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Introduction

This paper is the first in a series of working papers that I will make available on my web site: www.artofquantumplanning.com to assist visitors and readers of my book in advancing their use of scenario-based planning processes that will support the kind of learning-oriented strategic planning I advocate.  Other ideas are contained in the book will be regularly expanded upon through this series of papers.

Learning-Oriented Strategic Planning

This paper will describe a process for creating scenario maps for market evolution.  However, a word about the secondary part of the title is in order as it is a core idea in my view of effective strategic planning.  In my book I make the following statements:

“The objective of strategic planning in any organization should be not only to set direction and guide actions and investments, but also to enable the organization to “learn its way forward,” and in the process restructure itself.

A learning orientation to strategic planning should focus on those areas where the organization is strategically uncomfortable (the areas recognized as important to, but not strength of, the organization).”  A learning agenda should be a key output of a quality strategic plan.”  This paper, and others to follow, will explain how to do what I am advocating.
Creating Scenario Maps for Market Evolution
Questions about the future direction of market developments are typical in all businesses.  In many cases it is the constant obsession of managers because what is happening in the marketplace for their products and services determines the viability of the organization in both the short and long term.  The process of adjusting to signals from the marketplace that indicate the overall competitiveness and viability of the services or products of the organization is the core job of management, and the essence of strategic planning for the long term.  A sound scenario planning process can provide lots of value to thinking clearly about the management decisions required.
Markets are defined by the demand (and thus consumers/customers) and supply (and thus producers and their related costs).  Demand and supply are both volumetric and thus subject to differing rates of growth.  At a broad level, and in common experience, it is reasonable to think about the rates of future growth as slow, moderate and fast.  This base level of structural thinking leads to the market space shown overleaf.
Figure 1
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With this market space, two steps can be used to create scenarios and set the stage for learning-oriented planning. The first step is to define certain areas of the map as base/ core high-level scenarios.  I have shown five such areas below with generic names that grossly define the scenario logic in each.
Figure 2
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The second step, which is especially useful in planning over the longer term, is to think of pathways over time through the five base scenarios (or market states at a specific time).  In other words, think about what might be trajectories through the market space.  In this manner the scenarios are defined by their trajectory and not by the base states. Examples are shown below.

Figure 3
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In scenario “A” this is a world in which markets may vacillate between slow growth and a short term or medium pick up only to return to a more stagnant period (think of some current projections on the course of the U.S. housing market over the next five years or so).

In scenario “B” moderate growth returns and then accelerates unexpectedly as consumer demand recovers prior to an adjustment in industry supply.  Prices will rise and supply expansion will follow as producers rush to increase profits during the period of higher prices (think of commodities like minerals).

In scenario “C” something happens which drives a fundamental rethinking of supply, for example a new entrant that has a better offering which others are forced to match (think of what is going on in the hybrid car market today following Toyota’s lead with the Prius).

In scenario “D” something occurs which has a positive impact on both supply and demand, for example a technology breakthrough that simultaneously lowers the cost of production and improves the functionality or attractive features of a product or service.   Both suppliers and consumers benefit and the market makes a fundamental progressive shift.

Shown below is a real world example of this scenario map applied to global electric power markets.
Figure 4
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In scenario “A” energy markets are not able to sustain growth as the current global recession last much longer than expected.  Periods of moderate growth are followed by periods of stagnation.  In this world only the largest of traditional players with strong capital positions are able to survive.  Their profits are moderate and acquisitions to build market share may be the only game for management to play.  Technology evolves in an evolutionary pattern and there is little room for tough new regulations in view of industry conditions.
In scenario “B” there is a period of growth, but it is not on sound footing.  Demand growth, possibly the result of over expansion of fiscal and monetary stimulus, precedes supply growth.  Suppliers allow prices to rise and profits to grow before significant new capital investment is made for the long term.

In scenario “C” environmental concerns trump economic concerns and the industry is forced to make new investments in supply to address sustainability.  In many areas this may be with government support in terms of tax policies and other subsidies.  A green revolution is created by pushing change in anticipation of technology breakthroughs.  Higher prices lower hurdle rates for alternative energy.

In scenario “D” technology advances lead to a revolution in energy markets.  This is a world in which solar energy, battery technologies, new efficiency technologies and possibly others yet to emerge from the labs spur movement to a new energy infrastructure.  Consumers benefit from new features and capabilities and industry benefits by its reinvention for the long term.

All of the above are high level descriptions that of course in a true scenario development process would be more extensively described with details of development for other key drivers of change (social, technological, economic, environmental, financial market, cultural and regulatory change).   In some areas quantification with useful projections can be added as well.

Building the Learning-Oriented Agenda

The learning-oriented and learning-forward agenda for a company is built by placing the company, in its current state with its strengths and weaknesses, goals and strategies, in the context of the scenarios and asking what if questions.  What if this world emerges, how can the company respond and prosper?  What changes might be needed?  What new investments might be required?  What competitive actions might others take and how might the company respond?  Those questions and similar ones are the essence of “wind-tunneling” strategy.   Answering them on an ongoing basis becomes the learning agenda of the strategic plan.
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