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WELCOME TO DECISION MAKING I SPRING -01

Here is a description of the course design and how we are going to work. It is a bit different from ordinary courses since it is web-based. First let me declare the rationale for having the course on the net. The idea is:

· To make your studies more flexible. You will be able to choose when and where you want to study. I hope that this is more valuable to you than to meet in classrooms.

· To deepen your knowledge of the subject by having daily discussions on the net with all the other participants in the course. I urge you to use this opportunity to discuss with all the participants and not just within your team. 
These two ideas are to some degree in conflict since intense activity on the net requires that you study with the same pace and at the same time - when you input something on the net you want a rather immediate reaction. The second idea about deeper knowledge is more important to me so we must all work to promote lively and interesting discussions. To encourage this, your assignments have deadlines.

SHORT STUDY GUIDE

You may carry out the studies as you please (respect the deadlines though), but I want to suggest two things:

1. Start the first week by browsing the articles. 

2. Look at the assignments and try to estimate how much time each will take. Reserve time in your calendar if you are going to work in a team. Reserve also time for the net activities.

INSTRUCTOR

Anders Hederstierna. 

E-mail: ahe@iem.hk-r.se. Tel: 0457 385618 or 0709 228640.

THE WEB ADDRESS TO THE COURSE

You only need a browser and your ordinary student account to tune-in on the course, at the address:

(not definite yet)

In the event of server problems, I will provide information on the address that you find under the heading COURSE PLAN AND LITERATURE  below.

Technical support can you find at

(not definite yet)

or mail to

(not definite yet)

WHAT SHALL WE DO ON THE WEB?

In the COURSE ROOM you will find headings for all your assignments. Under each heading you are free to discuss questions etc related to that assignment. Try to be short and concise in your discussions. I will only comment on the discussions when I think it is necessary. The scheduled net discussions also take place in the COURSE ROOM.

Under the STUDENT CAFÉ heading you are free to discuss anything - I will not visit this place myself. If I want to submit more general info to everybody in the course, I will put it under the heading called TUNE-IN. 

COURSE PLAN AND LITERATURE

See http://idenet.ide.hk-r.se/kurser.

GRADING

You have 3 assignments which you should complete in a team (a 2-person team is preferred). You also have 2 assignments (article summaries) which you should carry out individually. 

A final grade VG (HIGH PASS) on the course requires high-quality work:

· VG on two of the team assignments plus 

· VG on one of the individual assignment plus

· VG on the quality of your participation in the net discussions.

ASSIGNMENTS SCHEDULE
ASSIGNMENT 
NET DISCUSSION
SUBMIT FOR GRAD-


BETWEEN 1 - 3 PM
ING BEFORE 12 PM
DECISION ANALYSIS
JAN 23
JAN 24

ARTICLE SUMMARY I
JAN 30
JAN 31

SPOTTING DECISIONS
FEB 6
FEB 7  

ARTICLE SUMMARY II
FEB 13
FEB 14

FIELD STUDY
FEB 27
FEB 28
NET DISCUSSIONS

The goal with the net discussions is that you should learn from one another. Please submit a preliminary version of your report at 1 pm the day before the scheduled net discussion. Read the submitted reports. On the net discussion day, submit your comments on the other reports and respond to the comments to encourage a lively discussion which you can learn as much as possible from. 

FINAL SUBMISSION

Use the comments and analyses from the net discussions to improve your final report. Please submit it for grading to AHE not later than deadline.

ASSIGNMENT DESCRIPTIONS
1. DECISION ANALYSIS: Summarize the standard formal treatment of how to make decisions under uncertainty and how to measure the necessary components as described in A. Hederstierna 1981 (see below under READINGS). Describe also your own attitude toward risk by measuring your utility in the way described there.

2. ARTICLE SUMMARY I: Summarize the analyses and suggestions in the article by A. Dixit & R. Pindyck and the article by C. Park & H. Herath on option valuation of decisions under uncertainty (see below under READINGS). 

3. SPOTTING DECISIONS: Try to identify three examples of decisions in companies that could be analyzed by the formal models as described in the first two assignments. Describe the decisions in decision matrixes or decision trees. 

4. ARTICLE SUMMARY II: Summarize the analyses and discussions in the article by A. Sen on the possibility of rational social choice (see READING list below). Is it possible or not for groups or society to make rational choices according to Sen?
5. FIELD STUDY: Interview two decision makers and find out how they describe rational decisions under uncertainty; how important rational decisions are in their organizations; how effective decision making is related to rational decisions; how they take care of uncertainty in their decisions. Analyze the results in the light of what you have learned about effective decision making from the readings.

READINGS
Here follows a list of readings. All articles are available in full text in electronic form (and in paper from Info Center) through the EBSCO database (except for the two by A. Hederstierna). Browse the material as soon as possible. You are expected to use it and refer to it when it is relevant for your assignments.

Title: Strategy as Strategic Decision Making. 

Source: Sloan Management Review, Spring99, Vol. 40 Issue 3, p65, 8p, 1bw 

Author(s): Eisenhardt, Kathleen M. 

Abstract: Describes the strategy as strategic decision making, especially in rapidly changing markets. One myth of strategic decision making in high-velocity markets; Ways that executives accelerate conflict; How effective strategic decision makers avoid dilemma.

Title: Humble decision making. 

Source: Harvard Business Review, Jul/Aug89, p122, 5p 

Author(s): Etzioni, A. 

Abstract: Discusses the art of decision making, in an increasingly complex world. Problems associated with two current prevailing models of decision making, rationalism and incrementalism; Benefits of the mixed scanning approach; list of techniques for effective decision making.

Title: Creativity in decision making with value-focused thinking. 

Source: Sloan Management Review, Summer94, Vol. 35 Issue 4, p33, 9p, 3 charts, 2 diagrams 

Author(s): Keeney, Ralph L. 

Abstract: Describes `value-focused thinking' in decision making. Involvement of defining and structuring fundamental values in terms of objectives to guide and integrate decision making; Techniques for creating better alternatives for decision problems; Identification of more appealing decision opportunities; Relevance to both organizational and personal decisions; Illustration of application at Conflict Management, Inc

Title: Foundations for Making Smart Decisions. 

Source: IIE Solutions, May99, Vol. 31 Issue 5, p24, 7p, 1c 

Author(s): Keeney, Ralph L. 

Abstract: Discusses how to develop a quality foundations for engineering decisions. Key elements for making smart choices; Why most decision makers cannot specify their objectives; Steps in identifying and organizing objectives; Points to consider in developing alternatives.

Title: Decisions under Uncertainty (excerpt). 

Source: Decisions under Uncertainty, EFI 1981 

Author(s): Hederstierna, A.

Title: A remark on the connexion between procedure and value 

Source: Theory and Decision, 1985, vol 18, no. 2 

Author(s): Hederstierna, A.

Title: Valuing risky projects: Options pricing theory and decision analysis. 

Source: Management Science, May95, Vol. 41 Issue 5, p795, 22p, 9 charts, 9 graphs 

Author(s): Smith, James E.; Nau, Robert F. 

Abstract: Compares and contrasts three different approaches: risk-adjusted discount-rate analysis, option pricing analysis and decision analysis. Integration of option pricing and decision analysis; How option pricing techniques can be used to simplify decision analyses when some risks can be hedged by trading.

Title: The options approach to capital investment. 

Source: Harvard Business Review, May/Jun95, Vol. 73 Issue 3, p105, 11p, 1 cartoon, 4c 

Author(s): Dixit, Avinash K.; Pindyck, Robert S. 

Abstract: Examines the shortcomings of the conventional approaches to decision making about capital investment and presents a better framework for thinking about investment decisions. Problems with the rules taught in business schools; Viewing of investment as an option.

Title: Exploiting uncertainty - investment opportunities as real options: A new way of thinking in engineering economics
Source: Engineering Economist, 2000, Vol. 45 Issue 1, p1, 36p, 13 diagrams 

Author(s): Park, Chan S.; Herath, Hemantha S.B. 

Abstract: A new trend in corporate planning is to exploit uncertainty by taking investment opportunities as real options. This options approach is to complement the conventional net present value (NPV) criterion in evaluating risky investments. In this paper, we take a broad look at the real options approach to various engineering economic decision problems, laying out how it provides an immediate and important perspective on value creation in an uncertain world. 

Title: Evaluating Income Streams: A Decision Analysis Approach

 Source: Management Science, Dec98 Part 1 of 2, Vol. 44 Issue 12, p1690, 19p, 1 diagram, 6 graphs 

Author(s): Smith, James E.
Abstract: Most important decision problems--virtually all capital investments and planning situations-involve risky cash flows with uncertainties that are resolved over time. In most of these problems, the decision-maker has access to financial markets and may borrow and lend to smooth consumption over time. Yet, because of the difficulty of incorporating these borrowing and lending decisions into the evaluation models, these opportunities are rarely explicitly modeled in decision and risk analyses of these investments. In this paper, we study the errors induced by failing to account for these borrowing and lending decisions, and we develop extensions to the standard decision and risk analysis procedures that, given certain market and preference assumptions, take these borrowing and lending opportunities into account without overburdening the evaluation models.

Title: The use of crying over spilled milk: a note on the rationality and functionality of regret 

Source: Philosophical Psychology, Sep99, Vol. 12 Issue 3, p325, 16p 

Author(s): Zeelenberg, Marcel 

Abstract: This article deals with the rationality and functionality of the existence of regret and its influence on decision making. First, regret is defined as a negative, cognitively based emotion that we experience when realizing or imagining that our present situation would have been better had we acted differently. Next, it is discussed whether this experience can be considered rational and it is argued that rationality only applies to what we do with our regrets, not to the experience itself. Then, research is reviewed showing that both the anticipation of future regret and the experience of retrospective regret influence behavior. 

Title: Rationality and social choice. 

Source: American Economic Review, Mar95, Vol. 85 Issue 1, p1, 25p, 1bw 

Author(s): Sen, Amartya 

Abstract: Discusses the approaches to arrive at social measures of poverty, inequality and distribution-adjusted real national incomes. Questions on the social concept of orderings; Applicability of the impossibility theorem to social choice and preferences; Difficulties in combining individual preference orderings into aggregative social welfare judgments.

