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UNIT -4
How Does Demand Forecasting Work?
Demand forecasting involves predicting trends in sales and customer demand. The premise is
that with prior knowledge of sales trends, a firm gets a jump on its rivals. They can, for instance,
boost inventory levels of a product to avoid suffering a stock out. We’ll talk more about
ecommerce forecasting’s benefits for inventory management later. For now, let’s consider
precisely how it works. In short, it’s by either qualitative forecasting or quantitative data
analytics.
The qualitative method looks at the broader economic environment to create forecasts. You may
consider any of the following:

e Market research — target audience surveys, etc.

e Industry expert’s opinions

e National or global economic circumstances — recession, etc.
Quantitative forecasting leans more on hard data. It’s the type of planning that develops a trend
projection based on prior information. That typically means looking at sales data or website
analytics and finding patterns. Can you extrapolate from sales of an individual SKU, for
instance, that sales will rise sharply? As a result, do you need to change your inventory
management?
Demand Forecasting Can Help Ecommerce Stores
So, now you know what ecommerce demand forecasting is and how it works. We’ve also
touched a little on how it benefits an ecommerce business. It’s advantages, though, are diverse
and well worth some further attention.
1. Helps reduce financial risk.
One of the main benefits of accurate forecasting is that it provides a basis of evidence for your
budget. If you can understand changing customer demands, it improves your financial decision
making.
For example, historical data may tell you to expect new products to take a while to start selling in
high volume. When you launch a new line, then, you’ll know to spend a little less on inventory.
That, as a result, reduces the risk of getting left with dead stock.
2. Provide customers with products when they want them.
Modern consumers have more choice than ever before and are savvy and demanding. They know
what they want, and they often want it right now. If you can’t deliver, one of your rivals will.
Ecommerce demand forecasting ensures you’re not left in that situation.
Knowing product demands and how they fluctuate keeps you ahead of the curve. You can boost
your inventory level before replenishment would generally occur. Your inventory planning, after
all, gets based on future customer demand. All predicted by your forecast.
3. Decreases inventory expenses.
Ideal inventory management is when you have precisely the right amount of stock at all times.
Too little, and you risk disappointing customers. Too much, and your inventory and warehousing
costs can spiral. Warehouse space isn’t cheap, so you must use it as efficiently as you can.
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Get ecommerce demand forecasting right and your warehouse management system benefits.
You’ll have the right amount of stock on hand, after all, to meet requirements. That means no
wasted space and no slow-moving stock wasting space. Robust inventory forecasting, too, could
help you find new warehousing methods to cut costs further.

4. Create a pricing strategy that reflects demand.

Other areas of operations benefit from effective demand forecasting, too. Take pricing strategies
as an example. One of the most critical factors in choosing such a strategy is the demand that

exists for a product. You can charge more, after all, for items in higher demand.
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Get sales forecasting correct, and you can

tweak your pricing strategy to match. Say,

for instance, that shoe company, Hush

- Puppies, commissioned some  market

x‘, — h research. That, alongside historical sales

data, suggests rising demand for women’s
sandals. Customers, then, would be prepared to pay a higher price for those lines.

Challenges that Face Ecommerce Demand Forecasting

Nothing that’s worthwhile in business — or life — is entirely straightforward. Demand forecasting
for an ecommerce business is no exception. The following are a pair of significant challenges
that you may face.

1. Applying the wrong methodology.

We’ve spoken at length about the different demand forecasting methods. Choose the wrong one,
and your predictions are worthless. You need to take a step back, therefore, and assess your
options. The following are three common ones:

Expert Opinion — Gather insights from industry experts on the market in which your business
operates.

Collective Knowledge — Ask all your sales team members for their input on product
performance, sales trends, and more.

Time Series Analysis — Using historical data to make predictions. For instance, you may find
purchases of a product spiked around Black Friday for the last two years. You could then
conclude that sales will rise again around the same time.

2. Leveraging incomplete data to make decisions.

Even with the right forecasting model, your predictions may fail due to incomplete data. This is
particularly true if you adopt a quantitative forecasting method. For such processes to work
effectively, you need as much accurate information as you can get.

For instance, if you can’t collect real-time data on sales or inventory, your conclusions may be
out of date. In the same vein, if you’ve only got sales figures from the past month, you can’t
make informed decisions. Fortunately, in this era of big data, incomplete information is less of an
issue. Every ecommerce business now has the chance to capture info from many channels. That’s
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crucial, as the more extensive the data set, the more effective the conclusions which you can
draw from it.
Variables that Impact Ecommerce Customer Demand
You might be wondering at this point just how much customer demand for products can change.
Is it really that critical to forecast any changes in demand? Will it genuinely make that much
difference? The answer to those questions is yes. And it’s yes because of the many variables that
impact ecommerce customer demand.
1. Location.
One of the best things about ecommerce is that a brand can serve customers across the globe.
Where consumers reside, though, will affect their demand for products. People from different
nations and cultures have varied needs and expectations. A line that’s popular in one country
may get no sales at all, across only one border.
2. Seasonality.
Seasonality is another factor that makes a massive difference to product demand. Significant
events — like Black Friday — often generate a need or desire for products that doesn’t exist at
other times of year. It’s a good idea for ecommerce businesses to draw up a retail calendar to
keep track of such events.
3. Types of products.
The goods you sell can also impact customer demand. Say, for instance, you sell high-priced
luxury items. There will be less repeat custom in that niche. As such, product demand will be
more unpredictable. It could, therefore, be trickier to forecast demand effectively.
4. Competition.
How competitive your marketplace is will also impact customer demand. If a new rival enters the
field, for example, they may siphon off some of your customer base. Your product demand,
therefore, will fall. It doesn’t even have to be something as drastic as a new firm opening.
Perhaps a competitor runs a terrific video marketing campaign. If it really catches the
imagination, it could win your customers over. You would then see lower product demand. That
would impact your decision making as regards inventory management, cash flow, and more.
Steps for Demand Forecasting in Ecommerce
The above should have convinced you of the importance of demand forecasting. For ecommerce
businesses, it’s as vital as a SaaS marketing strategy is for firms in that niche. How, though, can
you start forecasting demand more accurately? The following are a few straightforward steps to
get you started.
1. Identify goals.
As with many business processes, the first step to excellent demand forecasting is planning.
Before you start collecting or analyzing data, you must know what you want to achieve. Set
timeframes for your forecasting and devise the questions you want to answer. Examples may
include:

e What volume of particular products will we sell?

e Will demand for certain lines fluctuate over time?
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e What events or external factors could influence demand?

e Might changing consumer expectations affect sales?

e If demand shifts significantly, will our commercial infrastructure cope?
Once you’ve identified your goals, get buy-in from all your stakeholders. Ensure your sales
team, social media marketers, and decision-makers agree you’ve covered all bases. Then, you
can start forecasting demand in earnest.
2. Collect and record data.
We’ve already discussed that more data leads to more accurate forecasts. Whatever demand
forecasting method you use, then, you must gather as much information as you can. There are
loads of ways to collect insights and hard figures.
Remember at this stage that internal and external factors influence product demand. As such,
you’ll want to gather historical sales data and information from beyond your organization. The
former should be easy enough to source from your CRM or order management platform. For the
latter, you could perform your own market research or lean on existing reports and surveys.
3. Measure data.
With your data at hand, you need to use it to draw conclusions. That means analyzing your
results to find patterns and trends. It’s possible to do this manually, but that’s only viable for
smaller firms. When you have lots of diverse data, your best option is to lean on a data analytics
platform driven by Al. Such solutions can utilize machine learning to derive insights from your
data swiftly. Remember not to rely wholly on tech, however. Use your experience and nous to
interpret the insights you gain intelligently.
4. Make adjustments.
You’ve collected your data and found illuminating patterns. So, what’s next? Well, that would be
the part of the process that actually delivers the benefit to your business. It’s where you make
adjustments to business operations in line with your forecasts.
Say, for example, that you forecast falling customer demand for a particular item. You could
then adjust future purchase orders to put fewer of those products into stock. Alternatively, you
might discover that a product has a highly seasonal life cycle. You could then decide only to
stock it at the relevant times of year. That way, the inventory doesn’t clog up your warehouse
when it’s not needed.
Conclusion
People in charge of decision making at ecommerce businesses have to wear lots of hats. They
must be marketers, salespeople, and accountants. When it comes to demand forecasting, you
could also add soothsayers to the list.
Ecommerce demand forecasting, after all, is all about predicting the future. Get it right, and you
can tailor your operations to meet customer needs perfectly. It’s that kind of service that modern
consumers demand.
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