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SOPHISTICATED SALES AND SUPPLY CHAIN STRATEGIES

AS A REMEDY FOR MISTAKEN FORECASTS

Abstract:

Many companies (retailers and manufacturers) edgpfemistaken forecasts. The first
part of the paper contains a description of souafepotential mistakes. There are many
methods and statistical tools but their accuractods often too low. This is the reason of
looking for new solutions like a strategy of quigsponse or lead-time shortening. The target
of the paper is to show the efficiency of thesaisohs. These methods and strategies may

lead to the avoidance of problems connected wiltaken forecasts.

Key words: forecasting, supply chain managemeltesssrategy.

1. SOURCES OF DIFFICULTIES IN FORECASTING

Forecasts preparation in many cases is a veryqmaiic task. This concerns seasonal
products, fashion industry, food, new products, spare parts. This refers also to companies
which are sourcing materials from distant countri€®recasting irrespective of the
sophistication of the tool used, is at best an @dprate and sometimes dangerously urreal

In these cases higher inventory buffers are of@duo cope with uncertainty. In this way
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companies try to be more responsive to demand. rtdmfately such preventive actions like
bigger safety stock are more costly. Consequemiiyentory-carrying cost quickly rises.

If demand is seasonal or unpredictable the coatwafong forecast tends to increase. It causes
that retail system is not efficient. The mistakeretasting often leads to stock-outs during the
season, caused by sales made quicker than it wgaslbt in a forecast. Another option is the
situation when unwanted goods leave at the endeoééason, because significant volume of
stock did not meet the customers’ expectations.typieal reaction is then marking down the
selling price.

Sometimes even when the production is on the hilgivet than the expected demand,
particular retailer may not be able to offer denexhgroducts, because someone decided to
keep them in an inappropriate place (another stomistribution center). This may happen
also when capacity is directed towards wrong prtsluoefficiencies in forecasting leads to
problems with scheduling (capacity utilization),usang, distribution and to lack of
predictable conditions within supply chain. Whategpecially important; this in not only a
problem of sales departments. Price reduction astdliition costs usually don’t create the
largest share of the total costs. The problem amsoexcess inventories throughout the whole
supply chain. The material flow throughout the #iigis system causes higher stock levels at
various stages in supply chain and contributedhé¢oinicrease of the costs. Amplification of
demand changes from one tier to the next in sugpdyn has been called thallwhip effect®.

The whole logistics system may accumulate inventdrjinished goods, materials or semi
products, which were gathered to meet an expe@sthdd.

Even if the demand is stable, some steps taken doypetitors may cause that
forecasts for many products would be wrong. Prisealints often lead to demand profile

distortion and wrong forecasting. Even in, percéias stable, market of food retailing,
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forecasting is problematic, mainly because of lawsg margins. The study involving over
50 food companies showed that 48% of them had ateficthat they were poor at forecasting
In this case many depend on weather conditions tiékeperature or rainfall, which are
important for weather-sensitive products like ioeaen or beverages.

More dynamic is the nature of fashion retailingjathusually tends to have very short
selling time. Seasonal goods are those that atacegh by new lines two or three times per
year® . In fashion retailers inefficiencies caused by takisn forecasts meant that
approximately 25 billion USD is lost each yeaFhis is also a result of the length of time to
move through the supply chain, from the sourceawf material to garments delivery. Within
the clothing industry, the retailer sends ordersuppliers up to one year ahead of the s€ason
The time between ordering a good or service ancedsiving, is defined as the lead time (or
response time). Long lead time reduces the allitg supply chain to respond quickly to
changing conditions, such as changes of quantitymong of demand, changes in product or
service demarld Longer lead time also applies to overseas sogréin important aspect of
the forecasting problem is the long lead time oe $upply side of manufacturers. The
production process of many products was relocatéthst Europe, South America, China and
other Far Eastern countries. The longest matexéal times may reach even 140 days

New products are one of the most difficult to fasic There is no historical data.
Nobody knows what will be the reaction of the markied behavior of consumers. Another

problem is product cannibalization. It is definesl “the progress by which a new product
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gains sales by diverting sales from an existingdpet’ and as “the extent to which one
product’s sales are the expense of other prodifased by the same firmi” New products
entering a market not always create a new demamdetimes they share from the existing
offer. Predicting this cannibalization effect is@lone of the most difficult tasks. This is also
connected with the growing number of end produttlifeerent life-cycle stage that increases
forecasting complexity.

Problems with forecasting concerns also spare .péhis is different from a typical
stock management. Forecasting of spare parts &#@kimportant task with tremendous cost
implications for organizations that are holdingekelnt inventorie®S. Efforts put in spare parts
availability (especially in case of closing prodantof particular model of a product) signify

that very small mistake in this area may lead tzsgntial cost increase.

2. STANDARD PROCEDURES AND CONTEMPORARY PATTERNS OF
FORECASTING

The purpose of forecasting is to capture sales ypidies in terms of price, location and
product variability. The target is to ensure supgdpabilities across the logistics pipeline.
The plan may be communicated to suppliers and mnaatwrers, which can assure capacity for
fulfilling expected demand. The goal is to know hihv@y respond the future demand.

The major gain from effective forecasting is:

increased product availability to the consumer,

lower inventory levels along the supply chain,

more effective use of current capital assets,

clearer identification of future capital needs,
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- true customers/supplier partnerstiip

The typical time horizon is several months into fheire, depending on characteristic of a
branch. Many retailers commit details of their esdeven six months before the season,
increasing inflexibility of the operations. Many mdacturers don’t agree on changes in the
orders within closest weeks. Changes for periodgvefto nine weeks usually can’t surpass
10-20% (for example in automotive industry). Thends to provide a stable plan with a
minimum number of revisions and suitable frequeoicke-planning. The aim is also to avoid
rapid last minute changes. This relates both totfyeof future deliveries and to number of
variants (quantity of each separate model of theglyet). Manufacturer may use different
approaches for planning total volume and for ddfertypes of product. This influence the
technique of forecast preparation. For examplaJ-d¢mand information is needed to reserve
manufacturing capacity, and the demand for eaclyatovariant can be planned close to
delivery, using end-customer demé&hdrast moving products can be forecast at SKU Stoc
Keeping Unit) level, whereas random-demand prodoats be forecast at category level to
produce a pattern and then desegregated to SKUeve

Forecasts are usually prepared on the base ofdwtors. The past sales results and
expectations about future trends, based on theptoa of the supply chain members that are
close to consumers. Past history of sales ressiltseéful for recognizing seasonal patterns.
This helps also to evaluate promotional impachigih technology industry there is a need for

collaborative planning systems that will be abldake into account product life cycles and
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integrate demand plannify This includes information about actual point-afes data,

providing details about orders, internet-based camoation, vendor managed inventory.
The alternative for presented solutions is the $oon lead-time reduction. Many

professionals say that lead time reduction is a fesky strategy than organizing deliveries

accordingly to prepared earlier forecasts.

3. STRATEGIES FOCUSED ON LEAD-TIME REDUCTION

Many current planning approaches still cannot cep#h uncertainty. The basic
guestion is how to reduce reliance on forecastsaBse of that some experts offer solutions
useful as a support for supply chain strategy pegjmn. The target is to support companies
having problems with mistaken forecasts. Long-tefonecasts may be, for example,
considered most important for firms applying makeotrder strategies, while short-term
material forecasts could be expected to be moreoitapt when applying make-to-stock
strategie¥. However, in the case when demand uncertaintigts énd value-adding capacity
is low, the make-to-order strategy performed Best demand uncertainty is low, strategy
should be focused on efficient flow of materialsdémand uncertainty is high, the other
strategies may be more appropriate and helps ie\achetter performance.

A business strategy of quick response makes pesailbast reaction for a changing
demand. It is widely used within the fashion indwustThis is a strategy of regular in-season
re-estimation of real consumer demand. This styategjps to actualize the orders from
retailers, eliminate unnecessary inventory and tshoprocessing times. Quick response

method was developed in the USA between supplieisashion retailers in recognition that
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a new strategy had to be implemented to competh wftshore manufacturets& The
principles of the strategy were to check beginrgalgs results to identify best sold products.
In case of fashion industry, retailers send infdramaabout sales database with details like
style, size and color. Next step is to produce nlgadnshore, small amount of quick selling
goods. To compress response time, fundamental eBangst be addressed in every function
that affects the delivery of the product (from desiproduct development, manufacturing,
order entry, and distributiohj. The buyers book production time, but do not dpeci
particular model of product. This is made shortfdoe the time of delivery. Generally the
manufacturing process should be demand drivereadsdf being based on forecasts.

The example of such a strategy is the Spanish dastetailer Zara. The company
designs and provides fashionable clothing. Stoeemeérchandise every three weeks to
provide space for new lines and encourage custotoerssit more frequentfy. Six months
before the beginning of the season Zara commity apl to 20% of the target level of
production. By the start of the season this in@sds 50%°. This permits the other 50% to
be decided once the season has been launchednesigproduction flexibility is a pillar of
the enterprise. Inditex, the parent company, h&wn production facility in Spain. This
strategy allows for a quick response to the neviastion trends. The response time from
design to product in store can be as little asetireeks™.

The example of innovative sales strategy implentemtas the case of is Mattel Inc.
This company has launched a special sales stradegppe with demand fluctuation in the toy

business. The solution is called the rolling-misattgy, which involves increasing product
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variety by continually introducing slightly diffemé versions of the same prodéfct The
typical changes of demand caused by new produetthan avoided. The strategy creates an
image of continuous change of the products. Therment is changed continuously by 7-8%
every two weeks, which means that the whole assmtris changed twice a yéarin the
production area forecasting has been eliminate@. groduction scheduling became more
accurate and reliable. Continuous new productsdiuiction assures the stability in the whole
supply chain. The bullwhip effect also has beemced.

Companies which are sourcing materials from disteotintries cope with the
organizational barriers and have to use global dstah sourcing practices. Enterprises
sourcing for example from China need to build pracurement capabilities in such a country.
For example IBM moved its global procurement heatigus to Shenzen (Chirfd) The
effect is shorter time of design or raw materiadegatation and faster product development.
Some of the time saved is through better sourd¢hege can shorten lead times even by $0%

Solutions based on quick response strategy have ingglemented by some of the
retailers like Wal-Mart, and by manufacturers |Méhirpool, Panasonic or Levi Strad$s
General Electric and Nike use the idea of offskgtrategic sourcing. These methods have
enabled many retailers to improve profitability.efhalso reduced troublesome mark-downs.
Presented strategies represent relatively new apprto sales and logistics problems with
forecasting. But even they are not always effici@nesented examples of best practices show
details which must be taken into consideration keeftaking a decision of new strategy
implementation. This also shows that usefulnessaafitional methods based on forecasting

and historical data of sales, will be decreasing.
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