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Introduction

There is one mistake that is exceedingly common in business: not using a data-driven decision process. This guide
will reveal how this mistake can undermine performance, drive poor decisions and influence businesses. You will
read about how data can be turned into insights is which leads to correct business decisions. Please keep in mind
that this is not a technical guide on business intelligence, if you wish to go more in depth on that topic, please see
our free whitepaper, Business Intelligence in SMBs.

“In the past, decision making was largely driven by intuition and
experience; whoever had the best ‘gut feel” would win. Today, the
winners are defined by who has the more insightful grasp of their
data.”

Jeff Collins, Head of Investments at KPMG Capital.

What businesses can learn from baseball

Moneyball, the bestseller by Michael Lewis, describes how the Oakland A's, a professional American baseball team,
used carefully chosen statistics to build a winning baseball team. Although the book was published over a decade
ago, its business implications have been thoroughly studied. However, businesses continue to ignore the importance
of using a data-driven approach.

The Oakland A's had the second smallest budget in the league. The team’s General Manager, Billy Beane,
understood that they had to think outside of the box in order to compete with the other teams. They discovered that
the traditional statistics, used by the other teams for deciding what players to recruit, were outdated and flawed.
They started using other metrics to find undervalued players by taking a strict data-driven mentality. With this, they
were able to leave out the “gut feeling” in recruitment. This led to success on the field, resulting in reaching the
playoffs two consecutive seasons (2002 and 2003). After that, other teams noticed the system and copied the
model.?

1 M. Lewis, Moneyball, New York: W.W. Norton, 2011.
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This model has been an inspiration to other sports teams as well. Recently, Matthew Benham, who owns both
Brentford F.C. (UK) and Midtjylland (Denmark), implemented a data-driven approach and further developed it by
using it for pre-game and in-game tactics.

The bottom line is that these sports teams challenged the status quo and used data to gain a competitive
advantage. This translates well into business; companies should be using the correct data rather than only relying on
a few well-known KPIs (Key Performance Indicators).

Understanding how data influences the way your organisation works

To identify useful statistics and measurements, you must have a solid grasp of cause and effect. It is important to
understand the sources of customer satisfaction. It may seem obvious, but it is surprising how often people assign
the wrong cause to an outcome. This failure results from an innate desire to find a cause and an effect in every
situation - to create a narrative that explains how events are linked, even when they are not. The trouble is that the
performance of a company usually depends on both skills and luck, meaning your strategy will only succeed part of
the time.

The lesson is clear: When luck plays a part in determining the consequences of your actions, as is often the case in
business, you do not want to study success to identify a good strategy. Study strategy to see whether it
consistently leads to success. Statistics that are predictive reliably link cause and effect, and are indispensable in
the process.

Successful companies and management teams know that the only way to improve a process is to start measuring it.
More importantly, they know how to act on the measurements they have set up. Think of the organisation as one big
machine that gives outputs, and has levers that the management team can adjust to affect the machine’s behaviour.

The difference between a poor management team and a great one is the understanding of how their machines
(organisations) work and which levers need to be turned to optimise performance. When designing metrics for the
organisation the management team must have a deep understanding of the machinery. Well-designed metrics will
automatically drive behaviour to optimise output from the machine.

An important part of learning and setting up metrics is to ask questions. If 3 monthly budget or forecast is missed,
ask the why and what questions: Why did it happened? What can be done to get back on track?

When sales are down 5%, a good management team will explain why. Similar to peeling the layers of an onion, the
management team will provide in-depth insight. Here is an example:

“Sales went down last quarter due to lost sales in our midrange customer group. The
salesforce for this customers segment had 25% less leads to work with. However, the leads
that the salespeople received were successful at converting them to closed deals at the
expected closing rate. The problem is not the quality of the salespeople.”

On the other hand, a poor management team will provide fewer insights. Here is an example:

“The market was tough. We hoped to close some good deals but we somehow missed those
from the middle of the quarter. We missed the sales target budget by 5%.”

Because of the poor results, the management team hired another sales representative. They were puzzled when the
next quarter’s results were even worse. This is because the marketing department did not generate enough leads.
Bringing in an unexperienced sales representative actually lead to a decrease in the sales closing rate. In this
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example, sales went down and costs went up because they were not able to analyse all of the date and find the

correct insight.

To drive successful behaviour, good metrics should be actionable and attainable. Start with the goal and then work
backwards. Cause, then effect.?

For organisations unfamiliar with working with metrics and KPIs, the DuPont Model is a good starting point. The
DuPont Model can give insight on how you manage to operationalise your assets.® Look at Profit margin, which is

calculated as:

Profits (EBITDA) = Revenue - Cost of goods sold — Expenses
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2 J. Bladt J., and B. Filbin, Know the Difference between Your Data and Your Metrics, [websitel, 2013, hbr.org/2013/03/know-the-difference-between-

yo/, (accessed 9 March 2016).

3 DuPont Analysis Definition | Investopedia, [websitel, 2003, www.investopedia.com/terms/d/dupontanalysis.asp, (accessed 9 March 2016).
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