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“The demand for Bean Boots has cycled up and down during the hundred years we’ve [been] making it. We don’t go out of 

our way to find those trends,” said Smith. “The trends keep coming back to us. Then people will go away for a while and 

they keep coming back. We’re just happy to be in one of those cycles, when it’s the largest of those cycles we’ve seen.”1

13.1 Introduction to Forecasting and Its Applications
This chapter begins where Chapter 12 left off in our quest to understand demand forecasts. You’ll 
recall that we discussed the time frame for demand-planning decisions in Section 12.1. The forecasts 
used as a basis for these decisions are reviewed in Table 13.1, which also identifies the types of activ-
ities that qualify as short-run, medium-range, and long-term. We can also think of these decisions 
as operational, tactical, or strategic. The distinctions shown in this table will help us in studying the 
specific forecasting techniques that are the focus of this chapter.

To get started, let’s define forecasting precisely: Forecasting is the estimation of the future value 
of some variable. Our specific interest is on forecasting demand, but forecasts can be used to predict 
price, capacity, or other variables such as the availability of supply, the time required to complete an 
activity, or tracking the progress of a project. The forecast may describe a scenario of a future event.

Different companies at different stages of a supply chain will require different types of forecasts 
for their planning activities. Consider, for example, the demand for facial care products. A retailer 
such as Macy’s (Macy’s, Inc., Cincinnati, OH) may need to know the projected number of potential 
customers for facial care products within various market segments. Macy’s will use this information 
to plan overall orders for different products from the various tiers of manufacturers in its supply chain 
and for allocating inventories to the individual stores in the different market segments.

At the next stage of the supply chain, a supplier of facial care products such as L’Oreal S.A. (Clichy, 
France) may not only require regional market forecasts, but also global forecasts of demand in the 
facial care industry. For example, the demand forecast for facial care products for 2017 was US$67.1 
billion with an estimated sale of 9.6 billion units. As the world leader in this market with close to 14% 
market share, L’Oreal used this forecasted information to target its products to the Asia-Pacific mar-
ket, which was the fastest-growing market for facial care products.2 At the third stage of the supply 
chain, suppliers of individual products or raw materials to L’Oreal may require forecasts of inputs to 
skincare products to plan for acquiring necessary raw materials and ingredients.

13.2 The Characteristics of Good Forecasts
To be useful, demand forecasts should be:

•• Accurate: Any deviations (forecast errors) from actual demand should be small.
•• Consistent: Forecasts should be consistent in their ability to track actual demand. That is,

a forecasting technique that sometimes overestimates and at other times underestimates the
actual demand does not provide consistent forecasts, and it is therefore not reliable.

•• Timely: Forecasts should be available within a reasonable timeframe so there is adequate time
to make decisions and make necessary changes.

•• Simple: Forecasts should be easy to interpret so that users of the information have confidence
in the forecast.

•• Efficient: The costs of preparing the forecast should not outweigh its benefits.

As Chapter 12 explained, forecasts cannot precisely estimate actual demand levels because many 
different factors influence actual demand. Some types of forecasts tend to be more accurate than oth-
ers, however.

TABLE 13.1: Demand-Forecast Time Horizons of Business Activities

OPERATIONAL TACTICAL STRATEGIC

Forecast Time 
Horizon

Short-term: Typically less 
than 3 months but can be 
as long as 1 year

Medium-term: Can range 
between 3 months and 
3 years

Long-term: Greater than 3 
years

Examples of 
Forecasted Activities

Production scheduling, 
worker assignments

Sales and production 
planning, budgeting

New product development, 
facilities planning
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