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(i)

(ii)

=

Survey of Buyers’ Intentions: The most direct method of estimating demand in the short run is to
ask customers what they are planning to buy during the forthcoming time period, usually a year. This
method involves direct interview of potential customers. Depending on the purpose, time available
and costs to be incurred, the survey may be conducted by any of the following methods:

a) Complete enumeration method where nearly all potential customers are interviewed about their
future purchase plans

b) Sample survey method under which only a scientifically chosen sample of potential customers
are interviewed

¢) End-use method, especially used in forecasting demand for inputs, involves identification of all
final users, fixing suitable technical norms of consumption of the product under study, application
of the norms to the desired or targeted levels of output and aggregation.

Thus, under this method the burden of forecasting is put on the customers. However, it would not be
wise to depend wholly on the buyers’ estimates and they should be used cautiously in the light of the
seller’s own judgement. A number of biases may creep into the surveys. The customers may themselves
misjudge their requirements, may mislead the surveyors or their plans may alter due to various factors
which are not identified or visualised at the time of the survey. This method is useful when bulk of
sale is made to industrial producers who generally have definite future plans. In the case of household
customers, this method may not prove very helpful for several reasons viz. irregularity in customers’
buying intentions, their inability to foresee their choice when faced with multiple alternatives, and the
possibility that the buyers’ plans may not be real, but only wishful thinking.

Collective opinion method: This method is also known as sales force opinion method or grass roots
approach. Firms having a wide network of sales personnel can use the knowledge, experience and
skills of the sales force to forecast future demand. Under this method, salesmen are required to

estimate expected sales in their respective territories. The rationale of this method is that salesmen
being closest to the customers are likely to have the most intimate feel of the reactions of customers
to changes in the market. These estimates of salesmen are consolidated to find out the total estimated
sales. These estimates are reviewed to eliminate the bias of optimism on the part of some salesmen
and pessimism on the part of others. These revised estimates are further examined in the light of
factors like proposed changes in selling prices, product designs and advertisement programmes,
expected changes in competition and changes in secular forces like purchasing power, income
distribution, employment, population, etc. The final sales forecast would emerge after these factors
have been taken into account.

Although this method is simple and based on first hand information of those who are directly connected
with sales, it is subjective as personal opinions can possibly influence the forecast. Moreover salesmen
may be unaware of the broader economic changes which may have profound impact on future demand.
Therefore, forecasting could be useful in the short run, for long run analysis however, a better technique
is to be applied.



(ii)

(iv)

Expert Opinion method: In general, professional market experts and consultants have specialised
knowledge about the numerous variables that affect demand. This, coupled with their varied experience,
enables them to provide reasonably reliable estimates of probable demand in future. Information is
elicited from them through appropriately structured unbiased tools of data collection such as interviews
and questionnaires.

The Delphi technique, developed by Olaf Helmer at the Rand Corporation of the USA, provides a useful
way to obtain informed judgments from diverse experts by avoiding the disadvantages of conventional
panel meetings. Under this method, instead of depending upon the opinions of buyers and salesmen,
firms solicit the opinion of specialists or experts through a series of carefully designed questionnaires.
Experts are asked to provide forecasts and reasons for their forecasts. Experts are provided with
information and opinion feedbacks of others at different rounds without revealing the identity of the
opinion provider. These opinions are then exchanged among the various experts and the process
goes on until convergence of opinions is arrived at. This method is best suited in circumstances where
intractable changes are occurring and the relevant knowledge is distributed among experts. Delphi
technique is widely accepted due to its broader applicability and ability to address complex questions.
It also has the advantages of speed and cheapness.

Statistical methods: Statistical methods have proved to be very useful in forecasting demand. Forecasts
using statistical methods are considered as superior methods because they are more scientific, reliable
and free from subjectivity. The important statistical methods of demand forecasting are:

(a) Trend Projection method: This method, also known classical method, is considered as a 'naive’
approach to demand forecasting. A firm which has been in existence for a reasonably long time
would have accumulated considerable data on sales pertaining to different time periods. Such
data, when arranged chronologically, yield a‘time series. The time series relating to sales represent
the past pattern of effective demand for a particular product. Such data can be used to project the
trend of the time series. The trend projection method assumes that factors responsible for the past
trend in demand will continue to operate in the same manner and to the same extent as they did in
the past in determining the magnitude and direction of demand in future. The popular techniques
of trend projection based on time series data are;

a) graphical method and

b) Fitting trend equation or least square method.



(b)

(@]

(d)

Graphical Method: This method, also known as ‘free hand projection method’ is the simplest and
least expensive. This involves plotting of the time series data on a graph paper and fitting a free-
hand curve to it passing through as many points as possible. The direction of the curve shows the
trend. This curve is extended into the future for deriving the forecasts. The direction of this free
hand curve shows the trend. The main draw-back of this method is that it may show the trend but
the projections made through this method are not very reliable.

Fitting trend equation: Least Square Method: It is a mathematical procedure for fitting a line to a
set of observed data points in such a manner that the sum of the squared differences between the
calculated and observed value is minimised. This technique is used to find a trend line which best
fit the available data. This trend is then used to project the dependant variable in the future. This
method is very popular because it is simple and inexpensive. Moreover, the trend method provides
fairly reliable estimates of future demand.

The least square method is based on the assumption that the past rate of change of the variable
under study will continue in the future. The forecast based on this method may be considered
reliable only for the period during which this assumption holds. The major limitation of this method
is that it cannot be used where trend is cyclical with sharp turning points of troughs and peaks.
Also, this method cannot be used for short term forecasts.

Regression analysis: This is the most popular method of forecasting demand. Under this method,
a relationship is established between the quantity demanded (dependent variable) and the
independent variables (explanatory variables) such as income, price of the good, prices of related
goods etc. Once the relationship is established, we derive regression equation assuming the
relationship to be linear. The equation will be of the form Y = a + bX. There could also be a curvilinear
relationship between the dependent and independent variables. Once the regression equation is
derived, the value of Y i.e. quantity demanded can be estimated for any given value of X.

(v) Controlled Experiments: Under this method, future demand is estimated by conducting market
studies and experiments on consumer behaviour under actual, though controlled, market conditions.
This method is also known as market experiment method. An effort is made to vary separately certain
determinants of demand which can be manipulated, for example, price, advertising, etc., and conduct
the experiments assuming that the other factors would remain constant. Thus, the effect of demand
determinants like price, advertisement, packaging, etc.,, on sales can be assessed by either varying
them over different markets or by varying them over different time periods in the same market. The
responses of demand to such changes over a period of time are recorded and are used for assessing
the future demand for the product. For example, different prices would be associated with different
sales and on that basis the price-quantity relationship is estimated in the form of regression equation
and used for forecasting purposes. It should be noted however, that the market divisions here must be
homogeneous with regard to income, tastes, etc.

The method of controlled experiments is used relatively less because this method of demand forecasting
is expensive as well as time consuming. Moreover, controlled experiments are risky too because
they may lead to unfavourable reactions from dealers, consumers and competitors. It is also difficult
to determine what conditions should be taken as constant and what factors should be regarded as
variable so as to segregate and measure their influence on demand. Besides, it is practically difficult to
satisfy the condition of homogeneity of markets.

Market experiments can also be replaced by ‘controlled laboratory experiments’ or ‘consumer clinics’ under
which consumers are given a specified sum of money and asked to spend in a store on goods with varying
prices, packages, displays etc. The responses of the consumers are studied and used for demand forecasting.



(vi) Barometric method of forecasting: The various methods suggested till now are related with the
product concerned. These methods are based on past experience and try to project the past into the
future. Such projection is not effective where there are economic ups and downs. As mentioned above,
the projection of trend cannot indicate the turning point from slump to recovery or from boom to
recession. Therefore, in order to find out these turning points, it is necessary to find out the general
behaviour of the economy. Just as meteorologists use the barometer to forecast weather, the economists
use economic indicators to forecast trends in business activities. This information is then used to
forecast demand prospects of a product, though not the actual quantity demanded. For this purpose,
an index of relevant economic indicators is constructed. Movements in these indicators are used as
basis for forecasting the likely economic environment in the near future. There are leading indicators,
coincidental indicators and lagging indicators. The leading indicators move up or down ahead of some
other series. For example, the heavy advance orders for capital goods give an advance indication of
economic prosperity. The lagging indicators follow a change after some time lag. The heavy household
electrical connections confirm the fact that heavy construction work was undertaken during the past
with a lag of some time. The coincidental indicators, however, move up and down simultaneously with
the level of economic activities. For example, rate of unemployment.



