GLOBAL SCENARIOS 1992 - 2020

“We have it in our power to begin the world all over again.
A situation similar to the present hath not appeared since the days
of Noah until now. The birthday of a new world is at hand.”

Tom Paine, 1775
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INTRODUCTION:
WHAT ARE SCENARIOS AND WHY DO WE USE THEM?

The Global Scenarios for 1992-2020 are a set of plausible and challenging stories about
what might happen in the next thirty years. They are not forecasts; that is, they do not predict
what will happen by extrapolating from the past, but instead offer two very different stories of
how the future might look.

These stories serve three major functions. First, they help us prepare for discontinuities
and sudden change. Unlike forecasts, which can sometimes lull us into thinking we can
predict the future, scenarios mirror the unpredictable, world-changing events that we must
be ready to face, even if we cannot know what they will be. Scenarios help us to anticipate
(by asking ‘what if' questions) and to recognise and interpret important events and new
developments.

The scenarios also help create a common culture, or language, through which the future
can be imagined. In a group of companies as decentralised as the Royal Dutch/Shell Group,
in which the operating companies have a great deal of autonomy, scenarios create unifying
themes and images and help foster group cohesion.

Third, scenarios challenge the mental maps we all hold. These maps in themselves are
stories about reality — but they affect which opportunities we notice and what strategies and
actions we undertake. In the 1970s, industry analysts were not prepared for the jump in oil
prices; nor did the mental maps associated with continually rising prices prepare people for
their subsequent fall. When our perspective changes, our view of what is possible also
changes. There was a time when people thought it was physically impossible to run the mile
in under four minutes. When Roger Bannister did it, he broke a mental barrier as well as a
physical one. By challenging our mental maps, scenarios help us envision and create new
possibilities.

As the Shell team developed the scenarios and talked to world business leaders, politi-

cians, journalists, and educators, our mental maps changed significantly. We began to see



that a profound shift is taking place all around us. These scenarios present two different
responses to that shift — two different futures. By considering alternate futures, we begin to
see that the future is shaped not only by the past, but by what we think is possible and by

the choices we make.



1. A NEW WORLD:
THE LIBERALISATION REVOLUTION
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@ Political liberalisation has resulted in free elections and
civilian governments throughout Latin America and the
Caribbean (except, as yet, Cuba and Haiti). in almost every

s of the lormer

Eastern European country; in several republi
USSR; in the Indian sub-continent, in parts of East Asia

(South Korea, Tawan, Philippines); and in Africa (Zambia
Botswana, Benin). Democracy has been strengthened in
Spain and Turkey. and there has been progress lowards

political pluralism in South Africa and in many countries of

Wes! Africa

A Economic liberalisation Developed market economies have
been further liberalised through farreaching privatisation (UK
France, Germany, Japan, Sweden, Australia), deregulation
(US), and lowering of trade barriers (EC, NAFTA)
Far-reaching liberalisation has occurred in former communist

countries (especially Poland and Hungary), in China: and

throughout Latin America (especially Chile, Argentina and
Mexico). More selective or cautious liberalisation has occurred
in Asia (Malaysia, Indonesia, South Korea, India, Pakistan

Sri Lanka); in sub-Saharan Africa (Ghana, Zamibia, Mauritius),
and in the Middle East and North Afnca (Turkey, Morocco,

Tunisia, Egypt)




Liberalisation:
Two Responses

movement to economic liberalisation has been very strong in China and India, the world’s
two most populous countries. In Africa, we can see the beginnings of change as many
countries introduce free elections and economic liberalisation. And in South Africa apartheid
is being dismantled.

But liberalisation can evoke two responses. Individuals, nations, and companies can
seize the opportunities; if they succeed, further hope and expectations will generate their
own economic and political pressure towards further liberalisation, setting up a positive feed-
back loop. On the other hand, the threats posed by liberalisation to entrenched interests, to
the losers, and to national, religious, and cultural identity, may lead to a predominant atmos-
phere of fear and resistance, and a negative feedback loop.

Liberalisation may continue and spread into a world of rapid and sometimes unsettling
change with vast new, highly competitive markets opened up. We call this scenario

New Frontiers. Or it may be resisted

Failure of
Command & Control and restricted — a world of divisions
Reinforcement Resistance i L
and barriers, with limited room for
ot s - L) manoeuvre. This scenario is called
Rewards Liberalisation Losers Barricades.
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2. NEW FRONTIERS G
Shift to the Poor
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New Frontiers is a story of growth, turbulence, and change. Liberalisation — both
economic and political — creates enormous upheavals as markets and societies dismantle
longstanding barriers, and poor countries begin to claim a larger role for themselves on

i the world stage.
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“The people in the poor countries are leading the

Shift to the the poor. Liberalisation leads to dramatic economic growth in poor

countries. The rate of economic growth rises

from an average of 3% in the 1980s to 5-6%

way in this market revolution. The push toward _ a growth rate like that of the 1960s and
this new frontier is not coming from the Western 1970s. By 2020, developing countries
democracies - the developing countries are account for 70% of world output, compared

leading this worldwide revolution. This push, this it [ess than half in 1992. Huge, new, risky

revolution, will fundamentally change the world.” opportunities for trading and investment

— Roberto T. Alemann, former Economic Minister

of Argentina

World GNP*

emerge. Companies from developing
countries enter global markets, and many

industries shrink in rich countries as they

grow in poor ones. Growth is much faster outside the OECD than inside, and this leads to a

high level of foreign investment in developing countries.
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High Energy Demand and Supply. Given the rapid
economic growth in New Frontiers, world demand for
energy, chemicals, and metals also grows. By 2020, the
number of vehicles in the world has doubled, with almost
all this growth occurring in developing countries. Although
the growth of the global economy increases the demand
for energy, energy growth is slower than economic
growth because of efficiency improvements. Increased
competition, faster technology transfer, and reduction in
energy subsidies result in more efficient cars as well as
more efficient electricity generation. The energy to meet

this demand comes from a variety of sources:



World Demand for
Liquid Fuels

increased oil production, particularly in OPEC countries; coal to power the development of
India and China; rapid expansion in the production and distribution of gas; unconventional,
heavy oils from countries such as Venezuela, Canada, and Russia, extractable by the
twenty-first century at affordable costs; and the beginnings of the significant use of new,
renewable sources of energy. By 2020, in many places it is possible to generate electricity
more cheaply through photovoltaics and other renewable sources than from fossil fuels.

In spite of all these advances in energy efficiency, environmental pressures are severe in
this era of rapid growth. Global agreements on environmental issues are both more
necessary and harder to achieve, in part because developing
countries argue that they should be allowed a fair chance for
economic development before being burdened with interna-
tional environmental standards. Then as they become wealthier,
developing countries begin to raise their own environmental
standards, particularly to combat local pollution. In many cases,
these countries leap from very low to very high standards
through taking advantage of the technology and experience of
rich countries.

In New Frontiers, global problems are addressed

co-operatively. For example, the environment, which is a

2020

major global concern, becomes the catalyst for many new
multinational projects that further weave national economies into a complex system of inter-
dependence.
New Priorities in Rich Countries. The shift of world markets towards developing
countries is accompanied by deep and painful structural reform in rich countries as

economies refocus from manufacturing to more knowledge-intensive activities. Rising
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prosperity has coincided with the deterioration of public services and societal cohesion, and

Changing Net percentage preferring shorter
Preferences of working hours to greater income
Japanese Workers* 15 -
10
5
1986
o -

1991

1
0 * Bureau of prime minister of Japan 1992

these developments, plus a new focus on social issues,
lead to a subtle but fundamental change. People in rich
countries want more and better goods and services;
but beyond this, they also want a better quality of life.
They demand more control over their working lives and
insist on being consulted about developments that
affect them. Citizen movements spring up at the
grassroots level with projects ranging from
environmental concerns to demands for public access
to new communication networks. A new spirit and
definition of community begins to emerge, with citizens

willing to make greater sacrifices for the common good

if they can be shown that these sacrifices will be used effectively for something they value,

such as the environment.

Business Challenged. In New Frontiers, business is challenged from a number of

directions. The high demand for investment and the emergence of a truly global capital

“Today there is only one entity whose effort
to create stability in the world matches its
self-interest. That entity is a corporation
acting globally.”

— Ruzaburo Kaku, CEO Canon, Japan

market increase the cost of capital.
Reduced barriers to entry mean many new
local and international competitors.
Companies that cannot adapt quickly will
flounder. Those that resemble organisms

rather than machines will be better able to

mobilise the full potential of their people. Employees insist on being given more autonomy

and greater responsibility, and often choose quality-of-life (for example, through shorter



working hours) over increases in salary. Other stakeholders also insist on having a larger
voice in decision-making. Non-executive directors become more assertive. Customers
demand high-quality products that meet

“Values provide a common language for aligning _ B
their specific needs, and local communities

a company’s leadership and its people.”
— Robert Haas, CEQ Levi Strauss & Co., USA

expect private companies to take on greater

social responsibilities.

By the end of the scenario period, the world is a very different place. In many developing
countries, success has bred success — better education has resulted in lower birth rates,
economic growth has led to environmental reform movements, and greater liberalisation has
supported a drive towards democracy. Increased communication makes it easier to discover
and discuss areas of common interest. In New Frontiers, rich and poor alike recognise their

economic, social, and environmental interdependence.





