Unit-2
Concept of Forecasting

Purpose of Sales Forecasting

Sales Forecasting is the process of estimating the future demand for a product or service over
a specific period. It provides a roadmap for businesses to plan production, distribution, and
financial strategies. The purpose of sales forecasting is not only to predict sales but also to

ensure better decision-making, resource utilization, and long-term stability.
1. Production Planning and Scheduling

The primary purpose of forecasting is to align production with expected demand. If demand
is predicted accurately, companies can avoid both overproduction (which leads to wastage and
higher costs) and underproduction (which causes stockouts and dissatisfied customers). For
example, Maruti Suzuki uses demand forecasts to adjust car production according to

seasonal sales trends.
2. Financial Planning and Budgeting

Sales forecasts form the basis of revenue estimates, which guide budgeting, investments, and
cost control. Accurate forecasting helps firms in managing cash flows and profitability. For
instance, Apple forecasts iPhone sales before launching a new model to decide marketing

and financial strategies.
3. Inventory Management

Forecasting helps maintain an optimal level of inventory. Too much stock blocks working
capital, while too little stock leads to missed sales opportunities. Amazon uses Al-driven

forecasting to balance inventory across global warehouses.

4. Human Resource Planning
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Companies use sales forecasts to estimate workforce requirements. If demand is expected to
rise, more workers or extra shifts are planned in advance. For example, retail chains like

Walmart hire additional staff during festive seasons based on forecasted sales.
5. Marketing and Sales Strategy

Sales forecasting helps firms design effective advertising, promotion, and distribution
strategies. For example, PepsiCo forecasts demand for beverages during summer to

increase ad campaigns and supply in hot regions.
6. Long-Term Strategic Planning

Beyond short-term goals, sales forecasting supports capacity expansion, market entry, and
product diversification decisions. For instance, Tesla uses long-term forecasts of EV

demand before setting up new gigafactories.

Basic Elements of Forecasting

Forecasting is the process of predicting future events based on the analysis of past and present
data. To make forecasts reliable and useful for decision-making, certain basic elements must
be considered. These elements ensure accuracy, practicality, and alignment with organizational
goals.
1. Data Collection
The foundation of any forecast is reliable and accurate data. This includes past sales records,
customer preferences, seasonal trends, competitor performance, and market conditions.
Without accurate data, forecasts may mislead decision-makers.
Example: Amazon uses customer purchase history and browsing data to predict
demand for products.
Current research: According to a 2023 Gartner Report, 73% of companies are

investing in AI-driven demand sensing tools for real-time data collection.

2. Time Period of Forecast
The forecast should define whether it is short-term (days/weeks), medium-term (months),
or long-term (years). The choice depends on business needs.

Short-term forecasts help in inventory and daily operations.

Long-term forecasts support capacity expansion and strategic planning.
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Example: Tesla makes long-term forecasts about EV demand before building new

gigafactories.

3. Forecasting Techniques/Methods
Forecasts can be made using qualitative methods (expert judgment, Delphi method, market
surveys) or quantitative methods (time series analysis, regression, econometric models). The
method chosen depends on data availability and the nature of demand.
Example: Apple uses quantitative forecasting models to predict iPhone demand
globally.
Current research: A 2024 PwC survey shows that 61% of firms combine Al +

traditional statistical models for greater forecasting accuracy.

4. Assumptions about the Future
All forecasts are based on certain assumptions, such as market stability, consumer behaviour,
economic conditions, or government policies. If assumptions change, the forecast may lose
accuracy.

e Example: During COVID-19 (2020), most demand forecasts failed because

assumptions of stable consumer behaviour were no longer valid.

5. Accuracy and Reliability
Forecasting must include measures to check accuracy. Businesses often compare forecasted
sales with actual sales to refine methods. Forecast Error (Mean Absolute Percentage Error
— MAPE) is commonly used.
e Example: Walmart continuously tracks forecast accuracy to adjust supply chain
decisions.
o Current research: Deloitte (2024) highlights that firms using real-time Al forecasting
reduced forecast errors by 25-35%.

6. Flexibility and Review
Forecasts should not be rigid. They must be updated regularly with new data, changing market
trends, and customer feedback.

e Example: Zomato and Swiggy adjust their daily forecasts for food orders based on

weather, holidays, and local events.
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The basic elements of forecasting include accurate data, clear time period, right method,
realistic assumptions, accuracy checks, and flexibility. With the rise of AI, Machine
Learning, and Big Data Analytics, modern forecasting has become more dynamic and
precise. Current research shows that companies adopting data-driven forecasting tools gain
higher efficiency, reduced costs, and better customer satisfaction, making forecasting a

strategic necessity in today’s uncertain business environment.

Importance of Forecasting

Forecasting is one of the most essential functions of management as it reduces uncertainty
about the future and provides a scientific basis for decision-making. In today’s competitive
and dynamic business environment, forecasting has become a strategic necessity for survival

and growth. Its importance can be explained as follows:

1. Helps in Planning and Decision-Making
Forecasting provides the basis for all managerial planning. Production schedules, financial
budgets, and marketing campaigns all depend on demand forecasts.

Example: Amazon uses Al-driven forecasting to plan inventory and delivery routes.

2. Ensures Optimal Production

By predicting demand, companies can plan how much to produce, when, and where. This

avoids underproduction (leading to stockouts) and overproduction (leading to wastage).
Example: Maruti Suzuki forecasts seasonal demand for cars to adjust production

levels.

3. Facilitates Financial Planning and Budgeting
Sales forecasts determine the expected revenue, which guides investment, cost control, and
profit projections.
Example: Apple relies on sales forecasts of iPhones before allocating marketing and
R&D budgets.

4. Better Inventory and Supply Chain Management
Forecasting helps maintain just the right amount of inventory, reducing holding costs and

improving customer satisfaction.
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Example: Walmart and Flipkart use real-time demand forecasts to balance stock

across warehouses.

5. Supports Human Resource Planning
Accurate forecasts help estimate the manpower required for production, sales, and services.
Example: Retailers like Walmart hire extra staff during festive seasons based on

demand forecasts.

6. Reduces Business Risks and Uncertainty
Forecasting provides early warning signals of market changes, enabling firms to adapt quickly
and minimize losses.

Example: During COVID-19, companies with flexible forecasting models (like FMCG

firms) managed better than those relying on rigid plans.

7. Guides Marketing and Promotional Strategies
Forecasting indicates when and where demand will rise, helping managers design effective
promotional campaigns.

Example: Coca-Cola increases ad spend in summer months based on demand

forecasts.

8. Long-Term Strategic Decisions
Forecasting is crucial for capacity expansion, diversification, and entering new markets.
Example: Tesla forecasts long-term EV demand before setting up gigafactories

worldwide.

Objectives of Forecasting

Forecasting is done with the purpose of reducing future uncertainty and helping managers make
scientific, data-driven decisions. It not only estimates future demand but also provides a

strategic direction for business operations. The main objectives of forecasting are:

1. To Ensure Better Planning
Forecasting provides the foundation for production planning, financial budgeting, and

marketing programs.
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Example: Amazon forecasts product demand to plan warehouse stocking and

delivery schedules efficiently.

2. To Minimize Risks and Uncertainty

The business environment is uncertain due to changes in consumer preferences, technology,

and competition. Forecasting helps in anticipating these changes and reducing risks.
Example: FMCG companies forecast festive season demand in India to avoid losses

from stockouts.

3. To Optimize Production and Resources
Accurate forecasts help decide how much to produce, what resources to use, and when to
produce. This ensures better utilization of men, machines, and materials.

Example: Maruti Suzuki uses forecasting to plan production lines according to

monthly car bookings.

4. To Support Financial Planning
Forecasts of sales and revenues are essential for preparing budgets, profit estimates, and
investment plans.

Example: Apple forecasts iPhone sales before launching new models to allocate R&D

and marketing funds.

5. To Guide Marketing and Sales Strategy
Forecasting helps design effective advertising, distribution, and pricing strategies by
identifying demand patterns.

Example: Coca-Cola increases promotions in summer months based on seasonal

demand forecasts.

6. To Assist in Human Resource Planning
By estimating future production and sales, companies can plan workforce requirements,
training, and hiring.

Example: Walmart hires additional staff during Black Friday sales after demand

forecasts.

7. To Support Long-Term Strategic Growth
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Forecasting helps in making capacity expansion, diversification, and market entry
decisions.
Example: Tesla forecasts long-term demand for electric vehicles (EVs) before

setting up gigafactories in new countries.

Classification of Forecasting (Based on Methods)

Forecasting methods can be broadly classified into two categories:

1. Qualitative Forecasting Methods
These methods rely on human judgment, intuition, and expert opinions rather than
numerical data. They are especially useful when historical data is unavailable, limited, or
unreliable, such as in the case of new product launches or rapidly changing markets.
Main Qualitative Methods:
Delphi Method — Opinions of experts are collected in multiple rounds until consensus
is reached.
Example: Used to forecast the future of artificial intelligence in jobs.
Market Research/Survey Method — Collects information directly from customers
about their preferences and intentions.
Example: PepsiCo conducts surveys before launching new flavors.
Expert Opinion Method — Relies on the judgment of managers or consultants.
Example: Startups use investor/mentor advice to forecast market potential.
Historical Analogy Method — Predicts demand for a new product by comparing it with
a similar product introduced earlier.
Example: Forecasting electric scooters in India using adoption patterns of

motorbikes.

2. Quantitative Forecasting Methods

These methods are based on mathematical and statistical models that analyze past data to
predict the future. They are more objective, reliable, and scientific compared to qualitative
methods, provided historical data is available.

Main Quantitative Methods:

Time Series Analysis — Uses past data to identify trends, seasonal patterns, and cycles.
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Example: Retailers forecast Diwali sales using historical festive sales data.
Moving Average Method — Averages past sales over a period to smooth fluctuations.

Example: Flipkart uses moving averages for monthly e-commerce demand.
Exponential Smoothing — A weighted average method where recent data is given more
importance.

Example: Used in stock market trend forecasting.
Regression Analysis — Identifies the relationship between dependent and independent
variables.

Example: AC sales forecast based on temperature data.
Econometric Models — Combines economic theory, mathematics, and statistics.

Example: Used by governments to predict GDP growth or inflation rates.
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