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If the data follows the line shown above, then

Dt = (o + (t + (t
Where (o = Constant, 


(t  = Noise (Not in our control) – we cannot predict it.

S​t = Best guess at the time instant t (i.e. for the time instant t)

Tt = Best increment guess at time instant t.

Ft + 1 = S​t + Tt
Ft + m = S​t + mTt         i.e. Forecast for m time periods ahead.

S​t + 1 = Best guess at the time instant t + 1 (i.e. for the time instant t + 1)

St + 1 = (Dt + 1 + (1 - ()(St + Tt)


          Dt  + 1 = Actual demand at t + 1

        = St + Tt + ((Dt + 1 – St – Tt)

If noise is large, keep (,( small and if noise is large, i.e. large variations occur, keep them small.

Tt + 1 = ((St + 1 – St) + (1 - ()Tt
Ft + 2 = St + 1 + Tt + 1

To forecast something seasonal, what should we do ????

I.e. for variations as shown below…………



Ratio seasonality method is the solution in this case

Demand follows some underlying mean and in addition to that some noise. Hence, in this case, we will have best guess of (t and ( and add noise to Dt.

Dt. = (t ( + (t
Where (t = Expected demand in month t


       Overall expected demand

(1, (t2, (3, - - - - - - - - - - - - -  (11, (12 are the estimates and

I1, I2, - - - - - - - - - - - - - - I​11, I12 are the seasonal factors.

L = 12 (Periodicity)

Ft = St – 1 ( It - L
Ft + m = St  ( It – L + m
St  = ((Dt / It – L) + (1 - ()St – 1
It = ((Dt / St ) + (1 - ()It – L
                            New observation for seasonality factor.

Now to forecast for a variation, which is linearly increasing as well as seasonal.








     t

Ft + m = [ St  + mTt ] ( It – L + m
Observe Dt  + 1 and update St and Tt 

St  + 1 = ((Dt + 1 / It – L + 1) + (1 - ()[ St  + Tt ]

Tt  + 1 = ((St + 1 – St) + (1 - ()Tt
It + 1 = ((Dt + 1 / St ) + (1 - ()It – L + m.

We can carry this process forward if we have an initial starting value.

Value of m can be greater than 12 also.
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