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ABSTRACT 

Business forecasting refers to the tools and techniques used to predict developments in business, 

such as sales, expenditures, and profits. The purpose of business forecasting is to develop better 

strategies based on these informed predictions.  The use of forecasts in business management is 

indispensable for nearly every decision in every industry. The use of business forecasting provides 

information that helps business managers identify and understand weaknesses in their planning, 

adapt to changing circumstances, and achieve effective control of business operations. Some 

business forecasting examples include: determining the feasibility of facing existing competition, 

measuring the possibility of creating demand for a product, estimating the costs of recurring 

monthly bills, predicting future sales volumes based on past sales information, efficient allocation 

of resources, forecasting earnings and budgeting, and scrutinizing the appropriateness of 

management decisions.  
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usiness forecasting refers to the tools and techniques used to predict developments in 

business, such as sales, expenditures, and profits. The purpose of business forecasting is to 

develop better strategies based on these informed predictions. Past data is collected and 

analyzed via quantitative or qualitative models so that patterns can be identified and can direct 

demand planning, financial operations, future production, and marketing operations. 

 

The business forecasting process entails: 

• Identify the problem, data point, or question that will be the basis of the systematic 

investigation. 

• Identify relevant, theoretical variables and determine the ideal manner for collecting 

datasets.  

• Make estimates about future business operations based on information collected through 

investigation.  

• Choose the model that best fits the dataset, variables, and estimates. The chosen model 

conducts data analysis and a forecast is made.   
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• Note the deviations between actual performance and the forecast. Use this information to 

refine the process of predicting and improve the accuracy of future forecasts. 

 

Forecasting helps managers guide strategy and make informed decisions about critical business 

operations such as sales, expenses, revenue, and resource allocation. When done right, forecasting 

adds a competitive advantage and can be the difference between successful and unsuccessful 

companies. 

 

An introduction to business forecasting 

What is business forecasting? Business forecasting is a projection of future developments of a 

business or industry based on trends and patterns of past and present data.  

 

This business practice helps determine how to allocate resources and plan strategically for 

upcoming projects, activities, and costs. Forecasting enables organizations to manage resources, 

align their goals with present trends, and increase their chances of surviving and staying 

competitive.  

 

The purpose of forecasts is to develop better strategies and project plans using available, relevant 

data from the past and present to secure your business's future. Good business forecasting allows 

organizations to gain unique, proprietary insights into likely future events, leverage their resources, 

set product team OKR, and become market leaders. 

Managers conduct careful and detailed business forecasts to guarantee sound decision-making 

based on data and logic, not emotions or gut feelings. 

 

WHAT ARE IMPORTANT BUSINESS FORECASTING METHODS? 

There are several business forecasting methods. They fall into two main approaches:  
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1. Quantitative forecasting 

2. Qualitative forecasting 

 

Quantitative and qualitative forecasting techniques use and provide different sets of data and are 

needed at different stages of a product's life cycle. 

 

Note that significant changes in a company, such as new product focus, new competitors or 

competitive strategies, or changing compliance requirements diminish the connection between 

past and future trends. This makes choosing the right forecasting method even more important. 

 

Quantitative business forecasting 

Quantitative models discount the expert factor and try to remove the human element from the 

analysis. These approaches are concerned solely with data and avoid the fickleness of the people 

underlying the numbers. These approaches also try to predict where variables such as sales, gross 

domestic product, housing prices, and so on, will be in the long term, measured in months or years. 

Quantitative models include: 

 

Use quantitative forecasting when there is accurate past data available to analyze patterns and 

predict the probability of future events in your business or industry.  

 

Quantitative forecasting extracts trends from existing data to determine the more probable results. 

It connects and analyzes different variables to establish cause and effect between events, elements, 

and outcomes. An example of data used in quantitative forecasting is past sales numbers. 

 

Quantitative models work with data, numbers, and formulas. There is little human interference in 

quantitative analysis. Examples of quantitative models in business forecasting include: 

 

The indicator approach: This approach depends on the relationship between specific indicators 

being stable over time, e.g., GDP and the unemployment rate. By following the relationship 

between these two factors, forecasters can estimate a business's performance.  

 

The average approach: This approach infers that the predictions of future values are equal to the 

average of the past data. It is best to use this approach only when assuming that the future will 

resemble the past. 

 

Econometric modeling: Econometric modeling is a mathematically rigorous approach to 

forecasting. Forecasters assume the relationships between indicators stay the same and test the 

consistency and strength of the relationship between datasets. 

Time-series methods: Time-series methods use historical data to predict future outcomes. By 

tracking what happened in the past, forecasters expect to get a near-accurate view of the future. 

 

1. The indicator approach: The indicator approach depends on the relationship between 

certain indicators, for example, GDP and the unemployment rate remaining relatively 

unchanged over time. By following the relationships and then following leading indicators, 

you can estimate the performance of the lagging indicators by using the leading indicator 

data. 
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2. Econometric modeling: This is a more mathematically rigorous version of the indicator 

approach. Instead of assuming that relationships stay the same, econometric modeling tests 

the internal consistency of datasets over time and the significance or strength of the 

relationship between datasets. Econometric modeling is applied to create custom indicators 

for a more targeted approach. However, econometric models are more often used in 

academic fields to evaluate economic policies. 

3. Time series methods: Time series use past data to predict future events. The difference 

between the time series methodologies lies in the fine details, for example, giving more 

recent data more weight or discounting certain outlier points. By tracking what happened 

in the past, the forecaster hopes to get at least a better than average view of the future. This 

is the most common type of business forecasting because it is inexpensive and no better or 

worse than other methods. 

 

Qualitative forecasting 

Qualitative business forecasting is predictions and projections based on experts' and customers' 

opinions. This method is best when there is insufficient past data to analyze to reach a quantitative 

forecast. In these cases, industry experts and forecasters piece together available data to make 

qualitative predictions. 

 

Qualitative models are most successful with short-term projections. They are expert-driven, 

bringing up contrasting opinions and reliance on judgment over calculable data. Examples of 

qualitative models in business forecasting include: 

1. Market research: This involves polling people – experts, customers, employees – to get 

their preferences, opinions, and feedback on a product or service. 

2. Delphi method: The Delphi method relies on asking a panel of experts for their opinions 

and recommendations and compiling them into a forecast. 

 

WHAT IS THE IMPORTANCE OF FORECASTING IN BUSINESS? 

The use of forecasts in business management is indispensable for nearly every decision in every 

industry. The use of business forecasting provides information that helps business managers 

identify and understand weaknesses in their planning, adapt to changing circumstances, and 

achieve effective control of business operations. 

Some business forecasting examples include: determining the feasibility of facing existing 

competition, measuring the possibility of creating demand for a product, estimating the costs of 

recurring monthly bills, predicting future sales volumes based on past sales information, efficient 

allocation of resources, forecasting earnings and budgeting, and scrutinizing the appropriateness 

of management decisions. 

 

Business forecasting software can help business managers and forecasters not only generate 

forecast reports easily, but also better understand predictions and how to make strategic decisions 

based off of these predictions. A quality business forecast system should provide clear, real-time 

visualization of business performance, which facilitates fast analysis and streamlined business 

planning. 

 

The application of forecasting in business is an art and a science, the combination of business 

intelligence and data science, and the challenges of business forecasting often stem from poor 
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judgments and inexperience. Assumptions combined with unexpected events can be dangerous 

and result in completely inaccurate predictions. Despite the limitations of business forecasting, 

gaining any amount of insight into probable future trends will put an organization at a significant 

advantage. 

 

CONCLUSION 

Forecasting can be dangerous. Forecasts become a focus for companies and governments mentally 

limiting their range of actions by presenting the short to long-term future as pre-determined. 

Moreover, forecasts can easily break down due to random elements that cannot be incorporated 

into a model, or they can be just plain wrong from the start. 

 

But business forecasting is vital for businesses because it allows them to plan production, 

financing, and other strategies. However, there are three problems with relying on forecasts:3 

1. The data is always going to be old. Historical data is all we have to go on, and there is no 

guarantee that the conditions in the past will continue in the future. 

2. It is impossible to factor in unique or unexpected events, or externalities. Assumptions are 

dangerous, such as the assumption that banks were properly screening borrowers prior to 

the subprime meltdown. Black swan events have become more common as our reliance on 

forecasts has grown. 

3. Forecasts cannot integrate their own impact. By having forecasts, accurate or inaccurate, 

the actions of businesses are influenced by a factor that cannot be included as a variable. 

This is a conceptual knot. In a worst-case scenario, management becomes a slave to 

historical data and trends rather than worrying about what the business is doing now. 

 

Negatives aside, business forecasting is here to stay. Appropriately used, forecasting allows 

businesses to plan ahead for their needs, raising their chances of staying competitive in the markets. 

That's one function of business forecasting that all investors can appreciate. 
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