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At one time, business leaders prided themselves on gaining a competitive advantage by making good decisions on the strength of their gut instincts. Then at a later stage, competitive advantage for a business was earned by having a better product or a more efficient supply chain than everyone else in your industry. Those days are gone. Today, competitive advantage accrues to those organizations which out think their rivals by using “analytics” – sophisticated analysis of data to model and accurately forecast what customers will want in the future based on everything that is known about them at the present time. More and more highly successful companies are becoming that way because they have world-class information processing capabilities which allows them to make better decisions based on facts rather than guesstimates or hunches.


“By analytics we mean the extensive use of data, statistical and quantitative analysis, explanatory and predictive models, and fact-based management to drive decisions and actions. The analytics may be input for human decisions or may drive fully automated decisions. Analytics are a subset of what has come to be called business intelligence: a set of technologies and processes that use data to understand and analyze business performance. Business intelligence includes both data access and reporting, and analytics. Each of these approaches addresses a range of questions about an organization’s business activities. The questions analytics can answer represent the higher-value and more proactive end of the spectrum.”

– Thomas Davenport and Jeanne Harris
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Summary of Competing On Analytics (Thomas Davenport and Jeanne Harris)

Section 1 : The Definition and Key Attributes of Analytics


Business analytics is the use of sophisticated information technology to gather data about your customers and your markets in such a way that you can understand and predict how your customers will act in the future. Once you have developed systems with sufficient data and appropriate algorithms, you can then make fact-based management decisions in the future rather than relying on gut instincts or other means.

In simple terms the use of analytics in business will allow you to make offers and develop products which customers are statistically more likely to accept. By replacing the traditional hit-and-miss approach to the markets with a more systematic and data-driven analysis, you can optimize your business activities and increase your profits.



In many industries today, it’s difficult to achieve and then sustain differentiation from your competitors:


	More than likely, you and your competitors will be offering roughly comparable products and services. Even if you have something proprietary, it will be rapidly copied.

	Probably everyone in your industry is using similar technology in their respective supply chains.

	Any unique geographical advantages you may have once enjoyed probably don’t matter all that much now global competition is so easily accessed.



Against this background of current market realities, probably one of the few remaining ways you can differentiate yourself is through your business processes. In practical terms, one way to stand out is to execute your business better and make smarter decisions. This is what analytics is all about. Analytical companies wring every last drop of added value from their business processes and key decisions.

The term “analytics” actually encompasses a range of technologies and processes which help companies understand and analyze their performance. When these various technologies are used, they bring to bear greater amounts of business intelligence than companies have previously used.

Note also that while it is obvious good analytical capabilities will require a sound information management infrastructure so the necessary information can be extracted, integrated, transformed and accessed, merely having the technology in place to be able to do these things doesn’t necessarily mean they will happen. It is the human and the organizational aspects of analytical competition where genuine differentiation can be first achieved and then built upon.

Analytics can be used to support and enhance almost all your business processes but it makes the most sense for you to use analytics to enhance the one attribute at which you are better than everyone else in your industry. For example:


	Perhaps you make money by being better at identifying profitable customers and charging them the optimal price for your product or service. If this is the case, you can and should use analytics to help you do this more often and with better effect than your competitors.

	Alternatively you may sell commodity products. In this case, you would probably want to use analytics to optimize your supply chain so you can carry the lowest possible inventory while at the same time still having enough product on the shelf when customers want it.

	If you are in an industry where people are the key differentiator, you would probably want to use analytics to identify, hire and then retain the very best people. Professional sports teams having been doing this for some time with impressive results.

	You may compete on the basis you make the best decisions – where to site your new stores, which companies to acquire and so forth. If you make these decisions on the basis of the facts and your analysis rather than intuition then you have a greater chance of success. This is what it means to be analytical rather than merely intuitive.



Overall, analytics in and of itself is not a business strategy. Rather it is a collection of tools and methodologies which enable you to optimize your most distinctive business capability and take it to a higher level of performance. It’s probably most useful to think of analytics as being a savvy combination of:


	Data collection and management

	Statistical and quantitative analysis

	Fact-based decision making

	Predictive modeling and forecasting

	Leading edge business forecasting

	Experimentation and evaluation

	Statistical correlation and analysis



[image: image]

There are four main attributes which define an analytical competitor – someone who will use analytics extensively to try and out think or out execute their competition:
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Taking each of these attributes in turn:


	Analytics supports a distinctive and strategic organizational capacity – which varies from industry to industry. Some analytic firms focus on optimizing their supply chains, others on customer management and service and still others are focused on human resource management. Analytic firms focus on performing mission-critical tasks better than everyone else. They pay careful attention to metrics so they can determine whether or not they are becoming progressively better in these areas over an extended period of time and also to benchmark themselves against their competition. It is not unusual for analytical firms to develop new measures of success internally so progress can be tracked. Analytical companies have a primary focus for their activities and have a strong test-and-learn bias.

	Analytics is approached and managed at the enterprise-level – rather than being entrusted to just one group like the IT people for example. A firm which is genuinely analytical doesn’t optimize one part of the business at the expense of other aspects. Instead, the data and any analysis of that data is made available the length and breadth of the organization so everyone can make good decisions on the basis of the facts rather than conjecture. Most likely, all of the data known to the business will be held in a central information file which is accessible by all. By having one set of data which is used by everyone, errors which can arise when individual department databases are used can be avoided. In the same light, having a single database means everyone is on the same page when looking at various metrics like the lifetime value of a customer. Some companies have their information technology groups manage this database and assist the various operating units install and support the business intelligence software needed to make decisions based on that data. Other firms establish a standalone competency center for business intelligence. Typically, this will be a permanent cross-functional team who will promote and support the most effective use of business intelligence right across the entire organization. With either approach, companies work to ensure both access to the data and the ability to analyze it is broadly distributed and available to all.

	Analytics has senior management commitment – there is buy-in from the CEO. Adopting an analytical approach requires changes in the company’s culture, processes, behaviors and favored skills. These changes have to be led from the top by a CEO who is passionate about fact-based decision making if they are to first take root and ultimately prosper. Unless the CEO is willing to take an analytical approach to the business, nothing much will happen. There won’t be enough consistent investment in the people, the information technology orthe data collection required. It’s not unusual for an organization to require five years of investment or more before it has the capability to be a genuinely analytical competitor and therefore the CEO commitment needs to be enduring rather than momentary.

	Analytical competitors aspire to achieve large-scale results – they bet their futures on the success of their strategies rather than making a half-hearted commitment. It is often the case that in retrospect, the decision to be more analytical looks logical and rational but more often than not, departing from standard industry practice in this way will seem quite radical and maybe even controversial. The investment required to build the information processing infrastructure required will often seem like a huge gamble with unclear payoffs. Not every attempt to build analytical prowess will run smoothly and be a huge success, but the scale of this effort needs to be large enough to impact on the fortunes of the organization. The use of analytics must result in large savings, substantial new revenue streams or noteworthy increases in profits, market share or customer loyalty. If a company can’t see any real impact, then it isn’t really competing on analytics.



While these four factors when combined adequately define what it means to be analytic, it should be noted having senior executive commitment is the most important because it makes the other three factors happen. It is not uncommon for an established firm to become analytical when a new CEO arrives. Similarly, start-ups which are founded by leaders with a strong analytical orientation are more likely to become analytical organizations.

Since these four pillars are the hallmarks of analytical competition, it becomes possible to assess organizations by how much or how little they have of each of these factors. On this basis, it is possible to state organizations are in one of five different stages:


	Stage 5 – are full-blown analytical competitors. These companies are distinguished by their successful use of analytics and view this as a key element of their strategy.

	Stage 4 – are analytical companies who have everything in place but lack the passionate commitment about competing on the strength of those analytics. These companies do not emphasize analytics at all.

	Stage 3 – are the companies which have analytical aspirations. They understand the value of analytics but lack the necessary infrastructure. These companies do not have a cohesive roadmap for becoming more analytical.

	Stage 2 – are organizations which have pockets of analytics happening but nothing enterprise-wide. They have different departments which do analytical work but there is no intention for the firm to compete on this as a competency.

	Stage 1 – are the companies which are not yet even starting on the path to becoming an analytical competitor. They don’t even understand any relationships between their customers and the results generated.
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Stage 5 companies which are competing successfully on analytics generally tend to have data processing and analysis capabilities which:


	Will be very hard for anyone else to duplicate – because it’s not just a matter of replicating technology or processes. Companies that compete on analytics have a culture which is attuned to analytics as well. Organizational cultures are almost impossible for anyone else to match.

	Incorporate some unique aspects – because there is no single correct path to becoming analytical. In fact, all of the companies which have become analytical competitors have their own tweaks and special elements which probably wouldn’t work in a different setting or for a different organization.

	Are highly adaptable – meaning the analytical organization will be able to move into different industries in the future. It’s not at all unusual for analytical companies to take their business models and apply them in completely different industries with impressive success.

	Are a cut above anything the competition offers – which simply means the analytical firm is better at exploiting information than everyone else. Analytic competitors have skills and knowledge which can be harnessed in a wide range of applications to great effect.

	Will be renewable – because competitive advantage is always a moving rather than a static target. Analytic firms keep innovating, improving and reinvesting for the future. They have an agility and a thirst for knowledge which is highly impressive. By the time competitors notice a new market niche, the analytics will already be established there and moving on to the next opportunity. Since analytics get to be that way by knowing more than others, there will be an ongoing commitment to keep doing whatever is required to develop new insights which can be harnessed. In short, analytics don’t rest on their laurels for too long.



Some examples of successful stage 5 analytical companies would include:


	Netflix – a movie delivery company which has grown from $5 million in revenue in 1999 to more than $1 billion in 2006. Netflix offers free shipping of DVDs to its more than 6 million customers and provides a free return shipping package. Customers can keep the DVDs as long as they like and then return them for their next films. Netflix uses analytics to run its “Cinematch” movie-recommendation engine which factors in more than 1 billion reviews of movies from customers to come up with suggestions which optimize the customer’s own tastes and Netflix’s own inventory conditions. The company also uses analytics to make sure its most profitable customers – who turn out to be infrequent users – get priority in shipping over its least profitable users – frequent-use customers.

	Capital One – which started in the 1980s when two financial services consultants correctly identified the fact credit card companies were failing to focus on their most profitable customers. These two consultants, Richard Fairbank and Nigel Morris, discovered the most profitable customers were those who borrowed large amounts of money quickly and then paid it off slowly. The credit card industry typically targeted those who paid their balance off in full each month. Fairbank and Morris created the concept of balance-transfer cards which targeted debtors as valuable customers. Their company, Capital One, started running thousands of analytical tests on their customer database combined with hundreds of experiments each day to target individual customers. This test-and-learn approach has generated a 1,000-percent increase in the value of Capital One’s stock over the past ten years – about two to four times faster growth than any of Capital One’s largest competitors. The company has grown to join the ranks of the Fortune 200 on the strength of its analytical ability to consistently outperform its peers and maintain a competitive advantage.

	Marriott International – the global hotel and resort management firm which uses analytics to underpin the company’s revenue management practices. Hotels look to charge the optimal price for their rooms. If a hotel can successfully predict the highest prices which will still lead to full occupancy, then it will make more money than if it has too-high prices which lead to unoccupied rooms or too-low prices which fill the building but leave money on the table. Marriott founder J. Willard Marriott actually used to observe the occupancy of cars pulling into the parking lot to decide what to charge for a double room for the night. Today, sophisticated data analysis is used to decide what to charge for Marriott’s hotel rooms, restaurants, catering services and meeting spaces. Using this analytical approach, Marriott has generated an annual profit increase of $86 million in 2004 – a 2-percent increase in revenue.

	Progressive Insurance – the first company to offer auto insurance online with rate comparisons to all its competitors. Progressive excels in identifying untapped insurance markets and serving them. For example, Progressive introduced TripSensor technology which evaluated a driver’s performance and the company then offered demonstrably safer drivers discounts on their insurance. Progressive consistently uncovers new insurance opportunities and serves those niches before the rest of the industry even notices what they are doing.

	CEMEX – the world’s leading supplier of cement. Since cement is highly perishable once it is loaded on a truck, any delays can be costly. CEMEX equipped its concrete-mixing trucks with global positioning satellite locators so the company always knew exactly where they were and what they had on board. CEMEX then used predictive analytics to forecast where the concrete would be needed taking into account traffic patterns, labor supply and a range of other factors. As a result, CEMEX cut its response time from three hours to twenty minutes for most of its deliveries, allowing the company to charge a premium to time-conscious building contractors. CEMEX also found this enhanced level of performance wedded its customers firmly to its brand. Instead of focusing on the amount of concrete delivered, CEMEX focused intensively on the delivery window which was far more important to its customers. By orienting its entire information, logistics and delivery infrastructure around the goal of reducing this delivery window, the company has prospered.

	Boston Coach – a global executive ground transportation company. Boston Coach uses fleet optimization processes to make real-time decisions on the deployment of vehicles based on a range of factors from traffic patterns to weather-related issues. The use of analytics in this way has enabled Boston Coach to increase its fleet optimization by more than 20-percent a year while at the same time living up to its on-time guarantee for passengers.

	Harrah’s Entertainment – the casino resort management company. Harrah’s uses analytics for yield management, game pricing, customer relationship management, loyalty programs and procurement. To take just one example Harrah’s moved the pricing of its slot machines just slightly towards the estimated demand curve and thereby enhanced the company’s profits by an eight-figure amount without any observable difference to the guest. The company uses all kind of analytics to fine-tune its operations.




“From product management all the way down to the engineering team, we have hired for and have built a culture of quantitative tests. We typically have several hundred variations of consumer experience experiments running at once. For example, right now we’re trying out the ‘Netflix Screening Room’, which lets customers see previews of movies they haven’t seen. We have built four different versions of that for the test. We put 20,000 subscribers into each of the four test cells, and we have a control group that doesn’t get the screening room at all. We measure how long they spend viewing previews, what the completion rate is, how many movies they add to their queue, how it affects ratings of movies they eventually order, and a variety of other factors. The initial data is quite promising.”

– Neil Hunt, chief product officer, Netflix




“The owners of any company, especially mine, deserve the very best ideas to be put into practice. While I hope Harrah’s Entertainment shareholders have some confidence in me, they are far better served to have confidence in the capability of my team to gather and test the best ideas available within and outside of Harrah’s Entertainment and use only those that lead to sustained superior performance and growth. It is critical to create and constantly cultivate an environment that views ideas as separate from people, insists on the use of rigorous evidence to distinguish among ideas, and includes a healthy dose of people both sufficiently dedicated and skillful enough to do the heavy lifting. The challenge for those of us who attempt to employ analytic capabilities is to ensure that they are oriented forward, where the problems are less well defined and the data is scarce, rather than backward, where the work is easy and the risk is low.”

– Gary Loveman, CEO, Harrah’s Entertainment
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