Chapter Eleven
From Vulnerability to Sustainability: The Challenges of Planning and Strategy


“I learned that things are never as complicated as we imagine them to be. It is only our arrogance which seeks to find complicated answers to simple problems.” 

										― Muhammad Yunus

The Challenge of Competing
Business is far more simple than complex. And the odds are not inherently against a start-up business.  Yet, the journey is never an easy one. Failure rates in the first four years of a venture differ by industry, but are generally between 45 and 60 percent (Statistics Brain Research Institute, 2017). However, there is also a threshold principle that suggests the entrepreneur who can get past certain thresholds has a much better chance of surviving and growing.  Making it beyond two years, then five years, and getting to five and then ten permanent employees, represent sample thresholds.   Tenacity and perseverance are important, but so too is good management—which is typically simple, focused and disciplined management. For most low income entrepreneurs, there is little in their past that prepares them for the rigors of running a small business, and there may be factors from their environments that actually work against good management practice. However, constraining environmental influences can be overcome, while good management practice is learnable

When a venture is first launched, the entrepreneur almost always makes a number of mistakes and miscalculations.  This happens even with a great business plan, something that is often missing with startups by low income entrepreneurs. Price is set too low, the wrong customers are targeted, marketing efforts are misdirected or wasted, the wrong inventory (or not enough of the right inventory) is invested in, the type of employees hired are not what is needed, the location is undesirable, and customer service  levels are too inconsistent, among dozens of other possible shortcomings.  On top of this, unexpected occurrences, both positive and negative, impact the firm. Success requires that the entrepreneur must continually experiment, learn quickly, make ongoing adaptations in a number of areas of the business, and ultimately uncover a business model that is sustainable. 

The challenge of competing is especially formidable when one suffers from severe resource limitations.  Interpreting the signals being provided by the marketplace is not easy.  Lack of resources, relevant experience, and fear of losing everything can find the entrepreneur hunkering down and resisting change. Further, the low income entrepreneur typically operates in a highly competitive environment where the margins are low on products and services, and customers do not perceive meaningful differences between the offerings of different providers. 

In this chapter, we explore what it takes for those in poverty to start ventures that can be competitive and sustainable.  The roles of, and associated difficulties with, planning and goal setting are examined.   The need to overcome a proclivity among low income entrepreneurs to run the venture from a more reactive and tactical, rather than strategic, vantage point is examined.  Methods for transforming what are often perceived commodity businesses into well-differentiated businesses are introduced.  Attention is devoted to the central role of price, and the inclination of low income entrepreneurs to under-price their products and services. Finally, consideration is devoted to the risk orientation of many low income entrepreneurs, and how it deters the venture from growing.

Bad Decisions and the Discipline of Planning

The path to creating a successful venture is uncertain, chaotic, non-linear, and not controllable. These realities make is difficult to plan effectively, as things keep changing. However, they also reinforce the importance of planning.  

Planning provides overall direction in terms of the entrepreneur’s actions when there is strong pressure to deviate, or go in other directions based on developments or pressures at a moment in time.  It requires the entrepreneur to formulate a picture of the future, and set objectives based on what it will take to realize this desired future state. This direction determines priorities within the business and how resources will be allocated. Planning forces a future focus when the entrepreneur tends to be caught in the moment, addressing the immediate demands of customers, suppliers and other stakeholders, dealing with contingencies, and trying to ensure revenue is generated, bills are paid, and the business survives. Ultimately, planning helps reduce the uncertainty surrounding ongoing decision-making.  It enables the entrepreneur to anticipate threats and recognize emergent opportunities, build on strengths, and compensate for weaknesses. 

For all entrepreneurs, it is difficult to be future-focused when the here and now threatens the very survival of the venture. When one comes from poverty, this can be especially daunting. Research on future-orientation and planning activity on the part of the poor suggests planning beyond the moment is a real problem (Bannerjee and Duflo, 2011; Shah, Mullainathan and Shafir, 2012).  

In attempting to determine whether people in poverty inherently make poor choices or bad decisions, Shah and co-authors (2012) demonstrate through experiments how those with limited resources tend to more exclusively focus on accomplishing the most pressing tasks at hand and ignoring other critical tasks---even where doing so may take away from the ability to  accomplish larger goals. Immediate problems loom so large in one’s consciousness that they consume a disproportionate amount of one’s time, effort and limited financial resources. In their words (p. 338), “people focus on problems where scarcity is most salient.” By allocating attention to particular immediate needs, the individual frequently ignores other needs and engages in actions that prove more costly or detrimental in the longer term.  They are, in effect borrowing from the future (and will tend to over-borrow). 

In an entrepreneurial context, this might mean borrowing money (and accumulating debt) at high interest rates to meet some immediate requirement, paying bills that with some effort might have been deferred while then incurring penalties for not addressing other demands, putting off regular maintenance expenditures on facilities or equipment which subsequently results in major repair projects down the road, or procuring needed goods at retail prices, when better planning over time might have enabled the entrepreneur to buy at wholesale. Shah, Mullainathan and Shafir (2012) conclude (p. 682) “resource scarcity creates its own mindset, changing how people look at problems and make decisions.”  The lack of resources produces these attentional shifts and reliance on locally convenient responses, which for the entrepreneur serves to undermine or constrain the longer-term potential of the business.

This explanation is intriguing, as it suggests that poor or sub-optimal decisions can have a certain logic to them. More importantly, such decisions are not inherently attributable to bad traits that some observers attempt to associate with the poor (e.g., weak self-control). Nor are they inherently attributable to environmental factors endemic in low income neighborhoods and communities.  Rather, they stem from simply have less in terms of resources. 

As an aside, there can also be a benefit to the poor from these attentional shifts.  The research by Shah, Mullainathan and Shafir (2012) found that those with less resources, when compared to those with more resources, were more engaged in the decisions they made, and often realized greater short-term productivity from those decisions---keeping in mind that other decisions were neglected and longer-term costs may well have been higher.

The focusing effect of scarcity can undermine his/her ability to plan. Even where the entrepreneur does have a plan for where the venture is going over the next year or two, it affects the ability to stick with and/or achieve the goals of the plan.  Planning can be problematic for other reasons as well. Mani, et al. (2013) suggest resource scarcity can impede cognitive function, resulting in poorer decisions. Berkman (2015) cites evidence that scarcity can reduce IQ.  He also discusses the difficulties in engaging in the kinds of abstract thought that goes into contemplating how the future could look. He notes how hard this can be when surrounded by highly adverse conditions that threaten many aspects of a person’s live. Tirado (2015) emphasizes the sheer lack of time, physical exhaustion from the many demands on the low income person, and lack of belief or trust in the future. 

Planning is also tied to savings. The poor certainly understand the value of saving for the future, and many do manage to put money aside. These savings are usually for some specific purpose, such a child’s education, and not based on some generic sense that one needs to save for the future (Shah, Mullainathan and Shafir, 2012). For the entrepreneur, the implication is that business planning can be especially valuable when it targets specific future needs, such as renting a location, acquiring a vehicle, or buying a computer system. There may be a type of mental accounting at work here, where putting money aside for specific purposes serves as a labeling device that encourages commitment and makes the entrepreneur more resistant to spending that particular money to meet ongoing needs or giving it to others. Dupas and Robinson, 2013, p. 1163) explain that, “as savings put toward the mental account increase… the individual has both greater bargaining power against demands from others, as well as better self-control than in the absence of labeling.” 

Reactive, Tactical or Strategic?

Related to planning is the ability of the low income entrepreneur to think and act strategically. This means thinking about goals and a vision for where the entrepreneur wants to take the business, and developing enhanced capabilities over time that enable the entrepreneur is to move the business forward.  It also involves anticipating likely threats and opportunities in the external environment. A strategic approach also emphasizes an understanding of how key decisions impact one another and must be coordinated. For instance, how do the targeted customer audience, products being sold, prices being charged, types of marketing efforts, operating hours, staffing requirements at different times, inventory levels maintained, and cash flow needs all relate to one another?  How can these various decision areas be better coordinated in ways that reduce costs, differentiate the business from competitors, and/or increase the amount of value created for customers? 

In practice, the low income entrepreneur is usually scrambling to get by. The managerial approach tends to be more reactive and tactical than strategic.  With reactive management the entrepreneur becomes a victim of circumstances, and victimhood is often a prevalent aspect of life in poverty. A disproportionate amount of time is spent on responding to emergencies or critical demands from customers, suppliers, a bank, employees, a partner, or some unforeseen development such as a fire in one’s business when the firm carries no insurance.  Being reactive suggests a lack of planning or preparation for events. The entrepreneur fails to anticipate developments so that any negative consequences or costs can be minimized (or any benefits can be fully capitalized upon). Moreover, he/she often fails to understand the root cause of the development, which means any solution or response only addresses symptoms. The underlying problem is allowed to fester and will eventually manifest itself again in similar or new ways.  

Tactical management finds the low income entrepreneur not just reacting, but also engaging in a kind of trial and error method for employing new or different approaches to some business area. Things are tried on a short-term and seemingly random basis---there is nothing systematic involved. Instead, the entrepreneur attempts to cut price, run a promotion, add a new product or service, open earlier, change their signage, hire an employee or make some other change just to see if it works. Alternatively, he or she may observe something another business is doing and try to mimic the approach might work in their own business, typically without considering differences in context. Although such tactical moves sometime result in a positive result, they often waste time and money, send mixed or inconsistent messages to customers, confuse employees, and produce other negative outcomes.  

Experimentation is the lifeblood of most start-up ventures, but the key is to experiment in ways that reflect particular goals and is consistent with other decision areas in the business (e.g, who is being targeted, how the business is trying to position itself in the market). With purely tactical approaches, there are no clear criteria for determining whether or not the tactic worked. 
Finally, all too often tactics are attempted, do not appear to produce results, and are discarded, with no real learning taking place as to why the approach did or did not work. With a more systematic approach, each tactical experiment results in learning and then adjustment, with subsequent tactics designed based on learnings from earlier ones. The learning is designed around questions related to customer behavior, employee motivation, factors influencing costs, and other core business issues.

This brings us back to the need for a more strategic approach to building these ventures. However, operating strategically may be unnatural for entrepreneurs living in poverty. They often have no experience with successful enterprise creation, and experience is a key factor in outcomes.  In a major study of African American entrepreneurship, where Fairlie and Robb (2007) provide evidence of lower income, startup capital and wealth among the Black-owned entrepreneurs, they demonstrate how the poorer results (i.e., survival rates, sales, profits, jobs created) produced by these ventures are traceable to lack of exposure to or experience with the workings of a small business. Among other factors, Black-owned business owners are significantly less likely than White business owners to have had a self-employed family member (grandparent, aunt, father, sibling) to which they were exposed prior to starting their own business. If there was a business in the family, they are less likely to have worked in it. 

Alternatively, mentors can serve a similar purpose. Consider the case of Daymond John, who arose from poverty to create fashion industry leader FUBU and be a star on Shark Tank. He attributes much of his success to mentors ranging from the operator of a corner store near where he grew up, to some of his early customers, to the founder of a leading marketing consultancy.

Entrepreneurs starting a business when in poverty usually find themselves unable to hire people for some time, and so initially rely on family members and friends to help out.  As a result, they have to be able to do everything in the business themselves.  So they find themselves involved in negotiation with suppliers, producing the product or service, doing marketing, keeping the books, raising  money, cleaning bathrooms, dealing with customer complaints, and begging the landlord for an extension on paying rent.  These realities can turn the entrepreneur into a micromanager, who struggles to delegate and does not have the bandwidth to think and act strategically.   

The Shotgun and Rifle Dilemma---and Finding Ways to Focus
All too often, when asked to describe their target audience, the low income entrepreneur will respond “everyone is a potential customer”. Desperate to survive, the entrepreneur who starts from poverty will tend to see anyone and everyone as a potential source of business.  This misconception holds many ventures from ever gaining traction in the marketplace.  They try to be all things to all people.

In effect, the entrepreneur employs what is termed a shotgun approach to the market, when what is needed is a rifle approach. When firing a shotgun, the shot is sprayed everywhere. Even if the target is hit, typically a lot of other things are also hit.  Alternatively, when firing a properly-aimed rifle, the target is hit cleanly. There is no waste.  The low income entrepreneur does not have resources to waste, and so must employ rifle approaches when approaching the market. This means breaking the market down into segments, and focusing on particular segments that consist of customers with similar needs and buying behaviors. 

The segments can be defined by any number of characteristics. With under-resourced start-up ventures, the entrepreneur segments based on simple customer descriptors. Examples in include, among others, age, gender, employment status, marital status, type of residence, usage rates, and the key benefits sought when buying the product or service. Consider the entrepreneur who launches a cleaning business, but segments the market and concentrates efforts on selling to businesses, not households. Further, he emphasizes medical facilities, and further specializes in medical offices where one regularly must deal with biomedical waste.  Yet another entrepreneur owns a van and decides to create a transport business.  The decision is made to transport people, not goods. This market is further segmented based on the purpose and length of the trip, and the entrepreneur concludes that there is a unique opportunity in transporting people with disabilities who have Medicare coverage and want to visit a doctor located within ten miles. 

By engaging in segmentation and then targeting specific types of customers, the entrepreneur is not only more efficient in the use of their resources (i.e., less wastage on people who are unlikely to buy), but they can be more effective (i.e., product a bigger response from customers). They can design their product or service offering, prices, staffing, operating hours, and/or marketing approaches in ways that uniquely reflect the needs and approaches to buying of the targeted segments. 

Let’s use a marketing example involving a low income entrepreneur with a takeaway food establishment located in a tough inner city community within a mid-sized metropolitan area. Almost all of her customers come from the local area around her establishment. Operating under the misplaced notion that everyone is a potential customer, she decides to run advertisements in the daily newspaper, which reaches about 150,000 people. She thinks this broad-based exposure could bring in a variety of new customers, such as local business professionals who work in the central business district, and students from a local university. But this never happens. Even with well-designed ads run a number of times, virtually no increase in customer volume occurs while the ads are running or afterwards. And the entrepreneur has now exhausted their marketing resources for at least the next twelve months. 

Alternatively, with some help from a local nonprofit that helps small businesses, this same entrepreneur is able to more thoroughly study the market and assess her current customer base. She comes to realize that the inner city community itself has a number of distinct market segments, none of which she is very heavily penetrating. Based on this, she decides to spend her limited marketing funds in a very different way. The marketing effort is now focused on churches attended by people in one or two of these segments. Specifically, she gets her business featured on the backs of the bulletins put out each Sunday by four local churches and sponsors some church events. She subsequently sees a significant increase revenues and repeat patronage from customers in these segments. 

The Commodity Trap—and Finding Ways to Differentiate
Let’s consider another prevalent reason for the poor performance of many of these ventures. Low entrepreneurs often fail to build sustainable and profitable businesses because they fall into what we might call “the commodity trap”.  It starts with having a business that is by and large selling something that is not meaningfully different from what many others in the same market are selling.  When customers see no difference among competitors, they buy from whomever has the lowest price or is the most convenient to buy from.  They have no loyalties, and effectively see the purchase as a commodity.  Firms are forced to compete on price rather than on some other basis.  Competing on price is almost always a losing proposition. Margins are squeezed as firms attempt to undercut one another in order to retain or gain customers.  Meanwhile, operating costs keep rising, further cutting into margins. The problem is exacerbated when operating in more mature or saturated markets, where there is little to no growth in the size or spending levels of the overall customer base. With smaller margins, the entrepreneur has less to reinvest in the business or take home. Lack of reinvestment means the business only becomes more of a commodity, especially if other firms are trying new and different things.

Consider the kinds of ventures often started by those living in poverty conditions (see also Chapter Four).  Painting contractors, child care providers, equipment repair businesses, cleaning services, moving or delivery companies, small restaurants, convenience stores and other small shops, among others, all have one thing in common. They can easily be perceived as commodity businesses by customers, and the entrepreneur is forced to keep prices low no matter what happens to operating costs.  Of course, the entrepreneur generally believes their business is different in some way, but this is meaningless if the customer does not see or value the difference.

The goal must be to create meaningful and sustainable differentiation.  This means offering something unique that creates real value for enough customers.  This can represent a unique challenge for someone who is poor. They first must recognize potential sources of meaningful differentiation, which can require an in-depth understanding of customers, competitors, supplier capabilities, and available technologies. From a more general perspective, new businesses differentiate themselves from others in many ways, including the quality of their offerings, the kinds of experiences they create for customers, their ability to customize, support after the sale, and value for the money, among others. 

A more specific approach to uncovering sources of differentiation can be found in Figure 11.1. This framework encourages the entrepreneur to look at what they are selling at four levels. The core level involves translating what is being sold into the primary benefit being delivered to customers.  An entrepreneur that makes uniforms for local companies is not really selling uniforms, they are selling professionalism or image benefits.  The tangible level refers to aspects of the basic product or service itself, such as the quality level or the selection available.  The augmented level concerns ways in which the basic product or service might be augmented, such as by providing delivery, a warranty, or easy return policy.  Lastly, the communicated level has to do with a unique identity or image the company is trying to convey to customers. A cleaning company might try to project itself as environmentally conscious based on the types of cleaning products and disposal practices it uses, or as a socially-concerned business based on employing the disabled or relying on equitable labor practices, or as patriotic based on hiring vets, the colors on it vehicles, and the community events it sponsors.  
-Figure 11. 1 About Here-
Using the framework in Figure 11.1 (and additional variables can be added at each level depending on the venture in question), the low income entrepreneur is able to identify variables or combinations of variables that can enable differentiation. This applies to even the most basic of business types.  Of particular importance is the need to find sources of difference that are not as easy for competitors to copy given their resource configurations.

Once one or more sources of differentiation are identified, the entrepreneur must build their value offering around this difference. Doing so is not easy for the low income entrepreneur. Like segmentation and targeting, differentiation requires discipline. The entrepreneur is worried that differentiating in a particular way might alienate other potential customers who are not attracted to this difference. But attracting a lot of people who value the source of differentiation will pay off far more than the returns from going after anyone and everyone with a generic approach that is not unlike what a number of competitors are doing. Further, where customers perceive a difference and it is a difference they value, they are often willing to pay more and demonstrate more loyalty to the business. 

Differentiation also requires an investment of time, effort, and money, and has to be continually reinforced in the minds of customers.  For someone in poverty, identifying the source of differentiation early on is critical.  Once resources are configured in a particularly way, it can be quite costly to change the configuration in ways that create a meaningful difference in terms of how the venture is perceived.  The entrepreneur caught in the commodity trap can find themselves in a downward cycle without the additional resources and available time needed to break out of this cycle. 
 
Misunderstanding the Role of Price

The discussion above alluded to the fact that those in poverty often start ventures where they seek advantage by offering low prices.  One of the biggest errors made by these entrepreneurs is the tendency to underprice.  If the venture’s only advantage is low price, then it probably has no advantage, as sooner or later someone else will offer an even lower price. In addition, the low price results in low margins, and when combined with low volumes, reinvesting in the business becomes problematic.  

A fundamental misunderstanding frequently occurs when it comes to pricing. The assumption is made that prices should be set in a manner that covers costs and produces a margin---such that the key driver of the price is the entrepreneur’s costs.  Price should not be a statement of costs, but rather, a statement of value.  Value is in the mind of the customer.  Unfortunately, low income entrepreneurs will tend to underprice because they undervalue what they are providing to customers.  

Howard Schulz, who went from poverty to create the global success story of Starbucks, not only understood the value concept, but made it a core element in the firm’s successful strategy.  Early on, he priced a cup of coffee at a level more than twice that being charged by many competitors. His price was not driven by his costs, but by the value created through differentiation. And he achieved this differentiation by convincing customers he was not simply selling coffee, but creating a lifestyle experience. 

Once prices are set low, or cut, it is hard to raise them. This is one more reason to err on the side of mid-range or higher pricing.  With higher prices, it is always possible to temporarily reduce prices to stimulate sales or if circumstances otherwise call for it. The creative entrepreneur looks for ways to do so without permanently cutting price.  So the list price remains the same, but what is actually charged is lowered through discounts, coupons, rebates, sales promotions, or special offers. 

[bookmark: _GoBack]Low income entrepreneurs also tend to charge uniform prices to all customers. They can fail to appreciate the idea that customers vary in their price sensitivities and the value they perceive in a given product or service.  One only has to consider how an airline may charge different prices to every customer on a given flight, even though it costs no more to fly one customer versus another.  The entrepreneur selling lawn and landscaping services may find that simply charging a fixed rate based on the size of the yard or the number of hours involved produces far less revenue than charging different prices to different segments based on their price sensitivities.

A Final Consideration:  Fear of Growth
The strategic approach discussed in this chapter can result in a growing business. However, most new ventures start small and stay small, and this is even more the case for ventures started by those in poverty.  Growth is tied to three key factors:  a) the desire for growth; b) the ability to manage growth; and c) the upside growth potential of the type of venture one starts.  For those in poverty, one might assume the latter two factors play the bigger role. Resource constraints and limited managerial experience can inhibit the entrepreneur’s ability to plan, delegate, formalize key aspects of operations, and create the systems and structures needed to enable growth. Further, as we have seen, many of the businesses launched by the poor are commodity ventures, with little differentiation and low margins, and that operate in highly competitive markets that are mature or declining. 

Overcoming these two issues is less relevant, however, if the entrepreneur does not seek growth in the first place.  For the poor, once a business is established and appears for the most part to be working, even if only marginally, growth is often frightening.  It implies new risks, where the entrepreneur fears they could lose what they have, while also questioning how much greater the rewards are likely to be if they add new products or services, open more locations, and enter new markets. Further, the tough times the low income entrepreneur goes through, often over an extended period of time, can give rise to a kind of hardened cynicism about the future. This cynicism can reinforce the fears that surround investing in growth. 

There is one other factor sometimes at work here. Growth can require a kind of competitive aggressiveness and will to win. Yet, the ethics of competition can be perceived differently by the poor. Harming a competing business, or putting them out of business, means harming a neighbor, often someone else in similar poor circumstances.  This reality can lead the entrepreneur to develop a “live and let live” mentality, where growth is only attractive if it does not come at the expense of another low income entrepreneur.
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