Forecasting Total Market Demand 

Recent history is filled with stories of companies and entire industries that have made grave strategic errors because of inaccurate industry-wide demand forecasts.  These inaccurate forecasts did not stem from a lack of forecasting techniques: regression analysis, historical trend smoothing, etc.  The inaccuracy stemmed from not seeing the forest for the trees:

There are four steps in any total market forecast.

1)  Define the market (e.g. Personal computers) 

2)  Divide the total market into segments (e.g. Desktop computers, notebooks, and PDAs)

3)  Identify and forecast the drivers for demand in each segment and project how those drivers are likely to change over time (e.g., the cost of components, competitors’ pricing, buyer upgrade cycle, customer acceptance, capability, performance) 

4)  Build a model and conduct sensitivity analyses to understand the most critical assumptions and to gauge risks to the baseline forecast

Building the model is the essential step.  It allows the forecaster to select the fundamental drivers and understand their interaction before the actual numbers obscure the picture.

Source: http://www.stanford.edu/class/ee353/Abstracts1.htm#plcycle

