
Businessintelli " ence

softwareand I redictive

analticsaremore
effectivethan a crystal
ballwhen it comes to

demandforecastin

Forecasting
thefuture

Knowing
howmany
transactions
tookplace is

notthesameas
understanding
whytheytook
placeandhow

to usethat
information in

thefuture

productshoppers

havemore

ore tail
choicesandmoredetailed

loductinformationthanever
before

. Anybusinessthatsells

tangiblegoodsmustaddress a

burgeoning onlinemarketplace
whileattending to other

,

traditionalchannels
suchasbricks-and-mortar stores

, tracking
inventory , managingsupplychains

,

andstaying
ontop of thelatestbuyingtrendssothatthey
candevelopeffectivemerchandising plans.

Business intelligence (

BI

)

softwarecanhelp
youovercome thesechallengesbysynthesising
informationandmakingstrategicuse of

corporatedata . In conjunctionwithpredictive
modellingcapabilities ,

BI solutionscannotonly
provide a clearpicture of pastoccurrencesbut
shedlightonthefutureaswell.

Leadingretailersuse BI to determine where
to placeretailoutlets

,

howmany of eachsize
or colour of anitem to put in eachstore

,

howmuchsquarefootage to allocate to each
category ,

whenandhowmuch to discount
slowmovinginventory ,

andmanyother issues . They
usepredictivemodels to exploitpatterns found
in historicalandtransactionaldatasothatthey
canidentify risksandopportunities ,

suchas
how to forecastdemandandwhichprospects to

targetwithnewmarketingcampaigns.
AsbusinessmanagementguruPeter

Drucker famouslysaid
,

whatcannotbe
measuredcannotbemanaged . In addition

to whathappenedyesterday or lastweek
,

managersareanxious to knowwhatwill
happen tomorrow . Whatwillbethedemand
for a newproduct or service?Howmuch
revenuecanweexpectfromourvarious
channels?Whichcustomerswillbeinterested

in ournewline?Retailersintentonanswering
thesequestionsarepartiallyresponsible for
theincreasingadoption of businessanalytics
software.

BI solutionsworkbyconsolidating
information from a variety of sources

, including
point of sale

, inventory,

andcustomer

relationshipmanagement (

CRM
) systems ,

thenleveraging it to informvitalactivities
,

frominventory trackingandsalesanalysis to

vendorperformancemonitoringanddemand
forecasting . Predictiveanalytics ,

alsocalled
forecasting ,

is a branch of BI thatprovidesthe
foundationfordemandplanning , inventory

planning , budgeting ,

andmanyother
forwardlooking activities.

Untilrecently BI toolswereusedprimarily
bypowerusersandskilledsystemsanalysts ,

buttoday' s BI solutionsdeliveractionable
information to employees in

a
broadrange

of departments . Forexample , merchandising
personneluse BI to optimisetheselection

,

placement ,

andpromotion of merchandise

amongsaleschannelsandlocations . Warehouse

managersuse BI to helpstoresstock
highselling itemsanddeterminehow long it will
take to replenishinventory . Executivesuse

BI
to monitorkeyperformance indicators

suchasreturnoninvestedcapital ,

same-store
sales

, margin , sell-through ,

turnover
,

customer
satisfaction

,

andshareholdervalue.

Knowingthescore
Correctly forecasting salesalsoknownas
demand planningis theholygrail of

BI for
retailers . Forecasting is one of thetrickiest
aspects of running a retailoperation ,

and it'
s

alsoone of themostimportant ,

since it affects
somanyfacets of thebusiness . Whenpopular
itemsareout of stock

,

a companylosesmoney
andannoyscustomers . Conversely , overstocking
itemsraisesinventory-carryingcostsandputs
anunnecessarystrainonproductionand
distributionpartners.

Before a businesscanmakepredictive
modellingapplicationsavailable to

merchandisers
,

it needs to eliminate their
complexityand giventhemultitude of

variables
, parameters ,

andrules
, modelling

toolscanbeverycomplexindeed . Youcan
simplifythem

,

however
, bygivingmerchandisers

andbuyers intuitivescoringapplications ,

which
allowthem to generate predictionssimplyby
selectingparameters from a webform.

Theaccuracy of thesepredictions is basedon
threevariables

:

1

)

thequantity of detailedhistoricaldata
available . Incorporatinglargeamounts of

historicaldataintotheassessmentprocess
increasestheprecisionandaccuracy of the

decisionor to put it in themostbasic terms
,

themoreinformationyouhaveaboutpast
purchases ,

thebetteryoucandetermine
whether a person is likely to buy a specific
product in thefuture . Consideranelectronics
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retailerthatsells a widevariety of products . If it

runs a loyalty-cardprogramme ,

it cancapture
members'transactiondataandthenusethe
data to modelwhichconsumersarelikely to

buycomputers or hometheatreequipment or

handhelddevices.

2

)

thecorrectassessment of theimportance
of eachfactorwithinthosehistoricaldata.
Thisinvolvesusingmathematicalalgorithms

to assignweights to eachfactorthataffects a

particularoutcome . Themorevariablesthat
influenceanoutcome

,

themoredifficult it is

to decidewhichfactorsaremoreimportant
thanothers .

Assesstherelativeweight of the
factorscorrectly ,

andyouhave a highlyeffective

modellingandscoringtool.

3

)

theautomation of datacollection
,

forecasting ,

andriskassessment . Asyouno
doubtknow

, processing largeamounts of data
andassessing therelativeimportance of each
variable is notaneasytask .

It takes timeand
requiresspecialskills . Merchandisersandother
operationalusersdon' t havethetime

,

the
know-how

,

or thefunctional responsibility to

analysedata in such a manner . Theyneed to

makedecisionsquickly to dotheirjobs . This is

wherethelatestsoftware toolscomeintoplay.

Pulling it alltogether
Because theyarebuiltuponhighlyspecialised
technologies ,

statisticalsoftwareandpredictive
modellingtoolshavehistoricallybeenquite
expensive . This is nolongerthecase . Therising
popularity of open-sourcesoftwaresuchasthe

R modellinglanguagehascreatedaffordable
alternatives to commercial packages . A BI

environment thatsupports the R languagelets
retailerscreatemodelsanddistribute them to

endusersastheywouldanyother BI

functionthrough
a familiarinterfacethatusesforms

,

charts
, maps ,

anddashboards.
Businesseshaveinvested in many types of

informationsystems ,

fromsupplychainand
inventorymanagement to transportation
management , planning ,

andmerchandising.
Butknowinghowmanytransactionstookplace

is notthesameasunderstanding whytheytook
place ,

whatfactorsinfluencedtheoutcome
,

and
how to usethatinformation in thefuture . It' s

nowonder thatnearly60percent of retailers
surveyedbyAMRResearchlastyearsaidthey
wished to expand , improve ,

or replacetheir
existing BI capabilities to obtaincentralised
information fortimelydecision-making.

Anintegrated BI platformextracts
informationfrommultiplesourcesand
transforms it intoforward-looking insights
thatcanincrease revenue

, profitability ,

and
effectiveness

. Whenusedwithin a predictive
modellingenvironment

,

thatinformation can
helpmanagers formulate a comprehensive

ByDrRadoKotorov

picture of futurebusiness trends . Havingtimely
andaccurateforecastscanlead to betterdecisions
basedonsoundpredictions of thefuture.

Whilespreadsheets provide a rudimentary
understanding of thesevariables

, theycan' t

provide reliableanswersfrom a multitude of

systems ,

letalonecreatepredictivemodelsand
deliver them to allpertinent users.

If managerscanassembleaccurate information
aboutthefuture

, theycanproactivelystructure
workflowsandallocateresources to maximise

productivityandprofits . Themoreprecisethe
projections ,

thegreatertheprofits . Without
predictivemodelling , managerscanonlyguess at

whatwillhappenbasedonpastexperience.

DrRadoKotorov is technicaldirector
of strategicproductmanagement
forInformationBuilders

,

a provider
of businessintelligenceandweb
reportingsoftware.

Businessintelligencesolutionsenableretailers to conductthe
following types of analysis :

O
customer profitabilityprojecting theinitialsalescurveandlifetimevalue of

a customer relationship

O channelusageand profitabilityassessingandpredictingthemostsuitable
andefficientchannels foreachcontactactivityandeachcustomer

O productpreferenceand profitabilityassessing valueandreturnon
investmenton a productbasisacrosscustomergroupsandchannels

O bundling/ cross-selling / upsellingidentifying products thatcomplementeach
other or willsellwelltogether

O customerloyaltyand churnmonitoring whichcustomersareloyal ,

whichare
likely to leave

,

whentheyarelikely to leave
,

andwhatfactorsinfluence their
decisions

O demand forecastinggeneratingreliableestimates of short-
,

medium-
,

and
long-termdemand

O market-basket analysisassessing linksandpatterns in thechoices
customersmake to maximiseconversionsonwebsites

O
customer segmentationdividing thecustomerbaseintogroupsthatshare

commoncharacteristics

O event-trigger analysisdiscoveringcorrelationsbetweenevents
,

suchas
demographicchanges or holidays

O marketing optimisationincorporating informationaboutcustomers
,

offers
,

andchannels to devisecampaignsthatpullwell

O buyerpreference analysisconducting thoroughanalysis of marketbaskets
,

shoppingpatterns ,

andlifecyclepurchasehistories

O
demand planningusing detailedplanningandforecastingscenarios to

anticipatedemandacrossstoresandchannelsforeachitem sold.RK
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