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Abstract

The article aims to present the concept of assgsbias of sales data provided by

salespersons and used in sales forecasting. Rbsearcsales forecasting show that

information from salespersons is often one of keguts in formulating sales plans and

budgets. Compared to other sources (historical, cateiketing research data), salespersons
are perceived less reliable in their estimates.oAtiog to some authors, this may be due to
the fact of setting sales targets (the effect aleexling expectations). Up to now it has been
recognized that there is an inherent bias in f@tscarovided by sales force. This paper
builds on previous research on the bias and prevadground for developing a theoretical

model of the phenomenon.
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Complex art of sales forecasting

Sales forecasting is a relevant issue both in @oén practice and scientific research.
The literature raises some aspects of this issaayhMuthors focus on presenting descriptive
analyses of how companies forecast sales (e.g.dWda996; Kahn and Mentzer, 1995,
Hughes, 2001).

What is also analysed is how companies vary tggaroach to forecasting depending
on specific independent variables. Some authorsat®l the size of the company as a major
driver. Larger firms produce forecast for differeaggregation levels (Winklhofer and
Diamantopoulos, 1997; Peterson, 1993; PetersonJand 1999), tend to use a bottom-up
forecasting process (Peterson, 1993), use quawditéchniques (Sanders and Mandrodt,
1994). There are also relationships between theoapp to forecasting and the type of
industry. According to Sanders (1992) forecastersmanufacturing firms use usually more
complex techniques than practitioners preparingdasts in service companies.

Authors also analysed which forecasting technigaes more accurate. Research
conducted by Mahmoud (1984) and Makridakis (1948ws on the other hand, that one
cannot indicate one method which would be optimal every forecasting situation.
Conflicting evidence is found when the relationshgiween the type of technique used and
accuracy is studied (Peterson, 1990; Kahn and Men1895). Therefore, forecasting based
on a simultaneous use of a few methods is calledRiesearch results confirm that forecasts
being a combination of the application of qualitatand quantitative methods contain fewer
ex post inaccuracies than each of these forecaparately (Lawrence, Edmundson and
O’Connor 1986; Schnaats 1986).

Pros and cons of sales force composite

Surveys of sales forecasting practice (includiregdhes conducted by the Department
of Marketing Strategy of PozhdJniversity of Economics) show that qualitative hads of
forecasting (based on judgments and opinions of rif@agement, customer buying-
intentions) are used on a much broader scale thantigative methods, though the latter are
usually considered superior (McCarty, Davis, Ggaliahd Mentzer, 2006; Mentzer and Cox,
1984; Mentzer and Kahn, 1994). Basing plans onspalsons' opinions is particularly
common, even if their accuracy is often questioredhich is also confirmed in research
carried out by the Department of Marketing Strategyl interviews conducted with sales
managers.

At the same time, information provided from comparsales force is relatively cheap
to obtain. Another advantage is the fact that isttyocomes from people working directly
with customers, that is knowing the market on theranlevel. Thus it has the potential to
reflect the real market rather than the whims ehpany’s board or investors. By conducting
opinion surveys, one can gain knowledge (basedkpar&nce) from people who have direct
contact with buyers, know their preferences andthabnd thus can sense market trends
better than anyone else in the enterprise. In tmegt of making plans and budgets for
particular products or markets, what is also imgatris that this method allows for an easy
disaggregation of sales forecasts for the wholeerprise into forecasts for particular
products, sales territories or even customersrfauin, 1998).

Consequently, we argue that developing a methaasséssing sales force composite
bias (SFCB) should be regarded as important. Asgpse causes, strength and direction of
SFCB would make it possible to create a tool usefuhake the data (forecasting) received
from salespersons “more real” and acceptable byagers.

The article aims to develop a conceptual outlineasfditions of sales force composite
bias and, building on that, provide the basis fevedoping a concept to assess its value. A



review of literature in the field of sales forecagtand interviews with managers involved in
sales forecasting have been used to this purpose.

Opinion survey among persons directly involved inales as a method of forecasting

It is well acknowledge that, in comparison withhet sources (historical data,
marketing research data), salespersons are notdeoed very reliable in their estimates.
Merely half of the surveyed forecasters were gatisfwith accuracy of forecasts by
salespersons (Mentzer and Cox, 1984). AccordinGdben's research (1991) forecasts by
salespersons are only in the sixth position (daftermethod of leading variables, econometric
models, management opinions, exponential smoothimd) moving averages). Moreover,
forecasts based on opinions of salespersons ofietaio systematic inaccuracies (Levin,
Rubin, Stinson, and Gardner 1989). These notioms fa basis for the question: why
forecasts made by sales force are inaccurate? Wtettly there are various reason for that.

Causes of errors in salespersons' forecasting

According to Moon and Mentzer (1999), one of teasons for inaccurate forecasting

by salespersons is their perceived relationshiwéen the data they provide and sales targets
they are set to achieve (and consequently - this li@ar a bonus). Other authors claim that
awareness that sales targets are dependent omrgwadts provided by salespersons may
boost their commitment to work. On the other haattiention is drawn to the fact that
remuneration for accuracy of forecasts may haveef@ct on shaping the forecasting-
implementation relations by salespersons (Cox 19880 Wotruba and Thurlow (1976)
paid attention to this issue, claiming that givingnuses for forecast plans decreases the
scope of these plans. However, the strength ardtdin of this influence were not explicitly
specified.
Summarising, we can assert that if there is a padeor factual link between providing sales
estimates given and sales targets received thabidseshould occur. However the extent of
the bias is likely to be moderated by company pokcg. by providing salespeople with more
information and enough time to prepare forecastgjarding accuracy of forecasts and
discussing the reason for the bias with salespsr&ox 1989).

In their recent article Zotteri and Kalchschmid0@2) have questioned the influence
of external variables on forecasting practic@hey argue that companies adjust the
forecasting process to goals they want to achietker than market context they face.
However they also point to demand structure antilgia as important factors which
influence forecasting.

Factors affecting SFCB in the light of the exploratbry study results

According to the presented literature review om@ conclude that occurrence of
SFCB is a common phenomenon especially in enteprugere the same persons who are
responsible for providing information in order toake forecasts receive sales targets to
achieve. Another cause for SFCB may be a way ohgildonuses to sales force. However, in
view of the combination of variables affecting thee of different methods of forecasting
presented in the first part of the article and bseaof adopting different approaches by
enterprises in the area of preparing sales pldwesfact of narrowing down the causes of
SFCB to financially rewarding the sales force sewndimited.

In order to better understand sales force compdmséts, an exploratory research was
conducted among persons responsible for salesafstirg in enterprises. Since no research

! Note that in this case ‘external’ means varialtes are not under a forecaster’s control.



on sales forecasting methods was previously coeduoh the Polish market, no specific
assumptions were made. The authors aim was raitsatt investigation into the nature of
SFCB and identify the relevant external and intefactors that should be modelled at a latter
stage in more quantitative approach.

The source of information were professionals imedlin a sales forecasting process,
attending a one year course in Sales Managemeatré&dearch concept was based on self-
administered open-ended questionnaire. Participzfrifse study were asked to express their
opinion in writing about sales planning in theirrent and previous workplaces. Specifically
the respondents were asked to provide informatiron o

1. Where does data they use for sales forecasting dmme If it's not provided by

them personally, what other information does tbempany use?

2. What problems do they encounter in creating sdbassfz

Because of qualitative nature of the researchrglponse analysis was conducted in two
stages. In the first stage, as part of open codimg studied phenomena were categorised
(Babbie 2002) by three judges, two authors of tiiela and one independent judge. In the
second stage, the responses given were assigtiegl 4et of categories. In order to reduce the
impact of researchers' subjectivism, the whole datalysis process was conducted
independently by both authors and independent judgethen accepted coincident analysis
results and in case of discrepancies — discusgeee@ on or redefined them. The procedure
lasted till total agreement between all three jsdgas reached.

Answers were received from 42 persons working tiemdint levels of management in
sales: sales representatives and sales speci@lB)s sales managers and regional sales
managers (12), sales directors (3), key accounagas (7), and customer advisers (7). They
represented various industries - the service s€24), distribution (24) and production (6).

The obtained results indicate that SFCB may oedth varying levels of intensity
depending on a few factors. In the hierarchy ofedasting in a company, superiors'
perception of forecasts prepared by salespersolwsvased may lead to their insufficient use
in the planning process:

.l...] Because of their great knowledge of the induystnd the market, salespersons
constitute a reliable source of information and caalistically assess the sales potential. It's
worth noting that in my company this issue is st into account in a significant way. |
think this is because a salesman can set the plasuch a way to reap maximum financial
benefits from it (e.g. related to sales surplugadly indicated in the bonus system). That's
why formally one asks the salespeople about th&ehguossibilities, but their opinions are
not considered significant.{sales representative, company producing foam pbiolstered
furniture).

Salespersons, being aware that their forecastsiadefied by managers (executives),
conclude that accuracy of their forecasts is unimgpd. Such awareness can, on the one
hand, lead to a drop in motivation, and on the roltlaad, to salespersons' lowering their plans
knowing that they will eventually be raised by stiqes (compare Cox 1989). It is dangerous
in the sense that it can lead to the spiral effaadl mutual expectations overlap. If a
salesperson expect plans to be raised than heeowshpropose a relatively low sales
forecast. If the supervising manager in fact raig@ecasts for this salesperson than we
actually have two effects. First, salesperson getgnfirmation to his/her assumptions (é.g.
has been wise to give lower forecast because ft'anyway)and, second managers perceived
guality of sales composite gets lower.d. they always provide lower plans, so | should
correct them [upwards] In the next forecast cycle it is than likely thée discrepancy
between these two parties will increase.

The insights from information provided by reseangarticipants confirmed the
significance of industry diversification in the appch to forecasting and the role of



salespersons in this process. In particular, wendoa different approach depending on
whether the company adopts consultative or traiseadtsales model.

Companies which employ consultative approach aadetrdirectly to customers seem to
regard sales composite as very important inpubtecksting sales. If so, they also respect
information provided by salespeople and, in retugneive more accurate forecasts.

[...]l can say that the higher the rotation of empeyg in the sales team, the less likely the
sales targets based on measurable factors are lamdoiver chance of achieving them at the
expected level. Thus, the smaller employee rotatlo more accurate sales plans will be.
Such direct relationship results not only from maeperience and skills of particular
salesmen, but first of all, from interpersonal tedas already built and being built. The
relations not only between employees of the bugdrsaupplier, but also employees of co-
operating companies, consultative companies andl@mes of competitor companies”.
(sales manager, ERP system software producer).

.l obtain the information | need for planning frostatistical source which can be used to
make an estimate of the annual demand for fentdizer the whole country. The source of
information are salespersons from our company waweehan overview of the local market
and previous sales result¢sales manager, producer of fertilizers).

»The basis for drawing up a sales plan in my comp@nsales forecasting based on a few
factors. The most important of them is defining ghkes trend in previous sales periods (in
our case this period accounts to one year). Thikéskey to examining the sales dynamics in
previous years and we extrapolate the results ® planned sales period. The market
dynamics and trends are examined on the basis taf @lad statistics obtained from various
sources, both industry and Central Statistical €ffiof Poland reports”(Sales director,
company producing valves).

On contrary, companies which are more transactionsdles rely more heavily on hard data.
-When making sales plans | take advantage of daienf industry reports by Gfk Polonia,
the company's sales reports from previous yearslf@tive and quantitative) resale reports
from customers which in forecasting and short-t@temning help to assess the potential of
the customer in the given period, and own expeeeaic work.(Key Account Manager,
producer of electronic equipment)

Summary
To summarise, we claim that the existence anagitineof SFCB is affected by factors
inside the company as well as in its surroundiggaph 1).

Graph. 1. Main factors affecting SFCB

External Internal
(extra-company) (intra-company)
e Type of Industry SFC *  Corporate processes
e Market turbulence FCB < ¢ Individual assessment

In the area of extra-company variables that shbeldised in the SFCB model are:
type of business and market instability. As foretygf business, we argue that it is relevant.
For example, in consultative sales salespersonsth@emain source of information for
forecasting. What is characteristic in this modehigradual progress in the sales process, in
which it is often only the salesperson who has@dgelevant knowledge of it. Therefore, we
assume that the level of SFCB should be decisiosher there. Market stability will also be
conducive to lowering SFCB scale (directly as wadl indirectly, through influencing the
factors within the company - which is not shownha graph to preserve its transparency).



A significant intra-company variable is the plampiprocess in the enterprise. The
multitude of data sources used affects the increaseFCB, as the relative importance of
each source decreases. We suppose that in suctuatiosi the decrease in reliability
assessment of data obtained from salespersonsorget than a decrease in assessment of
other data sources, since managers will pay grestention to own historical data and
industry reports, treating them as more objectiMareover, we assume that the more
historical data to make forecasts (e.g. on theshafsiime series) is available in the company,
the lower SFCB. Therefore assessing SFCB showdoreb sample of enterprises varying in
terms of the data used in planning.

Analysing the role of individual assessment compobne intra-company factors, one can
assume that:

- the more ranks of management involved in forecgstime higher SFCB due to higher
expectations of the plan being corrected by subs@ganks.

- the more lowest-rank employees are involved in shkes plan development, the
higher SFCB, since the plans are prepared forivelgtsmall markets, which every
employee is responsible for.

Based on the literature review and conducted iders, we also assume that SFCB can
occur with highest intensity in FMCG market, an#ling into consideration business-to-
business setting — in the distribution channel.(emgwholesaling). As far as the planning
process is concerned, on the other hand, we beli@tethe use of common bottom-up|top-
down planning process may result in higher SFCB thuan overlap of expectations of
particular links in the hierarchy of planning.
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