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FOREWORD

Digitization, COVID-19, the Russian attack on Ukraine among others have changed the rules
of the game in most industries around the world and has affected supply and demand
chains of multinationals and local companies alike. Executives of all kinds of organization
are now realizing that most of their assumptions about how their markets will work and
how their companies will continue to successfully operate are called into question.

This implies that companies need to rethink how their business environment will
look like in the future - from broad political, legal, economic, socio-cultural,
environmental and technological condition to the behaviour of competitors and
complementors - and how to adapt their business model to the new realities.

One approach to prepare for such a completely changed reality is the development of
SCENARIOS about how the future business environment might look like and draw
conclusions for a company’s business model (i.e., value creation, value capturing and value
delivery) including the resources and budget implications for each function. It's important to
understand that even if the developed scenarios don't become reality, they help executives
and employees to better deal with the information overload that they currently experience.

As PROCESS experts for the development and analysis of SCENARIOS in dynamic
business environments, we are supporting companies that require testing their assumptions
about how their business environment will look like in the future and what kind of
implications to draw from such outlooks.

On the following pages, you will find a brief manual about how to develop and analyse
SCENARIQOS that was primarily written as a quick response to the COVID-19 crisis.
However, the approach and logic of this manual applies to any major change in an
organization’s context.

In addition, the advice on the following pages is not always easy to implement. Our
approach requires time and the conviction that spending time to think about the future
business context in a structured way is the best way to deal with uncertainty, ambiguity,
equivocality and other market dynamics.

If you have any questions, please do not hesitate to contact us!
Kind regards

Dr. Roger Moser

Senior Lecturer, Macquarie Business School
roger.moser@mg.edu.au
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OVERVIEW

This manual supports executives and employees in strengthening their strategic thinking and
their ability to develop and analyse scenarios to decide with more confidence during times of
uncertainty & equivocality. This manual consists of three parts.

Part ONE (I) provides an overview and conceptual introduction. It helps executives and
employees to understand the different steps that applied STRATEGIC THINKING requires and
it can be implemented through a SCENARIO DEVELOPMENT & ANALYSIS approach.
Part ONE (I) also provides a quick overview on the online, real-time Delphi study (Expert
Panel) software of DI - Decision Intelligence GmbH which we normally use.

Part TWO (II) provides a case example of a mid-sized MEM company from Switzerland that
tries to apply the methodology in its specific industry context.

The case examples in Part TWO (II) are structured into three different examples of Scenarios:

The first example shows how the CEO and his team developed hypotheses and a scenario
matrix focusing on assumptions about the future directly related to the COVID-19 pandemic
to support an immediate Decision-making Challenge (WHEN to prepare the scale-up of
production again?).

The second example shows how the CEO and his team developed hypotheses and a scenario
matrix focusing on assumptions about the future requirements in their industry to support a
mid-term Decision-making Challenge (WHETHER to invest into 3-D printing capacities &
capabilities?).

The third example shows how the CEO and his team developed a detailed scenario as a
potential outlook into the long-term changes of the company’s business environment to better
understand whether and how to adapt the case company’s business model.

Part THREE (III) helps executives and employees how to turn scenarios that they have
developed or collected from outside sources (e.g. from think tanks, consulting companies etc.)
into detailed consequences for the resources (human, physical, technological, organizational,
relational) of their functions based on the “Institutions-Resources Matrix”.

Contact: roger.moser@mag.edu.au 3
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PART 1

SCENARIO DEVELOPMENT & ANALYSIS MANUAL:
CONCEPT & OVERVIEW

Introduction

The core of any SCENARIO DEVELOPMENT & ANALYSIS project is the SCENARIO MATRIX
(Exhibit 1). A scenario matrix consists of two assumptions (i.e. hypotheses) about how a
specific part of the entire business context might look like in the future.

Exhibit 1: Scenario Matrix based on two hypotheses
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Hypothesis #2

Hypothesis #1

Source: Canvas Collection of Dr. Moser, 2020

These two hypotheses (or assumptions, projections) about specific developments in the
business context divide a SCENARIO MATRIX into four separate scenarios (Exhibit 2). Each of
these four scenarios has its probability to become true in the future. In total, the probabilities

of all four scenarios must equal 100% because one of the four scenarios is assumed to
represent a part of the future reality.

Exhibit 2: Scenario Matrix with four distinctive scenarios

H #2 H #2
SCENARIO #4 SCENARIO #1 SCENARIO #4 SCENARIO #1
Probability to be true? | Probability to be true? «TROUBLE» «HEAVEN»

H #1 H #1

SCENARIO #2 SCENARIO #2

Probability to be true? «CHALLENGE»

\E
Source: Canvas Collection of Dr. Moser, 2020 E‘LPNP

Obviously, it is not enough to work with only one scenario matrix to understand how a
company’s future business environment might look like. In fact, selecting those hypotheses
about ongoing or future changes that matter most for your organization might be the most
challenging task of any scenario development & analysis project. Dr. Moser has developed a
STRATEGIC ANALYSIS, STRATEGY CREATION & REALIZATION Canvas Collection (constant
work-in-progress) that supports companies in selecting those trends and developments that
truly affect the financial and operational sustainability of their business models.

Contact: roger.moser@mag.edu.au 4
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In short, if companies are not fully aware of why they are or have been successful with their
current business model (value creation, value capture & value delivery) they will not be able
to select those future trends and developments that might really threaten or even improve
their competitiveness.

Dr. Moser has recently developed a “"Business Environment Analysis” structure (Exhibit 3) that
supports executives in identifying ongoing trends and future developments at different levels
of the business environment.

Exhibit 3: Structure for a "Business Environment Analysis”

Economic Conditions

In order to answer some of the questions; for example, 3 MARKETS
why do you make money today & what potential (B2C, B28, B2G)
developments do you need to plan for in the future

. . BUSINESS
so that you can adapt your business model (i.e. ECOSYSTEMS
develop a strategy), you can apply different strategic
analysis frameworks. These frameworks can be INDUSTRY
structured along the following layers: (Segments)

- General business context (PEST(EL)) Competitors
- Markets you are serving (& Complementors)
- Business Ecosystemsyou are embeddedin

- Industry (Segments) you are positioning yourself in
- Competitors & Complementorsyou are facing

- Business Model (Value Creation & Value Capture)

- Resources & Capabilities (Value Delivery)

Source: Canvas Collection of Dr. Moser, 2020

In many cases, developments in the outer layers of the “Business Environment Analysis”
structure trigger adaptations at its inner layers but it can also happen the other way.

In the context of COVID-19, it is pretty clear that a development in the "Environmental &
Natural Context” (that’s the second E in the PESTEL / PESTLE framework which you might be
aware of) has triggered adaptations to rules and regulations (i.e. the political / legal
environment) as well as the economy of entire countries (i.e. (macro)economic environment)
with huge consequences on how entire societies have to collaborate (i.e. socio-economic
environment) but also chances and risks for our infrastructure and new technologies
(technological environment).

These changes in the outermost edge of our “Business Environment Analysis” structure are
then influencing the inner layers. For example, the changes triggered by COVID-19 in the
different PESTEL environments have changed and will certainly change how numerous
Business-to-Consumers markets (e.g. restaurants, malls, personal services etc.), Business-
to-Business markets (e.g. automotive production, textile industry etc.) but also Business-to-
Government markets (e.g. infrastructure building & maintenance, private education sector
etc.) are operating.

The same is true then for entire Business Ecosystems such as mobility or healthcare and the
entire realm of social media & entertainment among others. Such fundamental shifts and ‘new
rules of how things work’ are then also redefining how entire Industries & Industry Segments
along with their value chains function and how Competitors & Complementors are adapting
their behaviour to perceived or real changes.

However, we should not forget that also developments within companies or industries can
have a massive impact on other layers of the “"Business Environment Analysis” structure. In
the context of COVID-19, it is certainly any vaccine or at least any rapid & easy antibody
identification test which can quickly affect how politics and entire economies can function
again.

Contact: roger.moser@mag.edu.au 5



mailto:roger.moser@mq.edu.au

MACQUARIE
University

SYDNEY-AUSTRALIA

Scenario Matrix Development
Step 0: Reflection on the DECISION-Making CHALLENGES you face

Before you start with a SCENARIO DEVELOPMENT & ANALYSIS project, you need to first
clearly define which:

Decision-making Challenges you face and want to address with this project, and
Questions you need to answer to make each decision.

We call this concept “Decision Context Map” where we list all identified Decision-making
Challenges and the Questions that need to be addressed to conclude each Decision-making
Challenge.

Moreover, you then need to be aware of which questions you expect this project to provide
(some) essential intelligence (i.e. data, information, knowledge, insights) for.

How to?

Please read the Decision Intelligence Navigator whitepaper of Dr. Moser in case you need
more detailed information about how to identify key decision-making challenges and the
respective questions you need to get answers to.

Output of Step 0:

You have developed a “"Decision Context Map"” for each Decision-making Challenge
including all Questions you need to get answered (irrespective of whether you think a
scenario approach (Delphi / expert panel) would be suitable to answer them).

Exhibit 4 shows a simple “Decision Context Map” for an individual/family in the context of
COVID-19.

Exhibit 4: COVID-19 "Decision Context Map” for an Individual/Family
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Step 1: Identification of the Trends and Developments that matter

Once you are clear about the Decision-making Challenges you focus on and the Questions
you should be able to answer, it is time to identify those ongoing trends and future
developments that are essential to understand to answer your Questions and subsequently
make the necessary Decisions.

This is a time-consuming and very tedious process. Most executives want to jump right into
the development of scenario matrices but if they don’t reflect on the detailed Decisions they
want to make and the numerous Questions they need to answer (to make these Decisions),
their scenarios often focus on the wrong hypotheses; i.e. focus on ongoing trends and future
developments that do not help them to make better Decisions.

This is why a Decision-Question-Insights logic (Exhibit 5) is so important to follow before you
start working on scenarios.

Exhibit 5: Decision-Question-Insight Logic

i COVID-19 Example:
DECISION'makmg 5! When can we start our manufacturing operations again? ]

CHALLENGE(S)
- COVID-19 Example: X
» Willpeople establish an immunity against COVID-197
QUESTIONS » How long will society accept a “completed” lockdown?

* VWhatkind of government support will we receive and for how long?

+ VWhatkind of prevention activities willwe be able to take to protect our workers
and their families?

» How long will our supply chain take to work again?

* How much demand will there be from our customers and when?

* VWhatdo my shareholders expect?

+ Etc. J
T~

COVID-19 Example: \
Each of the questions above requires different data, information or knowledge (i.e. intelligence)— we call
all this intelligence that is relevant for a specific decision: insights.
Not each decision nor question listed above can obviously be fully or partially be answered by developing
scenario matrices but such a scenario-driven approach helps to envision the larger picture, new “rules of
the game” how the major parts of the business environment might look like in the future to guide the more
day-to-day decision-making.
It's also important to understand that you do not need to develop all relevant scenarios on your own.

There are and will be plenty of “high level” scenarios for you to build upon and develop more customized,
k industry/region-specific scenarios that match with your actual decision-making challenges. /

that you need to be able to answer

—

INSIGHTS

Decision-relevant Knowledge

Source: Canvas Collection of Dr. Moser, 2020
How to?

When you know the Questions you need to get answered, you are surely looking for the
intelligence required. In the context of COVID-19 and this SCENARIO DEVELOPMENT &
ANALYSIS, the trends and developments that matter can optimally be identified when you
truly understanding about what made your company successful so far.

It might sound somewhat ridiculous but in the context of COVID-19, your assumption as a
shop owner might have been that you will have every day at least a few customers passing
by your outlet. However, with the lockdown order in many countries, this simple yet essential
Assumption you could rely on so far is not valid anymore. It is now essential to formulate a
Hypothesis about when potential customers are (allowed to come) back to make many
different Decisions from keeping staff to ordering or stopping supplies.

The following Exhibits 6-9 can serve as a simple guideline. You don't require a fancy
technology solution to create the output you need. You rather need experience and time to
reflect on which assumptions are now invalid and where input about how the future might
look like (your hypothesis) are enriched by people with diverse backgrounds and expertise.

Contact: roger.moser@mag.edu.au 7
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Exhibit 6: Introduction to the Forecast Canvas

FORECAST Canvas: INTRODUCTION

Why and how do we make MONEY
(i.e. create & capture value) today?

Any FORECAST or FUTURE OUTLOOK starts with a clear review of the actual
Value Proposition of our company (i.e. how do we create value and how do we
capture value). The respective mechanisms used by the company serve as
“mental filters” for the executives to:

« Identify developments — from the business context to the competitive
environment — that have the potential to weaken or strengthen the value
proposition of the company.

+ Assess potentially relevant developments with respect to whether and how it
would affect the company’s current value proposition.

+ Think of developments not yet on any radar that would allow the company to
significantly strengthen, weaken or completely alter the company’s value
proposition. =

« Why and how WILL we make
MONEY (i.e. create & capture value) _
IN THE FUTURE? v

Future developmentsin the
BUSINESS CONTEXT & MARKETS
the company is investing in & serving

The most widely used analysis frame-
work is PEST(EL) which is actually
nothing else than a simple checklistin
order to identify relevant
developments in the political,
economic, socio-cultural,
technological, environmental (nature)
or legal environment or other market

Future developmentsin the
BUSINESS ECOSYSTEMS the
company is embedded in

The Business Ecosystem approach
is not easy to evaluate because it is
a broad concept with multiple
analogies from natural ecosystems
but missing parameters to measure
whether a company actually plays
the desirable roles of a keystone
player or dominantplayer — or a

Future developmentsin the INDUSTRIES &
COMPETITIVE ENVIRONMENT the company is
positionedin

The most widely used analysis framework is
PORTER’s FIVE FORCES to understand how
specific developments — often triggered by
developments in the business context — are affecting
the attractiveness (i.e. the distribution of power) of
industries & industry segments. In addition, there
exist several approaches to understand how
competitors might change their tactics and business

trends. niche player multiple ecosystems. model in the future.

S—

Source: Roger Moser
Source: Canvas Collection of Dr. Moser, 2020

Exhibit 7: Identification of Trends / Development from PESTEL and Markets

FORECAST Canvas of ﬂ

PESTEL & Markets

Economic Conditions
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nothing else than a simple checklistin
order to identify relevant

Competitors

developments in the political,
economic, socio-cultural,
technological, environmental (nature)
or legal environment or other market
trends.

Developments in PESTEL Context and Markets Affecting which Value Creation How much?
and/or Value Capture Mechanism?
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Source: Roger Moser

Source: Canvas Collection of Dr. Moser, 2020
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Exhibit 8: Identification of Trends / Development from Business Ecosystems

FORECAST Canvas of ﬂ

. Economic Conditions

Business Ecosystems

yd N\\&\s MARKETS - xg[’“’y . Future developmentsin the
> (e2c, 828,261 RGN BUSINESS ECOSYSTEMS the
e ~— BUSINESS N, \ company is embedded in
[ ECOSYSTEMS . N2, \ The Business Ecosystem
oy INDUSTRY — AN N\ approach is not easy to evaluate
/ N\ because it is a broad concept with
/ i multiple analogies from natural

Competitors

ecosystems but missing
parameters to measure whether a
)/ / company actually plays the

/ desirable roles of a keystone
player or dominantplayer — or a
niche player multiple ecosystems.

Affecting which Value Creation
and/or Value Capture Mechanism?

Developments in the Business Ecosystem How much?

B—&——&—
1 5
o—eo *—a
1 5
—o—9—eo—9
1 5
1 5
1 5
1 5
1 5

Source: Roger Moser

Source: Canvas Collection of Dr. Moser, 2020

Exhibit 9: Identification of Trends / Development from Industries / Competitive Context

FORECAST Canvas of ﬂ Industries / Competitive Environment

Economic Conditions

7 —NIARKETS $tieg, ™\ Future developmentsin the INDUSTRIES &
/ é\‘@% ~ (82, 828, 826) ~ ’7%/7 COMPETITIVE ENVIRONMENT the company is
~ e BUSINESS N \ positionedin
/ ECOSYSTEMS e\ \ The most widely used analysis framework is
/ NDusTRY < N\ PORTER's FIVE FORCES to understand how
/ Competitors ——_ \_ \ specific developments — often triggered by

developments in the business context — are affecting
the attractiveness (i.e. the distribution of power) of
A industries & industry segments. In addition, there

g exist several approaches to understand how
competitors might change their tactics and business
model in the future.

(& Complementors) ~ 0\

e

Developments in the Industry / Competitive Affecting which Value Creation How much?
Environment and/or Value Capture Mechanism?
@ . —0
1 5
*—o D
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Source: Roger Moser

Source: Canvas Collection of Dr. Moser, 2020
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Output of Step 1:

In step 0, you had defined your Decision-making Challenges and the Questions you need
to get answered. In step 1, you have now identified which major developments in the context
of COVID-19 matter most in the different layers of the "Business Environment Analysis”
structure (Exhibit 3) for your selected Decision-making Challenges and the related Questions.

Some of the trends & future developments that matter you might be able to understand better
based on existing scenarios provided by think-tanks or consulting companies or other forms
and sources of intelligence. For those trends and developments that you still need to develop
your hypotheses about how they might look like in the future, you might be able to usefully
address them via a scenario analysis.

You find more information about how to do this in different white papers and the STRATEGIC
ANALYSIS, STRATEGY CREATION & REALIZATION Canvas Collection of Dr. Moser.

Step 2: Formulating “precise” Hypotheses for your Expert Panel / Delphi Study

Once you know which ongoing trends and future developments matter most for you and which
you want to evaluate in a SCENARIO DEVELOPMENT & ANALYSIS PROJECT, the next tough
job is to turn these “essential” trends and developments in the context of COVID-19 into
HYPOTHESES that you can assess via and Expert Panel / Delphi Study. Exhibit 10 provides
some background information

Exhibit 10:How to test Hypotheses via Expert Panels: Background Information

FORECAST Canvas: BACKGROUND INFORMATION

How to TEST your HYPOTHESES: Expert Panels / Delphi Studies
@xist different types and development &

formulation processes in a “STRATEGY AS
HYPOTHESIS TESTING” approach:
» The easiest way is to use pre-structured
hypotheses that only allow for little
) interpretation by the experts (e.g. statements
measuring the power levels in Porter's 5
Forces where the rating approach and the
content are mostly predetermined, and you
only need select the statements that are
applicable to your context).
BUSlEEtsus:ec(giJ)TExr _ - More challenging is the formulation of
hypotheses where the way how to ask is very
oo clear but the actual focus of the hypothesis is
difficultto determine (e.g. statements about
product features in a Strategy Canvas — the
way how to ask is clearly structured through
the Strategy Canvas but the product or service
features and the customer segment need fo be
identified).
» Most challenging is the formulation of
hypotheses where the basic framework is only
a checklist (like PEST) and the executives
need not only to determine the outlook time
horizon (i.e. to which year the hypothesis
applies) but also what exactly the hypothesis
focuses on and how to ask in order to avoid
misunderstandings. More on next page

Most strategic analysis tools integrate opinions (of
experts) as major intelligence input. For example,
popular strategic analysis tools such as Porter’'s 5
Forces, Strategy Canvas or PESTEL mostly rely on
the assessmentthrough employees, consumers, or
external experts.

Thus, it often makes sense to use so called “Expert
Panels” or “Delphi studies” to gather intelligence
(in the form of opinions).

P etens

(xpert (Delphi) Studies are useful because they

mostly do not only provide a quantitative assessment

(e.g. Scale 1-7, Probabilities 0-100%) but also a

qualitative justification (statements).

Expert (Delphi) Studies require:

+ a precise formulation of hypotheses

+ ideally a broad selection of (internal/external)
experts who precisely argue why they rate a
hypothesis as low or high

+ the opportunity for experts to conveniently
reconsider their assessmentin a 2" round and — if
required — adapt their assessment.

Source: Roger Moser
Source: Canvas Collection of Dr. Moser, 2020

Again, most executives rush into the formulation of HYPOTHESES without developing a prior
understanding about how expert panels work and which benefits they provide.

Contact: roger.moser@mag.edu.au 10
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Expert panels / Delphi studies are ONE way among many to collect either input on single
hypotheses or, at a later stage, input on how selected scenarios are specifically impacting the
stakeholders of an industry (i.e. industry players, suppliers, customers, governments,
society-at-large)

How to?

Exhibit 11 provides some advice about how to formulate hypotheses that are useful to be
assessed through an (online) expert panel / Delphi study.

In general, you need to make sure that the participating experts find it interesting and
intellectually challenging to assess your hypotheses. There is no value in having experts just
confirming/rejecting hypotheses that are very likely/unlikely just that you have some more
input. What motivates experts to assess your hypotheses AND ALSO PROVIDE some
arguments for their low or high assessment is a hypothesis that is somewhat PROVOKING.

Exhibit 11:How to test Hypotheses via Expert Panels: Recommendations

FORECAST Canvas: BACKGROUND INFORMATION

Source: Roger Moser

How to TEST your HYPOTHESES: RECOMMENDATIONS about how to formulate HYPOTHESES about (future)
developments in an unstructured BUSINESS CONTEXT

In a “STRATEGY AS HYPOTHESIS TESTING” approach executives and employees are required to develop, formulate and test many
hypotheses about how the future business context might look like. Only if executives understand the future business context of their
companies (and thus the differences to the current business context) they are able to identify what they might need to change in their
business models.

However, what to focus on (with insights from the DIAGNOSE activities) is challenging but to specifically develop a “precise” hypothesis
about what “exactly” is going to change and “when” is an even more daunting task. Below, there are a few suggestions for a practical
hypothesis formulation about what might happen in the business context in the future.

\RECOMMENDATIONS

*+ FOCUS/PURPOSE: A hypothesis needs to matter for your strategic thinking. If you are not clear about potential implications of a
hypothesis if it is confirmed/rejected — it's a waste of time and resources. Moreover, a hypothesis must not only affect your company
but its competitors and other companies as well.

+ TIME (Horizon): Formulate the hypothesis with a precise time indication— “IN 2024, ....(somethingis a fact)” --- not until 2024...except
there are clear reasons for “untir’.

+ TENSE: Formulate the hypothesis in PRESENT tense...so as if it is reality in 2024 (the year 2024 is just an example)

+ CLARITY: Formulate the hypothesis in such a way that there is ho room for interpretation...For example:
+ NOT: In 2024, 60% of crop farmers... --- BETTER: In 2024, more than 60% of crop farmers... --- no expert will probably agree
that it'’s exactly 60%...maybe more, maybe less.
« NOT: In 2024, blockchain technologies are used by banks... --- BETTER: In 2024, banks apply blockchain technology to offer a
peer-to-peer payment system for customers with less than 1500 USD weekly income --- you need to make a hypothesis “precise
and concise” because otherwise you don’t know exactly what the experts has (dis)agreed on.

+« PROVOKING: Formulate the hypothesis in a manner that not every expert would easily confirmor reject it...a) it's of no value from an
insight perspective and b) experts are not interested to commenta hypothesis that is clearly to be rejected or confirmed.

Source: Canvas Collection of Dr. Moser, 2020

This requires you to carefully choose the time horizon and what you define as the NULL
HYPOTHESIS (Ho) and what as ALTERNATIVE HYPOTHESIS (H1).

This might sound academic and far away from reality but it's actually not true. We will provide
a detailed summary for executives in a subsequent part of this manual. For now, please refer
to the following article of the Head of Decision Intelligence, Google.

In a nutshell, what Cassie, Head of Decision Intelligence at Google, says is the following:
1. The decision-maker must choose a DEFAULT ACTION. That's the action the decision-

maker will implement if there is no additional insight to be gathered.

Contact: roger.moser@mag.edu.au 11
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2. The decision-maker must determine the ALTERNATIVE ACTION. That's the action
the decision-maker will implement if she/he doesn’t implement the default action.
So, the ALTERNATIVE ACTION is implemented when additional insights indicate that
the DEFAULT ACTION does not lead to the intended outcome.

3. The decision-maker then defines the null hypothesis (Ho) and the alternative
hypothesis (H1).

o ! The null hypothesis (Ho) must be formulated in such a way that additional
intelligence (which you plan to gather) can prove the null hypothesis (Ho) to
be wrong !

o Ml'In other words, to develop strategically valuable HYPOTHESES, it must be
possible that your intelligence gathering (e.g. through an expert panel / Delphi
study) makes your null hypothesis (Ho) look ridiculous.

o M WHY? Because if your intelligence gathering (e.g. through an expert panel /
Delphi Study) is very unlikely to REJECT (i.e. in other words that is likely to
confirm) your null hypothesis (Ho), there is no value in your entire expert
panel efforts.

4. Choose whether you are integrating the null hypothesis (Ho) OR the alternative
hypothesis (H1) into your Delphi study / Expert Panel.

Exhibit 12 of Dr. Moser’s Canvas Collection is a simple step-by-step guide to follow Cassie’s
advice (Head of Google’s Decision Intelligence) and finally select the most suitable of the two
hypotheses for an expert panel / Delphi study.

Exhibit 12: Working Sheet to develop Hypotheses based on Actions / Decisions you need to
make.

Step 1A: Define DefaultAction(s)
Default Action (if Hy#1 is «true»): H, #1: -

H, #1 OR H, #1

I Step 1D

Step 1B: Define Alternative Action(s) Step 1E
Alternative Action (if H,#1 is «true»): H, #1:
Use for Expert
Step 1D Panel

—
Step 1A: Define Default Action(s): The default action is the action that you will implement if you don’t receive any further intelligence.

Step 1B: Define Alternative Action(s): The alternative action is simply the action that you will implement if you don’t implement the defaultaction.

Step 1C: Formulate* the H; (null hypothesis): H, should be formulated in such a way that if H, is confirmed, then the default action is implemented because
it makes most sense.

Step 1D: Formulate” the H, (alternative hypothesis): H; should be formulated in such a way that it is true if H, is rejected.

Step 1E: Select H, or H, for the Expert Panel / Delphi study based on what experts will prefer to assess and comment.

* Please refer to our guide about how to formulate hypotheses for Delphi/ expert panel studies.

Source: Roger Moser
Source: Canvas Collection of Dr. Moser, 2020

This is a challenging step for everybody (including professors and other academics)
but it’s worthwhile doing as it tremendously increases the strategic insights you can
gather from a SCENARIO DEVELOPMENT & ANALYSIS project.

Contact: roger.moser@mag.edu.au 12
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Output of Step 2:

You have (normally) 10-20 hypotheses formulated and are ready to gather input from a
diverse group of experts via an online expert panel / Delphi study.

Step 3: Gathering Inputs/Opinions from a diverse Set of “"Experts” via an online
Expert Panel / Delphi Software

Dr. Moser is currently working on a fully cloud-based platform to manage your Scenario
Development & Analysis project. At the moment (April 2020), we are happy to provide you
with our existing online, real-time Expert Panel software (cloud-based) to test your
hypotheses on the scales 0-100 or 1-5 with the option for the participating experts to justify
their assessments.

Exhibit 13:Screenshot of a recent Expert Panel / Delphi study with Michael Enderle on the
future Business Context for MEM (Machine Equipment Manufacturers) Companies in India.
WELCOME MESSAGE for a participating EXPERT

MEM Companies in India: A Business Context Outlook for the next 5 Years

Dear Roger

Thank you for your willingness to participate in this expert panel (Delphi) study on the MEM Industry in India: A Business Context
Outlook for the next § Years about which you have been informed some time ago.

During the next 20-25 min we will ask for your personal opinion about 14 statements regarding future developments about the
business & investment context of European MEM companies in India.

Your input will provide you with the following benefits:

1. After each statement you will immediately see how the other participating experts have rated the statement and which
reasons they have for a high or low probability assessment.

2. After the study is finished, you will receive an executive summary with all major results and suggestions on how you can
make use of the study results to derive implications from the long-term outlook for your functional strategies tomorrow.

3. With your personal link you can return to the study anytime and see whether other experts have provided further input.

Please note that your responses will be kept strictly confidential. We would appreciate if you could participate in the study until 15th
October 2019.

We thank you for your valuable time!
Yours sincerely

Prof. Dr. Roger Moser Michael Enderle

Source: Expert Panel Software, DI — Decision Intelligence

Contact: roger.moser@mag.edu.au 13
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Exhibit 14:Screenshot of a recent Expert Panel / Delphi study.
TUTORIAL for a participating EXPERT

Tutorial

Dear Participant
Once you have provided your input for one of the 14 statements, please click the PROCEED button.

You will then see the average assessment of the other participants, as well as their explanations for a high or low assessment.
Your own assessment value will be indicated by the following icon: 4

You will also see the median value indicated as number and the following icon: X

Moreover, the 1st Quartil and the 3rd Quartil values are indicated as left and right frontier of the grey area.

In a next step, you have then the opportunity to revise your assessment in case the explantations of your peers have changed your
mindset. Please feel free to UPDATE your assessment if you wish to make any revision before going to the next projection by clicking
the PROCEED button again.

You may pause working on the study at any time by just closing your browser window. You can return and continue at the same point
by using the provided study link again.

Now let's get started.

Back proceed to study

Source: Expert Panel Software, DI - Decision Intelligence

Exhibit 15:Screenshot of a recent Expert Panel / Delphi study.
Example of a HYPOTHESIS about the future that an expert assesses online.

Statement 7 | 14:

In 2024, the Indian supplier ecosystem for internationally operating MEM companies allows them to globally
compete out of India as a production hub.

Your answers Your additional arguments for ...

What is the probablity of this

statement to be true in 20247 low assessment high assessment

0% = not all / 100% = absolutely
certain

Please justify your assessment in
1-2 sentences.

Back Proceed

Source: Expert Panel Software, DI - Decision Intelligence

Contact: roger.moser@mag.edu.au 14
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Exhibit 16:Screenshot of a recent Expert Panel / Delphi study.

Example of the information that an expert receives after she/he has provided

her/his assessment of a HYPOTHESIS.

After an expert has provided her/his
assessment (e.g. probability for a
statement about the future to be
true) and her/his arguments for the "
assessment, one can see how she / -
he compares to other participating |
experts. - i

p response
What is the
probability of this
statement to be
true in 20247 X 60%

0% = not all / 100% =
absolutely certain

Please justify your
assessment in 1-2
sentences.

If an expert is interested in the

arguments of other participating

experts, she/he can clickon the

button «<SHOW ARGUMENTS»

to see that others have said and

potentially change her/his

assessment. 1 o o

rationally operating MEM companies allows them to globally

: Your final answer Your additional arguments for ...

low assessment

I am not yet ~
convinced that v
India can become

In case of questions, please contact Dr. Roger Moser, |

Back

Update

Show consensus

Source: Expert Panel Software, DI - Decision Intelligence

Exhibit 17:Screenshot of a recent Expert Panel / Delphi study.

Example what experts see when they click on the "SHOW ARGUMENTS"” button.

arguments for low

« | am not yet convinced that India can
become a regional or even global
production hub but even India is quite
big as a market.

Labour laws, bureaucracy, fluctuating
Quality, free captital flow and tax issues
will hinder an improvement

supply chain still underdeveloped

STILL INDIAN SUPPILERS NEED TO
UNDERSTAND GLOBAL BUSINESS
EXPECTATIONS

It would be nice if this was the case.
But | still see too many obstacle, in
particular the bureaucracy in India and
import restrictions and duties.

only if infrastructure will substantially
improve and labour laws are reformed,

it o A el

Source: Expert Panel Software, DI - Decision Intelligence

Contact: roger.moser@mag.edu.au

arguments for high

« Indian suppliers are getting better...for a

hub you need other requirements
fulfilled as well.

high assessment

This is a very valid statement. India
qualifies as a production hub, but
companies have to make sure that the
quality standards are on international
levels.

India could take Advantageout of the
fact, that global competitors such as
China and Malaysia will become more
expensive. Quality and industrialization
are improving; Software-Knowhow is
becoming world-class

In many industries, Indian companies
are already global suppliers. Indian
suppliers are however still lagging in
product innovation
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PART 11

SCENARIO DEVELOPMENT & ANALYSIS MANUAL:
CASE EXAMPLES for Hypotheses, Scenario Matrices, Scenarios

While Part I of the SCENARIO DEVELOPMENT & ANALYSIS MANUAL is very conceptual, Part
IT is intended to exemplify what such an approach means in the context of COVID-19.

Most important, whatever uncertainty and/or ambiguity an executive is facing, an
understanding of “strategy as learning” (Exhibit 18) is essential to deal with a dynamic
environment (e.g. VUCA world). In such an approach, however, learning is not defined as
acquiring existing knowledge but to test hypotheses and subsequently create new insights.
This requires executives to be proficient in developing and testing hypotheses - similar
to academics - but in a more applied manner.

You think you don’t have the time for this? Probably you don’t have the time - but also
because you simply don’t have enough practice. Unfortunately, COVID-19 will probably force
you to practice the development and testing of hypotheses to deal with this uncertain and
ambiguous business environment.

Exhibit 18: Strategy as Learning in a VUCA World

: INTRODUCTION

“If you believe that strategic thinking is only for senior “An alternative perspective on strategy and execution — one
executives, think again. It can, and must, happen at every | that we argue is more in tune with the nature of value

level of the organization; it's one of those unwritten parts | creation in a world marked by volatility, uncertainty,

of all job descriptions.” complexity, and ambiguity (VUCA) — conceives of
strategy as a hypothesis rather than a plan. Like all
hypotheses, it starts with situation assessment and analysis
— strategy’s classic tools. Also like all hypotheses, it must
be tested through action. With this lens, encounters with
customers provide data that is of ongoing interest to senior
executives — vital inputs to dynamic strategy formulation.
We call this approach “strategy as learning,...”

“In order to be strategic, you need a solid understanding

of the industry context, trends, and business drivers. An

intellectual appreciation of the importance of bringing in

current data and seeking trends isn’t enough. You also

have to:

* Make it a routine exercise to explore and synthesize
the internal trends in your day-to-day work. For
example, pay attention to the issues that get raised over | “Strategy as learning* requires senior executives to

and over in your organization and synthesize the engage in an ongoing dialogue with operations across all
common obstacles your colleagues face. levels and departments. The people who create and

* Be proactive about connecting with peers both in deliver products and services for customers are privy to
your organization and in your industry to the most impotrtant strategic data the company has
understand their observations of the marketplace. available. And the strategic learning process involves
Then, share your findings across your network. actively seeking deviations that challenge assumptions

« Understand the unique information and perspective | underpinning current strategy. Deviations and surprises must
that your function provides and define its impact on be welcomed for their informative value in adapting
the corporate level strategy.” the strategy.”

“Questions are the language of strategy.” “What is new is the idea that closing the gap between

Source: Bowman: 4 Ways to Improve Your Strategic Thinking Skills, Harvard Strateg_y and execution may not be about better
Business Review, December 2016. execution after all, but rather about [...] a greater flow of
information from customers to executives, and more

experiments.”
* While many scholars refer to this approach as STRATEGY as LEARNING, | believe it would better . N
to talk about “STRATEGY as UNDERSTANDING® because a good strategy (as the way from the Source: Edmondson & Verdin: Your Strategy Should Be a Hypothesis You
current business model to a future business model) requires executives to truly understand the Constantly Adjust, Harvard Business Review, November 2017.
causes and effects (i their comp. it h relyon. Source: Roger Moser

Source: Canvas Collection of Dr. Moser, 2020

Part II of this manual is built on a Case Company in Switzerland with less than 200 employees
and primarily operating as a machine equipment manufacturer (MEM) serving customers
around the globe.

NOTE: The scenarios developed below only serve as examples and cannot
automatically be applied to other cases. As indicated before, every company needs
to identify the essential and specific assumptions about trends and future
developments that might not be valid anymore and subsequently develop those

Contact: roger.moser@mag.edu.au 16



mailto:roger.moser@mq.edu.au

MACQUARIE
University

SYDNEY-AUSTRALIA

scenarios that are most valuable for the immediate decision making of its executives
during the COVID-19 context.

CASE EXAMPLE I: Developing Hypotheses / Scenario Matrices

Identification of the Decision-making Challenges / Development of Decision
Context Maps

In the context of COVID-19, most companies are certainly overwhelmed with Decision-making
Challenges from operational supply chain issues, cash-flow generating or cost-saving
activities to long-term, strategic decisions about which products & services might still be in
demand in the future and therefore, which resources and capabilities are still valuable for the
company.

Exhibit 19 is an example of how our case company could structure the timeline to identify
different kinds of Decision-making Challenges:

e Ongoing week

¢ Next month

e Next 1-2 quarters

e Next 1-2 years

¢ Next stable phase (the “next normal”)

Exhibit 19: Partial Screenshot of a McKinsey article about "Planning ahead” in the context of
COVID-19.

Exhibit 2
A strategic crisis-action plan guides responses to a crisis’s unfolding stages.

Starting position (baseline and crisis context) b

This week 2-4 weeks 1-2 quarters 1-2 years Next normal

Zoom will run out of Capacity running out Liquidity position Growth likely to Business challenged

capacity Siipfl-chaln instabillty return ;SJ;)ist)cmsws (eg, cruise
Need to increase P

ventilator production Business demand
4-fold greater postcrisis (eg,
Exports 40% down hamedelivery)
Government bailouts

offered

Scenarios (issues and opportunities) >
This week 2-4 weeks 1-2 quarters 1-2 years Next normal

All exports shut down
Share buyback unwise

Need for/conse-
quences of accepting
government bailout

Access and nonaccess
Claims on production

Collaboration across
players

Posture and broad direction of travel

Source: McKinsey & Co., 2020

Contact: roger.moser@mag.edu.au

Nationalization
M&A wave

Market rebound ahead
of fundamentals

No revenues

Price controls

17

Still not recovered

Quarantine still
needed

Surveillance
government

Business returns to
normal because of
testing (eg, hotels)

Drug approvals much
faster

Pace of all delivery
expected to stay at
crisis-level pace


mailto:roger.moser@mq.edu.au
https://www.mckinsey.com/business-functions/strategy-and-corporate-finance/our-insights/getting-ahead-of-the-next-stage-of-the-coronavirus-crisis

" MACQUARIE
=" University

SYDNEY-AUSTRALIA

The kind of strategic hypotheses testing, which can be improved through the expert panels /
Delphi studies, are primarily suitable to support Decision-making Challenges in 1-2 quarters
to the next normal.

Our case company in the MEM (Machine Equipment Manufacturer) sector started to think
about the development of different scenarios. First, the CEO and his executives developed a
Decision Context Map for each of the following time horizons:

¢ Next 6 months

e Next 18 months

e The new normal (whenever COVID-19 is managed as one of many challenges of public
life)

To understand what kind of information was already available, he conducted some internet
research and found lots of different high-level scenarios. However, most of these scenarios
did not provide insights that would help him and his team to make the Decisions they identified
in their Decision Context Maps.

Thus, he realized that he and his team were required to develop their scenarios and gather
the necessary intelligence. But before they started to do their industry-specific scenarios, he
and his team wanted to do one high-level scenario on their own to compare their approach
with existing scenarios.

As a first step, they focused on a “"NEXT 6 MONTHS” timeframe and started a scenario
development exercise contributing to finding an Answer to the following QUESTION:

"When will more than 80% of the lockdown regulations in Switzerland end?”...
...as part of their DECISION-MAKING CHALLENGE:

"When to RESTART their manufacturing operations from currently 30% utilization
to as much as the market allows for.”

[You might ask yourself now why the guestion is not "when will the lockdown regulations end?” Well,
this is exactly the fine art of decision-making in a VUCA world leveraging what we can learn from scenario
studies and the way we need to formulate and test hypotheses.

The problem with the straightforward question "When will the lockdown regulations end” is twofold:

e First, from a decision-making perspective at the company level, I do not need to have the
previous legal situation restored 100% but understand when most of the usual business
operations can happen in a stable manner again. The point in time when more than 80% of the
regulations have been stopped might be months earlier than when all (100%) lockdown
regulations have been ended.

It’s also better to formulate the question as "MORE THAN 80%"” rather than "80%"” because
there will hardly ever be a point in time when exactly 80% of the lockdown regulations are
stopped.

e Second, when trying to find intelligence, either from existing reports or from experts, it is
unlikely that I will be able to cover all relevant aspects that will drive a complete stop of the
lockdown but I might be capable to identify those 3-4 parameters that help to understand when
the majority of lockdown regulations are likely to get repealed.

Thus, it matters already when developing your Decision Context Map how you formulate the questions
you need to answer to make your decisions. ]

So, the CEO and his team started to better understand which information the government
would need to repeal the lockdown regulations. For this purpose, they looked at numerous
reports and scenario studies offered by consulting companies, think tanks and other
institutions. A quick web search of less than 2 hours provided the following information
(selection).

Contact: roger.moser@mag.edu.au 18
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Exhibit 20: Screenshot of COVID-19 Primer of Oliver Wyman

WHAT HAPPENS ONCE THE LOCAL OUTBREAK IS SUPPRESSED? WHEN AND HOW DO

WE RESTART THE LOCAL ECONOMY?
WHEN?

1. Existing outbreak is under control
* Number of new cases per day declining consistently
for a minimum of 14 days
* Hospitals can safely treat all admits (COVID-19 or
otherwise) without crisis care standards
2. Have the tools to maintain suppression
* Broad testing and data monitoring capabilities

- Widespread and rapid testing at POC

- Broad serologic testing of population (data from
South Korea suggests breadth of testing such that
positives do not exceed 5%)

- Comprehensive National surveillance system to track
rate of infection and identify community spread
early enough that case-based interventions can
prevent a larger outbreak

» Scaled contact tracing and enforceable isolation and
quarantine

- Isolation of infected individual (home or hospital)

- Close contacts quarantined and monitored

- International travelers quarantined and monitored

HOW?

1. Implement case-based interventions
= Ensure that all confirmed cases are isolated
« Isolate and quarantine any contacts of confirmed cases
* Recommend quarantine for any individuals awaiting
test results
2. Begin to relax physical distancing measures gradually

= Maintain heightened hygiene and general physical
distancing recommendations

* Maintain telework where feasible without disruption
Initially limit social interactions to below 50, then 500

* Use a test and learn approach on removing aggressive
measures (e.g., closing schools, closing restaurants /
bars, closing of non-essential businesses, banning
sporting events)

* Use real time (or nearly so) data to evaluate impact of
individual measures on decreasing disease spread

3. Protect high risk populations
= Continue stringent social distancing for aged and those
with pre-existing conditions or weakened immune
function
* Ensure high levels of infection prevention in nursing
homes and Long Term Care Facilities

Sources: Adapted from AEI National Coronavirus Response, A Road Map to Reopening (link) and Tomas Pueyo’s The Hammer and the Dance (link)

© Oliver Wyman

Source: Oliver Wyman, 2020
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Exhibit 21: Screenshot of COVID-19 Scenarios of ING Bank

Scenario two at a glance

g Lockdowns end by summer S
8 but come back over winter N
E ava
a = ;’ Social distancing remains
£ 0 i ] afeature for 12 months 1
g Some countries Yo Antibody tests
22 unable totestall 55~ show onlya small
e people displaying percentage of the
oS fresh symptoms, population has
e reducing visibility gained immunity
£« on winter outbreak

Source: ING, 2020

Based on the insights from different reports, the CEO and his team decided to select two
parameters as part of their first high-level scenario exercise to better understand when more

Global travel " Home-working
remains restrictive lof stays in place
where possible
Winter outbreak not
manageable
@ Progress made |~? Critical care

on vaccine by - surge capacity
year-end but not increases, but
widely available second virus wave
until 2021 larger than the

first in some areas

than 80% of the lockdown regulations could be revoked:

e First, similar to the study of ING bank and Oliver Wyman, they had identified the
following drivers as essential to create a better understanding about when most of the

lockdown regulations could be repealed:

o Capacity of the healthcare system to deal with severe and critical cases of COVID-

19.

o The availability of a vaccine for COVID-19 to establish long-term immunity.

Contact: roger.moser@mag.edu.au
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o The availability of alternative and improved treatments to deal with severe
symptoms of COVID-19.

o The ability of a country to quickly identify, trace and isolate new Sars-CoV-2 cases
so that the RO for Sars-CoV-2 is constantly < 1.

o The acceptance of the Swiss society towards severe lockdown regulations.

o The economic pressure IN Switzerland to revoked severe lockdown regulations.

o The political and/or economic pressure ON Switzerland to revoke severe lockdown
regulations.

o Transparency on the real percentage of people in Switzerland who had already
contracted Sars-CoV-2 with mild or no symptoms and had already established
immunity.

Second, the CEO and his team then selected two of the drivers from the list above to

see how such a combination of two hypotheses would look like in a scenario where

END of MAY the default action was to plan for a long-term lockdown operations plan

with max. 30% utilization at least lasting until October 2020 and an alternative

action starting END of MAY with the preparation of an increase of operations from
currently 30% to full utilization again from early July 2020 onwards.

The two drivers selected to make this decision END of MAY were:

o Transparency on the real percentage of people in Switzerland who had already
contracted Sars-CoV-2 with mild or no symptoms and had already established
immunity.

o The ability of a country to quickly identify, trace and isolate new Sars-CoV-2 cases

so that the RO for Sars-CoV-2 is constantly < 1.

Exhibit 22 shows the working sheet they used to first define the default action ("We prepare
for severe long-term lockdown measures and thus running our operations at maximum 30%
utilization at least until October 2020”) and the alternative action ("Early July we start to
increase our operations from currently 30% to full utilization again and request our suppliers
to do the same”). In their planning, they had to decide for one of the two actions end of May,

latest first week of June.

Exhibit 22: Working sheet to define the Default Action(s) and the Alternative Action(s)
to develop the Ho and Hi of Hypothesis #1 & #2 each.

Step 2A: Define DefaultActions Step 2C l

Default Action (if Hy#2 is «truen):

We prepare for severe long-term

lockdown measures and thus running

our operations at maximum 30%

utilization at least until October 2020.

H, #1: SCENARIO #4
ALTERNATIVE ACTION H, #1
DEFAULT ACTION H, #2

SCENARIO #1

Deci .
Sig,
313! Ma;

DEFAULT ACTION H, #1
DEFAULT ACTION H, #2

Dar Step 1A: Define DefaultActions
20 E: Default Action (if Hy#1 is «true»):
0 We prepare for severe long-term
lockdown measures and thus running
our operations at maximum 30%
utilization at least until October 2020.

ol deig

H, #1:

SCENARIO #3
ALTERNATIVE ACTION H,#1
ALTERNATIVE ACTION H,#2

Step 1D

Step 1B: Define Alternative Actions
Alternative Action (if H; #1 is «truen):
Early July we start to increase our operations

SCENARIO #2
DEFAULT ACTION Hy
ALTERNATIVE ACTION

H, #2:

from currently 30% to full utilization again and

request our suppliers to do the same.

Source: Canvas Collection of Dr. Moser, 2020

Contact: roger.moser@mag.edu.au

t Step 2D

20

#1
H, #2

Step 2B: Define Alternative Actions
Alternative Action (if H;#2 is «true»):

Early July we start to increase our operations
from currently 30% to full utilization again and
request our suppliers to do the same.
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o Third, based on the default action and the alternative action they then formulated
Ho and Hi of Hypothesis #1 & #2 each (Exhibit 23).
Hypothesis #1 was based on one of the two selected drivers from the list above
(Transparency on the real percentage of people in Switzerland who had already
contracted Sars-CoV-2 with mild or no symptoms and had already established
immunity).

Hypothesis #2 was based on the other selected driver from the list above (The
ability of a country to quickly identify, trace and isolate new Sars-CoV-2 cases so
that the RO for Sars-CoV-2 is constantly < 1).

Exhibit 23: Working sheet including the Ho and H: of Hypothesis #1 & #2

ﬁl H, #2: End of May, there is NO gf::z;onmrs Ston 18- Define D iLitA
" : st : Defi tActi
Step 2A: Define DefaultActions P | ap]i Zoltutwon bflmgd tif ay2020 D:fzu!t ACZ-OI;";”; a#l; . st:.(:,:j).
Default Action (if H, #2 is «truex): e ot ey o We prepare for severe long-term
We prepare for severe long-term c rsc; ane 150 atz ntetv}: ;55{ lockdown measures and thus running
lockdown measures and thus running So 5 éa\s/ezs sotha ; eﬂ - 10r our operations at maximum 30%
our operations at maximum 30% arsboinels consianly = 1 utilization at least until October 2020
utilization at least until October 2020. m
@
1]
©
H; #1: End of May 2020, H, #1: End of May 2020, we =
we leam (through large- SCENARIO #4 SCENARIO #1 learn erges o

scale testing for anti-
bodies) that on average
12x or more people have
already been infected by
and recovered from
SARS-CoV-2 than what

the current tests indicate.

ALTERNATIVE ACTION H,#1
DEFAULT ACTION H, #2

DEFAULT ACTION H, #1
DEFAULT ACTION H,#2

SCENARIO #3
ALTERNATIVE ACTION H, #1
ALTERNATIVE ACTION H, #2

SCENARIO #2
DEFAULT ACTION H, #1
ALTERNATIVE ACTION H, #2

(through  large-scale
testing for antibodies) that on
average less than 12x more
people have already been
infected by and recovered
frrom SARS-CoV-2 than what
the current infection tests
indicate.

Step 1D

Step 1B: Define Alternative Actions
Alternative Action (if H,#1 is «true»):

Early July we start to increase our operations
from currently 30% to full utilization again and
request our suppliers to do the same.

H; #2: End of May, there is an app solution
being implemented to quickly identify, trace
and isolate new Sars-CoV-2 cases so that
the RO for Sars-CoV-2is constantly < 1.

Step 2D

Step 2B: Define Alternative Actions
Alternative Action (if H,#2 is «true»):

Early July we start to increase our operations
from currently 30% to full utilization again and
request our suppliers to do the same.

Source: Canvas Collection of Dr. Moser, 2020

e Fourth, the CEO and his team had to select either Ho or H: for each of the two

hypotheses (#1 & #2) for the online, real-time Delphi study / Expert Panel (Exhibit
24).
Note: Besides the clarification of the Decision-making Challenge and the respective
Default and Alternative Actions as well as the Questions and the respective Hypotheses,
it is essential to make sure that the intelligence gathered is as useful as possible. This
is why the selection between Ho or Hi for each Hypothesis for the Delphi / expert panel
software is important when trying to gather the input from different kinds of experts.
Simply said, you have put in a lot of efforts to identify your Decision-making Challenges,
define Default/Alternative Actions and formulate Hypotheses but if don’t choose wisely
which Hypothesis to get assessed by experts you might end up with only little
additional insights to support your decision making.

In our example, the CEO and his team looked at hypothesis #1 and finally decided
to ask the experts to assess Hi and not Ho because other sources of information (e.g.
computational models and small-scale tests in other countries) suggested that the real
percentage of people in Switzerland who had already contracted Sars-CoV-2 with mild
or no symptoms and had already established immunity is at least 5-7 times higher
than the tested number of people. As a consequence, the CEO and his team considered
the following aspects to choose Hi over Ho of hypothesis #1:
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a) It would be more valuable to understand that many experts believe in 12x or
more people having already contracted Sars-CoV-2 than the test results
indicate as compared to the already quite likely 5-7x.

b) The participating experts would be more motivated to assess a hypothesis that
is slightly provoking.

c) If Hi would be supported by a majority of experts, Ho looks ridiculous and the
CEO and his team could go for the ALTERNATIVE Action.

When looking at hypothesis #2, the CEO and his team finally decided to ask the
experts to assess Ho and not Hibecause in this case choosing Ho was, similar to Hi of
hypothesis #1, less supported by existing information and expectations. In our
example, it was reported in the media that other countries had already used tracing
apps and that ETH Zurich among others were developing solutions to be quickly
integrated into existing popular apps in Switzerland. So, having a statement (Hi)
confirmed that was already reported in the media from a technical perspective would
not lead to substantially new insights but Ho would allow to better understand potential
legal and mental barriers in the Swiss society. As a consequence, the CEO and his
team opted for Ho which would either confirm (in case the experts had rejected Ho)
what most intelligence sources already estimated or reject (in case the experts
confirmed Ho) the idea of a fast implementation of a tracing app in Switzerland most
likely providing an interesting list of potential mental and legal barriers that were not
fully addressed in rather short newspaper articles but relevant to a fast implementation.

Exhibit 24: Selection of either Ho or H1 of Hypothesis #1 &#2 for the Expert Panel / Delphi
study

Why H, #2 and not H,; #2 for the Expert Panel?
At the moment (end of March), there are several projects
develping a mobile application that would allow foran efficient
identification, tracking and isolation of new Sars-CoV-2 cases.
So, it's less a matter of technology but of speed and

trace and isolate new Sars- acceptance in the Swiss society resp. a possible requirement
CoV-2 cases so that the RO for by law. This is why the hypotheses is formulated as «BEING
Sars-CoV-2is constantly < 1. IMPLEMENTED» and the hypothesis rejecting this potential
solution being in «in place» end of May is chosen for the expert
panel to better understand potential mental and legal barriers.

H, #2: End of May, there is NO
app solution being
implemented to quickly identify,

H, #1: End of May 2020,

we learn (through large- SCENARIO #4 DES;SJE?IAACSTIIE))N#J #1

scale testing for anti- ALTERNATIVE ACTION H, #1 N

bodies) that on average DEFAULT ACTION H,#2 DEFAULT ACTION H,#2

12x or more people have

already been infected b

and yrecovered frorryl SCENARIO #3 SCENARIO #2

SARS-CoV-2 than what ALTERNATIVE ACTION H, #1 DEFAULT ACTION H, #1

the current tests indicate ALTERNATIVE ACTION H, #2 ALTERNATIVE ACTION H, #2 x

v/

Why H, #1 and not H, #1for the Expert Panel? i \d t : ,

When considering what is currently (end of March) c ) i x
reported in the media, many virologists claim that

it's likely to have 5-7 x more people already being

infected but with no or very mild symptoms. Thus,

only a hypothesis that is at least slightly higher is

interesting for experts to discuss and for might /" = SELECTED for Delphi study / Expert Panel

represent to us truly new insights. XK = NOT selected for Delphi study / Expert Panel
T ——

Source: Canvas Collection of Dr. Moser, 2020

e Fifth, the CEO and his team had now two hypotheses (H: of Hypothesis #1 and Ho of
Hypothesis #2) which they could integrate into an online, real-time Expert Panel /
Delphi study.
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CASE EXAMPLE II: Developing Hypotheses / Scenario Matrices

After this first exercise, the CEO and his team had developed a better understanding of how
the process worked and focused on a first industry-specific scenario matrix.

This time, they wanted to select a Decision-making Challenge they had to make in the next
18 months. After some first discussions, the team realized that they felt completely lost about
what to focus on because there were potentially so many important changes happening in the
near-term future.

We then advised the team to go back to the core of strategic management and follow the
recommendations in Dr. Moser’s Canvas Collection:

The key advice to follow was “that you first need to understand why the company has been
successful so far to identify those trends and developments that could significantly affect your
company’s success factors in the future”.

Although this might sound easy and simplistic, it's quite a challenge to identify those value
creation & value capturing mechanisms as well as value delivery activities of a company that
create an attractive strategic position and economic profits.

For more information on this process and different analysis tools, please refer to Dr.
Moser’s Canvas Collection.

In our case example, the team had identified the following aspects (simplified and reduced
information due to confidentiality):

e The company had more than 70% of its customers in industry ABC and made less than
60% of its revenues in CH (45%) and EU (15%), 20% in the US and another 20% in
Asia.

e Its customers valued the high level of technical innovation and adaptation that the
company’s engineering team provided to each built-to-order machine.

o Its customers valued the high degree of production flexibility they offered due to the
integrated value chain activities within the company leading to fast and flexible
responses to changing customer requirements.

With this (and more) insights as a filter, the CEO and his team then tried to develop
assumptions about how the company’s business context will look like in the future. They
followed a simple “Business Environment Analysis” structure (Exhibit 25) starting with COVID-
19 as the trigger for many other changes in the entire business context:

Exhibit 25: Structure for a "Business Environment Analysis”

Economic Conditions

In order to answer some of the questions; for example, S MARKETS
why do you make money foday & what potential (B2C, B28, B2G)
developments do you need to plan for in the future

B . BUSINESS
so that you can adapt your business model (i.e.
develop a strategy), you can apply different strategic ECOSYSTEMS
analysis frameworks. These frameworks can be INDUSTRY
structured along the following layers: (Segments)
- General business context (PEST(EL)) Competitors
- Markets you are serving (& Complementors)

- Business Ecosystemsyou are embeddedin

- Industry (Segments) you are positioning yourself in
- Competitors & Complementorsyou are facing

- Business Model (Value Creation & Value Capture)

- Resources & Capabilities (Value Delivery)

Source: Canvas Collection of Dr. Moser, 2020
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Their simplified analysis looked like this:

e Trigger Event: Spread of Sars-CoV-2 worldwide resulting in massive lockdowns for
entire societies and economies due to the massive health impact of COVID-19 on
people’s life (that's a development from the ENVIRONMENTAL Context of the PESTEL
framework).

Please be aware that the following assumptions (i.e. hypotheses) about
current and future changes in the case company’s business context could be
subject to internal or external expert panels / Delphi studies to develop a
better understanding about whether and how these assumed changes in the
business environment will evolve.

e The impact of COVID-19 on the PEST(E)L layer was assumed to be as follows
(selection) in the context of our case company:

@)

Politics: The governments of countries worldwide are trying to buy time via
severe lockdowns of commercial and social events to develop an effective
response to COVID-19 and safe as many lives as possible.

Economy: The economies of all affected countries are likely to fall into a
massive recession with no clear forecast when they are starting to recover. It
might take many years to reach pre-COVID-19 levels. Most companies are
currently facing severe cash-flow problems and are likely to delay any large
investments into the long-term future. This is especially true for new capital
expenditures such as production machines.

The Swiss franc is likely to be massively overvalued - leading to a significant
price disadvantage in most foreign markets; especially in emerging markets.
Society: The lockdown of most commercial and social activities has created a
new mindset where people are cautious about what they spend their money on
- leading to a probably substantially lower demand in goods that our customers
produce.

Society will demand - given the shock about non-available crucial goods such
as masks or antibiotics - a relocation of different production activities to
Europe/Switzerland.

Technology: Many companies around the world currently experience how
crucial it is to have the ability to digitize commercial activities (e.g.
communication, after-sales services etc.) and will expect their business
partners to be up-to-date.

Legal: The enforcement of commercial contracts will be more difficult in the
short- and mid-term future (e.g. due to an increasing overload of pending court
cases), emphasizing the importance of mutual trust (e.g. trust as mutual
vulnerability) to conduct business with each other.

e The implications from the PESTEL layer on the MARKETS layer (focus: Business-to-
Business for our case company) were identified as follows:

o

It is most easy to conduct business with customers and suppliers where the
company has already a long-lasting relationship and overlapping business
networks (i.e. a high level of mutual vulnerability exists).

Suppliers will insist more often on a (partial) pre-payment of their deliveries to
reduce their risk.

At the same time, customers will be reluctant to pay upfront and are tempted
to create a price-focused competition in the industry.

Customers will also require flexibility from the company if they are supposed
to make investments into new machinery.
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New customer requirements regarding sizes and types of machinery are likely
to evolve as their industries are changing.

The Swiss market was likely to remain its major market with the least impact
of the strong Swiss franc on their cost competitiveness.

Although the case company was a small player and focused on a clear product-driven
offering, it still tried to understand how these changes in the MARKETS layer would
impact the key mechanisms in the BUSINESS ECOSYSTEMS layer they were a part

of:
(@]

The company realized that evolving business models such as the creation of
transparency of individual machine utilizations through MEM companies among
their clients might be the only way for its customers to stay competitive short-
and mid-term and that a small player like the case company would be seen less
as a threat to its clients to misuse the potential power that it could accumulate
through the provision of such a platform for its customers to jointly compete
for larger deals in their respective industries.

The logic was that, for example, it would be easier for 4 smaller clients of the
case company to scale-up production from 40% to 60% each than for 1 client
to scale up production from 20% to 100%.

The company also realized that its customers were shifting their product
portfolio; partially with “innovation grants” from local governments.

All these insights from the PESTEL, MARKETS and BUSINESS ECOSYSTEMS layers were
then analysed to understand the future “rules of the game” in the case company’s
INDUSTRY (SEGMENT):

@)

@)

@)

The addressable market volume for the case company is likely to decrease by
35% in 2020 compared to the 2019 level and will only slowly grow again in
2021.

The demand growth from its customer will not be linear and steady but see
high growth rates in some months and sharp declines in other months.

To compensate for the missing demand from its existing customers, many
companies will have to identify new product markets or services and potentially
even new geographical markets to expand.

Larger players in the industry are more likely to be able to cope with the
unsteady demand, forcing smaller players into more niche markets.

Based on this initial analysis of potential changes in the business environment, the CEO and
his team then formulated a "Decision-making Challenge” in the next 18 months as follows:

“Do we need to invest into 3D printing capacities & capabilities (machines and skills
development)?”

They then identified the following Questions (selection) that they need to get answered to
make the Decision:

Q1: Do we need to shift our product portfolio to other industries to keep our company
financially stable? If yes, how much?

Q2: Which industries that we could potentially serve as a MEM company from
Switzerland are likely to see significant growth and require innovative solutions?

Q3: Do our customers require new kinds of machines or add-on services that require
3D-printing capacities & capabilities?

Q4: ..
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Based on the identified Questions, the CEO and his team developed a few scenario matrices
with Hypotheses they wanted to test in an expert panel / Delphi study. An example of such a
scenario is presented in Exhibit 26 where they decided to ask the experts to assess Ho of
Hypothesis #1 and Hi1 of Hypothesis #2 (Exhibit 27).

Exhibit 26: Exemplary Scenario Matrix to gather Intelligence for the Decision-making
Challenge

Decis,;o’,
Step zcl H, #2: In 2021, ABC industry 318“) 43!93,47.5-'
) . [major customer industry of e‘:e"'ﬂl:pe Step 1A: Define DefaultActions
Step 2A: Define Default Actions case company] is re-growing T202q A . .
L, ] Default Action (if Hy#1 is «true»):
Default Action (if Hy#2 is «true»): its machinery demand to at Do NOT invest into 3D-Printin
Do NOT invest into 3D-Printing least 90% compared t0 2019. e PO g
o P capacities & capabilities in-house.
capacities & capabilities in-house.
7]
3
X . ©
H, #1: In 2021, companies SCENARIO #4 SCENARIO #1 o #1: I 2027, companies I 5
in the medical equipment ALTERNATIVE ACTION H,#1 DEFAULT ACTION H, #1 manufacturing qmgustry
manufacturin industr DEFAULT ACTION Hy#2
[potential cugtomer industrif, DEFAULTACTION 72 ’ [potential CUS‘OW indpstry of
of case company] in Europe case company] n Europe do
require new machinery that SCENARIO #3 SCENARIO #2 ot ‘gite thely production
2 s flexible in its production procesSegyandpmachinery to
= Tance and ready fo scaleu ALTERNATIVE ACTION H, #1 DEFAULT ACTION H, #1 cope with the additional
s fastg y P ALTERNATIVE ACTION H;#2 | ALTERNATIVE ACTION H, #2 demand growth.
Step 1B: Define Alternative Actions . . )
Alternative Action (if H,#1 is «true»): H, #2: In 2021, ABC industry [major
INVEST into 3D-Printing capacities & customer industry of case company] sees a
capabilities in-house. permanent decline in machinery demand of ) . .
more than 40% compared to 2019. Step 2B: Define Alternative Actions
Step 2D Alternative Action (if H,#2 is «true»):

INVEST into 3D-Printing capacities &
capabilities in-hotise.

Source: Canvas Collection of Dr. Moser, 2020

Exhibit 27: Justification for the selection of hypotheses for the Delphi study / expert panel

Why H,#1 and not H, #1for the Expert Panel?
Both hypotheses were about similar precise and therefore it
Hg #2: In 2021, ABC industry | was hard to make a specific choice based on this criterion.
[major customer industry of Moreover, given that the team had little experience with
x case company] is re-growing customers in this sector they had no specific opinion to — again
its machinery demand to at no argument for one of the two hypotheses. Finally, they chose
least 90% compared t0 2019. the hypothesis describing more the status quo because it was
more precise and — as a second argument — would, if

confirmed, support another action than what the selected H; of
hypothesis #2 suggested.
H,; #1: In 2021, companies F

SCENARIO #4 SCENARIO #1

in the medical equipment 5 TERNATIVE ACTION H, #1 DEFAULT ACTION H, #1
manufacturing Industry " pepayLT ACTION Hy#2 DEFAULT ACTION H#2
[potential customer industry
x of case company] in Europe
gl G machery thal SCENARIOQ #3 SCENARIO #2
anix‘afd'feéiypig acalo.  ALTERNATIVE ACTION H, #1 DEFAULT ACTION H, #1
up Tast ALTERNATIVE ACTION H,#2 | ALTERNATIVE ACTION H, #2 \/

Why H, #2 and not H,#2 for the Expert Panel?
H; of Hypothesis #2 was more interesting for the
CEO and his team because a majority of the case
company's team was convinced that Hy of
Hypothesis #2 was more likely and so they
decided to use the expert panel to collect more
arguments fora development that they perceived
as relatively unlikely. If rejected, they would have
still learnt additional arguments for their own
dominant perceiption. |f confirmed, they had more
arugments to consider to change their mind.

\/ = SELECTED for Delphi study / Expert Panel
X = NOT selected for Delphi study / Expert Panel

Source: Canvas Collection of Dr. Moser, 2020
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When the CEO and his team had conducted an online, real-time expert panel with the selected
Hypotheses (Ho of Hypothesis #1 and H: of Hypothesis #2 / Exhibit 27) among their industry
peers, the results indicated that the company is facing Scenario #2 resulting in
contracting action recommendations.

Why Scenario #2? Well, the expert panel provided support for both tested hypotheses (Ho of
Hypothesis #1 and H: of Hypothesis #2) once recommending the Default Action of Hypothesis
#1 (NOT to invest into 3D printing) and once recommending the Alternative Action of
Hypothesis #2 (To INVEST into 3D printing).

Obviously, this created a decision dilemma for the CEO and his team.
What they did as a next step was to carefully study the arguments that the different experts
had provided for their high or low level of agreement with Hypothesis #1 and Hypothesis #2.
Finally, the detailed analysis of all the arguments provided by the participating experts
convinced the CEO and his team that the decline in their major customer industry was likely
to be significant and permanent (Hypothesis #2), providing support for the Alternative Action
(to INVEST into 3D printing). However, concerning Hypothesis #1, they realized that the
medical equipment manufacturing industry (a potential new customer industry for our case
company) is not yet sure about future machinery features requirements but that it is not
unlikely that 3D printing will play at least a minor role for a fast prototyping approach.

As a result, the CEO and his team were now convinced that they should prepare for a more
detailed potential investment plan into 3D printing capacities & capabilities until end of the
year to make a final decision.

CASE EXAMPLE III: Developing Scenarios

After the development of a first set of industry-specific scenarios for short-term and mid-term
Decision-making Challenges, the CEO and his team then realized that the hypotheses they
had assessed with the help of an expert panel / Delphi study so far could also serve as
background to think about the “new normal” of their industry once the plan to mitigate and
overcome the COVID-19 pandemic would be clear and implemented at national / international
level.

For this purpose, they were less interested in a few hypotheses that support them in making
specific decisions but rather to understand how the future rules of the game in their industry
could look like and to check whether the case company’s business model would still fit in such
a new business context or not.

Now they also realized that so far they had only developed single hypotheses (Ho & H:
for Hypotheses #1, #2, #3 etc.) for different changes in the business environment and used
them to build scenario matrices BUT they had not yet developed DETAILED
SCENARIOS.

So, they started to have a closer look at how they could develop detailed scenarios. Dr. Moser
had done this before in many projects - simply with the focus on India or China as the new
business environment - from a European perspective - and offered a simple but well-tested
structure to make the scenarios more comparable among each other.

First, the CEO and his team created a new scenario matrix — but this time they were not
driven by a specific decision they were required to make but driven by those trends and future
developments that seemed to have the highest impact on their major value creation and value
capturing activities.

In an earlier analysis exercise, they had identified the following success factors for their
company:
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Its customers valued the high level of technical innovation and adaptation that the
company’s engineering team provided to each built-to-order machine.

Its customers valued the high degree of production flexibility they offered due to the
integrated value chain activities within the company leading to fast and flexible
responses to changing customer requirements.

Based on these insights, the team identified several potential future developments in their
industry that could significantly affect the company’s value creation or value capturing
activities. Exhibit 28 shows two selected hypotheses creating a scenario matrix as the starting
point for a detailed scenario development (Exhibit 29).

Exhibit 28: Scenario matrix to explore the future business context of the case company

H; #1: In 2021, the cost
pressure on companies in

ABC

customer industry of case
company]
allowing to return to pre-

H, #2: In 2021, XYZ industry [of the case
company] in Europe experiences the beginning
of a massive consolidation process increasing

the margin pressure on SMEs.

Hy #1: In 2021, the cost
SCENARIO #4 SCENARIO #1 pressure on companies in ABC
industry  [major  customer
industry of case company] due
to ongoing low machine
utilization opens up the

industry [major

is decreasing

COVID-19 business SCENARIO #3 SCENARIO #2 wilingness to engage in new

practices.

business models.

H, #2: In 2021, XYZ industry [of the case
company] in Europe is starting to grow
towards its total sales volume with pre-

COVID-19 margins.

Source: Case Company Example, Simplified Content

The major activities to develop a detailed scenario from a scenario matrix including
hypotheses are as follows:

First, each of the four scenarios should get a percentage of likelihood to be true in the
future. The total sum of the likelihood of the four scenarios must be 100%.
Second, each of the four scenarios should be labelled with a name/phrase that tries to
accurately summarize the essence of each scenario.
Third, for the most likely scenario(s) to be true in the future, identify the implications
for the “industry stakeholders”:
o Industry Players
Suppliers
Customers
Government
Society-at-large

o O O O

This step is important to truly understand not only what this means for the case
company but its entire supply chain and direct business context. It requires a lot of
time to discuss all major implications for the industry stakeholders but this exercise
builds the major input for all subsequent steps — and you must be aware of the saying
“garbage in - garbage out”.

Contact: roger.moser@mag.edu.au 28



mailto:roger.moser@mq.edu.au

MACQUARIE
University

SYDNEY-AUSTRALIA

Exhibit 29: How to develop a detailed, structured scenario

H; #1: In 2021, the cost
pressure on companies in
ABC industry [major
customer industry of case

Hq #2: In 2021, XYZ industry [of the case
company] in Europe experiences the beginning
of a massive consolidation processincreasing

the margin pressure on SMEs.

SCENARIO #4
Implications for
* Industry Players
« Suppliers
» Customers
» Government
* Society-at-large

SCENARIO #1
Implications for
* Industry Players
« Suppliers
» Customers
« Government
* Society-at-large

company] is decreasing
allowing to return to pre-
COVID-19 business
practices.

SCENARIO #2
Implications for
* Industry Players

SCENARIO #3
Implications for
+ Industry Players

Hy, #1: In 2021, the cost
pressure on companies in ABC
industry  [major  customer
industry of case company] due
to ongoing low machine
utilization opens up the
willingness to engage in new
business models.

» Suppliers
» Customers
+ Government
+ Society-at-large

« Suppliers
* Customers
» Government
« Society-at-large

Steps for a detailed SCENARIO

DEVELOPMENT:

1. Determine the likelihood of each
scenario #1 to #4. In total its
100%.

. Identify a name / phrase for each
scenario #1 to #4.

. For the most likely scenario(s),
identify implications for all
industry stakeholders in case the
scenario is true in the future.

H, #2: In 2021, XYZ industry [of the case
company] in Europe is starting to grow
towards its total sales volume with pre-

COVID-19 margins.

Source: Case Company Example, Simplified Content

The case company'’s specific scenario assessment and its description of the consequences for
each industry stakeholder cannot be discussed in this manual. However, in exhibit 30 you see
such a description of a project which Dr. Moser did for the German automotive sector.

Exhibit 30: Example of a detailed scenario description from a project on the future of the
Chinese premium automotive market for German automotive OEMs.

China’s younger generation is NEITHER driven by national pride considerations in their lifestyle and consumption behavior NOR

High

ScEaTo ScEnamo 2 is the perception of a car’s brand is more driven by its interior design and features than its exterior design.

% 10-25% Probability 10-150 Probabilicy Customers:
% SANTIAGO DE CHILE' o ® Customer’s preference for foreign premium cars prevails while Chinese cars are rather a choice for the mainstream
'_g ra N segment
2 SESNEG SCENARIO 4 ® Customers balance brand considerations, luxurious features and quality aspects in their purchasing decisions
7 20-20% Probabiliey ® Customers have comparable preferences in their style and design taste to the triad-markets regarding a car's visual

A SHA NG HA “FORBIDDEN CITY" appearance

: ::v ! e ® Customers perceive buying a car as a ‘one-stop’ action and maintenance and after-sales considerations take up a minor role

SP1: “National Pride” Suppliers:

® The remaining domestic suppliers are active on international level either via their own components or offerings’ of their
acquired overseas suppliers

® Foreign suppliers have invested at an early stage in high-value-generating operations such as R&D in China and benefited
from the available local talent pool - they easily outperform most of their domestic counterparts

® [ncreasing investments by both OEMs and suppliers while supplier base is particularly growing

Industry / OEMs:

® Remaining domestic OEMs have succeeded in technological upgrading and successfully integrated ‘Chinese’ design
elements in their cars

® Foreign OEMs have a stronghold of the domestic market through importing westernized design to launch new car models in
the Chinese market

® Especially foreign OEMs benefit from widely available local talents which they ‘breed’ themselves and in turn are seen the

most attractive employers
Government:

® The Government of China (GOC) has defined new pillar industries asides from the automotive industry which perceives
little ‘regulatory attention’

® The GOC allocates enormous investments to improve the nationwide (public) infrastructure and strongly controls
registration and access of cars in urban areas to alleviate traffic conditions in tier1-3 cities.

Society:

® China’s society does not differ substantially from the conventional triad-markets (EU, USA, Japan) integrating westernized
mind-sets and values which are clearly visible in lifestyle and daily behavior

® China has become an integrative part of the globalized world and the Chinese society perceives it selves as global citizens
‘Well-educated’ Chinese overseas returnees largely deter from working in domestic firms in China’s automotive industry

Source: Moser et al., China Automotive Industry - Scenario 2022 Report, Focus: Premium Car Segment

Please note that the most valuable output of such a scenario development project under
extreme uncertainty & ambiguity is not that you are suddenly able to predict the future and
your company knows now exactly how the future business context will look like BUT...:
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e ..this is a group effort and allows each participant to:

o broaden her/his horizon about how different trends and future developments
might impact the industry and the company.

o better understand the implications of different trends and future developments
on the key functions within the company and key players along the company’s
value chain; and

o learn how to think in options and that without an understanding why the
company is successful today, there is no effective preparation for the future
possible.

e ..thisis a way to leverage the tacit knowledge, experience and expertise of executives
and employees which is related or often unrelated to their job profiles in the company.

e ..this is a way to leverage the social capital (i.e. the formal and informal networks) of
a company’s executives and employees to improve the “speed-to-insight” - the most
crucial capability to improve your mental agility in uncertain & ambiguous markets.

Once the CEO and his team had developed such as detailed analysis for several selected
scenarios, they now faced the challenge to turn these high-level insights about how
the future business context might look like in the future INTO specific CONSEQUENCES
FOR THEIR RESOURCE AND BUDGET ALLOCATIONS ON A FUNCTIONAL LEVEL.
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PART III

SCENARIO DEVELOPMENT & ANALYSIS MANUAL:
Turning SCENARIOS into FUNCTIONAL CONSEQUENCES

"Show me your budget RE-allocations and I tell you your strategy!”

In the following, we present you an approach that also our case company applied to better
understand the implications of their scenarios on their functional strategies and resources.

The Institutions-Resources Matrix (I-RM) focuses specifically on the structuring of insights
about the future and their transformation into consequences for companies - not only on the
corporate or business unit level but especially the functional level where most strategies are
finally implemented (Exhibit 3).

Exhibit 31: The Institutions-Resources Matrix (I-RM)

Step 2a: Choose a
function [ department

Pleaie musvt functsnsl dep et 1o el Functional Fecuy)

Stipy - deslyre and Wiite dowen oo pour TPCSoR'T PETOMITEL
i i y

Step la:Choose a single | sho0 pasr A
scenario (or projection) e dwn se meo comemence

- TR
faer, Makatng Prodaton Soueg o6

— ey wpeey

i i i ]
Step 2b:Analyze the consequences of the identified
implications at company/BU level on each of the
resources of your function or department — What
do | need to prepare my resources for?

H Step 3 For each scenario / projection and

its consequences on a functional level:
What are the financial implications?

Step |b: ldentify the implications of a single
scenario for your company/business unit— In
which context are we operating in in the future?

Source: Moser, Institutions-Resources Matrix Primer, 2013

The I-RM is basically a tool for any interested party to turn rather long-term future insights
into functional consequences today resp. tomorrow. In short, the I-RM involves three major
steps.

First, step Ia requires you to choose a specific scenario or single projection about trends or
future developments in the business environment and identify in step Ib the implications of
this specific scenario or single projection on the case company’s corporate resp. BU strategy
or on the value creation, value capturing or value delivery activities (i.e. business model) of
a company. In most cases, executive teams can do this without major challenges at a
conceptual level.
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Next, step 2a requires you to choose a specific functional focus (e.g. purchasing, after-sales,
production, finance, IT etc.) as well as identifying those elements of the corporate resp. BU
strategy or the business model which significantly affect the chosen function.

Step 2b then transforms the implications of the corporate resp. BU strategy or the business
model identified as relevant for the functional strategy (i.e. insights from step 1b) into
consequences for the specific resources of the chosen function. The I-RM includes the
following resources in its basic model although executives can add or replace or even delete
the suggested resource categories according to their specific needs:

e Physical Resources

e Human Resources

e Technological Resources
¢ Organizational Resources
e Relational Resources

Finally, the optional step 3 allows executives to assess the potential financial consequences
of any identified implication for a function and thus provide a first outlook on future budgets
of the focal function.

In practice, executives have to repeat especially step 1a/b and step 2a/b for any chosen
function for all selected scenarios resp. single projections that potentially have a strong impact
on the company’s business model resp. the functions and their set of activities. If such an
analysis is done for a single function across major future developments that matter for the
company, executives often realize that some consequences for the resources of a function
have been repeatedly identified across various scenarios or projections. These consequences
are often the most interesting ones as they matter across different scenarios and/or single
projections. These are then the consequences where executives want to spend some more
time to assess what this means for the future budget allocation of the function and other
aspects of strategy implementation including communication, motivation, qualification and
organization.

CASE STUDY (Public): THE FUTURE OF THE PREMIUM AUTO SECTOR IN CHINA

In the following, I describe an example of how to apply the I-RM. It uses insights from an
online, real-time expert-panel (Delphi) study with more than 80 participants about the future
institutional environment of the premium automotive industry in China in 2022. This study
was part of the overall efforts of several German automotive companies to create additional,
more privileged insights about the future business environment of the premium automotive
sector in China several years ago. The study includes in total 11 different projections
evaluating the probability and impact of future developments in the political, macro- and
microeconomic, social and infrastructure environment as well as 8 projections incorporating
issues regarding future changes in R&D, sourcing, production and distribution/after-sales in
China.

Different scenarios consisting of two different projections that are not correlated with each
other have been developed and consequences for the major industry players have been
identified during an additional workshop on the campus of China-Europe International
Business School (CEIBS) in Shanghai with approx. 30 industry experts. In this case example,
a selected scenario from the social environment scenario matrix serves as the primary input.
However, please remember that any structured insights about future developments in the
business environment of an industry might serve as input for the I-RM.

The social environment scenario matrix in our study on the future premium automotive sector
in China is determined by a projection primarily focusing on a trend in the society at large as
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well as a projection integrating more directly a potential future change among the buyers of
premium cars in China.

Transforming Future Insights into Functional Consequences Today: The I-RM
Process

For the exemplary application of the I-RM, we choose a specific scenario from the social
environment analysis of the future of the premium automotive sector in China in 2022. The
scenario matrix itself consists of four distinctive scenarios (Exhibit 32). As requested in step
la of the I-RM we chose one of them for our further analysis as each of the four scenarios in
the matrix has different implications for the strategy on the corporate resp. BU level or
business model and subsequently for the functions under analysis. In the case example, we
chose scenario #3 (i.e. Shanghai) as the specific scenario for the further analysis because the
experts have assessed it with the highest probability to be true in 2022.

Exhibit 32: Scenario Matrix for the Social Environment of the Premium Automotive Sector in
China in 2022

High

SCENARIO 1 SCENARIO 2

: 10-25% Probability 10-15% Probability

&0

E "SANTIAGO DE CHILE” “SEOUL”

=

2

j

3

=

= SCENARIO 4

E.

7 20-30% Probability
> “FORBIDDEN CITY”
=

Low High

SP1: "National Pride”

Source: Moser et al., China Automotive Industry - Scenario 2022 Report, Focus: Premium Car Segment

However, before we analyze the implications of scenario #3 (Shanghai) on the corporate resp.
BU strategy level and the business model (i.e. step 1b of the I-RM) we shortly look at the two
projections that build the social environment scenario matrix (Exhibit 32). The social scenario
matrix consists of two projections. The vertical projection (i.e. SP2: Interior Design)
represents a projection that tries to evaluate how important interior design elements will be
for premium car buyers (SP2: Interior Design: In 2022, the brand perception of premium cars
is significantly more driven by a car’s interior design and features (e.g. cockpit ambience, rear
space, centre console) than a car’s exterior design (e.g. front/rear lights, radiator grill)). The
horizontal projection (i.e. SP1: National Pride) represents a projection that focuses primarily
on an overall trend in the Chinese society (SP1: National Pride: In 2022, China’s young
generation is strongly driven by national pride considerations in their lifestyle and
consumption behaviour including premium car purchases). If we look at scenario #3
(Shanghai) in the scenario matrix for the social environment of the automotive premium
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sector in China, we see that this specific scenario implies low probabilities for both the Interior
Design projection as well as for the National Pride projection.

In the study, the workshop after the expert panel / Delphi study participants had identified
consequences for the five major industry stakeholders in case that each combination of the
two projections would be true in 2022 [please note that in today’s COVID-19 environment
such a workshop could be organized via zoom or Microsoft Teams]. The implications for each
industry stakeholder group in scenario #3 are listed in exhibit 33.

Exhibit 33: Implications for the 5 Industry Stakeholders in case that Scenario #3 is true in
2022.

China’s younger generation is NEITHER driven by national pride considerations in their lifestyle and consumption behavior NOR
is the perception of a car’s brand is more driven by its interior design and features than its exterior design.
Customers:

® Customer’s preference for foreign premium cars prevails while Chinese cars are rather a choice for the mainstream
segment

® Customers balance brand considerations, luxurious features and quality aspects in their purchasing decisions

® Customers have comparable preferences in their style and design taste to the triad-markets regarding a car’s visual
appearance

® Customers perceive buying a car as a ‘one-stop’ action and maintenance and after-sales considerations take up a minor role
Suppliers:

® The remaining domestic suppliers are active on international level either via their own components or offerings’ of their
acquired overseas suppliers

® Foreign suppliers have invested at an early stage in high-value-generating operations such as R&D in China and benefited
from the available local talent pool - they easily outperform most of their domestic counterparts

® Increasing investments by both OEMs and suppliers while supplier base is particularly growing
Industry / OEMs:

® Remaining domestic OEMs have succeeded in technological upgrading and successfully integrated ‘Chinese’ design
elements in their cars

® Foreign OEMs have a stronghold of the domestic market through importing westernized design to launch new car models in
the Chinese market

® Especially foreign OEMs benefit from widely available local talents which they ‘breed’ themselves and in turn are seen the
most attractive employers
Government:

® The Government of China (GOC) has defined new pillar industries asides from the automotive industry which perceives
little ‘regulatory attention’

® The GOC allocates enormous investments to improve the nationwide (public) infrastructure and strongly controls
registration and access of cars in urban areas to alleviate traffic conditions in tier1-3 cities.

Society:
® China’s society does not differ substantially from the conventional triad-markets (EU, USA, Japan]) integrating westernized
mind-sets and values which are clearly visible in lifestyle and daily behavior

® China has become an integrative part of the globalized world and the Chinese society perceives it selves as global citizens
® ‘Well-educated’ Chinese overseas returnees largely deter from working in domestic firms in China’s automotive industry

Source: Moser et al., China Automotive Industry - Scenario 2022 Report, Focus: Premium Car Segment

With these insights on the consequences for the industry stakeholders in case scenario #3
(i.e. the specific scenario that we chose in step 1a) is true in 2022 we start with step 1b (i.e.
the identification of the implications for the corporate resp. BU strategy of the company under
analysis) (Exhibit 34).
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Exhibit 34: Step 1b as simplified Visualization in the Context of the Social Environment
scenario
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Source: Moser, Institutions-Resources Matrix Primer, 2013

In this case example, we look at scenario #3 from a German premium OEM and simply pick
the following consequence for OEMs in case that scenario #3 is true in 2022 from Exhibit 32:
“In 2022, customers have comparable preferences in their style and design taste to the triad-
markets regarding a car’s visual appearance”.

An example of the application of the I-RM is shown in Exhibit 35. It shows the process of how
to transform insights about future developments (i.e. “In 2022, customers have comparable
preferences in their style and design taste to the triad-markets regarding a car’s visual
appearance”) into consequences for a company’s functional strategies.

Exhibit 35: Template for the Application of the I-RM

Institutions-Resources Matrix

Institutions-Resources Matrix:
Analysis of Scenario #3
Worksheet 3.1

Organization: BMW China (exemplary case)
Time Frame: 2014-2022

Analyst(s):
e Mr. ABC ZYW
e Mrs. HGT TZU

Strategy Summary:

L
e Dr. ZUR EFT .
L

Source: Moser, Institutions-Resources Matrix Primer, 2013

The template of the I-RM includes some basic information about the selected scenario under
analysis, the company under analysis, the time frame as well as the analysts involved. It also
makes sense to summarize the results of each scenario analysis in the strategy summary.
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Step |: Institutions > Competitive Strategy (Corporate ar BU level)

Institution Consequences for YOUR N r GUR
= tional: Consequences for
(Potential Future Developments) COMPANY's Competitive CF;:!MPET!TORS' bl -
Strategy

Scenario Matrix: Politics
Scenario Matrix: Economic Value Chain

Scenario Matrix: Society » The Chinese consumer does not need to be
Specific Scenario: #3 (Shanghai ) treated differently when it comes to exterior
and interior design elements.

Implications for Customers: # In search of economies of scale the potential
slightly different design preferences of the
Result 2: “Customers have comparable Chinese consumers as compared to the
preferences in their style and design taste to traditional customers in Europe and US have
the triad-markets regarding a car’s visual to be weighed against each other.
appearance” # If local design competence does not allow for

additional differentiation potential the
question remains where the company can
invest to positively influence the brand’s
perception among Chinese consumers.

Scenario Matrix: Technology/Infra
ete.

Source: Moser, Institutions-Resources Matrix Primer, 2013

In step 1a and step 1b executives select a business environment perspective (e.g. society).
Within the chosen institutional environment perspective a specific scenario has to be selected
(e.g. Scenario #3, Shanghai as shown in Exhibit 5). The consequences of a specific scenario
for the different stakeholders (e.g. customers) are then evaluated and those that are relevant
are further analyzed concerning their impact on the company’s corporate resp. BU strategy.

Step 2a: Competitive Strategy = Functional Strategy: Choice: Marketing/Branding

Consequences for YOUR Consequences for YOUR Consequences for YOUR
Competitive Strategy Functional Strategy: Functional Strategy:

Marketing/Branding
o The Chinese consumer does not need => Global branding and marketing efforts

to be treated differently when it comes allow for economies of scale but which
to exterior and interior design elements. level of local adaptation with respect to
... communication channels, social
., acceptance of message etc. has to be

implemented for each campaign in China?
> Does it make sense to identify themes
that allow virtually a global marketing
campaign with minor adaptations or
should campaigns primarily be developed
locally?
= How important are design aspects to
strengthen brand loyalty?

Source: Moser, Institutions-Resources Matrix Primer, 2013

In step 2a, a specific functional focus is then chosen and for each insight about potential
implications on the corporate or BU level that matter for the functional focus, the
consequences for the functional strategy are evaluated.
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Consequences for Physical Human Technologies | Organizational | Relationships | ......
YOUR Functional Assets Resources Structures
Strategy Mark/Brand
Global branding and Whereis the | What What kind of How does Who are
marketing efforts allow marketing experiences social media marketing at important ideaand
. personnel and channels do have headquarters intelligence
for economies of scale located? - backgrounds the most potential | interact interact providers for
but which level of local Shanghai should the to reach out to with marketing in marketing
adaptation with respect | and/orBeijing | marketing our target China? campaigns in
to communication or also other | personnelin group(s)? China?
channels. social cities? China have? Which processes
’ Are the Do we have the ensure that global Can the brand
acceptance of message | can we backgrounds systems to marketing campaigns | MINI benefit from
etc. has to be centralize diverse monitor and are aligned with / experiences of
impn’emented for each certain enough? quickly leverage adapted to specific BMW?Wha is
campaign in China? fspe::l_al ) new Chln_ese consumer resp_onsmlefor
unctionsina | Do we have developments? requirements? resp. | sharing of lessons
major city in | sufficient How can local learned?
Chinaor understanding campaign
even at in marketingin developments and
headquarters! | headquarters their experiences
about ‘no-gos’ support
in the Chinese headquartersin
market? trying to reach
economies of scale
across regions?

Source: Moser, Institutions-Resources Matrix Primer, 2013

In step 2b, the consequences for the functional strategy are then analyzed concerning
implications on the different resource categories. Finally, the investment requirements for
those adaptations in each resource category are assessed that are expected to be
implemented.

Step 3: Consequences for Resources = Required Investments (Money, Time, HR)

Investment
HR

Investment
Time

Investment

$5%

Resources

Physical Assets

Human Resources

Technologies

Organizational
Structures

Relationships

Source: Moser, Institutions-Resources Matrix Primer, 2013
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Appendix: Working Sheets
FORECAST Canvas of ' ' PESTEL & Markets
'(\SV 7Ec7;)nomicCondi1ion; o
ya %&?"\?, _— MARKETS % AN Future developmentsin the
AT memsme N &y N BUSINESS CONTEXT & MARKETS
/3% /,,/’ = BUS’N.}S’S. N \\"%_\ the company is investing in & serving
YAy ECOST(S"‘E'“’ A The most widely used analysis frame-
gy ot ains .\ | | workis PEST(EL) which is actually
4 TR N\ nothing else than a simple checklistin
s order to identify relevant
Business Modal developments in the political,
s Crestion & Valls at 1 economic, socio-cultural,
 \{ f/,’/ ’ technological, environmental (nature)
\\\ F*C“S‘{“br_cl_“? & \ //{/ or legal environment or other market
h it // trends.
Developments in PESTEL Context and Markets Affecting which Value Creation How much?
and/or Value Capture Mechanism?
1 5
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1
”—o——0—=0
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1 5
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Source: Roger Moser
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FORECAST Canvas of

(82¢, 828, B2G)

" BUSINESS
7 ECOSYSTEMS

‘ / Competitors
Business Model

N\ Resources &
X Capabilities

~ . Economic Conditions

~ MARKETS

~—— INDUSTRY

MACQUARIE
BUSINESS SCHOOL

Business Ecosystems

Future developmentsin the
BUSINESS ECOSYSTEMS the
company is embedded in

The Business Ecosystem
approach is not easy to evaluate
because it is a broad concept with
multiple analogies from natural
ecosystems but missing
parameters to measure whether a
company actually plays the
desirable roles of a keystone
player or dominantplayer — or a
niche player multiple ecosystems.

e

Developments in the Business Ecosystem

Source: Roger Moser
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Affecting which Value Creation
and/or Value Capture Mechanism?

How much?
—6—0—0—0
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Industries / Competitive Environment

Future developmentsin the INDUSTRIES &
COMPETITIVE ENVIRONMENT the company is
positionedin

The most widely used analysis framework is
PORTER’s FIVE FORCES to understand how
specific developments — often triggered by
developments in the business context — are affecting
the attractiveness (i.e. the distribution of power) of
industries & industry segments. In addition, there
exist several approaches to understand how
competitors might change their tactics and business
model in the future.

Affecting which Value Creation
and/or Value Capture Mechanism?

Source: Roger Moser
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Step 1A: Define Default Action(s)
Default Action (if H,#1 is «true»): H, #1: —

Step 1C

H, #1 OR H, #1

I Step 1D

Step 1B: Define Alternative Action(s) Step 1E
Alternative Action (if H,;#1 is «true»): H, #1:
Use for Expert
Step 1D Panel
—

Step 1A: Define Default Action(s): The default action is the action that you will implement if you don't receive any further intelligence.
Step 1B: Define Alternative Action(s): The alternative action is simply the action that you will implement if you don’t implement the defaultaction.
Step 1C: Formulate* the H, (null hypothesis): H, should be formulated in such a way that if H, is confirmed, then the default action is implemented because

it makes most sense.
Step 1D: Formulate* the H, (alternative hypothesis): H; should be formulated in such a way that it is true if H, is rejected.

Step 1E: Select H, or H, for the Expert Panel / Delphi study based on what experts will prefer to assess and comment.

* Please refer to our guide about how to formulate hypotheses for Delphi/ expert panel studies.

Source: Roger Moser
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Step 1A: Define DefaultActions
Default Action (if Hy#1 is «truex):

Dec' .
Step 2A: Define Default Actions ﬁ 'slono
Default Action (if Hy#2 is «trues):  StoP 2C H, #2: ATE;
W
=
©
H, #1: SCENARIO #4 SCENARIO #1 H, #1: O
ALTERNATIVE ACTION H, #1 DEFAULT ACTION Hg#1
DEFAULT ACTION H;#2 DEFAULT ACTION H, #2
o SCENARIO #3 SCENARIO #2
o ALTERNATIVE ACTION H, #1 DEFAULT ACTION H, #1
% ALTERNATIVE ACTION H, #2 ALTERNATIVE ACTION H, #2
Step 1B: Define Alternative Actions
Alternative Action (if H, #1 is «truey):

H, #2:

Step 2B: Define Alternative Actions
Alternative Action (if H,#2 is «true»):

t Step 2D

Step 1E: Selection of H; OR H, #1
Step 2E: Selection of H, OR H, #2
for expert panel / Delphi study.

Source: Roger Moser
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Appendix: Institutions-Resources Matrix

Institutions-Resources Matrix:
A Tool for Transforming Future Outlooks into Strategic Flexibility

The Institutions-Resources Matrix supports your transformation of likely und unlikely but
relevant developments in the future into strategic flexibility at the competitive and functional
level. The input as future outlooks can come from different sources and the framework how
you organize the analysis depends on your specific strategic challenge (e.g. market entry
strategy development, (re-)evaluation of your current strategy in a specific industry
segment/country combination or market expansion project etc.). Key to the application of the
Institutions-Resources Matrix is the subsequent analysis of possible consequences of future
developments on the competitive position of the company (step 1) followed by an
identification of the challenges on a functional level (e.g. marketing, distribution, production
etc.). Finally, the possible consequences for the activity system of a function have to be
transformed into necessary changes for the various resources of the function.

Besides, the required changes can be analyzed concerning necessary investments (money,
timeframe) to better plan future budgets and decisions for major investments.

Step 0: Select a framework suitable for your strategic analysis requirements (institutional
and industry level focus) and collect the necessary information about potential future
developments for each perspective (e.g. policy or technology developments, changes in the
“rules of the game” in your industry, etc.). You can rely on multiple sources — an “Expert
(Delphi) Panel” study is just one (good) option).

Step 1a/b: Analyze in detail the consequences of the identified potential future
developments for the competitive strategy level of your company and write them down.

Step 2a: Analyze the consequences of the identified potential changes in your competitive
strategy on the key functions of your company (given your strategic interests).

Step 2b: Analyze the consequences of the identified potential changes for each function for
its resources (physical assets, human resources, technologies, organizational structures,
relationships).

Step 3: Assess the required investments (money, time) for the most likely consequences
for the resources for each function and add up the total investments required for each
function and the company to keep its strategic flexibility.
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Institutions-Resources Matrix

Institutions-Resources Matrix - Analysis

Worksheet 1.1

Organization:
Time Frame:

Analyst(s):

Strategy Summary:

Step 1: Institutions (Business Context Changes) > Competitive Strategy

Institution / Industry Consequences for YOUR Add on: Consequences for
Change Competitive Strategy YOUR COMPETITORS’
(Potential Future Developments) Competitive Strategy
Policies

Consumers

Technologies

Other developments in industry

or institutional environment

Step 2a: Competitive Strategy > Functional Strategy

Consequences for YOUR
Competitive Strategy

Consequences for YOUR Consequences for YOUR
Functional Strategy Functional Strategy

Step 2b: Functional Strategy - Resources on Functional Level

Consequences for
YOUR
Functional
Strategy

Physical
Assets

Human
Resources

Technologies | Organizational | Relationships | ......
Structures
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Step 3: Consequences for Resources - Required Investments (Money, Time)

Resources Investment

Investment

Investment

Physical Assets $$$ / Time

Human
Resources

Technologies

Organizational
Structures

Relationships
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