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5 Ways to Better Forecasts
 

Even if you're still working with a No. 2 pencil and scrap paper, there's no reason you can't produce
outstanding quality forecasts with more predictability and reliability than you've ever experienced
before.

While advanced mathematics and enormous computational power have improved significantly, few
would argue that forecasting is an exact science. That's because at its core, forecasting is still mostly a
human dynamic where accuracy is dependent upon ...

• asking the right people the right questions;
• their willingness to answer truthfully and completely;
• the ability to separate the meaningful elements from the noise; and,
• the openness of the forecaster to suggestions of process improvement.

That last point is key: process improvement. Consistently good forecasting isn't a mathematical
exercise performed at regular intervals (e.g., quarterly) as much as it's an ongoing process of
gathering and evaluating dozens or hundreds of points of information into a decision framework.
Then, when called upon (e.g., quarterly), this decision framework can output the best forward-looking
view grounded in the insights of the contributors. While software can facilitate process structure by
prompting for specific fields of information to be included, it cannot make judgments on the quality of
the information being input. Garbage in; garbage out.

Which might help clarify what Yogi was referring to above. That even though baseball statisticians
have access to over 100 years of data loaded into high-speed computers at their fingertips, the human
element in what happens with the very next pitch makes it nearly impossible to forecast (with any
acceptable accuracy) who will win the game, never mind the pennant.

The Benefits of Better Forecasting
As marketers, our job is to consistently prepare forecasts that help our companies conceive, plan,
test, build and ultimately sell successful products and services. Marketing as a discipline benefits from
better forecasting in at least two specific ways.

First, sound forecasting processes form the foundation of an "early warning" system to alert the rest
of the organization to the need to rethink its market orientation. In essence, forecasting becomes the
rudder that can help your company stay the course, change directions, or navigate uncharted waters
with confidence. As such, marketing migrates from being a tactical player to a strategic resource for the
CEO when forecasts become more accurate, timely, and reliable.

Second, better forecasting helps marketing respond to today's dashboard-equipped CEOs and CFOs
who are continuously pressing for better ROI metrics and project accountability. Building confidence
and credibility in forecasting helps marketers secure and allocate resources to new initiatives as the
organization begins to trust that the forecasting prowess will provide a more reliable measure of future
profits to be gained through today's initiatives.

5 Ways to Improve the Quality of Your Forecasts:
1. Be Specific
As simple as this sounds, knowing exactly what you are forecasting is the most important step to
success. It might seem pretty obvious that if you want to forecast sales, forecast sales. But what
question are you really trying to answer? Unit sales? Gross margin? Market share? Customer value?

Also, what period of time do you need to cover? The longer out the forecast goes, the less reliable it is
in the out years. This becomes especially important if your forecast is intended to anticipate the market
size of a new category that will cost tens of millions or more to enter.

In general, forecasts fall into one of two categories: operational and strategic. Operational forecasts
manage the existing organization one or two steps ahead of today's reality. Strategic forecasts
look further out into the future to help focus the company's long-range planning. In mature market
categories (toothpaste, personal computers, pet foods, etc.), the operational time horizon could be two
to five years and the strategic 10 or more. But for younger or more turbulent categories (mp3 players,
feature films, etc.) operational windows could be measured in months, while strategic horizons are
maybe a year or two at best. In the early days of search engines, Excite was seeing traffic double
every few weeks and new competitors entering daily. Operational forecasting was on a horizon of 10
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to 30 days and strategic was only three to six months since no one could realistically see any further
ahead. It's tempting to try to divine the future and seek competitive advantage. But risk factors increase
as certainty declines, and if your company doesn't have a "bet the farm" culture, it is likely a waste of
time trying to look too far ahead.

 

Finally, what degree of accuracy do you need? BASES, ACNielsen's famous database forecasting
process for packaged goods products, has amassed the lessons of thousands of product launches
in hundreds of categories across dozens of countries over a 25 year period. And yet their forecasting
accuracy is still +/- 20%. Not to suggest that you might not do better in your own markets, but
understanding the economic impact of being in a margin of error of 5% versus 50% will guide the
decision about the forecasting process required and the appropriate amount of resources and effort
necessary to achieve the goal. The CMO graveyard is full of those who missed forecasts by a wide
margin due to faulty expectation-setting and/or misalignment of process to goal.

2. Be Structured
There are many reasons to take a structured, methodical approach to forecasting. First and most
obvious is the importance of not leaving out key information which might affect the forecast. Also,
there is the quality control factor and the benefit of double- and triple-checking all the assumptions and
formulas. But among the less obvious benefits of structure are:

• the removal of personal biases which might unknowingly be causing participants to filter their inputs or
interpretations;

• the continuity of consistently improving upon the process over time, regardless of turnover among key input
or executional resources;

• the auditability of the approach to determine where things might have gone awry at various steps in the
process; and,

• the confidence your rigor will inspire when others evaluate your work and are by necessity forced to accept
some subjective judgments and assumptions.

Structure needn't be costly or time-consuming. In its simplest form it is taking the time to map out and
document all the inputs into the forecasting process; describing (in writing) the apparent relationships
between causal factors; noting all assumptions and calculations in an easily referenced manner; and
recording the accuracy of the resulting forecasts over time, alongside observations on emerging factors
that might have influenced the results.

3. Be Quantitative — With or Without "Data"
If you have lots of historical data at hand, quantitative forecasting methods such as moving averages,
time-series analysis, and exponential smoothing create a much greater likelihood of developing
a strong forecast, provided you have enough historical data to use them. (See glossary for brief
descriptions of these techniques.) But even if the only data you have are a series of "finger-in-the-air"
estimates, you can still take a more disciplined quantitative approach by building simulations that
explore the "what-if" scenarios often hidden in best-guesses at average outcomes.
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Regardless of the quantitative approach you use, keep in mind that like power tools, mathematics can
be really dangerous in the hands of the inexperienced. Hiring someone with strong statistical skills to
determine the most appropriate quantitative method(s), given your data (or lack thereof), provides yet
another comparison point to check against your experiential judgment.

Even if you choose to disregard the forecast derived by crunching the numbers, at least the exercise
caused you to think about your instincts a bit harder. More likely, the quantitative process will raise
questions about assumptions and data anomalies, which will highlight previously overlooked risks
relevant to the forecast.

4. Be More Than Quantitative — Find Causal Factors
Straight statistical extrapolation is fine for simple situations with short time horizons. But more variables
can affect the forecast over a longer horizon. The factors most likely to influence the forecast need to
be identified and their possible impacts assessed as closely as they can be.

Sometimes causal factors can be obvious. For example, when forecasting anticipated growth in sales
of sunglasses, one should take into account weather forecasts, as abnormally sunny or rainy weather
can dramatically influence consumer purchase behavior. Other times, if you look more closely, causal
relationships aren't so obvious. Which is why you wouldn't normally guess that Seattle is the No.1
market in America for sunglasses per capita. Seattle? Rainy, overcast Seattle? Well it turns out that
since the sunshine is far less frequent, people have a habit of losing their sunglasses between uses
and need to constantly buy new ones.

The first step in identifying causal factors (if you haven't already done so), is to convene an "expert
panel" of people from within your organization who possess several years of experience. Supplement
the panel with suppliers, channel partners, or leading academics in the field, and ask them to
identify and rank the things which tend to make sales go up or down. Try to translate the responses
into definitions of factors for which there are historical measures (like weather, industry sales of
complementary products, medical conditions, etc.). Where necessary, look for proxy measures that
might be reasonably good approximations of the real factor — like population growth is a proxy for
demand for haircuts.

Once you're identified some potential causal factors or proxies, again look to statistical methods
like regression models to test the extent to which the causal factor is truly causal (e.g., is directly or
inversely related to actual historical sales). Allow the quantitative process to remove any personal bias
about which factors might be most causal. Also allow it to eliminate causal elements that are linked and
thereby redundant.

Many forecasting experts agree that evaluating the results from multiple forecasting approaches is
indeed the best way to ensure that you have the fullest perspective on the possible outcomes. Armed
with that perspective, you can apply your experience and instinct to determining the most likely forecast
scenario.

5. K.I.S.S.
As with most things in life, simplicity is a virtue in forecasting. Einstein said, "Things should be made
as simple as possible, but no simpler." In forecasting, we interpret that to mean that an accurate and
reliable forecasting process should be comprehensive enough to identify the truly causal factors, but
simple enough to explain to those who will need to make decisions upon it. There is no power in a
forecast if those who need to trust it cannot understand or explain the logic and process behind it.

Recognizing forecasting to be a complex human decision process is the first step towards dramatically
improving your batting average and improving the accuracy and reliability of the forecasts coming out
of your department. Some further insights into selecting the right methods and tools can be found on
the following pages: Forecasting With Data and Forecasting Without Data.

For additional articles and resources on forecasting, see:
"Principles of Forecasting," by J. Scott Armstrong, and an in-depth review of "Principles of Forecasting"
"What Skills Do Marketers Need to Leverage Data?" by Don Peppers and Martha Rogers

/articles/features/forecasting_with_data
/articles/features/forecasting_without_data
http://www.forecastingprinciples.com
http://www.futurecasts.com/Book review 5-2.htm
http://www.marketingpower.com/live/content18469.php

