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Managing Strategic Uncertainties

Figure 5.4 suggests a categorization of strategic uncertainties for a given busineg
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Scenario Analysis

Scenario analysis can also help firms deal with strategic uncertainties. The difference between
impact analysis and scenario analysis is that instead of investing in more information search and
analysis to reduce uncertainty, the firm creates a small number of environmental scenarios,
assesses their likelihood and impact, and then uses this analysis to develop or test potential
strategies.
There are two types of scenario analyses. In the first type, strategy-developing scenarios, the
object is to provide insights into future potential environments and then use these insights to
evaluate existing business strategies and stimulate the creation of new ones. Such analyses can help
create contingency plans to guard against disasters—an airline adjusting to a terror incident, for
example, or a pharmaceutical company reacting to a product safety problem. They can also suggest
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Figure 5.5 Scenario Analysis

+ment strategies that enable the organization to capitalize on future opportunities caused by
investme

technological breakthroughs. . ;
:mBMM men,wuﬂmn%m of Emm_v\mwm decision-driven scenarios, a strategy is proposed and tested
n the se ;

i S i the go/

; %< 36 The goal is to challenge the strategy, thereby helping to make the g
seant severs mnm% M.“_om.mmaﬁm 2@3& to make the strategy more likely to withstand environmental

H isi g 3 .
mo i mHmmchHmoMmQ&o: M to enter a market with a technology strategy, alternative scenarios could be
wﬁ“_ﬂm Mqo::m variables such as marketplace acceptance of the technology, regulations, and
titor response. !

ooEWM woﬁw wcw._v\mmm a scenario analysis will involve three mm:on& steps—create scenarios, relate
those scenarios to existing or potential strategies, and assess the probability of the scenarios (see

Figure 5.5).

cus

Step 1: Create Scenarios

Strategic uncertainties can drive scenario development. The impact analysis will identify the

strategic uncertainty with the highest priority for a firm. This source of uncertainty should be the

focus of the scenario. A manufacturer of a medical imaging device may want to know whether a
technological advance will allow its machine to be made at a substantially lower cost. A farm
equipment manufacturer or ski area operator may believe that the weather—for example, whether
a drought will continue—is the most important area of uncertainty. A server firm may want to know
whether a single software standard will emerge or if multiple standards will coexist. The chosen
uncertainty could then stimulate two or more scenarios.

When a set of scenarios is based largely on a single strategic uncertainty, the scenarios
themselves can usually be enriched by identifying related events and circumstances. Thus, an
Emmﬂos-mmaz_mﬁmm recession scenario would be expected to generate a host of conditions for the
%@rmﬂ.ﬁm industry, such as price increases and retail failures. It is sometimes useful to generate
momsmnowvﬁom on possible outcomes: optimistic, pessimistic, and most likely. The consideration of
Mme“ME.mmo scenario helps test existing assumptions in a firm’s strategic plan. The “what-if”
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