can harm the organization’s financial viability in the future.1 Bad
publicity, customers boycotting the organization, and government fines are all possible long-term outcomes when managers make
choices that cause harm in order to maximize shareholder wealth. More importantly, increasing the wealth of shareholders is not an
acceptable reason for causing harm to others.

As you can see from these brief examples, management is not for the faint of heart! It can, however, be incredibly rewarding to be
in a position to make decisions that have a positive impact on an organization and its stakeholders. We see a great example of this
in the Sustainability and Responsible Management box.

The focus of a manager or a business owner is often primarily on doing well (making a profit). Sometimes, though,
organizational leaders choose to pursue two big goals at once: doing well and simultaneously doing good (benefiting society in
some way). Why? Generally, because they think it’s an important thing to do. The business provides an opportunity to pursue
another goal that the founders, owners, or managers are also passionate about. In the case of New Belgium Brewing, the
company’s co-founders, Jeff Lebesch and Kim Jordan, were passionate about two things: making great beer and environmental
stewardship. So it should come as no surprise that their brewery is dedicated to reducing its environmental footprint. The
brewery has created a culture that fosters sustainability in a wide range of ways, such as by giving employees a bicycle on their
one-year anniversary as a way to encourage them to ride bicycles to work. The organization is also active in advocacy efforts,
such as the “Save the Colorado” (river) campaign, and it works hard to promote responsible decision-making when it comes to
environmental issues. In fact, in 1999, following an employee vote, the brewery began to purchase all of its electricity from
wind power, even though it was more expensive than electricity from coal-burning power plants (which meant reduced
profitability and less money for employee bonuses).

While the brewery still relies primarily on wind power, it also now generates a portion of its electricity onsite—some from
rooftop solar panels and even more from biogas, the methane gas byproduct that is created by microbes in the brewery’s water
treatment plant. The company cleans the wastewater generated from beer production, and in doing so, it generates biogas,
which is captured and used for energy to help run the brewery.

Brewing is water intensive, so New Belgium works hard to reduce water consumption and to recycle the water that it does use.
The company also reduces other types of waste by selling used grain, hops, and yeast to local ranchers for cattle feed. The
company, which has been employee-owned since 2013, also works with the local utility through a Smart Meter program to
reduce their energy consumption at peak times.

All of these efforts at doing good must come at a cost, right? Actually, research shows that companies that are committed to
sustainability have superior financial performance, on average, relative to those that are not. In coming up with creative ways
to reduce, reuse, and recycle, employees often also find ways to save money (like using biogas). In addition, organizations that
strive to do good are often considered attractive and desirable places to work (especially by people who have similar values)
and are also valued by the surrounding communities. As a result, employees in those organizations tend to be extremely
committed to them, with high levels of engagement, motivation, and productivity. Indeed, it seems clear that the employees at
the New Belgium Brewery are passionate about where they work and what they do. This passion generates value for the
organization and proves that it is, in fact, possible to do well while having also made the decision to do good. And in the case
of New Belgium Brewery, that means working to protect the environment while also making delicious beer.

Discussion Questions
1. What challenges does New Belgium Brewery face in pursuing environmental goals?
2. Can you think of any other examples of companies that try to “do good” while also doing well?
3. Would you like to work for an organization that is committed to something more than just profitability, even if it meant

your salary or bonus would be smaller?
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1. What are some positive outcomes of decision-making for an organization? What are some possible negative outcomes?
2. How is managerial decision-making different from a multiple-choice test?
3. In addition to the owners of a business, who are some of the other stakeholders that managers should consider when making

decisions?
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