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CHAPTER SEVEN

Discussion Questions

1. What role does forecasting play in the supply chain of a build-to-order manufacturer such as Dell?
Although Dell builds to order, they obtain PC components in anticipation of customer orders and therefore they rely on forecasting.  This forecast is used to predict future demand, which determines the quantity of each component needed to assemble a PC and the plant capacity required to perform the assembly.

2. How could Dell use collaborative forecasting with its suppliers to improve its supply chain?

Collaborative forecasting requires all supply chain partners to share information regarding parameters that might affect demand, such as the timing and magnitude of promotions. Dell could share with their components suppliers all of the promotions, e.g., holiday, back-to-school, etc., they have planned. These suppliers could, in turn, notify their suppliers of discrete components that a spike in demand is anticipated. These demand forecasts for end items determine the demand for components and coupled with knowledge of fabrication times, allows all members of the supply chain to provide the right quantity at the right time to their customers.

3. What role does forecasting play in the supply chain of a mail order firm such as LL Bean?

LL Bean has historically operated almost exclusively in a make-to-stock mode and with very few exceptions, stocked products that did not go out of style as rapidly as many other clothing and accessory lines. A pre-worldwide web existence would have relied on communication with manufacturers about what products might be featured on the front of their catalog.  The lead times involved in printing and distributing the catalog and producing the product line were such that elaborate planning and forecasting tools were not required. A quick visit to the web site demonstrates that this is changing; the featured products on the web site can be changed daily or programmed to rotate each time the web page is refreshed. LL Bean and their supply chain, including the logistics component, are well aware of the demand forecast and can all receive sales data as orders are placed. LL Bean probably has an extranet to communicate sales data with suppliers and allows customers to create accounts to manage purchases, wish lists, and track orders.
4. What systematic and random components would you expect in demand for chocolates?

Systematic components are level, the current deseasonalized demand; trend, the rate of growth or decline in demand for the next period; and seasonality, the predictable seasonal fluctuations in demand. The demand for chocolates is probably highly seasonal, one would expect demand to spike for certain holidays such as Valentine’s Day, Halloween, and Christmas. 

5. Why should a manager be suspicious if a forecaster claims to forecast historical demand without any forecast error?

The primary difficulty with such a claim is that forecasts are always wrong, hence, an estimate of error should be provided with the forecast. Given a set of data, it is possible to create a forecasting model that is 100% accurate, but such a model would contain ridiculous cubic, quartic, and possibly higher-order terms. The model would work only on that data.

6. Give examples of products that display seasonality of demand.

Products that display seasonality include, heating oil, electricity, natural gas, wrapping paper, school supplies, sporting goods (summer, winter, etc.),  facial tissues, beverages (coffee, beer, iced tea, etc.), ice cream, pizza delivery, and tax preparation services. All products display some form of seasonality if you look at them in a global perspective.
7. What is the problem if a manager uses last year’s sales data instead of last year’s demand to forecast demand for the coming year?

Last year’s sales data is fine as long as there were no stock outs. If an item is not on the shelf or is explicitly indicated as being sold out, the manager may be blissfully unaware of customer demand that existed but was not expressed. Also, if there were special promotions last year that are not planned for the following year, the data must be adjusted to accommodate this factor.  
8. How do static and adaptive forecasting methods differ?

Static methods assume that the estimates of level, trend, and seasonality within the systematic component do not vary as new demand is observed. Once these parameters are estimated, there is no need to adjust them and they can be used for all future forecasts. In adaptive forecasting, the estimates of level, trend, and seasonality are updated after each demand observation, that is, as data are collected, they are incorporated into the forecasting process. Adaptive methods allow a forecaster to react (or overreact) to recent developments. Should a disruptive technology affect demand, the adaptive forecast will respond immediately, albeit dragging several historical data points along for the ride. The static approach would not take this new data into account and presumably the forecasts would suffer. We would like to think that a forecaster using an invalid static method would recognize its futility in light of a paradigm shift, but painful personal experience suggests otherwise.
