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Forecasting
Method

Subjective Methods

Sales force composite

Customer surveys

Data
Pattern

Any

Not applicable

Jury of executive Any
opinion
Delphi Any
Naive
Stationary?
Moving Averages
Stationary?
Exponential Smoothing
Simple Stationary®®

Adaptive response
Holt's
Winters’

Bass model

Regression-Based
Trend

Causal

Stationary®®?
Linear trend?
Trend and seasonality

S-curve

Linear and nonlinear
trend with or without
seasonality

Can handle nearly all
data patterns

Time-Series Decomposition

ARIMA

Can handle trend,
seasonal, and cyclical
patterns

Stationary?

Quantity of
Historical Data
(Number of
Observations)

Little
None
Little

Little

1or2

Number equal to the
periods in the
moving average

5to 10

10to 15

10to 15

At least 4 or 5 per
season

Small, 3to 10

Minimum of 10 with
4 or 5 per season
if seasonality is
included

Minimum of 10 per
independent variable

Enough to see 2 peaks
and troughs in the
cycle

Minimum of 50

Forecast
Horizon

Short to medium
Medium to long
Any

Long

Very short

Very short

Short
Short
Short to medium
Short to medium

Short, medium, and

long

Short to medium

Short, medium, and

long

Short, medium, and

long

Short, medium, and

long

“ Or data that have been transformed to a stationary series.
b May be used for seasonal data if the data are first deseasonalized.
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Seven Keys to Better Forecasting

Source: Adapted from Mark A. Moon, John T. Mentzer, Carlo D. Smith, and Michael S. Garver, “Seven Keys to Better Forecasting,” Business Horizons,
September—October 1998, p. 45. Reprinted with permission from Business Horizons by The Board of Trustees at Indiana University, Kelley School of Business.

Keys

Understand what
forecasting is and
is not

Forecast demand,
plan supply

Communicate,
cooperate, and
collaborate

Eliminate islands

of analysis

Use tools wisely

Make it important

Measure, measure,
measure

Issues and
Symptoms

Computer system as
focus, rather than
management processes
and controls

Blurring of the distinction
between forecasts, plans,
and goals

Use of shipment history
as the basis for
forecasting demand rather
than actual demand

Duplication of forecasting
effort
istrust of the “official”
forecast

Little understanding of the
impact throughout the
firm

Mistrust and inadequate
information leading
different users to create
their own forecasts

Relying solely on either
qualitative or quantitative
methods

No accountability for poor
forecasts

Developers not understand-
ing how forecasts are
used

Not knowing if the firm is
getting better

Accuracy not measured
at relevant levels of
aggregation

Inability to isolate sources
of forecast error

Actions

Establish forecasting group

Implement management
control systems before
selecting forecasting
software

Derive plans from forecasts

Distinguish between
forecasts and goals

Identify sources of
demand information
Build systems to capture

key demand data

Establish a cross-functional
approach to forecasting

Establish an independent
forecast group that spon-
sors cross-functional
collaboration

Build a single “forecasting
infrastructure”
Provide training for both
users and developers of
forecasts

Integrate quantitative and
qualitative methods

Identify sources of
improved accuracy and
increased error

Provide instruction

Training developers to
understand implications of
poor forecasts

Include forecast performance
in individual performance
plans and reward systems

Establish multidimensional
metrics
Incorporate multilevel
measures
Measure accuracy whenever
and wherever forecasts are
adjusted

Results

An environment in which
forecasting is
acknowledged as a
critical business function

Accuracy emphasized
and game-playing
minimized

Improved customer
service and capital
planning

All relevant information
used to generate forecasts
Forecasts trusted by users
More accurate and
relevant forecasts

More accurate, relevant,
and credible forecasts
Islands of analysis
eliminated
Optimized investments in
information and
communication systems

Process improvement in
efficiency and effectiveness

Developers take forecasting
more seriously

A striving for accuracy

More accuracy and credibility

Forecast performance can
be included in individual
performance plans

Sources of errors can be
isolated and targeted for
improvement

Greater confidence in
forecast process
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