Darwinism meets Strategic Planning

Twenty renowned business gurus, including Gary Hamel, recently met in the US and pondered when business leaders would start to evolve beyond their time-worn management practices to forge new 21st century business paradigms, especially around how companies can increase their chances of picking and implementing winning strategies.  

Let’s face it – management theory hasn’t changed much in 100 years. And for this reason the way we approach strategic planning has not changed either. Look in the jobs section of a paper today and every position is preceded by the word Strategic. Strategic General Manager, Strategic Sales, Strategic Marketing Communications, and on it goes. Titles have changed but not the way we approach the topic.

In the past strategy development tended to involve an off-site, one-day, round-table  approach, with a tendency towards Groupthink that led to poor decision making. More often than not, the company would thenn put all its resources into the one best strategic option that emerged from this process – in a do or die fashion.

Over the last few years, a feeble attempt has been made to improve matters. New

new roles emerged inside organisations called Corporate Strategists, who monitor competitor activity and facilitate strategic planning. But this has proved counter-productive as once inside the tent, these roles are undermined by power-distance relationships and the same Groupthink that is present in all management groups. 

The current recession is begging for a new way of looking at developing strategic plans. Businesses today have limited resources for new initiatives and failure to bring new ideas to market could prove disasterous. 

Thankfully there is now a new way to go about strategic planning that combines the disciplines of  predictive markets, natural selection and market testing.  It involves less risk, less cost and a greater chance that the company will not only pick the right strategic direction, but will be able to ensure that it will succeed. It is a three step process.

· Use predictive markets concepts with internal and external stakeholders input to create a range of potential options.

· Use natural selection techniques and market testing to zero in on the most responsive strategy.

· Bail out of the non-responsive strategies and put all your resources into the most responsive strategy

Companies have just started to use predictive markets and collective wisdom to garner insights about the future. A predictive market takes many people’s diverse opinions and then allows them to bet on a future outcome. The betting allows the market to provide an equilibrium or in other words, the most likely outcome. Getting wider input to the process than just the senior executives circumvents the possibility of insular thinking and negates Groupthink. Horse racing betting markets are classic examples, identifying the most likely winner of the race as well as other horses that have a good chance of winning, in order of likelihood. 

The first stage of the process involves getting feedback from a diverse group of stakeholders about the potential future of the company, the best strategic options and asking them to bet on which is best. The outcome of this, if done properly, is a collective view and agreement on a list of potential strategic options for the company, just like a betting board in a horse race – not just the option we think is best.

In horse racing the winner only wins about 33% of the time and this is not a high enough chance of success, even if it seems to be the best option. The three horses with the shortest odds end up winning some 80% of the time. 

The same odds apply to the list of strategic options created using the predictive markets process.  So, rather than betting the future of the company on the favourite strategic option (which will be successful only one third of the time) it is more prudent to have an each way bet on the top three options thereby increasing the chance of finding a winning strategy by almost three times. 
Even though we have three options, we still do not know which of the top three are going to be successful.

The next step in the process takes its lead from the science of biology and natural selection, providing us with an answer to our dilemma. Each option needs to be given some life to see which one survives the best – not unlike the Roman baby on the hillside concept.

The best way to do this is via a small scale testing of each option. Naturally some options are almost impossible to test, but there are ways to approach this. Testing is more cost effective and will give a strong indication of future overall success. 

Mankind has a history of testing hypotheses and for good reason. At many stages of our evolutionary development we could have been wiped out as a race for pursuing a single course of action. Mankind’s diversity across different climates and ecosystems effectively tested our ability to survive. 

Companies should undertake to do market testing on as many options as they can afford. If you have multiple points of presence you can try out each option at a different location. Focus groups can give you insights into market demographics and how they respond. Limited releases can also be used across different geographic regions. 

Don’t give up too easily on an option if the testing is proving unsuccessful. If you don’t get immediate results, be willing to change the way you do things and try again. On the other hand, be careful not to perservere with a losing concept for too long, irrespective of your own belief in the strategic direction. Knowing when to give up is as important as knowing when to push on.

The final step is to review the initial results of the testing and decide which is the best option to pursue in ernest. Resources can then be fully diverted from the less successful options to the best option. If  you are fortunate enough to have additional resources you may decide to pursue two or more options that have been successful in the testing mode. The early stages of testing will have provided valuable assistance in how the project should be implemented and many of the teething problems will already have been sorted out. 

Finding the right strategic direction in turbulent times is always a challenge, but if you put the right processes in place you will increase your chances significantly of finding profitable new initiatives. 
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