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Scenarios: The Gentlie Art of Re-Perceiving

{One thing or two learmed while developing Planning Scenairos for Royal Dutch/Shell

Scenarios are clearly far more popular in the world of "futurists" and commentato
than in the world of decisionmakers. .Futurists have learned to create "interesti
scenarios but rarely ones which attract more . than passing interest from decision-

There are important differences between scenarios which tell a story and

makers.
" Scenz2

scenarios which are of real help for decisionmakers—-"decision scemarios.
that merely quantify alternative outcomes of obvious uncertaincies (e.g. the pric
of oil may be $20 or $40 per barrel) are pot helpful to decisionmakers. What mak
the difference between such first generation scenarios and decision scenarios ir
the subject of this paper. It is illustrated by describing the evoluriom of the
planning process in Royal Dutch/Shell, where there is now a considerable body of
experience stretching over a decade in dealing with scenmarios.
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SCENARIONS: THE GENTLE ART OF RE-PFRCEIVING

Incroduction

Very few coméanies today would say they are satisfied with the
wvay they deal with an increasingly fluid and turbulent business environ-
meﬁc. Traditional planning used to be based on forecasts, which worked
reasonably well in the relatively stable 1950s and 1960s. Butr since the
early 1970s, forecasting errcré‘bave become more frequent and occasionallf:'
of dramatic and unprecedented magnitude. It 1s not that forecasts are
always wrong, more ofren then not, they can be reasonably accurate. This
is wha; m;kgs them so dangerous. TForecasts are usually constructed on the
assumption that tomorrow's world will be much like teday's. True, the
ﬁorld does not always change, and forecasts work for a while. But sooner
or larer they fail——and just when they are needed most: they fail to
anticipate major shifts in the business environment which can make whole
strategies obsolete (see box: Two "a fortiori" examples).

It is likely that managers in most industries have more than once
had direct experilence of how badly wrong forecasts can now be. On this
point, there is probably a large consensus.

My thesis——on which agreement may be less general--is this: the
wvay to get out ‘of our problem is not to look for betrer forecasts by
perfecting our techniques, or trying to hire more or better fo;ecasters.
There are just too many forces at work to hépe to get "the" rig@:‘forecast.
Major changes have occurred in areas that were believed to be mot at all‘

susceptible to change, often outside the boundaries of an industry's normal

business environment. The future is no longer stable; it is now a2 moving

target for which no single "right" projection can be deduced from past

behavior.
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Few areas have, seen such a concent-arion of the best tech
niques, and many of the best brains in the profession, as short-ter
macroeconomic forecasting Iin the U.S. Stephen MacNees, of the Feder
Reserve Bamk of Boston, has been analyzing the track record of the )
best known econcmic forecasters. since 19707 (New England Economic
Review, November 1983). During more thanm half this period, forecast
wvere quite successful. But on four occasions, the magnitude of errc
was sizeable. MacNees observes that:

~ "Forecasts made from 1973 through early 1974 dnirially di
not foresee the recession, and later misinterpreted the
severe recession as an energy spasm'."

~ "Forecasts made from mid-19277 through ezrly 1978 did not
capture the acceleration of the inflarion rate in 1973 and
1979."

- "Forecasts made iR 1981 and early 1982 underestimated the
severity of the 1982 racesszon, and the deceleration of
inflation that accompanied 1t." - In the summer of 1981,

_according to MacNees, the median forecast had predicted 3.2
growth in U.S. GNP for 1982. 1Instead, the economy plunged
into a deep rTecession, with a GNP decline of 1.8X%. As the
journalist Warren Brookes commented, "This 1s 1like
forecasting partly cloudy, and gerting a 10-inch snow stor
instead. After all, in economics as in metecrology, it's tt
ability to predict stormy change that makes forecasting
useful."”

Many business cases illustrate a similar phenomenon in longer~tern
forecasting. The oil industry—which, prior to 1973, enjoyed the

steadiest growth of a&ll major industries~—i1s still living with its

f£ailure to anticipate the turbulent changes that have occurred since
then. Here is one major oil company's (not Shell) forecast of oil

demand, made as late as 1978. The example is chosen because this

company allocates ‘more Tresourtes to analyzing the future envircnment
than most companies do and is well respected for its professionalism.
Yer note how far outside. the forecast demand range reality (the red
line) proved to be.
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The only solution, I believe, is to accept uncertainty, try to understand
:c and make it part of-your reasoning. Uncertaincy today is not just an
qccasional, temporary deviation from a reasonmable predictability; it is a
basic structural feature of the business environment. Therefore, the
method used to think about and plan for the futuré must be made appropriate

to the new nature of the business environment. The Royal Dutch/Shell Group

*
of companies has learned that decision scenariocs are such a merthed. -

“Aczording to former Group Managing Director André Bénard: '"Experierce has

taught us that the scenario technique is much more conducive to foreing
pecple to think aboutr the furure than the forecasting techniques we

formerly used" ("Wbrldoil ard Cold Reality," Harvard Business Review,

November 1980).

Some plahners'say they know all about scenarios, that they have
tried them, but theilr companies did not like them; I_would answer that
vith two points (which will be developed at length below:

- Most scenarios merely quantify alternative outcomes of
obvious uncertainties (e.g., the price of oil may be $20

or $40 per barrel). Such scenarios are not helpful to

*
Ix this paper I use the words "Royal Dutch/Shell" or "Shell" to describe
the Royal Dutch/Shell Group of companies, or sometimes as convenient
shorthand to describe the management and planning functions within the
central service companies of that Group in London and The Hague. Usually I
shculd be taken as . excluding Shell 01l Company, U.S.A. which—as a
majority-owned public company in its own right--has undertaken irs own
placning for its own operations. I also use words like "company” as
shorthand when what is really described is a complex group of companies of
varying degrees of self-sufficiency and independence of operation, most of
which are obliged to plan for a future in their own natfonal economic and
polirical environments as well as to be an integral part of the Group of
vhich they are members. I would not like to mislead anyone into thinking
t?it any one person, manager or planner is able to have a e¢lear view of it
all. . )

Issued as part of the Course Material for the Practical Scenario Planning Course
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decision makers. We call them "first gereration”
scenarios. As will be seen, decision scenzrios are quite

different. (This explains why scenarios are usually more .

popular with futurists and planners than with the msnagers
who are intended to use them). - .

- Good scenarios are not encugh. To be effective, they must
tme——ms - inveolve management, top and middle, in understanding and
anticiparing the unfolding 'business environment much wmore
intimately than would be the case in the traditional
planning process. Scenardios can be successful-.;" in
structuring uncer:aiﬁty only when (1) they are lf;éséd on a
sound analysis of reali:ty, and (2) they chggge theﬁ""

decision-maker's assumptions about how the vp;id.wofks'ﬁand

compel him to change his dimage cf realit}'f This is

different——and mora--than simplv designing' good scenarios.

A willingness to face uncertainty and w understand the

forces driving it requires an a.l::ogt revolutionary E
transformatien in a large organizg.tion. knd this
transformation process is as impor}:‘féit as the development !g
of the scenarios themselves. I{f

-

What makes the difference between first generation scenarios and decisioni
: scenarios, and how to achieve &n intimat.e involvement of management in. theﬁ
process, 1s the subject of this paper.l' It 4s illustrated by describing the

evolution of the planning process in.l Shell where there 15 nov a considerﬂ
able body of experience in dealing/;'ith scenarios. As you will see, the

concept and the technique we a.rrived a: after some 10 years is very
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different from that with which we began—mainly becaouse there were some

highly instructive surprises along the way for all concerned.

Predeternined Versus Uncertain

Let me begin by appearing to contradict myself. In Shell we did
not relect forecasts altogether. We did usé forecasting techniques—not to
predict, but in order to understand the forces driving the system, and ve
used them within the conceptual framework of "predetermined" elements.

Strictly speaking, ir is only possible ts forecast the future
when all its elements are predetermined., By predetermined elements, we -

mean ~those "events that have already occurred (eor which almost certainly

-will occur) but whose consequences haven't yet unfeclded. For example, if

there are extraordinarily heavy monsoon rains at the upper part cf the

Ganges River basin, one can anticipate with certaincy that. something

e SN e e

extraordinafy‘w;il happen within two dayé at Rishikesh, which is at the
foothills of the Himalayas,; in Allahabad, three to four days later; and.at
Benares, two days aft;r that. This is not fortume telling or crys:;l-ball
gazing., It is simply recognizing the furture iﬁplicatians of the rainfall
that has already occu;red.

This'careful:;orting out of the predetermined elements, this
identificarion of what has already happened, is basic to serious planning.
Buf éreat care is needed with the predetermined. Paul Valéry, the
twventieth-century french phiiosopher said, "Un fait mal observé est plu;
pernicieux qu'un mauvdis raisonnement.”" (A pocrly observed fact is more
treacherous than a faulty train of reasoning.) That, too, is our

experience: most of the errors of judgment in future-~oriented studies come

Tecriad ac mart Af the Canrce Matarial far the Practicral Cranaria Plannine Canrce
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not so much from faulty reasoning but frem poorly, imsufiiciently observed
facts.

There are always some predetermined elements. But seldom are
there enough of them that a single-~line forecast will suffice'to handle the
residual uncertainty. And a single-line férecast for a situation thar is
not fully predetermin;é is an intellectual swindle: decision makers facing
“incertain situations have the right to know how uncertain they;ére. Many
decisions will élvays remain some kind of a gamble, bur it is dishenest to
lead a manager to believe thar he or she faces a safe, "business—as-usual"
decision.

Accordingly, it is essential to try to.put,as'much light on the

uncertain elements as on the predetermined elements. They should not be

swept under the carpet.

Bow Scenarios First Came to be Tried

Mechanical Planning Once Sufficed

The evolution of Shell's planning processes from 1945 to 1980 is
outlined ia Chart I. For ;he first ten years, in the'afterm;th of the
destruction of World War II, the planning needed to be physical only: the
company obviously had to build new production capacity, tankers, depots,
pipelines, and refineries. The main challenge was to coordinate proberly
and schedule new facilities. A PERT approach'to planning could be, and

vas, used. Almost no economic planning was needed during this decade.

—-— —— —
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Charr 1

- Steps in the Plannirg Approach im Shell 1945-1980

1945-55: Mainly "Physical"™ Planning

1955-65: Project Planning + Selectivity

©1965-72: Unified Planning Machinery

1967 : Year-2000 Study initiated.

* 1969-70: Horizon Year Planning Exercise

1071 : Experimental Use of Scenarios in central offices, London

1972-73: Introduction of Scenario-Plannin

1875 : Introcduction of Medium-Term Cyclical Scenarios

1976-77: Deepening "SocZetal Analysis".in Plamning

1978-79: Deepening Geopolitical and Politfcal Risk Aralysis

1979-80: A Fresh Look ar the Very Long Term + Development of Plarnning

Capabilities Inside the Group

In the next decade, 1955-1965, financial consideratiomns ste;dily;
became more important; but primardily oﬁ a project basis: the economics and
the prospective riate of return om any given project were researched and
vz.evaluated. At the same.time, Shell was introducing selectivicty in its
_:downstream sales objactives, choosing to develop those prodﬁcts énd
. marketing channels that were most financially attractive. But no real
inteé:aticn of these-projects was being made back to the crude oil
production activities,

In 1965, Shell introduced 2 nev system called, rather
pompously, "Unified Planning Machinery" (UPM) to provide planning details
for the whole chaiﬁ of acrivity——£from the oil in the ground, to the tanker,
to the refinery, all the way to the gas statiom onm tﬁe corner. UF¥ was a
sophisticated, worldwide system that_looked aheaé six years: the first
year in detail, ;hé next five in broader lines. The system was designed,
unconsciously, to develop Shell's businesses in a familiar, predictable
world of "more of the same;"

But six years was clearly a close horizonm ‘for an oil company,

given the long lead times for new projects. Soon after the introduction of
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P, therefecre, a study tc explore the business environment of the year
2000--and Shell's corperate position in it--was initiated. The Year-2000
S:u;y revealed that the familiar, surprise-iree business environment of
continued expansion simply could not continue, not even until 1985, The
0il world would have to switch from a buyers' to a sellers' market, with

major discontinuities in the price of oil and gr2act changes in interiuel

-

Elpo =

competition. The huge size of the world oil and gas business projected in

this study also signalled thar major oil compznies like Shell would become
exfremely large, .heavily committed and much less’ flexible--almost
dinosaur-like. And dinosaurs, as we all know, didn't adjust rapidly rto

sudden- changes in their environment!

First discoveries sbout scenarics. The discontinuity discerned

in the Year-2000 Study generated a one-time exercise.called Borizon Year
Planning (1965-1970). A dozen of the largest.Shell>companies throughout
the world, zlong with the main service company "§actors" in Londeon and The
Eague (such as Exploration ana Production, and Marketing), were asked to

look ahead fifteen years, to 1985.

Cne of the participating’ companies in the Horizon Planning

exercise was Shell Francaise, for vﬁich the author worked at the time. We

-~

vere familiar with the scenario approach of the Budson Institute and were

interested in experimenting with it. France was a perfect testing groﬁnd,

for there were two major uncértainiies: the availability of natural gas

(recently developed in France and the Netherlands), which was the only fuel

that could competa with o0il; and the political uncertainty concerning how

France would manage its energy business.

France, at that time, operated under an oil régime that favored

French national companies and severely limited‘Shell's narket share there.

IR S



France, however, had just joined the Common Market and might have to change
its oil regime to conform to EEC policy. There were therefore two options:
France's oil regime would remain largely uncbanged; or it would lideralize,
after the traasition period providéd 5y the Treaty of Rome. Combining
these two alternmatives (Chart II)- with the major uncertai‘n’ty on gas

availability gave us four .scenariocs.
Chart II.

French 0il Régime

Liberalized Same

Large

NATURAL
GAS
AVAILABILIIY

Small

Here 1s where we fegan to make some discoveries. First. the
amount of vork required would be almost quadrupied if.ve provided the same’
sort of detail for each scemario that we gave ;o a8 normal UPM plan.
| Accordingly, it quickly béﬁame clear that the same level of
‘quantification and detail was not ﬁossible‘when planning with multiple
scenarios. Just as the logistics éf supply for aﬁ army‘have to be adﬁpted
to the type of war being fought, the loglstics for scenaric planning
requiréa a capacity to deal easily aﬁd'quickly vi:h alternatives. Vithou;
ir, the whole process can be paralyzed by this bottlemeck. In practice,
this meant either developing flexible simulation models or having a number

of specialists in key areas capable of rapidly assessing the consequences

Issued as part of the Course Material for the Practical Scenario Planning Course
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of different alternatives in a given field. We later fcund that both
capabiliries were needed.

Another reallzation was that simply cembining obvious
uncertainties did not help much with decision making. It was knowvn
beforehand that natural gas supply to france could be high or low and that
French government control could stay as it was or be liberalized. HMerely

s - —

quanEf?ying four Quadrants of Uncertainry didn't make for any gain in

-insight. The simple array of obvious uncertainties was a kind - of trap:
the way out would appear to be those air;édy obvious solutions (in terms of
strategigs) which weré often simplistic and unreconcilable--hardly a
recomrendation .for such a ti:e—;ousuning plgnning processi

Bur we intuited--wve £adn't yet 1earned.it——that'we had discovered
a useful search tool. By carefully studying certain of the elements
suggésfed by this marrix design, the deeper understanding gained of the
interplay of factors can lead, paradoxically, to'the finding of some
certainties, some inevitabilities amid the complexities of the situationm.
We began to appreciate the importance of additional sorting out of
"PREDETERHINéD_ elemencs"” and "UNCERTAINTIES." 1In emphasizing only
uncertainties; and only OEViau; ones at that, the scenarios we h;d
developed were merely "first generation scenarios.” The;uverg_pseful in
gaining more understanding of the situ;tion SO as to ask better questions
and develop better "second generation scenarios' later——tha;. is
"decision-scenarios." fhis dawvning intuition——confirmed by all larer

experience—was an awareness of the critical importance of. design.

Scenarios will either help the decision maker, or be of little use to him,
depending on how they .are constructed and presented, not just on the

information they contain., It is like architecte who can create a well- or

Tocwvsad an mame A ¢lhhn Masswen AL mtnrial FAr thoe DPranticnal Cranarin Dlanninag Cnnrca
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poorly‘désigngd building, even tbough both use all the some materials of
conscruction.

Although the.initial attempt at scenaric planning was mot a
success, it vhetted our appetites. We believed the technique had promise

and wanted to continue using it to experiment with second germeratiom

scenarios.

Herizon sees discentinuicy ahead. Meanwnile, the Forizon Year

exercise fully confirmed the conclusicns ofthe Year-2000 Study. The most

important ones wvere:

~ The 01l market-=which had long been characterized by
oversupply—was due to switch to a sellers' marker.

- Soon there would te virtually no spare crude cil supply
capacity in the secure, stable areas such as North
America.

—~ Inevitably the Middle East, and in particular the Arabian

' Gulf, would be the balancing source of oifl supply. . In
order to satisfy estimated world demand for crude oil,

. scme 53MM B/D would be required from this region by 1985,
compared to only l4MM B/D in 1970. (And this forecast
alloved for discovery rates outside the Middle East some:
40 percent higher than those achieved during the 1960s.)

- The very high demand on Middle East production would
bring a sharp reductionm in the Middle East reserve-to-
production ratie. - '

- It seemed likely that this very sharp peaking in Middle
East production would pnot in fact be allowed to occur and
that many other.factors would intervene, including:

(a) A desire by Arab countries to extend the lifetime of
their one valuable resource. .

(b) A. cornering of the  world energy market by Gulf
producers for perhaps ten to fifreen years by
limiting production.

- Something approaching a sustained worldwide depression
would be necessary té reduce the growth of demand for
Middle East oil to levels where the anticipated sellers'
market would be too weak to command substantially higher

oil prices.
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Ali of these developments wculd clearly have a major impact on the oil
induscry: vet in the Shell world, it was business as usuzl. (For exanmpie,
some long-term ccntracts to supply products continued to be made art fixed

prices——as if the fundamental changes ?rojected by the Horizon Study would

apply only on some other planet.

8 o ——

Afcer the Borizon Study was presented, serious doubts werg'raised
about the the UPM system's ability to provide realistic assumptiors for cthe
planning process: "How could it provid; the 'righet' arnswer if the
forecasts on which it is based were like;y to be wromg?"” In 1971,
therefore, 1t was decided ‘to try scen;rio’Plannigé’as pc;fntially a berter
framework for thinking about the future than forecasts—which were nov
perceived as a dangerous substitute for real thinking in times of
uncertainty and pogential discontinuity, Bur Shell, like many very large
organizations, is a cautious company. buring cheififét year, when scenario
analysis was done on an experimental basis, the UPM system continued in
cperation throughout the company. In 1972, scenario planning was extended
to Central Offices and certain la&ge Shell national operating companies. .
In the following year, it was fiﬁally recommended throughour the group and

UPY was then phased out.

"Learning Scenarios

Our mpext task at Shell was to find out how to go from 2

fi-st-generation type of scenario to one that could become the basis fer

action. Somewvhat to our surprise, we have found 1t always a useful starting

point to construct what we term, a "surprise-free" scenario or a "con-

sensus-forecast." The surprisé—free scenario is built on the implicic
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views of the future shgred by most managers. While it is ofren-the least
likely outceme, its inclusion enzbles them to fecognize their outleok %

.the scenario package. It is their entry--their bridge--into the furture:
wifhout the surprise-free scenario, all pcssibilities may appear alien to

the managers and they may reject the process out-of-hand.

-

.

The 1971 First Generation Scenarios

The Horizon Planning exercise indicated that the exZsting rate of

growth for oil demand couldn't contimue indefinitely;>some break would have

to come beiore 1985. Accordingly, 1985 was chosen‘as the horizon for the
1971 scenarios. Apocther significant date would fe i976; because the
Teheran Agreement of 1971 (which established the level of oil producer—
government taxes for.OPEC§ was to be renegotiated at th; end of 1975.
| Four scenarios were them constructed (Chart III).
Chart III .

1971 Scenarios

I 11 III v

Surprise-free Bigh . Very Low Demand .-  Other Energy-
Scenario Govt. Take Intensive
Scenario
- Lower Demand . Lover
Govt. Take

Scepnaric I: A suzpriseOfree,'consensuslscenario virtuzlly lifted
from the concurrent UPH work It assumed median economic growth aﬁd led to
in estimate of free wvorld energy demand in 1985 of 154MY B/D
>il-equivalent. While this was slightly higher than the 1971 UPM estimate

>f 150¥ B/D, it fitted well with managers' expectations at the tinpe.

- .. - s e ek e——
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’

- because the UPH had been cansis:enriy underestimating energy demand., (For
orientztion, 1971 free world energy demand was 78M¥ B/D).

Scenarioc II: Postulated a great increase——; tripling-—of host-
government tax take.cn the occasion of the renegotiafiou of the Teheran
Agreement at the end of 1975, and fﬁrthar increases later. These
assumpticns of much higher oil price would result in lowver economic growth
'Zfd efnérgy and oil demand levels than those seen in the surptise-free

scenario.

Scenario III: Treared the other obvious uncertainty: very low

growth. Based on the recession years of 1970 and 1971, and a proliferation

of already evident "me-first"™ and -nonwork-oriented values, this slow-growth

- scenario. premised an economic growth rate only half that under Scenario I.
International trade would also slow down due to the lower growth and
because the same attitudes would manifest themselves as nationalism ;nd

protective tariffs, Low oil demand would limit any oil price rises, =znd

producer goverrment take would ‘incresse less than in the surprise-free

scenario.

Scenario IV: Postulated that demand for coal.and nuclear energy
would grow at wuch increased rates, mainly at the expense of oil., Other

premises were kept similar to those in the surprise~free scenario.

S
.

All four of the scenarios assumed that the tax take of the
- producer governments would be increased at the Teheran renegotiaticn
scheduled for the end of 1975. The assumptions are depicted in Chart IV.

The range of free-world energy and o¢il demand in 1985 for the

four scenarios was:
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¥¥ B/D 0il-Eguivalents

Scenaric I v Il 1it
Total 1985

Energy Demand 154 154 141 120
Supplied By .

01l : 87 75 63 56
Coal/Nuclear - 36 47 47 35
Bydro/Natural Gas 31 32 31 29

As is evident, the range of estimated epergy demand was fairly wide, from

120 te 1544 B/D. The range of cil demard was even wider, at 56 to 87MM

B/D.

This set of sﬁenarios seemed reasbnably vell'designed, and would
fit most definitions of vhat scenarios should be. It covered a wide span
of possible futures and each scenario was internally cons&stent.

¥hen it was presented to Shell's top management, the problem was
" the same as with the French scemarios: o strategic th;nkihg, or action
could be taken from considering this material. True, we now had useful
quantificarions of the obvious uncertainties, and were sure thatr fhe Tange
of uncertain%ies then considered relevan; was reasonably well covered. But
the scenarics were still useless for decision making.

It is this point which many companies reach in their éfforts to
use scenario planning, where the reaction of management must be similar:
"So what! What do I do with these scenarios?" Many companies then abagdon
scenarios as useless—and indeed those are. . '

And yet this group of Shell managers was highly experienced in
dealing with risk and uncertainty. For example, many of the decisioms they
take deal with exploratory drilling, a true uncertainty since yoﬁ never
know what is there until you drill. They are used to deciding whether to

risk $5 million or over §$50 milliom on exploration projects, and even to

...... L PSR, S -
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Chart IV

Producer Government Take 1970-1885
(constant 1970 dollars)

Progussr Government Tske 1970-1285
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| distinguish betveen these risks, say in Brazil or the Worth Sea., What was
s0o aifferent about the uncertainties of scenarios? Quite simply, fhey
needed structuring. In oil exploration, there were theories to call on,

" concepts to use, an organized bedy of geological and geophysical aralrses,
comparisons with similar geological.structures, vays to spread the risk
that were very familiar to the decision mzker. .EBere, we had just presented
the raw uncertainties. Our ma;ngers had no basis onﬂvhicﬁ to exercise
their judgment. The task for us was to devise ways to help them understand
the nature of these uncertainties and to structure wayé’they could come to
grips with theﬁ.

What, in time, we came to learn was that these first-generation
scenarios are always learning scenarios; thei; purpose is not action, but
to gain understanding and, insight. The firsc-generation scenarios map out
the future context. With that dome and some of the predetermined elements .
identified, you then push to find others not obviously predetermined. The
aim is to perceive more clearly the connections between various forces and
events driving the system, znd this understanding cf the interrelatedness
of the system shows that some apparent Mimcertainties” are feally
"predetermined.” In this vay, we 1e§rned of many outcomes that were simply
- mot possible under any ;easonable set of assumptioms. |

Thus, our exploratory scenarios became gcod search tecols. Tﬁey
had yetr to become effective planning devices, but without them we would

have been unable to develop the next gemeration of scenarios.

- ' - e v e - - '
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_Exvandingﬁthe Predetermineds

The Triangle Studvy

Our next step at Shell was to look more closely at the principal
actors in 6ur business environment: the OIL PRODUCEX COUNTRIZS, the OIL
CONSUMING COUNTRIES, and the OIL COMPANIES (see Chart V). The roles they
would play would be derermired largely by their overriding concerns as
preoducers, consumers and commercial interests; but there wouid he very
significant differences in bekevior within each group. ¥e undertook the
Triangle Study to understand better the characters ia. the drazma and the
behavior they would unconsciously be compelled to display vhen.the
iscontinuity we saw shead .began to unfold.

Producer countries. We analyzed ‘the major oil—producing

countries ore by onme-—not just OPEC.and non-0OPEC producers as groups—to

B T I R R E R EE

try to determine their interests. As we did so, we saw that Iran's

interests would differ from those of Saudi Arabia crANigeria, and we

expected that theilr strategies would show ccrrespénding differences.

Our analysis of Iran is shown in the two panels of Chartlv.
In the lower panel, Iran's oil production, as its share of

projected oll demand under in ‘the four scenmarios Just described, 1is shown.

FE F P B F T D

We had expectations, too, 2bout Iran's discovery rates and additions to

reserves (the shaded areas in the lower panel indicate the range)f For  the

nnnnn P N P B A T N T T L I P T . — . -
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Chart V

IRAN
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‘first five years, we expected the induvctry to find mere new oil than Iran
‘would be producing under any of our four scenarics and, hence, reserves
would grow. TFor the second five years, the reverse would be true and
reserves would fall.

Reserve/Production raries would be dropping rapidly in all
scenarios (upper panel).'uThis, wve felt, would be viewed with considerable
alE?ﬁT”ZT;Eé ir could signal the virtual ending of ira&is oil éipor:
capabiliry by the end of the century.  Our corclusion was that.Iran would
strive to change its oil policy from ome cf-exp;nding éroduhtion_to one of
increasing price and possibly curbing production. This change in policy
would stem not from any anti-Western attitude, tur simply from the logic of
national interest inherent in the gituation. If we were Iranian, we d;uld
behave the same.

The Saudi Arabian situation appeared to be very different. Its
production under the four SCEﬁaTiO; (lower panel of Chart VI) would lead to
the revenues' shown in the upper panel. All scenarios except the gloomy,
low-growth III, called for production levels thaé would generate much more
revenue than Saudi A:abia could spend in p;;fosgful wvays (Absorptive

- -

Capacity). Even allowing for some of the surplus“to be "manageable”

doesn't change the basic outcome. Note especiallyhthat fhe surprése-free
scenario.bad the Saudis producing 20MM B/D by 1985—what might be termed an
oil-company logic but polirfcally an ocutcome difficult to believe; Produc-
tion levels sufficient to meet the national revenue needs areAspo:ted on

the lower panel in red.

Our conclusion was that Saudi-logic would have to prevail over .

oil-company logic. Accordingly, we were not too surprised when Sheik Zhaki

Ahmed Yamani, Saudi Arabia's Minister for OLl Affairs, later said:

- - . .
s
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Chart VI
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. . Inability to spend our surplus income inside our own
f"\ countries will lead us to reconsider the value of keeping cur
revenues in the banks and realizing interest on them as
compared with the appreciation in the value of our crude oil
i 1f it were to be lefr in the ground. We should find that

i leaving our crude in the ground is by far more profirable than
b _ depositing our money in the banks, parcicularly 1if we take

i into account the periodic devalvation of many of the
currencies. This reassessment would lead us to adopt a
production program that ensures that we get revenues which are
i adequate for our real needs.

T c————_ S

Flarr's Oilgram, 10 Feb. 1972

Each of the producer countries cculd be analyzed in the same way,
according to their oil.reserves and their ﬁeed for and ability to spend
their oil income productively. VWhen arrayed in the simple matrix of Chart
- VII, the power that was to become OPEC emerged clearly: no nation had both

ample reserves and ample absorptive capacity; the fourth quadrant is empry.

If an Indomesia, with its 150 million peop%e and enormous need for funds,
ﬁad the Teserves ofysgudi ArabiarAEhe surprise-free scemario might have
%een oen. But such was not the case. ~(Scme day, the Soviet Union might
find a place im the fourth quadrant—but at a much higher price than the
il - 1971 level, since most of Soviet potential oil was expected to be very

{1
$ % costly to develop.)
W

% VE' Consuming countries could also be expected to behave in different

o ‘
W; ; vays, depending on their circumstances, when the discontinuity crisils would
{ : . _

. - -

"r‘ ' come. Oil import growth was already a well~establi§hed bhenomeﬁon{ with
r] ; : . imports rising anmnually during the late -1950s and 19663 by abou; 1¥M B/D,
v and then in the l;te 19605 ar 24 B/D (Chart VIII). But now, groyth in
consuming countries' imports was forecast to jump .to 3-4MM B/D per arnum,

e under the "surprise-free™ scenario.

Teovrmmmomsd o e o £ ARt Ve LY U SO R R S 2 e B e S s . -~



45

: Chart VII
The Mador 0il Exporters
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Different reasons for the jump could be ascribed to the U.S.,

" Europe and Japan. In the U.S., domestic oil production had recently

peaked, and row imported oil not only had to match demand growth but
falling domestic production as well, Natural gas was not able to take up
the slack because regulated price had discouraged 1ts supply and its

production was alsc in decline. Coal production could have been readily

:-imereased, buc its uvsa discouraged by environmental conceras,. by zmple

availabiliry of cheap imported fuel oil and by nuclear pover's perceived
future in electricity generation. BEecause of the large demand base in the
U.S., when a 3Z-4% increase in energy demand bhad to be met solely by

imporred oil, the U.S. share of oill import growth alone was more then 1MM

B/D.

In Japan~-which was then lik; a ;ew conﬁinent emerging on the
world econmomic map——the phenomenon was somewhat different. In 1953, at the
end of U.é. occuparion, Japanesa industrial production was 40%Z of the |
U.K.'s; in 1970, it wvas more than doubil. The country was growing at 1l «
12 percent a ye;r, with oil dem#nd.groving at tiges Ey 20 percent a year.
This large oil dependency, combined with Japan's rapidly growing economic
size, created huge increases in the nation's oil imports.

Insight and "soft" information were as Important to us as these
quanilfiable data; .For example, the Japanese always become éiiiogs when
there 1s any risk'of critical imports being dani;d tﬂem. Their psycﬁe
would be particularly tested abou; any ‘tension over oil suppiy. Further-
more, they would project onto mgl;ina:ianal 0l companies the.type of
behavior éheir‘pwn companies would normally display in a crisis situation
being loyal cnly to the home country and ignoring the rest of the vorid.

This would add to the prgbable~overretction to tension over oll supplies.
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0il izport growth projected Zot the U.S., Japan, and West Eurcpe

is shown {a Chart IX.

Charz IX
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Ve also did a number of other analyses. aimed at inﬁreasing our
understanding, expanding the PREDETERMINEDS and striving to get to the core

of the UNCERTAINS. We looked at:

- 0il Demand by Class of Market and How It Might Grow at
Differing Rates.

- Implications of Eigh 0il Price on Country
Balances-of-Payments and Inflation.

- - .- % o~ ) — .. LI . - . . )
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- Inter-Fuel Ccmpetition and How This Highﬁ be Changed by
Higher 0il Price.

- Changing "cut of the Barrel” (the yield of“gasoline and
light fuels versus heavy fuel) as Driven by Changing
Inter-Fuel Pricing.

-~ Possible Reactions of Consumer Govermments to Higher 0il
Price (Free Markets vs. Dirigism).

- Construction, Already Commitred to, in Refinery, Marine
and Marker Facilicies.

With all of these "building tlocks," we were beginning to
understand the forces driving the system. . Could we now tackle the 1971
scenarios aga;n and devise a set of sceﬁarios that would catch the decisio
maker's attention, and hélp him cope with the coming discontinuity and
foc;s usefully on its”uncerthinfles?--Wé‘nbﬁ‘félt”we could design scenarios
that might provide a propcf framewvork for decisicn ﬁ;king, ﬁu: we realiz?d

that we would have a formidable commuﬁica;ions task.’

The 1972 Scenarios

In Sep:embef 19}2, we fz;stnt;d to Shell's top ;anagemgnt an
array_of possible futures; gathered iﬁ two families, A and B. All‘of our
analyéés h;d pointed with greaé likelihood tc.:he early surfacing of a
maiSr discontinuity, namely, the impending ;carci:y of o0il and an ensuing
sharé increasé in i;s price. Wh;£ appeared "uncertain" was its timing
(altbougg i cogldn}t be too many y;ars away) and, more particulzrly, how
different actors would respond to it. .

The A~familly of scenarios postuliied the discontinuity and then

examined three ways in which circumstances might develop:

Al . would be a private-enterprise solution té the emerging
energy shortage;

A2 would have governments intervene to solve the problem,
the dirigiste solution; .
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A3  presupposed thar soluticnms wculd not be found early
enough, and an energy crisis would result.

The A-fzmily scenarios fixed the timing of the discontinuity at

che end of 1975, coincident with the scheduled renegotiation cf the Teheran

»rice agreement. (In reality, the discontinuity came in'the fall of

1273——not yet caused by demand outrurning supply, but when the oil embargo

wazs izposed after the outbreak of the Israeli/Arzb war in rezcrion to U.S. |

-
|

assistance to Israel.)

Moderate economic growth was assumed through ;976, with grogth
chereafter threatened by a possible scarcity of energy. Most pil-producing
sountries would be reaching the technical limit of their caﬁacities by
1976, while the others would be reluctant to increage ou&put further due to ?

:heir inability to absorb the additional revenues. Aécordingly,'producer |
:ountries oil prices would increase substartially at the eid of 1975.
Ionsuming countries, confrontad with the possibility of pbys%cal shértages
;f energy supplies and with greatly increased oil import bills, would

:xperience shock waves.

The essential point in the A-family of scenarios was
‘iscontinuity. Shell would have to prepare for a sudden cﬁange in the !
ehavior of both producing and consuming countries that would result from

. heir awareness of an impending imbalance between demand and supply of oil..

he discontinuity might arise from a situation of tensifon, created by the
y g ¥

roducing countries' imposing a limit on the amount of oil they produced.
t night also come about if these nations announced a gradual decrease in
he rate of production growth, or if they gave advance notice of such a ol

olicy. In any case, the awareness of an impending energy gap comstituted

nly the first stage of the process. The most important comsideration, it~ B

J— —
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was felr, was the timing and direcrieon of the *active respenses te such

‘awareness.

The A-family of scenarlcs emerged as the most likely outcomes

frem our analyses, but they were at sharp variance with the fmplicitc "world

view" then prevalling in Shell. That view was one of EXPLORE AND DRILL,

3UILD REFINERIES, ORDER TANKERS, EXPAND MARKETS. But hov could we be

heard?

P

We £herefore created a sect 6f‘ "echallenge scenarios,"» the
B-family. Here, the basic premise was tﬁat somehow, sufiicient enecgy
supply would be available, and as discontinuity of energy supply wculd
appear. These ;hiee s;e;grios would serve not only tro challenge ;he
assumptions underlying the A~family scenarios, but could.also 3e$tro§ many
of the more cémfortaple business-as-usual aspects of the "world view" so

many In Shell were still operating by.

The A~family and B-—family scenarios could then ‘be shown as either

s

alternative responses to different outcomes (Chart X-A) or different paths

pursued into the structure (Chart X-3).

Tecswwond e o al LA AT T W UM e | L‘ b hat s 1 o
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This might be a useful point tc.remark parenthetically about two
aspects of scenarics that we lezrned only larer. Six scenarios are £ar too
zany. The ideal number 1s two, which highlight the principal uncertainty
being focused on, plus the consensus or surprise-free scenario.

Another insight later gained was the importance of naming the
scenarios. A well-chosen name conveys to the decision maker the essence of
vhat drives the scenario; it also reduces the detazil you must provide him
and not only encourages him to f£ill in the detail (making the scenario
2live for him) butr leaves him room to do so.

- e mm em am mm G M e e e e M M e R e SR g e e S e e e S e M e e R e e e G G e e
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The B-family of scenarios. With hindsight, the crirical

-

assucpticn of discontinuicy for the A~scenarios looks.rathe: obvious. . At
the tinme, ho&evef, it was seen as quite the reversé. We believed in the
A-scenarios, we put them forward very strongly as tﬁe most likely direction
of evenrs. But they did represent & major revolution ia thinking for an
oil company-—and manf Shell managers (liﬁe their‘counterparts in othér
companies) still wanted to.believe in futures Wwithout discontinuity.

The B—fémily'of scenarios therefore described.hcw.discontinui:y

might be avoided.

Bl, was a protracted low-economic-growth scenario, regquiring at’

least 10 years of lov growth to force a demand fit to the oil supply

presumed available. While low growth had seemed plausible in the downturn
of 1871, by 1972 we could see signs of a coming econemic boom. We did mot
know, of course, the ;xient of this period of above-average growg&, or that
growth in 1973 would be the most spectracular since .the Keorean War. But-we
could 'already see that our low-growth scenario, Bl, was éxtremely unlikely:
it would require an immediarte and §harp drop in the growth rate of the

‘world economy, which we had no éeason‘to anticipate. ~Moreover, the

negarive culrural trends of the late 1960s in industrial countries were

vaning. Governments and the public perceived that rising uvaemplovment was

T A
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2 problem and were consciously seeking'g:owth. fec, the Bl scenario,
prémising very low growth for a long period, had low credibiliﬁy. Bowvever,
it performed its function of highlighting the major discontinuity most
effectively, simply because it was mnot’'a likely way to avoild the
discontinuiry.

B3, a more impcrtant alternative, postulated a very high supplvy
of oil. We called it the '"three miracle" scenario, beczuse. it required . .
three exrremely unlikely situations simulrareously. Tirst, it required am
exploratien and production miracle. Our original surprise-free scerario
had predicted a certain level .of demand. for oil. To meet.that demand,
rapid development of Middle Easterm reserves and extéqsive new discoveries
vere necessary. Our Explorartion and Productiem staf believed that there
vas a 30 percént likelihood of finding the recessary reserves in each of
the oil provinces individually, but that there was only a very small
percent chance of fiﬁdihg the necessary reserves in all the areas. Meeting
the forecast 1985 demand would require not only ZAEM‘E/D'from Saudi Arabia,
but also 131 B/D from Africa and 6MM B/D from Alaska and Canada. Many new
discoveries would b@ needed for these figures to become realiry.’

The second miracle demanded by the B33 scenario was a
sociopolitical ome: all major producing countries would be happy to
deplete their resources at the will of the consumer. Countries with low
absorptive capacities would agree to produce huge amounts of oil and put
their money in the bank, exposed to erosion by inflatioen, rather than keep
théir oil in the ground for future generations. This scenario projected
onto the oil-producing countries the values of consumiﬁg countries—fa kind
of Western cultural imperialism that wa; extremely unconvincing once

exznined rationally.

Issued as part of the Course Material for the Practical Scenario Planning Course
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The final miracle of E2 started with the rececgnition tha: zhere

would be lirtle, if any, spare capacity over projécced demand under the
high-supply scenario. Previously when minor crises develcped in the Midéle
East, there had always been additional oil available to meet sudden,

i

shorc-term needs. For instance, iﬁ 1956 during thg Suez crisis, Texas and Eg
louisiana helped out with their spare capacity. Similarly, during the June

tem367.Middle East conflict, Iran called on its spare czpacity to wmeet %ﬂ
consumers' needs.). Under Scemario B3 there would be nc spare production ' %E

capacity. The miracle, then, was that there would be no need for it--no

wars in the rtegion, no acts of God, no cyclical peaks of demand higher than

anticipated, Again, -nothing.short of .miraculous.
The B3 scemario also performed its funcrion very uellfby %%

demonstrating that the high~supply assumption was extremely unlikelw. Its

essential Tole was educational.

B2, a totally artificial comstruct, was a middle-of-the—road

scenario premising that despite all the probleﬁs; a2 muddling-through
approach could be more or less successful. A widespread sentiment,
particularly among Anglo—Sax;n maﬁage:s, is well expfessed by William
Ogburn: "There.is much stability Iin soclety . . . social trends seldom
change thelr directions quickly and sharply . . . révblutions are rare and
evof;tion is the rule.” We couldn'r really justifi thig sceriario, buz we
knew that the worst outcome "is not -always.the one that develops.land we

imagined a sirtuation in which the most ‘positive outcomes were the norm.

TR OER O = ms

Oii-producing countries would take & live-and-let-live approach.in order to
obrain military and other concessions. Consuming éountries, with great
foresight; would take immediate sceps to curb the rapid growth of oil

¢onsumption by encouraging energy saving.

Tecned i )
ac nart of the Conrce Material for the Practical Scenario Planning Course
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The great carnger was that the B-2 scenariﬁ coiyrided with the
best estimates for oil demand by the major operaring companies. It was
"thus a surprise-free environment as long as we did ﬁot prgbe too deeply
into current forces. As soon as we did any serious digging into what

underlay this scenario, it became much less convincing.

Both the A~ and B-family scemarios were fully quantified in terms
of volumes, prices, and their impact cﬁ {ndividual oil producing and
constring countries as well as on iaterfuel comperition in diflerent
markets, Our presentation of them succeeded in 'gaining the attention -of
top management principally because the B-family of scenarios destroyed the
ground any of them may have chosen te stand on.

Two decisions were the; taken

- to use scenario planning in the central offices and the
larger of the operating companies, .and

- to advise informally govermments of oil-consuming
countries gbout what we saw coming.

To implement the first decision, Shell asked its majer,
dowvnstream operating companies to evaluate their current strategies against
two A—typé”scenarios, us;ng the B-2 scenario as a sensitivity check. A
serles of oral presentations was also pade to the govérnments:@f.the majﬁr:.r»
consuming countries, starting in October 1972, folloved by the distribution
in May 1973 of a brochure, "The Impact on the W;rld Economy of the Market
for 011." 'The brochure was based on ‘a single "scenario which stressed
discontinuity, and traced its effects on oil-consuming countries' balance
of payments, rates of inflation, resource allocation and so on.

Within Shell, the next séep vas to present the A and B scenarios

to the second echelon of management. For most of them, it was their firstc

exposure to scenarios. The meeting was in stark contrast to the

Issued as part of the Course Material for the Practical Scenario Planning Course
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tradicional UPM meerings 1-7':1:'.::.&1't dezlt with forecasts and trends and
premises——all vi:ﬁ an av#lanche‘of numbers. Scenarios focused less on
outcomes and more on understznding of the forces that would compel the
ocoutcome; less on figures, and more on insight. This meeting was positive
and unusually lengthy, and the audience clearly appreciative. We thought
we had won over a large share of them.

In realicy, the followirg months would show thazt no more than a
D o e ——_ S, s - . . -
third of Shell's crivical decisien centers were really acringz on .the
insights gained through the scenarios, and actively preparing for the

A-family of ocutcomes. The scenario package had created an intellectunal

" interest, but it failed.ro..change behavior .in..much of the Shell

organizatrion. - For us, this czme as a shock and compelléd us to f”ethi';ﬁk how
to design scenarios geared for decision making.

Reality was painful: most studi.es dealing with the future
business enviropment, and now inecluding these first scemarios, had a very
low existential effectiveness. (We  would define "exdisrential
effectiveness" as single-mindedness; but the Japanese express it much
bet‘ter-——"When there is no break, not even the thickness of a hair, between
a man's vision and his action.") A vacuum cleﬁner, for example, has anm-
effectiveness of 30 to 40 percent; tke rest is heat and noise. Future

studia.'s, particularly vhen they point to discontinuity, have an

effecriveness below that of & vacuum cleaner.

If your role is to be a corporate look-out, arnd you clearly see a

discontinulty on the horizom, you had better learn what makes the

difference between a more or a less effective study., BHere, we learned a

lot just by watching. B

Issued as nart of the Course Material for the Practical Scenario Planning Course
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One of the differences involves the basic psychology of decisiqn
kmaking; Every decision maker has a mental model of the world in which he
or she acts. The wodel is based on past experiences and on the information
which have been internalized. When someone bhas a decision to make, he
confronts alternative ways of behaving with his memtal model. Whem it
#roved to be a good decision,:others gay he has good judgment. In facet,
what he has is a mental map tggt largely matches the rezl world. We cail

this mental model or map the decision maker's "microcosm,''-—the small model.

"macrocosm," which is- the large, real world

in tﬁ; head--as béposed to.the
out there, |

There 1s aléo a corporate view of the world; a cecrporate
microcosm. During a sabﬁatical year in Japan, I became acurely aware, for
example, that Nippon Steel was not "seeing" the steel market the same ways
as Usinor, the French stael giané, and thig led to marked differences in
their behavior and priorities. Each bad & view of the worid and acted
rationally, consistent with that view,

The perception a company has of its business enviroﬁment is in
fact as iﬁportant as its infrastructure Sf investment, because the strategy
the company adopts will be the product of this perc;ption, of how it seesv
the world——its world.

; cannot .overemphasize this poinr: unless the microcosa—-

“individual or corporate—is changed, no change in behavior will occur; the
inteinal compass must be recalibrated.

From this rezlization onward, we no longer saw our task as
producing a documented view of the future business environment five or ten
years ahead. Our real target was the microcosms of our decision makers:

unless ve influenced the mental imagé. the plecture of reallcy of critical

Issued as part of the Course Material for the Practical Scenario Planning Course




58

decision makers, our scenarios would te like warer on a stone.

- different and much, much more than producing a relevant scenario

be ashamed of when subsequently confronted with the reality. From this

to question their inner model of reality and change it as necessary, infjg
""Tordér to take action thev would not be ashamed of later. . This was a.
fundamental change in perspective, as fundamental as when.an organizatiorls

switches from selling to marketing.

Impacting the Decision Maker

The 1973 Scenarios—The Rapids

"It was ordained at the beginning of the.world-that certain signj :
should prefigure certain events," Cicero noted twenty centuries ago. All'~
the signs at the end cé 1972 and early 1973, as we ser about préparing thi?’ 
next set of scenmarios, still pointed to that major oil discontinuiry.

Ve ha& done new analyses thai again teld us that a very tight

supply—demand relationship would exist during the coming decade. Even inf

1973, '74 and '75 (before the anticipated renegotiation of the Teheran 2
agreement), demand could be expected to push right up to available

production .capability. And that supply would already be stretched, since

it'predicated that certain countries, such as Saudi Arabia and Kuwalrc,

*
would produce contrary to their logic.

* ' :

The details of these new supply/demand studies needn't again be told here
but are described in Pierre A. Wack, "Learning to Design Planning
Scenarios." Earvard Business School Working Paper 1-785-006, pp. 26-30.
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Now, we saw even discontinuity as totally PRIDETEEMINID. Prices,

”thén;”vould rise rapidly, anc '0il production would be constrained, not

because of a true shortage of ofl, bur for political reasons—taking

advactage of the very tight supply-demand relationship. Discontinuicy

would thus be our surprise-free scemario. What was not known was how soon

the discontinuity would ocsur, how much of a price Increase there would be,

and wvhat the reactions of the various players would be. OCur company was
like the canoeifst who hears the white water around the next bend, aad now
needs to prepare for "THE RAPIDS" he will soon hiave to nmegotiate.

To reframe the outlook of our managers, we portrayed the
situation for the 1973 scenmarios as in Charr XI. From the calm up-river ol
the TRADITIONAL ENVIRONMENT, vwe would be plurged into the turbulenmce of TEE
BAPIDS, and have to learn to li;e in a HEW.HABITAI for oil producers, for
o;l consumers, and—especizlly our goncernfffor 0il ccmpaﬁies.

Thé aiternata branch of the river (the_B—challenge scenzrios of
1972) bhad now been dammed off. The '"No Groﬁtb—No—Problem" possibilircy
(B-1) now seemed completely mnoncredible as economies, fully recgvered from
the recession of 1971, boomed. "Three miracles" (B-3) .still seemed just

that-—three supply miracles. And from our discussions to warn governments

about the impending crisis, we concluded that any reaction from governments

" would be after the event. (Obviously, wve hadn't yer learmed how to impact

the hicrbéosms of g&vernments either!)

‘Another teéhpique ve used in the 1973 scenarios to keep the
B-branch of the river dammed was to allow for delay in the omset of the
discc;tinuity. In Phantom Scenario I, we assumed a.delay of five years; in

Phantom II, fifteen years. (These, respectively, were typical times for
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: Chart XI
1973 Scenarios
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.bringing a new oil facility dinto service a;d for ircs amortiz#tion.) What
ve sought with these phantom scenarios was to measure the "regret" we would
.experience if Shell planned for the.disccntinuity but 1t did not in face
occur during the phantom years. |
In the booming economy of late 1972 and éarly '73—with growch
exceeding any period since the'gcrean War, trade expanding at a record clip

and o0il consumption higher than even our bullish reference line-~it was

particularly difficult to convince an o©il company having an affair with

expansion that now was the time to slow down, to hold off on expanding

refineries to stop building tankers and so ferth,
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And the phantom scenmzrios did measure a ccnsiderable "regret™ if

expansion continued and we didn't go with ic. But, zgain, oply two
developments could delay the discontinuity, enabling buéiness—as—usual to .
contiaue for any period of time; and both segmed so Iimplausible that
discontinuity soon bad to be regarded as a PREDETERMINED. (The two
situatiens allowing for a ccutinuation of the existing pace of oil demand
increase, and which were tuled our, were: the discover of new Middle
Eas:;si:e cil.reéerves in an é:ea withjuo~absorptive'capacity problem;. and;}_
the dominance of producér countries by censuming cnunfrées through some
sort of political or military intervention.) The phantom scenarics acéed,

therefore, to reinforce the unpalatable message we were sending.

More Than Water on a Stone

On the surface, the 1973 scenarios were much like the A-family of
the 1972 group (see page facing p. 28) , but we saw them very differently.
We were now driven by a sense of urgency. The time apparently available
for an oil company to anticipate what the nev habitat would be like, to
prepare for it and to respond to it, had‘shruﬁk greatiy. (Remember, too,
wve expected the crisis clo;g to the Teheran renegotiation date at the end
of 1975; we didn't forecast that the discontinuity would occur as early as
the fall of 1973, on the occasion of that Arab/Israeli war and the Arab oil
embargo.) | |

?erhaps even mere important, we wanted to be:mgre than water on a
stone: How could we impact the view of reality--the mircrocosms—of
decision m;kars? The.easy part would ge to destroy their existing view cf
the world (i.e., of_ordetly, predictable expan;ion of oil demand, a world

of adding to oil fields and refineries and tankers and marketing outl;ts).
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We had been at this job of destruction for several years, and by 1973--the

first year scenarios were used without the UPM--ve were not even allowing

for the conventrional possibility.

But exposing and invalidaring an obsolete world view was just the

necessary first step. Reconstructing the new imner meéel of reality would

be the task of decision makers themselves. The planner's job is to help by

‘~engaging the decision maker's interest and participaticn in deing this,

listening czrefully to what he says ke needs, and then to providg the
highest quality materials for him to use. The plarrer will succeed,
however, only if he can securely link the outside world, the business

enviroument he scans, to the micrccomn of the decision maker. Good

scenarios provide this vital "bridge but it must be firm.y'anchored on

both sides—irt must deal with managers' real concerns, as well as external

realiry. Otherwvise, there is a risk that no ome will bother to cross the

bridge.

If the "package" is well designed, a manager can then use the
scenarios to construct & new model of reality by selecting those elements

he believes are relevant to his business vorld, or, perhaps, whatr his "gut"

tells him, or, perhaps, ncone of these things. After all, he is .the
deciiion maker and hi§ tiack record has sﬁcwn he is good at it.

) What we later came to uﬁdarsta'nd better is to make Exe scenarios ﬁ
relevant to the deepest comcerns of the de;ision Qaker in the circﬁmst;nces
that he was facing. That requires knowing a lot more about the decision ﬁ
maker and his cogcerns than wve kmew then, or evenﬁ;usﬁected wé.needed to
know. We did know that the scenarios would have to serve as a bridge to

carry in the nevw elements and fashlon the new microcosm. .In later years,

however, we built quite a few bridges that did not get used. The lack was
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aiways z failure to cdesign the scenariocs so they were relevant to the
deepest concerns of the decision makers, I will come back to this very
important aspect of scemarios in the CONCLUSION.

.

Building Blocks for New Microcosms

At the‘time,’ve tealized that if decision makers were to reframe
their microcosms quickly, they would need to have a clear overview of that. =
new model of reality. Chart.XII was’' one such atrtempt to provide a glckal
view of the 1973 scenarics. It summarizes the business enviromrment
foreseen and its key elements. -Om -the left, :in -the .r&ctanéle-, are the
PRéDEIEleINESwevents vhich were already in the pipeline: the fact that
oil rese::ves would soon be develcq;ed according to oil-produéing ceucrries’
logic and that a scramble for oil would develop in this new sellers'
market. In the center of the chart were the maior discontinuiries: PRICE
INCREASE AND INSECURE SUPPLY.

Artention was focused on some singularities of the industzv's
business environment:

‘Alternative Fuels could be developed only very slowly;

none could be available before the 1280s, even under a wartime
crash development program. The cost, moreover, needed
analysis, and this was conéidered in three thresholds. First,
other fuglsvmight reélace oil as "under;!aoiler" fuel, that 1s ,
for pover generatic'n and for steam generation in larée
industrial gettings; ‘coal and nuclear energy were the
competitive alternatives. It was clear ihat': oil-producing

nations would not be impressed by alternatives that vreplaced
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Chart XII
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their precious hydrocarbons in underboiler applications. Om
the contrary, they believed their oil was far too valuable for
such uses and would welcome coal and nuclear power to displace
'oil in those low-value‘marke:s; The next threshold,foil used
for heating, wvas the one that rexily counted. For such uses,
* burning coal as such would not be satisfacﬁory: ic wopid be

necessary to gasify coal at great expense or to transform it

into electriciry, with the aécompanying thermodynamic loss.
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The price for this threshold, then, was very high, and wve did

not expect the oil price to exceed it in‘thg near future. The
third threshoid, oil used in transport, was an even higher
alternative fuel cost than the second, and therefore was not
relevant to our analysis.

"Accidents" constituted another major and inevitable

factor. In our terminology, accidents included intermal and

external political inciderts as well as physical cnes. Anyone

familiar with the oil world considers such events likely. It
is like the Filipino who knows that his roof must be builc
carefully; even though the weather in the Philippines ié

usuzlly balmy, typhoons are frequent enough that the only

uncertainty is when the strength of ome's roof will be tested.

So it would be with accidents in the world of oil, vhen‘th;re

was no spare capacity In the system.

Negative Supply Elasticity would be another key element.
Unlike other commodities, the supply of o0il would not increase

when its price rose, at least for a number of years. Om the

contrary, for major exporting countries, the higher the price
the lower the volume of oil ‘it would be in their national
interest to produce. This reaction from major exporters would

more than compensate for any increases in production by

smaller exporters.

As planners at the center of a group of cempanies, we also faced
a2 special problem. The message of our scenarics had to be useful for our

' managing directors, but it would also have to be of use to the operating

.

Issued as i : |
as nart of the Course Material for the Practical Scenario Planning Course




66

ccm?anies'in Canada and Germany, in Japan and Australia. Yet the dramatic
changes we anticipa:éd woﬁld affect esch and every nation differancly.
What basic message could be conveyed from the center that would be
meaniﬁgful for maragers in m;ny diverse companies arcund the world?

We borrowed the concept of archetypes from human character
analysis. Just as we are accustomed to viewing individuals as composites

fTTeF Erchetypes (forjexample, introvert and extruvert, even th&ugh no

individual is wholly one or the other),.so we sought archervpes that would
enable us to examine differing ﬁationéi'responses-to the coming upheavals,

In our view, nations would try to cope with this major discon-
tinuity by either a gafket—foncgﬂapproach.gy by. a .governnment-interventiocn
(dirigiste) approach. In their pure forms, these responses became our
archetypes, and we explored each of them fully. We‘did not imagine that
any country would follow either irchetype absclutely, but we believed, for
example, that West Germany's response would ie heavily mﬁrket—oriented, .
vhile that of its neighbor, France, would be more dirigiste. The actions
anticipated under each archetypal response in Eerms of price increases,
taxes, élternati;é fuél; devel;pment,.regulatioﬁs,“were analyzed 5y class

of market. ) ’
. . '

Taking the Decision Maker té Water

We didn't yet fully uﬁderstand that réally‘;mpécting the decision
maker reéuir:d a tailor-made fit betVeen.the scgnarios and the decision
makers' deepest concerns. Intuitively, however, we knew in 1973 that
events were giving us just this type of fit iﬁ several ways, ;nd for Shell

they were very deep and important. The arrows on the far-right sides of

T

s
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Ch;rts XI and YII symbolized four of the resultant implications we strecsec
to our decision makers,

We told our.upstream-péople (those engaged in exploraticn and
production), something nearly unthinkable for an oil cdm;any: "Be careful!
You are about to lose the major part of your mining rents." This meant
that the trraditional base of profit in the upstream world would be lost—-a
revolutionary message for an oil cémpany, and that new rélatinnships hacd to
he developed between the company and producing nations..

To the downstream world (the refineté,v transporteré,"and.f.
marketers), we said something equally unthinkable, "You are about to become
a low-growth industry." Again, this was revolutionary because oil demand
had always grown more rapidly than GNP. Our rmanagement culture and its
reflexes, were based om growth. In the past, the gonséquence of
cverinve;tman; was not too adverse; onme or two years of normal market
growth would cura gny premature moves, Ro; we eould expect that futufe
consunption in industrial countries to increase less than GN?,’which meant
fewver nevw refineries, no new service stations and sc forth. New Instincts
and reflexes would have to be developed to.function in a low-growth world.

A third major implichion v;s the need to decentralize further.
We believed that one basic strategy could no'longer be valid for operating
comp;nies in most parts of the world. It had been the strategy of Shell
compﬁnies generally, for example, to aim for a higher shafe of conversion
in refineries, and 4t had been quite ;uccessful. Now we saw that each
nation would be affected so differenily by the energy shock that each would
have to respond independently. (Shell, vhi;hrﬁas already decentralized
compared to other oil majors, did in fact, decentralize further, which

enabled it to adjust faster to the turbulence experienced later. For
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sometime now, it has in fact been the mos: decentralized cf all the major

oil cﬁmpanies.)

Finally, we alerted decision makers to the possibility that,

since we didn't know when the discentinuiry would come, we should prepare

for it in different phases of the business cycle. We developed three
simulations: in eachive aaticipaced both a cyclical dowvnturn and the
‘-_;;;::;;; 0il disconctinuity, bur in differing relationships. In the Zfirsz
simulation,. the oil shock occurred before.the downturn; in the séconé, the
events were éimultaneous; and in the t%ird, thevoil shock followed the.

dewnrurn. These simulations led Shell to prepare for a far wore serious

decline in economic activity than might otherwise have been expected.

. . .And Most Drank

The 1973 scenariocs were a happy coincidence of the right material
ana the deepest concerns of decision makers. And 1f .any were not yet fully
convinced, the events of the fall of 1§73 soon made them believers. We had
set cut not to produce a scenaric béokle:'sumha;izing views but to irpact
the microcosm of the éecision.makafs, to hélp them restructure the;r world
view. Only now, however, did_ve aépreciate the unique power of scenarios-

—

which really becomes appérent in turbulent times, and has immense value in

a large, decentralized organization.

‘Strategies are éhe product of a worla view, When.the world
changes, there must be some common view of the new world throughout the
group, or the decentralized strategic decisions that result could lead to
anarchy. Scenarios provide a poveéful wvay to express and communicate a
common view of the new realities to all parts of :he'organization.

Decentralized managements in operating companies worldwide thus have a
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;
o

shared understanding which they can adapt and use for strategic decisions

appropriate to their varying local circumstances. Their initiative is not

limited by planning instructions dicrated from the center, butr all “speak

the same language" in adapting to the changing business environment. Scill

companies from Finland to New Zealand nov knew what "The Rapids" comnoted,

vere alert to the implications of "Producer Logic,”" etc., and of the

consequent reed to prepare for a totally New Habiracr,
Ve learn, from studying evolutien, how an animal suited to one
environment must adapt, must become 2 new animal. to survive whez the

environment undergoes severe change. It was that sort of change we

foresaw, and we believed that Shell would have to become a new animal to

function in the new world. Business-as-usual decisions would ro longer

suffice. This element of the message was really our most important.
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SCENARIOS: TEE GENTLE ART OF RE-PERCEIVING (PART IT) -

Shooting the Rapids

Adrifc in the Short-Term Econcmy

Most companies I have seen use scenzrios for planning five tc ten
years ahead. TFor a varlety of reasons, however, the application of the

scenario -technique to the short term is very interesting and can be

(1) You rmust, in any case, explore the short term in order to
get to the leong term; changes in the busizness ernvircnment
over the next two or three years can have a major effect
on the alternatives possible five or ten years zhead.

(2) Shorct-term scenariocs can have a striking impact on the
microcosm of decision .makers because they are
"immediate." Unlike long-term scenarios, they deal with
events and Informarion that are already part of managers
day-to-day concerns.

(3) They help to establish credibility--which is essential to
the process——because their usefulness is quickly tested
against realiry; you don't have to wair five or ten
vears. In addition; managers tend to regard planners who
deal only with the long term as mere theoreticians.

Up to 1974, planning In Shell had traditiomally focused oan the

medium and long term, seeking to describe the enviromment in which today's

investment decisions would come to fruition. In this context, the cyclica}

nature of growth in the short term was taken for granted.

. But in the aftermath of the first oil shock, everyone's attentic

was focused cn the shorr-tera ecomemy and irs cyclical fluctuacions. Such |

short-rerm fluctuations would pattern not only economic growth, but oilé_
demand and inflation rateé, currency and interest rates, and the sensitive
OPEC supply-demand relationship and its poliriecs. Could the scenario

approach provide insight?




This second part of my paper describes the development in Shell
of cur first short~term scenarios, which were presented in May 1875, I
include this example not only for what it teaches, but also because the
long~term "Rapids" scenarios described in the first part of the paper were
somewhat atypical: cthe major discontinuity was seen to be prederermined;
the critical uncertainties were'perceived only in the reactions to the

_CEiscentinuiry. The"short—term scenarios also. represent: 2 different.
applicariorn c¢f the technique.:

As 1 have alfeady indicated, we felt thefe was no point in doing
single-line forecasts in ;urbulent times. 1It's perhaps unfair to cite
other forecasts gone wrong, since we toc have had our share; but here is anl'
OECD forecast of growth for 1975 (made in December 1974) compared with

actual growth:

West

Germany France Italy U.X, U.S. Japan
Forecast; +2.5 +3.0 0.3 +1.8 ~2.0  +2.0
Actual: -3.2 -1.2 -3.7 -1.8 -1.8 2.1

We would strive Instead to apply all we had lezrmed in the
previous scenario exercises:

expand the predetermineds

scenarios would then deal with the uncertains
link to those deepest concerns

‘keep the scenario number small

give them names.

FEit

Identify the Predetermineds

There is, in the minds of wost managers, an extraordina:y'
reluctance to entertain the concept of alternative futures; most managers
crave certainty. Scenérios of the future Gill éuly be accepted yhen their
common elements, the‘PRIDETERHINEDS. have entered the mind of decision

makers, unfold in it, and are accepted. We call this process "rocting." It

e
. $

Issued as part of the Course Material for the Practical Scenario Planning Course




72

is like transplanting 2 tree. "Nemawashi" is the term the Japanese use fe:

~the technique of careful preparation of tree rocts by grafzing them
together to give them "strength for the transplant ordeal. Similarly,

scenariocs, if they are to live and develop within a mind-ser, have to be

"nemawashi'd."”
To be successful, this rooting process requires:

foemman= e A deep analysis of the predetermineds. You must ge back
""" in time far enough to provide for a common interprecraticn
to events and data.

-~ Perceptions to be organized in a global framework (as in
Chart XIII). This is material directed to the right parc
of the brain, the one that thinks in terms of pattern and
connectedness, . Metaphors are frequently helpful co
transpose a conceptual framework from the old domain of -
experience to what will be a new one.

Scenarios on their own,—~1.e. the mere description of alternative courses
of events—would be effective and zlive just as long as a tree without

Toots. And many of tha scemarios I have seen suffer this fate.

The Predetermineds in the 1975 scenariocs sre depicted in Chart

XIII. It is immediately apparent that a grear dezl of analysis was given
to the "roots" part of the scenarios. We will present these in some detail

because in most scenario sets this part is absent or nonexplicir.

; 1973——The First Wave: Inflation. Like a large rock dropped in af

'lake, the oil price increase of 1973 génerated a-series of waves, :be’firgt -

of which was the impact of quadrupled crude oil prices on the general level

of inflation. The dynamic effect turmed out to be larger than simple
coét-through—che—system arithmetic had indicated (on averagé,.S—a percent),
because world econmomies in a simultaneous boom were already affected by

high inflation prior to the oil shock, and were working close to capacity

Teernrad ac - '
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Chart XIII

Predeterained Part of the Present Evolution
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lim{tations. Further, the immense publicity givenm .to the oil:.price.
increase-—coming as. it did with production cuts and selective embargoes—
created a climate in which major ecorpomic actors (trade unions, entre-
preneurs, and comsumers), overanticipated. the actual infiationary inrpéu:t.‘ }
This and later overreaction added fuel to the fire and led to g substantial

increase in the rate of inflation.

1974—The Second Wave: Deflation. A contraction in demand to

well below production capacity was increasingly apparent from mid-1974.
The extra cash outflow to OPEC acted like an external excise tax, on

consumer demand of some $60 billion per annum--or, say, 2.5 percent of OECD
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cconomies. 4nd this was compounded by government anti-inflation policies

vhich pushed demand way below production potential. The eccnomic dominos

" fell one by omne:

o The automobile industry, =2lways on the margin of
discretionary spending and wvulnerable to both the real
increase in gasoline prices and the "oil link" in the
consumer's mind, suffered an irmediate decline, with
extensive multiplier effects through the balance of the
eccnomy. 3 '

o 3Building and construction, also a major engire of
economic activity, went some six months later as
government anti-inflationm policy caused a credit-crunch.

o Some nine months after the oil shock, and while most
sec¢rors had slipped into recession, the world iron and
steel industry was still an island of continuing high
acriviry. Propped up by a backlog of orders (from
shipyards, for insctance) plus some stock-building, large
and ‘velcome orders frem the communist world kepr it
buoyant longer than the oil sector, until eventually the’
domino effect of automobiles and construction worked its’
way through. B :

Two other aspects of behavior deépened the recession:

Inventories were run down drastically. Crz2ddr centrols when demand was

already shrinking, and the expectation that prices would fall, guaranteed_a

drastic drop in inventories.- When inventories are reduced by eight days,

it's the same as foregoing six months of 57 economic growth; and

inventories in many segments of the economy were reduced by more than eight:

—

days. Consumer Expenditure, long the stable engine of CECD econcmies, next

took a nosedive. For really the first time since recovery started in the
‘early 1950s, consumers stopped buying and starzed saving for a number of
reasons—e.g., anxiety about high inflation, unemployment growth, world

conditions, or future financial security. Basically, they began to worry }“

for the first time in years about what the future might hold.
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o : 111 this explains why the recession was the most severe since the

war.:

Decline in Industrial Production
Measured from the Previous Cycliczl Pezak

USA Europe Japan
This recession
(at lst quarter 1975) : 147 9Z_ 197
Previous post-war recessions 7Z - 2%

Electoral Rendezvous: Another Predetermined. The gcvernments of

the three majo% OECD economies would face the elecrorate in 1976: Japan,
Germany, and the U.S. It's an old truism that pedple votre their pocket-
book, and presiding over a recession is an invitation to defeat at the

polls. The incentives for these Iincumbent govermments to go for growth

would therefore be overwhelming.

Reflation in the Pipeline-~-A Predetermined Too. Not only were

politicians' eyes on the 1976 elections, but there was also a keen
awareness that much of the 1975 hardship was unnecessary and
self-inflicted-—the deflation v;; toc harsh. With exéess capaEity now so
videspread, reflation could be undertzken gsafely and expanding cutput ccuid
reduc; unic prices and further cur? inflation. Morecver; such reflation
would be largely self-finmancing ;hrough taxation on increasing Income, |
sales, profirs and lowered costs for unemployment bemefits.

Long-term unemployment was becoming evident as a social problem.
Unemployment falls most heavily on the young, and few go&ernménts could
afford g& do nothing at the prospect of a third graduating class mcving
from the classroom to the welfare rolls.

411 of these predetermined factors combined to make reflatiom

attempts a virtual certainty.
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s 1475 Scenatrios for the Rapids——The Uncertain Part

We had spent a ict of ctime developing the ZPREDETZIIMINEDS. The
bridge we had built was now firmly anchored in our decision-maker's
experience, since we had gome back far enough to include those events which
had alte;dy unfolded and of which they.were painfully aware. We also took
care in this rooting process to develop those’ma:tgrs whick, while not yer

-

evident, would almost certainly occur. Reflation of economies would Le the

B e -, - : " . . - )
expression of the "Predetermineds. What was unksnown was the timing of the
recovery and the nature of it.:

We designed two recovery scenarios:

Boom and Bust-—a vigorous recovery which had within it the
seeds of its later destruction.

Constrained Grewth——a kind of muddling~through recovery but
fundamentally differenr than earlier busimess cycle
recoveries,

The two scenarios are depicted in Chart XIV. We allowed, too, for the
possibiliry that resflations might not happen (for wharever reason), by

including a Depression Contingency; it seemed so Iimprobable, however, that

it was not considered relevant for Planning.

A. Boom and Bust described a world which develops in cycles of grearer

amplitude and shorter durationm than those of the 1960s, more charac:eristic’
in fact of the 1950s8. It was clear that the longer the recovery was
deferred, the more likely this scenario would become 2s governments turned

to panic measures :to reflate their economies.

Boom and Bust was founded on apparent surprises.
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Chart XIV

The Uncertain Part: Tvo Scenarios for the Fapids
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First Surprise-—Recovery Could be Very Rapid. The first surprise

would be the rapidity, strengrh, and forcefulness of economic reccvery. It
would not be abnormal, for instance, to see the U.S. econom& grow by 11 to
12 percent in eightéeu months. (See Chart XV.) In GNP terms, this would

be -equivalent to the appearance'ou the world map of an economy the size of
the U.K. in this short time span. The potential for thig lay in tke depth
‘of the then current recession and the amount qf U.s. fro?#ction potential

underemployed, which——1like a coiled spring—would rebound and sustain very
rapid growth for a short period. An annual growth rate of 8%, typical of

past booms, ‘would ceréainly not imply speqtacular achievéments but ciiy

reflect the depth of the 1973-75 dent in the economy.

Issued as part of the Course Material for the Practical Scenario Planning Course
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Chart XV

WOCA Energv Demand-—Recession and Savings
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Second Surprise——The Recovery Could be Oil-Intensive. 'The -energy

intensity of the comit;g boom would constitute 't'he ‘second surprise.
Newspaper reports of energy savings'would persuade the intel;}_gent layman
that "Western" responsiveness would largely negate "OPEC's dinitial
negotia:iné strength. This, however, could not stand up to analysis. The
largest smgie factor reducing oil consumption had not been any fundamental
‘change. in behavior, but rather the extent of the recession, which had cut

both industrial and consumer demand. A boom in 1976 or 1977 would

therefore find the majorfty of consumers reverting to their previous
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patterns of behavior and consumption. Energy savings could be very

important in the 1980s, when it might be surprising how much GNP could rise

wﬁthout increasing energy use. Notr, however, in 1976-77, when economic

growth would be fueled by a major increase in demand for energy (Chart

XV) and particularly for oil.

Third Surprise--U.S. 0il Imports Could Boom. The third surprise .

would be the rapidity and the magnitude of the increase ia U.S. cil

izports. One could forget all about "Project Independernce,”" President.
Ford's import reduction targets, sand alternative energy projects. Our
estimates indicated that in the first year of recovery, U.S. imports would

rise by 2.5M¥ B/D (i.e., more than Britain's total iImports or Kuwait's

current exports). In the second year, there could be a further increase of

2% B/D, (in aggregate, more thanm Britain's total energy coﬁsumption). We

had seen that normal recovery in’the U.5.A. would be equivalent to the

it}

sudden crezaticz of &4 nsv sconcmic narisn. somewhat larger than the U.K. We
could now add that this pew nation, like Japan, would be almost totally
dependent om oil from the Middle East. Consumer ccuntries would once again

realize they were in a trap, .and that their recovery was entirely in the

hands of a few Middle East governments.

Fourth Surprise~—Alternmative Energies Would be Stagnant. The

.fourth surprise would be the discovery that alternative energy programs
consisted largely of empty words and paper iigers. Most nuclear plants
vere operating well bélaw design capacitf and many had been deferred or
cancelled. In the coal sector, 1i£tle haa been done, and the OECD natiomns
vere slipping progressively furth;r behind their target forecasts. The
world was far removed from the "crash programs" of which one had heard so

much in the dark days of the oil embargo, and alternative energieé would

I i ) 4
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provide -litrle relief to consumer countries' growing dependence on Hiddle.
East oil. g

The Bust, or Second Recession. The next threar in the Boom and

Bust scenario was high levels of inflatrion-——epproaching hyperinflation in ~

many of the weaker OECD nations. In broad terms, the inflation rate would [

exceed the highest levels of 1973-75 plus, a further 5 percent. These

levels would become intolarable in sociopolitical terns, ané would be the g

T ——— '

signal to governments in rhe industrialized world that the boom was getcting

out of control.. They would then have little choice but to reapply the

deflationary measures so receptly removed. Credit restrictions would be

imposed and interest rates would climb; Import controls might appear here

and . there and measures to reduce the consumption of oil imposed. .-Just as

reinflation was likely to have been surprisingly rapid, so the dbvpturn

could be very sharp. Inventories would play an important .rele:

stoékbuilding. starting from depths of the current recession, would

contribute to the growth of production during the upswing. Butr as
liguidiry disappeared in the face of strong deflationary measures, stocks
would be run down rapidly, meking the downturn that much sharper.

Probability Assessmenr for Boom and Bust., We felt that this

scenario's dramatic implications for all sectors of the world ecomomy made’
it ?ifficult tc be objective and éivé equal attention to the other
scenarios. Nevertheless, we .considered it to be less probable than the
alternative sceﬁario, Constrained-Gr?vth. We would make no forecasts abour
vhen a boom could start, although we believed it could take off any time
from third quarter 1975 onwards. But the longer recovery took to get

underway, the more likely that it would be of the "Boom and Bust" variety

(see following table).

A e s Al tlan Prcirco Matarial fAar tho Dranticral Cranarin Plannine Canrce I
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Precbabilicy of Scenarios Starting:

Mid-1975 Hid-1976
Constrained Growvth .60 ) .30
Boom and Bust .30 . .65
Depression Contingency .10 .05

B. Constrained Growrh. Everything in Boom and 3Bust was normal; the

msurprises" wvere typicai of bqsiness cycles that had hapgenad previously.
Constrained Growth on the ccnt?ary had a genuirne surpri;e: Tecovery would
be different, slower and more halting, than that experienced in post-World
War 11 cycles.

The central idea was thathhe underlying high-growth trend of the
pas; twenty-five years had come to an end. This would ﬁot resulr simply
from the o0il shock or the ecliése of the Bretton Woods monetary order; Iﬁ
would be because the ver§ success of the post-war econcmies inducéd certai;
limits to continued vigorous growth. Along with unprecedented economic
growth bad come waprecedanted expectaticms in standards of liviﬁg znd
scocial wvelfare programs. These, in turn, led to a new kind of rigidity as
governments became locked im to everjincreasing taxes needed to pay for
these social programs. Industrialized countries were mow slower to ckange

and adjust to new factors—whether it be a réépcnse to an oil crisis or to

néw competitors like Japan and the newly-industrializing countries of

Southeast Asia.

Constrained Growth would characterize the first years of this new

economi;'vorld (which, in é long—-term scenario introduced in the previous
year, we called the "ﬁorld of Internal Contradictions™). We concluded that
all the motors of economic growth—;conéumptién.‘ interngtioﬁal trade,
government expenditure and investment-—would vofk with less powér in the
next fifteep years dué in particular to the trend for governmentsAto become

top~heavy with the impact of growing sccial welfare commitments.

o
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Investment was especially emphasized as a change which we called %

the "technological recession," anéd would be dramatic and quickly fe lt.

rrom the end of World War II umtil the early 1970s, the best new technelegy

basmc industries coculd raplace exisring. technology on irs own meric. A

new steel plant, for example, was more ecomomic than an existing orme, per
ton of capacity; so too were mew cement and papeTr plants, new fe:’i’neries, @
<tankers, or new power generation plants per kilowat of czracity. But from
the late 19260s or earlv 1970s, techrnoleogical progress beczme incepable of

beating inflarion. The cheapest merhod now To get nev capacity was not To

buy new plants, but to écqui-e existing capacity. Thus, there was both a
slcwdown in tecknical progress and an increase in inflatio'n.

We felt that a situation had been reached--at least temporarily,
for perhaps ten to fifteen years—wherein both the unit capital and
operating costs vof aimost all new plant in basic industrie.s would exceed
those of existing equipment. This t;zas a major Hiscouragemenc to.neu"
investment in most industries that had been the engine of economic growth

since the war, and would result im a structural change ia the globzl

economy. It could further accentuate inflation in a:':y future upturms.-
Similar analyses were do.ne for the other motors.o.L growth government
perdlng (budget deficit= and more rigldity), consumer spending (increased ﬁ
maturing in the life- cycle of a large range of .consumer uuraofes), and @
internati;:nal trade -.(accum.ulating imbalances and ffictiéns).

The overall conclusion that economic grow’th_prospects wvere %
perceived to be well below past achievements and the trends of the sixties -
and early seventies. We could enter—-by means of the Constrained Growth E

£

period—this completely new "World of Internal Contradictions'.': a world oL g

lover economic growth in stark contrast to the booming economies of the’

previous twenty-five vears.
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Focused Scenarios

Let me give one final example of how global scenarios were then
used to focus on specific issues or projects. From one viewpoint,
scenarios are like cherry trees: cherries grow neither on the trunk nor on

the largé boughs; they grow on ‘the small branches of the tree. Nonethe-

less, a tree needs a trunk and main Pranches Iir order to grovw swall

branches.

The global, macro-scenarios just described are the trunk; the

large branches are country scenarios .developed by Shell operating com-

panies, in which factors individual to theif ovnn countries—predeternined
and ﬁncertain——are taken into account and added. But the real fruits of
the scenarios are picked at the small branches, the focused scenarios which
are custom tailored around a strategic 1ssue or a specific market or
investment project. Ome exampie.of focused scenarios follows.

As OPEC oil is the balancing factor in the world energy system,
its flucruationms reflect cyclical econcmic-fluctuations but several times
amplified. A g;ven percentage decline in ecouomiﬁ activiry tranélétes into
a larger dcﬁline iﬁ world 0il conmsumption, and into a much larger decline
.in OPEC oil demand, be;ause: energy—-intensive industries (like cement and
steel) are more than proportionall& affected in a recession; non-oil
energies are‘usually cheaper than oil; and finaily because OPEC cii has to
be paid in foreign exchange as oppo#ed to domestic oil. Conversely, in a
recovery, a small increase in ?orld energy demand would be translated into
a larger increase in oil demand and a much larger increase inm OPEC oil

\ demand. In the Boom and Bust scenario, a 13 percent increase in world

energy demand in the first two years of a recovery would be translated into

Tssued as part of the Course Material for the Practical Scenario Planning Course
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2 23 percent increase in world oil demé#d and 'into a 34 percent inrreasg in
OPEIC oil &eménd. How would this demand match avaiiable supply? |
The,fluctuatibns of OPEC o1l prodﬁction develop in a narrow band
between two danger zones‘(see Chaft XV1): the upper ome, dangerous for
oil-consuming countries, is set by techoical producticn capabilicies and is
called "OPEC willingmess to produce”; the lower one, dangercus for

, , \
oil-producing countries, is the threshcld of "CPEC dissarisfaction" vhere

the sclidarity and discipline of OPEC comes under severe stress and vhe=n

prices might erode.

We made two simularions (Charts XVI and XVII). The demand
charges Implicit in a normal boom starting in late 1975 would become clezr

in winter 1976~77, when supply wourld be dangercusly tighr ard prices under

severe pressure. A boom starting only in late 1976 would be less

dangerous.

The 1975 Scenarios in Hindsight

As events turned out, economies developed mainly along the lines
of Constrained Growth in the recovery of 1976, 1977 and 1978, and we
wvere Introduced to the World of Inrernal Contradictions. What had been the
floor for long;Cerm economic growth expectations beféra 1973'nov-becama the
ceilifig. What turned out to be particularly fortuitous for_ Shell,
was that many managers gopk full cognizance of this nev slower gTowth era
they were now entering and hedged theilr business plaﬁs accordingly. The
leanness and restructurings that the 1980s would demand were thus ‘helped by &
beginning the diet régimen early. That Shell saw this new world earlier

than most could be seen by comparing the various energy forecasts made at

Issued as nart of the Conrce Matarial faor tha Dracticral Cranarin Dlianming Mameea
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the time. Shell consistently projected one of the lecwest energvy growth

paths for the 1980s.

-

There are two main purpcses of scemarics: one is to avoid
regre:f the other is positivevand creative——go see new strztegic opriomns
thar you were not previou§iy éware of. This positive aspect is in the long
rin-the -more important, and will be developed more fully in thé‘conclusion
to this paper. But let me add here that, despite the fact that the "Boom

and Bust''~-the most dramatic and (for Shell companies) dangercus of the twwo

scenarios—did not occur, the exercise proved useful enough for our

K
th

managers that short-term scenarios were prepared every vear thereafter.

K. MacMzahon 'of the Bank of England has so succinctly observed:

"No time is as usefully wasted as that spent guarding against
disasters that do not in the event occur.”
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CONCLUSTION

Scenariocs are clearly much mere popular in the 'wcrid of
"futurists" and commentators than in the world of decision makers.
Futurists have learned to creste "interesring" scenarios, but rarely omes
vhich attract more than passing Interest from decision makers. There are
important differences between scenarios which "tell a story" and scemarics
“.which are of real help for decision makers, "decision-scemarios.”

Scenzrios that merely quantify alterpative outcomes of obvious
uncertainties-——first generation scenarios—never Tai;; a management team tO
enthusiasm. Most managers do not like. to facglsuch alternatives. They
yearn for definitemess when dealing with the business environment, even
after they have had their fingers burned for rely%ng on past forecasts.
The same managers who are superb at deciding on alternative courses of
action vhere they are in comrrol often come unstuck when confronted with
alternarive futures they don't cbntrol and don't really understand. This
is partly cultural. Many  such managers developed their reflexes and
skills in the 1950s and '60s, a management era shaped by unusually high
predicrabiliry. To'be competent then was to know the right answer; it was
incompetent, unprofessional, to say, "Things could go this way, or they
could go that way."

There 1s & still deeper reason that causes many decision makers
to rejéct scenarios. The quality that most 1lifts managers to the top of
large organizations is their good judgment. They identify with ir and
trust it, their faith in it is a key motivation. Most scenarios confront
them with uncertainty where they cannot easily use that good judgment. .The
use of this ﬁest quality is denied them, and the tendency then isvto say,

"Why bother with all that scenario stuff? We'll go on as before." The

cotso e Nnard n (o4
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desire for a framework, within which ther can exercise their judgment, is
soAs:rong that.many managers continue to rely on forecasts, even though
they know that fcrecasts often miss majof turning points in their
environments.

Whét~ distinguishes 'decision-scenarios" from their sterile

namesakes is subrle. All too often this critical factor falls outside the

field of visicn of scenario designers: they don't even realize that it has

been missed!

Almost by definition, scanniné'the business environment and
cryst;lizing the findings in a set of scenarios deals with the world
outside the corporation, e.g., 'evéiution of demand, supply, prices;,
technoiogy, éompetition, busineés cycle changes, etc. " This 1is only a
half-trurh, and is dangerous because there is another half. Because the
rav materials cf scenarics are made from this stuff of “outer-space,” it's
not realized that something more is needed: ‘scenarios have to be made
alive for "inner-space,” the microcosm of the decisicn maker--this stage bf
the wirnd where alternatives are played out and where jﬁdgment is exercised.
Scenarios deal with two worlds: the worlid of facts and4the world of

perceptions.

Decision-scenarios explore for facts out there, but they aim at

perceptions inside the head of critical decision makeTs. Tbeirmiurposa is

to gather and transform information of potential strategic significance

nto fresh perceptions which then lead to strategic insights that were

previously beyond the mind's reach—-—~those that would not even have been
considered. This transformation process is not trivial; ir is genuinely
creative., It is an "aha!" experience. Scenario planning is a ‘discipline

for rediscovering the original entrepreneurial power of creative foresight
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n contexts of accelerated change, greater complexity and genuine

in
uncertainty.

In this concluding section of the paper, we look f:'.r;':t at some
"do's" and "don'ts" of the discipliﬁe: they a2ll derive from facilitating
the transformation process, in particular when they appear at variance
vith common practice. Then we examine a key aspect which makes the

-discipline creative.

A Discipline

Decision-scenarios are pnot a mere range of possi‘bilities.'.. or a
sensitivity analysis around one critical variable... or an qptimistic case
and a pes.simistic ca-se... or a différex;xc mix of premises... or :Ln'teresting
stories of what could happen in the future.

Scenario analysis is a disciplined vay to _t_:_lz_:[._r_x_k__ about the future.
It demands above all an understaﬁding of the 'forces that. drive the system,
- rather than reliance on forecasts (that 1s someone else's;. understanding and
judgment crystallized in a figure, which then becomes a substitute for
thinking for the person who uses it). It is as different from relying on
forecasts as judo is from boxing: you want to use outside forces to your
competitive.advantage and mske them work for you, in orde; that 2 +2 =5
or much more. There is little or no power in merely accepting information
about an outcome (such as the future price _o.f cil, or the future level of
demand)v; the power lies in understanding the forces behind thé outcome.
For this it is fundamental that decision makers develcp their own feeling
for the nature of the #yste.m, the forc;s at work within it, the .
uncertainties that underiie the alternative sc;narios, and the comcepts

used to interpret key data.

T. P 3 - 13
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Scenarios structure the future context -into predetermined
elements and genulnely uncertain elements. 7The foundarion of decision
scenarios is exploring and expanding the predetermined: (1) events
"already in the piﬁeline," but whose consequences have vet tc unfold; (2)
}nterdependencies viéhin the system (surprise outéomes ofren arise from
inrerconnectadness), (3) trend breaks, f.e., unfoldings that cannct
continuc, and (4) the "impossible," One of the most usaful structurings of
decision sc;narios is to focus on and rule out the impossible events;
decision-scenarios usually deny much more than they affirm.

Contrast the 1971 scenﬁrios‘(p;;ll) with the1973-scenarios (p.
37): a major diffefeﬁ:a is the work done on the pr;determined. The first
set covered the rangé of pessibilicies and inéluded everything believecd
plausible. The second set ruled out ever-increasing demand and low-priced
oil; it said that muddling through ;ns not on, that alternative fuels could
not come ca the rescue; and so forth. The difference in these two scenario
sets was pfimarily the “amount of work done on exploring and expanding the
predeternineds. A set of scenarlos which stresses uncertainty only, that
is alrernative developments, is like a tree without roots; a viral part is
that which is common to all of the scenarigs, the predetérmined. -
. Scenarios acknowledge uncartainiy and aim at structuring and
understanding it, not merely by criss-crossing variables arnd preducing
dozens or hundreds of outc&mgs{ but py creating a few alternative and
in:erﬁally consis;ent pathwéfs iﬁt; the future. . Neither are;decision
scenario; a éroup of quasi—forecgsis, one of which is likely to be the
right one. - Instead, declsion scenarios de;crib; different~"woylds", not

just a different outcome of the same world. Never mere than four (or it‘f

- becomes unmanageable for most decision makers); the ideal number Is

Is i 3 .
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") + 2"——i,e., the surprise free implicit view (showing explicitly vhy and
where it is fragile), and then two other "worlds" or different ways of

seeing the world, whose "logic" or main theme focuses on the critical

uncertainties.
-]

The peint, to re;eat, is not so much ;o have one scenario which
"gets it right" as to have a set of scenarios which illuminate the major
~ forces driving the system, their interrelationships and the critical .
uncertainties. The purpose, in short, 1s to help decision ;;kers sharpen
their focus on key questions about the environmenf. and to aid them via
additional concepts and a ticher language syst&m througﬁiﬁhich to exchanée
.ideas and new data.’

The most dangerous scenario design is three scenmarios that

deécribe alternétive.cutcomés aléng one dimension only, because many
managers cannmot resist the temptation to identify with the middle ome as a
"base lin;" and treat it essentially as a forecast. A scheme based on two
scenarios raises a similar tisk if the two are easily seen as "optimistic"

~-gnd "pessimistic.ﬁ Reality must be somewvhere between, and could easily be
seen as "splirting the difference"—an pﬁtccme not very different from
starting with a sinéle line forecast. ‘

‘ What is .characteristic éf decision scenarioé is thar they focus
at the end on critical uncertzinties possibly very different {rom those
vhich seemed "obvioﬁs" at the beginning. It 1s characteristic also that,
despite this focus on uncertainty, they do not paralyze decision iakers.
Rather, the deeper understanding of the risks that is gained often mak;s
the decision maker capable of gonfronting apparently greater risk.

Scenarios are also an effective device for organi:iﬂg ; variety

of much seemingly unrelated information, econcmic, technological,

Issued as part of the Course Material for the Practical Scenario Planning Course
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competitive, pelitical, societal--some quantitative, some qualitative, and

translating it into 2z framework for judgment (in a way thzt no model, for

.

instance, could do).

Important:

A planmer who tries to ‘develop a sert of decision

‘TTk¢enarios without knowledge of his decision-maker's microcosm
and deepest concerns is attempting an impossible 3job. Whem
the scenarlos described in this paper were done, we did not
fully appreciate this. We were lucky, however; our managers'
concerns turned out to be precisely those we were dealing with
because of their magnitude and obviousness when they.were
developed. Llater, we learned techniques of interview to find
out the-deep concerns of managers, and to''illuminate the
existing decision-framework. Now, the interview discipline is
one of the first steps taken when starting a2 scenario
exercise. : ‘

The decision—sgcqarios'desciibed in this paper were global or
'macro-;cenarios. f; do specific analyses of parts of the business, cme
‘develops "focused scenarios” custom-tzilored ground a-strafegié:issue. or ;
specific market or investment project. But you cannot sfart with suck
focused scenarios becguse you will alimost certainly wmiss key things, or
cast the focused scenarios in the wrong way. You must wide-angle first

get the big picrure, and then zoom ia on youf business specifics.

. Finally, scenarios are most effective when used wirh two othev

tools.

Strategic Vision. ‘A clear,. structured view of what kind of
compaﬁyAyou want to be, which precedes vhat you want to do (investing,

divesting, penetrating a new market, etc.).

. Option PlanningL In most planning apﬁroaches, strategies are ’
"forward om a single line (which i1s more dangerous even than single line

forecasting), and options~-if there are any-—are merely straw men, not I&

s m——— - o—— = o s o - -
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;ptions. Option planning is a discipline to be practiced both at the level
of A‘.;\.‘tsiness units and at corporate level, in which all opticms are put
forward on a neutral, noradvocative rwode,

T The purpose of this combined approach is "option genmeratiom." If

the scenario process does not bring about the emergence of strategic

opticns which were previcusly not even comnsldered, the process has been

sterile.
Chart XVIII
Global Scenarios Specific ‘Scenarios
o= focusing (project/issue

—— focused)

insights ’ C )
feedback

\ (footprints)

Option
Planning

Strategic g Option
Vision Creation

. insights  The World of relativity
| / . at the right scale
s of observation
- Competitive Pasitioning

Scenarios and the Gentle Art of Re~perceiving

"Genius, in truth, means little more than the faculty of
perceiving in a nonhabitual way" (William James).

It is well known that companies differ greatly in the effective-

ness and speed with vhich they can transform the potentialities of
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B ' ‘ . :
5 scientific progress into innovation (that 4is, pew products or new

the effectiveness and

ol ..
B processes). Similarly, im times of rapid change,
speed with which companies identify and trams ‘om information of strategic

L
i
o
i
I

: !
L significance into strategic ipitiacives can differ just as much. Today,

Unless parcicular care is taken over this prccess, really "n

Do v St =

is capacity is obviéﬁsly critical. _ ’ E

1
{nevel) information that is outside the span of expectations rhv not

penetrate the core of the mind of a2 decision maker--that intimate stage of

the mind where possible futures are rehearsed and where judgment is g
‘exercised,

There are many well-documented historic gkamples: Stalin, afcer

concluding the non~aggression. pact with Eitler in 1939, was so persuaded

that the Germans would not attack as early as 1941, and certainly not

’ withour a prior ultimatum, that he ignored 8% warnings that "Operation

Barbarossa" was about to be launched. According to Barton Whaley in

Codeword Barbarossa (M.I.T. Press, '1973), these included warnings such as E

personal communications from Churchill, from Soviet spy Richard Sorge in

the German embassy in Tokvo, withdrawal of German merchant skipping from }

Soviet ports, and evacuation of German dependents from Moscow. Pearl

Earbor, as documented by R. Wohlstetter, is enother such case.

fundamental problem throughout this inrelligence failure was '"noise," thei

massive volume of signals, "To discriminare significant sounds against

1
| . v
! : this background of noise, ond has to bé listening for something or for onei

I
: - . of several things... one needs not only an ear, but a varietv. of hypotheses

that guide observation."™ .(R. Wohlstetter: Pearl Barbor Warning and

Decision, (Stanford University Pteés, 1962), emphasis added). It is 'j

: ’ revealing that the Japarese commander of the Pearl Harbor attack, Micsuo™

; — —
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Fuchida, in his different microcosm was surprised at achieving surprise and
aske¢, "Had these Americans mever heard cf Port Arthur?” (an episzcde famous
in Jazpan where the Japanese navy destroyed in a surprise attack the whole
Russian Pacific fleet at amchor in Port Arthur).

Cases in the busiﬁess'vorld are, for obvious reasorns, less well
documented. The author could personally cbserve the French steel industry

' the tanker market  btefore and zftrer the first oil

vith the "¥0S project,’
shock, petrochemical investments in Zurcpe in the seventies and a large
American car manufacturer's misinterpretation ancd dismissal of Japanese
competition ducing a good part of the 'seventies.

In ali'of these cases, -2 number of managers were involved (not
just ome individual), thé inappropriarce behavior extended over several
months or even years (unotr jist a one-time error), and the stakes wvere very:

high. They were all crises of perception——inability to seze=-and not cases

of wrong strategic reasoning. Withip the context of the view of the world
these decision makers persisted in, their strategy made sense; scmetimes 1t
was brilliant.

In our times of rapid change and discontinuiry, these crises of
perception-—the 1inability to see a novel reality emerging by being locked
inside obsolete assumptionsFahzve become the main céusé of strategic
failures, particularly for large and .intermally well—qahaged companies.,

While failures are clearly visible, opportuﬁities missed by not

T seeing them in ‘time are probably Qore'important.. "The great;st danger in

times of turbulence is not the turbulence; it is to act with yesterday's

logic" (Peter Drucker).

The following graphic example illustrates, at the most elementary

level, the process of persiiting in seeing only what we are prepared to
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* decision maker and unfolding realiry.
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see. If omne sees z face, to start with (kelew), one can go a long wavw and

still sec & face. The important peint is: it i1s almost impossible to

out of an inappropriate mental frame while perceiving and

e:;periencing within it. As the Chinese proverb says, "The fish is the last

to know it swims in warter."

-

Central to decision-scenarics, where they succeed or fail, is the microcosm

of the decision maker: his inner model of reality, his organized set of

assumptions which structure his understanding of how and why his business

environment is going to unfold,.and what are .the critical factozs’ which

make- and will make for success. This inner model never:mirrors reality:

it is aivays a construct: microcosms are basically superior "simplifica-

they deal with complexity by focussing on what really matters.
In stable times (business-as-usual, more-of—the—same) » there will E

be a reasonably good match betveen the mental. model of a successiul

A little adjustment :ud fine tuning

will do. Decision-scenarios would have little ¢r no leverage here. - g
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But in times of rapid chsnge and incteased complexity the mental
model tecomes a dangerously mixed bag: encrmously rich detail and deep
understanding can coexist with dubious assumptions, selective Inattemtion

to altercative ways of interpreting evidence, and projecrions that are 2

mere pretense—blind spots and dead angles. It is here that the scenario

approach has leverage and can make the difference.

In such circumstances, a microcosm based on past experience and . .

prolonged by the usual type of forecasts .is inheruntly suspect and most

likely inadequate; yet it is almost impossible to break out of ome's world

view while operating within it. When ome 1s commitred to a certalz way of

framing an issue, it is extremely difficulr to see solu;tious wvhich lie
outside this framework.

Decision-scenariocs, by being alternative "ways of seeing the
world;" are a systematic method for bréaking out of this oné—eyed view. In

a proper sense, such scenarios confer a gift of second sight and can

achieve something very preclous: the ability to re-perceive realiry.

In times of change there is definitely more to see than we normally
perceive—more information potentially relevant to us lying around

unnoticed because, being locked into our way of looking, we £ail to see Iits

significance.
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3

2

It has been my repested experience that the perceptions which

emerge when the disriplined approach of scemario amalysis is practiced are

not only richer and substantially different in critical aspect from the

previcus implicit view. They are also qual;;atively difierent. The
process of converting information into fresh perceptioms has something of a
"breeder effect': it clearly generates energy, mq;h gore energy than .has
been consumed during the process of scanario anaiysis in termms of gime and
effort.. _

A mere "high""and"'low" around a base-line would never achieve
this conceptual reframing. The re-perception and discovery of strategic
openings which follows this bresking out of one's own assumptions—-many of
which are so taken for granted that one 1s no longer aware of_the$-is,
after all, the esgsence of entrepreneurship., Scenario planning, to~repeat}

*1s a discipline aimed at rediscoveriﬁg the original ent:eprgneurial power
of foresight in contexts of acceleré:ed change, greéter complexity and

genuine uncertainty.
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It is precisely in these contexts--nct in stabie times--thzt the

real opportunities lie to gain cowmpetitive advantage through scrzregy.

"Uncertainry, my friend. . .
. . .discontipuiry, mecn amour!

Ackaowledcement

The charts in this paper arereproduced with the kind permission of Shel
International Petroleum Company. The author would like to acknowledge the maxny
original contributions to the development of scemarios by his former Shell
colleagues--both managers and planners, and by members of that unusual unit
called Group Planning. The conceptualization of scenario analysis has benefited
greatly from discussion with Barvard Business School colleagues, in particular
3ruce Scott and David Bell. This paper would never have been written had it
aot been for the encouragement and editing help of Norman Duncan and Peggy Evans.
This paper expresses what the author has learned in the process; it should not
Se inferred that this represents Shell's current planning views or practices.

Issued as part of the Course Material for the Practical Scenario Planning Course




ul

£






