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14.3: Making Difficult Business Decisions in Response to Challenges

By the end of this section, you will be able to:
Recognize that cognitive biases can sabotage the success of the venture
Identify key problem indicators
Distinguish the emotional components involved in difficult decisions

Now that you are prepared to launch your business venture, let’s look at your business plan and the assumptions you made while
preparing it. Did you keep a list of assumptions? Did you update assumptions as new data and information suggested “retiring”
some initial ideas? Did you identify milestone timelines within your business plan? Did you fully assess risks and have mitigation
plans to address them? These are essential questions to consider before launch. As the business venture comes into existence, you
should review your assumptions and identified milestones. Ask the following questions:

Are your assumptions still realistic?
Is your business venture on for the associated milestones?
Do you need to consider any changes that have occurred in the industry you plan to enter? Has the competition changed? Are
there new regulations?

Tracking any changes and comparing them to your earlier assumptions provides an opportunity to reconsider whether changes to
your plan, assumptions, and milestones are necessary. After you begin your venture, you should continue to review your
assumptions and milestones. If you are not meeting your projections and milestones, what has changed? What decisions should you
adjust to situate your venture into a stronger position for success? If your venture is doing better than expected, analyze why the
venture is exceeding your forecasted projections.

It is important to return to your business plan and consider what you will do if your assumptions are incorrect, so if your milestones
aren’t met, you can avoid the problem of escalation of commitment. The concept of escalation of commitment describes when an
entrepreneur feels so committed to the plan of action that they end up losing their perspective on the reality of what is happening to
the venture. They ignore the danger signs and think that if they just work harder, or pour more money into the venture, they can
force the venture to become successful. Once an entrepreneur becomes this committed to the venture and is working passionately to
keep the enterprise afloat, they can lose the focus and objectivity to make rational decisions. They can begin to react to the
situation, stubbornly persist, or begin to ignore the danger signs that should alert them that reevaluation of the situation is
necessary.

Escalation of commitment negates the recognition that a pivot action is necessary. In the entrepreneurial world, pivot is the action
in response to recognition that the current method, approach, process, or idea isn’t working. Pivot is the point at which
entrepreneurs realize that a change is required and pivot into something different.

Cognitive Biases and Problem Indicators
There is a fine line between believing in one’s abilities and the value of the venture versus stepping into a perspective that ignores
new information or results. Entrepreneurs often need to face criticism and challenges where their confidence in the opportunity and
their ability to create a successful venture override the criticism, but there is also danger in not listening to new information and re-
evaluating one’s perspective to avoid biases. According to Cossette, in reviewing twenty-five empirical papers on heuristics and
cognitive biases of entrepreneurs, overconfidence and optimism are the two most significant biases that contribute to an
entrepreneur’s failure to recognize the need to change or end the venture. Other causes for the entrepreneur’s failure to end the
venture include “the law of small numbers, the illusion of control, the planning fallacy, escalation of commitment, the status quo
bias, and the hindsight bias,”  as shown in Figure 14.3.1. To avoid this failure to exit the venture, we can identify fail-safe points
within the business plan. These are the points that trigger the entrepreneur to consider what actions are needed to bring the venture
back to a healthy position and whether this action is reasonable and feasible. Identifying these trigger points and creating
contingency plans before opening the venture can prevent the entrepreneur from becoming trapped by these biases, such as the
dangers of becoming overly committed and throwing resources into an impossible situation. Let’s look deeper into these biases and
potential key problems that challenge our own decisions and the success of the venture.
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Figure : The biases shown in this image are areas that can contribute to the failure of the venture. Being aware of these
biases provides a reality checkpoint. (CC BY 4.0; Rice University & OpenStax)

As described in Cossette’s research, the law of small numbers refers to the target market not being large enough, or failure to attract
a larger target market. The illusion of control refers to the entrepreneur believing that he or she can force the market into realizing
the venture is the best, or that additional persistence will result in positive results. The planning fallacy identifies the pattern of
creating a business plan that is too optimistic. Gish noted that business planning is intended to present realistic decisions and
projections; however, research suggests that confidence in the plan places entrepreneurs in a position of believing their plans are
accurate, causing a heightened belief that the venture will succeed, when in fact, the business plan is overly optimistic.

The status quo bias is a tendency to refer to a previously identified behavior or information as the ongoing habit to perpetuate.
This bias can prevent the entrepreneur from recognizing that a new action is required—when a creative or innovative change is
necessary to avoid economic distress rather than following a previously established pattern or habit—instead of continuing to
follow the status quo. The hindsight bias is the belief that, in hindsight, the action or event was predictable, when in fact there was
little if any indication that an event would occur.

As you can see, many of these problems are related to the hubris of the entrepreneur. Hubris is a strong belief in oneself, a belief of
over-confidence or pride in one’s ability to affect the outcome of decisions when other factors have the greatest influence.

Aside from these challenges, other key problem indicators include insufficient available cash. Burn rate is the rate at which the
venture burns through the available cash needed to sustain the business: More cash is going out than is coming into the business.
Lack of control systems can be a contributor to excessive cash use, as can excessive waste in production, lack of follow-through on
collection of payment, or low inventory turnover creating excessive waste, such as with perishable products.

A misconnect between the target market’s desires and the product or service provided, can also create challenges, as can incorrect
pricing of the product, or not having the right talent in your personnel or start-up team. However, planning only for success can be
the biggest problem an entrepreneur makes. Keeping an open mind provides opportunities to see the reality of how the venture
deviates from the plan as an action item to reconsider the venture from a new perspective.

Decision Making to Overcome Challenges
Now let’s look at how we can reevaluate the venture and consider what changes are possible to position the venture for a different
future than first envisioned. Let’s examine a real story from Stacy Madison’s life. Stacy Madison is the entrepreneur who started
Stacy’s Pita Chips. Madison had a background in social work but wasn’t happy with her career choice, so she decided to open a
sandwich food cart business in downtown Boston. As her business became more popular, customers had to wait in line for longer
times. When they reached the food cart window, they were often cranky and unhappy about the wait. Madison and her team
discussed ideas on what to do for customers who grew tired of waiting in line. They came up with the idea of slicing bagels into
chip size bites and baking the bagels with olive oil, then handing the bagel chips out to the customers waiting in line. Customers
loved the bagel chips and requested the chips when they reached the food cart window. At first, Madison’s team would explain that
they did not sell the chips but only gave them away to help their customers who grew hungry waiting in line. After repeatedly
hearing this request from customers, Madison reevaluated her sandwich business and considered that maybe she should be in the
bagel chip industry. The success of this story is that Madison sold her pita chip company to Frito-Lay for $65 million.  And the
purpose of this example is to remember that when we start a venture, we need to be open-minded to recognize unexpected patterns
and new information that can lead us in a different direction from the original plan and intention.

14.3.1
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Personnel Change Challenges

One area of potential problems in a new venture is the entrepreneurial team, the start-up people on the original team, and the need
for personnel changes within the team. Where did the people on your startup team come from? Are some of them longtime friends
or perhaps family members? What skills or knowledge do they bring to the venture? Are they aligned with the needs of the
venture? And importantly, are they the best resource for their role once the venture is up and running? Answering these questions
clarifies whether team members are a good fit within the venture over time. The startup team no doubt provided enthusiasm and
ideas that helped to identify and formulate the potential new venture. Team members probably contributed ideas and content in
building the business plan, but over time, the needs of the venture will change. Being aware that changing needs might also result
in changes within the startup team, and employee skills, is part of managing the growing venture.

For success, the team and employees need to align with the needs of the venture. Sometimes, entrepreneurs begin their business
with people who agreed that the idea was sound and that the opportunity existed and was worth supporting. But these people might
not have the knowledge, skills, and abilities necessary to support the venture as it grows. Frequently, we share similar skills and
interests with our friends and family members. This means that we might have a venture with too many people with the same skill
sets. Or we might have disconnects between what the venture needed in the past and what the venture needs currently.

Another personnel problem is discovering unethical actions that violate the code of conduct created in the preparatory documents.
According to the National Business Ethics Survey of the U.S. Workforce in their 2014 report, 60 percent of reported misconduct
involved someone with managerial authority.  These findings alert us to the importance of creating a code of conduct that aligns
with the values needed to support the success of the organization. When the entrepreneur feels pressure to act unethically in an
attempt to bring in new business or prevent the organization from financial stress, unethical actions can become tempting. Knowing
that 60 percent of unethical actions occur at the managerial level should provide evidence to support the need to proactively
consider how to avoid this dangerous situation. The same report encourages addressing potential problems by including zero
tolerance for abusive behavior, lying, discrimination, and sexual harassment. An interesting finding noted that egregious rule-
breaking behavior was infrequent, while more subtle “ongoing and continuous behavior, such as abusive and intimidating behavior,
seems to be more prevalent.”  This result speaks to our earlier discussion on the importance of creating an appropriate culture. If an
undesirable behavior is prevalent, this would seem to indicate that the culture supports this behavior. The study also noted that
“frequency of misconduct reflects the strength of the company’s ethics culture,” noting that “60% of misconduct committed in
companies with a strong ethics culture was a one-time occurrence,” and that frequency of unethical acts rose as the culture of ethics
declined.

Recommendations from this same report for encouraging ethical behavior include the actions shown in Figure 14.3.2.

Figure : The Ethics and Compliance Initiative from the National Business Ethics Survey outlines policies and processes that
encourage ethical behavior. (CC BY 4.0; Rice University & OpenStax)

Ethics and alignment of personnel to the venture’s future growth and success are all reasons to reevaluate the entrepreneurial team
and personnel. Frank conversations are required to protect the future success of the venture and the best decisions to support this
success. Ethical challenges need to be addressed quickly and preferably proactively to avoid being pulled down into reacting to a
crisis that could be avoided by creating a culture and code of conduct that encourages correct actions. Sage advice is to clearly state
upfront the vision for the venture and agreement from the start-up team that the survival of the venture is the priority. Ethical
behavior is an important topic of these discussions.

Personnel and Growth Challenges

Before starting the venture, the start-up team should ask these two questions:
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1. What happens if we are wildly successful?
2. What happens if we are horribly unsuccessful?

The purpose of these questions is to consider how resources and debts will be resolved before the venture begins to use or acquire
resources. If your relative or friend contributed by letting you use her living room for your planning meetings and bought pizza to
keep the team energized, does she have a stake in your venture? If your venture is wildly successful, she might believe that she
should receive financial remuneration for her contributions. The point is, people often change when there is lots of money or when
the venture is on the edge of disaster. Planning for both extremes provides a framework for the entrepreneurial team to consider
their own expectations and the expectations of other people involved in the project before these types of situations happen.

This discussion should also address the agreed-upon method for making difficult personnel decisions. Is there a severance package?
If so, who is entitled to the severance package? Does the exit of employees, and even people on the start-up team, exclude them
from future expectations if the venture is successful? If the funding source includes contractual liabilities, how is the release of a
start-up team member resolved? If new team members or employees are added, will these people be considered employees who
earn wages, or are some positions identified as receiving equity positions with financial gains through the harvesting of the
venture? Addressing these questions before starting the venture can preserve relationships by clearly stating and agreeing to these
sensitive decisions that can carry long-term consequences. In considering these questions and awareness of how the venture’s need
will change in the future, you might want to revisit your founder’s agreement for clarity and alignment with any new information or
concerns that arise in the start-up phase.

Lack of Sales and Customer-Base Challenges

Perhaps the biggest disappointment is when the entrepreneurial team has completed the pre-planning, received funding, and opened
the venture for business, only to find out that sales aren’t realized. The target market isn’t rushing to the website or location to
purchase the product or service.

There are many reasons this can happen, which can make finding a solution difficult. The first action is to bring the team together
to discuss possible reasons why the projected sales aren’t being realized. This could result from inadequate marketing, targeting the
wrong market or audience, selecting the wrong distribution system, communicating the wrong message or benefit within the
marketing plan, or perhaps lack of training for sales personnel or first responders who manage the venture-customer relationship.

Identifying the problem is one solution to consider. Some tools that help in problem identification include brainstorming, creating
mindmaps, and conducting additional research. Brainstorming provides a free flow of ideas for further exploration and analysis.
The most important part of brainstorming is not judging any ideas: the more ideas that are shared, the higher the probability for
identifying the problem. A mindmap taps into a different approach to gaining a new perspective on thinking about the problem. A
mindmap has a center that states the problem, such as lack of sales. Next, you create branches identifying all the possible reasons
why the problem occurred, such as incorrect target market and incorrect marketing message. Then you create sub-branches that
relate to these first-level branches. Including pictures and color diagrams contributes to the process. The goal in creating a
mindmap is to be creative in exploring the problem rather than attempting to hone in on a solution. Adding visuals encourages
people’s brains to think creatively. After creating the mindmap, take a break from thinking about the problem. As strange as this
seems, the process of focusing on creating the mindmap alerts your mind that this is a problem that is important. As you walk away
from the problem, your mind is still thinking about the problem, but at a subconscious level. This opens the opportunity for an
“aha” moment where you’re better able to figure out what is happening and understand what you need to do.
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Figure : Example of a mindmap. Mindmaps can be created to inform and increase creativity in both understanding the topic
or problem, and in discovering connections. (CC BY 4.0; Rice University & OpenStax)

Both brainstorming and mindmapping are excellent tools that lead to conducting more research. After completing brainstorming
and mindmapping, you should have a better understanding of the problem and a clear picture of topics to research, and possible
methods to gain new insights into the problem of lack of sales or customer base, such as surveys, focus groups, or free samples.
You can even go back to brainstorming and creating a mindmap around this newly discovered area identified through the first
round of brainstorming or creating a mindmap. Or you might already have feedback that reveals a pivot for moving the venture in a
new direction, like Stacy Madison did in discontinuing the food cart and moving into the snack food industry. Another response to
lack of sales or customers is to use social networking sites to draw attention to your business. You can offer short-term incentives to
encourage your target market to react or provide feedback about your product.

Mind mapping

Practice either brainstorming or mindmapping by identifying a potential problem your venture might face. Include at least four
branches and four sub-branches in your mindmap. After reviewing the completed mindmap, identify at least three methods you
could use to research the most significant topic discovered through creating the mindmap. Was this activity beneficial? How
might you use this method in the future?
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ARE YOU READY?

https://libretexts.org/
https://biz.libretexts.org/@go/page/62852?pdf
https://biz.libretexts.org/Courses/Cosumnes_River_College/BUS_215%3A_Introduction_to_Business_(Brown)/14%3A_The_Path_Forward/14.03%3A_Making_Difficult_Business_Decisions_in_Response_to_Challenges
https://biz.libretexts.org/Courses/Cosumnes_River_College/BUS_215%3A_Introduction_to_Business_(Brown)/14%3A_The_Path_Forward/14.03%3A_Making_Difficult_Business_Decisions_in_Response_to_Challenges?no-cache
https://biz.libretexts.org/@go/page/50715
https://creativecommons.org/licenses/by/4.0/
https://openstax.org/details/books/entrepreneurship

