Lecture 6: Demand Estimation & Forecasting

Demand Estimation
· What is demand estimation?

· Methods of demand estimation:

· Market Experiment Method

· Actual Market Method: From different sales outlets across the product market and marketing executives

· Expensive

· Time consuming

· Unlimited data

· Market Simulation Method: By creating a replicated market environment, the researchers allow the customers to purchase the products as how they do during their daily life. 

· Consumers are aware that they are the part of an experiment

· Expensive

· Survey Method
· Sample Survey Method
· Population Survey Method
· Regression Analysis: It is a statistical method by which demand is estimated with the help of certain independent variables (like income, price, etc.) 

 The Importance of Demand Forecasting 
Forecasting product demand is crucial to any supplier, manufacturer, or retailer. Forecasts of future demand will determine the quantities that should be purchased, produced, and shipped. Demand forecasts are necessary since the basic operations process, moving from the suppliers' raw materials to finished goods in the customers' hands, takes time. Most firms cannot simply wait for demand to emerge and then react to it. Instead, they must anticipate and plan for future demand so that they can react immediately to customer orders as they occur. In other words, most manufacturers "make to stock" rather than "make to order" – they plan ahead and then deploy inventories of finished goods into field locations. Thus, once a customer order materializes, it can be fulfilled immediately – since most customers are not willing to wait the time it would take to actually process their order throughout the supply chain and make the product based on their order. An order cycle could take weeks or months to go back through part suppliers and sub-assemblers, through manufacture of the product, and through to the eventual shipment of the order to the customer. 

Firms that offer rapid delivery to their customers will tend to force all competitors in the market to keep finished good inventories in order to provide fast order cycle times. As a result, virtually every organization involved needs to manufacture or at least order parts based on a forecast of future demand. The ability to accurately forecast demand also affords the firm opportunities to control costs through leveling its production quantities, rationalizing its transportation, and generally planning for efficient logistics operations. 

In general practice, accurate demand forecasts lead to efficient operations and high levels of customer service, while inaccurate forecasts will inevitably lead to inefficient, high cost operations and/or poor levels of customer service. In many supply chains, the most important action we can take to improve the efficiency and effectiveness of the logistics process is to improve the quality of the demand forecasts.

Demand Forecasting
· What is demand forecasting? How is it different from Demand Estimation?

· Classification of demand forecasting:

· Passive forecasts: Where prediction of future is based on the assumption that the firm does not change the course of its action.

· Active forecasts: Where forecasting is gone under the condition of likely future changes in action by the firm

· Purpose of forecasting demand:

· To identify seasonal changes and adopt short-run strategies

· To identify the long-run changes and to prepare the long-term strategies

· Steps involved in forecasting

· Identification of objectives

· Determining the nature of goods under consideration

· Selecting a proper method of forecasting

· Interpreting the results

· Methods of Forecasting

· Opinion polling Methods

· Consumers’ survey method

· Complete enumeration (Population survey)

· Sample survey & Test Marketing

· End-use

· Sales force opinion method

· Experts’ opinion method

· Statistical Methods

· Trend Projection Methods

· Barometric Techniques

· Regression Method

· Simultaneous equation method










