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•• Short-Term Forecasts Tend to Be More Accurate Than Long-Term Forecasts.
Short-term demand forecasts for products tend to be more accurate than
long-term forecasts because the factors that affect them are more likely to
remain fairly consistent in the short term. In the long run (say, 3 to 5 years
from now), factors such as new technology and changing consumer prefer-
ences can dramatically affect demand, and it is difficult to gauge their impact. 
Therefore, forecasts far into the future tend to be less accurate. Nevertheless,
this is usually not a serious problem because long-term forecasts are typically
used for strategic planning, where absolute accuracy is not required.

•• Aggregate Forecasts for Groups of Products or Services Tend to Be More
Accurate Than Forecasts for Individual Products. A company can pre-
pare more accurate forecasts for aggregated products such as a product
line rather than for individual products. For example, Toyota (Toyota
Motor Corporation, Toyota City, Japan) can more accurately forecast the
total number of cars needed for next year rather than the total number of 
maroon Sienna minivans with an option package of all leather seats and sunroofs. With aggre-
gate forecasts, the forecast errors (overestimation or underestimation of actual demand) for 
individual product items tend to cancel out each other. As a result, the total demand for cars 
will be far more accurate.

•• The Forecasts for Dependent-Demand Items Are More Accurate Than Forecasts for
Independent-Demand Items. A dependent demand item is a part or component of an end
product. Its demand depends on the demand for the end product. The end product, on the other
hand, is an independent demand item whose demand is unrelated to the demand of any other
product or item. For example, cars are independent demand items, whereas tires are dependent
demand items. Treating tires as an independent demand item is meaningless in this case and will
result in excess inventory or shortages. Their demand is predictable and can be easily calculated
once the estimates of demand for cars become available. Thus, if a production plan calls for
400 cars of a particular model, then the derived demand of 1600 (400 × 4) tires should be used.

13.3 Qualitative Versus 
Quantitative Forecasting Methods
Table 13.2 lists the two broad categories of forecasting methods, qualitative and quantitative 
methods, and the most commonly used techniques for each method. Next, we will look at each of 
these methods.

Qualitative Methods
Qualitative methods are used if no measurable, reliable, historical, or statistical data are available. 
These methods are primarily based on intuition, judgment, or informed opinions of experts in the 

Dependent 
demand: a part or 
component of an end 
product

Independent 
demand: an item 
whose demand is 
unrelated to the demand 
of any other product or 
item

Qualitative method: 
a forecasting method 
based on intuition, 
judgment, or informed 
opinions of experts in 
the industry, used if no 
measurable, reliable, 
historical, or statistical 
data are available

Illustrate and 
distinguish between 
qualitative and 
quantitative types 
of forecasting 
methods, including 
their strengths and 
weaknesses.

13.3

Why Demand  
Forecasting Methods 
Matters

Demand forecasting is a fundamental 
prerequisite for all strategic, tactical, and 
operational planning decisions. An effective 
demand planning system can generate 
accurate forecasts at the individual product, 
product group, customer group, and regional 
levels, as well as for different planning 
horizons.

TABLE 13.2: Demand Forecasting Methods

QUALITATIVE METHODS QUANTITATIVE METHODS

a.	 Expert opinion
b.	 Delphi method
c.	 Sales force opinions
d.	 Market research
e.	 Historical life-cycle analogy

• Time Series Analysis

a. Naïve approach
b. Moving average
c. Weighted moving average
d. Exponential smoothing
e. Trend-adjusted exponential smoothing
f. Linear trend analysis/simple linear regression analysis
g. Techniques for seasonality
h. Linear trend multiplicative model
i. Techniques for evaluating cyclical variations

• Causal Methods

a. Simple linear regression analysis
b. Multiple linear regression analysis




