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Resilience
Types of Futures

Wild card
0 Possible
A
Pla;sible
Probable
e | @
Preferable v eeme 2
j Impact Event 2
/ E.n‘l:1
Probability
I >
Time A wild card is a low-probability, large-

effect even
Futures Cone developed by Clem Bezold
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Knight theory: Risk, uncertainty

Publications

Knight, Frank H.
Knight, Frank H.
Knight, Frank H.
Knight, Frank H.
Knight, Frank H.
Knight, Frank H.
Knight, Frank H.
Knight, Frank H.
Knight, Frank H.
Knight, Frank H.
Knight, Frank H.
Knight, Frank H.

Frank Hyneman Knight was born on November 7, 1885 in MacLean County, lllinois into a
family of devoutly Christian farmers. He never completed high school but was admitted in
1905 to the American University in Tennessee. He graduated in 1911 from the Milligan
College. At the University of Tennessee, he obtained a B.S. and an M.A. (the latter in
German) in 1913. He then moved to Cornell University for doctoral studies. His initial subject
of interest was philosophy, but he soon switched to economics. He studied with Alvin
Johnson and Allyn Young, who both supervised the work on his dissertation, which was
completed in 1916 under the title Cost, Value and Profit (later renamed into Risk,
Uncertainty and Profit and published in 1921

Nobel laureates Milton Friedman, George Stigler and James M.
Buchanan were all students of Knight at Chicago. Ronald Coase said that
Knight, without teaching him, was a major influence on his thinking.[1]
F.A. Hayek considered Knight to be one of the major figures in preserving
and promoting classical liberal thought in the twentieth century

1921. "Cost of production and price over long and short periods" in Journal of Political Economy, 29. (4), 304-335.
[1921] 2006. Risk, uncertainty and profit. Cosmo Classics. ISBN 1602060053

[1923] 1997. The ethics of competition and other essays. Transaction Publishers. ISBN 1560009551

1924. "The limitations of scientific method in economics" in Trend of Economics. A.A. Knopf.

1933. The economic organisation with an article: Notes on utility and cost. New York: Harper and Row.

1935. Economic theory and nationalism. London: Allen & Unwin.

1936. The quantity of capital and the rate of interest. Chicago: University of Chicago Press.

1942. "Fact and value in social science" in Science and Man. Harcourt, Brace and Company.

[1947] 1982. Freedom and Reform: Essays in economics and social philosophy. Liberty Fund. ISBN 086597005X
1956. On the history and methods of economics: Selected essays. University of Chicago Press. ISBN 0226446891
1960. Intelligence and democratic action. Harvard University Press.

1991. "The case for Communism: From the standpoint of an ex-liberal" in Research in the History of Economic Thought and

Methodology. JAI Press. ISBN 1559382457

Knight, Frank H.,

and T.W. Merriam. [1945] 1979. The economic order and religion. Greenwood Press. ISBN 0313209707

RISK, UNCERTAINTY
AND PROFIT

BY
FRANK H! KNIGHT, Pu.D.

ASSOCIATE PROFESSOR OF ECONOMICS IN THE STATE UNIVERSITY
OF 10WA

BOSTON AND NEW YORK
HOUGHTON MIFFLIN COMPANY
©he Ribcrgide Preds Cambridge
1921
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IGNORANCE

Possible
futures are
unknown
or unimagined

Possible futures
are known, but we
can only assign
them subjective
probabilities

Possible futures
are known, and
we can assign
them frequentist
probabilities

UNCERTAINTY = R SK = CERTAINTY

The future
is known
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Wild ca rd A wild card is a low-probability, large-

effect even
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Yild .
card - .
Event 4
. Event 3
Impact Event 2
®
Event 1
i
Probability

v

Time
Futures Cone developed by Clem Bezold
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EXHIBIT 6. History as a Predictor of the Future

Factors Factors
Impacted by outside the
the Firm's Decisions Firm's Control

. Discontinuity _

Historical Behavior of Potential Future Behavior
Source Uncertainty of Source Uncertainty

Cornni BT




3N Resilience

‘Mindblowing ...
a masbterpiece’

‘Hugely enjoyable —
compelling’
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*
*

(Imagination) Jss (Judgment) a3 ¢l (Calculation) aulxe (Extrapolation ) oL 9,
IGNORANCE UNCERTAINTY = R]SK = CERTAINTY
Deep Uncerrtainty
Possible Possible futures Possible futures The future
futures are are known, but we are known, and is known
unknown can only assign we can assign
or unimagined them subjective them frequentist
probabilities probabilities
Scenario Planning Forcasting
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Herman Kahn : Scenario (thinking about unthinkable)

'S

: '\NS\‘)N NBN\\"\S“

* "Nuclear war is...so far from our experience that it is difficult to reason from, or illustrate
arguments by, analogies from history." (Kahn: 1965: 134).

“\M

NHAN WAMAIH

* "One must, in the long run, depend on informed judgment and intuition." (Kahn, 1960: 457n).

* The imagination was "much too weak" to envision what a nuclear war would be like (Brodie

1959: 162).

Dr.A.R.Asadi
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Gaming
In Strategic
Thinking

Figure 1.1 Set-up of The Future boardgame (1966),
designed by Hans Goldschmidt, T. J. Gordon, and Olaf
Helmer, and manufactured by Kaiser Aluminum and
Chemical Corporation. Author’s photo. See http://
www.boardgamegeek.com/boardgame/14073/future/.

ESE g
=8
=l

Figare 8.2. Future Workshop, 1984.

(Robert Junek Nachlass)
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Eaming In Strategic Thinking

Emery: 1950s Political-Military Wargaming at the RAND Corporation | Visit
PAXsims
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Resilience
Hedgemony, a wargame

RAND researchers developed Hedgemony, a wargame designed to teach U.S. defense
professionals how different strategies could affect key planning factors in the trade
space at the intersection of force development, force management, force posture, and
force employment. The game presents players, representing the United States and its
key strategic partners and competitors, with a global situation, competing national
incentives, constraints, and objectives; a set of military forces with defined capacities
and capabilities; and a pool of periodically renewable resources. The players are asked
to outline their strategies and are then challenged to make difficult choices by managing
the allocation of resources and forces in alignment with their strategies to accomplish
their objectives within resource and time constraints.
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Wargaming the Department of Defense for
Strategic Advantage

COMMENTARY (War Room)

Naval War Coliege President Rear Adm. Shoshana Chatfield, left, visits the NWC Monterey program, in Monterey, CA, January 26, 2020

Bt bt Immsime Phemmminl 1 ©

rTHERANDeLOG
Now You Can Play RAND Games at Home

BLOG

Hedgemony, a tabletop military strategy game developed by RAND
n Banks/RAND Corporation

rHERANDEBLOG

Establishing a Wargaming Insurgency at the
University

CCOMMENTARY (The Forge)

Book Review: 'A Game of Birds and Wolves' by
Simon Parkin

COMMENTARY (Science)

proaches Tactical Unit

Photo by Parr perial War Museum

rHERANDgLOG
A Wargame at RAND Puts Teen Girls in Command

ESSAY

Making a move during a unique wargame hosted by RAND with a group called Girl Security
Photo by Dori Gordon WalkerRAND Corporation
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Forecast Planning
Planning for ONE Future

-10% +10%

TODAY'S
KNOWNS

Scenario Planning
Planning for MULTIFLE Futures

133_+—3

TODAY'S KNOWNS .f"_
& UNCERTAINTIES
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Forecast VS Scenario

Wrong When It Hurts Most
Barrels
per day
mullion s
=]
TO _ - E
BO e
Lo
- ,/\/ s
20 /
20 ~
20
10
D
1965 70 9 788D 8485
World Actual Forecast
oil —==- demand
demsnd range

The Present The Future
The Path
L -
Alternative
Future Images
Current
Realities Multiple
(mental maps) Paths

-

N

Forecasts

Scenarios
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40 YEARS

OF SHELL SCENARIOS
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Resilience
Shell Scenario In 1960’s & 1970’s

What was the Problem of Sell?

planners had to consider what was predictable and what was fundamentally uncertain
in the price of oil. That meant they had to examine what drives oil price, and, therefore,
the whole question of supply and demand.

Market Forecasting:
e Demand side:
* Supply side:
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Resilience
Shell Scenario In 1960’s & 1970’s

What was the Problem of Sell?

planners had to consider what was predictable and what was fundamentally uncertain
in the price of oil. That meant they had to examine what drives oil price, and, therefore,
the whole question of supply and demand.

Market Forecasting:

e Demand side: 6% Growth Rate after World War Il (predetermined)
 Supply side: To what extent was this predetermined or uncertain?

Shell’s technical people had concluded that supply availability was predetermined, the
resource in the ground was plentiful, and the necessary number of wells could be
drilled. But Pierre Wack was not satisfied with that answer. He looked behind it,

considering the people who have control over the reserves who would be making the
actual production decisions.
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PHENOMENA CURRENTLY
OUTSIDE THE FIELD OR INDUSTRY
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i (6,509 )l

EXHIBIT 4. Bringing Scenarios to the Business

Global

Scenarios
» Country Issues

» Competition, etc.

Implications at

Country or
Business Level

+ Competition Focused
* Price & Margin Scenarios
Trends
* Technical &
Management Implications at
Risk Project Level
Project
Scenarios

Global Strategies
General Trends

Country or
Business Strategies

Investment
Decisions

Dr.A.R.Asadi
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EXHIBIT 3. Using Scenarios in Strategic Planning

Understand macro environment

What does Market want?

Who provides & how!

How can Shell differentiate?
Social
Political -
Economic
Environment L Strategy
Technology

Shell’'s strategic differentiators

Competitor /
Customer Intelligence
us .
S . Intelligence Foc p um’_efwnw
cenarios I’; o
| | - MBITG%M
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Il Business Continuity Plan (BCP)
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