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RESEARCH REPORT

The Analytics
Mandate

The Power of the Algorithm

ew know the thrill of victory using big data better than the U.S. statistician and writer
Nate Silver. His accurate prediction of the 2012 U.S. presidential election results for all
50 states made him the toast of Washington, D.C., elevating him to the status of celeb-
rity geek. Television host Jon Stewart of The Daily Show called him “Lord and god of
the algorithm.”! Indeed, Silver’s abilities to identify the right data sources, ask the right
questions and apply the right math have turned Silver into gold.

Silver now spends much of his time talking data and managing a staff of analysts who immerse
themselves in statistics and information. They discuss data and make predictions on Silver’s web-
site, fivethirtyeight.com, about everything from basketball tournaments to job growth. Though
their predictions are often interesting, if not always accurate, Silver and his team are under intense
pressure to stay relevant — and right. How do you sustain your momentum when you're only as
good as your last prediction?

And so it goes with the new world order of big data and analytics. As more organizations make bet-
ter use of data, the path to value with analytics is getting crowded — and longer. Many companies
find they must reconsider and refresh not only their analytical insights, but also the organizational
factors necessary to turn insight into advantage.

This report, based on a survey of 2,037 professionals and interviews with more than 30 executives,
reveals the pressure companies are under to both improve their analytics capabilities and find
unique and relevant insights in their data — to try to be as good as their last prediction every single
day. (See “About the Research,” page 4.)

As more companies look to analytics to gain an advantage, achieving such gains is becoming more

difficult. That is, as analytics becomes a more common path to value, the implications for industry
competition are coming into focus.
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A joint collaboration between MIT Sloan Manage- An a |yt| CS ]

ment Review and SAS Institute, this research
analyzes the changing data landscape. It discusses

the five key factors that can keep a company ahead of N OW a
the analytics crowd. And it unravels the complexities
of the most influential factor: the analytics culture.

ABOUT THE RESEARCH

To deepen our understanding of the challenges and opportuni-
ties associated with the use of business analytics, MIT Sloan
Management Review, in partnership with SAS Institute Inc.,
has conducted its fourth annual survey, to which more than
2,037 business executives, managers and analysts responded
from organizations located around the world. Our analysis in-
cludes individuals in 100+ countries and 25 industries.
Participating organizations also ranged widely in size, from
those organizations reporting under $250 million in revenues to
those with $20 billion and over in revenues. Respondents in-
cluded MIT alumni and MIT Sloan Management Review
subscribers, SAS clients and other interested parties.

In addition to these survey results, we interviewed subject mat-
ter experts from a number of industries and disciplines to
understand the practical issues facing organizations today in
their use of analytics. Our interviewees' insights contributed to
aricher understanding of the data and the development of rec-
ommendations that respond to strategic and tactical questions
senior executives encounter as they implement analytics
within their organizations. We also drew upon a number of case
studies to further illustrate how organizations are using data
and business analytics as competitive assets.

In this report, the term “analytics” refers to the use of data and
related business insights developed through applied analytical

disciplines (e.g., statistical, contextual, quantitative, predictive,

cognitive and other models) to drive fact-based planning, deci-

sions, execution, management, measurement and learning.
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Common
Path toValue

Investments in business analytics burgeoned from
2009 to 2013, with an annual average growth rate of
8.5% amid lackluster overall IT spending.? Even
while businesses were delaying other IT invest-
ments, they were putting analytics at the forefront of
the IT agenda. But as analytics has become more
mainstream, the steep growth curve of companies
using analytics to create a competitive advantage is
flattening out. (See “Competitive Advantage from
Analytics Levels Off”)

This study suggests that as the number of companies
using analytics increases, it is becoming harder for
some companies to gain an edge. “Analytics created
significant competitive advantage in the beginning,”
says Douglas Hague, chief analytics officer of Mer-
chant Services at Bank of America, one of the world’s
largest financial institutions and a heavy user of ana-
lytics. “Over time, however, competitors build the
same capabilities and the advantage erodes. The in-
novation challenge is growing”

Without additional data, it’s too early to classify this
finding as the beginning of a downward trend. Even
so, the evidence from the past three years indicates
that analytics is no longer a new path to value. It’s a
common one, with many companies searching for
ways to differentiate themselves with analytics ...
with varying levels of success.



Percentage believing

that business 67%

analytics creates a
competitive
advantage in their
organization

58%
37% l

2010 2011 2012

66%

2013

COMPETITIVE ADVANTAGE FROM ANALYTICS LEVELS OFF

The percentage of companies gaining a competitive advantage from analytics in 2013 was smaller than in 2012.

L Somewhat agree
It is important for my

organization to step up
its use of analytics to 29%
better make decisions.

My organization relies

more on management

experience than data 39%
analysis when addressing

key business issues.

There is pressure from

senior management for

the organization to 34%
become more data-driven

and analytical.

THE NEED TO IMPROVE ANALYTICS

Strongly agree

58% I
=

"y

Making decisions solely with experience is losing its luster, as many companies recognize the need to broaden their use of ana-
lytics and pressure staff to become more data-driven. Fully 87 % of managers believe their organizations need to step up their
use of analytics.

Finding the
Road Less
Traveled

The challenge of finding and sustaining a competi-
tive advantage with analytics seems to be weighing
heavily on many decision makers. The vast majority
of survey respondents, 87%, are calling for their orga-
nizations to step up the use of analytics. Many are
frustrated with their organizations’ reliance on man-
agement experience over data analysis. Some are
feeling pressured by senior management to become
more data-driven. They share a common restlessness
to elevate their organizations to the next level of ana-
Iytics. (See “The Need to Improve Analytics.”)
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With a desire to be more analytically focused, survey
respondents report that access to useful information is
increasing. This rise in data access is accompanied by a
growth in the percent of respondents who feel they
have all the data they need when making decisions.
(See “More Managers Have the Data They Need.”)

However, this is still the minority (43%), leaving

many managers hungry for more relevancy, accu-

rate and timely information. One reason: Despite
better access to more useful data, improvements to
data management skills are not keeping pace. Com-
panies are making only marginal gains in their
ability to manage information, and in the case of ag-
gregating or integrating data, there are signs that
some companies may be getting overwhelmed by
data management challenges.> (See “Data Manage-
ment Skills Slow to Improve.”)

MORE MIANAGERS HAVE THE DATA THEY NEED

Ajump in access to more useful data is helping managers make key decisions.

How often do How has your
you feel you access to o
have all the useful data Significantly — 17% 28%
data needed changed increased
to make key during the 53%
business 8% ’ past year? 47%
decisions?  Always 5% 0

30% 35% Somewhat

increased
Frequently
L
2012 2013

DATA MANAGEMENT SKILLS SLOW TO IMPROVE

The ability to manage information is developing slowly even though the pressure to use more

data in decision-making is intense.

Percentage Capturing data 66%
indicating that 69% I
their organization i
is “somewhat” or _ Aggregating/ 55%
“very” effective integrating data 53% I
at each activity
Analyzing 62%
information 64%
Disseminatin 47%
data insightg 49% I 2012
2013
Using insights to guide 51%
future strategy 55%
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34%

Analytically Challenged

Rely more on management
experience than data analysis

Focus on cost reduction in use
of analytics

Suffer from data quality and
access issues

Lack appropriate data
management and analytical skills

54%

Analytical Practitioners

Working to become more
data driven

Primarily operation in their
application of analytics

Have “just good enough”
data

Have more of the information
they need to make decisions

12% l

Analytical Innovators

Analytics culture driven by
senior mandate

More strategic in their
application of analytics

Place a high value on data

Have higher levels of data
management and analytic skills

THREE LEVELS OF ANALYTICAL ORGANIZATIONS

Respondents are at various levels of analytics sophistication.

Somewhat agree

Analytics has
helped improve my
functional area’s
ability to innovate.

Analytics has
helped improve my
organization's
ability to innovate.

Strongly agree

29% 36%

34% 16%

POCKETS OF ANALYTICS INNOVATION

Innovating with analytics is happening in parts of companies, not as much across organizations.

CROSSINGTHE
INNOVATION GAP

To find their own path, companies need to not only
shore up their data management skills, but also, as
Bank of America’s Hague remarks, address the
growing “innovation challenge.” Pockets within
organizations are finding ways to innovate with
analytics, yet those abilities are not extending across
organizations to the same extent (see “Pockets of
Analytics Innovation”). This suggests that at the
organizational level, analytics-based innovation
remains an elusive target.

Organizations can be categorized by analytical out-
comes as highlighted in the 2013 MIT Sloan
Management Review and SAS Institute report, From
Value to Vision: Reimagining the Possible with Data
and Analytics.* Organizations that are most success-
ful with analytics, the Analytical Innovators (see
“Three Levels of Analytical Organizations”) use ana-
lytics both to create a competitive advantage and to
innovate. They tend to view data as a core asset, an
important perspective as many organizations in-
creasingly take on analytics projects that rely on
external data created by partners, suppliers and even
competitors. A key element of finding the sweet spot
for competitive advantage is using the right data.

THE ANALYTICS MANDATE e MIT SLOAN MANAGEMENT REVIEW 7



Which of the following best reflects your use of internal
and external data for your big data inititatives?

Mostly internal,
some external

Internal data
exclusively 47%
10%

External data
exclusively

Mostly

28%
external data

< Internal and
external equally

BIG DATA PROJECTS MIX DATA

Most big data projects mix internal and external data.

CONTROLYOUR DATA DESTINY

As more companies seek new sources of information
to gain a competitive edge, well-known data and ana-
lytics providers, from Google to American Express to
Bloomberg, can’t supply all the demand for valuable
information. A variety of companies are stepping in to
fill that gap, becoming data and analytics providers.

This shift is clear when considering big data projects,
a growing source of IT expenditures among large
companies. A 2013 survey of nearly 100 senior
executives of Fortune 1000 companies reveals that
91% of these companies are investing in big data
projects, up from 85% the year before.” Some 88% of
respondents expect to be investing more than a
million dollars in big data projects by 2016.6

Because big data projects almost always mix internal
and external data (see “Big Data Projects Mix Data”),
these increasingly common projects will heighten
demand for data — if current trends continue —
from a variety of sources. In the manufacturing
sector, General Electric is helping companies con-
duct big data projects that integrate sensor data that
anticipate product faults and identify maintenance
issues. GE is spending a billion dollars and hiring
hundreds of analysts to help create an industrial In-
ternet built on sensor data and analytics.” It would
be easy to see GE as an anomalous example of a sin-
gle corporate titan moving into data services with
resources that far exceed those of other companies.

8 MIT SLOAN MANAGEMENT REVIEW e SAS INSTITUTE INC.

But the reality is that many companies are changing
their business models and becoming data providers,
fueled by high levels of demand across industry sec-

tors for more accurate and timely information.®

Consider Entravision Communications, a Spanish-
language media company founded in 1996 in Santa
Monica, California, which owns and/or operates
more than 50 TV stations, 48 radio stations and
other multimedia assets that reach most of the U.S.
Hispanic consumer market.” In 2012, Entravision’s
senior management responded to industry shifts by
investing in a big data initiative to boost ad revenues.
The hope was that a new analytics platform would
provide valuable insights into Latino consumption
patterns, which the company could then use to help
sell media spots to ad agencies.

To the company’s surprise, customers found the in-
sights generated by the new analytics platform so
valuable that they wanted to buy the information
outright, independent of their interest in buying
media advertising. Christopher Young, Entravision’s
chief financial officer, explained the genesis of this
approach to research:

Part of our job is to provide research that backs
up the efficiencies of media buys: if you want to
buy advertising in El Paso for auto dealerships,
we offer research about why you should be buy-



ing advertising on Spanish language media. We
pay millions of dollars a year on this kind of re-
search, about a half a million dollars goes to one
company that sells us research based on samples,
which isn't as good as research based on actual
consumption data. Our research is now based on
actual consumption data. At one point, we real-
ized that weve got better data in house than what
weve been buying from third-party research
firms. How many other people are buying re-
search from this third-party firm? They have no
idea how much better our research is. We could
sell our research to them right now. Thats a whole
new revenue stream we never gave any thought
to, plus we can stop investing in research we don't
need or that is of lower quality than we can now
produce in house.

To create its big data offerings, Entravision is inte-
grating 2,000 separate data points from about 300
different data sources, including its own. A spin-oft
created to sell these insights, Luminar Insights, is al-
ready close to breaking even, with an initial start-up
cost of $1.5 million.

Similar opportunities are presenting themselves in
other industries. Chicago-based StyleSeek, an online
fashion recommendation platform, stumbled upon
pent-up demand for better fashion customer data as
itbuiltits base of subscribers and partners. The com-
pany’s novel recommendations are based on
StyleDNA, an online questionnaire that asks con-
sumers to select from different images in several
categories ranging from stylish front doors to bever-
ages.!¥ Based on a consumer’s choices, StyleSeek
creates a profile and recommends apparel options
from more than 200 retail partners, including Ma-
cy’s, Nordstrom and J. Crew.

StyleSeek’s business model is based on commissions
it receives from retailer sales. Because StyleSeek’s
click-through conversion rates are up to 10 times
higher than what other websites achieve, several of
the company’s retail partners are clamoring for a
white-label version of StyleSeeK’s analytics platform
that integrates their own transactional data. Style-

Seek founder and CEO Tyler Spalding described this
unexpected demand for big data:

We can take our technology and put it on our part-
ner sites [to help them get] a deeper understanding
of whats happening with customers — whats work-
ing and why. A lot of our big retail partners have
already said, “Sign us up for this immediately; well
do whatever we need to get this working™! |

GE, Entravision and StyleSeek, three very different
companies in different markets, are expanding the
data pie for everyone to share. Their stories reflect
the latent demand for better data and the new ap-
proaches companies are taking to meet this demand.
The result is an increase in access to useful informa-

tion for decision makers.

In this new data environment, it will become in-
creasingly important for businesses to know where
the data they use comes from, with whom it is being
shared, whether they have access to the most valu-
able information and how others are using the same
data they have access to. Competition for the right
data might become as important as competition
with data. Winning one without the other may not
be enough to keep a company out in front.

Analytics
Culture: The
Bridge to
Competitive
Analytics

Some observers acknowledge the importance of
culture as a “secret sauce” for creating business value
with analytics.!2 Yet few analyses offer evidence

THE ANALYTICS MANDATE o MIT SLOAN MANAGEMENT REVIEW 9



Analytics
Capabilities
Highest=5
Lowest =1

High

Low

Culture

Data management

Skills

2 3 4 5
Stron
Competitive ‘
Advantage

THE NEED FOR CULTURE

Outweighing other analytics factors, culture is the key factor that enables companies to

achieve a competitive advantage with analytics.

that having an analytics culture has much to do with
analytics success, and if it does, how that relates to
having (or not having) skills and technology. 13

“The Need for Culture” provides evidence that an
advanced analytics culture outweighs other analytics-
related factors, including data management
technologies and skills, in companies that strongly
agree they are gaining an advantage from analytics.
Essentially, a strong analytics culture is the lynchpin in
moving from competitive parity to competitive
advantage. Nonetheless, an effective analytics culture
is built on the backs of more advanced data
management processes, technologies and talent. There
is no analytics culture without the skills and talent to
ensure that the data and insights are worth accessing
and sharing. Together, analytics culture, data
management processes and technologies and skills or
talent are the main components of an organization’s
analytics capability. (See “Appendix: Key Dimensions
of an Analytical Capability” on page 20 for the success
factors behind the three dimensions of an analytics
capability — culture, data management and skills.)

WHAT IS AN ANALYTICS
CULTURE?

An analytics culture unites business and technology
around a common goal through a specific set of be-

10 MIT SLOAN MANAGEMENT REVIEW e SAS INSTITUTE INC.

haviors, values, decision-making norms and
outcomes. (See “Components of an Analytics Cul-
ture,” page 11.) In some companies, well-meaning
technologists who effectively manage data and skill-
fully deliver timely insights, for example, can be
thwarted if decision-making norms don't encourage
the use of analytics in decision making, especially if
the data counters views held by senior management.
In an analytics culture, that doesn’t happen: decision-
making norms, behaviors, values and outcomes are
aligned to assure that analytical insights actually gen-
erate value, not merely promise the possibility.

A single company (especially a large, multinational
company) may have different analytics cultures within
the same organization. For example, one analytics
manager at a professional sports team bemoaned the
fact that the analytics group that dealt with players (tal-
ent recruitment and on-field performance analytics)
received more funding and respect from senior execu-
tives than the analytics group that dealt with
concessions and ticket sales, which is the group he wasa
part of. His experience was echoed by analytics manag-
ers in other companies we interviewed.

With many companies facing a skills gap just as they
are being pressured to up their analytics game, collab-
oration has become an essential feature of an analytics
culture. At the website RentTheRunway.com, every
major project is managed by a cross-functional team



that includes product engineers and data analysts. To
support the cross-functional teams up the ranks, prod-
uct leaders for each team report into the C-Suite. The
value of “a central model is necessary, but not suffi-
cient,” says Vijay Subramanian, RentTheRunway’s
chief analytics officer. “If analytics simply supports dif-
ferent functions, it will never get the voice it needs to
change the company through data”

Collaborating with analytics is not the same as sim-
ply working with a central analytics group to receive
an analytics service. At the health care company
WellPoint, the IT and business sides of the organiza-
tion worked hard to achieve unprecedented levels of
collaboration to advance the strategic objectives of
its Enhanced Personal Care program, a new pro-
vider payment system that relies on population
health analytics. (See “WellPoint Sidebar,” page 12.)

Many large organizations are expanding in-house an-
alytics programs and “democratizing” data and
analytics. We put “democratizing” in quotes because
the term is, in one important respect, misleading.
MillerCoors, for example, has created an Advisory
Council to identify and prioritize projects that might
benefit from analytics investments. That doesn’t mean
that each project gets an equal vote for access to analyt-
ics capabilities. At GE, departments and projects bid
for the services of analytics groups, where the projects
with the best chance of a successful outcome are
funded. At a project level, access to analytics can be —
and usually is — more meritocratic than democratic. 4

Organizations with a well-developed analytics cul-
ture have a shared language about how to talk about
data. Caesars Entertainment, with more than 50 ca-
sino and hotel properties around the world, has been
developing a corporate-wide analytics culture for
several years. A key facet of its approach has been to
develop a shared language for how to measure the
business from one location to another. “At a very
basic level, giving all of the operations a uniform
view of their business was not a small thing,” says
Ruben Sigala, senior vice president and chief analyt-
ics officer for Caesars. “I don’t want to sound trivial
about it, but having that exercise in getting everyone

on board — because we also have regional presi-
dents who are managing businesses across
jurisdictions — and giving them a uniform platform
against that was something that added immediate
value. That’s a pretty low bar, at least in concept, but

in actuality, that does take a good amount of time.’1°

Department heads at Caesars are charged with de-
veloping and reporting on key operating metrics.
They don’t do this in a silo. Each department head
worked with a client base to come to a consensus
about the metrics that mattered. That exercise never
goes away, says Sigala: “The business evolves and re-
quires that youre continuously examining this” And
Caesars actually formalizes this process of continu-

COMPONENTS OF AN ANALYTICS CULTURE

Behaviors

Integration of information management and business

analytics into strategy

Promotion of analytics best practices, collaborative use

of data across company lines

Planned investments in analytics technology, new talent

and training

Pressure from senior management to become more

data-driven and analytical

Values

Datais treated as a core asset

Analytics is a top-down mandate driven by executives

Decision-Making Norms

Analytical insights guide future strategy

Data analysis outweighs management experience when

addressing key business issues

Organizational openness to new ideas and approaches

that challenge current practices

Outcomes

Analytics changes the way business is conducted

Analytics causes a power shift in the organization

THE ANALYTICS MANDATE e MIT SLOAN MANAGEMENT REVIEW 11
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SIDEBAR: WELLPOINT STRATEGY DRIVES CULTURE CHANGE

Under pressure to rein in costs without compromising quality of care, insurers are turning increasingly
to analytics for a solution. Many insurers are using population health care analytics, which aggregates
and analyzes insurance data to help providers better understand and serve their patient populations, to
help improve patient outcomes and reducing costs.

WellPoint — the largest for-profit managed care organization within the Blue Cross Blue Shield umbrella
— s a case in point. An important component of WellPoint's strategy is to use analytics to change how
it pays providers. WellPoint is shifting from a model where it pays physicians based on volume
(procedures, visits, admissions) to one where doctors are paid based on “value” (ability to manage
costs, improve patient outcomes and quality of care).

To make that model work, WellPoint intends to share insurance data with physicians to create a 360-degree
medical view of every patient, enabling providers to spot patients likely to go to the emergency room or be
readmitted to a hospital, expenses that contribute to the high cost of health care delivery.

Sharing insurance data with physicians became a significant organizational challenge, requiring data
integration across numerous regional health plans that did not share a common language for defining
key data points and assuring physicians that \/WellPoint was a trustworthy partner willing to share cost
savings. A short term goal was to create a few Excel-based reports covering five key data points:

1. list of the physician’s total patient population

2. list of patients with gaps in care

3. list of patients visiting the emergency room

4. list of patients admitted to the hospital highlighting those at high risk for readmission

5. list of high-risk patients to focus on with actionable information around their risk drivers

Within WellPoint, creating these reports became a classic showdown between IT and interests from the
business side.\When the IT team delivered its first report several months late, Ariel Bayewitz, the manager
in charge of the analytics program, was stunned — it didn't actually work in Excel. True, the report could be
downloaded, but it couldn’t be sorted. “It might as well be a PDE" he had thought to himself.

The point was to give physicians content they could do something with. If they couldn't sort it, they
couldn't figure out which patients would benefit most from their help. The first three reports all had
problems. For instance, different units within the company reported an emergency room visit in
different ways. The IT team'’s explanation: no one told it the definitions had to be the same. That much
was true — the business side didn't think it should have to specify that emergency room visits be
consistent across reports.

The high-profile project was subsequently placed in Red status, and senior management got involved.
Problems were escalated to executives who ensured resources were allocated. Outside consultants
were hired. Experts were hired. More resources were diverted to the project. And, after many
challenging discussions, IT and the business began to work together using an iterative development
approach, called "Agile’ which focused on “user stories” over requirements.

In short, to create strategic benefits with analytics WellPoint had to change its organizational behavior.
Without an effective collaboration between the business side and IT, the program would have remained in
jeopardy. Without leadership'’s involvement, the program would have remained in jeopardy. Preparing data
for a strategic role often means changing business conduct and that, more often than not, requires a top
down process to create the necessary alignment of incentives and goals.

12 MIT SLOAN MANAGEMENT REVIEW e SAS INSTITUTE INC.



ous change. Each area of the organization has
innovation outlines attached to their strategic plan
for the coming year.

Development of an effective analytics culture re-
quires a change in how companies think and operate.
To make that kind of transition, senior management
pressure is critical. Companies with a top-down
mandate for fact-driven decision making for all em-
ployees are experiencing gains with analytics to a far
greater extent than other organizations.

Senior management at State Street, a Boston-based
financial services firm for institutional clients that is
the second oldest bank in the United States (222
years old), recognized that its clients faced new chal-
lenges that would require new services in the
aftermath of the 2009 global financial crisis. In re-
sponse, State Street Global Exchange (SSGX) was
established in 2013. The new business — there are
only four separate businesses at State Street — fo-
cuses on four key areas: big data, information and
insights, investment analytics and electronic trad-
ing. With assets pulled from nearly every corner of
the bank and a staff of nearly 900, the goal of SSGX is
to help clients create strategic insights from their ac-
cess to unprecedented varieties and volumes of data
and apply these insights to investment decisions ex-
ecuted on neutral electronic trading platforms
operated by the bank.

“You have to continue to adapt to thrive. This is one
of those places where we're adapting,” says J.R.
Lowry, senior vice president and chief operating of-
ficer of SSGX. “It’s a little bit like a post-merger
integration in what we’re pulling together.” Indeed,
creating a nimble business culture that would be re-
sponsive to clients in new ways and also position
State Street to compete directly with existing com-
petitors and small analytics start-ups has been a
learning process.

To make sure everything stays on track, the team
takes a quarterly pulse check through a survey re-
leased to various groups within SSGX. The questions
deal with, for example, how well the business is min-

imizing bureaucracy, focusing on client needs or
enabling people to work collaboratively. The goal is
to implement change based on the survey results be-
fore the next survey is rolled out. At the same time,
Lowry says, there are other cultural factors that
come into play: executive support, leading by exam-
ple and evangelizing “a lot of little wins.” And then
there’s just the sheer moxie that comes with being a
startup in the midst of a big company. “To some ex-
tent, we feel like we have a bit of a obligation to shake
things up a bit,” says Lowry. “That’s probably one of
the big things that the leadership team thinks about
almost every day: how hard we push people to

Five
Fundamental
Questions

As companies and the markets they operate in have
become more complex, many leaders are recognizing
the importance of asking the right questions. Avinoam
Nowogrodski, CEO of Clarizen, a project manage-
ment software company, is one of these leaders:

“The level of uncertainty and the dynamic of every-
thingthat happens around us is requiring leaders to
change their style — to move from command and
control to sense and respond. I think that real lead-

ership is about asking the right questions.™©

Given that many companies, and many leaders, are
seeking a competitive edge with analytics, what
questions do they need to ask?

It turns out that innovation is crucial to under-
standing how companies are using analytics to
create substantial business value. The Analytical
Innovators’ answers to five straightforward ques-
tions offer a roadmap for how to build analytics
programs that will continually innovate and help
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keep their companies ahead of the competition.
These questions are:

1. Is my organization open to new ideas
that challenge current practice?

2. Does my organization view data as a
core asset?

3. Is senior management driving the
organization to become more data-driven
and analytical?

4. Is my organization using analytical in-
sights to guide strategy?

5. Are we willing to let analytics help
change the way we do business?

These five questions follow a natural progression. If
a company is not open to new ideas, it won't be re-
ceptive to counterintuitive ideas that can address the
discontinuous change some market shifts require.
Even if it is open to new ideas, data won't impact
strategy unless senior management views its com-
pany’s data assets and analytics skills as an important
source of value.

One mark of whether senior managers are viewing
data and analytics as a core asset is whether they are,
in fact, using analytical insights to guide strategy
(whether on the creation or execution side, or both).
The lesson from Analytical Innovators is that sus-

BE OPEN TO NEW IDEAS

Analytical Innovators strongly agree that their organizations are open to new ideas at
twice the levels (or more) of any other group.

“My organization
is open to ideas
that challenge 0
2 N 32%
current practices.
Strongly agree 14% 46%

Somewhat agree

Analytically Analytical  Analytical
Challenged Practitioners Innovators

34%

2% ‘
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taining excellence with analytics demands continued
senior management pressure, continuing invest-
ments in an analytics capability and a willingness to
change the way the company does business — the
execution side of being open to new ideas.

ANALYTICAL INNOVATORS
RESPOND

The rest of this section explains how Analytical In-
novators answer the five questions above and how
their answers differ from other groups. In addition,
this section offers concrete answers to each question
that suggest how companies can use these questions
to guide their own corporate agendas.

1 Is my organization open to
new ideas that challenge
current practice?

According to our survey data, more than 90% of Analyti-
cal Innovator organizations are open to ideas that
challenge the status quo — far more than the other
groups. This is especially true for those who strongly agree
that their organizations are open to new ideas; two-thirds
of analytical innovators put themselves in this category,
compared to less than one-third of Analytics Practitio-
ners. (See “Be Open to New Ideas”’)

Shifting from current practices can mean
challenging individuals’ experiences, the
basis of their authority and expertise, and
introducing different approaches from
what has worked in the past. Oberweis, a
99-year-old, family-run dairy business
based in Ohio, began making this shift in
2012 as executives deliberated how to ex-
pand midwestern operations to the east
coast. Historically, regional expansions had
involved gathering operations executives,
the people who manage the company’s
trucks and transfer centers, to figure out the
best configuration for these resources.



This time, Bruce Bedford, vice president of market-
ing analytics and consumer insights, participated in
the discussion. He had been brought on board in
2009 to inject some analytical thinking into the fam-
ily-run company, and had discovered that the
company’s best customers were not the high-income,
BMW-driving customers the operations executives
thought. As he dug deeper into the data, Bedford
began to discern the family profile that would most
likely purchase high-end dairy products; it was a pro-
file that did not include BMW drivers.

Bedford took the team through his analysis of Ober-
weis’s target customer segments using data sets about
community-level demographic information, and es-
sentially convinced the group to re-examine its target
market, and focus on the new family profile he had de-
veloped. Oberweis’s expansion plans were then guided
by this new model. More importantly, Bedford says, the
company’s decision makers began thinking about
using data analytics within their own areas of expertise:

Ive started to see people now say, “Wait a second,
you know what, this analytics stuff, theres some
power here, and maybe I should take the time to
learn a little bit more about what Bruce is doing
that maybe I could do. Theyre saying “Im not sure
what I should be asking about, but let me at least
ask iftheres something that I should ask about”

It comes down to having a number of people
who dont ordinarily use analytics stop and see
thelightbulb go off. The change is cultural, and
to a point now where people want to acquire a
better understanding of analytics tools be-
cause they can see that there is real benefit. 17

Does my organization
view data as a
core asset?

The transition from seeing data and analyt-
ics as something useful beyond basic
financial reporting is one step, and compa-
nies that are more competitive and

innovative with analytics tend to treat data very differ-
ently, as a core asset. Slightly more than half of
Analytical Innovators in our survey strongly believe
that their organizations treat data as a core asset. Ana-
Iytics Practitioners and Analytically Challenged are
farther behind, suggesting that significant change
management is often required to treat data as a core
asset. (See “Treat Data as a Core Asset.)

Entravision, StyleSeek and State Street suggest the range
of companies in different industries (media, retail and
financial services) that have come to view their data as a
core asset, as an important resource that they can use to
create value with their partners. Even participants in the
less visible corners of industry are coming to view the
latent demand for more valuable data as a reason to look
anew at the importance of their own data.

PrintFleet, a small Canadian software provider to
companies in the printer supply and copier value
chain, is a perfect example. It collects data from most
print manufacturers (Epson, Kyocera, etc.) to help
end-users better control supply inventory and keep
machines in operation. When Chris McFarlane took
the company’s reins in 2009, he saw the opportunity to
use the data gathered from these devices on a broader
scale. One of these ideas was to aggregate the data and
provide it to major research firms, such as InfoTrends
and Photizo. Another idea was to create an offering
that connects dealers, resellers and others in the

TREAT DATA AS A CORE ASSET

Analytical Innovators strongly agree that their organizations treat data as a core asset at three

times the rate of Analytics Practitioners.

Analytically Analytical
Challenged Practitioners Innovators

“My organization
treats data as a
core asset.”

Strongly agree
Somewhat agree

6%
11%
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ANALYTICS NEEDS TOP LEVEL SUPPORT

Analytical Innovators keep up the pressure on staff to become even more fact-driven.

Analytically Analytical  Analytical

There is pressure Challenged Practitioners Innovators

from the senior
management to
become more data-
driven and analytical.” 31%

Strongly agree 14%
29%

39%
Somewhat agree

INVESTMENT: THE PRECURSOR TO ANALYTICS SUCCESS

Analytical Innovators are most likely to invest in analytics.

Analytics Human
technology resources Training

57% 56%
70 0,
37% 37% 3%
21%

Analytically Challenged
Analytical Practitioners
[ Analytical Innovators

“My organiza-
tion has invested
in analytics
technology and
skills in the past
12 months.”

USE ANALYTICS TO GUIDE STRATEGY

Using analytics to guide strategy is one of the strongest markers of analytics success.

Analytically Analytical Analytical

My organization Challenged Practitioners Innovators

is effective at
using insights to
guide future
strategy.”
4 17%
46% .
Very effective 4% 38%
25%

Somewhat effective
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printer supply value chain, enabling participants
to share data and improve their collective service
to end-users.

Is senior management
pushing the organization
to become more data-
driven and analytical?

To fulfill their analytics mandate, many compa-
nies are beginning to address an analytics talent
shortfall and managers’ propensity to trust (their)
intuition over facts. Many companies are not
waiting to hire graduates from new university de-
gree programs designed to produce managers
with data expertise (or data scientists with busi-
ness expertise). Nor are they allowing managers
to set their own pace in adopting more fact-based
approaches to decision making. They are apply-
ing management pressure today to shift
decision-making norms, and encouraging col-
laborations that combine expertise from analytics
groups and business managers.

Senior management pressure to become more
data-driven actually intensifies the more success-
ful an organization is with analytics: Analytical
Innovators are most likely to report senior man-
agement pressure to become more data-driven,
even though this group is already succeeding
with their analytics programs (relative to the
other survey groups). (See “Analytics Needs Top
Level Support””) Analytical Innovators do not rest
on their analytics laurels. Almost four out of five
Analytical Innovators agree that senior manage-
ment puts pressure on the organization to become
more data-driven and analytical. The pressure to
become more data-driven is a behavioral norm
for this advanced group.

Specifically, senior leadership can visibly com-
mit to the value of becoming more data-driven
by demanding more fact-based decision making
of themselves and others and by investing in an-
alytical capabilities. Analytical Innovators’



Analytically Analytical  Analytical

The use of Challenged Practitioners Innovators

analytics has
changed the way
we conduct our
business.”

14%

37%
Strongly agree 1%
Somewhat agree 10%

ANALYTICS CHANGES BUSINESS CONDUCT

Analytical Innovators are four times more likely than Analytics Practitioners to change their business
operations as a result of analytics.

Financial results better than last year Use of analytics compared to competitors

Percentage Percentage

stating that their 64% stating that their

organization’s . organization is

revenue was 51% “slightly” to“much .
better this most more” advanced 42%
recent fiscal year, in their use of

compared to the analytics than key 15%
previous year competitors °

Analytically Challenged
Analytical Practitioners
7 Analytical Innovators

ADVANCED USERS REPORT BETTER FINANCIAL PERFORMANCE

Analytical Innovators are more likely to report better financial performance than other groups.

investments in analytics technologies, skills and ~ to Kelly Ross, Lowe’s senior vice president of Fi-

training outpace the other groupsin all threeareasby =~ nance, Measure & Evaluate:

a wide margin. (See “Investment: The Precursor to
Analytics Success;” page 16.)

During the early part of the last decade, with high
growth in home improvement industry, Lowe’s, the
North Carolina-based home improvement retailer,
used analytics to help determine its store expansion
plans. During the recession and housing downturn,
consumers began making more strategic decisions
about what to improve, and in turn, what to buy. At
the same time, customers began to expect from
home improvement retailers a unified experience
between their online and offline marketing chan-
nels. As a result, Lowe’s shifted its business model
and began using data in a whole new way. According

Our senior leadership team has decades of home
improvement retail experience, in many cases learn-
ing the business from the ground up. But the retail
landscape continues to change. The Internet, mobile
and social media has created not only new ways to
interact with customers, but is simultaneously creat-
ing an explosion of data. As a result, our business
model has changed from a traditional retailer that
drives growth through store expansion alone to an
omni-channel home improvement company to help
customers manage and enjoy their homes.

As Lowes has adjusted to this changing environ-
ment, there are two company efforts relevant to
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our discussion of decision-making and managing
data for strategic insight. First, weve explored
what it means to be a fact-based decision-driven
company. Our leadership training has included
methods of inquiry and exposure to the biases and
behaviors that get in the way of critical analyses.
Secondly, we are investing in new capabilities and
creating metrics to understand customers and the
market. New data, without the proper context
and strategic framework, does not add much
without prioritizing your information needs and
a mental framework for real learning.

Is my organization using
analytical insights
to guide strategy?

There are at least three ways analytics can help guide
strategy. One way is to forecast trends and shape how
a company will strategically respond to market shifts.
Another is to use analytics to help execute a compa-
ny’s strategy. A third way combines the first two: use
analytics to shape both strategy and its execution.
None of these is an easy thing to achieve.

According to our survey, 91% of Analytical Innovators
are effective at using insights to guide future strategy — a
far higher percentage than the other groups. This sug-
gests just how difficult it is to use analytics in a strategic
role without an analytics culture to support it. Even for
Analytical Innovators, only 53% rate themselves as very
effective at using insights to guide future strategy. (See
“Use Analytics to Guide Strategy; page 16.)

The case of WellPoint, a health care insurer within
the Blue Cross Blue Shield umbrella, illustrates the
challenges that confront a company prepared to give
analytics a leading role in executing strategy without
having an analytics culture to support that role.

WellPoint developed a strategy to change its physi-
cian payment system by providing a wide range of
insurance data to health care providers, who could
then use the information to spot at-risk patients, im-
prove health outcomes and reduce costs. WellPoint’s
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strategy depended on providing physicians with in-
formation that would be easy to use, accurate and
valuable. To execute this strategy, WellPoint relied
on a cross-functional team to aggregate the data and
deliver reports to providers. The company’s IT de-
partment, however, had neither the experience of
building analytics platforms for use by external con-
stituents nor the experience of working on a
strategically important project with strict deadlines.
It also hadn’t worked collaboratively in real-time
with the business side of the organization.

This strategic use of analytics meant that the IT depart-
ment’s working approach to product development
could not be business-as-usual. They weren’t simply
being order-takers as on past projects. They had been
catapulted to a more high-profile role that required
meeting strategic priorities, not just project require-
ments. That meant a different kind of collaboration with
the organization’s business side, and that required a
transformational change in work processes and organi-
zational culture. In the case of WellPoint, giving analytics
a strategic role changed how business was conducted.

Are we willing to let analytics
help change the way
we do business?

Many of the examples discussed in this report describe
companies in which data and analytics have played a
role in changing business conduct (to varying degrees):
Entravision, WellPoint, StyleSeek, PrintFleet, Oberweis,
Lowe’s and GE. These companies have had to change
the way they operate either as a result of using data and
analytics in strategic roles or in order to use them atall.

Both Analytics Practitioners and Analytical Innova-
tors are recognizing the influence of analytics on
their organizations, with more than 50% in both
groups agreeing that analytics has changed the way
their company conducts business. The disparity be-
tween the Analytical Innovators and the other
groups, however, is most vivid when looking at those
who strongly agree with that statement. Analytical In-
novators are four times more likely to strongly agree



that analytics has changed the way their organiza-
tions conduct business than Analytics Practitioners.
(See “Analytics Changes Business Conduct,” page
17.) These transformational uses of analytics trans-
late into better financial results. (See “Advanced Users
Report Better Financial Performance,” page 17.)

Conclusion

Analytics hasbecome a common path to value. More im-
portant, the sweeping advance of analytics into industry
practices is challenging organizations to step up their use
of analytics, whether they are just getting started or are
seasoned practitioners — and not merely because more
companies are viewing analytics as an opportunity to
generate value. Organizations that are successful with
analytics continue to invest in their analytical skills and
technology to stay ahead of the curve. But perhaps the
key point is that they foster the right analytics culture, are
open to new ways of thinking and change the way they
do business. Achieving and sustaining competitive mo-
mentum is hard work. Ask Nate Silver.
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Appendix

This Appendixlists statements that collectively define an analytics capability. The statements in the second column
originally appeared in the survey as questions. For example, the statement “access to useful data has improved dur-
ing the past year” appeared in the survey as “How has your access to useful data changed during the past year?”

ANALYTICS CAPABILITY

CULTURE
Integration of information management and business analytics into strategy
Promotion of analytics best practices
Collaborative use of data across company lines
Planned investments in analytics technology, new talent and training
Pressure from senior management to become more data-driven and analytical
Data is treated as a core asset
Analytics is a top-down mandate
Analytical insights guide future strategy
Data analysis outweighs management experience when addressing key business issues
Organizational openness to new ideas and approaches that challenge current practices
Analytics changes the way business is conducted
Analytics causes a power shift in the organization

DATA MANAGEMENT
Managers have all the data they need to make key business decisions
Customer-facing employees have access to insights to help drive sales and productivity
Access to useful data has improved during the past year

The organization is effective at capturing data, cleaning data, aggregating/integrating data
and visualizing data

Data is shared across functional silos and/or business units
The organization uses a great deal of the data it generates or collects.

Functional areas are planning to make investments in analytics technology in the next 12
months, and/or have already made investments in the past 12 months.

Analytics is being applied to key business issues by the organization as a whole.
SKILLS

The organization as a whole is effective at analyzing information and disseminating data

insights

The organization has the appropriate analytical talent to make good use of analytics

Executives are effective at balancing analytics and intuition

Individual managers feel adequately prepared to use the organization’s data to address
business issues

Functional areas have made investments in the past 12 months and are planning to make
investments in the next 12 months in analytics-related human resources (hiring analytics
talent such as data scientists or analysts) and training (expanding analytical skill sets of
current employees)
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