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I have spent nearly thirty years analyzing products, brands, and customers. In this time, I have
not witnesses a period where forecasting future business performance has been of such interest.
This spring alone, nearly twenty companies have partnered with me to measure the five-year
trajectory of their products, brands, and channels. It is clear that “something has changed”, and
business leaders need to understand what the future holds, and then do something to pre-empt
negative outcomes. In more than ten years of consulting work including project work for more
than two-hundred brands, my forecasting work has never been more popular.

A General Framework
Forecasting projects do not have to be complicated to produce actionable insights. The secret is
to create unique customer segments, segments that behave differently enough in the future to
provide interesting outcomes.
I use a Principal Components Analysis to segment customers based on annual customer
behavior. If a customer purchased in each of the past five years, then I enter five customer records
into the analysis, one summarizing each year of purchase activity. I sum annual spend, then take
the square root of annual spend. In addition, I calculate percentage of annual spend in each
marketing channel and in each product category. The variables are entered into the Principal
Components Analysis.
The Principal Components Analysis yields two “dimensions”. I segment each of the two
“dimensions” into seven segments. Then I segment customers based on 7x7 = 49 combinations.
The 49 combinations yield customers with sufficiently different behavior to crate interesting future
forecasting permutations.

Probability of Future Behavior
For each customer, I identify the 7x7=49 segment combination the customer belongs to. Let’s
pretend that there are 1,000 customers in a segment. Then, I measure the percentage of
customers in the segment (last year) that repurchase this year. Once I identify the percentage
(pretend it is 35%), I measure the percentage of customers that migrate to each of the 7x7=49
segment combinations next year.

Let’s pretend that there are just 5 segment combinations, and let’s pretend that the customer has
a 35% chance of buying again next year. I then calculate future migration into next year’s
segments.
• 20% move to Segment 1.
• 40% move to Segment 2.
• 10% move to Segment 3.
• 20% move to Segment 4.
• 10% move to Segment 5.
I apply the 35% chance of repurchase by the segment-level repurchase rates, yielding the
following:
• (1 – 0.35) = 65% do not repurchase, and move into a 13-24 month segment combination.
• 0.35 * 0.20 = 7% move to Segment 1.
• 0.35 * 0.40 = 14% move to Segment 2.
• 0.35 * 0.10 = 3.5% move to Segment 3.
• 0.35 * 0.20 = 7% move to Segment 4.
• 0.35 * 0.10 = 3.5% move to Segment 5.
This is the procedure for five segments.
I apply the same methodology to all 7x7=49 segment combinations.
If a customer repurchases, I measure how much a customer spends next year … in total, and by
marketing channel, and by product category.
Combine all of these elements together, and we can forecast how customers are likely to evolve
over time – over the next five years in my case. The methodology allows me to see how a business
is likely to evolve and change.
Let’s look at a brief example. This business is forecast to remain flat or decline slightly over time.

The methodology allows me to see what happens if customer loyalty is improved. If merchandise
productivity can be demonstrated to increase by 5% (based on other analytics), then I can plug
the figures into the retention index and see what might happen (the figures are plugged into new
customer counts as well).

Notice that the business does not become healthy – growth is still tepid.

Let’s remove the 5% increase in merchandise productivity, and instead see what happens when
new customer counts increase by 10% per year, every single year going forward.

The business begins growing at a healthy rate, whew!
We can also see what happens to each channel and product category.

In this case I use numbers to protect the originator of the data – in actual projects, I list the product
category and the channel.
I also forecast what segment counts are going to look like in the future. This table shows us where
each segment “was” and what the counts will look like in the future.

The data shows me that Segment “35” is growing faster than most segments. I looked at the
composition of Segment “35”.
• Spent $96.97 last year.
• 1.13 Orders last year.
• More than 90% of spend in Merchandise Category 01.
• More than 70% of spend in Marketing Channel 05 (which was Search).
I then looked at counts for new + reactivated buyers in Segment “35”.
• 2,080 last year.
• 2,458 this year.
I can tell that marketing increased the search budget, resulting in more customers in Merchandise
Category 01 via Search.
I can then look at where these customers migrate to in the next year.
• 80% of future dollars in Merchandise Category 01.
• 50% of future dollars online without email/search.
• 25% of future dollars online via search.
• Customers distribute to > 20 different segments in the future (they behave in a diverse
manner).
So the customer remains mostly loyal to online, to Merchandise Category 01, and is not generally
loyal to search going forward but will buy from many channels and will spend varying amounts of
money.
Recall our base forecast.

We can adjust the number of customers that are new + reactivated, based on historical trends,
and see if this impacts the trajectory of the business.

Trend data shows us that this company is generally acquiring new customers that are even less
valuable than the customers that were acquired historically. The business is evolving.
The base forecast for changes in demand by Merchandise Category and Marketing Channel looks
like this:

If customer acquisition trends continue to accelerate quickly, the forecast changes.

Here, we observe that customer acquisition trends are in Merchandise Category 01, and are in
Marketing Channels 2/4 (which are print marketing and email marketing). The business is
struggling to acquire customers online, via search, and within Merchandise Category 01.
Interestingly, the fastest growing segment was Segment “35” (low dollars, search, merchandise
category 01). The customers being acquired are only buying small quantities, hence, the segment
is growing. This is not a good trend.

The Most Popular Project Request of 2017
Five-year forecasts are the most popular project request I am receiving this year, and for good
reason. Modern analytics approaches tend to avoid forecasting what is likely to happen. And yet,
the Executive Teams we work with have to understand where our businesses are headed, so that
they can make good decisions going forward.
I am more than happy to continue to analyze these projects on an as-needed basis. Project costs
tend to fall within my “Fix It” framework.

That being said, there is no reason this methodology could not be operationalized and converted
into software that enables ALL PROFESSIONALS to have access to forecasting outcomes. There
is no reason why all digital analysts should be in the dark. Think about how much more effective
we all could be if we knew what the future held?
This is why I am open to discussing the forecasting methodology with the service provider
community. Think about how powerful the methodology might be within the framework of Google
Analytics, for instance? Or within Adobe’s solutions?
If you are interested in purchasing development of this solution, please contact me at
kevinh@minethatdata.com or at 206-853-8278.

Thanks,
Kevin

