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The second tool that can be used in monitoring and controlling forecasts is a control chart, which 
we discussed in Chapter 6. Constructing a control chart is similar to calculating a tracking signal 
except that we use the standard deviation of forecast errors to construct the control limits and plot the 
computed forecasting errors on the control chart. A control chart for this example could be designed 
using 3σe control limits, which would require 99.7% of the forecasting errors to be within this range.

13.6 Forecasting for Supply Chains
The effectiveness of a demand planning system depends on its ability to generate forecasts, not only 
at the individual product level but also at product group, customer group, and regional levels, as well 
as for different planning horizons. Each partner in the supply chain will engage in similar forecasting 
processes for its own company. The coordination of the individual company forecasts allows an orga-
nization to synchronize its own forecasts to its supply chain. In this section, we describe the steps in 
the forecasting process that a company in the consumer products industry can use when forecasting 
for its supply chain.4

1.	 Determine the purpose of the forecast.
The first step is to decide on the business activity to forecast. This decision will determine whether
the forecast is for the short term, medium term, or long term. If demand for a product is immediate
and is expected to occur within the next few weeks, then operations managers will need short-term
forecasts to assist them in making decisions about production scheduling issues that span only
those next few weeks. For example, electricity suppliers require short-term load forecasts for the
control and scheduling of power systems. These forecasts help determine which devices to operate
in a given time period and how to meet demand even when local failures occur in the system. If, on
the other hand, the business activity is strategic (for example, developing a new product or facility
planning), forecasts for longer-term planning horizons are needed. Once we know the purpose for
which the forecast will be used, the forecaster can also determine the level of detail (for example,
individual items, product families, or regional market forecasts) that will be needed. Typically,
for short-term activities such as production scheduling, demand forecasts of individual items are
needed. On the other hand, medium time-frame decisions, such as sales and operations planning,
require aggregate demand forecasts of product groups or families.

2.	 Collect and clean historical data.
One important step in the data collection is to ensure the quality and integrity of the data by
cleaning up or filtering the original data. For example, collected demand data should reflect the
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FIGURE 13.10: Plot of the Tracking Signals for the Linear Regression Forecasts of Milton 
Tile and Carpet Store
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