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Introduction 
At the beginning of the last century, at Harvard Law School, first year students were given only one exam per year.  After of one year of study, they gathered for one test, on which there was only one question.  If   you passed the test you were promoted to the second year.  If you failed the test, you were expelled from the school.  Robert Benchley, who ultimately became a great American author, was one of those first year students not known for his academic prowess.  And so he approached the test with some fear and trepidation.  When he was confronted with the final exam question itself, he was even more mortified.  The question read: “Discuss the arbitration of the International Fisheries problem in respect to hatcheries protocol and dragnet and trawl procedure as it affects (a) the point of view of the United States; and (b) the point of view of Great Britain.”
In addressing the question Benchley was frank and somewhat desperate in his response: “I know nothing about the actual arbitration; and nothing about the point of view of the United States; and nothing about the point of view of Great Britain.  Therefore, I shall discuss the question from the point of view of the fish”.

Today I’d like to talk with you about strategic risk from the point of view of the fish.  I feel a little like Robert Benchley, talking to all you credentialed risk professionals about risk.  I am not a risk professional; rather, I work as a strategist, helping leaders develop ways to create future sustainable value and execute plans to get the results they want. Nevertheless in this role I often deal with risk scenarios and risk mitigation.  
I have invested a good degree of time and work in this presentation, but one thing I don’t have invested here is my ego; so if you hear me say something that is off base or out of touch with current thinking in the field, I would appreciate it if you would interrupt me and make your case, so the rest of the class can benefit from the collective intelligence of this group.

Our topic this afternoon is assessing and managing strategic risks.  I’ll argue that strategic risks are best identified, assessed and mitigated within the context of a holistic strategic framework.  To reach this conclusion we’ll make six moves:

1. The first move describes the difference between strategic risks and other kinds of risk and argues that a “point-of-risk” approach may not be effective for managing strategic risks.
2. The second describes what strategists do.  To be effective in delineating how an organization intends to create future sustainable value (i.e., to do strategy), leaders need strengths in three areas related to strategic intelligence: foresight; systems thinking; partnering.  Leaders, however, often fail to execute strategy. 
3. The third move maintains that one cause of the decades-long track record of executive failure to execute strategy has been the lack of a comprehensive holistic strategic framework to develop, communicate and execute it.
4. The fourth move describes a relatively new holistic strategic framework called “Strategy Mapping,” which in one form or another is now being used in over 50% of the Fortune 1000 companies.
5. The fifth move makes four observations about identifying, assessing and mitigating strategic risks within the context of a holistic strategic framework, like the strategy map.
6. The final move starts with a brief test, which demonstrates the important role of strategic risk professionals on the strategy team.
1.  How Do Strategic Risks Differ from Other Risks?
Let’s start with a joke—this, in fact, is one of my favorite jokes!
“What if there were no hypothetical situations?”

That’s the joke!  OK, it took me a while to get it the first time I heard it too.  The joke, of course, is that just by asking the question “What if?” you create a “hypothetical situation.”   There’s always the hypothetical situation, the potentially real, the unheeded and unanticipated.  
And it’s a good thing, because if there were no hypothetical situations, we’d all be out of a job.  Where there’s certainty, there’s no need for strategists or risk professionals.

Risk is concluded from an assessment of hypothetical and potentially real scenarios:

What if …

· The designs for a deep water well that I’ve gotten from a third party vendor are flawed?

· The toys I’m importing from China contain lead paint?

· A hurricane devastates the port from which I get my most essential parts?

· Our CEO leaves, steals from, or otherwise humiliates our company?

· One of our coaches sexually abuses kids and discredits the university?

· Someone hacks into our database?

· A new innovation makes our core competency obsolete?

By assessing risk, developing risk scenarios and mitigation responses, we ensure compliance with laws and regulations, reduce surprises and losses, help leaders seize strategic opportunities, and so create value for the organizations we serve.
COSO’s enterprise risk framework is geared to helping organizations achieve their risk management objectives.
  The framework contains four categories: 
1. Compliance—which ensures that organizations follow applicable laws and regulations. 
2. Reporting—which ensures that controls are in place so that financial reports are reliable.
3. Operations—which ensures that organizations make effective and efficient use of their resources.

4. Strategic—which assesses risks to the achievement of the high-level goals that support an organization’s mission.
When traditional risk management programs seek to mitigate compliance, reporting and operational risks (i.e., the first three categories), they focus primarily on “point” issues and “point” solutions: that is, they propose and implement mitigation actions specific to particular sources or impacts of risk.  

Here’s a simple example.  A new Homeland Security regulation, written for Benzene plants that are built by a river, requires that between the plant and the river there must be a ten-foot high fence and every ten feet along the fence there must be a camera.  Are you compliant or not?  If you don’t have the fence or the cameras, you’re in violation of the law and can be fined or shut down.  There’s a point issue and a point solution.

Many frameworks for managing strategic risks take a similar “point-of-risk” approach.  One framework with which I am familiar categorizes strategic risks around seven points:
 
1. Project risk—the risk that the investment in a new project or acquisition will fail. (e.g., a major oil company has many projects over budget).
2. Customer risk—the risk that shifts in customer needs will make your offering unappealing. (e.g., in 2002-2003, McDonalds lost $24B in market capitalization; they failed to anticipate changing customer attitude about healthier foods).
3. Innovation risk—the risk that your company will be overwhelmed by unforeseen changes in technology. (e.g., the impact on Kodak with the innovation of digital photography).
4. Transition risks—risks related to threats to your business model (e.g., YouTube’s and Napster’s problems related to copyright laws).
5. Brand risk—the risk that competitive assaults or disastrous publicity will collapse the value of your brand. (e.g., Mattel; Arthur Andersen; Penn State).
6. Industry risk—the risk that your industry becomes so saturated that margins begin to compress across the industry (e.g., with Turbo Tax, outsourcing options, and other low cost alternatives, margins for tax preparation work are squeezed for accounting firms).
7. Unique competitor risk—the risk that a new powerful rival will decimate your business (e.g., Home Depot vs. Mom and Pop Hardware Stores).
“Point” solutions work well for “point” risks where the objective of risk management is to avoid or prepare for a particular event and thereby reduce the associated costs or liabilities.  Strategic risks are different.  The approach of identifying point issues and developing point mitigation actions is not always adequate for managing strategic risks because:

· the origins of strategic risks are complex 

· the impacts can span the boundaries of the organization and extend outside of it
· the impacts of strategic risk can simultaneously affect several financial objectives and drivers of economic value.
Because of this, strategic risks demand not point solutions, but a holistic management approach.
  

Case: Mattel and Barbie
Let’s illustrate this with a case.  Back in 2007 Mattel had a problem with Barbie.
On Monday, September 10, 2007, the Financial Times included a six-page “Special Report on Risk Management.”
  The lead story, “Lessons from Barbie World,” focused on Mattel’s recent recall of 21 million toys manufactured in China due to concerns over lead paint and small magnets.  The story focused on a “point” issue: the risks of operating in low-cost countries like China.  A Big Four strategic risk specialist was quoted: “The Mattel recall serves as a very useful reminder that there is a huge variety of risks associated with investing in particular countries.” 
But within a week the story had changed.  The focus now was on design flaws which came from Mattel’s R&D Department in El Segundo, CA.
  76% of the recalled toys were built to the specifications sent to China from the US.  On September 21, Mattel executives called a press conference to apologize to the government of China. 

Then, one week later, the business school pundits began to speculate that these announcements and apologies from Mattel were moves calculated to help China save face and help Mattel avoid potentially escalating costs due to punitive measures, new regulations, and increased taxes.  

The Mattel case demonstrates that assessing the origins and impacts of strategic risk is a complex process.  It involves examining a chain of activities that span the boundaries of the company, may simultaneously have implications across several different functional areas, and may impact several different drivers of economic value.  
The process of assessing risks in the Mattel case involves analyzing a chain of cause-and-effect linkages organized around a central strategic theme: “reduce costs through outsourcing.”  Involved in analyzing the risks inherent in the chain of activities related to this theme might be several different functions and departments represented by a group of individuals from widely dispersed parts of the company, including: Public Affairs, R&D, Q&A, Manufacturing, Sales, Marketing, Legal, HR, Organizational Development, and Finance and Accounting.  The economic impact involves at least two drivers of value: (1) Mattel’s ability to increase sales; and (2) Mattel’s ability to reduce manufacturing costs.
Case: Macondo Deepwater Horizon Explosion
On April 20, 2010, an explosion and subsequent fire on the Deepwater Horizon semi-submersible Mobile Offshore Drilling Unit (MODU), killed 11 workers and injured 16 others.  The unit was owned and operated by Transocean, which was drilling for BP in the Macondo Prospect oil field about 40 miles (60 km) southeast of the Louisiana coast. The explosion caused the Deepwater Horizon to burn and sink, and started a massive offshore oil spill in the Gulf of Mexico; this environmental disaster is now considered the second largest in U.S. history, behind the Dust Bowl.  Not only was the explosion disastrous for Transocean, BP and Cameron International, it also led to severe criticism of the oil and gas industry as a whole and has curtailed drilling operation in the Gulf of Mexico to this day.  What were the root causes of the accident and where would you focus to identify and mitigate future strategic risks.
The Root Causes…? (Based on Acona Wellpro A.S. Report)
1. Basic design and engineering mistakes. Questionable casing program caused cementing short cuts and created a leak path straight to surface.
2. Lack of quality control: design, parts, suppliers, vendors. 
3. Lack of proper “Change Management” procedures for major changes in the project: rig, crew, contractors, well objective. 
4. Time, Cost and Schedule focus –not Risk Management. Lack of risk identification and understanding.  No documentation of the consequences of unsuccessful results of decisions made, nor what risk mitigation that was taken, nor what contingencies that were in place. 
5. Failure to implement basic procedures and controls.
6. Attitude of complacency, failure to acknowledge the inherent risks of the activity when the activity becomes “routine.” 
7. Safety Culture varied within the company; at rig, failed to give safety the highest priority. 
8. Best Practices and Best Available Technology were available, but not applied. 
9. Failure of the regulatory environment that allowed this all to occur.
Where Do You Focus?
1. The way the activity of planning and executing the activity is resourced, organized, structured and managed (Organizational Unit, Teams, Rigs and Contractors, Manning Level, Competency assurance and financial support)
2. How the work is carried out (Mgt. guidelines, goals, HSE culture, process, procedures, preparations & planning)
3. How the work is supervised and quality controlled (peer reviews, independent verification, expectations, follow up/ “walk the talk”)
4. The way the work program is implemented offshore -routines and processes (internal control, respect for procedures/ instructions)
5. The way that individual competence is utilized (open and honest communication or management by fear) Communicate/ discuss hazards and share important information.
To summarize, the core ideas here are:

· Strategic risks differ from other kind of risks because of the complexity of their origins and impacts.

· The identification of point issues and the development of point solutions are not adequate for mitigating strategic risks 
· To mitigate the risks inherent in strategy we need a holistic risk assessment methodology linked with an integrative strategic process.  

To further develop these ideas, let’s discuss what strategists do and why strategies fail.  
2.  What Do Strategists Do?
What do strategists do?  Here’s a story, and hypothetical one at that:
Let’s suppose we’re somewhere in the South Pacific on an island called Canifloria.  Now I’ve learned that there’s a great need to build roads through the dense forest that covers the center of the island, so I decide to start a new company.  I’m calling it Machete Wielding Natives, Incorporated.  Our vision at MWN is that of a great team of strong machete wielding men and women able to cut, with incredible speed, a swathe through the dense underbrush and so open commerce between economic centers on opposite sides of the island.  
So where do I begin.
Now I’ve been to business school and I’ve learned that we’re now living in the Knowledge Age and that the way to create distinctive and sustainable value is to leverage intangible assets, and I know from reading Jim Collins’ book, Good to Great,
 that intangible assets for me means that I should start my company by “getting the right people on the bus.”  So I recruit throughout the island of Canifloria searching for the most macho machete wielding natives I can find.  Our people will be our most important asset.
Now I can’t just put those people out there with their bare hands, they need a great machete.  So I call in the technology gurus and soon they come back to me with the shiniest, sharpest and silveriest machete ever invented.  
So I’ve got people and technology, now I need a process, an innovative, highly efficient way for our machete wielders to work together; so I turn to our industrial engineers, who borrow from the conquests of Alexander the Great and invent “the machete wielding phalanx.”  A line of strong machete-wielders works in the front until they get tired.  They then drop to the back and clean up, while a new line of fresh wielders moves to the front and continues to mow down the brush.
Now I need to make sure that my machete wielders understand this process and have the endurance to work the long hours that will be needed to get the job done; so I implement a terrific training program.  In fact I customize a development program to meet the needs of each individual wielder.
And then I go on to hire a great management team.  I hire a CFO and a group of terrific accountants. We line up our investors. My marketers target potential customers in government and industry, and my sales team engages them with the economic value that will accrue from the new road-building venture.

In the end I’m certain that I’ve gotten it all together.  I have:
· The best people
· The best technology
· The most efficient processes
· A skilled management team
· Strong financial managers
· Willing investors
· A target market
· A burgeoning brand

· An effective sales team

This company will probably fail, because it lacks one essential element; it lacks strategic intelligence.
I need someone up in the tallest tree, looking out over the canopy, telling my well-trained, well-armed, well-managed team where to go.  We need a strategy.  
To be an effective strategist, my leader needs at least three competencies related to strategic intelligence:

1. Foresight.  My leader needs to be able to look out over the canopy and determine the direction for my team to go.  There’s a mountain here, a river over there, we’re headed straight toward a cliff, but over here is a way that’s straight and flat.  Strategic business leaders have ability to anticipate how current trends and forces will play out in the future, driving changes in technology, products, and markets, and corresponding changes around customer needs and values.  They see the future, its opportunities and risks, and weighing them, they create a vision and set the direction.

2. Systems Thinking.  I want my leader to understand how the parts of my organization will have to work together to achieve the overall objectives of the strategy.  A successful strategy will link together various and often disparate parts of the organization in a value chain of essential activities designed to reach the strategic goal.

3. Partnering.  When my leader in the tallest tree shouts down the direction or when my leader communicates how we’re going to work together to achieve the goal, she or he has to be believed.  The team has to trust the leader, and be motivated to implement the changes required to execute the strategy.  I need a leader who can get people to embrace a common purpose and motivate them to execute it.
So I need a leader who has enough foresight to craft a compelling vision of how my organization expects to create future sustainable value, who can organize and coordinate the disparate parts of the company around a plan to achieve the strategy, and who can motivate the team to execute the strategy.  
Well, good luck finding that guy!!!
3.  Why Do Strategies Fail?
In January 2005, the Harvard Business Review cited a study from the Center of Creative Leadership which found that 40% of new CEOs were terminated before 18 months.  Another 20% were considered ineffective but were tolerated by their boards.  The percentages were even worse for family businesses.  The major cause of executive failure was the inability to execute strategy.
 
In their book, The Strategy-Focused Organization (2001) and again in their subsequent book, Strategy Maps (2004), Harvard Business School Professors Robert Kaplan and David Norton cite a litany of studies conducted over a two-decade period, which describes the failure of leaders to execute strategy.
  They conclude that during the 80s and 90s the failure rate of corporate strategies was between 70 and 90%.  One study, conducted by Bain & Company, of large companies with revenues in excess of $500 million, in seven developed countries, during the best ten years ever in economic history (1988-1998), concluded that fewer than 10% of these large companies achieved their strategic objectives.  Only 1 in 8 came within 33% of their growth targets.  
What accounts for this decades-long track record of strategic underperformance?  
A reason often cited is the lack of a comprehensive holistic strategic framework.  During this period there was no generally accepted way to do strategy.  The strategic doctrine that existed, and the methods that were employed, tended to focus on strategically important, but isolated parts of the organization.  If you were a CEO looking for help to develop and articulate your strategy, you could read books or hire experts on a variety of strategic subjects:
· Shareholder value

· Customer management

· Positioning for competitive advantage

· Process management

· Total quality management (TQM)

· Core competencies

· Human resources

· Information technology

· Organizational design 

· Learning
Each of these strategic doctrines provides important strategic insights, but none provides the comprehensive integrative framework that would allow executives to communicate the strategy throughout the organization and align important parts of the organization to achieve it.  Perhaps early approaches to strategic risk management were oriented to providing point solutions because corporate strategy approaches were point-oriented themselves.
4.  Strategy Mapping: A Holistic Strategic Framework

Into this vacuum, Kaplan and Norton proposed “Strategy Mapping” as a holistic strategic framework, capable of describing how an organization intends to create value for its shareholders, customers and employees.  As I said earlier, this holistic way of doing strategy is now, in one form or another, being used in over 50% of the Fortune 1000 companies.
 
The strategy map shows at a glance how an organization links its key value creating activities in a cause-and-effect chain.  The chain starts with intangible assets, such as people and processes, and ends with financial outcomes, such as productivity and growth.

Here’s how the strategy mapping process works (refer to handout):

The strategy map organizes strategy around four perspectives:

1. Financial

2. Customer

3. Internal Processes

4. Learning and Growth

The Financial Perspective.  The financial perspective, at the top of the map, is actually the end of the strategy-story.  It represents the ultimate objective for profit-maximizing companies.  It answers the question: “If we accomplish our strategy, if we do all that we need to do, how will we look to our shareholders?”  Bottom line, the financial perspective has only two objectives: to sell more and to spend less.  These objectives are expressed by the terms “growth” and “productivity.”  You can grow by selling new and/or more products or services to the customers you currently have or by selling your current products to new segments of customers or in new markets.  You can improve productivity by reducing costs or finding ways to do what you do more efficiently.  
The Customer Perspective.  Let’s drop down to the Customer Perspective.  Everything you hope to achieve financially depends on the impact you have on the customers you want.  Here we ask the most important strategic question: “Who are the customers we want and how will we have to be perceived by them to get and retain their business?”
Customers will buy from you for three reasons:

1. Because your products and services meet their needs; here the customer value proposition is expressed in terms of price, quality, availability, selection or functionality (e.g., “At Gallery Furniture, We Save You Money,” is Mattress Mac’s value proposition, a proposition based on price).
2. Because you have a great relationship with your customer; here the customer value proposition is forged through the quality of service you provide or the strength of personal bonds (e.g., “At Avis, We Try Harder,” is a value proposition based on relationship).
3. Because they know and respect your brand as a market-leader.  Whatever you’re selling, I’ll buy from you because I know that you’ll be the first to market and that whatever you sell will be a high-performance product (e.g., think Apple I-Phone).
The Internal Perspective.  Now we drop down to the third perspective, the Internal Perspective, where the key question is: “At which processes must we excel to achieve our customer value proposition?”  To impress your customers you have to do certain things everyday; there are certain internal processes at which you must excel.  
1. You need operational processes that ensure that you can deliver what the customer wants and you need to do this in a way that’s profitable.
2. You need marketing and sales processes that ensure that you get and keep the customers you want, in the segments and markets you want.
3. You need processes that promote innovation to ensure that your products and services remain relevant.

4. You need processes that ensure that you comply with regulations and are a socially responsible company.

The Learning and Growth Perspective.  Now to excel at these processes you need a body of strategically aligned intangible assets.  Drop down to the fourth perspective, Learning and Growth.  Here the key question is: “In order to excel at the internal processes that support our customer value proposition, how must we grow and what must we learn?”  The strategy map divides intangible assets into three categories.
1. Human Capital ensures that the skills, talent, and know-how to excel at vital processes are readily available.

2. Information Capital ensures that the information systems, networks and infrastructure needed to support the strategy is available.

3. Organization Capital ensures that through its culture, leadership, teamwork and alignment systems, the organization can sustain the changes needed to execute the strategy.

Let’s follow the map from the bottom up: the objectives we set in the Learning and Growth Perspective ensure that we will excel at the Internal Processes that are essential to achieve our Customer Value Proposition, which when achieved will result in the Increased Growth and Profitability of the organization.  Strategic objectives set at each level are supported by the objectives set at the levels below.  
Here’s a simple example of the chain of cause-and-effect linkages along one strategic theme: “growth through increased sales.”  To execute this strategy you might begin by training your people in quality management and Six Sigma techniques. This will directly improve the quality of your manufacturing processes, which will improve the functionality of your product, which can be expected to improve customer satisfaction, which will lead to increased long-term customer loyalty, which leads to growth from increased sales.  Through the four perspectives, the strategy identifies the chain of cause-and-effect objectives which must be achieved for the growth strategy to be executed.
5.  Assessing Strategic Risks within the Context of a Holistic Strategic Framework

Now what does this imply for managing strategic risks?
Here are four observations about the role of strategic risk management in the process of mapping, communicating and executing strategy.
1. Strategic risks exist at every level of the map.

2. The assessment of strategic risks not only protects the value chain, it also creates value.

3. The assessment of strategic risks requires a consultative methodology.

4. The complex origins of strategic risks demand an integrated management approach to mitigate risks effectively.

1. Strategic risks exist throughout the map. Breaks in the chain of cause-and-effect objectives within any perspective of the strategy map can have significantly negative impacts that cross the boundaries of the organization and can potentially threaten its ability to create economic value.  It’s not just the big things that can kill a strategy, it’s also (and most often) the unattended details.
Let’s look for a moment at the handout of the sample strategy map for Dave’s Plumbing Supply. Dave’s Customer Value Proposition is “customer intimacy.”  He wants his customers to see his company as a model for best practices in the area of customer partnerships and innovative value-added services.  When you go to Dave’s you’ll be treated in a way that’s “beyond your expectations.”  

To accomplish this, at the Customer Level, Dave needs to meet the basic expectations of his customers related to product availability, accurate order processing, timeliness in delivery and fair pricing; but Dave wants to super-please his customers beyond their expectations.  And so at the internal process level, he needs innovative customer-pleasing services and he needs to operate in a way to deliver this high level of service profitably. At the Learning and Growth Level he needs his people, systems and culture to support these processes.

By looking at the map it’s easy to see that Dave’s strategic risks can be found at every level.  Vulnerabilities are potentially encountered at every turn in the map.
What keeps Dave awake at night?   What if . . .
· I can’t recruit enough smart people?
· I can’t get relevant or reliable data from my software programs?
· My training is ineffective at developing people skills? 
· I can’t get my people to use the systems?

· My supply chain breaks down?
· I don’t have the right parts in stock?
· And on and on…
While the individual links of the strategy chain hold risk, risk is also found in the linkages between the links.  Here I’m talking about the communication and collaboration that must occur within the organization to execute the strategy.  Dave has tried to account for this risk in the Learning and Growth Perspective, with Climate for Action objectives related to “Open Communication,” “Alignment” and “Teamwork.”
In a terrific article titled “Strategy Killers,” Michael Beer and Russell Eisenstat argue that a key killer of strategy is poor communication resulting in poor coordination across businesses, divisions and borders.  Poor communication impacts the quality of direction, the quality of learning and ultimately the quality of execution.
  Significant strategic risks exist in the linkages between the objectives in the value chain.
A CEO of a professional services firm recently shared with me that his top business developer in New York, which is a new strategic market for his firm, had just confessed to being completely unaware of a service offering that had been a top seller in the Chicago office for over a year.  Somehow the linkage between the objective of developing new profitable services offerings and the objective of moving into new markets was broken and it cost the firm a year’s worth of lost opportunity.  
Strategic risks exist throughout the strategy map, in the individual links and in the linkages between the links.  For this reason, there’s plenty of work for risk experts.
2. Early identification of strategic risks not only protects the value chain, it can also create value.  

Certainly a great benefit of strategic risk management is avoiding negative surprises.  Even more important is the value that can be created through a forward looking risk management program. With strategic risks, risk and opportunity are two sides of the same coin.  A risk identified early and mitigated well can become a competitive advantage.  
In one Houston Company, for example, turnover is a significant strategic risk.  Several years ago they began to mitigate this risk through a focused retention plan.  As a result of these mitigation efforts, for four years in a row they were identified as one of Houston’s Best Places to Work, which now provides a significant boost not only to their retention rates, but also to their recruiting efforts.  They are able to recruit from better schools and hire more of the people they want.
The effective management of strategic risk not only helps avoid surprises, it keeps an organization from missing opportunities that ultimately create value.  
3.  Strategic risks are contextual, and therefore are best identified, assessed and mitigated through a consultative methodology.  
There is no one size fits all strategy map.  Even within the same industry, where companies sell the same product or service, the maps will differ.  Within education, Princeton takes a different route to profitability than the University of Phoenix, and they both differ from a small college like Southwestern University.  In retail, Neiman Marcus follows a different map than Wal-Mart, and they both follow a different map than eBay.  Innovation strategies differ from price strategies, which differ from product leadership and partnership strategies.  Two companies outsourcing manufacturing to China may have different levels of risk, depending on the product, the importance of the product in the product mix, and the company’s capacity to manufacture the product in other locations.  
Down in the details of most strategies, the routes to sustained profitability and growth are unique.  

What this implies for strategic risk professionals is that your risk assessment methodology is most effective when it take a consultative approach, which begins with listening and dialogue.  
In consulting and accounting firms, for example, a significant strategic risk is that success in moving up market will occur at different rates in different service lines and due to this, the firm will be limited in its ability to cross-sell among the firm’s clients.  I doubt that this strategic risk, which potentially could be very important for an accounting or consulting firm, would be found on the checklist of potential strategic risks or other industries.   Rather risks like these would have to be identified and addressed in the course of dialogue between the risk professional and those in charge of strategy.  As a strategic risk professional, talk with me about my strategy.  Learn about the key cause-and-effect linkages that create economic value, and help me identify my critical vulnerabilities and opportunities.
4. The complex origins of strategic risks demand an integrated management approach to effectively mitigate risks.  
Since there are potential vulnerabilities at every strategic link and linkage in the value chain of each strategic theme, and since these vulnerabilities involve leaders from across the organization (individually and as they interact), the effective management of strategic risks requires an integrative management approach.
The ability to manage strategic risks, either in the person of a strategic risk professional, or in the strategic intelligence of the executive her- or himself, needs to be present whenever strategic discussions are held and at whatever level of the company these discussions are held.  
There’s a caricature of past strategic planning efforts, in which the development of corporate strategy takes place at the annual three-day strategic planning retreat.  The strategic plan is developed and then put on a shelf to collect dust until the next year’s retreat, where leaders fret about all they have failed to do and commit to doing better next year.   Predictably, the strategy fails again and again.  Of course, I’m overstating this, but not too much.
Today, great leaders and their teams think about strategy everyday.  In many companies the yearly retreat has been replaced by a year-long process: strategic assumptions are continuously tested; leaders continuously discuss and tinker with the strategy, revising and strengthening it; strategy is continuously communicated, embodied in the operating plan, and measured through Balanced Scorecards.  Teams are trained to execute the strategy and the process cascades down throughout the whole organization until every person understands their role, and is aligned in achieving the mission.  
At every point in this continuous strategic process, the effective management of strategic risks plays an essential role. 
To summarize:

1. Strategic risks exist at every level of the map.

2. The assessment of strategic risks not only protects the value chain, it also creates value.

3. The assessment of strategic risks requires a consultative methodology.

4. The complex origins of strategic risks demand an integrated management approach to effectively mitigate risks
6.  Conclusion

To conclude our time together this afternoon, here’s a brief test.
  Imagine that someone deals four cards from a deck, each with a number printed on one side and a letter on the other.  I want you to test the assertion, “If a card has a vowel on one side, then there must be an odd number on the other side.”  You can only flip two cards.  Which two cards would you choose?


Most people correctly choose the U, but then incorrectly choose the 7.  The U is a good choice, because an even number would refute the assertion, while an odd number would confirm it.  The 7 would be a bad choice because it reveals nothing—there could be a vowel, but nothing in the assertion says that consonants can’t have an odd number on the flip side, so you learn nothing.  The 8 would be the correct choice, because it could reveal something: if there’s a vowel on the other side, the statement is false.
This little test has been used since 1966 to demonstrate what psychologists call the confirmation bias.  People tend to seek information that confirms their point of view and discount information that doesn’t.
Strategists are no different.  Strategies are a point of view; leaders tend to seek information that will confirm that their strategies will work or that things are going well.  It’s easy to ignore or fail to notice information that will bring to light strategic vulnerabilities or risks.   Many of the things that blow strategies out of the water were there all along, but were missed.  
I say this here at the end only to emphasize how much today’s leaders need people like you.  
Thanks very much for listening!!!
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