Q: How much do you want to meet her, how important is the picnic, how much is the price worth?

A: The fundamental concern of decision-making is combining information about probability with information about desires and interests. Decisions may be influenced by one’s emotional status at the time a decision is made. 

Q: What is the use of decision analysis techniques without the best available information delivered by Knowledge Management?

A: Considering the uncertain environment, the chances that “good decisions” are made increases with the availability of “good information”. The chance that “good information” is available increases with the level of structuring the process of Knowledge Management. One must not make responsible decisions until one possess enough knowledge.

Q: Only one action may be taken. What can I do?

A: A good decision requires seeking a better set of alternatives than those that are initially presented or traditionally accepted. Be brief on logic and reason portion of your decision.

Q: If conditional probability P (Ap|A) is given, what is the chance that A will happen?

A: This question can be answered by applying the Bayes’ Law:

a) Take probabilities and multiply them “down” in the matrix;

b) Add the rows across to get the sum;

c) Normalize the values (making probabilities adding up to 1) by dividing each column number by the sum of the raw found in Step (b)

d) Draw the decision tree.

Q: Why managers seek the advice of consulting firms?

A: Managers pay consultants to provide advisory service work that falls into one of the following categories: 1) work they are not (or feel they are not) competent to do themselves; 2) work they do not want to do themselves; 3) work they do not have time to do themselves. 

Q: How can you be sure to choose the right consultants?

A: Test the consultant’s knowledge of your product. It is imperative to find out the depth of a prospective consultant’s knowledge about your particular product and its potential market. Ask the consultant to provide a generic project plan, task list, or other documentation about your product. 

Q: Why do some people buy insurance and others do not? 

A: The decision-making process involves psychological and economical factors, the decision to buy insurance is based upon two fundamental criteria:  1) the person’s financial ability to buy insurance and 2) their relative risk aversion.  A measure of someone’s risk aversion (or lack thereof) can be measured by constructing a utility matrix for the particular decision at hand.

Q: How do we measure the utility function for a specific decision maker?

A: The utility concept is an attempt to measure the usefulness of money for the individual decision maker. It is measured in utils. In order to make a sound decision considering the decision-maker’s attitude towards risk, one must translate the monetary payoff matrix into the utility matrix. 

Q: What should you do if the course of action with the larger expected outcome also has a much higher risk? 

A: In such cases, using another measure of risk know as the coefficient of variation is appropriate. Coefficient of variation (CV) is the relative risk, with respect to the expected value, which is defined as: CV=(St.Dev/Expected Value)*100

Q: How may we predict, identify, or explain chance of events and their consequences? How may we assess, prepare for, or manage them?

A: Use sensitivity analysis, which can be carried out using computerized algorithms.

Q: How Stable is your decision?

A: Stability analysis compares the outcomes of each your scenarios with chance events. Computer packages such as WinQSB are necessary and useful tool. They can be used to examine the decision for stability and sensitivity whenever there is uncertainty in the payoffs and/or in assigning probabilities to the decision analysis. 

Q: How can you be sure to choose the right consultants?

Deciding on the right consultant is similar to any decision.  A careful strategy is needed and followed to evaluate the risks and rewards.  One thing that is not mentioned in the lecture notes that I feel is particularly important is to interview more than one firm.  A person can be easily swayed when they do not have more than one option to evaluate.  In addition, the lecture notes suggest to:

1. test the consultants knowledge of the product [situation]

2. conduct a reliability analysis

3. interview concerning past projects, success and failures

4. get and check references

5.
sign a contract

Q: Given all this relevant information, what action do you take?

As stated in the lecture notes, “it’s all up to you.”  The point of that statement is that it takes careful analysis of the risks and rewards of any situation to make the decision that is optimal for you.  Furthermore, the best decision for you may not be the best decision for another person.  The “optimal” solution to a decision problem can be modeled using detailed techniques that can seek to emulate human thoughts, feelings, values, and desires, but these are subjective qualities that may not necessarily “compute” into the modeled optimal solution.

Q: What is the use of decision analysis techniques without the best available information delivered by Knowledge Management?

A:  One must not make responsible decisions until one possesses enough knowledge, unless it is personal decision.

Q: Why managers seek the advice of consulting firms?

A: Managers pay consultants to provide advisory service work that falls into one of the following categories: 1) work they are not (or feel they are not) competent to do themselves; 2) work they do not want to do themselves; 3) work they do not have time to do themselves. 

Q: How can you be sure to choose the right consultants?

A: Test the consultant’s knowledge of your product. It is imperative to find out the depth of a prospective consultant’s knowledge about your particular product and its potential market. Ask the consultant to provide a generic project plan, task list, or other documentation about your product. 

Q: Why do some people buy insurance and others do not? 

A: Purchasing insurance is an example of a case in which people do not base a decision on expected value. Insurance industry profits are predicated on the fact than on the average, people will pay more for a policy then the expected present value on the loss for which they are insured. Buying insurance is an example of a risk-averse behavior. People that are risk-averse will buy insurance, risk-takers will not by insurance. 

Q: Have you ever heard the dilemma of the six-foot tall statistician who drowned in a stream that had an average depth of three feet?

A: The fact that stream had an average depth of three feet does not mean that it did not have places deeper than six feet (for example, it could be seven feet deep in one place, one foot deep in the second place, and one foot deep in the third place with an average of three feet). Variance is an important measure of a data sample. 

Q: What should you do if the course of action with the larger expected outcome also has a much higher risk? 

A: In such cases, using another measure of risk know as the coefficient of variation is appropriate. Coefficient of variation (CV) is the relative risk, with respect to the expected value, which is defined as: CV=(St.Dev/Expected Value)*100.

Q: How may we predict, identify, or explain chance of events and their consequences? How may we assess, prepare fore, or manage them?

A: Use sensitivity analysis, which can be carried out using computerized algorithms.

Q: How Stable is your decision?

A: Stability analysis compares the outcomes of each your scenarios with chance events. Computer packages such as WinQSB are necessary and useful tool. They can be used to examine the decision for stability and sensitivity whenever there is uncertainty in the payoffs and/or in assigning probabilities to the decision analysis.

Q: What is the use of decision analysis techniques without the best available information delivered by Knowledge Management?

A: One must not make responsible decisions until one possesses enough knowledge. 

Q: Now the manager is faced with a new decision to make; which marketing research company should he/she consult? And How can you be sure to choose the right consultants?

A:  Deciding on the right consultant is similar to any decision.  A careful strategy is needed and followed to evaluate the risks and rewards.  One thing that is not mentioned in the lecture notes that I feel is particularly important is to interview more than one firm.  A person can be easily swayed when they do not have more than one option to evaluate.  In addition, the lecture notes suggest to:

5. test the consultants knowledge of the product [situation]

6. conduct a reliability analysis

7. interview concerning past projects, success and failures

8. get and check references

9. sign a contract

Q: Why do some people buy insurance and others not?

A: The decision to buy insurance is based upon two fundamental criteria:  1) the person’s financial ability to buy insurance and 2) their relative risk aversion.  A measure of someone’s risk aversion (or lack thereof) can be measured by constructing a utility matrix for the particular decision at hand.

Q: How do we measure the utility function for a specific decision maker?

A: To measure the utility function for a specific decision-maker, we create a utility table:

1) List the possible payoff in ascending order.

2) Assign a utility of 0 to the lowest payoff and a utility of 1 to the highest payoff.

3) Determine the indifference probabilities for the payoffs: For each payoff, ask the decision-maker – what probability (p) would you be indifferent to accept the payoff or risk losing the maximum payoff to the minimum payoff (1-p).

Q: Have you ever heard the dilemma of the six-foot tall statistician who drowned in a stream that had an average depth of three feet?

A: The point of this question is to make you realize that the average is not necessarily a good indicator of risk because it does not account for the variance within the data set.

Q: Given all this relevant information, what action do you take?

A: As stated in the lecture notes, “it’s all up to you.”  The point of that statement is that it takes careful analysis of the risks and rewards of any situation to make the decision that is optimal for you.  Furthermore, the best decision for you may not be the best decision for another person.  The “optimal” solution to a decision problem can be modeled using detailed techniques that can seek to emulate human thoughts, feelings, values, and desires, but these are subjective qualities that may not necessarily “compute” into the modeled optimal solution.

Q: When considering two (2) different portfolios, what should you do if one portfolio has larger expected return, however it also has a much higher risk compared with the other one?

A:   To analyze the difference in portfolios of different risk the coefficient of variation may be used to gain further insight on the decision problem.   The coefficient of variation is the relative risk with respect to the expected value.  The coefficient of variation is independent from the expected value and demonstrates the relationship between the standard deviation and the expected value. The Coefficient of variation is given mathematically as CV= (SD/EV)* 100 where SD= standard deviation and EV= expected value.

Q: How can you be sure to choose the right consultant?

A:  Test the consultant's knowledge of your product. It is imperative to find out the depth of a prospective consultant's knowledge about your particular product and its potential market.  Ask the consultant to provide a generic product plan, task list, or other documentation about your product.

