Chapter 4 pp. 71-76: An Overview of Forecasting and Demand Measurement

Introduction

Marketing research is used, in part, to identify market opportunities.  The research is used to measure and forecast the size, growth, and profit potential of each market opportunity.  Forecasts, which are based on estimates of demand, are used by many parts of the firm, including:  Finance (capital budgeting), Manufacturing (to determine capacity and output levels), Purchasing (to purchase the appropriate amount of supplies), and HR (to hire the appropriate number of people.)

Market Identification

Market:  Set of all actual and potential buyers of a market offer

Potential Market:  Set of consumers who are interested in a market offer

Available Market:  Set of consumers who are interested in a market offer AND have (a) sufficient income to participate and (b) access to the market offer

Qualified Available Market:  Set of consumers in the Available Market that have the qualifications to respond to the market offer

Target Market (aka Served Market):  The part of the Qualified Available Market a company decides to pursue

Penetrated Market:  Set of consumers who buy the company’s product

If a company is not satisfied with current sales, it can:

1. Attract more buyers from its target market

2. Lower the qualifications required of potential buyers

3. Expand its available market by adding distribution or lowering price

4. Try to expand the potential market by advertising to prospects not previously targeted

a. Ex:  Target ran new ad campaign against Wal-Mart and K-Mart to reposition as “upscale” mass retailer

Demand Measurement

Market Demand:  Total volume that would be bought by a defined customer group in a defined geographical area, time period, and marketing environment under a defined marketing program.  This is not a fixed number, but rather a function of the stated conditions (known as market demand function.)

Market Minimum:  Base sales that would occur with no marketing expenditure

Market Potential:  Limit approached by market demand as industry marketing expenditure approaches infinity for a given marketing environment

Market Size:  Level of primary demand for the product class
Market Share:  Level of secondary demand for the company’s product

Market Forecast:  Expected market demand at actual level of industry marketing expenditure






Expansible Market:  Total size of market is greatly affected by level of industry marketing spending (large distance between Q1 and Q2)

Nonexpansible Market:  Total size of market is NOT greatly affected by level of industry marketing spending (small distance between Q1 and Q2)

Company Demand and Sales Forecast

Company Demand:  Company’s estimated share of market demand at alternative levels of company marketing effort in a given time period

· Depends on how it’s marketing mix is perceived relative to that of its competitors (size and effectiveness of marketing expenditures)

Sales Forecast:  Expected level of company sales based on a chosen marketing plan and an assumed marketing environment.  This is the result of an assumed marketing expenditure plan.

Sales Quota:  Sales goal set for a product line, company division, or sales representative (often set higher than estimated sales to push sales force)

Sales Budget:  Conservative estimate of expected sales volume (usually lower than sales forecast).  Used for purchasing, production, and cash flow decisions.

Company Market Potential:  Sales limit approached by company demand as company marketing effort increases relative to competitors (usually less than Market Potential)

Estimating Current Demand

Total Market Potential:  Maximum amount of sales that might be available to all of the firms in an industry during a given period under a given level of industry marketing effort and given environmental conditions.

· Estimating Total Market Potential:  Potential number of buyers x Average quantity purchased x Price
· Estimating number of buyers:  Start with total population, eliminate groups that would not buy the product, and do research to eliminate those without the interest or money to buy the product

Estimating market potential of cities, states, nations, etc:

Market-Buildup Method (used by business marketers):  Identify all potential buyers in an area and estimate their potential purchases.  

· Example:  estimate amount of products each company in an industry might buy, extrapolate to industry as a whole, then examine market saturation, number of competitors, market growth rate, etc.  Finally, add up market potential for all markets where it will be active.

Multiple-Factor Index Method (used by consumer marketers):  Determine factors that will influence sales, assign weight to each factor, and compute “buying-power index” for a given region.

· Example:  Virginia has 2.00% US disposable personal income (weight 0.5), 1.96% US retail sales (weight 0.3), 2.28% US population (weight 0.2).  Buying Power Index = (0.5)(2.00) + (0.3)(1.96) + (0.2)(2.28) = 2.04

Estimating Future Demand

The more unstable the demand, the more critical the accuracy of the forecast.

	Forecast Method
	Description
	Use

	Survey of Buyers’ Intentions
	Survey consumers/businesses about purchase probability, future finances, expectations about economy
	To estimate demand for industrial products, consumer durables, purchases requiring advance planning, new products

	Composite of Sales Force Opinions
	Sales reps estimate number of current and future customers that will buy products
	To gather detailed forecast estimates broken down by product, territory, etc.

	Expert Opinion
	Obtain forecasts from experts
	To gather estimates from experts

	Past-Sales Analysis
	Use time-series analysis, exponential smoothing, statistical demand analysis, etc. to analyze past sales
	To project future demand on the basis of an analysis of past demand

	Market-Test Method
	Conduct a direct market test to understand customer response
	To better forecast sales of new products or sales in a new area
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