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A Word about another Conflict & Decision Making Challenge! 

I. The Precious Software Problem

II.  If 'Efficiency'  Is the Goal, What Exactly is It?


A. Pareto efficiency- no one is worse off after the transaction


B. Kaldor-Hicks efficiency- gains from the transaction exceed the losses


C. In what sense do free markets allocate efficiently?  The nature of 'value'


D. The parables of Bill Gates and the Homeless Man


E. Efficiency and happiness


F. How do you create an efficient budget?  (should you?)

II. Budget Dilemma at DowPonto

III I FORESAW IT and its applications to decision making

IV. Making Wise Tradeoffs (time permitting)

V. Thinking Creatively about Hard Choices (time permitting)


A. The Parable of the Orange


B. The fixed pie assumption


C. Examples of Creative Problem Solving- Panama Canal and Central Park


D. The Far Side Exercise


E. Key Tools for Thinking Creatively

Pick up: Reading on Creative Problem Solving and other readings; the Parking Lot Problem assignment  

 The Precious Software Question

You are taking a very difficult core course in finance. A good grade in the course is essential if you have any chance of getting the kind of job that you enrolled in the program for. You enrolled in the program to help you  support your family better, for whom you will be the sole breadwinner. There is a strict curve in the course. You were feeling very confident in the early weeks, but when you got your midterm grade you were shocked to find you were a full grade below the mean.  It is widely known that students who are in this situation must nail the final to have any chance of getting a good grade in the class, and you have heard that the only way to really boost your chances of doing that is to buy a piece of software called PowerScreen.  PowerScreen is a program that tutors you in the later material. This software is not required but you have heard from many alums that without it you are at a serious disadvantage if you had trouble with the midterm.  If you do poorly you may have to quit and return to a dead end job.

Unfortunately,  PowerScreen is in very short supply.  Every supplier reports at least a  four week wait for copies, but if you wait four weeks you will fall hopelessly  behind.   Because of a sophisticated feature of the software, it can only be operated on the original buyer's computer by the original buyer (it recognizes your learning rate and your typing speed), so you can't borrow it or buy a used copy from a friend. Fortunately, someone has posted a flier announcing that he has an unopened copy of the software.  Unfortunately, another student in another school has approached him and offered to buy it.  

The other classmate is wealthy; he has a net worth of well over $1 million. He is auditing a similar course mainly because he wants to make a few connections there; he has no intention of working in the field when he graduates.  He wants the software program because it might make the course a bit more fun for him, though frankly he doesn't really care about what he learns.  You can't reach him. 

You work part time and have a number of student loans; you also have large medical bills to cover because your son has been quite ill lately, so the most you can afford to pay is $150. You tell this to the seller, who says, truthfully, 'well, the other guy has offered me $1,000.' 

Who values the software more?

Who needs the software more?

Who should get the software?

A Simple Summary of the I FORESAW IT Mnemonic

(core economic ideas are italicized)

Interests                      Considering the material (economic) concerns and other

 (social, psychological) concerns of others

Factual Research   
 (Self-explanatory) 

Options 

  Getting Creative.  Perhaps there is no need for a hard choice.

Reactions & 

Responses 

Possible consequences of your favorite Options and ways to refine them

Empathy & Ethics 
  Considering the conflict deeply from others' perspectives- moral sentiments

Setting & Scheduling  Deadlines, Sequences, Places

Alternatives 

 Opportunity Costs of doing what I'm considering 

Who


 Who can influence/will be effected by this decision?

Independent 



Criteria

Things that objectively confirm the decision is fair, wise, sound, including




but not limited to material wealth, absenteeism, turn-over, customer satisfaction,




 focus group surveys, share price, independent environmental audit, etc.

Topics, Targets, 

Tradeoffs
A simple way to weigh choices. (Marginal thinking)  - how much of topic X will I give up for some more topic Y? Repeat until choice is clear or you are indifferent to further trades.  Example: Salad bar decision, franchise decision.

A Simple Summary of the I FORESAW IT Mnemonic (continued)

Example of Topics, Targets, and Tradeoffs in a decision about what to do about a parking shortage at the corporate headquarters.





         Targets




Topics



(Best
- 
Worst)
 
 Tradeoffs 
 

Net productivity gains

$300,000/year-$0/year    
 

Employee Satisfaction
5% improvement-0%     
(ex) 'trade' 1% ee satisfaction









        for $X productivity?

Adaptability


Instantly- quarterly
   





Neighbor Satisfaction

5% improvement-0%     


Time needed to implement
1 week- 2 months
   
(ex) 'trade' 1 month longer for










        Y neighbor satisfaction?


Net cash outflow 

$0 - $50,000/quarter
  


Before you make any tradeoffs, pick your favorite Options and see how well they can satisfy your various needs.  Is there another set of Options that would satisfy your various needs better? Develop a draft proposal and write it down. Also write down your best Alternative(s).

Next, review your draft proposal and ask yourself: is there a way to improve it by making wise tradeoffs? That is, is there a solution that would cost us a bit on one topic but that would hugely improve one of our other topics?   Keep asking and improving until you are indifferent to further improvements. Compare this proposal to your best Alternative(s). Which choice looks most attractive?
Finally, take your choice and test it.: Does it satisfy my Interests?  Does it do so better than my best Alternative? Do Independent Criteria confirm the decision is wise? Will others React favorably to it?

The Far Side Exercise 

Look over the Far Side Cartoon I am giving you. Then,  please identify two or three interests the Institute has and two or three interests the Band School has.  (Why does the Institute want to riot? Why does the School want to play loudly?)  Then, list at least six creative Options that might simultaneously satisfy an interest of each side.  (Remember, an Option is something the two sides can agree to.  For example, one side could buy the other ear plugs. Or, using two Options, one side could agree to use ear plugs and the other could agree to play toward the floor instead of playing toward the window. In contrast, an alternative is something one side can do if the other side won't agree- such as sue.)  One of your six options must be crazy-nutty-laugh out loud funny.  We'll see how many ideas you came up with.  The world record for Most Options Generated for this exercise is held by a class of undergraduates in Bordeaux, France.  Can you beat them and bring the title back to the States?

Institute's Main 
School's Main

Interest(s)  
Interest(s)

________________________

_____________________

________________________

_____________________

Creative options that might simultaneously satisfy at least one interest of each side

____________________________________

____________________________________

____________________________________

____________________________________

____________________________________

____________________________________
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To My Conflict & Decision Making Students Who Have Taken Conflict & Negotiation

From: Prof. Seth Freeman

Re: DowPonto and I FORESAW IT

"What?" you may well have asked as you prepared for tonight's class, "This case and this concept again?"

Don't worry.  While it's true that you have read the DowPonto case before, notice that the case is more than just a case study about how not to manage a multi-person negotiation.  As you think about it and follow the discussion, consider: what does the case tell you about using economic concepts in a complicated world?  Should Chris Hubbard have ditched all this economics stuff?  Should he have held to it? Is there any way he could have used the core economic concept profitably without running in to the trouble he encountered?  As you think about that question, you should recall things we talked about in C&N, but go beyond it; how do you use economics in the real world? 

Teacher's Notes

VI. The Value-laden assumptions of Economics


"Efficiency is and should be the sole goal"- downplays need, fairness

"If value is willingness to pay, then that which cannot be paid for is of no value"- pride, justice, 

community, trust, honor


"Self-interest is limited to measurable, material self interest" ignores pride, face, fairness, etc. 


"We see the world by what we measure."  (the perverse effects of GNP accounting on pollution)


"Net gain is good even if it is not compensated" permits oppression

Value and Dangers of Economics

+Clarifies thinking about tradeoffs

+Highlights hidden costs

+Reveals how and why incentives, markets can help solve problems 

+ Can help us do more with a given amount of stuff   (oil glut)

-ignores role of fairness and many other intangible forms of self-interst

-ignores other key goals- fairness, relationship, etc.

-encourages self-defeating selfish thinking (frank)

TTT -Would I give up some of my least favorite topic for more of my favorite? Trade cheap for dear all at once    (actually this is only illusory- it still is a gradual trade because usually you do get something of the thing you give away- you just get less.  It's a rough way to spot wise trades)

Marginality- Would I give up one bit of X if I could have another bit of Y?  trade cheap for dear gradually until indifferent  (this is a more precise way of phrasing it, though may not be as easy to do this precisely in practice.)

Smart Choices? -How much X would I need to get me to give up a bit of Y? trade and then compare 

When you have no fixed choices  (eg lunch or budget) and one goal (eg profit max)

How many beans would I give up for a scoop of rice?  Repeat until indifferent

How much budget item A would I give up for $X of item B? Repeat until indifferent

When you have fixed choices (eg franchise?  Move to one of five locations?) and several goals


(2 issues) How much profit would I give up for 3% of market share?  Decide and compare.


(5 issues) How much would I pay for 250 more square feet?  How much increase in client



access would I want for a 5 minute longer commute?  Decide and compare

When you have no fixed choices (eg budget) and several goals (eg cost, calories)


Develop some rough fixed choices.  To tradeoff decisions and compare.  Tweek.  Repeat. 

Marginal Thinking in Theory and Practice

"You can't always get what you want, but if you try 

sometimes, you just might find, you get what you need."


Mick Jagger

Making Market Basket Tradeoffs

The basic idea behind marginal thinking is simple- make gradual tradeoffs until you get the best mix.  Say you're at a salad bar and you've only got $5 in your pocket.  Since you can't have everything, you have to make tradeoffs.  Now you could make an all or nothing tradeoff, piling nothing but beans on your dish, but even if you love beans, you'll get tired of them after a while, and wish you'd gotten some rice and some meat too. Better to get some beans and then before you get sick of them get some rice, and then, before you get sick of that, get some meat.  In theory you can do the same thing with budget decisions, as the people in the DowPonto case tried to do.   There they tried to figure out how much of an 'appetite' they had for each budget item.  They gradually tried to trade off one budget item for another until they got the right balance.   Where the situation is this simple then, putting aside the human conflicts for a moment, you can make these tradeoffs by 'weighing' different budget combinations.  Imagine you're trying to decide how to spend $9 Million

Topics  

Targets 

               Tradeoffs b/w topics





            
(i.e. possible spending)      (i.e. priorities)




Item A- 
 4M earns 6.9M 
     4





 
 5M earns 8M    
     6




             
 6M earns  9M    
     7




Item B - 
  3M earns 6M
     1   pick this one 1st- highest return






  4M earns  7M     
     3   pick this one- 3rd- third best return






  5M earns  9M    
     5




Item C- 
  2M earns 3.9M
     2 pick this one 2nd- second best return





 
  3M earns 4M

     8

You did this intuitively when we did the first Dot Com Budget Dilemma Exercise. 

In practice, though,  this can be hard, not merely because of the human conflict involved, but also because it can simply be hard to figure out what is the value of spending a bit more on something. Sometimes, each bit of spending on a given budget item has a clear, predictable, measureable payoff.  Often, though, it doesn't. Further, even if it does, profitability may only be one of many concerns.  (Market share, for example, may favor one choice while immediate profit may favor another.)  It still makes sense to think about tradeoffs using this letter of the mnemonic, but it may be wise to do it in a different way.  Imagine one budget will reduce your profits from $20M to $10M due to transition costs but will cause  your market share to rise from 20% to 26%; the other  budget will increase your profits from $20M to $25M but your market share would only rise from 21% to 26%.

In theory this is easiest when
 you can quantify material cost and benefits incrementally. In budgets, since there is in theory an infinite array of choices, you can use marginal thinking by trading off between incremental changes in budget categories. For example, if  you have a $9 million, and you only care about maximizing profit, you might decide like so



           Topics  

Targets 

     Tradeoffs





            
(in millions)




Item A- 
 4M earns 6.9M 
4





 
 5M earns 8M    
6




             
 6M earns  9M    
7




Item B - 
  3M earns 6M
1  






  4M earns  7M    
3






  5M earns  9M    
5




Item C- 
  2M earns 3.9M
2





 
  3M earns 4M

8

In practice, though, it may be hard to quantify and there may be 'non-material' costs to consider too. For example, if  you have a $9 million, and some budget items don't have a clear 'return,' and you care about profit and morale, you might decide like so

Topics  

Targets 

     Tradeoffs

Budget 1

Budget 2

Budget 3

The Shopping Cart Problem

You are the manufacturer of a line of shopping carts. A recent series of problems has arisen concerning the carts:

Urban Markets, one of your biggest niches,  report increased insurance costs and replacement costs because customers walk off with the carts and use them for their own purposes.  They want anti-theft devices placed on the carts to deter theft. 

Markets generally report rising insurance and liability problems from a rash of accidents occuring when  parents lean too hard on the cart handle, causing the cart and the child to tip over. They want the wheel base widened so the cart is more stable.

Customers complain the carts are too cumbersome and unwieldy.  Most anti-theft devices would only make the carts even more cumbersome.  A wider wheel base might also make the cart cumbersome. 

Cart Distributors insist that no cart will sell unless it can be nested inside another cart for easy storage in a supermarket.  They also warn you that the cart must be durable and inexpensive or markets will refuse to buy it, since margins are razor thin in most stores.

Your Board of Directors warns you that you are facing increased competition from a number of 'knock off' manufacturers who all produce roughly the same cart at lower prices.  They insist that you either cut costs or find a way to increase sales (and margins).

How would you design a replacement shopping cart that economically satisfies the needs of the various constituencies?  Do not write or submit anything- simply think about creative Options that might help.  We'll discuss it next time.
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