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Abstract

The demand forecasting methods utilized by the Dot-Com-Firm were mainly confined to a judgmental approach.  The focus for forecasts was short to medium term along a quarterly outlook.  A lack of more formal forecasting could be interpreted as a weakness of the Dot-Com-Firm focus.  This paper addresses the use of demand forecasting at Dot-Com-Firm along with recommendations to improve use of forecasts.

Demand Forecasting at Dot-Com-Firm

Dot-Com-Firm made use of various judgmental methods of forecasting with opportunity to benefit from more formal methods and analysis.  Most demand forecasts were limited to either a short or medium term time horizon.  To properly understand the demand forecast needs of the firm a review of the Dot-Com-Firm business is important.

Overview of Dot-Com-Firm

The Dot-Com-Firm company website (2002) provides a glossy overview of the firm and it’s business products.

Dot-Com-Firm, a leading provider of online widget applications, provides software and services to increase client productivity and efficiently transform widgets into business multipliers.  Dot-Com-Firm's core technology enables enterprises to leverage strengths and lessen weakness.

Basically the company provides widget software in an application service provider (ASP) model.  There have been recent product offerings other than this ASP model approach, but the basic business of the firm at the time used for analysis in this paper was aligned with the widget products.

Forecasting Methods

As note by Schuttler (2002) “forecasting in certain service industries is based on things such as an average, trends, and seasonal influence”.  It is important to note that forecasts at Dot-Com-Firm were note based on seasonal demand.  Historical data was not heavily used in forecasting at Dot-Com-Firm.  Rather it would seem that Dot-Com-Firm utilized almost every judgment method of demand forecasting.   

Executive Opinion Method

In this approach the opinions of the executive group at Dot-Com-Firm were summarized.  This took into account the experience and technical knowledge of the executives.  The method also assumed that the executive group kept abreast of technological changes and industry issues.  A weakness of this method could be the reliance on the opinions of just a few key players.  In the case of Dot-Com-Firm almost all of the corporate direction was in the hands of just three executives, which limited the outcome of this demand forecast method.  The other factor limiting this method was that the executives at Dot-Com-Firm had moving opinions that were varied on many topics and continual strategic changes were made at rapid pace.  Krajewski & Ritzman (1996) note, “the key to effective use of executive opinion is to ensure the forecast reflects not a series of independent modifications but consensus among executives on a single forecast” (p. 501).  Using that defined success guidance it would seem that executive opinion at Dot-Com-Firm was not properly utilized.

Sales Force Estimates Method

Some use of sales force estimates were employed in demand forecasts.  However the sales force estimates could be overcautious or overzealous.  At times a sales force can be wary of sales goals and related quotas that can limit their willingness to predict excessive sales increasing their quotas.  Conversely a sales force can predict excessive demand based on wishful thinking.  Krajewski & Ritzman (1996) provide three basic disadvantages to the use of sales force estimates: possible bias, mistaken customer desires, and intentional underestimates (p. 500).

Although the sales force does have good information about the potential market the issue at Dot-Com-Firm was that sales were not to repeat buyers and rather to new customers.  Therefore that limited the data available about customers purchasing plans. 

Another limitation of sales force estimates was the situation where sales strides were usually made at the end of each month and quarter when the sales force was pushed more than usual to close deals.  This could be misinterpreted as cyclical sales due to a customer demand when in fact it was related to the increased sales push.

Market Research Method

Dot-Com-Firm did not conduct formal market research itself.  However the marketing department at Dot-Com-Firm provided research reports for management review and inclusion in forecast efforts.  Services such as those provided by MarketRearch.com (2002) could prove a valuable source of data on the software industry as well as any potential independent variables, such as related industries, that could affect demand.  Various research articles available perfectly cover products as offered by Dot-Com-Firm.  Such market research data was available to the executives at Dot-Com-Firm for their use in forecasting demand.

Time Series Method

Dot-Com-Firm did make use of one non-judgmental forecast method.  Like many ‘dot-com’ firms, Dot-Com-Firm was unsophisticated in their assumptions as related to exponential sales and sales forecasts.  The company made us of the naïve forecast method to base upcoming quarterly sales demand on previous quarterly experience.  This was usually not an accurate method of forecasting demand.  As noted by Krajewski & Ritzman (1996) “the advantages of the naïve forecast method are its simplicity and low cost” (p. 507).  However the Dot-Com-Firm implementation did not match with guidance for use of this method as explained by Krajewski & Ritzman (1996) “the method works best when the horizontal, trend, or seasonal patterns are stable” (p. 507).  It could be argued that there is nothing stable about software sales and that certainly was the case for forecasting of sales at Dot-Com-Firm.

Recommendations

Improvements can be made in the use of current forecast methods.  Moreover there is room for Dot-Com-Firm to utilize additional demand forecast methodologies.  

Delphi Method

Dot-Com-Firm could make use of the Delphi method of demand forecast through an advisory board.  Efforts had been begun to form a technical advisory board for the firm.  This expert group could use the Delphi method to complement forecasting at Dot-Com-Firm.  This method would include an outlook towards technology developments.  The key to use of the Delphi method as explained by Krajewski & Ritzman (1996) includes the following basic steps:

· Topic questions sent to group.

· Members respond and expand on their opinions.

· Summary report of responses created.

· Members review summary report, second round of input.

· Members adjust their input if desired.

· Process repeats until a consensus is reached.

It could be seen that the use of modern groupware systems could easily facilitate this process.  

Judgment Adjustments

Krajewski & Ritzman (1996) offer advice for using judgment forecasts but seem to indicate that more formal methods of forecasting should be used if quantitative data is available.  For instance the various judgment methods previously noted can be linked to a causal method of demand forecasting in order to adjust the forecast based on manager input.

Causal Method

Dot-Com-Firm could make use of market research in conjunction with the causal method of demand forecasting to try to identify external forces acting as independent variables that affect demand.  Example variables could include competitors, the software industry, or the economy.  A linear relationship would have to be established between demand and the independent variable for forecasting against demand.  This may also provide more long-term forecast data for the firm.

Time Horizon

Forecasts, and almost all corporate thought at Dot-Com-Firm, seemed restricted to short and medium time horizons.  Forecast methods need to address demand past the next quarter and into a period of at least a year.  The use of the recommended enhancements to the forecast methods should provide the opportunity for Dot-Com-Firm to look out past the immediate quarter into a more long-term focus.  It could be argued that at Dot-Com-Firm one quarter is short-term while anything longer is medium term.

Production Output

The issue of production output was not necessarily important for measurement in forecasts since Dot-Com-Firm products could be easily provided to any new number of clients assuming the number of customers did not totally overwhelm the hosting server infrastructure.  However increased customers forecasted could drive the need for additional network infrastructure hardware and systems as well as personnel.  Any increased use of forecasts at Dot-Com-Firm should be coupled with the opportunity for such data to be passed to all departments of the organization.  
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