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stochastic theories of choice· arid a rich body of experiments designed to test 

those theories. 

· · The- second stream, the theory of ·riski choic�, deals with \iecisions made
. : . . . . 

, , :. : - ,,. . - . ,. , . r: �·- , 

· in the ··face of :uncertainty about 'the events· that' will determine the outcomes
. . 

. 
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-of. one's acf'i'.ons •• ' Maxinii��tion alse> pl.;:ys' a! key role in these theories' but

the :quantity to be''ma�im.ize;d b�c�·irie's·, \iJ; t:� 'the unce�tainty 
0

invoivec:t. 
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expected utility.· · Test�V of the theory 'that fndi viduals. behave· so . as· to 

� .. . '. . . •{. ,:· -··i· .. f '-�:- "�-'. :.· . ,t.-·� _·. :: __ 

' 
, . .,:··. ; ' . 

' ' maximize expected uti'li ty have been -the' tc:>pic of hundreds of studies, most of 

'which"studied reactions 1:·o well'._:defined ·�ariip�iat:i'ons of simple gambles as the· 

basic experime�tal ·paradigm.': · · .,, 

· During the perioi 'ljetween \955..:.6()�
1 

�n�Ehe�: dev�lopmi{�t was taking place

that was to have a ;profound 'influence �� .. 'the study of decis:i.ori'·making. This 
. • .. . • - • 

. 
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was the work of 'Simon (1956), who sharply criticized the no.tion of maximi-
. ' ' . •, ' . ·, 

l :-,- ... · .·' 

· zatfon as used in expected· utility ·theory. :'simon argued that actual decision·· 
• -· ' . • . - ·_- .,.

. -.• 'I 

making: behavior is -better. described in''terms' ot' "bounded rational! ty�" A 

boundedly r�tional--de'cisio�·- niake'.r' atte�p'ts tc(�t:tki� some satisfa�tory� though 

'not ·riecessa:i:-ily maxima,!,' level of achieyement, ·, a 
0

goa1' that. was' label�d ., 

·"satisficing."
. " �. _. 

Simon i.s· conceptualizatfon h!ghiighted the rol�· of perception, 
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·:.cognition,· arid learning in decision mak:ing and directed researchers. to examine 
. ., - ... , .. � ,. � . : , , ".- ' . . . , : / !' . , • -: � . ... '. . ;· '! . . I ; • 

'the psychological processes by'which decision problems are represented and 

information is'used in actioh selectio��' .::., •·' 

·In recent years,· the inf�rm1d���proc�s�d.�g-�i�w'h�s dominated the

empirical study of decision 'making. Both stream's of researd1, on· rr°sky and 

riskless choice, have beeri metgJd i� a
1
.torrent �f studies aimed at under­

standing the mental operit;Lons 'a�J6�iat'�d �ith judgment and decision making. 

The result has been a far more complicated portrayal of decision making than 

',--,--��·-·-"'·- .� ... �--�--.,... ..... .,.' 
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that provided by the utility maximization �heory. , It is now generally. 
' . ··,- ' 1 •• · 

.'• ' } · "  
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recognized that, although ut�lity .�ximizati�n. can predi��.0 the outcpm,es of

some decision""ll!aking pro�ess1:s, it_ provides only limited insight into . how 
.,• . 

': 

decisions are.made. 
·,

This des_criptive limitation does not necessarily mean 
' .- ...; '�� 

. 
�. ( 

that utility maximization is not a valid .Principle for indicating how
- ' ' . ", : ' 

' 
': � 

decisions should be made. Indeed, utility theory still forms the pasis for

the analysis of many applied decision problems. Increasingly, though,

empirical evidence has prompted questioning of previously accepted tenets of

rationality.

In sum, the theoretical status of the field of decision making is now · 

undergoing a period of reexamination and criticism. Nevertheless, a coherent 

body of empirical findings exists and is beginning to be applied toward the 

solution of important practical problems faced by individuals, organizations, 

and societies, in the world outside of the laboratory. The path leading to 

this state of affairs is described in this.chapter. 

The chapter begins with a review of research describing the decision 

maker's subjective representation of_ the problem--the available alternatives, 

the possible outcomes of the decision, the environmental states that determine 

those outcomes, and the uncertainties surrounding those states and outcomes. 

Following this, we examine theories of the decision-making process, starting 

with models for deciding among simple, single-attribute alternatives and 

proceeding to models for handling more complex options. Some of these models 

are prescriptive, concerned with identifying courses of action that are 

logically consistent with the decision maker's expectations and values, 

whereas other models attempt to describe how people incorporate these 

expectations and values into their decisions. Some of these descriptive 
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1972). Having decided there wer�, sa1, o�e mil�ion forei� cars imported, you 
,. , 

take that initial estimate as an anchor and adjust it up, and down. to, arrive at 
. ' . . . 

1' .·• 

the higher and lower fractiles. These adjustments are typically·insuffici�nt, 

failing to account for the many ways the initial estimate could be in error • 
.' 

·. . ' 

Hindsight bias. Another form of overconfidence emerges in experimental 

studies of retrospective judgment. Studies by Fischhoff (1975; 1982b) hav� 

shown that reporting the outcome of an event increases the perceived . 

likelihood of that outcome. Moreover, it does so in such a_way that peopl� 

underestimate the effect of outcome knowledge on their beliefs. As a result, 

people believe that they would have seen in foresig_ht tbe relative
,, , 

- 1  

inevitability of the reported outcome which, in fact, was only apparent :i,n 

hindsight. Thus they exaggerate the predictability of reported outcomes. 

Slovic and Fischhoff (1977) showed similar effects in __ evaluations of 
. ; .

scientific research; once people hear the results of an experiment, they tend 
.. . . , 

to believe they "knew all along" what the findings would be. Apparently, 

outcome information is assimilated with whatever else is known about the event 

in question in a way that makes it impossible to retrieve the perspectiv� once 

held in foresight. Hindsight bias seems to be as hard to reduce as other 

forms of overconfidence (Fischhoff, 1982a). Education or warnings haye little 

effect'. However, forcing people to think about how they could have explained 

the event that did not happen reduces the bias somewhat •. 
'-

Judging probability by representativeness. When an uncertain event or 

�ample is generated from a parent population by some proce�� (such as r_andomly 

drawing a 'sample from a population), studies have shown that people judge its 

probability "by the degree to which it is: (i) similar in essential properties 

to its parent population; and (ii) reflects the salient feature of the process 






















































































































































































































































































































