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In a formal sense the term rational means "having or exercising the ability to reason; of
sound mind; sane; manifesting or based on reason; logical." In the context of a formal
organization, however, rational behavior has a more specialized definition. According to
Simon, "Rationality is concerned with the selection of preferred behavior alternatives in
terms of some system of values whereby the consequences of behavior can be evaluated."
Simon also classifies behavior in the formal organization as objectively, subjectively,
deliberately, organizationally, or personally rational, according to the values or goals of the
individual. Most individuals, in making a decision, believe that their objective is completely
rational or logical at the moment. There is an objective, and there are several alternatives
from which a choice is made (consciously or subconsciously) to achieve the objective.

Rational behavior or rationality is a core concept of decision making. "Rationality in the
sense here intended is obviously a relative concept. Whether a given action - or the decision
to perform it - is rational will depend on the objectives that the action is meant to achieve
and on the relevant empirical information available at the time of the decision. Broadly
speaking, an action will qualify as rational if, on the basis of the given information it offers
optimal prospects of achieving its objectives." A classical formulation of rational decision
making suggests that, faced with a need to make and implement a decision, a given
individual will first clarify his or her goals, values, or objectives and then rank or otherwise
organize them in his or her mind. This rational individual will then investigate all the
important consequences attendant upon the selection of each of the alternatives at hand. It is
then a relatively straightforward matter of comparing the consequences of each alternative
with the goals, values, or objectives and selecting the alternative that promises the largest
amount of favorable consequences.

A kind of specious simplicity is associated with the notion of rational behavior in
managerial decision making. Moreover, because one decision has been rational does not
necessarily mean that the decision maker will always make rational decisions. A given
manager may, for example, be patently rational in one decision-making situation and
seemingly non- rational in another. Although, presumably, the ideal rational decision maker
would be rational for all choices at all times, it would be difficult and unprofitable to analyze
a wide range of decisions made by a single person. Therefore, it would be difficult if not
actually misleading to attempt to classify people rather than decisions as rational. "Even for a
particular decision situation it would be more useful to classify people on a continuum of
'degree of rationality' rather than as ' rational' or not. After all, it seems rather extreme to call
a person 'irrational' if he is not a perfect decision maker." _

HiE : Harrison, E. Frank (1999), The Managerial Decision-Making Process.
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Every business seeks to make a profit. For a business to survive and prosper over time,
the inflow of resources must exceed the outflow. Revenue from goods and services pro-
vided to customers must be greater than the expenditures needed to manufacture and
supply those goods and services on an ongoing basis.

Accounting systems collect information about the transactions of a business. Ac-
counts (such as the T accounts that you studied in financial accounting classes) are ulti-
mately summarized in financial statements such as balance sheets, income statements,
and cash flow statements. Internal control systems — the set of procedures that dictate
how and by whom information should be recorded and verified—provide the checks
and balances to ensure that assets are safeguarded and the information collected and
processed by the accounting system is accurate.

Accounting systems report actual, or historical, data. In addition to understanding
how a business has performed in past accounting periods, however, managers must plan
how much profit the business will (or needs to) make in future accounting periods. A
profit plan is a summary of future financial inflows én_d outflows for a specified future
accounting period. It is usually prepared in the familiar format of an income statement
(similar to the one used in financial accounting). Managers must plan in order to (1) de-
termine the quantity and type of resources that should be committed to a business and to
(2) estimate the resources that will be provided by the business. Analyzing resource re-
quirements—such as cash needs, machinery and equipment, and distribution facili-
ties—is necessary because funding for resources must be lined up in advance and the
acquisition and installation of resources may take considerable lead time. Estimating the
level of resources that will be provided by the business— accounts receivable, cash flow,
inventory stocks—is necessary to predict the business’s ability to cover its obligations
and invest in future productive capacity.

Profit planning involves analyzing past trends, making assumptions concern-
ing cause and effect (e.g., what is the effect of advertising on revenue growth?),
and predicting expected outcomes. In a seasonal ski-manufacturing business, for exam-
ple, past trends might include looking at how revenues expanded and contracted
each month over the past three years. Assumptions need to be made about antic-
ipated interest costs and the availability and cost of purchased materials and services.
Predictions must also be made about customer demand and the effects of competitor
pricing.

Profit plans are supported by planning systems —recurring procedures to rou-
tinely disseminate planning assumptions, gather market information, provide details
about relevant analyses, and prompt managers to estimate resource needs and perfor-
mance goals and milestones. These systems are essential in providing the frameworks or

templates for complete and careful trend analysis, consistent assumptions, and thought-
ful predictions.

(HiH1) Robert Simons, Performance Measurement & Control Systems for Implementing Strategy,
Prentice-Hall, Inc., 2000, pp.5-6.
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