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Scenarios: The Gencle Art of Re-Perceiving

(One ching or ~o learned while developing Planning Scenairos for Royal Dutch/Shell

.
Scenarios are clearly far more popular in rhe world of "fut:urists" and comment:ato
t:han in the world of deci.sionmakers •.Futurist:s have learned to creat:e "interest:;l'
scenarios but rarely ones yhich al:tract more than passing int:erest: from decision­
makers. There are important: differences be.t:Yeen scenarios yhich t:ell a st:ory and
scenarios which are of real help for decisionmakers--"decision scenarios. II Scena
that merely quant:ify alterna'Cive out:comes of obvious uncer'Cainties (e.g. the pric
of oil may be $20 or $40 per barrel) are not helpful to decisionmakers. lo;lhatmay

t:he difference be~een such first' generatIOn scenarios and decision scenarios i~
the subject: of this paper. I'C is illusrrated by describing the evolu'Cion of the
planning process in Royal Dut:ch/Shell, where there is now a considerable body of
experience stretching over a decade in dealing Yith scenarios •. .
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SCENA.tl.!OS: THE GE;'TLE ART or RE-PFRCEIVING

(,

Introduction

Very fev companies today vould say they are satisfied vith the

~ay they deal vith an increasingly fluid and turbulent business environ­

ment. Traditional planning used·to be based on forecasts, vhich ~orked

reasonably veIl in the relatively stable 19505 and 1960s. But since the

early 19iOs, forecasting errors1:;ave become more frequent and occasionally

of dramatic and unprecedented magnitude. It .is not that forec ..sts are

al~ays vrong, more often then not, they can be reasonably accurate. This

is ....hat makes them so dangerous. Forec:ast:,l;a,re usually const=ucted on the

assumption that tomorrov's vorld vill be much like today's. True, the

....orld does ~ot alva7s change, and forecasts York for a vhile. But sooner

or later they fail-and just vhen they are .needed most: they fail to

anticipate major shifts in the business environment vhich can make vhole

strategies obsolete (see box: Tvo "a fortiori" examples).

It is likely that managers in most industries have more than once

had direct experience of hoY badly vrong forecasts can now be. On this

point. there is probab~y a large consensus.

My thesis-on vn1ch agreement may be less general--is this: the

\,;ay, to get out 'of our problem is not to look for .better forecasts by

pe~fecting our techniques, or trying to hire more or better forecasters.

There are just too many forces a't York to hope to get "the" right.forecas't.

Major changes have occurred in areas that vere believed to be not a't all

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

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

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

behaVior.
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Fev areas hnve.seen such a concent=~r.ion of the best tech
niques, and many of the best brains in the prof~ssion, as short-ter
macroeconomic forecasting in the U.S. Stephen Y~cNees, of the Feder
l{eserveBan'}r. of Boston,' has been analyzing the track record of the l
best kno'W'U economic forecaster~. since 1970' (Ne\1 'Endanc Economic
Reviev, November 1983). During more than half this period, forecaSt
vere quite successful. But. on four occasions, the magni tude' of errc
\1as sizeable. MacNees observes that:

":Forecasrs made from 1973 through early 1974 initially di(
not foresee the recession, and later misinterpreted the
severe recession a.s an Itnergy spasm'."

!.:__-."r".~--.

":FOT'ecast:5 made from mid-1977 through e~rly 1978 did not
cs.pture.1:he acceleration of the 'inflation rate in'1978 ane
1979."

"Forecasts made in 1981 and early 1982 unde'restimated the
severity of the 1982 rece.ssion, and the deceleration of
inflation that accompanie.d it." In the summer of 1981,
atCcord::Lng. to Mac-~ees, the median forecast had predicted 3.2
groV'th in U. S. GNP for 1982. Instead, the economy plunged
into a deep recession, v1th a GNP decline of 1.8%. As the
journalist Warren Brookes cO'lIIlIlented, "This is like
forecasting partly ,cloudy, and getting a 10-inch snO\1 ston
instead. After all. in econ~c~ as in meteorology, it's tt
ability to predict stomy change that makes forecasting
useful." .

Many business cases illustrate a similar phenomenon in longer-tu'::u.
forecasting.'Ih1ll oil' indult:1:j"--vhich, prior to 1973, enjoyed the
steadiest grovth of all major industries-is sti.lJ. living v1th its
=ailure to anticipate the turbulent changes thAt: have occurred since
then. Here is one major oil company', (not Shell) fOLecast of 011
demand, made u late as 1978.' The e,;a.mpi. is chosen because this
company alloea-t:es ~iIIOre resources to an~y%1ng the furore environment
than most complUlies do and is vell respecte.d for 'its ,professionalism.
Yet note h~ far outside. the forecast demand range reality (the red
line) proved to be •
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r.,e only ~olution, I believe, is :0 accept uncer~ainty, try to understand

i: ane make it part of-your reasoning. Uncertainty today is not just an

occasional, ~emporary deviation from a reasonable predictability; it is a

basic structural feature of the business environment. Therefore, the

method used to think about and plan for the future mus~ be made appropriate

to the Dey nature of the business enviror~ent. :be Royal Dutch/Shell Group

*of coc.p2nies has learned that decision scenarios are such a method .

.Ac~ording to former Group ~~naging Director Andre Be?ard: "Ex?erie~ce has

taught us that the scenario ~echnique .is much more conducive to forcing

people to think about the fu~ure than the forecasting techniques 'Ioie

fOPrcrly used" ("'Worldoil and Cold Reality," Harvard Business Reviev,

November 1980).

Some planners say they kno~ all about scenarios, that they have

tried them, but their companies did not like the~. I vould ansver that

.~th ~JO points (~hich~ll be develpped at length belOY:

Host scenarios merely quantify alternative outcomes of

obvious uncer:~inties (e.g., the price of oil may be $20

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

*1:r this paper I use the vords "Royal Dutch/Shell" or "Shell" to describe
the Royal Dutch/Shell Group of companies J or sometimes as convenient
shorthand to describe the management and planning functions vithin the
central service companies of that Group in London and The Hague. Usually I
should be taken as. excluding Shell Oil Company J U. S .A. 'IO'hich-as a
majority-o'lO'Iled public company in its ~ right-has undertaken its O'lO'Il
planning for its 0W1l operations. I also use ~ords like. "company" as
shorthand vhen 'IO'hat is really described is a complex group of companies of
va=ying degrees of self-sufficiency and independence of operation, most of
vhich 'ar~ obliged to plan for a future in their o~ national economic and
political environments as vell as to be an integral part of the Group of
vhich they are members. I vould not like to 'mislead anyone into thinking
that anyone person, manager or planner is able to have a clear vjeY of i~
all.

Issued as part of the Course Material for the Practical Scenario Planning Course
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Scenarios can be successful;" in

we call them "firsc generation"
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decision makers •

involve management. top and mi~dle, in ur.derstandin~ ~d

planning process.
" ': ,"

struc:turing uncert:ainty only wen (1) they an D:s'ed on a
il ., .

sound analysis of reality, !!:.!!. (2). they ch~ge the '.

decision-maker's assumptions about how the "~{d vorks':a.nd

compel him to change his i.ma.ge of realiJ This is
.z

, ,"

di£farent--and mora--t~ simply de.ign~good seenarios.
/1

A v1l1ingness to face uncertaincy and ~ understand the
. ; .

inciJ:n.a.tely than would be the' case in the traditional

.. .
forclU driving it req,v.ires an. &1J:z:olift revolutionar,:,,,. -

transformation in a large organ~z..a.tion.

transformation process is as

of the scenarios themselves.

.,'
'.:

1mpori~1:"..I,.

'".'
Whac~'makeS the difference between first: ~~eration scenarios and decisionll

Good scenarios are not enou~h. 'Io be effective, they mu£t

anticipating the unfold:L"1g business enviromnent much 1:,ore

popular yith futurists and planners than uith the managers

vho are intended to use them).

dif:ennt. ('Ihis explains tomy scenarios are usual::!.y more.

scenarios. As yill be seen, decision scenarios are quite

......

scenarios. and ho'll to achieve an int~.~ involvement of management in. thl

process. is the subject of this paper.! It is illustrated by describing th~)
J. " . , . , "

evolution of the pl~ning process ~~Sh~ll, where there is nov a conSider-_

able body of experience in dealing!vith sce~~rio8. As you ~ll see, the'
!

.r Bconcept a::J.d the technique va a.rrived at after some 10 years is ...ery I
; I ..r
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II di:ferent from that vith vhic~ we began--mainly bec~use there ~e=e some

highly instructive surprises along the Yay .for all conce~ed.

Predeterminec Versus Uncertain

I used th'elr. t.1i thin the conceptual framevork of "predetermined" elements.

Ganges River basin, one can an'ticipate rith certaint:y t.hat, something

mean those events t.h.:l.t have already occuned (C'lr t.1hich almost: cer::ainly

Faul Valery, the

That. too', is our

;;"f _.::"'.

~+.en all its elements are predetermined. By predetermined elements. we'

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

This careful sorting out of the predetermined elements, this

Strictly speaking, it is only possible to forecast the future

foothills of the Himalayas.; in Allahabad, three to four days later; and at:

' .. ,>- • .'::•.•~1l ~'h,

extraordinary vill happen rithin NO days at: Rishikesh. which is at th'e

gazing. It is simply recognizing the future implications of the' rainfall

Benares. tvo days after that. This is not fort:une t.elling or crystal-ball

that has already occurred.

identification of vhat has already happened. is basic to serious planning.

But great care is needed t.1ith the predetermined.

pernicieux qu I un mauvais raisonnement:." (A poorly observed fact is more

twentieth-century French philosopher said, "Un fait mal observe est plus

treacherous than a faul'ty train of reasoning.)

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

,will occur) but whose consequences haven't yet unfolded. For ex~ple. if

I
'"~'I

I
I
I
I
I
I
Iii h
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I
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noe so much from faulty ree~oning but from poorly, insufficiently observed

facts.

There are al""ays some pre.dete'I':l1ined elements. But seldom arp.

there enough of them that a single-line forecast vill suffice to hendle thp

residual uncertainty. And a single-line forecast for a situation that is

not fully predetermined is an intellectual ·~indle: decision makers facing
:---......."....,-.._-
uncertain situations have the right to knov hov uncertain they-are. Many

decisions vill alvays remai~ some kind of a gamble, but ie is dishonest to

lead a manager to believe that 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

svept under the carpet.

Bov Scenarios First Came to be Tried

Mechanical Planning Once Sufficed

':Ale- evolution of Shell's planning proceSl:les .{rom 1945 to 1980 is

outlined in Chart I. For the first ten years, in the aftermath of the

destruction of World War II. the planning needed to be physical only: the

compan~ obviously had to build nev production capacity. tanker~. depots.

pipelines. and refineries. The main challenge vas to coordinate properly

and schedule nev facilities. A PERT approach to planning could be. aDd

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

1 r:_. ....L_ "rI. .... .=....;_1 C" =_ n1 : __ r'_ ...... It".o.
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At the same time, Shell vas introducing selectivity in its

Steps in the Planning Approach in Shell 1945-1980

Mainly "Physical" Planning
Project Planning + Selectivity
Unified Planning Machinery
Year-2000 Study initiated ..
Horizon Year Planning Exercise
Experimental Use of Scenarios in central offices, London
Introduction of Scenario-Planni~g

Introduction 0: ~edium-Term Cyclical Scer-arios
Deepening "Soc:etal Analysis". in P1.a:r:.ning
Deepening Geopolitical and Political' Risk A:-alysis
A Fresh Look at the Very Long Te~ + Development of ?lar~ing

Capabilities Inside the Group

In the next decade. 1955-1965, financial considerations steadily

1945-55:
1955-65:
1965-72:
1967
1969-70:
197~

1972-73:
19i5
19i6-77 :
1978-79:
1979-80:

evaluated.

In 1965, Shell introduced a nev system called, rather

marketing channels that:. vere most financially attractive. But no real

t:he prospective rate of re.turn· on any given project vere researched and

became more important, but primarily on a project basis: the economics and

production activities.

.
integ-;-ation of these proj ects vas being made back to the crude oil

pompously, "Unified Planning Machinery" (UPH) to provide planning details

to the refinery, all the vay to the gas stat:ion on the corner. UF.K vas a

for the 'Ilhole chain of activity--from the oil in the ground, to the tanker,

sophisticated, yorldvide system that looked ahead s~ years: the first

year in detail; the next five in broader lines. The system vas designed,

unconsciously, to develop Shell's businesses in a familiar, predictable

But six years vas clearly a close horizon "for a.n oil company,

given the long lead times for nev projects. Soon after the introduction of

Yorld of "more of the same."

. doW"lls t:.ream sales o'bj ect:ive.s. choosing t:.o develop those products and
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T~M. ~herefcre, a study to explore the business enviro~enc of the year

2000--and Shell's corporate position in it--~as initiated. The Year-2000

S~udy revealed that the ~amiliar, surprise-ire~ business environme~t of

continued e~pansion simply could not continue, not even until 1985. The

oil ~orld ~ould have to ~itch from a buyers' to a sellers' market, vith

caj or discontinuities in the price of oil and gr.:aau: changes in interfuel
:-~~_.

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

this study also signalled that major oil companies like Shell vould become

ex,::remely large. heavily committed and much less" flexible--a1most

d~osaur-like. And dinosaurs, as ve all knov, didn't adjust rapidly to

sudden changes in their environment!

First discoveries about scenarios. The' discontinuity discerned

in the Year-2000 Study gener.ted a one-time exercise called Horizon Year

Planning (1969-1970). A dozen of the largest Shell companies throughout

the. vorld, along- with t:lle main ser'Tice company "sectors" in London and The

Eague (such as Erploration and Production,' and Marketing), vere asked to

look ahead fifteen ~ars. to 1985.

One of the participating" companies in the Horizon Planning

exercise vas Shell Francaise, for vhich the author vorked at the time. We

~ere familiar vith the scenario approach of the Hudson Instit~~e and ~ere

interested in experimenting vith it~ France ~as a perfect testing gro~d,

for there vere tvo major uncertainties: the availability of natural gas

(recently developed in France and the Netherlands), vhich vas the only fuel

that could compete vith oLl; and the political uncertainty concerning hov

France vould manage its energy business.

France, at thAt time, operated under an oil regime that favored

French national companies and severely limited Shell' ~ carket share there'•

_'I .... !,! .#""'1 _

••..
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hO'loTever, had jus-t joined the Common Market and might have to change

its oil regime to conform to EEC policy. There were there:ore tvo options:

France's oil regime vould remain largely unchanged; or it vould liber~lize,

after the transition period provided by the Treaty of Rome. Co~bining

these tvo alternatives (Chart II)· rith the. major uncer'tainty on gas

availability gave us four-scenarios.

Char't II-

French Oil Regi~e

I
Large

NATURAL
GAS

AVAILAB II.ITY

Liberalized Same

Small 11.....- ....:.... --:

Here is vhere 'IoTe began to make some discoveries. Fir~t. the

a~ou~t of 'IoTork required would be almost quadrupled if ve prOVided 'the same-

sort of detail for each scenario that ve gave to a normal UPM plan.

Accordingly, it quickly became clear that the same level of

quantification and detail vas not possible -wen planning 'W:!..::h multiple

scenarios. Just as the logistics of supply for an army have to be adapted

to the type of 'IoTar being fought, the logistics for scenario plannin~

required a capacity to deal easily and quickly 'With alternatives. without

it, the vhole process can be paralyzed by this bot'tleneck~ In prac'tice,

this mea~t either developing flexible simulation models or. having a number

of specialists in key areas capable of rapidly assessing the conse~uences

Issued as part of the Course Material f~r the Practical Scenario Planning Course
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reco~endation.for such a t~e-consuming planning process!

In emphasizing only

certainties, some inEvitabilities amid the complexities of the situation.

. .
the vay out vould appear to be those already obvious solutions (in te~s of

i~sight. The simple array of obvious uncertainties was a kind· of trap:

French government control could stay as it vas or be liberalized. Herely

uncertainties did not help much with decision making. It was known

Another realization vas that simply ccmbining obvious

capabilities vere needed.

of different alternatives in a given field. We later fcund that both

beforehand that natural gas supply to France could be high or low and that

suggested by this matrix design, the deeper understanding gained of the

"FRED:E:'I"E1Urr.NED ele.men1:s" and "trNC£R.1'AIN1'IES •"

We began to appreciate the !mp9rtance of additional. sor.tin&, out of

interplay of factors can lead,. p.arado-xically, to the finding of some

a useful search tool. By carefully studying ce.rtain 6f the elements

But ve intuited--we hadn't yet learned it--that we had discovered

strategies) which vera oftaan simplistic and unreconcilable--hardly a

develo.ped were merely "first generation scenarios." They vere._useful in

gaining more understanding of the situation so as to ask better ques,tions

and develop better "second. generation scenarios" later-that is

uncertainties, and only obvious ones at that, the scenarios we had

"decision-scenarios." This dmming intuition--confirmed by all later

experience--vas an avareness· of the critical importance of .. design.

information they contain. It is like architects who can create a vell- or

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

l .:a-- --

quanci':ying four Quadrants of Uncertainty didn't make for an.y g3in in

...
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poorly desi~n~d building, even though both use all the so~e materials of

construction.

Although the i::l.~t.ial attempt at scenario planning ~as not a

success. it vhetted our appetites. We believed the technique had promise

and vanted to continue using it to experiment vith second- generation

scenarios.

Horizon sees discc:ntinuity ahead. Meanwhile. the F.orizon Year.

exercise fully confirme~ the conclusions of'the Year-2000 Study. The most

important ones vere:

The oil market .......vhich had long -been characterized by
oversupply--vas due to Switch to a sellers' market.

Soon there would be virtually no spare crude eil supply
capacity in the secure, s~able areas such as North
America.

Inevitably the Middle East. and in particular the Arabian
. Gulf, ..ould be the bs.lanciilg sourca of oil supply. . In
order to satisfy est~ted Yor1d demand for crude oil,
some 53MM BID yould be required from 'this region by 1985,
compared to on.1y 14MM BID in 1970. (And this forecast
alloYed 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 You1d
bring a sha't"p reduction in the Middle East reserve-to­
production ratio. '

It seemed likely that this very sha't"p peaking in Middle
East production vou1d not in fact be alloyed 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 Yorld energy market bv Gulf
producers for perhaps ten to fifteen yean by
li~ting production.

Something approaching a sustained vorld'W'ide depression
vould be necessary t6 reduce the growth of demand for
Middle East oil to levels 'W'here the anticipated sellers'
market would be too veak to command substantially higher
oil prices.

T ...J
- .... _£ ....L_ ",..----- - .. 1Il'_ .... __!.1 1:' __ ....L_ 'oro. .a..! __ l "., ,;.._~_ ....... 1 .! __ If""t. _
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-.... .Ul of these cevelopments vould clearly have a major impact or. t~e oil

indust-::-:,; yet .in. the She11vorld. it vas business as usu.:al. (For eX2.::,:p::'e.

some long-term contracts to supply products continued to be mada at fixed

prices-as if the fundamental changes projected by the Horizon Study 'Would'

apply only on some other planet.

:----.. ... 0

I
I
I
I

Af ..er the Horizon Study 'Was presented. serious doubts 'Wer.e raised

about ih~ ..he UPH system's ability to provide realistic 2.ssumptior.s fo~ the II
planning process: "RoY cou!.d it provide the 'right' a.I:.s'Wer if the

forecasts on 'Which it is· based 'Were likely to be wrong?" In 1971,

therefore, it 'Was decided ·to t=7 scenario planning as potentially a better

frame'Work for thi::tking about the fU'l:Ure than forecasts-wich 'Were no'W

I
I
Iperceived as a dangerous substitute. for real thi."1king in times of.

uncertainty and potential discontinuity. But Shell. like many very large

organiz~tions. is a cautious company. During the first year. when scenario I
analysis vas done on an experimental basis. the UPM system continued in

operation throu~hout the company. In 1972, scenario planning vas exter.ded I
to Central Offices and certain large Shell national 0F~rating companies.

I~ the folloving year, it was finally recommended throughout the group and

UPM vas then phased out.

. Learning Scenarios

Our next task at Shell vas to find out hO'W' to go from a

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

action. Somevhat to our surprise, ve have found it a1'Ways a useful starting

point to construct vhtu: ve term. a "surprise-free" sCl!narin 0'1:' a "con-

sensus-forecast." The surprise-free scenario is built on tho! implicit

.,
Tot".r .... _....1 _ .... - __.. _£ ........... r_ .... _,._ ... .6_ .... __; ... 1 .fro. ......ho n"'~I'l...;,..,~l C".G"..""'.;,... '01 ... ".._; .......... r""' ........"".o.
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vievs of ~he futuLe shared by most ma~agers. wnile it is often· the least

likely outccme, its inclusion enables them to recognize their outlook in

. the scenario package. It is thei!" entry~-theirbridge--intoth~ future:

vithout the surprise-free scenario, all pcssibilities may appe~r alien to

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

The 1971 First Gene~ation Scenarios

J;I The Horizon Planning exercise indicated that the existing ra~e of

g~o~~h for oil demand couldn't continue i~definitely; some break vould ha~e

I to come before 1985. Accordingly, 1985 vas chosen as the horizon for the

1971 scenarios. Another significant date vould be 1976, because the

Teheran Agreement of 1971 (vhich established the level of oil producer­

government taxes for OPEC) yas to be renegotiated at the end of 1975.

Four scenarios were then constructed (Chart I!!).

Chart III

1971 Scenarios

.,.-..

II

•
I

I II III IV

Surprise-free High Very Lov Demand Other Energy-
Scenario Govt. Take Intensive

Scenario
Lower De~nd Lcrwer

Govt. Take

Scenario I: A surprise-free, consensus scenario virtually lifted

:rom the concurrent UPM York It assumed median economic gro~h and led to

;in estimate of free world e.nergy demand in 1985 of 154MM BID

)il-equivalent. While this yas slightly higher than the 1971 u~M estimate

)f 150MM BID, it fitted ..ell vith managers' e",,-pectations at the tit:1e~

'" .. ..
- - ----- - .... _ ... - _.!! _1 ./!__ ""L ..... n .... .! __ l

.. - _._----
C" ..... :_ nl ...__ : __ r'-. .... _IOO""



Scenario II: Postulated a great 1ncrease--a tripl1ng--of host-
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because the U?M had been consis:er.rly unde=estimating energy demand.

orient~tion, 19i1 free yorld energy demand vas 78MM BID).

(For •',
,'C'

•governmen~ tax take on the occasion of the renegotiation of the Teheran

Agreement at the end of 1975, a.nd further increases later. These

.....

assumptions of much higher oil price would result in lower ~conomic gro~th

:aircienifrgy aI:.d oil de1:land levels than those seen in the surpi":'se-f=ee

scenario.

Scenario III: Trea.ted 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-growt:h

. scenario premised an economic grOYth rate only half that under Scenario I.

International trada wouJ.d also sloy dOYn due to the loyer gro~h and

because the same attitudes Yould manifest themselves as nationalism and

protective tariffs. Lov oil d~d vould limit any' oil price'rises, and

p'roducer government take would ·incral!.slt less than in the surprise-free

scenario.

Scenario IV: Postulated that demand for coal. and nuclear energy

would grow at mucb increased rates. mainly at the expense of oil. Other

premis~s were kept similar to those in the surprise-free scenario.

All four of the scenarios assumed that the tv:: take of the

producer governmer.ts vould bit increased at the Teberan' reI:.egotiation

scheduled for the end of 1975. The assumptions are depicted in Chart IV.

The range of free-world energy and oil demand in 1985 for the

four scenarios vas:



scenarios as useless--and indeed t:hose are.

3.7

,..----- -t'" .. 1~ _

~ BID Oil-Eauivalents
Scenario ! IV II 1-rJ._

'Iotal 1985
Energy Demand 154 154 141 120
Sup'Olied By
Oil 87 75 63 56
Coal/Nuclear 36 47 47 35
Hydro/Natural Gas 31 32 31 29

As is evident, the range of e.s timat:ed energydetland vas fairly vide, from

And yet this group of Shell managers vas highly er.perienced in

l~O tC' 154MM BID. 'Ihe range C'lf oil dema=.d vas even vide:,. at 56 to 871-.!l'!

BID.

~uantifications of the obvious uncertainties, and vere sure that the range

This set: of scenarios seemed reasonably Yell designed, and vould

fit most definitions of vhat: scenarios should be. It: covered a vide span

of possible futures and each scenario vas internally consistent.

It is this point: vhich many companies reach in their efforts to

~nen it ..as presented to Shell's top manngement. the problem vas

could be taken from considering this material. 'Irue, ve no.. had useful

of unce.rra::'nties then considered relevant vas reasonably yell covered. But

the scenario~ were still useless for decision makingr

use scenario planning, vhere t:he reaction of management must be similar:

take deal vith exploratory drilling, a true uncertainty since you never

~ov vhat is there until you drill. They are used to deciding ..hethe. to

dealing with risk and uncertainty. For example, many of the decisions they

."50 what:! 'What do I do vith these scenarios?" Many compar;ies then abandon

risk $5 million or over $50 ~illion on exploration projects, ann even to

. the same as ~ith the French scenarios: no strategic thinking, or action
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Chart: IV

Produc~rGovernmer.tTake 1970-1985
(cons rant 1970 dollars)
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grips yith them.

comparisons vith similar geological structu!'es, vays to spread t:"e risk

Our manngers had no basis on ·Yhi.ch to exe:,cisct~e ray uncertainties.

woat, in time, we came to lea~ vas that these first-generation

the nature of these uncertainties and to structure yays they could come to

their judgment. The task for us vas to davise yays to help them uneerstane

that yere very familiar to the decision maker •. Eere, ye had just presentee

needed structuring. In oil exploration, there vere theories to call on,

SCI different about the uncertainties of scenaZ'ios? Ouite simply, they

di$~inguish be~~een these risks, say in Brazil or the North Sea~ wnat ~as

..
• .• ..... - C' .... 1_ - ,... ..... ----- ... ,_ ......... _=_1 &__ ...1-..0. 'D".~,... ...;,,~1 c"o...... "3 ..... ,n. "Pl~.,:..,'I"\;'I"\O r.n.ll ....C'p

tbe furure conte~t. With that done ar.d some of the predetermined elements

scenarios are always learning scenarios; tbeir purpose is not ac~ion, but

to gain understanding and: insight. The first-generation scenariCls map ou~

aim is to perceive more clearly the connections be~een various forces and

identified, you then push to find others not obviously predetermine~. The

events driving the syst~, and this understanding of the interrelatedness

of the system shoys that: some apparent "uncertainties" are really

not possible under any ~easonable set of assumptions.

Thus, our explora~ory scenarios became good search tools. They

had yet to become effective planning devices, but without tbem we Yould

"predetermined." In this way. ye learned of many outcomes that were simply

have been unable to develop the ne~t generation of scenarios •

. concepts to use, an organized body of geological and geophysical analyses,
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Ex~anding the Predeterreineds

The !rian~le Study

Our next step at Shell was to look more closely at the principal

actors in our business environQent: the OIL PRODUCER COUNTRIES, the OIL

CONSUMING COUNTRIES, and the OIL COMPANIES (see Char~ V). !he roles they

would play would be dete~ined largely by their over~iding conc~~s as

II
II

PF..od~~r;;.• - consu:::ers and cox:::mercial interests; but there would he very

significant differences in behe..... ior 'loti thi::-. each group. Ka ur:ciertook the '11
Triangle St'.Jcy to understand better the ch'aracters in. the drar-<"l <lnd the

behavior they would unconsciously- be compelled to display "\O'hen the

discontinuity we saw ahead .began to unfold.

Producer coun tries. l<le analyzed the maj or oil-producinF; II

"

I'

countries one by one~not just OPEC·and non-oPEC producers as groups--to

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

interests vould differ from those of Saudi Arabia or Nigeria, and "\O'e

"\expected that their strategies vould shov corresponding differences.

Our analysis of Iran is shovn in the tva panels of Cba-r!: " •

.In t;he lower panel. Iran' 5 qil production, as i1:S share of

projected oil demand under in the four scenarios just described. is shovn.

~e had expectations. too. about Iran's discovery rates and additions to
'.

reserves (the shaded areas in the lower panel indicate the range)~ Fo-r ,the

T ,.. ...... _...J _ _ _ __~.... _ L! ..... 1_ _ "'" . _. .......... . 'I to .....1._

II

II

II
II

I

~
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first five years, ~e expec~~d ~he induct~ ~o find mere ney oil t~an Iran

Yould be producing under any of our four scenarios and, hence, reserves

yould gr~. For the s&cond five yenrs, ~he reverse Yould be t~ue and

reserves would fall.

R.eserve/?~oduction :ra~ios would be dropping rapid:i.y in all

scenarios (upper panel). This, we felt, would be viewed with considerable

al';ii";-ST';;~ it could signal the vi:::~ual ending of Inn's oil ~Xpor:

capability by the end of the century.· Our cor-elusion was that Iran Y~cld

strive to change its oil policy fram one of expanding ~roduction. to one of

increasing p=ice and possibly curbing production. This change in policy

yould s~em not fromii:1iy anti-'\oi'es~ern attitude, but simply from the lo~ic of

national interest inherent in the .ituation. If we Were Iranian, we would

behave the same.

The Saudi Arabian situation appeared to be very different. Its

production under the four scenarios (lo~r panel of Char: VI) would ~ead to

the revenues' shown in the upper panel. All scenarios except the gloomy,

low-gro~h III, called for production levels that would generate much more

revenue than Saudi .A.rabia could spend in purpose.ful ways (ADsorpt;:ive
-t:' _ ....

Capacity). Even allo'lol"ing for some of the surplus to be "manageable".. .....

doesn't change the basic outcome. Nota especia!ly that the surprise-free

scenario had the Saudis _producing 20MM BID by 1985--yhat.might be terme~ an
. .

oil-company logic but politically an outcome difficult to believe. Produc-

tion levels sufficient to meet the national revenue needs are spotted on

the lover panel in red.

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

oil-company logic. Accordingly. ve vere not too surprised yhen Sheik Zhaki

Ahmed xamani, Saudi Arabia's ~~nister for Oil Affairs, later said:

I.,
I
\.

.. __.•
_11 ~ __ ,.,_... _ .... _
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Chart VI
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Inab:'lity to spend our surplus income inside our Olo.-n

countr:'p.s yill lend us to reconsider the value of keepir.g cur
revenues in the banks and realizing interes t on them as
compared Yith the appreciation in the value of our crude oil

. if it yere to be left in the gro.und. We should find tha t
leaving our crude in the ground is by far more profitable than
depos:'ting our money in the banks. particularly if ~e take
into account the periodic devaluation of mlIny of the
currencies. 'I'hi!i reasseSS1!lent ~ould lead us to adopt a
production program that ensures that ve get revenues ~hich are
adequate for our re~l needs.

Platt's Oilu3m. 10 Feb. 19i'Z'

Each of the producer countries could be analyzed in the same ~ay.

according to their oil reserves and their need for and ability to spend

their oil income productively. lYhQn arrayed in the siu.ple matrix of Chart

VII. the' po~er that yas to become OPEC. emerged clearly: no natior. had both

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

If an Indonesia. vith its 150 million people and enormous need for funds.

had the reserves of Saudi Arabia~ the surprise-free scenario might have

been on. But such vas not the case. (Some day. the' Soviet Union might

find a place in the fourth quadrant--but at a much higher price than the

1971 ~evel. since most of Soviet potential oil vas expected to be very

cos~ly to develop.)

Consuming countries could also be expected to behave in different

~ays. d~periding on their circumstances. when the discontinuity crisis vould

come. Oil import groYL:h vas already a Yell-establi~hed phenomenon •. yith

imports rising annually during the late·1950s and 19605 by about 1MM BID.

and then in the late 1960s at 2MM BID (Chart VIII). But no~. grovth in

consuming countries r imports vas foreca.st to jump .to 3-4MM: BID per a'Cnum.

under the "surprise-free" scenario.

T ............ _...JI .... .... _I! ...L_ If""l ...... _ .... __!_1 ,C __ ....L_ ...,. ..... .! __ 1 ..... ~_.'!_
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Chart: VII
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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 nov imported oil not onl)1 had to match cemand growth but

falling domestic production as yell. Natural gas vas not able to take up

the slack because regulated price had discouraged its supply and its

production vas also in decline. Coal production could have been readily

:-i~eased, bue: its 1.:.sa:· discouraged by en',i:::onmenta: conceos, 0 by anrple

avail~bility of cheap imported fuel oil and by nuclear pover's perceived

future in electricity generation. Because of the large demar.d base in the

U.S., vhen a 3%-4: increase in energy'demand had to be met solely by

~ported oil, the U.s. share of oil import grovth alone vas more tha~ IMM

BIn.

In Japan-.....hich vas then like a new continent emerging on the

vorld economic map--the phenomenon vas somevhat different. In 1~53, at thl

end of U.s. occupa.tion, J'apa.nes~ :f;udulltrW production was 40% of 'the ,

U.K..'s; in 1970, it vas more than double. The country vas gro'W"ing a't 11 tl

12 percent a yaar, vi'th oil demand gro'W"ing at times by 20 percen~ a year.

This large oil dependency, combined with Japan's rapidly gr?ving economic

size, create~ huge increases in the nation's oil imports.

Insight and "soft" in.formation 'W"ere as important 'to us as these
'0

quan{ifiable data. For example, the Japanese alvays become ~io~s vhen

there is any risk of critical impor'ts being denied them. Their psyche

would be par~icu1arly tes'ted abou't any tension over oil supply. Further-

more, they would project onto mul'tinational oil companies the rype of

behavior their ~~ companies vould normally display in a crisis situation

being loyal cn!y to the home country and ignoring the rest of the 'W"or1d.

This 'W"ould add to the pr~bable overreaction to tension OV~T oil supp11~s•

.. -_ ..-:.-.:! __1 .! __ ",_ ..... _ .........
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of the UNCERTAINS. we looked at:
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examined three vays in vhich circumstAnces might develop:

"

"

, ......

" ,

Inter-Fuel CC'alpetition and Row This ~ight be Changed b)'
Higher Oil Price.

A2 vould have governments intervene to solve the problem,
ehe dirigiste solution;

Al ',vould be a private-enterprise solution to the emerging
energy shortage;

In September 1972. we p~esented to Shell's top management an

maker's ;:z.ttention, and help him cope with the coming discontinuity and

understand the forces driving the syste!ll. ' Could we now tackle the 1971

'Wi:h all of these "buHding blocks," we '\Jere beF;inning to

Construction, Already Co~tted to, in Refinery, ~~rine

:_~~an~ Market Facilities.

Changing "cut of the Ba.rrel" (the yield of gasol:"'''1e and
light .fuels versus heavy fuel) as Driven by Changing
Inter-Fuel P=icing.,

Possible Reactions of Consumer Governments to Higher Oil
Price (:Free Markets vs. Dirigism).

..

The A-family of scenarios postulated the discontinuity and then

scenarios again and devise a set of scenarios that would catch the decisiol

thnt might provide a proper framawork fo~ decision making, but: we realizec

focus usefully 011 :l..ts uncertl:l.iutle.s?, ';,'e.novfeltwe could design scenario~

that ve would have a formidable commuuica~ions task.

array of possible futures, gathered in ewo families, A and E. }~1 of our

analyses had pointed vith great likelihood to the early sur'facing of a

major discontinuity, n~ely, the ~pending ~carcity of oil ~d nn ensuing

sharp increase in its price. Yhat appeared "uncertain" ...·as its timing

different actors would. respond to it.

!he 1972 Scenarios

(although it co~ldn't be too many years Avay) and, more particul~~ly, how

....
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assistance to Israel.)

,I

- 1 )

I
1)'·1

;':/:
,';

(In reality, the discontinuity came in th~ fall of

In any case, the awal'eness of an impending energy gap constituted

?I"ice agreement.

, ,o_J.cy.

: night also come about if these nations announced a ~radual decl'ease in

roducing countries' imposing a limit on the amount of oil they produced.

heir awareness of an impending imbalance betveen demand and supply of oil.-

~976, vhile the others would be reluctant to increase output further due to

Moderate economic growth was assumed through 1976, with g:::-o....-ch

~as i=posed after the outbreak of the Israeli/Arab war in react~on to U.S.

ehavior of both producing and consuming countries that would result from

The essential point in the A-family of scenarios was

A3 p'I"esupposed th.c.t soluticns would not be found early
enough, and an enerv.y crisis would result.

The A-fz.mily scenarios fixed the tim:!.ng of the discontinuity at

c~~ end of 1975, coincident vith the scheduled renegotiationcf the Teheran

nly the first stage of the pl'ocess. The most impo~tant consideration, it

~e rate of production growth, or if they gave advance notice of such a

1973--not yet caused by demand out~r.ning supply, but when the oil emba~go

;r enel'gy supplies and with greatly increased oil it::port bills, would

,xperience shock waves.

.
;Duntries oil prices would increase substat:.tially at the erid of 1975.

;~u~t=ies would be reaching the technical. limit of their capacities by

;heir inability to absorb the additional revenues. Accordingly, prodUCEr

'he discontinuity might arise from a situation of tension, created by, the

:ons~ing countries, confron:~d ~~th the possibility of physical shortages

:hereafter threatened by a possible scarcity of energy. Most ~i~-producing

'iscontinuity. Shell would have to prepare for a sudden change in the
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Bu t ho'lo1 cClu::'d 'l:e be

It''t_ ..... .!_ ~1 .! __ 1"" _.... - .... __~_1 ~__ ...L.- """'--_.... .! __ 1

These three sce:larios vould serve not only to challenge the

".

The A~family and B-family scenarios could then-be shovn as either

,---_•.r •

heard?

from our analyses. but they ....ere at sha'r? variance vith t.he implicit ......orld

The A-family of scenarios emerged as the most 1~y.e1y outcomes

'-1as felt:, ....asthe tiJ:ling and direct:'C11\ of t.he 'active responses to such

we therefore c-:eated a set of "challe:::ge scena::ios," tte

50

B-fami1y. Here, the basic premise vas that somehov. sufficient ene::gy

viev" the'7 prevailing in Shell. That viev .as one of EX?LORE Jl_~ DRIl.l.,

supply vould be available. and as discontinuit.y of energy supply would

appear.

of the more comfortable business-as-usual aspects of the "vorld viev" so

assumptions underlying the A-family scenarios, but could also destroy many

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

pursued int:o the structure (Chart X-B).

many in Shell vere still operating by.

"I"tl' ............ .-JI .... _I: ....L_ ,-. __ .. _
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•
This might be a use:ul point tc.~e~ark ?a~enthetica117 abouc t~o

aspects of scena~ics that ~e learned onl~ l~ter. Six scenarios a~e far too
~any. The ideal number is tvo, ~hich highlight the princ~pal uncerta{nty
being focused on, plus the consensus o~ surp~ise-f~ee scenario.

Another insight later gained ,\;as the importance of naming ·the
scenarios. A vell-chosen name conveys to the decision maker the essence of
'\;hat drives the scenario; it also reduces the detail you must provide h~

and not only encourages him t~ fill in the detail (making the scenario
alive for h~) but leaves him room to do so.

:--~._---- _.
The B-family of scenarios. 'Wit!::' hindsight. t::e c=itical

I
·1

••
assucpticn of discontinuity for the A-scenarios lOOKS rather obvious. At •

.. . .

the time, hovever, it vas seen as quite the reverse. ~e believed in the

A-scenarios. ~e put them forvard very strongly as t?e most likely direction

of events. But they did represent .a maj or:r:~vo.lution inth1;"king for an

oil company-and many Shell manage~s (like their counterparts in other

companies) still vanted to believe in futures Yithout discontinuity.

The B-family of scenarios therefore described hov ~iscontinuity

might be avoided.

!l, ,\;as a protracted lc~-economic-grovrh scenario, requiring at'

least 10 years of lo'\; gro'Wth to force a demand fit to the oil supply

presumed available. While lo'\; grovrh had seemed plausible in the dovnturn

of 1971, by 1972 ,\;e could see signs of a coming economic boom. We did not

know, of course, the extent of this period of nbove-average gro'\;th, or that

gro~h in 1973 would be the most spectacula= since .the Kc=ean War. But·~e

could 'already see that our lov-gr~~h scenario. E1, was extremely unlikely:

it vould require an immediate and ~harp drop in the gro~h rate of the

'\;orld economy, vhich we had no reason to anticipate. . J:04'.oreover, the

negative cultural trends of the late 1960s in industrial countries were

'\;aning. Governments and the public perceived that rising ~employmen~ vas

T ..]I

••
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a proble:n and Yer~ consciously staeking g-:oyth. .1:.0, the 31 scena-:io,

premising very loY gr~~h for a long period, h~d lov credibility. HoYe~er,

it performed its function of highlighting the mujor discontinuity most

effectively. simply because it yas not.' a likely ....ay to avoid the

discontinuity.

~, a more impcrt.ant alternative, postulated a very hi~h su~ply

of oil. I."e called it the "three miracle" scenario,. because. it reqt:i:-ed.

three. e4tre~ely unlikely situations s~ultu~eously; First, it reGuired an

exploration and production miracle. Our original surprise-free scenario

had predicted a certain level ·ofdemand .. f.or oil. To meet· thClt demand.

:-apid 'development of Middle East.ern reserves and extensive ne.... discoveries

yere necessary. Our Exploration and Production sta=f believed that there

!.,

~as a 30 percent likelihood of finding the necessary reserves in each of

the oil provinces individually, but: that there ....as only a very small

percent chance of finding the necessary reserves in all the areas. ~eeting

the forecast 1985 demand ....ould require not only 24Y.M BID from Saud~ Arabia,

but also 13HM BID from }1rica and 6HM BID from Alaska and Canada.. Many ne....

discoveries would ~e needed for these figures to become renlity.·

The second miracle demanded by the B3 scenario was a

deplete their resources at the will of the consumer. Countries "With 10....

their money in t~e bank, exposed to erosion ~y inflation, rather than keep

ex~ined rationally.

all maj cr 'producing countries You1d be happy to

Issued as part of the Course Material for the Practical Scenario Plannin~ Course

sociopolitical one:
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The final tli=acle of B3 started \iii:h the recC'g:nitioI1 tn. ..: there

would be 1i::tle, if any, spare capacity over proj ected demand uncler the

high-supply scenario. Previously when minor crises developed in the Midclel!

East. there had always been additional oil available to meet sudden,

short-term needs. (For instance. in 1956 during the Suez crisis, Texas and II
Louisiana helped out ~~th their spare capacity. Simi~arly. during the June

:_...:..s&....Middle East conflict. Iran called on its spare c.a.pacit:' to r.:cet

consumers' needs.). Under Scenario B3 there would be nc spare prodection

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

I

wars in the region, no acts of God, no cyclical pe~ks of demand highe= than ~

aIlticipated. Again, ··nothing .. shor.:: of _miraculous.

The 33 scenario also performed its function very vell. 'by I
demonstr~ting that the high-supply assumption was extremely unlikely. Its

essential role was educational.

B2. a totally artificial constI1lc:. was a middle-of-the-road

scenario premising that despite all ,!:he problems. a 1lIUddling-through II
app't"oach could be mo't"e or less successful. A videspread sentimei'u:, I
particularly among A:1g1o-Saxon managers, is well e::tpressed by William

Ogburn: "There is much s tabi1ity in society • social trends seldom I
change their directions quickly and sharply • • • revolutions are ra=e and..
evofution is the rule." We couldn't really justify this scenario, be: we I
~ew that the worst outcome-is not always. the one·that develops, and we

imagined a situation in which the most 'positive outcomes were the norm. I
Oil-producing countries would take a 1ive-and-let-live approach in order to I

I
~/: I

I
r....llpn ~ .. n~rt of thp c'our..t". M . If'
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I
The gre~t cia~ger ~as thnt the B-2 scenario coin~iced Yith the

best esti~~tes for oil ~emand by the major opernring companies. It ~as

I
" thus a surprise-free environment as long as 'It."e did not probe too deeply

i.."1to current forces. As SOon as ye did any serious di~ging int:o Yhat

II underlay this scenario, it became much ~ess convincing.

Both the A- and B-family scenarios yere fully quant:ified in terms

of voluI:les, prices, and their impac1;: on individual oil produd:r:g" c.r:.d

I
const:1!'.ing countries as yell as on i::'lte':"Iuel competition in di:ferent

~arkets. Our presentation of them succeeded in "gaining t:he at:tentionof

top management principally because t:he B-family of scenarios destroyed the

g=ound any of them may have chosen to stand on.

Tyo decisions yere then taken

to use scenario planning in t:he cent:ral offices and the
larger of the operating companies, .and

to advise informally govl!!1":mlents of oil-consuming
countries about wat: VI!! sav coming.

To implement the first decision, Shell asked its major,

dovnstream ope=ating companies to evaluate their current strategies against

of payments, rates of inflation, resource allocation and so on.

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

in May 1973 of a brochure, "The Impact: on the World Economy of the Market

For most of them, it was their firs~

Within Shell, the nL~~ s~ep yas to present the A and B scenarios

~o A-type scenarios, using the B-2 scenario as a sensitivity check. A

series of oral presentations yas also made to the governments 'of" the major"

consuming countries, starting in October 1972, followed by the distribut;ion

discontinuity, and traced its effects on oil-consuming countries' balance

for Oil. "The brochure vas based on a sin~le 'scenario vhich stressed .

to the second echelon of managemen~.

Issued as part of the Course Material for the Practical Scenario Planning Course
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traditionlll U?M meetings 'IO'hich· dealt 'IO'ith forecasts and t:-ends anc

pt"emise~--all yith an avalanche of numbe::-s. Scenarios focused less on

outcomes anc I:.ot"e on unders'tinding of the forces that 'IO'ould cOI:.pel the

outcome; less on figures, and ~dre on insight. This meeti~g yas positive

and unusually lengthy, and the audience clearly appreciative. we thought

'lO'e had yon over a large scare of them.

In reality, the follo'107ir..g months 'I07ou1d shoy that: no more 'than a
:-~':6-." -.

third of Shell's crit:ical decisicn centers yere really acri~g on the

insights gained through the scenarios,· and actively prapo1ri:lg for the

A-family of ~utcomes. The scenario package had created an intellect~al

inter~st. bu't it .failed ..r.o._.change behavior .in ..much .of the Shell

or~aniza~ion. For us, 'this c~e as a shock and compelled us to reth{~k hey

to design scenarios geared for decis~on making.

Reality Yas painful: most: studies dealing Yith 'the future

business e=viro~ent, and noy including these first scenarios, had a very

•

•
10'10' existential effectiveness. (we .you1d define "existential

effectiveness" as single-mindedness; but the Japanese e:cpress it much

better-"When there is no break. not even the thickness of a hair. betveen

a man I s vision and his action. ") A vacuum cleaner, for example, has an

effectiveness of 30 to 40 percent; the rest is heat and noi~e. Future

studies, particula.'rly 'lO'hen they point to discontinuity, have an

effectiveness be10y that of a vacuum cleaner.

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

discontinuity on the horizcllU. you had better learn. Yhat makes the

difference be~Jeen a ~ore or a less effective study. Rere. ye learned a

lot just by 'IO'atching.

Issued as nart of the Course Material for the Practical Scenario Planning Course
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mak~g. Every de~ision maker has a mental model of the ~orld in ~hich he

'or she acts. The ll:oc.el is based on past experiences and on the info!"::l.3.tion

:
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One of ~he differences involves the basic psychology of decision

II

vnich have been internalized. io.-nen someone has a decision to make. he

confronts alternative ~ays of behaving vith his mental model. wnen it

proved to be a good decision •. others say he has good judgment. In fact.

what he has isa menta: ~ap that largely matches the re~1 YorIO.. ~e call

this men~al'tlocielor map the decision maker's "microcosm."-the .!'mall ~oci.cl.

i~ the head--as opposed to the "macrocosm." vhich is· the large. real vorld

out there.

There is also a corporate vie'll of the vorld. a ccrporate

~crocosm. DurL.g a sabbatical year in Japan. I became ac~t:ely avare. for

example, that Nippon Steel vas nOt "seeing" the steel market the same vays

as Csinor, the French steel giant, and this led to marked differences in

their behavior and priorities. Each bad a vie~ of the vorld and ac'ted

rationally, consistent vit~ that viev.

The perception a company has of its business environment is in

fact as important as its infrastructure of investment. because the strategy

the company adopcs vill be the produc't of. this perception, of h~ it sees

the vorld-its vorld.

I cannot .overemphasize this point: unless the microcosm--

~dividual or corporate-is changed, no change in behaviorvill occur; the

i~tetnal compass must be recalibrated.

From this realization on~ard. 'lie no longer savour task as

producing a documented vie'll of the future business environment five or ten

years ahead" Our real target vas the microcosms of our decision makers:

unless 'lie influenced the me~tal image, the picture of reality of critical

Issued as part of the Course Material fi>r the Practical Scenario PlannillJ~ Course
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decision makers, our scenarios ~ould be like yater on a stone. This

different and much. much more than producing a relev~~t scena~io package.

Our initial aim had been to produce scenarios that ~e

be ashamed of ~hen subsequently confronted ~ith the reality. From

point on, ve ~anted to design scenarios that yould lead our decision

to question their inner model of renlity and change it as nece$sary.

:--or'oer-'to take. action thev vould not: be ashamec. of later. ,'7his ~as a·
. --

fundament:al change in perspective. a~ fundamental as vhen·ar. organizatio

sYitches from selling to marketing.

Im~acting the Decision Maker

The 1973 Scenarios--The Ra~ids

"It vas ordained at the beginning of the ~orld ·that ce=tain sig.

should prefigure certain events.," Cicero noted tvent:y centuries' ago.

the signs at the end of 1972 and early 1973, as ve set about preparing

next set of scenarios. still pointed to that major oil discontinuity.

We had done net. analyses that again told us that· a very tight

supply-demand relationship vould exist during the coming decade.

1973,'74 ::md '75 (before the anticipated renegotiation of the Teheran r

ag:x::.eement). demand could be expected to push right up to available

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

it predicated that certain countries. such as Saudi Arabia and Kuvait.

*vould produce contrary to their logic.

*The details of these nev supply/decand studies needn't again be told
but are described in Pierre A. Wack, "Learning to Design Planning
~cenarios." Harvard Business School Working Paper 1-785-006, pp. 26-.30 •

.
Issued a!: nart of the c.our!:e Material for the Practical Scenario Plannine: Course
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NoY, we saw even discontinuity as totally P~~ETE!~!NED. Prices,

"then;"''l.""ould rise rapidly,' an~ 'oil produc.tion 'l.""ould be. const=air..ed, not

because of a. t':'Ue shortage of oil, but for political reasons-caking

adv~tage of the very tight supply-de:mand relationship. Discontinuity

would thus be our surprise-free sce~rio. woat was not known vas hoy soon

the discontinuity would occur, hov much of a price increase there vould be,

and yhat the reactions of the var:ous playersYould be. Our company yas

lik~ the ca~oeist who hears the vhite vater aI"oun~ the ne~t bend. and noy

needs to prepare for "'l1!E RAPIDS" ,he vill soon ha';e ,to negotiate.

To reframe the outlook of our managers, ve portrayed the

situation for the 1973 scenarios as in Chart XI. From the ca~ up-river of

the TRADITIONAL ENVIROh'1iEN1', ve vould be plu-cged into the turbulence. of T.d.E.

RAPIDS, and have to learn to live in a m:w HABITAT for oil 'producers, for

oil consumers, and--especially our conce:rn~for oil companies.

The a.1.te'I"tUlte branch of the river (the :B-ehallenge scenarios of

1972) had now been dammed off. The "No GroY-th-No-Problem" possibility

(B-1) nov seemed completely noncredible as economies, fully recovered from

the recession of 1971, boomed. "Three miracles" (:8.-:3). still' seeJt.ed just

that-chree supply miracles. And from our discussions to varn governments

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

would be after the event. (Obviously, ve hadn't yet learned how to impact

the microcosms of governments either!)

'Another tecb?-ique we used in the 1973 scenarios to keep the

B-branch of the river dammed vas to allov for delay in the onset of the

discontinuity. In Phantom Sce.nario I, ve assumed a delay of five years; in

Phantom II, fifteen years. (These, respectively, vere typical,times for

Issued as Dart of the Course Material for the Practical Scenario Planninl! Course
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Chart XI
1973 Sc.enarios
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1973

In the booming economy of late 1972 and early 'i3--Yith grovth

bring~g a nev oil facility into service and for it:s amort:izat:ion.)

we sought vith these phantom scenarios vas to measure t.he "regret." ve vould

occur during the phantom years.

exceeding any period since the' Kcrean War. trade ~panding at a record clip

refineries to stop building tankers and so ferth.

expansi~n that nov vas t.he time to slov down. to hold off on expanding

and oil consumption higher t.han even our bullish reference line--it vas

: - ---=.. .:~- _.

.expe~ience if Shell planned for the discontinuity but it did noe in fact

Traditional
:nvironment

Issued as nart of the Course. Material f~r the Practical Scenario Plannin2 Course
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ADd the phantom scen~=ios did r::easure a considerable "regret" i.f

e,::p(l.r.sion continued ant.! 't:c didn't go yith it. But, again, only tyO

developments could eelay the discontinuity, enabling business-as-usua1 to

continue for any period of time; and both ,seemed so implausible that

discontinuity soon had to be re~arded as a PREDETERMINED. (The tvo

situations alloYing for a continuation of the existing pace of oil demand

i:1crease. a:nc 'Io1hich yere ruled out, ye-:e: the discover of nay r".iddle

East-si::e oi.l reserves in an areu with, no' absorptive 'capacity probler::; and.,

I( the dominance of procucer countries by consuming countries through some

sort of political or military intervention.) The phantom scenarios acted,

t:hereiore, to' reinforce the unpalatable message 'Iole yere .sending•.

More Than ~ater on a Stone

On the surface. tbe 1973 scenarios yere much like the A-family of

the 1972 group (see page facing p. 28) , but ye saY them very differently.

we yere noy driven by a sense of urgency. The time apparently available

for an oil company to anticipate Yhat the ney habitat Yould be like, to

prepare for it and to respond to it, had, shrunk greatly. (Remember, too.

'Iole expected the crisis clOSe to the Teheran renegotiation date at the end

of 1975; Ye didn't forecast that the discontinuity yould occur as early as

t:he'fall of 1973, on the occasion of that Arab/Israeli yar and the Arab oil

el:lbargo.)

Perhaps even more important. Yeyanted to be'more than Yater on a

stone: Eo..... could ye impact the vieT,,; of realit:y--the mircrocosms-of

decision makers! The easy part yould be to destroy their existing view of

the Yorld (i.e., of orderly, predictable expansion of oil demand, a vorld. '

of adding to oil fields &nd refineries and tankers and marketing outlets).

Issued as Dart of the Course Material for the Practical Scenario pianning Course
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we hc.d been at this job of dest=uction for several years, and by 1973--t:he

firs: year scenarios ~ere used vit:hout the UPM--~e ~ere not even allo~ing

fer the conventional possibility.

But exposing and invalidating an obsolete ~orld vie~ ~as just the

necessary first step. Reconstructing the ne~ inner mc~el of reality ~ould

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

:-e:l'!gagtng t:he decision maker's interest: anc. participaticn in doing this,

listening c~refully to vhat he says he needs, and then to provide the

highest quality materials for hi:::n to use. The planner ~ill succeed,

ho~ever, only if he can securely link the outside ~orld. the business

18

enviromo.ent he scans, to the microcosm of the decision' maker. Good

scenarios provide this vital "bridge"; but it must be fir.uly .anchored on

both sides--it must deal vith managers' real concerns, as ~ell as external

reality. Otherwise, there is a risk that no one will bother to cross the

bridge.

If the "package" is ..ell designed, a manager can then use the

scenarios to construct a nev model of reality .by selecting those element:s

he believes are relevant to his business 'World, or, perhaps, \/'hat his "gut"

t:ells him, or, perhaps, none of these things. After all, he is. the

decision maker and his track record has shawn he 'is good at it.

What ve later came to understand better is to make the scenarios

relevant to tbedeepest concerns of the decision maker in tbe circumstances

that he vas facing. That requires knoving a lot more about the decision

maker and his concerns than \/'e 'lenev then, or even ,suspected \/'e needed to

kno'W; We did bov that the scenarios \/'ould have t~· serve as a bridge to

carry in the nev elements and fashion the nev micr~cosm. ,In later years,

ho~ever, ve built quite a fe\/' bridges that did not get used. The lack vas

_.__0_
0

.
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ah:ays a. failure to design the scenarios so they yere re!evanc to the

!
I deepest concerr:.s of the decision makers. I Yill come back to· th:'1; very

important aspecc of scenarios in the CONClUSION.

~ Building Blocks for NeY Microcosms

At the time,' ve realized that if decision make=s yere to retrame

~. their tlicrocos1ll.S quickly,. they ~ould -need to have a clear overvie;.; of that._

ney model of reality.· Chart XII vas one such attempc to prOVide a ~lcbal

viey of the 1973 scenarios. It summarizes the business envirorment

foreseen and its key elements. ··On .-the left •. inthe .r.ec:tangle.J are the

PREDETERMINEDS--events vhich Yere·already in the pipeline:· the fact that

1111 oil reserves Yould soon be developed according to oil-producing c:c~tries'

logic and that a scramble for oil '\Joule develop in this· neY sellers'

market. In the center of the chart were the major discontinuities: PRICE

I•' .

: -':~

•'. •....

.,:r-

INCREASE AND INSECURE SUPPLY.

Attention vas focused on some singularities of the industry's

business environment:

·Alternative Fuels could be developed .only very slowly;

none could be available before the 19808, even under a.yartime

crash development program. The cost. moreover. needed

analysis, and this vas considered in three thresholds. First,

other fu~ls might replace oil as "underboiler" fuel. that is,

for pover generation and for s teat:1 generation in large

industrial settings; . coal and nuclear energy vere the

competitive alternatives. It vas cleaT that oil-pToducing

nations vould not be impressed by alternatives that Teplaced

Issued a~ nart of the Cour~e MatPTial f~T thp PraC'tiC';ll ~C'pn;lTin Pl;l~ninCl r.nnrc:p



64

ChOlrt: XII

Alternative Fue.ls

~ela\'''/'
C
1 Di . . Micro vs:Macro
cst . ReactIons'

~~~»))h5.

C@(C(((C~~.!. "NecessarY Cri~· ia--....aj

/
' • oS +5 I

I . •

Negat'ive Supply Elasticity [fiE.J
The New Habitat

such uses and would welcome co~l and nuclear pow~r to displace

oil in those low-value markets. The next threshold.~oi1 used

~beir precious hydrocarbons in underboiler applications. On

necessarj to gasify coal at great axpense or to transform it

the contrary. they believed their oil was far too valuable for

.. -. .... -..

into elec trici ty. wi th the accompanying thennodynamic los s •

burning coal as such would not be satisfactory: it w~~ld be

for heating, was the one that really counted. For such uses,

Crude ReserVes
tieveloped
,---gl--.

'11leir logic"
+

"Scramble
o for Oil
(USA, Japan,
"W. Europe) .

The ':Accidents" ~ .
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The price for this threshold. then, yas very high, and Ye did

not expe~t the oil price to exc~ed it in the near future. The

third threshold. oil used in transport. io'as an even higher

alternative fuel cost than the second. and therefore io'as not

relevant to our analysis.

"Accidents" constituted another major and inevitable

factor. In our te.r.ninology. accidents included internal and

e~te~al political inciccr.ts as Yell as physical ones. Anyone

f~iliar Yith the oil Yorld considers such events likely. It

is like. the Filipino Yho knovs that his roof must be built

carefully; even though the veather in the Philippines is

usually balmy. typhoons are frequent enough that the only

uncertainty is when the strength of one's roof vill be tested.

So 'it ~ould be yith accidents in the vorld of oil. vhen there

yas no spare capacity in the system.

Negative Su'Oply Elasticity vould be another key element.

Unlike other commodities, the supply of oil Yould not increase

yhen its price rose. at least for a number of years. On the

contrary, for major exporting countries, the higher the price

the lOYer the volume of oil it Yould be in their national

interest to produce. This reaction from major exporters You1d

more than campensate for any increases in production' by

smaller e~porters.

As planners at the center of a group of ccmpanies, ve also faced

a special problem. The message. of our scenarios had to be useful for our

~nnaging directors, but it Yould also have to be of use to the operating

r~~ueci a~ nart of the Course Material f~r the Practical Scenario Plannin~ Course
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wll.at basic message could be con·..eyed from the cent:er thZlt: Yculd be

changes ye anticipated yould affect egch and ever; nZltion differently.

companies in Canada and Ger=any, in Japan ane Australia. Yet the dra:t:lat:c ••meaningful for managers in many diverse companies around the world?

We bor-royed the concept of archetypes from hl.IClan charac::er

analysis. Just: as ye, are accustomed to viewing individuals as composites

:-~=-- .'
0... archetypes (f or e.xal:1ple, introvert and ext:rovcrt, even thuugh no •
:':ldividual is yholl: one or the other), .. so '1,:e sought archet.;rpes t.hat: youle.

enable us to e:camine differing nat:ional· responses to the coming upheaval~.

".

of market.

maker required a tailor-made fit between the scenarios and the decision

,./
C~~n~ ....;.n. 'Dl ....~_: __ "_11.""""",

In their pure for.ns, these responses became our(dirigiste) approach.

We didn'~ yet fully understand that really impacting the decisio

exampl~: tb.a~ Yest Garmany'a rasycn~e ~~~ld be heavily market-oriented,

archetypes, and ye explored each of them fully. We did not imagine that

any country ~ould follo~ either archetype absolutely; but ye be~ieve.d, for

tinuity "ye~t:~~!!-17 a l:1arke.t-for..ce appr.oach ,.or by a "g.o:ve:rr.:cent-intervention

In our viey, nations Yould try to cope ~ith this major discon-

taxes, alternative fuels development, :regulations", yere analyzed by class

anticipat:ed under each archetypal response in tentis of price incre.ases,

Yhile that of its neighbor, France, Youid be more dirigiste. The actions

Taking the Decision Maker to ~at:er

events were giving us just this type of fit in several ways, and for Shell

makers' deepest concerns. Intuitively ~ however t ye lcnew in' 1973 that:

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

Issued as nart of thE" C.onTl:p M;\f'pri.::al rnr f"h", P ..::u...HI"",,1
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"Charts XI and XII sycbolized four of the resultant implications we st=essec

to our decision m~kers.

We told our.upstream· people (those engaged in exploraticn and

\

I
J

production), something nearly unthinkable for an oil cO'Il::.-p.any: "Be careful!

You are about to lose the maj or part of your. mining rents." This meant

that the t.aditional base of profit in the upstream ...o.rld ...ould be lost--a

II!
Ii

revolutionar:' message for an oil company. and that ne...... relationships hac: to

he developed bet...een the company and producing nations.,

To the dO\1'nstream ...orld' (the refiners. transpon:ers ,ane! '

marketers), we said somet:hing equally t:.nthinkable. "You are about: to become

a lo......-gro.......th industry." Again. this was revolutionary because oil demand

had al......ays gro"Wn, more rapidly than GNP. Our ~anagement culture and its

reflexes. yere based on growth. In the pas t. the consequence of

11
overinvestment....as not too a.dverse; one or PlO years of norm.al market

g~o~h ......ould cure any -premature moves. No... Ye could expect that future

consumption in industrial countries to increase less than GNP, yhich meant

fe......er ne...... refineries. no ne...... service stations and so forth. ~e... instincts

in refineries, and it had been quite successful. No...... ve sa...... that each

(Shell, vbich· ...as already decentralized

Issued as Dart of the Course Material for the Practical Scenario Plannim! Course

A third ~jor implication vas the need to d~centralize further.

and refleies would have' to be developed to function in a lo...-gro~h ~orld.

We believed that one basic strategy could no longer be valid for operating

companies in most parts of the ......orld. ,It had been the strategy of Shell

cocpanies generally. for example, to aim for a higher share of conversion

na~ion vould be affected so differently by the energy sbock that each ......ould

have to respond independently.

enabled it to adjust faster to the turbulence experi~nced later. For

compared to other oil majors, did in fact J decentralize further. vhich
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~ometime no~. it has in fac~ been the most decer.tra1ized of all the major

oil companies.)

Finally, ~e alerted decision lr.akers to the possibility that,

since ~e didn't kno~ ~hen the disccntinui~y ~ould come, ~e should prepare

for it in diiferent phases of the business qc1e. We developed three

silnulations: in each"'IO"e anticipated both a cyclical do~turn and 'the

expected oil di!continuity, but in differing relationships. In the firs:

simulation, the oil shock occurred before. the do~t~rn; i~ the secone, the

events ~ere simultaneous; and in the third, the oil shock fo1lo~ed the,

do~turn. These simulations led Shell to prepare for a far more serious

decline in econamic actiyity ,than might otherwise have been expected.

• ~.•And Most Drank

The 1973 scenarios were a happy coincidence of the right material

and the deepest concerns of decision makers. And it ,any were not yet fully

convinced, the eve~ts of the fall of 1973 soon made them believers.

set out not to produce a scenario booklet'5U~rizingviews but to ~pact

the microcosm of the decision makers, to help them restructure their ~orld

view. Only now, ho~ever, did we appreciate the unique power of scenarios-~,

wh~ch really becomes apparent in turbulent times, and has immense

a large, decentralized organization.

Strategies are the product of a world vie~" When che world

changes, there must be some common view of the new world throughout the

group. or the decentralized strategic decisions that result could lead co

anarchy. Scenarios provide a powerful way to exPress and communicate a

common'view of the new realities to all parts of the organizatioo.

Decentralizer:! eanagements in ope.rating companie.s \."orld'lotide thus ,have a

Issued as part of the Co M . I .
urse atena for the Practical Scenario Plannin~ Course
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.'

shared ~~derstauding ~h1ch ther can adapc and use for strategic aecisions

appropriate to their varying local circumstances. Their initiative is ~ot

limited by plannir.g inuTUctions dictated from the center, but ..11 IIspeak.

the same language" in adapting to the changing business environme.nt. Still

companies from Finland to Ne~ Zealand no~ ~eY ..mat "The Rapids" connoted,

~ere alert to the implications of "Producer Logic," etc., and of the

consequent ~eed to prepare for a totally Ney Habitat.

'We leaD, f'rom studying evolution" ho'lo"' an a::imal sui-ted to one

environment must adapt, must become a ney animal. to survive ~he::l the

environment undergoes severe change. It ~as that sort of change ye

foresa,,", and we believed that Shell vould have to become' a. ne;; animal to

function in the ney ~orld. Business-as-usual decisions ~oula no longer

suffice. This element of the message ~as really our most important .

Issued as Dart of the Course Material f~r the Practical Scenario Planning Course
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Shoocin~ the Rapids

--::­.1. •• 1".SCE~AR!OS:

medium and long term, seeking to describe th~ environment in which

Up to 19i4, planning in Shell had traditionally focused

(2) Short-term scenarios can have a striking impact on the
micrQ~c)~;J. of decision .makers because they are
"~ediate." Unl~lc.e long-term scena:r:ios, they deal with
events and information that are already part of manager?'
day-to-day concerns.

(1) You ~usc, in any case, explore the short tCim in order to
get to the long te~; char-ges.in the business er.vironment
over the next ~_o or three years can have a major effect
on the alternatives possible five or ten years ahead.

years ahead. For a variety of reasons, however, the application of the

Most companies I have seen use scen~rios for planning five to ten

(3) They belp to establish credibility--which is essential to
the process--because their usefulness is quickly tested
against reality; you don't have to to1ait five or ten
years. In ~d~itionJ ~nagers tend to regard planners to1ho
deal. only to1ith the long term as mere theoreticians.

Adrif: in the Shor~-Term Economy

investment decisions ~ould come to fruition. In this context,

nature of gro~h in the short term was taken for granced.

was focus~a cn the sho~t-te~ economy and its cyclical fluctuatio~s.

short-term fluctuations ~ould pattern not only economic gr~th, cut

OPEC supply-demand relacio'Oship and its politics.

demand and inflation rates, currency and interest r~tes, and the

approach prOVide insight?

scenario -technique to the short term is very 1nter!!sting and can be

:- pa.Yi'cularly productive:

~ .. ?"".pt- nf ..h .. {'""nrcp M::>t-pri",l f· h .
or t p Practical Scenario Planning Course
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This second part of my paper describes the development ir. Shell

ot our first sho~t-te~ scenarios, Yhich yere presented in M~} 1975. !

the critical uncertainties yere perceived only in the reactions to the

I. -

. ciscontinu'ity. The short-ter::n scenarios also represent· a. diffe:-ent. ", :<

I
I.
'

. -

I

applicatior. of the technique ••

As I have already indicated, ve felt there vas no point in doing

si:lgle-line forecasts in turbulent times. It's perhaps .unfair to cite

other forecasts gone ~ong, since ye toe have had our share; but here is an .

DECD forecast of grovt:h for 1975 (made in Dece.mb-er 197.i) comparee Yith

actual grorth:

io7est:
Germany France Italv U.K. U. s. Ja'Oan.

'Forecast; +2.5 +3.0 -0.3 +1.8 -2.0 +2.0
Actual: -3.2 -1.2 -3.7 -l.8 -1.8 +2.1

We You1d strive instead to apply all ye had le~rned in the

previous scenario exercises:

expand the predetermineds
scenarios yould then deal lrlth the UIlcertains
link to those deepest concerns

·keep the scenario number small
give them names.

Identify the Predetermineds

There is, in the minds of most managers, an extraordinary

reluctance to entertain the concept of alternative futures; most managers
. .

crave certainty. Scenarios of the future Yill only be accepted vhen their

common elements, the PRIDETERM~EDS, have entered the mind of decision

makers, unfold in it, and are acceptE;d. We call this process "rooting. 1I It

Issued as part of the Course M~terial f~r the Practical Scenario Plannin~ Course
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"nemavashi I d. tr

To be successful, this rooting process requires:

SiI:li.la::ly,

1973--The First ~ave: Inflation. Like a large roc$ dropped in a'.

together to give them 'strength for the transplant ordeal.

of events--would be effective and alive just as long as a tree vithout

Scenarios on their o.~,--i.e. the mere description of alternative courses

Perceptions to be organized in a global framevork (as in
Chart XIII). This is material directed to the right part
of the brain, the one that thinks in terms of pattern and
cOnnectedness •. .Metaphors are, frequently helpful to
transpose a conceptual framevork from the old domain of
e~perience to vbat vill be a nev one.

th~ technique of careful preparation 0: tree rocts by grafo::ing them

is like tra.nsplanting a tree. "Nemavashi" is the tent the ;,,-panese Ul::P. fo:

scenarios, if they are to live and develop vithin a mind-set, have to be

The Predeter.mineds in the 1975 scenarios are depicted in Chart

roots. And ~any of th~ scena~ios I bave seen suffer this fnte.

XIII. It is immediately apparent that a great deal of analysis vas given

to the ",roots" part of the scenarios. ~e vill present: these in some

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

lake, the oil price incrense'of 1973 generated a·series of vaves, the

cost.-through-the-system arithmetic had indicated (on a~erage, 3-4 percent),

of vhich vas the impact of quadrupled crude oil prices on the general

of inflation'. The dynamic effect. turned out to be larger than si:nple

because vorld economies in a simultaneous boom vere already affected by

high inflat.ion prior to' the oil shack, and vere vorking elose to capacity

:---.-....=-- -:.:.- A deep analysis of .the predet:ermineds. You :::ust gc- back
in tue far enough to provide "for a common in::erpretat:'on
to events and data.
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increase--coming as it did vtth production cuts and selective embargoes--

limitations. 'Further, the immense publicity given. to the oil ..price .

Char't XIII

Issued as Dart of the Course Material for the Practical Scenari~ Plannim~ Course

increase in the rate of inflation.

1974--The Second Wave: Deflation. A cont.raction in demand t.o

This and lat.er overreaction added fuel to the fire and led to ~ substantial

preneurs, and consucers), overanticipated. the actual inflationary impact..

created a climate in which maj or economic actors (trade unions, ent.re-

consumer demand of some $60 billion per annum--or, say, 2.5 per~ent of OECD

vell belo~ production capacit.y vas increasingly appar~nt from mid-1974.

The e.xtra cash ou tflOY to OPEC acted like an e.xternal excise.· tax. on

c~th.
J

1973

?.ecord

.... h .
:-:='5 .
~Dat5cn

~_'7a1i!.ed
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economies.· ;~d this was compoundec by g?vernme.nt ~nti-inf~ation policies

'-.I
I

o Building a:'1d const::uction. also a major engine of
economic activity. 'l:ent some si:': months late-:- as
gove~ent anti-inflation policy caused a credit-crunch.

fell one by one:

o The automobile industry, al-.rays on the margin of
discretionary spending and vulnerable to both the real
increase in gasoline prices and the "oil link" in the
consumer's mind, suffered an iIJ:ll:e.diate decline. 'l:ith
extensive multiplier effect~ through the balance. of the
eccnomy.

vhich pushed demand way below production potential. The economic dominos

o Some nine months after the oil· shock, and wile most
sectors had slipped into recession, the 'l:orld iron and
st:eel industry was st:ill an island of continuing high
activity. Propped up by a backlog of orders (from
shipyards, for instance) plus some stock-building, large
and· ·'Iol'elcomeorders from the COTIlI:lunist 'World kept it
buoyant longer than the oil sector, until eventually the
domino effect of automobiles and construction'l:orkec its·
.way through.

T'Wo other aspects of behavior deepened the recession:

drastic drop L~ inventories.- Whe~ inventories are reduced by eight days,

already shrinking, and t:he expectation that prices 'Would fall, guaranteed a

Inventories 'Were run dow-u dras'ticall~. Cr=d1t controls ghen demand was

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

it's the same as foregoing six months of 5% economic gro'Ol't:h;. a'I\d

day~~ Consumer L~penditure, long the stable engine of DECD economies, next

took a nosedive. For really the first time sincB rec?very start:ed in. the

reasons-e.g., a.m::iet:y about: high inflat:ion. unC!mploymenr: groyth, 'World

for the first: time in years about wha1: t:he future might hold.

conditions, or future financial security. Basically, they began to 'WOrry

. early 1950s,· consumers stopped buying and s1:a.r~ed saving for a number of

:---:"""'1:....u:--: --

ToC" .... ,. ..... A
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from the classroom to the velfare rolls.

Japan

2:

Europe

14%
7%

USA

ill of these predetermined factors combined to make reflation

Reflation in the Pipeline--A Predetermined Too. Not only vere

polls. The incentives for these incumbent governments to go for grovth

book, and p:-esiding over a recession is an invitation to defeat: at the

the three 1r.ajor OECD econot:lies ,vould :ace the electorate in 1976: Japan,

Elec toral Rendezvous:' Another P:-l!c.eterminec. The gc'!err.ments !?f

This recession
(at 1st quarter 1915)

Previous post-var recessions

Decline in. Industrial Production
Measured from the Previous Cyclical Peak

Issued as part of the Course Material (or the Practical Scenario Plannin~ Course

~~l this explains vhy the recession vas the most severe since the

politicians' eyes on the 1976 elections, but there vas also a keen

Germany, and the U.S. It's an old truism that people vote their pocket-

self-inflicted--t:he deflation va.s too harsh. With excess capacity nov so

avareness that much of the 1975 ha.rdship vas unnecessa:ry and

Yould therefore be overvhelming.

reduce unit prices and further curb inflation. Moreover, such re£lation

Yidespread, reflation could be undertaken safely and expanding cutput could

sales, profits and lovered costs for unemployment benefits.

Long-term ,unemployment vas becoming evident as a social problem.

Unemployment falls most haavily on the young, and few governm~nts could

afford to· do nothing at the prospect of a third graduating class moving

attempts a virtual certainty.

1o'ould be largely self-financing through taxation on increasing income,



iiliIil

.76

lY75 Scena~ios fo~ the R~pids--The Uncer~ain Part

we had spent n lot of time developing the ?REDE7Er~!N~S. The

T .... _ ......... ...I .... _£ ...L_ "... __ ~ ...... _ ...... ,.

We ·designed ~JO ~ecovery scenarios:

to panic measures ·to reflate their economies.

It was clear that the longer the recovery yas
'.

bridge t.1e had built was now firmly· anchored in our decision-make:- IS

Cons~rained Grcwth--a kind of muddling-through racovery but
fundamen~ally different than earlier business cycle
recoveries.

300m and Bust--a vigorous recovery which had within it the
seeds of its later dest=uction.

recove.:-y and the nature of it. '

care in this rooting process to develop those matters which, while not yet

had already unfolded and of which they were painfully aware. We also took

experience, since we had gone back far er.ough to include those events wh~ch

Boom and Bust was founded on apparent surprises.

possibility that reflations might OQt happen (for yhatever reason). by

The ~JO scenarios are depicted in CharT: XIV. We allowed. too, for the

it uas not considered relevant for Planning.

including a Depression Contingency; it se~ed so i~robable. however. that

defErred, the more likely this scenariD would become as governments turned

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

amplitude and shorter duration than those 0: the 1960s. more characteristic
I

in fac~ of the 19508.

evident, ~ould almost certainly occu~. Reflation of economies would b~ the

:---;;P~;-ion of the "?redete~ineds.II What t.1as unkno....-:1 uas the timing ot the
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~ould be the rapidity, strength, and forcefulness of economic reccvery. It

OPEC
.oil

32·29
(I 0) • monitoI""

• modd.1~ along.

• ml.~30anat
e::t>c:lpenbon

The Unce~tain Part: T~o Scena=i~s for the P.a~ics

cq
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Cha::t nv

First SUTPrise--Recovery Could be Very Rapid. . The first su=prise

'DC T'ne 'WOrld kn~ nOW' 'haw' to l"d1.ate but
Bet:idenfal shocks ~e( recovery_

-4 S"Orpr~t;! .spr:.~9 bih
BB · It eIie:t • Tale.

~cn
~~r. • .shock OPEC

Beom eorS.JmU' In lion .~.tS' eil
• led. c::osl • d.e::'1a::O::1 37-26

re::::ve':"f CD posh

~uld not be abnormal, for· instance, to see the U.S. econacy grow by 11 to

12 percent in eighteen months. (See Chart XV.) In G1:t"l' terms, this vould

be equivalent to the appearance on the vorld map of.an econO"ClY the size of

the U.K. in this short time span. '!he potential for this lay in the depth

underemployed, vhich--like a coiled spring--vould rebound and sustain very

rapid gro~th for a short period. An annual gr~h rate of 8%, typical of

past booms, ·would certainly not imply spectacular achievements but on1y

::eflect the depth of tbe 1973-75 dent in the economy.

o{ the then current recession and the amount of u.S. production potential
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Second Surprise--The Recovery Could be Oi1-In~ensive. "!he energy

'WOCA Er.ergy De'C':2.t:.d-Recess ion and SliV:!.r.s;:S

80
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intensiry of ~he coming boom Yould constitute the second surprise.

Nevspaper reports of energy s:1vings vould persuade ~he inte.lligent layman

that "\,1estern" responsiveness· vould larg"ely negate '.OFEC t s initial

negotiating strength. This. however. could not stand up to. analys~s. The

largest single factor reducing oil consumption had not been any fundamental

change in behavior. but rather the extent of the recession. which had cut

therefore find the ma.jori'ty of consumers reverting to their previous

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

: ----.::-.•. _.

-- --_......... £ ..L ..... ~_ •• - .... - .... - ..__:_1 &:._ ..1.._ n ............... ; __ 1 C'".o._ ..... _.:_ '01.-- __ .: ..... ".. rl"'a.'1'1rc~
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pat:terns of behavior and consumption. Energy savings could be o.:ery

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

w~thout increasing energy use. Not, however, in 1976-77, when ~conomic

g't'ovth would be fueled by a major increase in demand fo'!: energy (Chart

XV) and particularly for oil.

Third Sunrise--U. S. Oil Im:ocrts Could Boom. The third surprise ..

vould be t:he rapidity and 1:he magnitude of the increase i:1 U. S. c:'l

bpor1:s. One could forget: all about t1p,:,o j ec 1: Independer.ce," P,:,es:'de:nt:

Ford I s import reduct:ion t:arget:s, a.nd a1 ternat:ive .energy· proj ects. Oui

estimates indicat:ed that: in the first year of recovery, u.s. imports vould

rise by 2.5MH BID (i.e., more t:han Brit:ain's total import:s or Kuvait's

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

~ BID, (in aggregat:e, ~ore t:han Britain's total energy co~sumption). We

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

sudden craatio~ ot a ue~ acouc=ic ~tion; somevnat: larger than the U.K. We

could nov add that: t:his nev nation, like Japan, would be almost: totally

dependent on oil from the Middle East. Consumer c~untries would once again

realize they vere in a trap, .and that their recovery yas entirely in the

hands of a fey Middle East goverm:nent::3.

Fourth Surprise--AJ.te:rnative Energies Would be Stagnant. The

fourt:h surprise would be the discovery that alternative energy programs

consisted largely of empty vords and paper tigers. ~~st ·nucl~ar plants

were· operat:ing veIl bel~ design capacity and many had been deferred or

cancelled. In the coal sector, little had been done, and the DECD nations

yere slipping progressively further behind their target forecasts. The

....orld yas far removed from the "crash programs" of Yhich one had heard so

much in the dark days of the oil embargo, and alternative energies ....ould

Issued as part of the Course Material for the Practical ·Scenario Plan~ing Course
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provid~ ·little relief to consumer countries' gro~iI'.g dependence on Middle

East oil. I
The Bust, or Second Recession.

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

I

The next·tb=eAt in the Boom and I
Bust scenario ~as bigh levels of inflation--approacbing hyperinflation in

many of the ~eaker DECD nations. In broad terms, .the inflation rate 'tJoulc: I
exceed the highest levels of 1973-75 plus, a further 5 percent. These

levels 'tJould become 'intolerable in sociopolitical teros, ana _ould be the I
:-~-=--- --

signal to governments in the ir.dustrialized ~orld tr.~t the boom ~as gettir.~

I
deflationary measures so recently removed. Credit restrictions _ould be

imposed and interest rates yould climb; import controls might appear here I
and. there c:.nd. measures to reduce tha consumption of oil imposed. .,·Just as I
reinflation ~as likely to have been surp~isingly rapid, so the dOlJUturn

could be very sharp. Invantorias 'tJould play an important ·role: I
stockbuilding. statting from depths of the cnrrent recession, 'tJould

contribute to the grovth of production during the upsving. :But as

liquidity disappeared in the face of strong deflationary measures, stocks

'tJould be run down rapidly. maldng the dovnt:urn that: much sharper. I
Frobability Assessme.nt. for Doom and :Bust. 'We felt that this I

scenario's dramatic implications for all sectors of the vorld economy ~de:

it -difficult to be objective and give equal attention to ..she otheL I

alternative scenario, ConstrainedGroy~h.

scenarios. Nevertheless, we .considered it to be less pLobable than the

'We 'tJould make no forecasts about I
when a boom COUld. s~art. although ve believed it could take off any time

from third quarter 1975 onwards. :But the longer recovery took to get

unde~ay, the more likely that it vould be of the "Boom and :Bust" variety

(see follo~ing table).

I
I
I
I
I
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.30

.65

.05

Hid-1976

.60

.30

.10

Hid-1975

,.-
Prcbability of Scenario~ Starting:

Cons~rained Gro~h

Boom and Bust
Depression Contingency

War II cycles.

Constrained Gro~h would characterize the first years of this new

pas: tyency-five years had come to an en~. This yould not result simply

The central idea yas that the underlying high-gro~h trend of the

B. Constrained Gro~h. Everything in Boom and Bust yas nor::nal; the

"surprises" yere typical of business cycles that had happened previously.

governments became locked in to ever-increasing taxes needed to pay for

be diffe~ent, sloYer and more halting, than that experienced ip pos~-~orld

Constrair.ed Gro~h on the contrary had a genuine surprise: recovery Y?~fd

Issued as Dart of the Course Material for the Practical Scenario Plannim! Course

from the oil shock or the eclipse of the Bretton Woods monetary order. It

limits to continued vigorous gr~h. Along with unprecedented economic

Yould be because the very success of the post-yar economies induced certain

social welfare programs. These, in turn, led to a ney kind of rigidity as

these social programs. Industrialized coun:ries were noy sloYer to change

and adjust to ney factors--qhether it be a response to an oil crisis or to

ne..r competitors like Japan and the ne.wly-industrializing countries of

Southeast Asia.

all the motors of economic gro~h-consu.mption, international trade,

government expenditure and investment--vould vork with less pov~r in the

top-heavy vith the impact of groYing sccial welfare commitments.

economic world (which, in a long-term sce.nario introduced in the previous

year, ve called the "'World of Internal Contradict"ions"). 'We concluded that

ne~t fifteen years due in particular to the trend for governments to become
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!nve5:~enc ~as especially emphasized as a cha~ge vh~ch ~e called III

!:.he "cechnological recession," ar.cl vould be dramatic and c;uickly felt.

From the end of korld war II until the early 19i05, the best ne~ technclogylll

in basic' incustries could re~lace existing. technology on i'!:s o~-n meri t:. A

ne'lol' steel plant, for exa:mPle~ 'IoI'as more economic than an--e-x::..-~-s-t:-i-n-g---';"o-n-e';",--per •
"

t:on of capacity; so (co:'IoI'ere ne'lol' cement' and paper plants, nev refineries, II
:e.aci;.er.s.r or ne~ pove:- generatior:. plants per kilo\Wat of caFacity .. But: from

the late 1960s or ear~y 19705, technological prog:-ess beczme inc2rab~e of III
beating inflation. The cheapest method no'lol' to get ne'lol' capacity 'IoI'as not to

buy ne'lol' plants, but to acquire existing capacity. Thus, there 'IoI'as both a

slc'lol'do~-nin technical ·progress and an increase in inflation.

We felt that a situation had been reached-~at least te~porarily,

for perhaps ten to fifteen years-~herein both the unit capical und I
operating costs of almost all ney plant ~ basic industries vould exceed

those of eXisting equipment. This 'IoI'as a m.aj or discouragement: to ne'li

investment in most industries that had been.the engine of· economic gro~th

since the 'IoI'ar, and ~ould result in a structu:::al change in the globa.l
I

economy. It could fur1:her accentuate inflation in any future upturns.·

Similar analyses were done for' the other motors of g:::o....-r:h: government

sper:.ding (budget deficits and more rigidity); consumer spending (increased I
'.

I
matu:-:lng in the life· cycle of a .large range of . consumer duraofes), and

. .
international trace (accumulating imbalances and frictions).

The overall co~clusion that economic gro'lol'1:h. prospects 'IoI'ere I
pe=ceived to be well beloY past achievements and the trends of the sixties

and early sevencies. We could enter--by means of the Cons1:rained Gro'lol'"th I
period-this completely new "World of Internal Contradictions',': a vorld of

lO'lol'er economic gro'lol'th in stark contrast to the booming economies of the· I
previous ~enty-five years.

Cl ......... _ .......:_ "1:»1 : __ r,_ ....... I!"A
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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 proj ects. :From one viewpoint,

scenarios are like cberry trees: cherries grow neither on the trunk nor on

the large boughs; tbey grow on "the small branches of the tree. Nonethe­

less, a tree needs a trunk and main branches :!.~ order to grDt: s'D:all

branches.

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

large branches are cou~try scenariosdaveloped by Shell operac::!..ng com­

panies, in which factors individual to tbeir o~~ countries--predete~ined

and uncertain--are taken into account and added. But the real fruits of

the scenarios are picked at the imall brancbes, the focused scenarios which

are custom tailored around a strategic issue or a specific market or

investment project. One ~ple .of focused scenarios folloqs.

As OPEC oil is the balancing factor in the world energy system,

its fluctuations reflect cyclical economic fluctuations but several times

amplified. A given percentage decline in economic activity translates into

a larger decline in world oil consumption, and into a much larger decline

in OPEC oil demand, because: energy-intensive industries (like cement and

steel) are more than'proportionally a.ffected. in a recession; non~il

energies are usually cheaper than oil; and finally because OPEC oil has to

be paid in foreign exchange as opposed to domestic oil. Conversely, in a

recovery, a small increase in world energy demand would be trans1ateQ into

a larger increase in oil demand and a much larger increase in OPEC oil

demand. In the Boom and Bust scenario, a 13 percent increase i~ world

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

T""np.n a" nart of the Course Material for the Practical Scenario Planning Course
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A boom s~arting only in late 1976 'IO'ould be less

What turned out: to be particularly for~uitous for_ Shell.

bet"...een tvo danger zones (see Chare XV!): the upper one. dangerous for

oil-consuming couneries, is set by technical production capabilities ~d

called "OPEC \1illiI'.gness to produce"; ~he lo~er one, dangerous for
~

oil-producing countries. is the threshold of "OPEC dissatisfaction" 'l."'hc~e

the solidarity and discipl~ne of OPEC co~es under severe stress and ~her.

?rices might erode.

As events turned out, economics developed mainly along the lines

we made t~o simulat:ions (Chari:s XVI and XVII). The dema:ld
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a 23 percene increase in ~orld oil demar-d and in~o a 34 pe~cent ir.crease

OPEC oil demand. P.o~ ~ould this demand catch avail~bl~ supply?

The fluc~ua~ions of OPEC oil prod~ction develop in a riarro~ band

changes implicie in a normal boom starting in la~e 1975 ~ould become clear

in ~int:e= 1!?i6-77, ~hen supply 'IO'o'Uld be dangerously t:ight: ar..d prices under

dangerous.

severe pressure.

The 1975 Scenarios in Rindsi~ht

of Constrained Gro;,rr;h in ~he recovery of 1976, 1977 and 1978, and 'IO'e

floor for long-te~ economic gro;,rr;h expectations before 1973 nov became t:he

~as that many managers took fullcognizanc~ of .this ne~ slo~er gro;,rr;h era

they vere no~ entering and hedged their business plans accordingly. The

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

leanness and restructurings that the 19805 'IO'ould demand vere thus ~elped by

beginning the diet regimen early. That Shell sa~ this ne'lO' vorld earlier

'IO'ere introduced ~o the World of Int:ernal Contradictions. wnat had been the

'.
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K. Mac~~on-of the Bank of, England has so succinctly observed:

~n~he-more L~portant, and will be de~eloped more fully in the conclusion

one is to avoidThere are t~o main purposes of scenarios:

"No time is as usefully '-1<lsted as that spenc guarding agair:.st
disasters chat: do not in the event occur."

..

the time. Shell consiscenc~y-projec=ed one of ~he lovest energy grow=h

paths for the 1980s.

regret; the other is posicive and creative--to see new strategic options

to this paper. Eut let me add here that, despite the fac: that the "Boom

that you were noc previously aware of. This positive aspect is in the long

and Eust"--the I:.ost dramatic and (for Shell- companies) dange:::-c:.us of che r.-..o'

managers that short-term scenarios were prepared every year there~fter. As

scenarios-did not occur, the exercise p~oved useful enough for our

•
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CONCLUSION

Scenarios are. dearly much more. popular il1 the ,;,rorld of

"fuc:urists" ~d cotnmentators than in the 'W'orld of decision makers.

Futurists have learned, to' create Ifintere.s.tinglf scenarios. but rarely ones

vhich attract more than passing i~terest from decision makers. There are

important differences beNean scenarios vhich "tell a Story" and scenarios

- .:;;hich are of real help for decision make't's. "decision-scenarios. II

Scenarios that: merely quantify alcernative outcOlr.es of oevious

uncertainties--first generation scenarios--never ~aise a management tenm to

enr:husiasm. Most managers do not like. to face such alternatives. They

yearn for definiteness vhen dealing with the business environment, even

after they have had their fingers burned for relying on past forecasts.

The .same managers 'W'ho are superb at deciding on alternative courses of

action yhere they are in control often come unstuck Yhen confronted Yith

alternative futures they don't control and don't really understand. 'Ibis

is partly cultural. Many' such managers developed their reflexes and

skills in the 1950s and '60s, a management era shaped by unusually high

predictability. To be compe~ent then ,;,ras to knOY the right ansver; it ,;,ras

incompetent, unprofessional. to say. "Things could go this yay. or they

could go that Vlay."

There is a still deeper reason that causes many decisio? makers

to reject scenarios. The quality that most lifts mBnagers to the top of

large organizations is their good judgment. They identify vith it ar.d

trust it. their faith in it is a key motivation. Most scenarios confront

them ,;,rith uncertainty ,;,rhere they cannot ,easily use that good, judgment. ,The

use of this best quality is denied them. and the tendency then is to say,

"Why bother vith all that scenario stuIf-Z t-1e'll go on as before." The

TecnoN Ole' T'\.::-rf"' nf t-hp r .'
onr"p MMprl::t1 for thp. Practical Scenario Plannin2 Course
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cesire for a fraoework, Yichin vhich they can exercis~ their jucsrr.ent. is

been missed!

environments.

the ....orld of facts and the ....orld of

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

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

field "c"t'vision of scenario designers: they don't even realize that .it has

J>....lmost by def i::1.it ion , scanning the business environment and

crystalizing the findings in a set of scenarios deals w'"ith the ....orld

outside the corporation, e.g. , "evolution of deoand, supply, pric:es:~

they kno~ that forecasts often miss major turning points in their

wllat, distinguishes "decision-scenarios" fro~ their sterile

half-truth, and is dangerous because there is another half. Because the

technology, competition, business cycle .changes, etc. 'This is only a

so scrong thac ~any managers continue to rely on forec~s~s, even though

ra~ ma.terials of sce;1arics are" ~de from this stuff of "outer-space," it's

the mind ....here alternatives are played out and yhere judgment is ey.ercised.

alive for "inner-space," the microcosm- of the decision m.aker-this stage of

not realized that something more is needed: scenarios have to be made

perceptions.

Scenarios deal '\rith t"W10 ~orlds:

perceptions inside the head of critical decision makers. Their purpose is

to gather and transform information of potential strategic signi~icance

into fresh perceptions wich then lead to strategic insights that yere

previously beyond the mind's reach--those that ~ould not even have been

considered. This transformation process is not t~ivial; it is genuinely

creative. It is" an "aha! "experience. Scenario planning is a 'discipline

for rediscovering the original entrepreneurial po....er of creative foresight
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in contexts of accelerated change,. gr.eater complex:!..t:; and genuine

unce.rtainty.

In this concluding sec~ion of the paper, ve look first at some

"do'·s" and "don't.s" of the discipline: they 411 derive from facilitating

the transformation process, in particular vhen they appear at variance

\/'it'll common pract.ice. Then ve e:icamine a key aspect Yhic:i:1. makes the

, ,discipline creative.

A Discipline

Decision-scenarios are ~ a mere range of possibilities ••. or a

sensitivity analysis around one crit.ical variable ••• or an optimistic case

and a pessimistic case ••• or a different mix of premises .•• or interesting

stories of vhat could happen in the future.

Scenario analysis is a disciplined yay to think about the future.

It demands above all an underst.anding of the forces that drive the system,

rather than reliance on forecast.s (that is someone else's understanding and

judgment crystallized in a figure, Yhich than becomes a substitute for

thinking for the person vho uses it). It is as different fram relying on

forecasts as judo is from boxing: you vant to use outside forces to your

competitive advant.age and make th~ vork for you, in order that 2 + 2 • 5

or much more. There is litt.le or no pever in merely accepting information

about an outcome (such as the future price .of oil, or the future' level of

demand); the pever lies in understanding the forces behind the outcome.

For this it is fundAmental that decision makers develop their OYtl feeling

for' the nature of the system, the forces at vork vithi'O. it, the

uncertainties that underlie the a.lternative scenarios, and the concepts

used to interpret key data.

r""l1prI ::I" n::lrt of the Course Material for the Practical Scenario Plannine Course
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0) eventsscenarios is exploring and expanding the predeter:::J.ined:

"already in t.he pipeline, tI but: vhC'lse consequences 'have yet to unfold; (:~)

Scenarios St:,ucture the ft.:.ture cont~xt· intO predecer.ninec
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Ret covered the range of possibilities and included everything believed

that which is common to a~ of the scenarios, the predetermined.

~s alternative developments. is like a tree Yithout roots; a vit~l part

predeter:::J.ineds. A set. of scenarios vhich st.resses uncertainty only, t.hat

elements and genuinel)" uncertair'. elelnents. The foundario;:;. of decision

not come to the rescue; and 80 forth. The differenc~ in t.hese ~o scenario

oil; it. said t.hat muddling through vas not on, that: alternative fuels could

plausible. The second set ruled out ever-increasing demand and loy-priced

37): a major difference is t.he work done on the ~redete~ned. The first

Contrast the 1971scl!I1arios (p .11) 'W"it.h the 19-i-3~ scenarios (p.

decision-scenarios usually deny much more than they affir:::J..

decision scena.::ios is to foC'us on and rule out: the L"D.possible events;

sets vas primarily the 'amount of work done on exploring and e~panding the

cOn1:inuc. and (4) the "impossible." One of. the mos:: use:'!:.l st:ructu:,ings

,j "re"".."'.o.nnect.ecness). (3) trend breaks. 1. e.. unfoldings that cannot:

.int.erdependencies vithin t.he. system (surprise outcomes oft:en arise f:::-ol:ll

Scenarios acknovledge uncartainty and aim at structuring and

understanding it:, 2:£.t merely by criss-crossing variables and producing

dozens or hundre.ds of outcomes, but by creating a fev ~te~ative and

scenarios a group of quasi-forecasts, one of vhich is likely to be the

internally consistent pathYays into the future. Neit.her are decision

rigl1t one. Instead, decision. scenarios de.scribe different· "vorlds", not

just. a different out.COme of the sa.me vorld. Never more than four (ot' it

becomes unmanageable fo,:, mOf;t decision makers); the ideal number is

Issued as part of the Course Mater."al fo' r the Practl'cal Scenario Plannin17 C.oiJT~p.
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"! .;. 2"--i. e., the surprise free impficit viey (shoYing eX'?licitly ~'hy and

'lJhere it is fragile), and then t ....o other "'!Jorlds" or different '!Jays of

seeing the '!Jo-rld, yhose "logic" or main theme focuses on the c=it~cal

uncen:ainties.

The point, to repeat, is not so much to have one scenario which

"gets it right" as to have a set: of 5cr:narios which illtmil".atc!. the major

forces drivi~g the systCt:l, their interrelationships and the critical

uncertainties. The purpose, in short, is to help decision m2kers sharpen

their focus on key questions about the environment,anc. to aid them via

additional concepts and a richer language syst~ through which to exchange

ideas and neY data.

The most dangerous scena'rio design is three scenarios that
. .

describe alternative outcomes aJ:ong one dimension only ,because many

managers cannot resist the temptation to identify vith the middle one as a

"base line" and treat it essential.ly as a "forecast.· A scheme based on two

scenarios raises a sirD.ilarrlsk if the. t:wO are easily seen as "optimistic"

"'-~d "pessimistic." Reality must be sOHvhere bet:veen, :md could easily be

seen as "splitting the d1fferencll"-an outcome noe. very diffe't'ent from

starting with a single line forecast.

What is' .. characterist.ic of decision scenarios is that: they focus

at. the end on critical uncertaint.ies possibly very different: from t.hose
. .

'!Jh1ch seemed "obvious" a.t the beginning~ ,It is characteristic also that,

despite this focus on uncertainty, they do ~ot paralyze decision makers.

Rather, the deepe'r understanding of the risks that is gained often makes

the decision maker capable of confronting apparantly grea~er risk.

Scenarios are also an effective device for organi:ing a variety

of much seemingly unrelated information, econ~ic, technological.

Issued as Dart of the Course Material f~r the Practical Scenario Planning Course
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Finally. s.cenari,C'ls a.re. 1I1OSt effective vhen used vith two

"

A planner ~ho tries to 'develop a set of dec:'sion
t---~~~narios without knowl~dge of his ,decision-maker's microcosm

and deepest conce:::-ns is attempting an impossible job. 'Iofuen
the scena=ios described in this paper yere done, ~e did not
fully appreciate this. ~e yere lucky, hovever; our managers'
concerns turned out to be precisely those ye yere dealing ~ith

because of their magnitude and obviousness ~hen they.~ere

developed. Lu:er, we learned techniques of interview to fine.
out the deep concernsQf ~agers, and to': ill~inate ,the
existing decision-framework. No~, the interview discipline is
one of the first steps taka'Ll vhen starting ~ ~c~nario
exercise.

macro-scenarios. To do specific analyses of parts of the business, one

The decision-scenarios described in this paper were global or

Impor1:ant:

instance, could do).

tra~slating it into a frame~ork for judgm~~t (in a ~ay that no ~ocel,

co~petitive, political, societal--sorne quantitative, som~ qualitative,

develops "focused scenarios" Custom-tailored around a strategic issue, or a
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specific mnrket or investment project. 3ut 'you cannot start

get the big picture. and ~hen zoom in on your business specifics.

focused scenarios because you vill almost certainly miss key things. or

cast the focuse~5cenarios in the vrong way. You must vide-angle first t

tools.

forecasting), and options~-if ~hare are any--are merely stra~ men,

Strategic: Vision. 'A clear,. structured viey of what kind.

company you vant to ~. vhich prtcedes what you ~ant to do

divesting, penet~ating a n4V ~r~et, e.tc.).

Option Planning. In most planning appto3ches. strategies are

'forward on a single lin4 (vhich is mora dangerous even than

------ "'-

ISsued as pa t f h '
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Chart XVIII

93

Option
Planning

Specific'Scenarios
(project/issue

focused).".feedback
(footprints)

Option .";-

J .Creation/

insights The World of relativity

/
at the right scala

':-_------- of observation

"'yfOCUSin~

insights

\
.JIfStrategic

Vision

Global -Scenarios

.... - -_.._._----_._--

Competitive Positioning

t~e scenarfo process does not bring about the me.rge.nce of strategic'

The purpose of this combined approach is "option generation. II If

of business units and at corporate level, in yhich all op~jc~s are put

options. Option planning is a disc:'?1ine to be pnctic:eci 'beth at the level

forward on a neutral, nOhadvocative ~ode.

optiens ~hic:h were. previcusly not even conside.red. the process has been

Scenarios and the Gentle Art of Re-perceiving

"Genius, in trut:h. means l1ttl~ more than the faculty of
perceiving ip a nonhabitual way" (Willi~ James).

It is yell known that companies differ gre.atly ~n the e.ffective­

ness and speed yith which they can transform the potentialities of

I~~ued as Dart of the Course Material f~r the Practical Scenario Plannine: Course



-I
94

Today,

capacity is obViously critical. I
Unless pari:icular care is take.n over this precess, really "ne'l.l" .

: - ---=.. .J_. -.

this

speed ~th vhicn companies identify and transfo~ information or stra~egic

Is~gnificance into strategic initiat:i~es can diffe.r just as much.

scie.ntific progress into innovation (that: is, I!e~... proauct:s or nev

processes). Si:tilarly, in times of rapid c~snge, the e:f'fectiveness arodl

(o:.cvel) in!omntion chat: is outsidtt the span of expectations I!:;;'y no t: I
?enet~nr.e the core of the mind of a decision maker--t:hat: intimate Sl:&ge of

the mind vhere possible futures are rehea~sed and vhere judgment is I
exercised.

There are many well-documented historic ~xamples: Stalin, aXi:er I
concluding the non-aggression,pact with Hitler in 1939, vas so persuaded I
that the Germans would not attack as ~arly as' 19l1.l, and cert<l.inly not

vithou't: a prior ultimatum, that: he ignored 84 W's.rniIlgs that: IIOperat:ion I
Barbarossa" was about to ba launched. According to Barton W'haley in

Codevord Barbarossa (M.I.T. Press, 1973), these included varnings such as I
personal communicaeions from Churchill, from Soviet spy Richard Sorge in

the German embassy in Tokyo, Tdthdraval of German m~rchaDt shipping from I

fundamental problem throughout: this 1~telligetlce failu~e vas "noise, tt cneI
c.assive volume of signals. liTo discriminate significant: sounds against:

this background of noise, o~ has 1:0 be listening for something or for onel

of several things... one needs not only an ear, but a varietv. of' hypo,theses

that gu~de ocse.1;Vation. II, . CR. 'Wohlstetter: Pearl BarboI' 'W~rning and I

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

E.:trbo];, as documented by R.. Wohlste.tter, is anot.her such case. The J

Decision, (Stnnfo-rd University P-ress, 1962), emphasi.sadded). It is J
revealing that the Japar.ese comm.:mder of the Pea.rl Harbor attack, Mit~UO-

------------- 1
Issued as part Of the Course Material for the Practical Scenario Planning Course I
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Fuchicia. in his different ~icrocosm v~s surprised ot achieving ~uTprise nnd

askec. "HOld these J..I:lerica."'1s never heart!. of POrt: Arthur?" (an epi~ccle f,lInoUS

in Japan vhere the Japanese n~vy destroyed in a ~urprise attack the vhole

Russian Pacific.fleet ~t anchor in Port Arthur).

Cases in the business 'vorld are. for obvious reasons. less vell

docu~ented. The cuthor could personally observe the French steel industry

,.ith the "FOS project." the tanker market' beiore and after t.he £:':::-5:: oil

shock. pct:"ochemical investments in Eurcpein the seventies ar-c 1\ large

?~erican car ~a."'1ufacturer's misinterpretation ane dismissal of Japanese

competition du=ing a good part of'trre 'seven·ties.

In all '0£ these cases. a number of managers vere involved (not

just one individual), tha inappropriate behavior ex~ended over several

months or even years (not just a one-time error), and the stakes vere very·

high. Toey vere all crisas of perceptio~--inability to sae~-and not cases

of wrong strategic reasoning. ~ithin the cont~~t of the view of the world

these decision makers persisted in, their strategy mnde sense; sometimes it

",as brilliant.

In our times of rapid change and discontinuity. these crises of

perception--the inability to see a novel reality emerging by being locked

inside obsolete assumptions-have become the main cause of strategic

failures. particularly for large and ,internally well-managed companies.

While failures are clearly visible. opportunities missed by not

seeing them in ·time are probably more' important. "The greatest danger in

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

logic" (Peter Drucker).

The following graph~c example illustrates, at the most elementary

level, the process of persi~ting in seeing only what 'Ioteare prepared to

Issued as part of the Course Materiai for the Practical Scenario Planning Course
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I
I

s·ee. If one sees a face. to start ~ith (helC'~), one car. go a long ~a': ai.1d

still sec a face. The i~por~ant point is: it is almost ~p055ible to

break out of an inappt'opriate me.n·tal frame ~hile perceiving and

expe-:oiencing vit:hin it.. As the Chinese proverb says, "The ~ish is t:he last

to k:no~ it svus in ~ater."

I
I
I

t.l .. :r

'.

I
I
I

Central to decision-scenarios, vbere they succeed or fail, is ~he microcosm ~

of the decision maker: his inne.r mode.l of realit:y, his orgapi~ed set of

assumptions which structure. his unde.rstanding of hoy and vhy his business

".
environment is going to unfold,. and vhat arathe critical factors vhich

make and vill make for success. This inner model never'mir~ors realit:y:

it. is alYays a const:ruct: t:l.icrocosms are basically superior "simplifica-.

t1ons"; t:hey dea.l vith complexity by focussing on wat really matters.

In stable times (business-as-usual, more-of-the-same), there vill

I
I
I

I

be a reasonably good match betyeen the mental. model of a successful

decision maker and unfolding reality. A little adjustment: ndfine tuning I
~l:l do. Decision-scenarios vould have little ot' no leverage here •.

ISsued as part of the Course Material for the Practical Scenario Plannin~ Course I
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outside this framevork.

significance.

,;
i

;

Ii
II

II

i

i
,I

the 8.b111t:y to re-perceive reality.

approach has leverage and can mnke the diffarence.

mere pret~nse-blind spots and dead angles. It is here that the scennrio

to alternative ways of interpreting evidence. and projections that are a

unde=standing can coexist vith dubious assumptions, selective inattentior.

prolonged by the usual type of forecasts .1s inherently suspect and most

In such circumstances. a microcosm based on past experience and

But in times of rapid cha~ge and increased com?lexity the ~ental

model becomes a dnngerously mixed bag: ~ncr.nously rich detail or-a deep

Decision-scenarios. by being alternative "...·ays of seeing the

viev vhile operating vith~ it. When one is committ~d to a certa~~ yay of

framing an issue. it is extremely difficult t:o see solutions vhich lie

achieve some.thing ve.ry precious:

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

perce.ive-more. infor.nation potentially relevant to us lying around

vorld," are a syst:em.o.tic method for breaking out: of this one-eyed viev. In

In times of change the.re 1s definitely more to see than ve normally

unnoticed because, being locked into our vay of looking, ve fail to see its

.likely inadequate; yet it is almost impossible to break out of one's vorld

Issued as part of the Course Material for the Practical Scenario Plannim~ Course
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effort.:

I~ has been my repea~ed experience ~ha~ the pe=ceptions yhich

eu.a=ge ~~~~ the dis~iplined approach of scenario ar~lysis is prac~iced are

not only richer and 6ubs~antially di£feren~ in cri~ical aspect froo the

previous implicit. vieY. They are also qualitatively di£:feren~. The

process of converting information into fresh percep~io~s na~ something of a

"breeder effec~": it clearly generates energy, ll:IUch more energy than .has

been consumed during the process of scenario analysis in teres of time and

A mere "high" ·and· "low" a.round a base-line would never achieve

this conceptual reframing. The re-perception and discovery of strate~ic

openings Yhich folloys this breaking ou~ of one's own assucptions--many of

which are so taken.for granted that one is no longer ayare of .them--is,

after all, the essence of entrepreneurship. Scenario planning, to repeat,

. is a discipline aimed at rediscovering the original entrepreneurial power

of foresight ·in contexts of accelerated change, greater complexity B.t'ld

genuine uncertainty.

Issued as part of the Course Material for the Practical Scenario Planning Course
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It is precisely in these contexts--~ in stable· ti:::le:;--t~at the

real opportunities lie to gain competitive advantage through s~r~tegy.

IIttncertainty, my friend •
•discontinuity, men amour!

,·,::bo.... led gemen t

..
The charts in this paper are reproduced with the kind permission of Shell

I~cernational Petroleum Company. The author vould like to acknovledge the many
original contributions to'the development of scenarios 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 vith Barvard Business School colleagues, in particular
3ruce Scot t .and David Bell. This paper vould never have been vritten bad it'
not been for the encouragement and editing help of Norman Duncan and Peggy Evans.
This paper expresses vhat the author has learned in the: process; it should not
~e inferred that this represents Shell's current planning vie....s or p~actices!
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