Data Mining Provides Retail
Understanding

Analyzing customer data from all the possible sources -
including the Web - can provide retailers with the
intelligence to profitably influence their customers'

behavior.
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Retailers collect terabytes upon terabytes of information every day - anything from
transactional data, to demographics, to product sales based on seasons. But what do they
dowithit al onceit is nestly organized into a database? The concept of datamining is
just asit sounds. Companies drill holes through Os and 1sto come up with relationships
and paternsin customer habits. To aretaller thisinformation can be more vauable than
mining for gold, because the results are dmost a guarantee. The data mining process used
to be ahighly technica process requiring mathematicians to build the analysis for
companies. But today's data mining technology offers retailers the tools they need to
make sense of their customer data and gpply it to busness. Mark Smith, president of
Quadstone, a predictive marketing software company, and Peter Urban, senior research
andyst & AMR Research, discuss the advantages of andyzing data from al sources and
customer channds - induding the Web.

What are the best sources of customer information for retailers?

The best source is turning POS (point of sale) transaction data into measurements of
customer behavior. The problem for many retallersis that they lack any information on
specific customers, and hence are trapped analyzing data at the product and basket level.
Therise of loydty programs, mail order, and the Internet has provided retailers with red
access to customers for thefirgt time. This dlows retailers to study the purchase behavior
of customersin detail, tracking changes in purchases as affected by their marketing and
CRM (customer relationship management) programs. Thus, retailers understand how they
can grow the value of individud customersto their businesses.

In the e-tail world, when you click on an item or apage, a Weblog records what page you
are on, what time you were on there, how long you spent, etc. An e-tailer can take those
clicks and feed them into an engine. All the information is stored higtoricaly, so when
another customer clicks somewhere, the engine will recognize the pattern and will know
that it is appropriate to send a certain page to that person.

How can retailers use data mining to increase profits?
Datamining can identify vauable cusomerswho are likely to defect to a competitor,
dlowing the CRM team to target them for retention. It aso points out potentia long-

term, high-vaue customers who can be accelerated to that vaue through marketing
programs. Retailers can encourage the right purchase behavior. Retailers can make
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marketing new products and services more profitable by usng data mining to find
customers mogt likely to respond to an offer for such products or services.

If people buy a certain basket of goods, you put one thing on sde in order to entice
people to buy the other ones, because from the analysis you see that people tend to buy
certain things together. Alternatively, you can place the goods physicaly closeto each
other.

Arethere different levels of data mining?

Y es, but primarily from atechnology and Statistics perspective. Directed data mining
alows users to specify what they are interested in discovering, such asfinding good
targets for a product. Undirected data mining uses a clustering gpproach that looks for
pure gatistica patterns that show why customers are like each other in any way, but often
not in a busness-focused way. A third set of techniques uses association of "basket”
andysisto discover links between different products. This gpproach is not customer
focused at dl. The most famous example of thisis when a super market spotted
customers buying beer and digpers on certain days of the week. It was thought this was
because men were making a diaper run after work and while they were there, picked up
some beer. Seeing this pattern, the supermarkets placed the expensive beer right next to
the digpers. This technique can be very useful for such product-focused wins, but can add
even more value when such linked purchases are tied to the customer details. Fourth kind,
visud datamining, is not just about raw datigtics. Humans can do alot of the mining by
using visud and exploratory tools in conjunction with powerful statistica techniques.

| sthere a wrong way to data mine? Can aretailer have too much data?

Too many companies leave data mining to the technica team, who often employ "black
box" techniques that smply produce Stetistica patterns without regard for whether such
patterns can be used in the business context. For example, one strong pattern discovered
by aretaler usng such tools was that daytime temperatures pesked three days after a
peek in tomato sdes. Thisinformation is usaless unless the retailer wasintending to

move into weether forecagting.

However, aretailer cannot have too much data, aslong asit is used correctly. Mistakes
can be made with smple gatidtica toolsif they are presented with too much data, but a
more common problem isthat most statistical and data mining tools just stop working
when data volumes become very large. However, such redtrictions should be in the past
due to ever-increasing computer power & ardatively inexpensve codt. A lot of the new
software technology can make very good use of dl the additiona storage and retrieva
power.

It is better not to sample data. The idea of sampling isto take a portion of aretailer's
database, and run analysis on that part. The problem isthat by not andlyzing dl the data,
aretaller may miss key data points that could form areationship. | aso think it is better
to andyze the data directly within the relationd database, as opposed to pulling it into
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another engine. A retailer will leverage the parallel processing power of the database and
therefore process fagter. | don't think you can ever have too much data, but the more data
you have the dower the analysiswill be - but aso the more accurate your results. It is
important to use a scalable database with the ability to add more capability.

I sthere customer information available to retailers through the I nternet that is not as
easily available through other channels?

E-tailers can use Weblogs to look back historically and see that other people who click on
certain pages were interested in buying specific products. The Web adlows you to do
more red time andlyss. Immediately when customers click information, it goesto the

data mining engine. The engine can then take the information, digest it, and dicit a
response. Based on click history it can display atargeted, personalized page for a
customer and also make targeted offers. If the engine notes that a customer bought skis
on a sporting goods page, the next time he clicks, the page that appears may be more
geared toward skiing accessories. Or the e-tailer may direct him toward discounts for ski
equipment. It's like having aredly good sdesman follow you around in a store, watching
your every move.

Do consumersfeel safe giving retailersinformation?

The key issue here is that the retailer must explain to the customer exactly what datais
collected and whet it is going to be used for. A case should be made for why itisin
customers best interests to provide their data, such astailored service, products
developed especidly for them, or marketing campaigns targeted only where appropriate.
The smple rule should be that aretailer should not sell customer datato third parties
unless the customer has given their permission for that to hgppen. Even then, aretailer
should consder carefully whether selling a customer's name to a competitor for 10 cents
isredly the best way to make money from that customer.

Give people the ability to not be tracked. Retailers can ways give their cusomers
incentives to provide them with information. They can offer loydty cards, free gifts, or a
chance to know how they will use the information, such as survey results.

| s data mining for every retailer?

Almogt any retaler could gain some vaue from andyzing their data. The main driver for
whether or not to do so will be the scale potential benefits and return on investment (ROI)
compared to the cost of collecting, storing, and anayzing the data. Thus a specidist
retaler, with very few products and customers, may gain little insght from datamining
over and above their own knowledge of their business.

What are the costs invol ved in data mining?

There are both hardware and software cogts. These costs typicaly scae with the size of
the database. A sgnificant part of any datamining initiative is dso the consulting
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services to set up the systems and applicationsin order to fit best with existing business
practices, as well as to adapt these processes to a new way of operating. ROI can be
measured in terms of increased revenues and profits, or in terms of cost savings,
generated because marketing and CRM practices were specified by the data mining
output rather than previous techniques. For example, if amarketing campaign gets a 2%
increase in response through better target marketing, and a responding customer can be
shown to be worth an extra $200 per yesar, the overdl ROI should be easy to calculate.
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