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DEMAND FORECASTING IN 
RETAIL 
 

In retail, demand forecasting is a term used to conceptualize the process of employing 

insights and data about the market in predicting the amount of a service or goods 

customers will be willing to obtain within a specific timeframe. Demand forecasting is a type 

of predictive analysis targeted to aid retailers in understanding the amount of stock to get at 

any given period. 

 

How is demand forecasting used in retail? 

 

Outlined below is a list of ways that retailers can incorporate when using demand 
forecasting to drive business optimally: 

 

•    Making well-informed decisions about purchases. 

•    Obtaining an in-depth and complete understanding of the business system and 
structure. 

•    Making well-conceived financial plans and budgeting accurately. 

•    Avoiding stock issues through the implementation of purchase order automation. 

•   Sustainable growth. 

•    Project management and resourcing. 
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•    Anticipating the needs of staff. 

•    Planning marketing and advertising budgets and campaigns. 

•    Streamlining the process of manufacturing. 

•    Improving customer service and engagement by avoiding late deliveries, backorders, 
and going out of stock. 

•    Recording the progress towards the objectives of sales and business. 

 

How is demand forecasting performed? 

 

The question of how demand forecasting is done shouldn't be a question because there is 

no definite way of performing demand forecasting. There are only more "accurate" ways. 

The reason is that every method of estimating forecasting and demand in retail comes with 

flaws peculiar to them. Although it is quite impossible to forecast the future accurately, there 
are specific established methods that can be used to get more successful predictions. 

 

To perform demand forecasting more accurately, retailers ought to take note of data coming 

both from within and outside the business. Internal data could be included but not limited to 

foot or website traffic, ad expenses, historical sales numbers, among others. External 

factors could consist of digital disruptions, competitions, consumer trends, and trends in the 
industrial or consumer landscape. 

 

Techniques of demand forecasting in retail 
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The concept of demand forecasting in retail cannot be entirely explained without 

considering some standard techniques used. Some of these techniques are discussed 
below: 

 

The causal model: 

 

The causal model describes the factors of demand forecasting in retail, which are capable 

of influencing demand predictions. These factors of demand forecasting are categorized as 

either uncontrollable or controllable: 

 

• The controllable factors include price, location, promotions, promotions, visual 

merchandising, and sales. 

• The uncontrollable factors include seasonality, politics, competition, weather, trends, 

and socioeconomic & economic conditions. 

 

Given that the causal method technique takes a lot of variables into cognizance, it is in itself 

quite complicated. Some of the uncontrollable factors, such as weather and politics, cannot 

be accurately predicted to fit one likes. As such, a measure of guessing is employed, 

coupled with an equal measure of data to arrive at plausible predictions. Also, since 
guesswork is involved, heavy dependence is placed on the intuition. 

 

The causal method is best used by retailers that are data-driven and use vast amounts of 

metrics. Also, when forecasting is about adding and marketing promotions and campaigns, 

as well as multi-channel businesses with diversified consumer bases. Moreover, forecasting 
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by category, specific products, or stock-keeping unit (SKU), and retailers operating in 
volatile markets, the causal method technique is best used for demand forecasting. 

 

Time series analysis: 

 

This technique of demand forecasting represents a more quantitative method of 

approaching the concept of demand forecasting in retail. Instead of depending on soft data 

inputs and the opinions of experts, the time series analysis employs real numbers as the 

method for predicting the flow of demand. Hence, it is a more mathematical based 
approach to demand forecasting, using trends and numerical inputs. 

 

In this method of demand forecasting, other quantitative approaches include the life cycle 

method, trend analysis, the indicator approach, decomposition, seasonal adjustments, 
econometric modeling, graphical techniques, and trend analysis. 

 

The time series analysis method is best used for seasonal items, retailers who have lots of 

data about past sales, particularly if the data explore trends over a year to year basis; 
identifying cyclical sales trends, and seasonal selling periods. 

 

Qualitative forecasting: 

 

Qualitative forecasting is a type of demand forecasting in which a business expects 

demand according to qualitative data. The sources of the qualitative data range from 

competitive analysis to focus groups to employees to consultants to industry experts, 
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among others. Most often than not, the qualitative data has its basis in intuition and 
subjectivity rather than facts or hard numbers. 

 

Methods of qualitative forecasting include surveys, the Delphi method, historical analogies, 

market research, panel consensus, expert opinions, and focus groups. This method of 

demand forecasting is best used for launching new products, mainly if there are no like 

products in the market; or by businesses with limited historical data; or instances where the 
initial period tends to differ from the planned time frame drastically. 

 

How demand forecasting can be accurately calculated 

 

There are two main ways retailers use when calculating the accuracy of demand 

forecasting, namely Mean Absolute Percent Error (MAPE) and Mean Absolute Deviation 
(MAD). 

 

•    The Mean Absolute Percent Error (MAPE): 

 

This method is used to measure the rate of accuracy of demand predictions. It is easily 

possible to calculate by finding the difference between the predicted demand and the actual 

demand, further dividing the output by the real need. To obtain the percentage, the total 

output should be multiplied by 100. To arrive at the MAPE, calculations have to be made for 
several timeframes, after which the average will be taken. 

 

•    Mean Absolute Deviation (MAD): 
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The Mean absolute deviation refers to the disparity between the actual demand and the 

predicted demand. To find the MAD, the difference of the forecasted demand from the real 

demand has to be derived. Afterward, the average of the output over a series of different 

timeframes will be calculated to obtain the overall mean absolute deviation. 

 

Tips for demand forecasting 

 

•    Start by establishing a baseline from which you'll build. 

•    Data conservation is vital, hence preserve all data. 

•    Investing in the proper tools goes a long way in ensuring the accuracy of demand 
forecasting. 

 

Conclusion 

 

The importance of demand forecasting in retail cannot be overly stressed, owing to the 

many different benefits it accords a business. When in use, retailers are better able to 

conduct business according to factors that influence trade like, trends, digital disruptions, 

seasons, among others. 

 


