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Foreword

Tom Wallace

Many years ago, when I was young, I got promoted into a job that
involved sales forecasting. When I told a friend of mine about it, his
reply was, “Gee, that’s too bad. What did you do wrong?”

After a short while in the job, I began to understand what he
meant. Forecasting is most often the ultimate no-win game. You're
almost always wrong (except on those rare, random occasions when
actual sales come in exactly on forecast); you get beat up routinely
for your “lousy forecasts”; and, unlike another nonfun activity—the
annual budgeting process—you must go through the forecasting cycle
at least every month, perhaps more often.

After more time in the job, I concluded that whoever called
economics the dismal science never had a job doing sales forecasting.
It was not a lot of fun. And things aren’t much different today, 30
years later.

Well, why not? After all, there’s a great deal of forecasting soft-
ware now on the market and that should certainly help, right? And
we’'re better educated today than back then, with many more MBAs,
MSs and PhDs available. Plus we’ve had all those years to learn from
our mistakes. Things surely should have gotten better, right? It hasn’t
happened; we haven’t learned much from our collective mistakes over
time. A contributing factor is the unfortunate tendency to seek “the
silver bullet”—to search for the best forecasting software in the belief
that it will solve our forecasting problems.

Complexity and rate of change in most of our businesses has
increased sharply over the years. It’s tougher out there today, and
that’s not going to change.

Against that backdrop, Mike Gilliland’s new book is a breath of
fresh air. It’s simple, straightforward, easy to read, insightful—and
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Xiv FOREWORD

loaded with solid, practical advice on how to improve the forecasting
process in your company. To me, the most valuable section is
Chapter 4 on forecast value added (FVA). This is a method to evaluate
(a) which parts of a forecasting process are adding value, (b) which
elements are not cost effective, and (c) which parts of the process are
making the forecasts worse. Parts b and ¢ should be eliminated.

Gilliland poses the question, “How would you like to get better
forecasts for free?” He then shows how to do this and relates the
experiences of users of the FVA method: Intel, AstraZeneca, Tempur-
Pedic and others. FVA is the lean manufacturing mind-set applied to
forecasting, and that’s great.

To those of you whose job primarily involves forecasting, I say
simply: You owe it to yourselves to read this book closely, carefully,
and cover-to-cover. To others of you—in marketing, sales, supply
chain, general management, and so on—I say that you also should
read it, perhaps not as intently or completely as the forecasters but
being certain to hit the high spots. There are value-adds in every
chapter.

My prediction is that this book will come to be regarded as one of
the very best in the field of forecasting literature. It’s a potential game
changer; it may move forecasting into a space that’s more productive,
more respected, and—dare I say—more fun. That would be huge.

In conclusion, let me pay Mike the biggest compliment I can: I
wish I had written this book. Thanks, Mike.

Tom WALLACE
Sedona, Arizona
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Foreword

Anne G. Robinson

We do not live in a boring world.

Companies do not operate the same, markets do not respond the
same way, and all customers definitely do not want the same things.
It’s this inexhaustible variability—and the careful blending of histori-
cal data, market trends and domain expertise it requires—that makes
demand forecasting such an interesting art.

But forecasting is not for the faint of heart. If you choose this
profession prepare yourself for continual disappointment. Reality will
never match your prediction—you will always find yourself ahead
of—or behind—the true curve.

Fortunately, forecasting experts like Mike Gilliland generously
share their expertise, allowing us quantitative analysts to narrow that
gap and deliver better-than-average forecasts. Through his many con-
tributions in the forecasting community, Mike has introduced the
concept of forecast value added (FVA), a metric that enables us to
measure the relative value of a forecast.

I work for a prominent high tech company. For several years, my
team and I were responsible for creating and delivering the statistical
forecast for the supply chain. Challenged by complexities due to a
wide breadth of products, varying customer lead times, and high vola-
tility in demand, we went beyond the boundaries of our statistical
software to create analytical models more relevant for our industry.
Additionally, leveraging best practices in consensus forecasting, we
partnered with our marketing and planning counterparts to include
domain expertise and market trends and collectively deliver a final
forecast.

The accuracies of our forecasts across product lines, however,
varied greatly. Given the complex nature of our business, this was
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XVi FOREWORD

expected. The true value of the forecasting process came from its
relative contribution against doing nothing. Based on Mike’s experi-
ences, we successfully introduced the forecast value added metric
(along with forecast accuracy and bias) at the executive level. The FVA
gave management a way to recognize and appreciate the value that
was being delivered as a result of our forecasting process.
Throughout this book, Mike Gilliland explains the FVA method as
well as many other tips and tricks to creating a competent forecasting
capability—and avoiding some of the potential disasters along the way.
Enjoy the journey! I'm certainly glad the world isn’t boring.

ANNE G. ROBINSON, PHD
Sr. Manager, Information and Data Strategy
Customer Value Chain Management, Cisco
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Prologue

Forecasting is a huge waste of management time.

The Business Forecasting Deal' is written around this simple
premise. It doesn’t mean that forecasting is pointless and irrelevant. It
doesn’t mean that forecasting isn’t useful or necessary to run our
organizations. It doesn’t mean that managers should not care about
their forecasting issues, nor seek ways to improve them. It simply
means that:

The amount of time, money, and human effort spent on forecasting is
not commensurate with the amount of benefit achieved (the improvement in
accuracy).

We spend far too many organizational resources creating our
forecasts, while almost invariably failing to achieve the level of accu-
racy desired. The whole conversation needs to be turned around. We
should be focusing much less on modeling and forecast accuracy and
much more on process efficiency and effectiveness. We must also
consider alternative solutions to the business problems that we, out
of habit, rely on forecasting alone to address.

This book aims to expose the myths and bad practices in business
forecasting, and to provide practical solutions. One such myth is that
the desired level of forecast accuracy is always possible. The practicing fore-
caster soon realizes, however, that there are limits to the accuracy he
or she can ever expect to achieve. This accuracy is largely determined
by the forecastability of the behavior being forecast. Consider the sim-
plest of examples—calling heads or tails in the toss of a fair coin. Over
a large number of trials we cannot forecast the outcome (call the toss)
correctly other than 50% of the time. Our accuracy has been deter-
mined by the nature of the behavior we are trying to forecast. As it is
with coins, so itis (to a less obvious extent) with the things we attempt
to forecast in business.
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2 PROLOGUE

The reality is that smooth, stable, repeating patterns can be fore-
cast accurately with simple techniques and little effort. Wild, volatile,
and erratic patterns, however, may never be forecast accurately—no
matter how elaborate the process and statistical sophistication we
throw at the problem. In short:

We may never be able to control the accuracy achieved, or achieve the level
of accuracy desired. But we can control the forecasting process we use, and the
resources we invest.

This ties into a second myth, that the accuracy of our forecasts is pro-
portional to the extent of our forecasting efforts. “If only,” management
bemoans. “If only we had more data, a bigger computer, a more
elaborate process, and better forecasters (or made the ones we have
work harder!), we could get better forecasts.” But this is a false belief.

Curiously, there is often an inverse relationship between the
amount of management attention given to forecasting and the accu-
racy of the results. The more a forecast is touched, the more it tends to
go awry. Each process step, each opportunity to adjust a forecast, is just
one more chance for wishes and politics and personal agendas to con-
taminate what should be an unbiased best guess at what is really going
to happen. The purpose of this book is to explore why this happens—
why there is such waste and inefficiency in the typical business fore-
casting process—and to suggest how to stop this from happening.

A third myth is that improving forecast accuracy is the ultimate goal—
that improved accuracy is the best way, and perhaps even the only
way, to improve organizational performance. But this belief can focus
management’s attention on the wrong problem. Unless you work at
a consulting firm selling forecasts:

The goal of your organization is not accurate forecasts—it is to make a
profit and stay in business.

Forecast improvements are only a means to this end. Unfortunately,
improvements may be impossible to deliver (when your demand is
unforecastable), they may be too costly to implement (not worth the
benefits), or they may even go unused—if management is unwilling
to accept the reality of what a more accurate forecast is telling them.
Focusing only on forecast improvements ignores other, nonforecast-
ing, approaches that may more effectively solve the underlying busi-
ness problem.
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PROLOGUE 3

The Business Forecasting Deal aims to treat a gap in the literature
by addressing the very foundations of business forecasting. Not in
the careless and dogmatic way that we normally approach things, but
critically, in a way to draw out all the subtlety and implication of our
assumptions and beliefs.? The book explores issues left unmentioned
in the traditional forecasting literature—unmentioned because we
assume to understand them, or don’t recognize them as issues at all.

For those seeking more advanced forecast modeling skills, there
are plenty of good books covering the mathematics of forecasting, but
these topics won't be covered here. While advanced statistical and
forecast modeling skills are useful in forecasting research and practice,
these skills are neutralized when internal politics and personal agendas
dominate an organization’s forecasting process. These skills are also
neutralized when the behavior being forecast is essentially unforecast-
able. A big computer and fancy models aren’t going to help forecast
the toss of a fair coin.

While you won’t need advanced modeling skills to get through
this book, you should have a curiosity about why business forecasting
is so maddening and maligned, along with a willingness to consider
alternative solutions to the ensuing business problems. Forecasting is
not an end in itself—it is one of many means to running an organiza-
tion more efficiently and more profitably. In some situations forecast-
ing is not the answer, or it is only an answer of last resort. We shouldn’t
assume that there is always something we can do to improve a forecast.
However, there are always things we can do to address the business
problem—they may just not involve forecasting.

Although this book invokes a critical tone, it is not meant to dis-
courage forecasting practitioners or to stifle innovation. Rather, it is a
critique of the bad practices and snake-oil solutions proffered by many
vendors of forecasting services and software. It is meant to expose
forecasting’s myths and many pitfalls, so that the same mistakes don’t
have to be repeated over and over again by each new practitioner.
The forecasting profession does not need another cheerleader. But
forecasting professionals, and those who rely on them, do need to be
realistic about the limitations of what forecasting can ever be expected
to achieve. There are no magic formulas and no miracle solutions, but
the truth can be a lot harder to sell than the fiction.
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4 PROLOGUE

In writing The Business Forecasting Deal, I've pieced together self-
contained sections addressing specific business forecasting topics,
along with practical solutions. Throughout I advocate use of a simple
method called forecast value added (FVA) analysis. The FVA metric
allows an organization to identify waste and inefficiency in its fore-
casting process, and has been adopted at a number of major corpora-
tions. Some of these adopters have spoken publicly of their findings,
and their results are shared in a series of brief case studies in Chapter
4, Forecast Value Added Analysis. For those ready to apply FVA at
their own organizations, this chapter provides step-by-step details on
conducting the analysis.

In the narrow sense, the goal of forecasting is to generate better
forecasts. But a more accurate forecast, by itself, has no value unless
it is used to help an organization run more effectively. My objective
is to do just this—to help organizations run more effectively. First,
by offering an alternative framework for thinking about the problems
of business forecasting. Second, by providing specific methods for
addressing the challenges of business forecasting. And third, by
encouraging readers to consider new ideas and creative approaches—
but never to assume anything works until its effectiveness has been
demonstrated.

This book, alone, will not make you the best forecaster you can
be. But it will help you avoid becoming the worst forecaster you can be.

NOTES

1. The Business Forecasting Deal is intended for both the forecasting practitioner and for
management overseeing (or dealing with) the forecasting function. Sometimes ter-
minology or formulas may appear that are not familiar to the reader, and are not
thoroughly defined at the point they are used. Refer to the Glossary for explication
of any of these unfamiliar concepts (which are shown in bold italics the first time
they appear in the text).

2. For a major influence on this book’s approach to addressing the problems of business
forecasting, see Bertrand Russell’s The Problems of Philosophy, Oxford University Press
(1959). Russell delivers a concise and accessible introduction to methods of analysis
that are too often ignored in the business world.
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