: Strategic Planning at UPS.

1. How does UPS’ approach to strategic planning (including the use of scenario planning,
development of the Charter, the Centennial Plan, and the Strategy Road Map) compare to the
framework for strategic planning outlined in our March 18 class session and associated
readings?

Note: Do not focus your answer to this question on details of scenario planning. Look at the
whole of UPS’ strategic planning process, of which scenario planning is one part. The remaining
guestions will ask for detail on scenarios.

2. What are the strengths and weaknesses of scenario planning (base your answer on the assigned
readings: Ramirez; Wilkinson; and “A Note on Scenario Planning”}. -

3. Evaluate UPS' scenario planning exercises {1997 and 2004).

a. Why did UPS conduct scenario plans (what were they trying to accomplish)? Given their
goal, was scenario planning the right approach?

b. What were the similarities and differences between the two processes?
c. How do the processes compare to best practices from the assigned readings?

d. Did the scenario plans provide a useful output?
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Strategic Planning at United Parcel Service

We fully recognize that it is not possible to develop a true strategic plan more tHhan a few years out and that
business plans should have an even shorter horizon. But we are convinced that it is possible and wise, indeed
necessary, to develop a set of very long-range scenarios that can form the foundation for our future strategic
plans.

—Michael (Mike) J. Eskew, Chairman and
Chief Executive Officer, United Parcel Service (UPS)

As Mike Eskew walked through the long, open atrium of UPS's corporate headquarters late in
March 2005, he thought about his upcoming lunch meeting with Vice President of Corporate Strategy
Vern Higberg. Higberg was preparing a presentation for the senior management strategy committee,
the Strategy Advisory Group, on improvements to the strategic-planning process. While the company
had made major progress in planning for the future over the past 10 years, Eskew had charged
Higberg and his colleagues with developing recommendations for moving forward, citing one of his
predecessors, who had said, “The future of our company will be no better or worse than the quality
of planning we do to prepare for it.”

Company Background

History

In 1907, 19-year-old Jim Casey borrowed $100 from friends to start the small company that
eventually became UPS. From its humble origins delivering messages for the city of Seattle,
Washington, UPS had grown into a $37 billion corporation (see Exhibit 1 for financial performance).
Over the 98 years since its founding, it had transformed itself several times, first into a package-
delivery company, then into an international air transportation company, and finally, in the late
1990s, into a logistics company. In November 1999, after 92 years as a private company, UPS went
public in the largest corporate initial public offering (IPO) to date.

By 2005, UPS was the world’s largest package-delivery company, as well as a leading global
provider of specialized transportation and logistics services. It served more than 200 countries and
territories worldwide. UPS Airlines, as of 2005, was one of the 10 largest airlines in the United States.
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The acquisition of Mail Boxes Etc.® had provided the company with over 3,500 retail locations in the
United States. With a workforce of 384,000, only Wal-Mart and McDonald’s had more employees.

Organization

In 2002, when Mike Eskew, an industrial engineer and 30-year veteran at UPS, became the
company’s ninth CEQ, he found a highly centralized, hierarchical organization with a traditional
structure at the top. A Management Committee met weekly, with a full-day meeting once a month, to
provide the day-to-day management of the company. Various other committees and staff groups
assisted the CEO and Management Committee, including a Strategy Advisory Group—a subgroup of
the Management Committee—that met monthly to address more strategic issues (see Exhibit 2 for an
organization chart).

Within this structure, the responsibilities of corporate staff and field operations in the regions
were clearly delineated. Senior management and staff, working in a collegial, consensus-building
culture at corporate headquarters, set direction, determined priorities and budgets, and defined
initiatives and rollout plans. The more hierarchically run field was responsible for execution and
meeting revenue and cost goals. The Corporate Strategy Group’s (CSG’s) strategic-planning manager,
Ed Rogers, explained: “All strategic decisions are made by the corporate office. UPS does tactical,
rather than strategic, planning at the regional level. There is a clear line between strategy and
execution, since the regions focus on delivering on the next quarter’s business. They also have rollout
responsibility.” Said one observer, “One side of me says it would be nice to have more autonomy in
the regions, but we're in a network business, and what's best for one region could easily foul things
up for other regions or the overall network.”

Culture

Over the years, the company had acquired a reputation for being relentlessly focused on efficiency
and execution. Founder Casey instilled a desire to run the company “like a military operation,
ordering recruits to be polite at all times and to place speed above all other virtues.”! Carefully
researched work methods, developed by industrial engineers and rooted in time and motion studies,
coupled with time-tested policies and procedures, led to UPS's reputation for low-cost and highly
predictable customer service. UPS reportedly tracked its drivers so closely that it even knew how
many times they shifted gears in the course of a day.?

Along with efficiency and discipline, Casey had Ieft a legacy of continuous improvement, which
he called “constructive dissatisfaction,” and a set of strong values that included service excellence,
employee ownership, and a commitment to stability for the company’s employees, shareholders, and
customers. The result was a loyal workforce, with extremely low turnover. It was not uncommon for
employees to spend their entire working career at UPS. Internal promotion was standard practice. All
of the company’s CEOs were long-term employees who had risen through the ranks along with their
peers. Most senior managers had business or engineering degrees yet had started their careers at UPS
as part-time package-handling employees or package-delivery drivers.

1 Charles Haddad and Jack Ewing, “Ground Wars: UPS's rapid ascent leaves FedEx scrambling,” BusinessWeek, May 21, 2001.

2 Neil A. Martin, “A New Ground War: The package-delivery business is turning brutal, hurting both FedEx and UPS,”
Barron’s, April 21, 2003,
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Evolution of Strategic Planning at UPS

Early Years

Through its growth years from 1907 to 1997, UPS had shifted from message delivery to package
delivery as opportunities arose (see Exhibit 3 for a timeline of key dates). Until the early 1990s, there
was no formal strategic-planning process. Instead, strategy was the responsibility of a small group of
senior managers and involved little more than a series of discrete, ad lioc projects. In the mid-1970s,
one task force had recommended that UPS expand globally; its members had then been charged with
opening up Canada and Germany. Roughly 10 years later, a second task force, scon named the
Strategic Technology Group, was formed to identify major gaps in technology. It then became
responsible for overseeing an $11 billion investment in technology and was later reintegrated into the
technology and engineering groups. In 1991, then CEO Oz Nelson and his senior managers
introduced a corporate mission and strategy statement that codified the values of the founder and
refocused the company on the four constituencies it intended to serve: customers, UPS people,
shareowners, and communities.

The Decade of the 1990s

In the early 1990s, competition from both private companies (e.g., Federal Express) and large
government-supported agencies (e.g., Deutsche Post) started to threaten UPS's position. Senior
leaders became concerned that the company’s execution mentality was hindering management’s
ability to see significant changes in the environment.

In 1996, Jim Kelly, the soon-to-be CEO, began to address these challenges. He set up the Strategy
Advisory Group, a small subset of his direct reports, to meet monthly for half a day to consider and
debate strategic issues. Kelly also established the CSG, a staff organization of 20 people, most of them
tenured UPS managers with significant line and staff experience. He expected the CSG to develop the
strategic processes for planning for the future, to research and frame key strategic issues, and to assist
the Management Committee and the Strategy Advisory Group in strategy development.

After surveying consultant offerings, the CSG decided to design its own strategic process. The
process that ensued was actually a series of discrete activities, some linked more closely than others,
involving a relatively small group of managers at headquarters. Activities included scenario
planning, strategic planning, and support for strategic decision making and strategy implementation.
Higberg described the process as “not the most nimble, since it uses multiple tools and
methodologies. But so long as we have the backing at the top, we can use any approach it takes to
make it work.” The CEO played a central role. In fact, Higberg observed, “At UPS, strategy is owned
by our chairman. We exist to support him and work at his direction. He is our chief strategist.”

The implementation of the new strategic process involved several steps that unfolded over a
period of years. An important first step was a scenario-planning session held in 1997. Two years later,
in 1999, senior management completed a crucial second step when they drafted the UPS Charter,
redefining UPS’s mission and purpose and providing a detailed statement of the company’s values
and strategies. The new mission and purpose moved UPS from “leadership in package distribution”
to “enabler of global commerce” (see Exhibit 4 for the UPS Charter).

3
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Into the New Century

In January 2002, shortly after Eskew became CEQ, he convened a Management Committee
executive retreat whose purpose was “to focus the group on the kind of company we were going to
be in 2007—on our 100" anniversary.” The outcomes from that meeting formed the “Centennial
Plan,” the third step in the strategic process. As UPS's version of a five-year strategic plan, the
Centennial Plan was designed to guide the company to its centennial anniversary by providing
themes and broad, overarching direction. Shortly thereafter, the fourth step in the strategic process, a
“Strategy Road Map,” was developed to take the Centennial Plan to an executable level of detail.
Since the Centennial Plan was segmented by years, an annual plan could be separated out and
translated into regional business plans that were handed down to the regions to execute.

With these steps completed, Eskew, in early 2004, decided that it was time for another scenario-
planning session. He was concerned that UPS was getting closer to 2007—the end of the first
scenario-planning session horizon—and believed that management needed to be thinking further
out. As he put it, “I felt comfortable that we understood the strategy and had initiatives to carry us
through the next five years, but I didn't know what came after that.” Shortly after the scenario-
planning exercise was completed, the Management Committee met in early 2005 to revisit and
update the Strategy Road Map.

1997 Scenario Planning?

To address the distinctive UPS challenge, described by one manager as “less a struggle with
execution and getting things done than with coming up with creative ideas about what to do,” senior
management in 1997 reviewed alternative long-range planning approaches. They ultimately chose to
bring in consultants from Global Business Network to facilitate a set of scenario-planning workshops.
These workshops were preceded by a series of interviews inside and outside UPS that led to the
definition of the key focal issue facing UPS: “The future of UPS’s global business in an ever-changing
competitive environment.” Working through the various stages of the process, the participants
created four different scenarios that could impact UPS's future.

Axes of uncertainty Participants, primarily UPS managers representing different functions
and generally reporting to a Management Committee member, went through several hours of
discussion over driving forces and critical uncertainties. They eventually defined two axes of
uncertainty. The horizontal axis was the “Market Environment,” or the flow of goods and funds
across borders, a continuum that ranged from regional and national markets with trade barriers to a
more global market with a free flow of goods. The vertical axis was “Demand Characteristics,” or the
nature of consumers and the type of goods and delivery mechanisms they required. This continuum
went from traditional consumers, requesting more traditional goods and services, to proactive,
sophisticated consumers (which UPS called “prosumers”), demanding high value-added services and
active engagement in supply-chain activities.

Scenarios In combination, these two axes produced four scenarios (see Exhibit 5 for 1997
scenarios). The first scenario, “Tangled Paths,” depicted a future with a highly competitive business
marketplace, constrained by strong regional and nationalistic government regulations, where
consumers desired more variation in products. The second scenario, representing the “Regressive
World,” described a future similarly constrained by regional and nationalistic govemment

3 See “A Note on Scemario Planning,” HBS Case No. 306-003, for a more detailed description of the methodology and
associated process,
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regulations but with a more traditional supply chain, competitive landscape, and set of consumers.
The third scenario, “Global Scale Prevails,” portrayed a global marketplace with slower adoption of
new technology because of stable demand, more traditional consumers, and industry consolidation.
Finally, the last scenario, named “Brave New World,” described a future with a deregulated,
globalized marketplace, providing mass customization of goods and services to proactive consumers
and populated with new forms of competition and virtual organizations, such as alliances and
business webs.

The teams went on to outline specific characteristics of each of the scenarios, to position UPS and
its competitors within the scenarios, and to identify implications and possible strategies for the
company’s logistics business, technology and government affairs efforts, brand, workforce, and
culture (see Exhibit 6 for 1997 scenario implications and strategies). No early warning signals were
defined in 1997. Instead of creating narratives to describe the scenarios, the teams decided to use an
outside media company to prepare dramatic presentations with sets constructed to illustrate each
scenario so that senior management could “experience” the scenarios. Actors were hired to improvise
events in the future scenarios, and videotapes were produced to describe the alternative futures.

Qutcomes

The sessions produced several outcomes—both tangible and intangible. They included the
eventual definition of the Corporate Charter and change in the company’s mission statement,
identification of key themes and insights, the creation of a platform for management discussions, and
a mind-set shift for at least some managers.

Corporate charter The insights from these sessions and the discussions they sparked resulted
in the eventual definition, in 1999, of the UPS Charter, which guided the company until 2002. The
Charter incorporated the change in the company’s purpose from “serving the package-delivery needs
of our customers” to “enabling global commerce,” a move that reflected both the more global nature
of the business as well as its intended focus on end-to-end supply-chain solutions. It also included
detailed strategy statements. According to Eskew, “The Charter served as a springboard for a series
of events, starting with the decision to go public in November 1999, and then for the company’s five-
year strategic plan.”

Themes and strategic conversations The scenario-planning sessions also led senior
management to define several “themes” for UPS's future. These themes included (1) a proactive shift
directly to the end consumer, eliminating usage barriers; (2) leveraging this end-consumer
positioning to win additional business-to-business customers within the demand chain; (3) a focus on
customer solutions that integrated goods movement and financial and information services; {4)
identification of opportunities to be selectively captured across entire demand chains, with integrated
solutions between companies; and (5) the maintenance of a global growth perspective.

The themes and the scenarios themselves provided a common vocabulary for discussions at
Strategy Advisory Group meetings, as well as a guide for investigating growth opportunities and
competitive strategies. Senior managers would pepper their discussions of acquisitions and other
growth alternatives with phrases such as, “That seems like a ‘Regressive World’ option,” or “That
would move us more toward ‘Global Scale’ or ‘Brave New World.”” They also developed a shorthand
for referring to the scenarios. “Global Scale Prevails” was “asset heavy,” whereas “Brave New
World” was “asset light.” Looking back on the process, Eskew commented on the influence of the
scenario sessions on their thinking:

5
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We came out of the first scenario-planning session understanding that it would be difficult
to say which way the world would go. We all liked the top-right quadrant, the “Brave New
World” scenario, and didn’t like the top-left quadrant, or “Tangled Paths” scenario. Left to our
own devices, we would probably have ended up in “Global Scale Prevails,” focusing totally on
physical assets and missing more virtual opportunities. We thought that we should try to
move to “Brave New World,” but we had no control over how the world was going to turn
out. What impact would the Seattle protests at the World Trade Organization meeting have on
the scenarios, for example? A few years later, we wondered about the impact of the terrorist
attacks in New York.

Mind-set shift A more subtle impact was the change in mind-sets. As Rogers put it, “The
session got us thinking far beyond the business-planning horizon.” Higberg believed the sessions had
a more subtle impact as well:

As much as anything else, the scenarios are a mind-set, a place where you're going to live, a
context. If the world shifts, we're at least ready for some of the options ahead. If the
competition does things differently, how do we respond? If there’s a major disruption in the
economy, what do we do? Out of the scenario-planning exercise, we got much richer outcomes
than if we had only done competitive analyses, based on trend lines and a view of the world as
all about just slugging it out for market share. Without scenario planning, you don’t see the big
changes until they are history.

However, other participants in the 1997 session were less positive. Some felt that the exercise lacked
realism. One of them observed: “I don't think that way. I'm a marketing guy, not a process guy. I could
see the four alternative quadrants, but for some of them, I just couldn’t believe that they could happen.”

Use of the Scenarios

The scenarios provided, in Higberg's view, the backdrop for strategic decisions at UPS; there was
no formal or mechanical link. The acquisition of Mail Boxes Etc.® provided an example of the subtle
interplay of the scenarios with strategic choices. Coming out of the 1997 scenario-planning session,
senior managers realized the importance of establishing a retail presence to serve more proactive
consumers and had begun to pilot a company-owned and operated retail store concept. After
considerable analysis of the business and financial aspects of the deal and as the wisdom of moving
toward virtual assets in the “Brave New World” scenario became even more evident, UPS instead
decided in 2001 to acquire Mail Boxes Etc.®, a franchised network of retail stores providing shipping
and business services.

The evolution of the decision to build a service-parts logistics business also illustrated how
strategic choices were made at UPS against the backdrop of the scenarios. After the first scenario-
planning session and the change in purpose to “enabling global commerce,” Eskew had asked the
C5G to explore new opportunities. Strategy Advisory Group members could not agree on several
proposals. Although they fit with the new purpose and at least two of the scenarios and met return
on investment (ROI) and other key thresholds, they were felt to be too far from UPS's core
capabilities. Finally, the CSG recommended that UPS scale up the small service-parts logistics
business that had come with the 1995 acquisition of SonicAir. This business, which managed returns
processing, spare-parts fulfillment, equipment refurbishment, and warranty repairs, appeared to fit
with the expected support needs of the then rapidly growing technology business sector in the asset-
light “Brave New World” scenario. After the dot-com crash, the CSG reanalyzed the market and
determined that there continued to be significant unmet customer need for a single point of contact
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for fixing fulfillment and repair problems in the more traditional “Global Scale Prevails” scenario as
well.

As these examples demonstrate, UPS’s use of the scenarios in evaluating options did not follow a
formula. At times, the scenarios seemed to be used to support almost any investment, using a
particular quadrant to justify the decision. Managers rationalized the decision by arguing that UPS
was following the scenario-planning guidelines of not betting on one and only one quadrant. Eskew,
for example, explained: “Even though Brave New World would say go virtual, we made investments
in assets that didn't fit that quadrant.” Higberg was clear they recognized the dangers of betting on
one quadrant or one official future:

The key is not to fall in love with one quadrant. The acquisitions that worked best were the
“no-brainers,” or those that were able to work in all four worlds. If we’ve made mistakes, it's
because we bet on the upper-right quadrant, totally. For example, in the 1997 session we
assumed the dot-com world would materialize into an enormous fulfillment market for UPS.
The strategies that were just focused on that upper-right quadrant, such as e-logistics, did not
work out because of timing and the dot-com crash. We learned we should go for options that
can pay off in multiple worlds, such as brokerage activities, air-freight forwarding, and
service-parts logistics.

At the same time, despite acknowledgement of this warning, at least one observer indicated,
“There seems to be a gravitational pull toward one of the futures.” Senior Vice President of
Worldwide Sales and Marketing Kurt Kuehn explained some of the inconsistency among the
different views:

It’s a chicken and egg kind of thing. UPS is big enough to influence the direction of the
world, so perhaps there is a value on betting on a particular future. In fact, we have to make
bets because the world doesn’t move perfectly to one quadrant. Or maybe we accept the fact
that all four of the quadrants will coexist simultaneously, and we have to figure out how to
prosper in each one.

Strategic Plans

The third major step in the UPS strategic process occurred when Eskew became CEO at the
beginning of 2002. He recalled:

The Charter had seen us through the 1999 IPO and up to 2002, but it needed to be refined.
Jim Casey’s company was going to be 100 years old in 2007. Our job in 2002 was to start
planning then to position the company to be where we need to be in 2007, to plan for future
capabilities and accomplishments, and to identify missing pieces. After all, nothing happens
overnight in a company like this.

In addition, Eskew was worried about whether all the Management Committee members were
aligned in their expectations for the future, since many were new to their assignments: “I knew we
needed to create a future together and felt that if we didn’t focus on these longer-term issues in an off-
site, we would keep talking only about the day-to-day responsibilities and numbers.” One CSG
manager described another reason for the planning session: “Prior to the off-site, there was no
framework that aligned the various corporate initiatives and projects with the strategy. We had no
control over the 300 or so functional projects; they were being run on their own. We needed a separate
effort to pull them together, since that was not the purpose of the scenario-planning exercise.”
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Eskew focused the session on qualitative, not quantitative, expectations. FHe observed:

Strategy development is not necessarily about numbers. Yet it is very hard for operationally
minded execs to get beyond the numbers. In fact, there was almost a rebellion at the off-site.
They wanted me to tell them the numbers. I did my best at that meeting to stay away from
numbers. Instead, I described the future verbally. I wanted to talk about capabilities and what
we needed to build for the future. I didn't want to frame the discussion with an ambitious
growth-rate number. Now, of course, we have quickly added numbers to the plan because we
can’t operate without them. It just isn’t our nature.

Centennial Plan

To prepare for the off-site, managers were given an assignment: come to the meeting with 40 to 50
predictions about UPS's future. According to one observer, “The diversity of opinions was
astounding.” There were different assumptions about the future size of the company, its profitability,
the percentage of business that would continue to come from U.S. domestic small-package delivery,
and whether UPS would be a truly global company or a U.S. company with international operations.

The group distilled the predictions to a manageable set. They then reached consensus on what
became known as the Centennial Plan. The Plan included three components. The first was a
qualitative set of “Goals and Characteristics for the year 2007” that addressed issues such as the UPS
brand, competition, growth and profitability, people, customers, operational efficiency, cost control,
and quality. Second, the group developed an overarching sense of corporate direction, with the goal
of creating a global, unified company with “one vision and one brand.” This objective underscored
the need for continued integration of the dispersed logistics units into one cohesive group.

Finally, senior management worked backwards from the proposed UPS of 2007 to identify a set of
four Strategic Imperatives:

* Winning Team: attracting and developing a highly skilled, diverse, and aligned global
workforce

* Value-Added Solutions: providing customers with value-added services combining
movement of goods, information, and funds

*  Customer Focus: building customer loyalty and expanding UPS’s services worldwide

*  Enterprise Excellence: creating an environment of high-quality service and value

Strategy Road Map

To ensure implementation of the four Strategic Imperatives, which were considered “skeletal,”
individual Management Committee members were assigned responsibility for each of them.
Imperative teams were formed the next month with team members from the various functional staff
areas.
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The teams added detailed measures and goals to each of the imperatives and broke them down
into 24 more discrete projects, or “critical initiatives”; these initiatives, in turn, were supported by
more than 100 specific projects. Under the “Winning Team” imperative, for example, there were
initiatives to improve employee and labor relations indices and employee turnover ratios. Together,
the entire set of critical initiatives became known as the Strategy Road Map.

According to one senior executive, “We believed that everything the company did from that time
on should tie into those imperatives. If not, we needed to question the value of the new project.” At
the same time, the Strategy Road Map had no direct connection to the scenario-planning sessions,
Rogers observed: “The Strategy Road Map was constructed in consideration of the scenario-planning
process. You'll find consistency of thought between the two but not a direct linkage. Why? They are
different types of exercises. You need different types of people involved in each one. There are some
of us who have had a foot in both, but not many.”

Strategic Implementation

The Management Committee established a process to oversee and manage the Strategy Road Map
and implement the Centennial Plan. A Project and Program Oversight Committee was responsible for
providing project management support and rigor to the initiatives, applying standards, monitoring
progress, resolving resource conflicts, and aligning the functions with the critical initiatives. This
support was considered necessary because, in one C5G manager’s view, “If these projects were easy
and compartmentalizable, we would have already done them.” Project priorities were set by the
CEOQ, since, as another CSG manager commented, “not all initiatives are created equal.”

McDevitt's Role

Within the next few months, progress on some of these initiatives seemed to stall. Therefore, in
March 2003, Eskew asked John McDevitt to join the Management Committee from his post of vice
president of Air Operations to be in charge of “strategic integration.” Perspectives on what this role
meant varied. To some managers, McDevitt was “the coordinator of strategic initiatives”; to others,
he was “the champion of strategy execution.” Still others saw him as a neutral “tiebreaker on the
Management Committee.” According to one senior manager, “McDevitt was brought in to help
resolve deadlocks. Before that time, Eskew was the only one who could do that at the Management
Committee level, and he needed help.” McDevitt's role, according to Eskew, was “to oversee these
efforts and put in the discipline we needed to accomplish the 2007 plan. He made sure that the four
strategic imperatives were actually aligned and executed and that development activities were
moving forward at the right speed, with the right support, and with the right sense of urgency.”

McDevitt confessed that he had a real challenge defining the job when he took it on: “In the
beginning, I jokingly told people, ‘Don’t ask me what I do. At this point, I don’t know. But when I do,
you'll be the second to know!"” He elaborated:

The job involved a lot of change, since various parts of the organization were working on
different projects and often using competing metrics. Roles were not always consistently
defined. There were also different opinions about what we were trying to accomplish and how
to get these imperatives operationalized. My responsibility was to make sure that all the teams
delivered what they said they were going to deliver. I also made sure ideas went from being a
gleam in the eye to reality.
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An Example: Trade Direct

McDevitt's role in the Trade Direct project, a critical initiative under the Value-Added Solutions
Imperative, illustrated his contribution. Trade Direct was a new service offering that would take
goods manufactured abroad and link them into the U.S. delivery system, seamlessly addressing
customs, regulatory, logistics, and information-processing needs. The project involved two groups:
the Supply Chain Selutions logistics group, which would handle the movement of the goods from
China, for example, to the U.S, and US. Operations, which would move the goods into the UPS
physical-delivery system, bypassing warehousing and obtaining large savings for customers. The
project had been in the planning stages since 2000, and despite agreement on the opportunity,
different parts of the organization were at odds over conflicting priorities and goals.

To get the project moving, McDevitt took over direct ownership, since in his view, “We clearly
needed a Management Committee member to come in and drive it.” He took several steps to get the
project back on track: “We set up meetings with all participants and uncovered the problems. For
example, we needed an approach for coming up with the funds to cover IT costs. The issues were
elevated and made visible to the Management Committee, and we made sure accountability was
assigned.” McDevitt believed he was able to do this because “I had access to all of the players because
I reported directly to the CEQ.” He attributed his success with Trade Direct and other initiatives to
“accountability through visibility”: “I worked through the staff that already existed. I went to
imperative team meetings and met separately with team leaders below the Management Committee
members. Then, every month, there were report outs on the Strategic Imperatives at the Management
Committee meeting. Nobody wanted to be behind. That's just in the DNA of UPS.”

Scenario Planning: Horizon 2017

After considerable strategic progress, Eskew announced at the 2004 Management Conference that
UPS needed to embark on another scenario-planning exercise to look further into the future. Kuehn
described the reasoning: “We found ourselves in a situation where the timing of some of our plans
was beginning to go beyond 2007. We needed to revisit the scenarios and recalibrate our compasses,
since the magnetic poles had moved a bit around globalization and trade flows, for example. We had
to be sure that we were not chasing a straw man.” Eskew added:

It was critical for us to look as far down the road as we could at all the factors and forces
affecting our future to think about the kind of capabilities that were needed and the roles that
UPS might play to meet the needs of current and future customers. There was too much
ambiguity. The old scenarios were becoming dated and hard to recognize. We needed to paint
some new pictures so that we could refine our strategy for the next decade.

At the same time, there was concern, voiced by Higberg and others, that “we certainly didn’t want
to just repeat the 2007 exercise.” There was speculation that the scenarios would not change
drastically, although the implications might be different. Most, however, believed that “we would be
more sophisticated the second time around.”

Process

The Horizon 2017 session, as it came to be called, was similar to the 1997 session in format and
process, with three important variations. First, Eskew and the CSG decided to take the scenarios and
implications deeper, to regional levels as opposed to a single global picture. Second, to prepare for
the Horizon 2017 session, the preparatory interviews were even more extensive and added the
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perspectives of academics, consultants, politicians, and key customers, selected from a list of those
who pushed UPS the hardest and had a clear idea of what they wanted from UPS in its supply-chain
efforts (see Exhibit 7 for sample questions). The interviews resulted in the definition of the key issue
for Horizon 2017: “The future(s) of UPS’s world market and major regional markets in 2017.”

A third variation involved participants. As before, participants from operations were excluded.
Rogers explained the reasoning: “We weren't going to pull operations folks from the field to do this
touchy-feely stuff. It's very hard for them to suddenly break out of their day-to-day tactical
responsibilities. And besides, most staff personnel have had operations experience during some part
of their career.” Because they were concerned that familiarity with the 1997 scenarios might bias the
thinking and development process, management deliberately limited the number of participants and
facilitators who had been part of the 1997 sessions. Finally, participants in this session were more
globally diverse and were from lower levels in the organization. As Higberg put it, “We wanted a
balance of seasoned veterans at UPS with people young enough to be here in 2017.”

Eskew kicked off the session and made it very clear that this was not a strategic plan for 2017. He
noted: “Plans for the next one, three, and five years would be more robust and more detailed than
scenarios. Scenario planning is more about helping UPS see forks in the road and figuring out which
one to take.” Over the course of three workshops spaced over four months, the participants
developed drivers, the scenario framework, and scenario characteristics.

Axes of uncertainty While the axes of uncertainty chosen by the participants addressed
demand and marketplace characteristics and were thus similar to the axes from the 1997 session, the
Horizon 2017 axes incorporated more complex facets of each. This time, the horizontal axis. was the
range of possible business models and demand characteristics, moving from traditional, proprietary
business models and focused, incremental demand to a more proactive, open, and collaborative
world of commerce. The vertical axis addressed the global and regional business environments,
which ranged from bordered, chaotic, restricted, and fragmented to borderless, harmonious, free, and
holistic.

Scenarios These axes formed the framework for four scenarios (see Exhibit 8 for Horizon 2017
scenario characteristics). In the upper-left quadrant was the “Company City” future dominated by
large corporations, with a growing middle class and the proliferation of powerful, integrated supply-
focused technologies. The lower-left quadrant described a “Bordered Disorder” world, with a highly
regulated, protectionist environment with slow growth in developing nations, guarded intellectual
property and technology, and an increase in security threats and environmental and financial shocks.
In the lower-right quadrant, “Connected Chaos” defined a future full of global unrest, “amoral”
commerce, and informal connectivity that was difficult for governments to control. Finally, the
upper-right quadrant, called “Networks without Borders,” defined a highly connected, stable world
with low barriers to market entry and fast-moving technologies aimed at consumers.

The participants then drafted story lines and provided more detail for each of the four scenarios.
Subsequently, consultants turned this work into cohesive, internally consistent scenario stories at the
UPS global level and provided broad descriptions of the four scenarios at the regional level. These
documents were then distributed to participants for review prior to the third session. Finally, the
participants met in regional teams to define implications for technology and infrastructure initiatives,
growth strategies and options, and workforce development at both the global and regional levels (see
Exhibit 9 for Horizon 2017 implications and strategies). Unlike in the 1997 session, the participants
also identified early warning signals to indicate movement toward one scenario or another. However,
the system to monitor the signals was, according to one CSG manager, “loose” (see Exhibit 10 for
Horizon 2017 early warning signals).

1

This document is authorized for use only in Ogie's Health Sciences Mgmi & Strategy SpringB 2022 at University of Rachester from Feb 2022 to Aug 2022,



306-002 Strategic Planning at United Parcel Service

As it had in the first scenario-planning exercise, the Strategy Advisory Group served as both an
incubator and a skeptic for the process. It reviewed the results as the teams progressed through
critical points and had many discussions around the scenarios, their implications, and possible
strategies.

Results

The 2004 session produced scenarios that had more similarities than differences when compared
with the 1997 scenarios. For Higberg, this was not a concern. “I was more worried that it would be a
90-degree turn rather than a 10- to 20-degree change. Roughly 60% of the characteristics of the
scenarios were the same as in 1997. The other 40% were whal’s interesting.” Some of the hypotheses
developed in 1997, such as industry consolidation and continued growth of the Internet, had become
reality. In addition, some of the huge open technological issues had been clarified. However, there
were some surprises; they included the rise of safety and terrorist threats and the fall of the dot-coms.
Despite the lack of major changes in direction, Higberg was convinced the session was valuable: “It
validated and reaffirmed our direction. It also provided a much richer understanding of regional
nuances.”

In March 2005, senior management was still digesting the scenarios that had been produced. Since
most of the company was focused on executing the Centennial Plan and Strategy Road Map,
discussions about implications were limited to the Strategy Advisory Group members and staff in
CSG, Marketing, Public Affairs, and Investor Relations.

Senior Management Reactions

Senior managers differed in their views on the value and applicability of the process. Kuehn
believed the sessions had value, since “they helped get our eyes above the horizon a little bit and be
more sensitive to the major forces shaping the world.” Other managers saw value in using the
scenarios to fine tune their tracking of the competition and to define appropriate lobbying initiatives.
McDevitt also found the scenarios helpful: “We don’t want to just plod along. The scenarios helped
us see where the opportunities are. Also, once we have them, we can look back and see where we
were accurate in our work, and we can see what did and did not materialize.”

Eskew continued to believe in the merit of the sessions:

Our goal is not to predict the future but to start thinking about the ramifications of the
various scenarios, so that we can align our planning behind them. The exercise allows us to
more effectively build in midcourse corrections and backup strategies as we create the next
three- to five-year strategic plan for the organization. It is a significant undertaking and a big
time commitment. But, in our business we can't afford to be caught flat-footed by trends—
trends that we could have anticipated—but that sneak in under our radar screen.

More tactical, operationally minded members of the Management Committee questioned the
worth of the exercise. They found the exercise too abstract and difficult to apply. These managers,
one executive observed, tended to see the exercise as “pipe dreams, daydreaming, and happy talk.
They had a hard time suspending disbelief long enough to free up their thinking.”

These differing opinions were not surprising, for they reflected a fundamental tension in the
company. One observer commented: “The mixed perceptions on the immediate value of the exercise
reflect the tactical and strategic dichotomy that lies at the heart of the UPS character. UPS at its best is
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a mix of execution and vision.” Or as Kuehn put it, “If only 10% of the managers get it, maybe that's
okay.”

Participant Reactions

Participants in the sessions also had a variety of reactions to the exercise. Some participants
struggled with the process. According to one: “At first, everybody had trouble seeing the possible,
since most managers in the company are so focused on the short term. It was also difficult to keep the
perspective in mind that this was not about UPS but rather about how the world affected UPS. It was
irrelevant that UPS existed.” In addition, despite the desire to limit the transfer of knowledge from
the 1997 session, it was difficult to keep the two exercises separate and distinct. One participant
commented: “The two axes caused problems. They were very similar to the previous versions, and
the names of the 1997 scenarios were well ingrained in our minds.”

There were several other concerns with the sessions. Most revolved around value, purpose, and
goals. Some participants were skeptical about the value of the sessions. According to one: “Scenario
planning looks pretty, but does it have any impact on what people do?” Another admitted the session
had had no impact on his work. A third participant observed, “It was hard to understand what
scenario planning was all about. It was very clear that sessions were not to be used to develop
strategy. And we didn’t really feel we were in a strategy process in the first meeting. Instead it felt
like we were in Saturday Night Live. It was wacky. It felt fun, but frivolous.” However, he went on to
acknowledge that the impact of the session was more subtle and affected his own thinking process: “I
used to lay out a series of steps and say, ‘Here’s where we need to go, here’s the plan.’ What I had
never done is say, ‘If this happens, is the plan still right?” Now, I'll say, ‘Let’s look at what might
happen if our competitors do x. How would things change? Are we prepared?’”

Strategy Road Map Status

In January 2005, shortly after the conclusion of the 2004 scenario-planning sessions, the
Management Committee members spent a day reviewing the status of the Strategy Road Map. Since
roughly 50% of the members who had been at the original meetings in 2002 had retired, the session
also served to give the new members a chance to hear the plans directly from the CEQ.

Prior to the meeting, McDevitt and Eskew had handed out homework assignments. They asked
each of the members to review the Road Map and their assignments, the original 2002 direction, and
the current status of the initiatives. Members were expected to report on the status of the projects, the
importance of the effort, and what needed to be added or dropped. In preparation for the meeting,
McDevitt went to the teams and asked them the same questions. Books were prepared for the
meeting that included a report on each critical initiative, comparing the two perspectives of the
Management Committee members and the teams to highlight whether they were in agreement.
Management Committee members, who had not seen the book beforehand, spent the day—after
receiving a brief summary of the strategic process, including a short overview of the November 2004
scenario planning—going through each initiative, item by item. The Strategy Road Map was then
refined, as needed.

McDevitt commented on the outcome of the session, “After reviewing the book, we found that we
weren't that far off course. I felt comfortable that we could move forward appropriately. This was the
teamn that would personally take responsibility for the initiatives, since they will for the most part be
here in 2007.” When asked if his work was done, however, McDevitt replied, “While the exercise was
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very beneficial, I can’t say it's complete. You never know when the next Trade Direct will come up.
Even though we are much more attuned to these cross-functional issues and have achieved a certain
degree of strategic integration, there is a strong tendency to go back to your area and focus there.”

In fact, the need for someone with McDevitt’s responsibilities was currently under review. With
the retirement of UPS’s global transportation chief in mid-February 2005, Eskew had asked McDevitt
to take on that role. But he had not resolved the future of McDevitt'’s strategic-integration
responsibility. McDevitt had argued that he should keep the old responsibilities in addition to his
new ones as transportation chief, since he believed that the needs of the old job had changed. But
Eskew was not convinced of the wisdom of that recommendation.

UPS: Beyond the Centennial

Before resolving the question of McDevilt's role, Eskew wanted to place the decision in the larger
context of strategic planning at UPS. He had two primary concerns. First, he was worried that the
strategic-planning process might need changes to keep UPS on the leading edge. The company had
managed to transform itself several times over the past almost 100 years. But could it continue to do
so with the current processes? Did there need to be a clearer, more direct link between the different
components of the strategic process, for example?

The second concern specifically involved the scenario-planning exercise. Eskew knew that the
exercise had helped him see the future differently, but he was not sure of its organizational impact.
He was not convinced that the scenarios were really forming the foundation for future strategic
plans. Were managers thinking broadly and creatively enough? How could they incorporate the
possibility of wild-card events that they had not even considered in the last session? Were they doing
enough to menitor early warning signals? Should participation be broadened to include field
management? Or, was scenario planning an exercise that only really benefited senior managers and
strategists of the company?

14

This document is authorized for use only in Ogie's Health Sclences Mgmt & Strategy SpringB 2022 at Universily of Rochester from Fab 2022 to Aug 2022,



-£1-

T00-90€

‘6661 W1 2nqnd Juam Gan,

8§
&

"6007 ‘5z Ty passaaoe “a8ed qap Auedod 'gp0z ‘sz ady passadae ymsndwon 'sico] 3 preputis ”uu.:._omm

000'v8e 000'65€ 000's@2 000'1t1 006'£9 (pua-1esd) seafoldwy
sg 6s e B B goud 320)s pua-I1BaA
£EE'E ve6'e £v6 Ly st 3WODNI L3N
9591 885'L £19 2sg 2e sexe| pue sasuadx3 Jayio
686't zes't g55°1 62L y7 Woid Buneiedp
£65'IE 6ve'se 020’81 #01'9 g9ze't sesuadxg BuneiedQ
Zas‘oe 122'62 9/5'61 ££8'9 £0E'L INNIAIY TVL0L
F00T 0002 P661 ¥861 PL6L (uot[[ru 5)
002 6661 6861 ¥861 6161 vi6L
0°0% } i f 0s$
5'0% + + 5%
o 0°bS + yELLU
o + 518 2
2 518+ S 3
@ : <+ 02% 5
= 0°Z$ -+ a
m.n__ + sz$ 2
SN +oes T
0¢$ + + SES
G'ts ors$
(uonng 3)
s)ljoid pue sajeg §dn

adueuriopa ] [epueul] T IIqNxa

This document is authorized far use only in Ogle's Health Sciences Mgmt & Strategy SpringB 2022 at University of Rochester from Feb 2022 i



91-

T00-90€

sjuswnoop fuedwon :a3imog

SI0PAIQ JO pavog AU JO JAqUIAl
dnoun Aiosiapy £8ajeng aip jo Jaquiay +
a3 unuoy) unuadeuey Sy Jo AU ,
+
dnainy £8aje1g
aesodio]) quapisalg anp
8nq3IH unp
.n:uhaﬂm . +,
aesodiosy yuawadeuepy uoyeiSaguy
pue [asuno)) pumig v +, >idajeng pue .
Je3DUDE) . pure suoq |amosy Sugaprepy +a loqe] ‘sad1Alag suogesadpy
SRRy M[qR IO -EJMNURLDY UBWIRL pue sopeg +, &._EW vonepodster] +, ‘5N
pue jeda] uopeuLiop] ‘uapisal] ‘uapisarg ApMpROM JUI0 ureyy Ajddng [eqo[D [euoneEwajuy Juspisard
‘JuspIsar ] D 1A JonLg 9317 Jonodg ‘WEpE] [elueury ‘uapisal ] ‘uapisal,] S aNA JOnBG
P I0MDG saumg ‘suamp rednog ANA JOURG Felle) A[A JOnBG 3], 1ontag ‘Juapisald NI0JSIUIM
I'H w3y 248 SIS L | uyany Jmy SIARC] 1035 [2)015 qog NAAIN wo [ fauqy praea un
|
vt
SIUTULY SIfT JO UapIsa ]
Pue S0 J9 00D
Iauyajsdag uyo|
v+t
JAP0) dAANDSXT JAND)
pue uewLIey )
Mansg AN
yey)) uonezedin g 1qiyxg

This docurnent is authorized for use only in Ogie's Health Sciences Mgmt & Stralegy Spring® 2022 at University of Rochester from Feb 2022 to Aug 2022



Strategic Planning at United Parcel Service 306-002

Exhibit3 UPS Timeline of Selected Key Dates in the Strategic-Planning Process

1907 United Parcel Service (UPS) founded in Seattle, Washington
{(as American Messenger Company)

1991 Corporate Mission and Strategy Statement introduced

1996 Strategy Advisory Group and Corporate Strategy Group formed

1997 First scenario-planning session

1999 UPS Charter completed and broadly communicated

2002 e Management Committes off-site, resulting in Centennial Plan

¢ Strategy Road Map developed
2004 Second scenario-planning session

2005 Management Commitlee review and update of Strategy Road Map

Source: Company decuments.
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Exhibit4 UPS Charter

@

The UPS Charter

OUR VALUES - Our enduring beliefs
We believe that integrity and excellence are the core of all we do,

We believe that attention to our customers' changing needs is central to
the success of UPS,

We believe that people do their best when they feel pride in their
contributions, when they are treated with dignity, and when their talents
are encouraged to flourish in an environment that embraces diversity.

We believe that innovation fortifies our organization through the
discovery of new opportunities to serve our people and our customers.
OUR PURPOSE - Why we're in business

We enable global commerce.

OUR MISSION -~ What we seek to achieve

We fulfill our promise to our constituents throughout the world in the

following ways:

We serve the evolving distribution, logistics, and commerce needs of our
customers worldwide, offering excellence and value in all we do.

We sustain a financially strong company, with broad employee
ownership, that provides a long-term competitive return to our
shareowners,

We strive to be a responsible and well-regarded employer by providing
our people with an impartial, rewarding, and cooperative environment
with the opportunity for advancement,

We build on our legacy as a caring and responsible corporate citizen
through the cenduct of our people and company in the communities we
serve,
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OUR STRATEGY - The UPS pian of action

Create the future though One Company. One Vision. One Brand.

We will continue to expand our distribution and supply chain solutions to
synchronize the world of commerce - the flow of goods, information, and
funds.

We will expand our position as a trusted broker between buyers and
sellers warldwide,

We will harness the appropriate technology to create new services and to
strengthen our operations and networks.

We will attract and develop the most talented people whose initiative,
good judgment, and loyalty will help realize our company's mission.

We will continually study customers' behavior, anticipate their needs, and
design our products and services to exceed their expectations.

We will create a practice of innovation that leads to sustainable growth.

We maintain an environment that enables us to treat every customer as
if they are our only one,

We will leverage the UPS brand to maximize brand loyalty amang all
constituencies.

Source: Company websile, accessed on August 15, 2005.
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Exhibit7 Sample Questions, Excerpted from Interview Questions for 2004 Session

External Non-Customer Interview Questions

¢ What external factors will affect the transportation and logistics industry over the next
decade?

» What will deliver success (for transportation and logistics companies) 10-12 years out, and
how will that differ from today?

e Paint me a picture of how transportation and logistics may look in 2017. Which current
competitors will be strong players, and what kinds of new entrants do you see emerging?
ternal mer Interview Question

* What will make a company successful in your industry in the next decade? (What's going to
be different?)

¢ If we could answer one question about the future to help your company succeed, what would
that question be?

* What is going to stop being true in your industry over the next decade?

UPS Management Internal Interview Questions

* How would you describe success for UPS over the next 10-12 years? What would it look like
for us? What would be the results?

* How would you like UPS to be viewed within the industry? Within the financial community?
Among customers? Among employees?

s IfIcould answer any question for you, what would you want to know? What would you like
to know that would give UPS a jump on the competition?

Source: Company documenits,
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What are strategic plans and business plans? How do they
differ from each other and other common types of plans in
health care?

What methodologies and frameworks are commonly used in
health care strategic plan and business plan development?

How will decision-makers evaluate a business plan?

What are some of the common planning pitfalls encountered
in health care organizations?

Overview of Planning in Health Care
Organizations
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The Purpose of Planning is
to Support Decision-making

“The purpose of planning is to adopt policies and to take actions
with respect to the future: a function incorporated in the

definition of the word and its meaning for just about everyone.”
{Melville C. Bronch, Distinguished Professor of Planning Emeritus at the University of Southern
California, Stmulation and Planning, 1597}

More practically, the purpose of business planning is to serve as
the foundation for decision-making by:

“Framing” the question
Formally analyzing available data

Identifying the best potential course of action supported by the
analyses

Assembling a persuasive communication package

There Are Many Types of Plans

For the purposes of this session we will limit ourselves to
commeon types of plans and we will briefly categorize them two
ways.

Types of Plans Categorization Methods
* Business * What questions do they
« Strategic commonly seek to answer?
s Growth e Where do they fit in a framework
» Cost Reduction considering both the relative

+ Capital Expenditure importance of external vs.

+ Operational
* HR

of economic justifications?

internal issues and the centrality

Lt EVEL



Plan Type

Differentiating Types of Plans

Questions Commaonly Answered

Business Plan

What is the business opportunity?

How will we meet the consumer need?

How will the business and Investors profit from meeting consumer nead?
What are the key risks and what are their magnitudes?

Strategic Plan

What Is our vision for our organization S to 10 years from now?

What Initlatives must we pursue to achieve our vision?

Do we have the organizational and financial capacity to support the inltlatives?
Are these Initlatives ilkely to face resistance from key stakeholders?

Growth Plan

Are there unmet needs in the community that we could remedy by expanding
or adding services?

Which opportunities are the most attractive for our organization [with due
cansideration of our Mission}?

What is the magnitude of potentlal volume or revenue growth?
How much growth should the organization target?
Does our organization have the capacity to meet the targeted growth?

What are the financial implications for our arganization?

Differentiating Types of Plans

Plan Type

Questions Commonly Answered

Capltal Expenditure

better serve our customers (i.e., what is the purpose of the expenditure)?
What are the financial implicaticns for our organization?

Is there an unmet community need or is our arganitation missing an opportunity to

Operational

I5 our organization operating at peak performance?
How does our performance compare to similar organizations?

Are there any changes that we can make to our organizational structure or
processes that would improve our performance?

What are the financial implications of the proposed changes?
What Impact will the proposed changes have on our staff?

Cost Reduction

What are our most attractive opportunities to reduce expenses?

What is the magnitude of potential savings?

Haw do the proposed changes affect our ability to serve our customers?
What Impact will the propased cost reductions have on our staff?

Human Resources

Does our organization have sufilclent staff and the right mix of skills to meet the
needs and expectations of our customers?

‘What initiatives should the organization pursue o recrult and retain stafl?

10

10
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Plan Map

An example of one of many possible maps depicting the
relationship between types of plans.

Business
High /
N e
=
2
B Caphtal
§ Expenditure
c
s
E
]
ﬁ Cost
Reduction
Low :
Peripheral Economic Justification Central
1
11
Plan Map
Our area of interest for this course
\ Business
High -
5 \
k] iCapltal
E ’,-’ Expenditure
(s}
B
£
G
5 Cost
Reduction
Low
Peripheral Economic Justiication Central
12
12
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Overview of Strategic Planning

13

13

What is Strategic Planning?

“Strategy can be defined as the determination of the
basic long-term goals and objectives of an enterprise,
and the adoption of courses of action and the
allocation of resources necessary for carrying out those
goals.” — Alfred D. Chandler Jr.

Less formally, it is the process of figuring out who you
are, where you want to go, and how you will get there.

14

14
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Why use a formal planning process?

« Develop a better plan.

— The larger and more complex the organization, the
less likely the CEO has all the relevant knowledge
and expertise.

» Build understanding and support for the plan.

— A plan lacking support from key constituencies can
face obstruction and delay and some initiatives may
never be realized.

— Employees who don't understand the what, why and
how of the plan will be less effective in execution.

15

15
Strategy Cycle
Phase 1
Environmental Strategy development is
Asseslsme“t and iterative. Results of
planning implementation should
assumptions ) )
fuel evaluation of prior
phases of the cycle.
Phase 4 Phase 2
implementation Strategle
Intent
\ Phase 3 /
Goals,
strategies, and
measures of
Success
Source: Health Care Sirategy for Uncenalin Times, Jennings Ryan & Holb, 2000 L
16
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Get the right people involved!

Chief of Stafi/
VP Planning CMO VP Development
Board Chair
CEO
Other
influencers

You need people who can: get the data, do the analysis,
facilitate the planning process, approve the plan, and build
broad support within the institution.

Ttya Pridn by Unkncwn Aushor is beutoed under G5 EF-HIG 17

17
Phase 1: Components of an
Environmental Assessment
[ Internal Focus External Focus
e Inventory of services e Competitor profiles
e Utilization trends ¢ Market share
e Staff profile e Customer profiles/trends
* Financial performance e Legislative environment
¢ Customer mix » Technological
e Quality and service environment
Know your enemy, know yourself, and you can fight a hundred battles without
defeat. When you are ignorant of your enemy but know yourself, your chances
of winning and losing are equal. If you know neither your enemy nor vourself,
you are bound to perish. - Sun Tzu
18
18
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Environmental Assessments are

[terative

Environmental
Assessment

AN

Key Uncertainties

Projections for the

/ Clear Trends ———

Future

Planning

Assumptions

Tools to Address
Uncertainty:
Scenario Planning,
Decision Analysis, |, ___________.}
and Game Theory | Still Uncertain

Source: Health Cara Jtratsqy for Uncertain Times. Jennings Ryan & Kolb, 2K

Clear Trend or
Reasonable “Odds”
19

19

There are no facts
about the future!

Planning assumptions connect the information from the
environmental assessment to strategies for the future. All planning
incorporates planning assumptions so it is best to make them explicit.

Tips for developing useful planning assumptions:

* Focus on the factors most important to success.

* Incorporate measurable information, whenever possible.

* Identify the implications for success,

The process of establishing explicit planning assumptions is helpful in
uncovering differences in outlook among managers/leaders and helps build

buy-in for the strategic plan among management and staff,

20
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Planning Assumptions
Example

Planning Assumptions

Implications for Success

Government finances will continue |In order to attract new customers,
to be strained leading to reductions |we will need to drive down our
costs by increasing throughput.

in NIH funding.

PI's will be more price sensitive as
they are forced to try to do more
with less funding.

3
21
Phase 2: Strategic Intent
Answer Characteristics
* Mission statement
Who are we? Core Ideology « Core values
* Culture
Where do we Vision Statement . Ssjcclnct,'cc?mpelllng,
want to go? differentiating
Market Stance » Residual uncertainty
How will we sEnactor? = Risk preference
get there? sAdaptor? s Current strategic
sSurvivor? position
¢ Financial capability
Source: Haalth Cara Stralegy far Uncariain Times, Jennings Ryan & Kolb, 2000 2z
22
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The organization’s mission should be
very stable over time.

University of Rochester Mission Statement:
“Learn, Discover, Heal, Create—

and Make the World Ever Better”

URMC Mission Statement:

“We improve the well-being of patients and communities by
delivering innovative, compassionate, patient- and family-
centered health care, enriched by education, science, and
technology.”

23

23

. What is a Vision Statement?

A vision statement is an important part of a strategic plan. A
vision statement concisely describes the preferred future
for the organization.

= Sets the direction for the organization.

= Serves as a goal to drive continuous
improvement/change.

* Provides a focal point for the development of strategies.

24

24
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Characteristics of a “good” vision

statement

A vision statement describes where the organization
wants to go and should...
» Be inspirational, but grounded in reality.

* Be succinct, compelling and easy to
communicate.

* Differentiate the organization from competitors.

Beware vision statements that look more l
like a paragraph than a sentence. |

25

4 yision statement can be both verbose

and generic...

Our vision serves as the framework for our Roadmap and guides every aspect of our
business by describing what we need to accomplish in order to continue achieving
sustainahle, quality growth.

People: Be a great place to work where people are inspired to be the best they can
be.

Portfolio: Bring to the world a portfolio of quality [products] that anticipate and
satisfy people's desires and needs.

Partners: Nurture a winning network of customers and suppliers, together we create
mutual, enduring value.

Planet: Be a responsible citizen that makes a difference by helping build and support
sustainable communities.

Profit: Maximize long-term return to shareowners while being mindful of our overall
responsibilities.

Productivity: Be a highly effective, lean and fast-moving organization.

28

26
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A vision statement can be both verbose
and generic...

Founded as “an institution of " and guided by the motto * 50

the [University] will help solve the grealest challenges of the 21st cenlury by:

+ Accelerating our progress as an international leader in sciences, engineering, social
sciences, health science, business, and music,

* Empowering our students lo fulfill their academic and professicnal passions in a
Universily that is diverse, welcoming, and inclusive for all students, faculty, and staff,

* Creating innovative connections among education, humanities, music, the social
sciences, science, engineering, and health science.

«  Strengthening support for a dynamic faculty dedicated to teaching, mentoring, research,
clinical care, and the creative and performing arts.

= Serving our community of alumni and friends through imaginative programs that enrich
thedir lifelong relationship with the University and that expand our colleclive contributions
{o the world.

+ Embracing our leadership position in [City] and the nation by making our community a
model for partnership among academic, civic, cultural, health care, and business
organizations,

7

27

A vision statement can be both verbose
and generic...

Founded as “an institution of the highest order” and guided by the molto Meliora or Ever

Better, the University of Rochester will help solve the greatest challenges of the 21st

century by:

= Acceleraling our progress as an inlemnalional leader in sciences, engingering, social
sciences, health science, business, and music.

*+ Empowering our students to fulfill their academic and professional passions in a
University that is diverse, welcoming, and inclusive for all students, faculty, and staff,

» Crealing innovative connactions ameng education, humanities, music, the social
sciences, science, engineering, and health science.

*  Strengthening support for a dynamic faculty dedicated to teaching, menloring, research,
clinical care, and the creative and performing arts.

= Serving our community of alumni and friends through imaginative programs that enrich
their lifelong relationship with the University and that expand our collective contributions
to the world.

*  Embracing our leadership position in Rochester and the nation by making our
community a model for partrership among acadernic, civic, cultural, health care, and
business organizations.

28

28
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...0r succinct, specific, and
compelling.

Our vision is to be earth's most customer
centric company; to build a place where people
can come to find and discover anything they
might want to buy online.

29

What do you think of URMC's
vision statement?

Whatis it?

30

30
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What do you think of URMC’s
vision statement?

We will define and deliver “Medicine of the
Highest Order” and set the standard for
compassion and innovation, always placing
patients and their families first.

31

31

Common vision
statement pitfalls

Contradicting core values

Ignoring organizational culture (or requiring rapid
cultural change).

Surpassing inspirational and approaching fantasy

Including too many “feel good” statements

4

32
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Phase 3: Terminology

What? * Goals — What must be accomplished in order to
reach the vision.

How? © Strategies— Descriptions of how a goal will be
accomplished.

What & e Tactics — The steps that will be taken to

Who? implement a strategy.

How e Measures of Success — Benchmarks used to

well? monitor progress toward the goals.

3

33

Setting Goals

* Focus on important goals.

— Is achieving this goal necessary to achieve the
vision?

— What other goals could we set? Is it acceptable to
focus effort on this goal rather than those we did
not choose?

* Think broadly about what must be accomplished.

— Is achievement of all of the goals sufficient to
achieve the vision?

34
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Setting Goals

» Make sure it aligns with the values and culture of the
organization.

— “Culture trumps strategy.”

* Recognize the organization’s readiness and ability to
achieve the goal.

— A strategic plan without the means and-resolve to
implement it is a dream, not a plan.

a5

35
Strategies vs. Tactics
Strategies Tactics
* A strategy describes the big » -Tactics break a strategy into
picture of how you will achieve pieces that can be addressed.
the goal. * Tactics are actions that readily
— Itis short on specifics. can be:
*  There may be more than one — Assigned to an individual.
strategy per goal, but there will — Measured relative to
not be several, progress.
* It can be helpful to start with — Financially analyzed
brainstorming and then narrow
the list s |f there are names, dates, and
’ dollars, it is likely a tactic.
Strategies and tactics must be within capability of the organization (financial
and otherwise),
38
36
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Orthopedics Example

Goal: Attract a larger share of the growing and
profitable orthopedics market.

Strategy: Focus our resources on becoming the
acknowledged market-leader in joint-replacement.
Tactics:

1. Recruit renowned surgeons.

2. Make campus “senior-friendly.”

3. Advertise in appropriate channels.

a7

37

Measures of Success

* What you measure is what you get. [“1owever beautiful

. the strategy, vou
* Measures of success include the |, 4 ocf:si‘;na"v

metric and the target. look at the results”
- Winston Churchill

— Metric is the dimension to be

measured.

— The target is level/value at which success is
achieved (or maintained).

* Monitor them regularly so momentum is
built/maintained.

38
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Measures of Success

* Adjust metric targets as necessary

— Unachievable targets are demoralizing and effort
will lag.

— Opportunity for greater success squandered if too
easily achieved.

* Recognize achievement of success.

39

39

Components of a “Business Plan”

40

40

(VIR FRFAVFVA

20



Overview of “Business Plans”

A business plan makes the case for the establishment and funding
of a new business or a new line of business within an existing
organization.

There are an endless number of “how-to” guides for writing a
business plan. Each guide may use different terms, but all would
suggest the following key components:

¢ Executive Summary

* Assessment of the Business Environment
¢ Company Description

¢ Company Strategy

e Financial Review

e Action Plan
41
41
How does this template
compare to Sahlman?
Executive Summary
Assessment of the Business
Environment
Company Description
Company Strategy
Financial Review
Action Plan
Sahlman's article is oriented toward the entrepreneur, Herzlinger's is
oriented toward the HC institution manager.
42
42
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How does this template
compare to Sahlman?

. “The Context”
* Executive Summary /

* Assessment of the Business

Environment / “The People”

* Company Description
¢ Company Strategy “The Opportunity”

* Financial Review.\ﬁ\“
* Action Plan *Risk and Reward"

Sahlman's article is oriented toward the entrepreneur. Herzlinger's is
oriented toward the HC institution manager.

43

43

How does this tempiate compare to
Herzlinger?

Wkl 1 Cherklist b Ershustng e Vomaurs

Basle
Executive Summary 1 ST ko
Assessment of the Business P iiayri JE

Environment oLV e e Pt Ve i e
Company Description Fadisr JRPH.

Company Strategy frmens

Financial Review . ".:‘h—...’:""'"'

Action Plan T i negrect 140 st Orpecturty
* versn “Kagremrmnl™

Herzlinger's assessment framework is much more detail/prescriptive
and organized differently, but still covers the same areas of evaluation.

44
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How does this template compare to

Executive Summary

Assessment of the Business —

Environment
Company Description
Company Strategy

Herzlinger?

© AN Cherklla b Srakimng bew Venta

Financial Review
Action Plan

P Pt Ry

Twwr e wrer o s Lamiss
Herzlinger's assessment framework is much more detail/prescriptive
and organized differently, but still covers the same areas of evaluation.

45

45

Herzlinger adds two important

¢ Beware true believers — people who are passionate about

points to consider.

the cause are often not credible sources of information.

Many passionate people in health care delivery. Are they

“true believers” though?
* Societal Impact — Most hospitals and many other HC

institutions are not-for-profits. They exist to advance their

mission for the benefit of society.

46

46
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Executive Summary:
What Are the Key Points?

The executive summary comprises the key points of the business
plan condensed into one or two pages.

* Many investors/senior managers will only read the
executive summary. If they read more it will be sections
selected based on their assessment of the ES.

e Answer the questions;
— What is the opportunity?
~ How are you going to capitalize on the opportunity?
— What makes you special?
— What is the risk/reward picture

» Be wary of "sugar-coating” or you'll be seen as a “true
believer.” Your BP and your ES should offer a frank
assessment of risks in addition to the benefits associated
with funding/implementing your plan. a7

47

Company Description:
Why Are You Different?

The purpose of this section is to demonstrate what separates your
company from any others pursuing the same opportunity {and others
are}.

¢ Doinclude a description of your organization, e.g., size, historical
growth, structure, etc., but being descriptive is not sufficient.

— How do the pertinent aspects of your organization position
you to make the most of the opportunity?

* Most important - describe the team. Many consider the team
more important than any other component.

~ Your strategies will not work as well as you expect and you
will face setbacks. A good team will find a way to succeed.

* Is there anything special that your organization brings to the
table (e.g., proprietary technology)?

48

48
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Guess Who

Tha cospany will engage lo ressarch, development, sdn mecutsciura

-

amd seles of Integrated alactronle structuises to Iulflll che needs |
slstironic systens marulscturars. This wilt fnejude thin ‘{ime, shick
flima, semiconductar devices, eod etbar wolld state sumponenss uyed ib
hybrid and mnolichic integtased ptructutas

A variscy ol processes will ba esceblisbed, both at & mbiraiary
aud produccion level, Thess loclude erystal groweh, siicing, epplng.
pelishing, eolid atata diffusion, photalithogrepbic masking and siLching,
vacum aveporation, film deposiilon, sssembly, pachaglig,and tastivg,
as wall an the devalopment and maoufasaturs of spsclal procesalng and
teiting equipmentraquired Cu earry out thess processes

Products may Laclude dioded cransleters, field elfscc duvicas,

pheto ssnsitive davices, phoic emitting davices, imtegrated cliculcs,
and subsystemd commonly refarred to by cha phrase "lagge scobs integraci o™
Frincipql customers (or thesa products ars sspected ta bs the casuiace
turers uf sdvanced slectzvnic systems Lor cossusleations, redar, canbral
snd dats procwsning. It Lo ancislpated that wany of thess cusC.cers

wlll ba located cutside California

49
49
Company Strategy: How Will You
b
Achieve Success?
How is your organization going to capitalize on the
opportunity in light of the business environment (i.e.,
competitors, regulation, etc.)
e Strategy is the big picture.
* Why is your strategy the right one for the business
environment and your organization?
* What does your organization need to do to succeed?
— Discuss key tactics but only in as much detail as necessary.
* How will you adapt your strategy if the business environment
changes?
50
50
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Adapt to succeed

“Everyone has a plan until they
get punched in the mouth.”
- Mike Tyson

¢ Some of your planning
assumptions will prove

incorrect.

. R R “In preparing for battle | have
* Altering direction quickly always found that plans are

can be the difference useless, but planning is
between success and costly indispensable.”

failure. - Dwight D. Eisenhower

* Venture capitalists look for entrepreneurs with a track record
of adaptation in the face of adversity.

* |t can be useful to identify a “trigger point” for particularly
critical or uncertain planning assumptions.

5

51

- Financial Review: How Much?
When? At What Risk?

What is the financial justification for pursuing the opportunity?

* Pro-forma financial statements (income statement, balance sheet,
cash-flow).

* Your pro-forma statements will be wrong and everyone knows it.

v Make sure that all of the critical assumptions underlying the pro-formas
are clear and are defensible.

¥ Include sensitivity or scenario analyses related to the most critical
assumptions.

e |f you are asking for an investment, what is the return for the
investor and when is the investor likely to realize it {(what is the exit
strategy)?

* What are the financial implications if the plan fails? Is there any

salvage value or is the entire investment lost? 5

52
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Action Plan:
What Will You Do?

What steps must you take to position your organization to
successfully carry out your business plan?
s Do you need to change the organizational structure?
e Will new policies or procedures be required?
» Do you need new talents/skills in the organization?
— How will you fill that need, training or recruiting?

¢ If this is a plan for an existing organization, how will you
build support among your staff?

*  Will you need to build support among any other groups
{e.g., government, community, etc.)?

Anything that must be done, but that isn’t a strategy or tactic
belongs in the action plan.

53

53

' Make your case, but don’t be a
“cheerleader” or “true believer.”
® The primary purpose of your business plan is to secure support (including
funding) for your venture.
v Your business plan should build a case for taking action.

® There is a very good chance that your first attempt to secure support will

fail and you will need a second (or third or fourth) opportunity to make your
case.

¥ Make sure that your plan demonstrates that you are an intelligent,
clear-eyed businessperson that should be taken seriously.

v" Don’t oversell and avoid “delusional optimism.”

¥ Clearly state your assumptions and tie them to your environmental
assessment.

¥ Daon't give short shrift to the discussion of risks.

54
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How Does Good
Planning Go Bad?

A narrow mindset
= Bipolar thinking: Pollyanna
or Eeyore?

Covered in the
third section of

* Lack of aflocentrism this course

Passive or vague strategies
¢ Evaluate/assess/plan versus do/implement/change
* Too many buzzwords and ambiguous statements

» lack of measures of success and/or accountability

Business plans lacking

* Appropriate market and demand assessment
Covered in
Spring A * Forecast financial statements

* Analysis of “true” economic impact 55
55
Appendix: Components of an
Environmental Assessment
56
56
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Components of an Internal
Environmental Assessment

Element of Asscaament Questions Answered
[nventory of Services Are there gaps in the services we offer?
Conlinuum of care . Are there particular services that we should promote s
](_."".';Pf ‘:ﬁ'ﬁm‘“’f‘??ﬂ‘“:“_ ) distinctive competencies?
acull ]l"s.lﬂ itics
]'lnnfu?;o analysis e Do we have the appropriale level of technology and type of

facilities for the paticnts we hope 10 serve in the future?

Should we “make” or “buy™ those services in which we do
not have a core compeleney?

Should we reinvest or divest conain services?

Utilization Trends How has our business shifted over fime by patient care
Inpatient and outpatient valume sctting (inpatien, oulpaticnt, home, physician office), and
Avernge length of stay is this the appropriaic scting?

Service line ssremgths and vulnerabilites | 1 yhich service lines are we vulnerable to changes in use
rates, physician practice patterns, ged care restrictii
and inroads by competitors
Are we capilalizing on those services where we are
particularly strong?

Source: Healih Care Strategy lor Uncertain Times, Jennings Rysn & Kolb, 2000 57
LU
. Components of an Internal
Element of Assessment Questions Answered
Medical StaiT Profile Do we have appropniate specialty coverage for the population we scrve?
Specialty mix Do we have enough primary care physicians to support affiliated
Geographic distribution specialisis?
Activity levels, including physician . a
J i Do we have an adequate refemal base and geographic T:nvmgc.
Prevalent practice Iypes Whom do we rely on most for our referrals and attending coverage?
Aye mix and dependency Ate there opportunities to jncrease the loyalty of physicians?
Board centification .
Arc we prepared to mect the practice needs af new physicians?
Are we vulnerable in any panicular specially to physictan retiremeni or
down-sizing?
Is our medical stafl adenquately trained?
Financtal Performance How well are we doing financially?
Kcy financial ratios Do we have the financial capability to sustain aperations and fulfill our
Financial capability ) mission?
ﬁg::: line contribution margin and 0t | wyyien service lines arc most eritical to our future financial success?
Case mix adjusted cost position For which service lincs must we improve financial perfonmance?
Should we reinvest or divest centain scrvices?
13 our cost position in line with competitors?
Source: Health Care Stratagy for Unceral Times, Jennings Ryan & Koth, 2000 58




Components of an Internal

Environmental Assessment

Level of mansged care participation
Dominam managed care paymeni methods
Payer-specilic contribution tnargin and net
ncome

| “Element of Assessment Questions Answered
Payer mix Upon which payers are we most dependent?
Dependency on specific payers Is our organization in appropriste managed care plans, given our patient |

population?
Arc there opportunitics to improve our relationships with paycrs and 1o
share conlracting risks and rewards?

What is our payment [cvel, and what portion is under our control? How
should this affeet our pricing strategy?

Quahty and service

Customer satisfaction anil loyalty
Brand awarcncss
Outcame measurcs

In which clinical and service arcas can we offer increased value (o our
patienia?

What ts our brand awarcness, and how can we improve or capitalize on
+ it to address the organization's and patienis” best

Work foree issues

Vacarcy and tumover rates
Average time to fill vacancies
Compensavon and benelit levels
Employee aatisfaction

Have we adequately protecied a valusble asset of the organization
. ion, education, and professional

dcv::I:-pmmll? ! )
Are there opponunities Lo increase productivity?

Productivity
Skill level
Prolessional development
Sourts. Heatth Cars Strategy for Lincertain Times, Jennings Ryan & Kelb, 2060 =
59
L
- Components of an External
Environmental Assessment
Element of Assessment Questions Answered
Service Arca Definition From which geographic areas do we denive the majonty of our
Based on palient origin, market share, and | Paticnts?
geographic continuity What populations arc dependent on us for & large proportion of
olir care?
Is the service area r bly defined to include not caly thuse
matkets where we have considetable prosence but also those
we would ultimately 1arget?
Socioeconomic Profile How will the population we serve leday grow or decline?
Population projections (age, gender, How do our cuttent {or proposcd) services match our
ethnicity) population’s nceds?
Household income and poverty levels
Uncmployment and cducational levels
Insurance coverage
Use Rate Trends How much will the 4 ! for services change over the
Adtnistion raics by service line and age planning hotizon?
Trends in average length of sty How will expecied changes in length of stay (based on
Outpaticnt visi rarcs (ambulstory surg<y. | 1echnology trenus and payer pressure} affect the resource
ER. observation, clinic visits, etc ) . B &
q 1o meel !
60
Source: Healh Care Stralegy for Uncenain Times. Jennings Ryan & Kolb, 2000
60
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Components of an External
Environmental Assessment

Element of A

Questlons A ed

Market Share

Trends by geography, payer, and rervice
ling
K¢y competitors

Has the organization’s market posiion croded or
strengthened over timc?

En which arcas are we the strongest, geographically and
clinically?

Who arc our key competitors by scrvice and payer, and
where have they made inroads?

Competitor Profiles

Key strengths and weaknesses
Geographic distribution

Conlracting and pricing simicgy
Lhilization apd market share trends
Financial performance and productivity
Niche players and substitutes
Cansalidation or affiliavion wends

How can we take advantage of competitons’ weaknesses?

Hew do our financial performance and productivity compare
to those of our compctitors?

Are our services priced competitively?

Are we vulnerable to encroachment by niche players for
casily substitutable setvices?

Ilow nre we positioned with respect to the boom in
alternative medicine?

How much has the market consolidated, and how will that
aflect cur contracting opportunities and market position?

Source: Health Cara Stralegy for Uincenain Times, Jenninga Ryan & Koib, 2000 61
61
Components of an External
Environmental Assessment
Element of Assessment Questions Answered
Physician Practice Trends Are we vulnerable to losing any key physicians to
Physician consolidation irends competitors or retirement?
Ownership and affiliations Is there a shortfal) of physicians in ony specinlly in our
Supply and demand market?
Aging/retirement threats )
How does our medical staff compare to the market as o
whaole?
Do our services and facilities match our physician partnery’
needs?
Legislative Environment What changes in regulation arc possible?
Impact of proposed t_:_hanse: i", federal What would be the impact on us of any such changes?
Nof-for. _m;:-"ts"'um segulations 8} What 1ax or other incentives are being developed that
Solvency, capieal, financial requirements | Might affect our stmiegy?
Cenificate of need {CON) and Medicaid
changes
62
Source: Hasth Carn Sirmlagy for Uncersin Times. Jannings Rysn & Koib, 2000
62

HlGTEVL L

31



Components of an External
Environmental Assessment

Element of Assessment Questions Answered
Technological Environment To what extent are existing technologies maturing?
New clinical developments What are the significant trends and futurc possibilities?

[nformali em irements .
L LR Are specific revenue streams vulnerable to new

technologies under development?

What aliermative revenue sireams should we consider as
replacements?

On occasion, environmental assessments will include additional elements
such as community health status assessments and employer profiles.

Source: Health Care Stralegy for Uncensin Times, Jenninga Ryan & Kolb, 2000
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Using Scenario Planning to

Reshape Strategy g

Rather than trying to predict the future, organizations need to
strengthen their abilities to cope with uncertainty. A new approach
to scenario planning can help companies reframe their long-term

strategies by developing several plausible scenarios.
BY RAFAEL RAMIREZ, STEVE CHURCHHOUSE, ALEJANDRA PALERMO, AND JONAS HOFFMANN

IN RECENT YEARS, organizations have been caught off guard by economic volatility, unex-
pected political events, natural disasters, and disruptive innovations. In response, we are secing
increased interest in scenario planning. Rather than tying their company's future to a strategy
geared to a single set of events, many senior executives are coming to the view that smart manage-
ment benefits from a richer understanding of

= B 35 T
the present possibilities afforded from multi- 1 A 4 E
ple views about possible futures. b, ;_-;-'f
Scenario planning came to prominence fol- 0 -
lowing World War II and gained recognition in |
the corporate world in the late 1960s and 1970s, y:

around the time when Royal Dutch/Shellused it~ &
to help address the turbulence' caused by the
1973 oil crisis. While several different approaches
to scenario planning have emerged since then,
this article focuses specifically on what we call the
Oxford scenario planning approach.? This ap-
proach is intended to be collaborative in order to
get individuals and groups at all levels and func-
tional backgrounds within an organization to
examine an array of factors that contribute to the
future and, in the process, to reframe their collec-
tive understanding of the present. (See “About
the Rescarch,”p. 32.)

Unlike approaches to scenario planning that
take a probahilistic stance (that is, making pre-
dictions in percentage terms or as best-case/
worst-case scenarios’) or a nermative stance
{that is, envisioning what a future should look
like), the Oxford scenario planning approach is
based on plausibility. By recognizing the part
of uncertainty that is unpredictable* and by

PLEASE NOTE 1Haf GRAY AREAS REFLECT ARTWORK THAT HAS BEEH INTENTIONALLY REMOVED

THE LEADING
QUESTION

How can

organizations

use scenario
lanning in tur-
ulent times?

FINDINGS

rinstead of trying to
determine the most
probabla outcoms,
axplore a number of
plausible scenarios.

»+Davelop scenarios
by considering the
acts of plausible
changes in the
larger contextual
environment.

Finclude a variety of
participants in the
scenario planning
process.
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actively exploring the sources of the turbulence and
uncertainty, the goal is to iteratively and interac-
tively generate new knowledge and insights to help
organizations reperceive their circumstances.’
During periods of turbulence, unpredictable uncer-
tainty, novelty, and ambiguity (what the Oxford
scenario planning approach refers to as TUNA condi-
tions), organizations frequently experience serious
challenges that threaten existing value chains, commu-
nities, and even whole fields of endeavor. Such
conditions can be unsettling and destabilizing on many
different levels. But they also present opportunities for
organizations to reframe their strategies and innovate.®

ABOUT THE RESEARCH

This paper is part of a long-standing research and praclice stream on scenario planning
practices and the use of scenarios as a scholarly methodology. The rasearch has
included integrating scenario planning with other fields such as social ecology, sense-
making, and design through the Oxford Futures Forum, an interdisciplinary forum. The
research has also included an inquiry on specific scenario planning issues raised by
participants in exacutive development programs. Among other things, we have con-
ducted a survay that was completed by 163 professionals who attended our executive
education program and that assesses how organizations use scenario planning inter-
ventions. We also conducted philosophical and social science investigations into the
nature of plausibility, probability, uncertainty, and turbulenca. In addition to coauthoring
two books, Strategic Reframing: The Oxford Scenario Planning Approach (Oxford
University Press, 2016} and Business Planning for Turbulent Times: New Methods for
Applymg Scenarios (Earthscan 2008), the lead author of this artic!a has examined the
icleas in & number of articles. We wish to thank a number of our colleagues, including
kees van der Heijden and Angela Wilkinson, as well as Trudi Lang, Cynthia Selin,

John W. Selsky, Jerry Ravetz, and Malobi Mukherjee.

A core feature in the Oxford approach is making
a distinction between the immediate business envi-
ronment an organization inhabits (where business
transactions take place) and the broader environ-
ment, or context, in which it operates.” In principle,
our approach focuses on two layers. The first layer is
the immediate business enviconment and includes a
company’s suppliers, customers, competitors, part-
ners, and other stakeholders. The second layer is
made up of all the factors that are beyond the orga-
nization’s direct influence, Scenario planning is
about exploring how the second layer might trans-
form the first layer. (See “The Role of the Contextual
Environment in Scenario Planning.”)

In recent years, the Oxford approach has been
used to examine a variety of circumstances, including
the future of retailing in India, the tourism industry
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in Mexico, the changing environment in global ship-
ping,® and the future role of the European Patent
Office.? Qur experience shows that different organiza-
tions have gone about scenario planning in different
ways — there is no cookie-cutter method. Neverthe-
less, we have found that there are a handful of best
practices that the most effective scenario planning
processes use, First, they draw on the knowledge and
perspective of a broad cross-section of parties, both
inside and outside the senior management team. Sec-
ond, both the participants and the organization are
willing to invest time and resources to gain insights.

And third, successful scenario planning processes
are committed to examining and understanding
plausible futures as opposcd to probable futures. In
turbulent and uncertain conditions, it is impossible
to assign precise probabilities to possible scenarios,™
As a result, the Oxford scenario planning approach
eschews assigning probabilities to scenarios and in-
stead focuses on identifying and developing scenarios
that the group finds plausible, challenging, and use-
ful. Each scenario consists of a story that relates to
possible changes in the larger contextual system in
which an organization operates."

In this article, we examine two cases in which the
Oxford approach to scenario planning was used. The
first case involves Rolls-Royce plc, a leading supplier
of power systems for aircraft and the marine and
energy markets; the second case looks at the Royal
Society of Chermistry, a London, U.K.-based interna-
tional organization involved in advancing the field of
chemical sciences, In addition to showing how these
organizations used scenario planning, we will discuss
the challenges and opportunities of scenario plan-
ning more broadly. (See “Putting Scenario Planning
to Work,”p.34.)

Scenario Planning at Rolls-Royce

Rolls-Royce was founded in 1906 to produce quality
cars in the United Kingdom. Although Rolls-Royce
Holdings plc is no longer in the auto business (that
operation is owned by BMW AG), it is currently
involved in the design, manufacturing, and distribu-
tion of power systems for aviation and other
industries. With underlying revenue of £13.8 billion
and about 50,000 employees,'? the company has
50% of the wide-body airliner propulsion market.
Rather than selling the equipment outright, it

SLOANREVIEW MIT.EDL
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generates much of its revenue by selling power ser-
vices by the hour to aircraft operators.”?

Rolls-Royce avoided the worst consequences of
the 2008 financial crash, thanks to its substantial
order book and the stability of its afiermarket service
business, but in early 2014 the company ran into
difficulties, These involved a eyclical decline in wide-
body airliner orders, the slowdown in the growth
rate of the Chinese economy, and the end of a comn-
modities boom, which impacted the corporate jet
business. Also, oil price declines affected both the
marine and energy markets, and the company’s civil
nuclear power business suffered in the wake of the
accident at a nuclear power plant in Fukushima,
Japan, in 2011. While these events were mostly unre-
lated, they affected every aspect of Rolls-Royce’s
business. During 2014 and 2015, management is-
sued five profit warnings, and the share price feil
more than 50%. An activist investor bought just over
10% of the stock, and there were calls from some
commentators to break up the company.

The arrival of a new CEO in July 2015 greatly in-
tensified the company’s search for ways to improve
its prospects. That summet, several dozen of the
company's top managers participated in an execu-
tive education course at Oxford University. One of
the early sessions focused on scenario planning.
Based on what the executives heard, some of them
began to lobby internally within Rells-Royce for a
company-wide scenario planning process. The idea
was to catalog significant factors that might affect
Rolls-Royce by the year 2040" and to develop a set of
strategic questions. Management agreed to pursue
this course, and over the next few months, manage-
ment, in conversation with board members, began
working with sume of the authors of this article to
design and run a program for developing and re-
viewing a set of future scenarios.

Process To kick off the process at Rolls-Royce,
about 25 mid- and senior-level Rolls-Royce execu-
tives were sclected from different business units,
tunctions, and locations. in preparation for a three-
day workshop slated for carly 2016, this group was
asked to begin studying a wide range of topics
deemed to have relevance to the company's future.
Amonyg the topics: the future of Moore’s law; tools
for detecting counterfeit parts {and the distinctions

SLOANREVIEW MIT.EDU
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THE ROLE OF THE CONTEXTUAL ENVIRONMENT

IN SCENARIO PLANNING

In using the Oxtord scenario planning approach, it is important to distinguish
between immedate actors one does business with (located in the smaller
brown avall and the diverse factors in the larger contextual enviranment. The
contextual factors are beyond the influgnce of the organization.

Scenario planning is about exploring how larger contextual factors might
affect an organization. Scenarios are developed by combining contextual
factors (particularly ones that are less well-known and more uncertain).

Each scanario will be based on a unique combination of contextual factors,

Contaxtzal Exvironment Internaticnal
tomatic] commerce
finance | Macroeconomic Geopolitical
Soial conditions trends
values
Legislation Exch
Energy change
Tachnalogy prices Ecology rates
Scenarics: -
cﬂﬁ;’:ﬁ%ﬁ Transaciional Competitors Demographics
contextual Environment  Lobbies NGOs
anvironment on
the transactional Reguiators  Suppiiers  Investors
environment — Shlngn
Employees 8 Customers affects howthe
\ organization
interacts with
the transactional
environment

between fake and real); and how transportation
needsarelikely to change in response to factors such
as environmental concerns and migration patteras,

On the first day of the workshop, the partici-
pants were asked to present posters summarizing
their research. Then the group was divided into
four subgroups and given the task of creating sce-
narios for Rolls-Royce for 2040, According to the
assignment, the scenarios had to be plausible and
relevant to Rolls-Royce’s circumstances, and also
had to challenge some of the assumptions underly-
ing the company’s current strategies.

On the second day, the subgroups shared their
draft scenarios with the larger group. Based on the
feedback, participants began to coalesce behind
three draft scenarios. The first scenario envisioned
a world of high connectivity, where efficiency and
collaboration would be the norm. The second one
saw the ecmergence of a new world order, where
India and China leverage technology to rival the
United States, and other countries are forced to ad-
just accordingly. And the third scenario anticipated
a highly divided (and unequal) digital future that
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some groups would be able to take full advantage of

and others would not.

On the third day of the workshop, participants
held a final meeting to review and critique the sce-
narios, and to consider four strategic questions.

» What would digitization look like in the future?
For example, in what ways would digital technol-
ogy radically reshape society and the way business
is conducted?

= What factors would affect relations between em-
ployees and companies in 2040t For example,
how might changing employee expectations
about long-term employment affect how organi-
zations are structured?

*What conditions will determine the future of
emerging' markets? For example, to what extent
would political factors and factors such as controlson

PUTTING SCENARIO PLANNING TO WORK
Here are five important characteristics of the Oxford approach to scenano pianning:

what is framed out when setting strategy. In the scenario planning process,

what matters is not so much the organization's strategy itself but the frame that
strategy s built on. The frame is made up of assumptions, and these assumptions im-
pliatly shape how the strategy comes together. For example, a frame might include
the period of time you are considering; the breadth of factors to be included; whather
the scenario planning process I1s to be predominantly competitive and collaborative;
whaether it is a ene-time activity as part of the yearly planning cycle, or whether the
strategy should be shared or kept secret.

1 Scenario planning involves attending explicitly to what is framed in and

ganizations to reperceive current and plausible future contexts. For example,
at the Rovyal Society of Chamistry, the links between disciplines and batween
scientists and artificial intelligence are differant in each of the scenarios.

2 By proposing a limited number of scenarios, scenario planning enables or-

ing several frames from the contextual environment factors, strategists have an

opporiunity to see the actors they do business with take different roles in each
scenario. For example, a supplier in one scanario could be a partner in another scenario,
Thus allows strategists to revisit the role configuration used in the current strategy —
reexamining the assumptions and bringing in new questions to consider.

3Scanarlo planning relies on iterative reframing and reperception. By build-

laarner. This means that people involved with scenario planning need to work
on the organtzation rather /mit. Having external facilitators or dedicated staff
members assigned to the process helps make this possible.

1 Everyone involved in and affected by the process should be considered a

Either they are weak becauss they are vary naw (scenario planning considers

how they might look when they have been around longer and are stranger);
thay are waak in relation to othar signals managers might respond to {scenario plan-
ning focuses on how they might become salient); or they are weak in relation to the
dorninant cultural, strategic, or professional frame (scenaric planning invites its intended
users to ook at themn from an alternative framework), In order to explore weak signals,
scenario planning needs to focus on the plausible as opposed to the probable,

5 Scenario planning is designed to explore different types of weak signals.i
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immigration weaken the trend toward globalization?

* How might technology pathways develop? For
example, how will future technologies change the
power systems market?

Qutcomes Following the three-day workshop,
Rolls-Royce management endorsed the scenarios as a
new basis for the 2016 strategic planning process and
began sharing them with the wider strategy commu-
nity and the company’s senior executives. In practice,
this meant that any investment proposal had to take
into account how it would be affected by each of the
three scenatios and what, if anything, should be done
to mitigate or exploit the scenarios; investments that
didn't meet this qualification were rejected. The sce-
narios therefore became a determining factor in the
selection of the investment initiatives that emerged
from the 2016 strategy process. Already, outlines of
the scenario futures have begun to become apparent.
There is little doubt, for example, that the unfolding
digital future provides advantages to some groups
and disadvantages to others. According to Rolls-
Royce, the scenarios provided the backdrop for the
company’s 2017 strategy development process.

Scenario Planning at the
Royal Society of Chemistry
In contrast to Rolls-Royce, where the objective of
the scenario planning process was to envision future
directions for one organization, the goal at the Royal
Society of Chemistry (RSC) was broader: to under-
stand how the chemical sciences might evolve over
the next 10 to 20 years, and how the changes might
impact industry, academia, and socicty at large.
Scientific, social, and technological trends are
rapidly changing the way people live and work, and
these changes have affected the nature and practice
of chemistry as well as the roles of chemists. While
chemistry is a mature discipline and forms the basis
of our fundamental understanding of what happens
at the atomic and molecular levels, it is also con-
cerned with the creation of new matter and inleracts
with disciplines such as biology and astronomy.
What's more, it plays a key role in solving practical
problems such as curing disease; developing sustain-
able energy, food, and water; and creating new
industries.' As chemistry faces new opportunitics
and obligations, the fundamental question was:

SLOANREVIEW MIT.EDU
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“How should people think about the future of
chemistry?"!*

The mission of the RSC is to advance excellence
in the chemical sciences for the benefit of science
and humanity. Its roots go back to the 1840s, when
a group of 77 scientists, who included doctors,
academics, manufacturers, and entrepreneurs,
founded the Chemical Society of London. Today,
the RSC has more than 55,000 members worldwide
and a reputation as an influential champion for the
chemical sciences.

In December 2014, the RSC launched a long-
range planning initiative with a broad set of goals.
Although the initiative did not refer to scenario
planning per se, its aim was to identify possible
future directions for the chemical sciences and to
anticipate, plan, and prepare for how the field
might unfold over the next 10 to 15 years,

The RSC began by identifying some of the big
questions its leadership wanted to consider: How
might the identity of chemistry change? Could
chemistry be facing a future in which academic
chemistry depariments disappear altogether? If
public funding is not available to support the type of
blue-skies research that has traditionally produced
the next major advances, how will future research be
funded? And how will increasingly sophisticated
technology and computational techniques change
the way new hypotheses are analyzed and tested?"?

Process The RSC convened a one-day workshop for
the leadership team and sclected senior managers to
consider a wide range of factors, The workshop
helped focus senjor staff members from throughout
the organization on the importance of taking a broad
look at how the [ield was changing, and it set the stage
for defining the new role the RSC could play,

What followed was the development of a multi-
phase scenario planning program. In phase one,
which run for three months, approximately 50 stake-
holders from industry, government, and academia
who had been selected by the RSC leadership team,
were interviewed by phone to identify possible trends.

Next, there were a series of follow-up in-person
interviews with some of the stakeholders in order to
understand controversial viewpoints or, in some
cascs, to secure buy-in from key chemical industry
leaders. During this process, several themes emerged.

SLOANREVIEW MIT.EDU

Some of the themes had a direct bearing on the
chemical sciences (for example, new opportunitics
for funding research). Others raised questions about
how technology might influence the chemical in-
dustry, and the effect of changes on intellectual
property, the market, and social factors.

Based on the themes, the RSC ran three one-day
scenario-planning workshops (two in London and
onein Boston} as a vehicle for identifying weak signals
that might emerge as important catalysts of future
change. The goal was to spark conversations about the
future in order to help executives, academics, and
policy-makers make more proactive decisions. Each
workshop was attended by about 10 people.

In an effort to challenge the assumptions of
leaders in the chemical sciences, the RSC developed
four scenarios.

» The first scenario focused on the benefits chemistry
brings to the world — its ability 1o provide answers
to global challenges, such as climate change, water
shortages, natural resources scarcity, and providing
health care for an aging population.

* The second scenario focused on changes in the
way chemistry is done and how it is organized, en-
visioning a world where the chemical sciences are
increasingly automated and decentralized.

+The third scenario spoke to the growing separation
of chemistry into subdisciplines and how that might
negatively impact the pipeline of future chemists.

* And the fourth scenario explored the impact of
reduced public funding for the chemical sciences.

Outcomes These scenarios helped to develop the
RSC's long-term strategy and to nudge leaders in the
chemical sciences to move beyond conventional
thinking and plan for the future, The RSC’s original
long-range planning team continues to play a role in
encouraging the chemical community to reflect on
opportunities and challenges. The findings from the
scenario planning process were issued in a 2016 re-
port' aimed at broadening engagement with RSC
communities. The organization’s leadership team
has said it wants to initiate new activities based on
the scenarios, including launching new programs to
advance the future of chemistry education and
scholarly communication consistent with develop-
ments in open-access publishing and the trends in
open science; bringing the RSC “futures thinking”
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Typically, because the board's role is to question and prod
the executive team, scenario planning is easier to align with
the board than with the executive team.

conversation to a wider audience (including the or-
ganization’s general assembly and meetings with
international partners around the world); and pre-
paring for the different possible futures through
internal strategic conversations with senior manage-
ment and the RSC’s external governing body.

Each clement of the RSC's new strategy, which
the governing board is slated to approve in July
2017, has been tested against the opportunities and
challenges identified by the scenario planning work.
The next priority will be to amplify the voice of the
chemistry community. This will involve the RSC
management sharing success stories from the
chemical sciences community not only with other
companies but also with governments, funders of
rescarch, and society at large. In addition, the RSC
has set a goal of improving how it listens to the
broader community.

Reframing Strategy

As the Rolls-Royce and R5C cases show, scenario
planning can help strategists look beyond their
current circumstances — and with longer time ho-
rizons — to test existing strategies, make sense of
the causes and effects of turbulent, uncertain, or
ambiguous conditions; invent new options; open
up or enhance the quality of strategic conversa-
tions; and pave the way for collaborative strategies.

So, what does this mean for strategists or policy-
makers at companies and nonprofit organizations
that want to consider future directions? Based on
our experience, we have four recommendations.

1. Invest time and effort in preparing participants.
First, it's important to identify who the intended par-
ticipants in the scenario planning process should be
and how these participants learn. Typically, because the
board's role is to question and prod the executive team,
scenario planning is easier to align with the board than
with the executive team. But in cases where strategics
have run into trouble or there is a new management
team, senior leaders may welcome the opportunity to
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engage in scenario planning. We have found scenario
planning generates the most value when it's clear who
the intended learners are and what they wish to learn.
Indeed, as a rule of thumb, organizations should expect
to spend twice as much time setting expectations and
defining the intent and usability of their scenarios as
they do producing the scenarios themselves. It pays to
invest time and effort throughout the process — both
in preparing the participants and setting expectations
at the outset, as well as in using the scenarios in strategy
development. Otherwise, the scenario planning exer-
cise may become a waste of time.

2. Help participants identify the assumptions
about the future that underpin their current strat-
egy. You should be prepared to help the learners
articutate their sense of the future and the set of as-
sumptions they are using in their current strategy. In
our experience, this part of the process depends
heavily on gathering information and developing in-
sights gained from internal and external interviews.
Scenario planning that explores a limited number of
scenarios (usually between two and four) helps to
develop an alternative to the existing framing.

3. Be prepared to invest significant amounts
of time and resources in the scenario planning
process. Although cvery situation is different, the
amount of time and resources required will depend
on what the organization is trying to achieve and its
goal, Scenarios that will be presented broadly or
publicly tend to require much more detail and peer
review (and, as a result, more time and budget)
than less formal scenarios involving small teams
who are used to working together.

4. Remember that scenario planning is an itera-
tive process. In our expericnce, this point cannot be
overemphasized. [t's important to recognize that the
initial set of scenarios that organizations develop
may not be sufficient. Often, additional insights are
gathered in a second iteration. Rolls-Royce, for ex-
ample, began with a total of 12 scenarios before
multiple iterations led it to focus on three.
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Organizations need to have criteria for assessing
whether the scenarios they develop are plausible. (By
plausible, we mean that they should be neither too
improbable nor too familiar.) At the same time, ex-
ecutives and board members need to ask themselves
whether the scenarios are sufficiently challenging,
casy to communicate, and capable of being adopted.

As we have worked with organizations, we have
noticed that considerable value can be extracted from
reconsidering and reperceiving the immediate busi-
ness environment that each of the different scenarios
implies. In reconsidering how the roles of one actor
change from one scenario to another, managers can
gain new perspectives and sce how new actors begin
to emerge. The scenario planning approach we have
described helps organizations assess the kinds of
threats and opportunitics that might occur in turbu-
lent, unpredictable, and ambiguous settings. By
freeing the mind from the current framing, strate-
gists can use the process to envision and begin to
implement a new set of options.

Rafael Ramirez is a professor of practics and director of
the Oxford Scenarios Programme at the Said Business
School at the University of Oxford in the United King-
dom. Steve Churchhouse was tha director of digital for
Rolis-Royce pic until April 2017. Alejandra Palermo is
manager of external relations for the London, U.K.-
based Royal Society of Chemistry. Jonas Hoffmann is
an associate professor at Skerna Business School's
campus in Sophia Antipolis, France. Comment on this
article at httpz/sloanraview.mit.edu//58426, or contact
the authors at smrfeedback@mit.edu.
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A Note on Scenario Planning!

Background

Scenario planning is a process that stimulates imaginative, creative thinking to better prepare an
organization for the future. Participants in a scenario planning exercise first conduct research to
understand the major forces that might move the world in different directions. They then map out a
small number of possible alternative futures (called “scenarios”), craft narratives to describe these
scenarios, and develop options for their organization for managing within these future worlds.

Scenario planning has been described as a way of rehearsing the future to avoid surprises by
breaking through the “illusion of certainty.” According to an experienced participant: “The purpose
of the exercise is not to come up with a forecast, because you know it will be wrong. Instead, it’s to
draw a circle around multiple possibilities and think about whether you are prepared to face the
range of futures that might unfold. It also helps you think about how you might be a catalyst for
moving the world a little bit in the direction you want it to go.”

Unlike traditional strategic planning, which assumes that there is usually one best answer to a
strategic question, scenario planning entertains multiple possibilities. Unlike contingency planning,
which normally focuses on a single uncertainty, scenario planning investigates several uncertainties
simultaneously. And unlike simulation modeling, which is heavily numbers-driven, scenario planning
involves subjective interpretation as well as objective analysis. For these reasons, the technique is
particularly useful in situations where uncertainty and change are high, costly surprises have occurred
in the past, and the quality of strategic thinking or the supply of new opportunities is low.?

Scenario planning was originally used for military planning during World War II. In the early
1970s, it was adapted for industry and popularized by planners at RoyalDutch/Shell, who were
looking for better ways to prepare managers for possible changes in the price of oil. Using the new
approach, Shell was the first to see the emerging overcapacity in the industry, was better prepared to
deal with the ensuing drop in demand, and was consistently able to forecast oil-price changes better
than its competitors. Since then, companies in many other industries have used scenario planning for
such purposes as providing input to strategic planning, improving investment decision-making, and

! This note draws on Peter Schwartz, The Art of the Long View (New York: Currency Doubleday, 1996); Lawrence Wilkinson,
“How to Build Scenarios,” in Wired, “Scenarios: The Future of the Future,” Special Edition (1995); and Jay Ogilvy and Peter
Schwartz, “Plotting Your Scenarios,” Global Business Network (2004).

2 Paul J. H. Schoemaker, “When and How to Use Scenatio Planning: A Heuristic Approach with Hlustration,” fournal of
Forecasting, 10 (1991): 550.
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guiding thinking about competitive moves (e.g., product line extensions, new market entry, or the
formation of joint ventures and alliances). Specific applications include a regulated monopoly’s
preparation for a more free-market-oriented existence in an increasingly integrated Europe, the Los
Angeles Department of Water and Power’s investigation of future residential water use, and a health-
care system'’s search for options to best position itself for an uncertain future.

Components
Scenario planning involves several elements or components that together yield a composite,

multifaceted view of the future. See Figure A for an overview of the process and the relationship
among components.

Figure A Scenario Planning Components

I | KeyFocallssue [ 7722222202222 1
| Driving Forces | § |
_~ o] Early Warning
Critical Signals :
Uncertainties
Implications and
Options [ '

Scenario Framework I F r y

> I Scenarios |
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Source: Casewriter.

Key focal issue All scenario planning exercises are built around a critical choice or key focal
issue. Usually, the issue is a significant, upcoming decision or a strategic uncertainty that has
important, long-range consequences for the fortunes of the organization. The scope and timeframe for
choices and concerns should be clearly identified. Many key focal issues take the form of questions.
Examples include: “Should we build a research facility in India within the next five years?” “Should
we invest in new customer-based technology during the coming year?” and “What is the future of
white-collar work in the United States over the next 10 years?”

Driving forces Research is an important part of scenario planning. It normally requires
interviewing an organization’s key stakeholders—customers, competitors, and suppliers—as well as
“remarkable people,” truly unconventional thinkers who may be in fields or industries unrelated to
the issue at hand. This research aims to uncover driving forces: themes and trends that are likely to
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affect, influence, and shape the key focal issue in fundamental ways. Among the major categories of
driving forces are:

* Social dynamics (e.g., changes in population, demographics, lifestyle choices, consumer
demands, and societal values);

» Economics (e.g., changes in international trade flows, the value of the dollar or the euro, and
industry structure);

¢ Political affairs (e.g., changes in the electoral landscape, tax legislation, regulations, and the
legal environment); and

¢ Technology (e.g., changes in hardware, software, communication devices, and applications).

In each case, driving forces are further divided into two categories: predetermined and uncertain.
Predetermined forces are virtually inevitable; they are unlikely to change radically over the defined
timeframe. Examples include trends that are already in the pipeline (such as demographic shifts),
slow-changing phenomena (such as the development of new oil resources), and seemingly inevitable
collisions (such as the Social Security crisis in the U.S.). Once these predetermined factors have been
identified, all other driving forces are classified as uncertain.

Critical uncertainties Some of these uncertain forces are more important than others. Those
uncertain driving forces that are most likely to define or significantly change the way the future
unfolds around the key focal issue are ranked by level of uncertainty and importance to the
organization. The top two that are most influential and informative are defined as critical
uncertainties.

Scenario framework Each critical uncertainty is reduced to a single spectrum or axis of
uncertainty, with polar cases at each extremity. The two axes are then combined to create a 2x2
matrix with four different quadrants of uncertainty or futures to be explored. The goal is to end up
with a few, clearly contrasting environments “whose differences make a difference to decision-
makers.”3 An example comes from the California wine industry’s inquiry into the future of their
business. The first critical uncertainty was a set of changes in the regulatory environment; this axis
ranged from a tight regulatory environment to a loose one. The second critical uncertainty was the
image of wine with consumers; that axis ranged from a positive, health-priority image to a negative,
alcohol-infused image. In combination, these axes produced four distinct futures.

Scenarios The different futures that result from the interaction of the critical, selected
uncertainties are called scenarios. They are plausible, alternative hypotheses about how the world
might unfold, specifically designed to highlight risks and opportunities facing the organization.
Effective scenarios challenge the thinking of participants by instilling a deeper appreciation of the
many factors that could shape the future. There are no right or wrong scenarios. According to one
expert: “Scenarios don't fall neatly into “good” and “bad” worlds, desirable and undesirable futures.
[They] are mixed bags, at once wonderfully dreadful and dreadfully wonderful.”* The California
wine industry example resulted in four possible futures: a loose regulatory environment with a
positive image (greater supply, higher demand, but possibly lower prices); a loose regulatory
environment with a negative image (intense competition, lower demand, and wineries facing
possible bankruptcy); a restrictive regulatory environment with a positive image (higher demand and

3 Peter Schwartz, Art of the Long View, p. 243.

4 Lawrence Wilkinson, “How to Build Scenarios,” p.-4
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higher prices); and a restrictive regulatory environment with a negative image (high prices but low
demand, leading to excess supply).

Narratives Each scenario is then fleshed out and woven into a narrative or story.> These
stories must be logically coherent and consistent. They should hang together like a well-written
novel, with persuasive and surprising plots that stretch the imagination and break old stereotypes
without being seen as science fiction. To that end, it is important to link the scenarios back to the
present by answering the question, “How did the world get from here to there?” This link increases
the probability that scenarios will be perceived as realistic, rather than as far-fetched staff exercises. It
also overcomes a common concern of middle managers—that big picture “strategic scenarios don’t
address the competitive issues and the critical decisions that they face in the trenches of their
business.”6

Implications Once narratives have been created, participants return to the key focal issue,
Place the organization within each of the four scenarios, and explore the implications of each
alternative future. This examination results in the identification of strengths and vulnerabilities,
alternative strategies, and options to address gaps in capabilities, as well as further research
requirements, necessary actions, and critical decisions and choices.

Early waming signals Early warning signals are leading indicators that highlight the likely
emergence of one scenario or another. They strongly suggest that the world is, in fact, moving in a
particular direction, and the signals are best used to trigger strategic re-evaluation and midcourse
corrections. If carefully selected, these signals can give a company a head start on the competition
when changes in the environment occur. Possible examples include changes in governmental
regulations, the outcome of pending lawsuits, and shifts in the price of basic commodities like oil.

Methodology

A typical scenario planning exercise involves 15 to 30 participants, selected to represent a cross-
section of the company or organization. Often, customers, suppliers, regulators, industry experts,
academics, and other relevant outsiders are involved as well, largely to provide information. The
process typically requires significant preparatory research, a series of half-day or full-day workshops,
and a number of senior management debriefing meetings. A complete exercise takes from three to
nine months and proceeds through the following five steps: orientation, exploration, scenario
creation, identification of options and implications, and integration into current management
processes. (See Figure B for scenario planning stages; see Exhibit 1 for a detailed example of a
scenario planning exercise.)

3 The term “scenarios” is often used interchangeably with the terms “stories” or “narratives.” Howaever, scenarios do not have
to be presented in narrative form and may involve the use of other media, such as live or videotaped dramatic scenes.

6 Stephen M. Millett, “The Future of Scenarios: Challenges and Opportunities,” Stralegy & Leadership, 31 (2) (2003): 16.
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Figure B Scenario Planning Stages

Stage 1: ORIENTATION:
Focal iIssue defined

l

Stage 2: EXPLORATION:
Driving forces defined

l

Stage 3: SCENARIOS CREATION
Scenarios created with narrativas

l

Stage 4: OPTIONS CONSIDERATION
Strategies, actions and changes defined

l

Stage 5: INTEGRATION
Early warning signals developed

Source: Casewriter.

Stage 1: Orientation. This stage includes background interviews and other research to determine
the key issue and associated challenges.

* End product. The orientation stage results in a clear statement by senior management of the
key focal issue, with specific time and place dimensions.

Stage 2: Exploration. This stage involves extensive research and workshop sessions to identify and
deepen the team’s understanding of the driving forces and critical uncertainties surrounding the focal
issue.

* Identify, analyze and rank driving forces. In this interactive brainstorming step, the
planning team defines the many driving forces in the macro-environment that impact the
success or failure of the key focal issue, and distinguishes those forces that are predetermined
from those that are uncertain.

* End product. This step produces both a set of driving forces and a list of critical uncertainties.
Once the team is satisfied with the list of uncertain driving forces, it then ranks them to
identify the two critical uncertainties that are most influential and informative to serve as the
basis for developing scenarios.

Stage 3: Scenarios and narratives creation. This stage involves two steps: the selection of the
scenario framework and the creation of narratives.

5
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* Select scenario framework. The team creates a 2x2 matrix from the two most critical
uncertainties, resulting in four scenarios. The team then identifies the key characteristics of
the scenarios, their causes, and the events that occurred as the world evolved from the present
to the future point.

¢ Create the narratives that describe the scenarios. This next step involves a great deal of
imagination as the team creates narratives for each scenario. This step is often undertaken by
subteams, with each assigned to write one narrative.

Scenario planning experts suggest starting the process with the development of a headline, a
catchy title or name for the scenario that can be easily remembered. Headlines can be song or
movie titles, cartoon characters, or memorable phrases. Writers then weave the scenario
characteristics and driving forces into stories that match the headline.

Here, several techniques are helpful for building compelling narratives:

- Craft a newspaper story. The technique starts with a headline describing key events
or trends that might take place during the time of the scenario. A straightforward,
believable news item is the goal. For example, “Cell phone use sees dramatic decline
in 2010,” “U.S. government ends all immigration restrictions,” or “Moore’s Law
disproved.” The story then steps through the history of the developments that
preceded or followed the headlined event.

- Use characters. Another technique for story development is to identify characters
who live in or drive the scenarios, conveying vividness as well as the magnitude and
direction of change. Unexpected connections are especially powerful. For example,
“Bill Gates named Education Czar,” or “Oprah Winfrey named head of General
Motors.”

- Draw on standard plot lines. The best plots are easily recognizable because they are
50 common in popular fiction. Many involve conflict or competition—"winners and
losers,” “good news and bad news,” “David and Goliath"—and are easy to build into
full-blown narratives. For example, “Europe, India, and China commit to a common
currency, eliminating all trade barriers in an effort to overtake the U.S.”

* End product. The result of these creative activities is a set of believable narratives that are
simple to understand, yet compelling enough to stimulate new thinking. Experts emphasize
that the point of the exercise is not to create four stories, one of which will materialize and
turn out to be true. Rather, the goal is heightened sensitivity and awareness, a recognition
“that the ‘real” future will not be any of the four scenarios, but will contain elements of all of
the scenarios.”” For this reason, most experts recommend that teams avoid assigning
probabilities to the stories and not try to determine which is the likeliest future.

Stage 4. Options consideration. The next phase involves the generation of implications for
presentation to senior management, senior management reviews, and prioritization and selection of
options. It is only in this phase that planners should start thinking about their own company and the
impact of the scenarios on their own strategic choices.

* Idea and option generation. Once scenarios have been developed, the team returns to the
initial focal issue and plays it out across each scenario to determine the implications in terms

7 Lawrence Wilkinson, “How to Build Scenarios,” p-4
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of gaps, vulnerabilities, and options. The team packages the scenarios and the list of
implications for senior management discussion.

* Prioritization and selection of implications. Senior management then reviews the scenarios
and discusses their implications. The primary goal is to test alternative strategies and options
for “robustness”—their ability to be successful over the full range of possible scenarios.
Robust options are preferred because they provide benefits whatever future emerges. Non-
robust options are also examined to determine whether there are low-cost, low-risk actions
that would allow the company to move quickly once it is clear that a particular scenario is
likely to emerge.

e End products. This stage results in a list of strategies to implement and actions to consider, as
well as a sense of the robustness of different approaches.

Stage 5. Integration of scenarios into current management processes. A successful scenario
planning exercise is not a one-time event. Instead, it is woven into senior management decision-
making in several different ways. In part, this integration occurs through osmosis, as the language of
the stories is incorporated into senior management conversations. The accuracy of the scenarios is
less important than the types of strategic conversations and discussions they spark. More explicit
integration steps include the monitoring of the environment through an early warning system and
the use of scenarios to guide strategic choices.

* Select leading indicators and signposts. For those actions that will only be effective in
certain circumstances, experts recommend developing early warning signals that indicate the
likely emergence of one scenario rather than another. These warning signals should be
monitored regularly.

* Use the scenarios to evaluate strategic options. The scenarios can be used to evaluate the
effectiveness of strategic investment decisions, as well as other significant choices. Shell, for
example, introduced a rule requiring that all investment proposals presented to top
management be economically evaluated against the full set of oil price scenarios to examine
their robustness. This rule forced managers “to pull out the scenario book each time they
wanted to propose a project.”®

¢ End products. This stage results in a list of early warning signals, as well as the continued use
of scenarios in the analysis of significant decisions.

8 Kees van der Heijden, “Scenarios, Strategy, and the Strategy Process,” Global Business Network, Presearch, 1 (1)
(August 1997): 28,
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Exhibit1 An Example of Scenario Planning: Linux Strategy at ABC Company

Stage 1. Orientation,

The Key Focal Issue identified by senior management at ABC company was: “How will Linux affect
our company, its customers, and suppliers both here in the United States and around the globe over
the next 10 years?”

Stage 2. Exploration.

Driving Forces: Exhibit 1A lists some of the approximately 200 driving forces identified by the team
at ABC company exploring the issue.

Exhibit 1A
Key Factors and Environmental Forces

Customer push
Government mandale
Supplier push

Windows backlash
Copyright laws

Terrorist strike against Microsoft
Anti-American sentiment
Company profitability
Budget reductions
Vendor adoption
Application availability
Future of Linus Torvalds
13. Future of Bill Gates

14, Survival of Sun

15. SCO lawsuit

—t okl
PropoNO AW

Critical Uncertainties: The team at ABC company reviewed its list of driving forces, divided the
factors into several groups, and then ranked them by importance and uncertainty. Exhibit 1B lists
the two most critical uncertainties that were identified in the ABC company example.

Exhibit 1B
Critical Uncertainties Ranked by Uncertainty and Importance to ABC company

1. External Push/Acceptance
2. Total Cost of Ownership

Stage 3. Scenarios Creation.

Step 1: The team used the two most critical uncertainties to create the scenario framework, and then
built the matrix shown in Exhibit 1C.
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Exhibit 1C
Axes for Linux Example

Focal Issua: How might Linux affect the company
and its customers, suppliers, etc,?

tem

External Push / Acceptance m

Total Cost of | Ovnership

/ot

Exhibit 1D
Narratives

Focal Issue: How might Linux affect the company and its customers, suppliers, etc.?

“Niche Market”

Wall Sireet Journal, December 18, 2003
“Who Stuffed the Penguin?”

Wa can today derive some lessons for the future as we kok back
at a platform thal was heralded In 2003 as having greal promise,
Open Source was an open question back then, Unforiunately,
the queslion was answered in large part by SCO prevailing inils
lawsuit regarding their Intellectual Property contalned wilthin the
Linux base coda. Despite low costs associaled with Linux, tack
of confidence in lls fulure and faw leaders In the field led many -
although not all — companias to abandon Iheir conversion efforts,

fow

“Why Bother

o

21
{

Wall Street Journal, December 18, 2009
"Rise and Fall of the Linux Dynasty”

Linux was officially dactared dead today, as Linus Torvakls
accepted (he position of Chief Technical Officer at Microsofl. Ina
prass release, Linux declared his completa abandonment of the
opan sourcs varsion of the operaling system that he craated,
“The hurdles were 1oo high to overcome,” Linus said, Iis
advantages wers naver accepled as significant enough 1o
warrant the high costs of conversion and difficulty finding
technical support. Torvalds indicated he was working with
Microsoft 1o find the naxt new technology.

low

Total Cost of | Ownership

“Penguins Rule!”

Wall Street Journal, December 18, 2009
“Linux Dethrones MS™

In a mova that jus! a few years back was nol even a twinkle in
Linus Torvald's eys, Linux finally surpassed MicrosoRt as the
dominant deshktop and general-purposa operating syslam, As
major vendors enlered the field with new applicalions, driving
down costs, more and more organizations and govemments
began io adopt the technology. With a plentitul supply of skillad
tachniclans and improved security, Linux became the ds facio
standard in the indusiry.

External Push / Acceptance
high

“Penguins for Profit”

Walf Street Joumnal, December 18, 2009
“Linux Ten Years Hereafler

After years of itigation, Microsoft and Linux have reached parily
with similar product nes and Intamationa) support. While
Microsoft stif owns 50% of desklops, Linux and Microsofl share
the trangactlions processing space. Linux has tha majorily of
middleware and mobile solutions. Athough widespread
litigation, intellectual property Issues and limied supply of skilled
workers had driven up costs, the technical superiority and
elegance of Linux continued to atiract new users, aspecially as
vendors delivered new products to fit with both platforms,

I

Step 2: The team then wrote narratives for each of the four scenarios. Exhibit 1D provides a brief
synopsis of the narratives developed by the ABC team.

9
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Stage 4. Options Consideration.

The team then developed implications and options for the organization. Exhibit 1E presents the
implications defined by the ABC team.

Exhibit 1E
Implications and Options
1] {=} 5
“Niche Market’ “Penguins Rule!”
fow
IMPLICATIONS OPTIONS IMEEICATIONS OPTIONS
. *  Lower prices, new vendors * Migrale all systems to
+ Fawer vendors and product r:;r:t:::;:gal in the markel Linux environment
offerings « T must respond 1o high . .
- vt emacons | | - e el J Gt i
Irralavant technology closely syslems; mlmlning and ul u
+ Cusiomers generally nol « |dentify areas for [« Y budget impact + Re-rationalize tools,
driving toward Linux it with Linux = Iramaworks, archilec-
+ Connectivity = no major 7] »  Applicalions required to tures and procedures
implicallons *» Maintain Linux !.-, Interface with Open Source for a Linux world
core leam = dalabases
2
O | External Push / Acceptance
fow R
k]
W er?” 3 “Penguins for Profit”
“Why Bothel 2 guins for
IMPLICATIONS OPTIONS g IMPLICATIONS OPTIONS
* Fewer Linux vendors and + Malntain fegal = + Vendors emphasize support + Maintain strategic
supphars primarily due lo awareness and capabilily of Linux relallonships with
tonsolidation services, hardware optimized multipte major Linux
- Retativaly no Impact on * Track the technology for Linux Operating System vandors
customars, connectivity, + Develop an exit + Customers move from » Leverage all oplions
sirategy Microso o Linux, dus to 1o minimize costs
¢ Avoid acquisition of Linux's superiar lechnical + Reassess existing
new Linux-based b2 partiola to define
technology + Connectivity ~ applications conversion prorities
musi run on Linux platiorms

Stage 5. Integration.

The team then identified early warning signals that could point to possible future directions and the
likely emergence of one scenario rather than others. These signals are described in Exhibit 1F.

Exhibit 1F
Early Warning Signals

SCO wins lawsuit over Linux
Microsoft changes its pricing model
Non-US countries demand Linux
Sun declares bankruptcy

- % % @

Source:  ABC company documents.

10
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LIVING IN
THE FUTURES

How scenario planning changed corporate strategy
by Angela Wilkinson and Roland Kupers

n 1965 Royal Dutch Shell put into service
what it called the Unified Planning Machinery
(UPM), a computer-driven system meant to
bring more discipline to the company’s cash
flow planning. This kind of rational, model-
based financial forecasting was very much in vogue
in the 13605, But before long, Shell’s top executives
realized that many of the commitments they had
to make extended well beyond UPM's six-year time
horizon—and that even within that horizon, UPM

H'I' d 201 HARVARD ausmess sCHocL'Pual.ls‘Hms canmnon ‘Ll.. mGurs n&:ﬁ ; .
is gocumerlt is apthorized for use bnrxlrrOQIp 4 Heqnh Sclqnces Mgmt &_Sl.rategy Spriqu 2622 at Unigerslly ol Ropnasla; lrorn F.ab'QO?,‘z o Aq,g 2022, Caf

tended to get a lot wrong. In the early 1970s they
shutit down.

Things have gene much better for another Shell
initiative that was begun in 1965, albeit with far less
fanfare, Jimmy Davidson, the head of economics
and planning for Shell's exploration and production
division, tapped the company veteran Ted Newland
to start an activity called Long-Term Studies at the
London headquarters. “I was placed in alittle cubicle
on the 18th floor and told to think about the future,

5 Hag:ota.Harvard Busmess.aemaw'a . :




LIVING IN THE FUTURES

with no real indications of what was required of
me,” Newland recalls. His appointment marked the
start of a remarkable and still ongoing experiment in
using scenario planning to engage with an uncertain
future.

Under the leadership of Newland and Davidson,
who became Shell’s first overall head of planning in
1967, the “futures” operation began to take shape.
Newland started by delivering a “Year 2000” study
report. Then, together with his new colleague Henk
Alkema, he began to develop long-term outlooks
in the form of alternative futures. The very first
oil-price scenarios prepared by this duo were sent
to senior executives by mid-1971. Around this time
Davidson brought in Pietre Wack, who had been the
head of planning for Shell Frangaise, to try to secure
the attention and interest of Shell’s most senior ex-
ecutives. Wack, a former magazine editor with abent
for Eastern philosophy and mysticism, focused on

STORIES OF THE FUTURE

The first formal round of Shell scenarios was
completed in November 1971. Since then Shell’s
scenario planners have produced 34 rounds

of global and long-term energy scenarios and
updates and many more-focused ones. Some
synopsized examples are included here and on
the following pages, under the actual Shell titles.

SHELL SCENARIOS 1973

“CRISIS SCENARIO” A late response to an
impending energy gap causes oil prices to spiral
upward. Producer governments exert tight
control on the industry through nationalization.

“DIRIGISTE SOLUTION” The governments of
consumer nations intervene in energy markets,
supported by pubtic opinion. The energy indus-
try gets subsidies, constraints are imposed on
consumption, and conservation is encouraged.

{This was a very active year for scenarios: The abave are just two of
the six that were issued in January, and two more, focused on the
likelihood of an energy shortage, came nine months later.)

4_Harvard Business Review May 2013

telling plausible stories about how the wider busi-
ness context of Shell might develop. Together with

Newland he came to define the practice of scenario

planning at Shell; each man headed the team at

some point during an eventful decade of oil crises

and economic turmoil that they and their colleagues

had to some extent envisioned ahead of tirne. (Wack

described the development of some of the early sce-
narios in his article “Scenarios; Uncharted Waters

Ahead,” HBR September-October 1985.) But Shell-
style scenario planning has never really been about

predicting the future, Its value lies in how scenarios

are embedded in—and provide vital links between—
organizational processes such as strategy making, in-
novation, risk management, public affairs, and lead-
ership development. It has helped break the habit,
ingrained in most corporate planning, of assuming

that the future will look much like the present. As

unthreatening stories, scenarios enable Shell execu-
tives to open their minds to previously inconceiv-
able or imperceptible developments.

Scenario planning has nowbeen in use at Shell for
more than 45 years, spanning times of great triumph
and prominence—especially in the 1970s—but also
long stretches during which company leaders strug-
gled to see its value, It has come close to being shut
down at least three times. But it has continued to
evolve and help shape the company’s global think-
ing about energy and other matters—and, at times,
its strategy, For an operation that doesn’t contribute
directly to the bottom line, and that emphasizes the
uncertainty of the future rather than making bold
predictions, this is remarkable.

The practice is also enjoying a renaissance out-
side Shell, with growing evidence of its effectiveness.
A recent survey of 77 large companies by René Rohr-
beck, of Aarhus University, and Jan Oliver Schwarz,
of Germany'’s EBS Business School, found that for-
mal “strategic foresight” efforts add value through
(1) an enhanced capacity to petceive change, (2)
an enhanced capacity to interpret and respond to
change, (3) influence on other actors, and (4) an en-
hanced capacity for organizational learning. Two
Bain researchers reported in 2007 that the firm’s
regular survey of management tools showed “an
abrupt and sustained surge” in the use of scenario
planning after 9/11 (“A Growing Focus on Prepared-
ness,” HBR July-August 2007), and although there
have been ups and downs since, Bain's most recent
survey showed that 65% of companies expected to
use scenario planning in 2011.
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In the mid-1960s Royal Dutch Shell
started experimenting with a new way

of locking into the future: scenario
planning. Almost half a century later,
scenario planning is still thriving at Shell,
and it has had a huge influence on how
businesses, governments, and other
organizations think about and plan for

Several principles have come to define the Shell
approach. The most important js that scenarios
are not predictions but plausible stories about the
future. They are designed to help break the habit,
ingrained in most corporate planning, of assuming
that the future will look much like the present. They
create a safe space for dialogue and for acknowl-
edging uncertainty—allowing an organization to see
realities that would otherwise be overlooked.

the future.

Credit for originating scenario planning often
goes to the American game theorist and futurist Her-
man Kahn. However, a form of the practice emerged
simultaneously in France in the work of Gaston
Berger, Bertrand de Jouvenel, and others. The Amer-
ican approach came to emphasize probability, with
degrees of likelihood assigned to various outcomes,
while the French approach focused more on what
should happen. Newland and Wack, aware of both,
steered clear of probabilistic forecasts and norma-
tive statements and instead insisted that scenarios
should first and foremost be plausible, One U.S. gov-
ermnment report from a decade ago estimated that
85% of the scenario studies surveyed by the report’s
authors were based on or derived from the Royal
Dutch Shell process, suggesting that Shell’s experi-
ence contains lessons relevant for anyone—inves-
tors, corporations, governments, nongovernmental
organizations, and others—trying to engage with the
future.

We are a former Shell scenario planner and a
former Shell executive who recently completed
a history of scenario planning at the company after
interviewing almost every surviving veteran of the
operation, along with current and former top com-
pany executives. With help from Betty Sue Flowers,
who edited several Shell scenarios in the 1990s, we
discovered that although the practice has evolved
over the decades, we can identify the principles that
both define the process at Shell and help explain
how it has survived and thrived for so long.

Make It Plausible, Not Probable

But, of course, you can never identify all the forces

at play. If you could, and see their interactions, then

real prediction of the future would be simple. Thisis

never likely to be possible, and furthermore, there

are some situations that balance on a hair'’s breadth.
—Jimmy Davidson, head of group planning 1967-1976

SHELL SCENARIOS 1977

“CARTER MIRACLE” The moral leadership

exuded by U.S. President Jimmy Carter restores

confidence. Governments take measures to

strengthen international trade and investment.

“CONVALESCENCE"” Recovery is slower than
normal. Unemployment combines with a dim
view of government in general to make the
system fragile.

“RELAPSE” Inflation rises sharply, as do wages.
The global economy is buffeted by conflict in
the Middle East and other external shocks.

From the beginning, those engaged with Shell’s
scenario practice maintained that scenarios are not
predictions but can provide a deeper foundation of
knowledge and self-awareness in approaching the
future. They also felt that the “official” view of the
future—the business-as-usual outlook—both re-
flects an optimism bias and is based on the human
tendency to see familiar patterns and be blind to the
unexpected.

In the late 1960s Shell’s business-as-usual ap-
proach was embodied by UPM and its quantitative,
model-based methodology, which some worried
was likely to suppress discussion rather than te en-
courage a healthy exchange of differing perspectives,
Deductive methods for generating scenarios—for
example, 2 2x2 matrix with axes for public/private
and more-expensive/less-expensive—were never
core to the Shell practice, although they are often
identified with it because Peter Schwartz, who ran

May 2013 Harvard Business Review 5
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LIVING IN THE FUTURES

the scenario team in the early 1980s, subsequently

promoted their use at the strategy consulting group

Global Business Network. In general, the company

has also avoided expressing a preferance for one sce-
nario over another. The trap of having a “good” ver-
sus a “bad” future is that there is nothing to learn in

heaven, and no one wants to visit hell,

The Shell method instead emphasized plausibil-
ity. During the early years of experimentation, Wack
encouraged his team to consider any scenarioas long
as it could not be rendered implausible through logi-
cal reasoning. Later he decided that approach gen-
erated too many scenarios to be effective. But the
focus on plausibility remained, Shell scenarios are
intended to set the stage for a future world in which
readers imagine themselves as actors and are invited
to pay attention to deeply held assumptions about
how that world works. What happens at a scenario’s
horizon date is not as important as the storyline’s
clarity of logic and how it helps open the mind to
new dynamics.

Plausible stories encourage judgment, not just at-
tention to data and other information. By acknowl-
edging that subjective judgment and intuition are
an integral part of the leadership process, scenarios
create a safe space in which to acknowledge uncer-
tainty. Anintuitive understanding of the world pre-
cedes and frames the analytical understanding that

SHELL SCENARIOS 1989

“GLOBAL MERCANTILISM” Economic power is
the driving force. Conflicting regional interests
affect economic security and the environment.
Protectionism grows, and trade is managed
through bilateral agreements. Many developing

countries are left behind.

“SUSTAINABLE WORLD” The environment
dominates the agenda. The global economic
system is resilient, and developing countries
are brought on board. Growth in the energy
business is limited. An emphasis on clean fuels
leads to a reconstruction of the industry.

€ Harvard Business Review May 2013
This document is authorized for use only in Ogle's Health Sciences Mgmi & Strategy SpringB 2022 at University of Rochestar from Feb 2022 to Aug 2022,

follows. Intuition is the essence of entrepreneurial
value creation, and it can be stifled by a paralysis of
analysis.

Plausibility can be strengthened by how relevant
and memorable the scenario is, as well as by a logi-
cal story line. In the mid-1980s Lo van Wachem, the
chairman of Shell’s committee of managing directors,
instructed the scenario team to begin considering
the impact of sustainability concerns on the energy
business. The process took years, but it ended up
shaping opinion throughout the group as the threat
of global warming became more real. Shell’s 1998
sustainability report was one of the first acknowl-
edgments by a major energy corporation of the chal-
lenge of climate change.

Strike a Balance Between
Relevant and Challenging
All successful scenarjos are focused in the sense
that they are derived from a fundamental consider-
ation of their client’s dilemmas and needs.

—Ged Davis, head of the scenario team 1999-2003

Shell’s scenario practice started out by exposing and
questioning the official version of the future. This
was especially important because of the company’s
decentralized nature: Until 2005 Shell had two par-
ent companies (one British, one Dutch) and two
headquarters (one in London, one in the Hague).
Its country operations around the world enjoyed
striking autonomy. It was led not by a CEObut by a
committee of managing directors (CMD). As a result,
consensus was crucial, and to a large extent the cor-
porate view of the future was implicit and unarticu-
lated—and thus particularly hard to change.
Scenarios facilitated dialogue in which manag-
ers’ assumptions could safely be revealed and chal-
lenged. They enabled consideration of unexpected
developments—such as the chairman’s sustainabil-
ity agenda in the 1980s5—and inconvenient truths,
such as OPEC’s power over oil prices in the 1970s.
They encouraged strategic conversations that went
beyond the incremental, comfortable, and familiar
progression customary in a consensus culture, Many
business units, and corporate functions beyond
strategy and finance, went on to develop scenarios.
To seize and retain the attention of all these con-
stituencies, though, Shell’s scenarios had to be more
than disruptive and challenging; they had to be rel-
evant to executives, from the CMD on down. in the
early days, global events conspired to make them
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so. Scenarios prepared in 1971 and 1972 sketched the
possibility that the power in oil markets would shift
from consumers to oil-producing nations—and that
theinterests of those producers would dictate cutsin
production, not the eternal increases foreseen in the
business-as-usual version of the futura, After subse-
quent scenarios in 1973 deemed business-as-usual
implausible, and a Mideast oil embargo and global
energy ctisis followed mere months later, there was
no questioning the relevance of this work.

In the 1580s, though, Shell’s top management
largely ignored the plausible and challenging sce-
narios of global economic growth and power shifts.
The reasons that have been offered for this range
from a failure of the scenario team to listen to the
concerns of executives to an overemphasis on big-
picture developments as opposed to the energy in-
dustry and $hell in particular. Kees van der Heijden,
who took over as scenario chief in 1988, decided
that extensive interviews with Shell leaders were
needed to ensure that the scenarios addressed rel-
evant issues. “Deep listening” through structured
interviews soon became standard practice; inter-
view questions probed the core concerns of decision
makers and their hopes for the future and uncovered
uncertainties about the company, its business, and
itsenvironment. Van der Heijden’s successor, Joseph
Jaworski, spent his first six months on the job con-
ducting more than 100 one-on-one interviews with
Shell executives that lasted three or four hours each.
This approach continued and has been effective: De-
spite the challenging and uncomfortable nature of
many scenarios, only rarely have Shell leaders dis-
missed them as irrelevant or too dangerous to share
(although rewrites have sometimes been requested).

To stay relevant, the scenarios have had to
change. The early ones were designed to open up
executive thinking in an environment in which oil
companies had long been logistical machines that
saw no need to communicate with one another or
to focus on external events. Demand was assumed
to be predictable, and the main job was to get oil to
the customer as efficiently as possible. This was the
context in which Wack “opened the company to the
outside world,” as Van der Heijden putsit,

Since then the global energy business has trans-
formed Shell from a strategic player that produced
10% of the world’s oil and gas before the 1970s crises
to just one of many large energy companies {it pro-
duces less than 2% today). The organization’s struc-
ture has also changed: Formerly a one-of-a-kind

. SHELL SCENARIOS 1995

“JUST DO ITI” Success comes to those who
harness the latest innovations in technology to
take advantage of quick-moving opportunities
in a world of hypercompetition, customization,
self-reliance, and informal networking.

“DA WO” (Chinese for “Big Me™) Countries and
companies discover that relationships of trust
and the enabling role of government provide
long-term strategic advantage. This favors Asia,
because its people and businesses view individ-
ual and societal welfare as inextricably linked.

dual-nationality company with roots in the colonial

past, it is now a more conventional multinational

with a CEO at the top and a focus on shareholder re-
turns. As a result, recent Shell scenarios have been

more concerned with energy than with social and

economic issues and have been more broadly insti-
tutionalized so as to have an impact on corporate
decision making. As the current CEQ, Peter Voser,
says, “We have maintained intellectual agility and

operational flexibility by shifting beyond global to

more ‘sliced and diced® scenarios.”

It remains difficult to strike an appropriate bal-
ance between relevant and challenging. Relevant
can be too familiar, but challenging can go unheard.
As Wack once said, “You take the piece of bread and
you put it in front of the goldfish, but not so far that
the goldfish can't getit.”

Tell Stories That Are
Memorable Yet Disposable
You are trying to manipulate pecple into being
open-minded.
~Ted Newland, manager of Long-Term Studies 1965-1977;
scenario team leader 1980-1981

Corporations, like human beings, act on the basis of
an agreed-upon reality—which is, in essence, a story.
Stories of the past and the present can be based on
facts, but a story of the future is just a story. The
problem is that the stories we most commonly tell
about the future simply extrapolate from the present,

May 2013 Harvard Business Review 7
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SHELL SCENARIOS 2001

“BUSINESS CLASS" A globally interconnected
elite and the only remaining superpower lead
the world toward greater economic integration
and prosperity. Cities and other power centers
diminish the influence of national governments
and unleash a “new medievalism.”

“PRISM” The persistent power of culture and
history shape a “new regionalism,” putting the
monochromatic world of global integration in
question.

Perhaps the greatest power of scenarios, as dis-
tinct from forecasts, is that they consciously break
this habit. They introduce discontinuities so that
conversations about strategy—which lie at the heart
of any organization’s capacity to adapt—can encom-
pass something different from the present.

Storytelling is key to making this process work.
A story is not a position, 50 no one has to be for or
against it or line up behind the CEO's opinion. If it’s
sufficiently vivid and memorable, it allows execu-
tives to discuss difficult issues without having to re-
visit arguments connected with them: A few words
can evoke a world. Charismatic presenters; evoca-
tive graphics; memorable phrases, images, and ar-
chetypes; illustrative graphs of future outlooks; and
the preparation of the audience through interviews,
workshops, and other forms of participation all con-
tribute to the storytelling power of Shell’s scenarios.

In the early years, the Shell team developed sets
of six or seven scenarios. By the mid-1970s three sce-
narios were common, but that tempted managers to
choose a “middle way” as a best guess. Starting in
1989, two scenarios became the norm, enhancing
usability and recall. Two stories open the mind but
don't numb it with too many variables. In addition to
these, some more-focused scenarios—on a project, a
country, a crisis, a market entry, or an investment de-
cision, for example—were often developed through-
out the organization.

Scenarios have a limited shelf life. As they be-
come familiar, the temptation arises to cling to
them—which risks thinking within, rather than look-
ingbeyond, the box. Generating new scenarios onan
ongoing basis counters the tendency to hold on to

8 Harvard Business Review May 2013

familiar ones. Over the past decade, Shell has aban-
doned its former practice of creating them according
to a regular rhythm and shifted toward updating,
discarding, or building new ones on an as-needed
basis. Thus the scenarios act as temporary scaffold-
ing—rather than a fixed structure—to support the
strategic conversation.

Add Numbers to Narrative

Engineers are numbers people, and if you can't

quantify what you are talking about, they tend to

dismiss you as interesting {(at best) mystics.
—DeAnne Julius, Shell's chief economist 1993-1997

As noted, Shell's scenario practice developed partly
out of dissatisfaction with mechanistic, model-
based projections. Scenarios were meant to harness
intuition, not fall back on numbers. Wack, says his
longtime colleague Napier Collyns, “regarded com-
puter modeling as the enemy of thought.”

Yet Collyns, who served on the scenario team
from 1972 to 1986, frequently used numbers and
computer models. Shell’s scenarios have never been
developed from mechanistic modeling, but they
have always been associated with quantification to
enhance internal consistency, reveal deep story logic
and systemic insight, and illustrate outcomes using
the language of numbers that characterizes most
corporate cultures.

Inthe early years of the scenario practice, Collyns
and Harry Beckers—who later became Shell’s head of
research—supported quantification despite Wack’s
limited appetite for it. Peter Schwartz later experi-
mented with computer models linked to scenarios
as a means of encouraging serious learning through

“play.” In the 2001 scenario round, two econometric
models were used after the global scenarios had
been developed to quantify the implications for GDP
growth of various patterns of cil and gas price cou-
pling, decoupling, and volatility.

During preparation of the 2007 long-term energy
scenarios, the team built a comprehensive world en-
ergy model that simulated the development of the
energy market over decades. It allowed the team to
explore a much wider range of what-ifs by tweaking
a large number of inputs, including the energy effi-
ciency of electrical appliances, the depreciation time
of coal-fired power plants, and shifts in consumer
behavior.

Of course, large-scale quantitative models re-
quire considerable investment, which canlead to a
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kind of “model lock-in"; Difficulty in changing basic

assumptions, along with the natural authority of
algerithmic calculations, can result in users’ being

blindsided by changes in the world that don't fita

model’s parameters. In the few years following pub-
lication of the 2007 scenarios, at least three major
energy-market events failed to fit the world energy

model: the 2008 financial crisis; the U.S, shale-gas

boom; and Germany’s decision, after the Fukushima

nuclear disaster, to speed up its transition to renew-
ables. However, the model had been used to trace

the energy impact of a deep recession—giving cred-
ibility to the recession-and-recovery scenarios that
were created and presented to Shell’s executive com-
mittee within days of the Lehman Brothers collapse

in2008.

Quantification is essential to scenarios. The chal-
lenge lies in realizing how, when, and why models
linked with them can hide assumptions and con-
strain thinking rather than refine it. If, for example,
Shell begins to rely on its state-of-the-art global en-
ergy model to provide what-if analysis, the signature
advantage of scenarios in reframing thinking will be
weakened. But used as a secondary tool, a quantita-
tive model can fortify a rapid-response scenario. The
persuasive power of scenarios in the world of busi-
ness rests on an effective combination of narrative
and numbers.

Scenarios Open Doors

We facilitated a set of scenarios for the Chinese gov-
ernment. The notion that you would actually think
outside the official plan was like pulling teath. Over
a one-year period we developed the scenarios with
them, and it gives you insights into the way they are
thinking that you just can't get otherwise and, of
course, you wouldn’t get as a businessperson across
the table discussing things with them.

—Doug McKay, scenario team member 1996~2002

Over time, agreement appears to have been unani-
mous that scenarios are valuable in external engage-
ment. Shell has used global scenarios to add color to
corporate speeches, to open doors to privileged con-
versations with resource holders and governments,
and to build a network of NGO contacts. Since 1992 it
has released smaller, public versions of its global sce-
narios—after enough time has passed for the com-
pany to gain competitive advantage from internal
digestion and use. But more important has been the
way scenarios have created value through new busi-

SHELL SCENARIOS 2013

“MOUNTAINS” Governments play a strong role,
helping to develop more-compact cities and to
transform the global transportation network.
New policies unlock plentiful natural gas and
accelerate carbon capture and storage technol-
ogy. resulting in a moderation of greenhouse
gas emissions.

“OCEANS” Strong economic growth accelerates
energy demand. Power is more widely distrib-
uted, and governments are slower to agree
on major decisions. Market forces rather than
policies shape the energy system: Oil and coal
remain part of the mix, and greenhouse gas
emissions bring dramatic climate change.

May 2013 Harvard Business Review g
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FURTHER READING

Shell Scenarios
www.shell.com/global/
future-energy/scenarios.
html

Scenarjios: The Art of
Strategic Conversation,
by Kees van der Heljden
{John Wiley & Sons, 2005)

“How Shell's Domains
Link Innovation and
Strategy,” by Rafael
Ramirez, Leo Roodhart,
and Willem Manders
{Long Range Plonning,
August zom}

“Scenarios: Uncharted
Waters Ahead,” by Pierre
Wack (HBR September-
October 1985)

“Scenarios: Shooting the
Rapids,” by Pierre Wack
(HBR November-December
1985)

ness development, joint venturing, and new market
entry. Building scenarios with key stakeholders in
prospective joint projects has enabled an invaluable
exchange of perspectives and insights, Shell has de-
veloped focused scenarios for state oil companies in,
for example, Brunei, Kuwait, Nigeria, and Oman.

Members of the scenario team have also occa-
sionally shared their expertise. For example, since
the 1980s, when a remarkable body of unpublished
scenario work on greater China was started by one
of their number, team members have been involved
in a variety of scenario initiatves focused on energy,
sustainable development, and other concerns rel-
evant to the Chinese government. In 1991 one team
member assisted in creating scenarios that helped
focus the attention of both the African National
Congress and the De Klerk government on the im-
portance of economic development during South Af-
rica’s messy political transition. Another led a 1998
effort to develop global scenarios covering 2000-
2050 for the World Business Council for Sustainable
Development, which highlighted alternative mod-
els for thinking about progress. In 2005 yet another
helped build scenarios for UNAIDS that exposed
difficult choices between prevention and treatment
and care. Shell’s scenario experts often contributed
to other efforts after leaving the company—starting
with Wack, who participated in scenario rounds in
South Africa in the 1980s.

Manage Disagreement as an Asset

In hindsight, the greatest value of scenarios is that

they created a culture where you could ask anyonea

question, and the answer would need to be contex-

tual. Answering “Because I'm the boss” or “Because

the business case is positive” was out-of-bounds.
—Ted Newland

Scenarios have the power to engage and open the
minds of decision makers so that they pay atten-
tion to novel, less comfortable, and weaker signals
of change and prepare for discontinuity and surprise,
When the oil crisis of October 1973 hit, Shell’'s com-
mittee of managing directors had already considered
a comparable scenario, As one scenario team mem-
ber put it, “And then, of course, high oil prices came,
and everybody said, ‘You're very clever, you’ve got
that right.” And we all said, ‘No, wrong. We're not
forecasters, We're your ‘personal trainers.”

Under Shell’s earlier, decentralized structure, sce-
narios provided a common learning culture, helped
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create a shared view of the world, and refreshed the
strategic agenda, enabling new concepts, such as
resilience (1970s), sustainable development (1989),
and systemic risk (2002), to penetrate the organi-
zation. They were a steering tool for the CMD and
served as corporate glue to hold the organization
together. As Shell became mote centralized, scenar-
ios provided a way to manage disagreement about
group strategy or priorities and helped disturb the
business-as-usual view that tends to result from
wishful thinking or the linear extrapolation of cur-
rent trends.

Within the CMD, scenarios also became a me-
diation tool. Given that the committee did not vote
things into effect but recommended them for formal
approval by the boards of the parent companies, sce-
narios were a unifying force. They redirected atten-
tion and encouraged dialogue rather than prescrib-
ing action, which made them nonthreatening.

Fit into a Broader
Strategic Management System
Scenarios provide the right framework for appre-
clating fundamental long-term choice, which is not
the same as next year’s annual plan.

—Peter Voser, Shell’s CEO 2009-

In one of a series of retirement presentations to

Shell’s CMD in 1981 and 1982, Pierre Wack borrowed

a phrase from the organizational theorist Russell

Ackoff: “corporate rain dance.” This is a ritual that

happens at a given time of the year, when the stra-
tegic planning process is rolled out. “It has no im-
pact whatsoever on the weather, but everything that

comes afterwards is nicely linked to and explained

by this rain dance,” Wack said. “And some people

enjoy it very much.” Wack was convinced that cre-
ativity could be institutionalized in corporate stra-
tegic planning, avoiding the rain dance. And he be-
lieved that scenarios, because they follow a rhythm

distinct from the annual strategy cycle, allow an

organization to see realities that might otherwise be

overlooked.

Wack identified three essential starting points
for corporate strategy: global scenarios, competitive
positioning, and strategic vision. The first represents
the world of possibility, the second the world of rela-
tivity, and the third the world of creativity. The chal-
lenge in effective scenario work is to go beyond the
usual strategic focus on current trends and competi-
tive positioning (profitability, for example) to find
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the right scale of observation. The next challenge is
tolook for some degree of fit between the company’s
core capabilities and the variety of plausible future
conditions.

Wack argued that strategic vision is not driven
top-down by a corporate leader but involves a capac-
ity to ask the right questions and to be amazed. He
saw the organization as an animal that can prosper
within a particular habitat. The success of the stra-
tegic vision thus depends on matching capabilities
and context. Scenarios can help that vision evolve
and become a source of dynamism.

THE MOST COMMON QUESTION about Shell’s scenaric
practice is “Did it work?” That is, did it create direct
business value by enabling better decisions? The
answer is “yes” in the case of more-focused scenar-
ios and “only indirectly” in the case of global sce-
narios. We have no solid examples of Shell’s having
anticipated future developments better than other
companies—the mythology around anticipation of
the 1970s oil crises notwithstanding. The historian
Keetie Sluyterman characterizes Shell as being per-
haps faster than other companies in catching on to
changes in market or culture, by virtue of its sen-
sitivity to emerging topics such as climate change,

the rise of China, and the controversial boom in the
development of extensive unconventional gas re-
sources in the United States.

How can anyone determine in advance if one
decision is better than another? In contrast to deci-
sion theory, which assumes that all outcomes can be
known, scenarios encourage attention to the future’s
openness and irreducible uncertainty. Success in the
future depends on the future success of decisions,
which can’t be known in advance. The cutcome is
at best a hypothesis rather than a range or a precise
data point.

What does seem clear is that a sustained scenario
practice can make leaders comfortable with the
ambiguity of an open future. It can counter hubris,
expose assumptions that would otherwise remain
implicit, contribute to shared and systemic sense-
making, and foster quick adaptation in times of crisis.
Scenarios can build social capital within and beyond
the organization. They can aid in navigating com-
plexity and conflict—managing disagreement while
avoiding the extremes of groupthink and fragmenta-
tion. At Shell and elsewhere, scenarios have helped
leaders prepare for futures that might happen, rather
than the future they would like to create. ©
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"Now can you explain that with a parable?”
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