SUBJECT: FOUNDATIONS FOR BUSINESS DECISIONS

Module 2: Decision-Making Models

5 Rational Model of Decision-Making — Meaning, Concept,
Importance, Strength and Weakness of Rational Model, Practical

Applications

Meaning and Concept

The Rational Model of Decision-Making—often termed the Classical or Normative Model—is a
prescriptive framework built on economic logic. It operates under the absolute assumption that decision-
makers act with complete objectivity, possess perfect information, evaluate every single conceivable
alternative without cognitive bias, and make choices that mathematically maximize organizational utility

or financial value.

The concept emphasizes a highly structured, linear, and logical sequence. It assumes the decision-
maker can perfectly define the problem, identify all decision criteria, weight those criteria accurately,
generate an exhaustive list of options, score each alternative against every criterion, and compute the

absolute optimal choice.

Importance of the Rational Model

The Rational Model establishes the golden baseline or standard benchmark for strategic problem-
solving. It provides corporate teams with a systematic framework that ensures choices are grounded in
rigorous data validation and structural analysis, rather than emotional impulses or unverified intuition. It

forces organizations to document their logical paths, criteria weights, and scoring metrics explicitly.



Strengths and Weaknesses

Core Structural Strengths Operational Weaknesses & Flaws

* Objective & Unbiased: Eliminates emotional » Unrealistic Assumptions: Incorrectly presumes
variance, personal favoritism, and subjective that managers possess infinite time, unlimited
psychological impulses from corporate steering. processing power, and access to zero-error
 Systematic Traceability: Creates an explicit, market data.

auditable trail of logical parameters, ideal for » Analysis Paralysis: The exhaustive demand to
public governance and high-stakes corporate evaluate *all* alternatives can freeze operational
compliance. velocity, causing missed market windows.

« Comprehensive Evaluation: Guarantees that * Quantification Bottleneck: Highly complex to
multiple alternatives are analyzed thoroughly apply when core decision criteria are qualitative
rather than settling for early, obvious solutions. (e.g., measuring workplace morale impact).

Practical Applications

Despite its real-world limitations, the Rational Model is actively deployed in environments requiring high

precision and low tolerance for error:

« Capital Budgeting & Asset Procurement: Executing multi-million dollar investments in machinery,

real estate, or corporate acquisitions where financial data is detailed and highly structured.

* Public Tender Evaluations: Government bidding frameworks where clear, quantifiable parameters

must be scored transparently to guarantee legal fairness and prevent corruption.

* Aviation & Engineering Safety Protocols: Developing diagnostic error-correction workflows where

choices follow hard logical dependencies to prevent system failure.

6 Bounded rationality model - Meaning, Concept, Importance,
Strength and Weakness of Bounded rationality Model, Practical

Applications

Meaning and Concept

Formulated by Nobel Laureate Herbert A. Simon, the Bounded Rationality Model is a descriptive

framework that reflects real-world human behavior. It argues that absolute rationality is an impossibility



because human decision-makers operate within cognitive boundaries. Managers face processing

limitations, information asymmetries, and tight time constraints.

Instead of optimizing (searching endlessly for the single perfect choice), individuals navigate challenges
by "Satisficing”. They construct a simplified mental model of the situation, evaluate alternatives

sequentially, and select the first option that satisfies their minimum acceptable baseline thresholds.

Importance of the Model

Bounded Rationality revolutionized management theory by shifting the focus from how decisions
*should* be made to how they *actually* occur on the ground. It validates the use of heuristics (mental
shortcuts) and operational rules of thumb, allowing corporate structures to maintain decision velocity in

highly volatile, fast-moving corporate environments.

Strengths and Weaknesses

Core Structural Strengths

« Highly Realistic: Aligns perfectly with the
psychological realities, data limitations, and rapid
timelines faced by corporate managers.

* Decision Velocity: Prevents analysis paralysis
by allowing teams to stop searching once a
functional, safe alternative is unlocked.

* Resource Conservation: Minimizes the
immense financial cost and labor time required to
collect and analyze marginal, low-return

information layers.

Practical Applications

Operational Weaknesses & Flaws

» Suboptimal Settle Risk: Satisficing can cause
teams to settle too early for a mediocre choice,
completely missing an exceptionally superior
option.

* Vulnerability to Biases: Relying on mental
shortcuts (heuristics) can introduce systemic
judgmental errors and emotional distortions.

* Lack of Horizon Planning: Focuses heavily on
near-term problem resolution, potentially

compromising long-term strategic alignment.

Bounded Rationality describes execution across high-velocity, fluid market sectors:

» Urban Last-Mile Logistics Routing: Adjusting delivery routes on the fly due to sudden traffic

bottlenecks, where a functional alternative must be deployed within seconds.

- Day-to-Day Inventory Procurement: Sourcing alternate component vendors during local supply

shocks, where meeting production timelines outstrips finding the lowest price.



« Start-Up Product Pivots: Launching early MVPs (Minimum Viable Products) to capture market

feedback under cash-burn constraints, rather than waiting to build a perfect system.

7 Intuition-based decision making — Concept and Strength and
Weakness, Role of intuition in decision making, different types of

intuition: Expert Intuition, Social Intuition, and Strategic Intuition

Concept and Meaning

Intuition-Based Decision-Making is an involuntary, rapid, and subconscious cognitive process that yields
a choice without explicit, step-by-step analytical reasoning. It is not random guessing or mystical insight;
rather, it is a highly advanced form of subconscious data processing that draws instantly from

accumulated tacit knowledge, past experience, and deep pattern recognition scales.

Role of Intuition in Decision-Making

Intuition serves as a primary management steering tool under high-velocity conditions. It functions as an
internal compass when analytical data is completely missing, contradictory, or obsolete, or when a high-
pressure crisis prevents executing step-by-step rational modeling. It allows executives to quickly
synthesize fragmented data points and spot hidden structural opportunities before competitors can

calculate them.

Strengths and Weaknesses

« Strengths: Unmatched operational speed (executed in fractions of a second); leverages complex,
unwritten tacit knowledge; reduces cognitive load under extreme stress; and drives creative, non-

linear breakthroughs.

» Weaknesses: Completely impossible to audit or verify step-by-step; highly vulnerable to hidden
emotional biases or overconfidence traps; cannot be easily communicated or taught to subordinates;

and heavily dependent on the individual's specific background experience.

Three Distinct Classifications of Intuition

Modern behavioral psychology structures intuitive capacity into three operational variations:



Expert Intuition

Rapid Pattern Matching: Built
on thousands of hours of
deliberate domain practice. The
brain instantly maps a current
crisis against historical
configurations (e.g., a master
chess player or an emergency
room doctor diagnosing a rare
anomaly within seconds).

Social Intuition

Empathetic Navigation: Fast,
subconscious processing of
subtle human cues, emotional
states, vocal tones, and team
politics. It allows leaders to read
boardroom friction or gauge
client anxieties instantly during
complex contract negotiations.

Strategic Intuition

The Creative Flash of Insight:
Distinct from expert intuition's
fast response. It is the slow,
non-linear "Aha!" moment
where the brain connects
unrelated pieces of historical
data to solve a structural
challenge (e.g., Steve Jobs
realizing consumer tech could

merge phone, internet, and
music into a single screen glass
canvas).

8 Group decision-making — Meaning, Concept and significance,
overview of various strategies used in group decision-making,

such as consensus building, brainstorming, and multi-voting.

Meaning and Concept

Group Decision-Making is a collaborative administrative process where multiple individuals interact to
evaluate alternatives, resolve structural conflicts, and reach a unified choice. It shifts accountability from
a single executive manager to an integrated team, blending functional specialties (such as finance, HR,

legal, and production units) to formulate a holistic corporate strategy.

Significance of Group Decisions

Involving multiple stakeholders improves **Data Enrichment** (gathering wider information scopes),
enhances **Risk Mitigation** (uncovering blind spots single individuals miss), drives **Acceptance &
Buy-in"™* (reducing implementation friction among staff), and fosters **Democratic Organizational

Alignment**.

Overview of Core Group Strategies

To avoid groupthink anomalies and ensure structural efficiency, teams deploy specialized strategy

frameworks:

1. Consensus Building: A non-coercive, iterative facilitation process that aims to craft an

agreement that *all* group members can support and implement, even if it isn't every single



member's first choice.
Mechanism: The group actively collaborates to identify conflicts, modify alternative parameters, and
integrate dissenting viewpoints until a solution emerges that avoids hostile majority-rule voting and

respects minority concerns.

« 2. Brainstorming: A positive, unstructured generation phase designed to maximize the volume of
innovative alternative options.
Mechanism: Group members are encouraged to share creative, non-linear ideas without fear of early
criticism or technical evaluation. Ideas are recorded comprehensively, and analysis is strictly

deferred to a separate stage to prevent creative blockages.

« 3. Multi-Voting (Dot Voting): A structured, democratic prioritization strategy used to filter a massive
list of brainstormed alternatives down to a few manageable, high-priority options.
Mechanism: Every group member receives a fixed, limited number of votes (or sticky dots) that they
can allocate across the listed options. They can distribute their votes evenly or pool them on a single
alternative. The options with the highest accumulated vote totals rise to the top for immediate,

detailed rational analysis, effectively filtering out noise.

End of Module 2 - Decision-Making Models
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