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decreased sales (0,25)

increased sales (0,75)

28

30

decreased sales (0,25)

increased sales (0,75)

30

34

decreased sales (0,25)

increased sales (0,75)

16

44

decreased sales (0,25)

increased sales (0,75)

24

42

status quo

extend

build

cooperate

expected
profit

events
(states)

alternatives
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decreased sales (0,25)

increased sales (0,75)

28

30

decreased sales (0,25)

increased sales (0,75)

30

34

decreased sales (0,25)

increased sales (0,75)

16

44

decreased sales (0,25)

increased sales (0,75)

24

42

status quo

extend

build

cooperate

expected
profit

events
(states)

alternatives

H8?E 9I:33 =5FF 3:389 3?3<3896 /
�� ��� �� �� 	
�

!��"��� #$� %�
!��"��� #$� %�
JKL5M>?389 N,OPQ',(' R)ST.SU/
production
decision?

sales?

expected
profit

Alternatives:
status quo
extend
build
cooperate

status quo extend build cooperate
decreased 28 24 16 30
increased 30 42 44 34

Events: Probability:
decreased sales 0,25
increased sales 0,75
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Decision

Chance

Value

Value
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A B

A

BA

B

BA

Decision A affects the probabilities of event B;
Decision A is relevant for event B

Decison A occurs before decision B;
Decisions A and B are sequential

Decision B occurs after event A;
The outcome of  A is known when deciding about B

The outcome of event A affects the probabilities of event B;
Event A is relevant for event B
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Sequential Decision
Introduce product, set price

do not introduce
0

introduce

no competitor  (.2)
high 500
medium 300
low 100

competitor (.8)

high

high (.3) 150

medium (.5)   0

low (.2) -200

medium

high (.1) 250

medium (.6)  100

low (.3) -50

low

high (.1) 100

medium (.2)  50

low (.7) -100

EMV: 0

EMV: 500

EMV: 5

EMV: 70

EMV: -50

EMV: 70
EMV: 156
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Introduce
Product?

Profit

Revenue Cost
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Introduce
Product?

Units 
Sold

Fixed 
Cost

Profit

Price

Variable 
Cost
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Product?

Units 
Sold

Fixed 
Cost

Profit

Price

Unit
Variable 

Cost
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Invest?

Venture succeeds 
or fails

Return on 
investment
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Venture 
succeeds 
or fails

Invest?

Return on 
investment

Overall 
Satisfaction

Computer 
Industry 
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Evaluation

“Good”

“Bad”

No evaluation

0.88

0.12

0.15

0.85

New

Old

-17 000

Defect

No defect

Defect

-30 500

-29 000

-14 000

New

Old

-18 500

No defect

Defect0.034

0.966

-30 500

-15 500

New

Old

-18 500
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