45. Subjective versus Evidence-based decisions
1.  Fill in the gaps

Managers in big businesses cannot afford to make mistakes; their careers are on the line. So they look for ‘scientific’ decision making methods, i.e. ones based on evidence and ____________________________, not hunch and guesswork. The most widely used technique is investment ____________________________, particularly the use of _____________________________ cash flows. 

The biggest decisions, though, can rarely be made this way. Who knew, in 1984, that China’s then tiny car market would become the world’s biggest? Volkswagen didn’t, yet that’s the year the German car firm opened its China subsidiary. Today Volkswagen is the market leader in China, selling more cars there than it does in Germany. There was not much evidence involved in that decision, just brilliant business _________________________  – a fine example of subjective decision making.    

Choose words from: appraisal, judgement, calculations, discounted, customers.
2.  Evidence or Hunch? Which is the most likely method for making each of these decisions?
Put an E or an H by each of these:
	2.1 A decision by Cadbury’s on whether to launch a new Orange Dairy Milk bar
	
	2.5 A decision by Manchester United about whether to offer £120 million to buy back (a much older) Christiano Ronaldo
	

	2.2 A decision by Tesco about whether to start up a new chain of Tesco Car Supermarkets
	
	2.6 A decision by HSBC on whether to make a takeover bid for the Spanish bank Santander
	

	2.3 A decision by a Chinese takeaway on whether to start selling Thai food as well as Chinese 
	
	2.7 A decision by Virgin Rail about how much to bid for the London-Bristol rail contract
	

	2.4 A decision by Honda on whether to automate another section of its Swindon production line
	
	2.8 A decision by Asda on whether to open a new store in Oxford.
	


3. Data Response question 
A few years ago Danone launched a luxury, premium-priced version of its successful Activia yoghurt. It carried out careful market research to help make a sales forecast. It needed this to a) decide whether to launch or not and b) to help decide on the level of production and stockbuilding needed before launch. Danone asked its market research company to give an estimate of the likely best and worst sales figures it could expect. In fact the UK sales manager reported that sales of its new ‘Intensely Creamy’ range proved more than double their most optimistic estimate. He went on to say that ‘We initially had huge difficulties delivering because demand was 100% over our most ambitious forecasts’. All this helped Activia’s annualised sales grow towards the £200 million mark.
Danone conducted their marketing decision making in as evidence-based a way as possible, but perhaps trusting hunch would have been more successful.

3.1 Identify three reasons why sales forecasts based on market research might prove inaccurate _______________
______________________________________________________________________________________
3.2 Explain why Danone would have had difficulties delivering this new product  ___________________________
______________________________________________________________________________________

3.3 The UK sales manager could have relied on subjective factors such as an instinct about the market and knowledge of Danone customers. Explain why he might have chosen not to. 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________
45. ANSWERS: Subjective versus Evidence-based decisions
1.  calculations …appraisal … discounted …. judgement
2. Put an E or an H by each of these:
	2.1 A decision by Cadbury’s on whether to launch a new Orange Dairy Milk bar
	E
	A decision by Manchester United about whether to offer £120 million to buy back (a much older) Christiano Ronaldo
	H

	2.2 A decision by Tesco about whether to start up a new chain of Tesco Car Supermarkets
	H
	2.6 A decision by HSBC on whether to make a takeover bid for the Spanish bank Santander
	H*

	2.3 A decision by a Chinese takeaway on whether to start selling Thai food as well as Chinese 
	H
	2.7 A decision by Virgin Rail about how much to bid for the London-Bristol rail contract
	E

	2.4 A decision by Honda on whether to automate another section of its Swindon production line
	E
	2.8 A decision by Asda on whether to open a new store in Oxford.
	E


* There’s a case for either answer here. In truth, HSBC would carry out as much scientific investigation as possible, but the HSBC bosses would finally decide on the basis of hunch/judgement
3.1 Biased sample; sample size too small; circumstances may change since the research (eg competitor cuts prices)

3.2 Because they underestimated demand they lacked the stock and the capacity to meet it.

3.3 Danone is a big business, doubtless with many bright people. So no-one would want to risk looking a fool by taking a judgemental decision that turns out to be wrong. Most prefer to hide behind numerically-driven evidence.
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