Sales Forecast vs. Fortune Telling

By Brian Jud

Have you ever listened to a forecaster’s prediction of pleasant weather and then made plans around that forecast? You may have been dismayed when it rained instead. But that is the nature of a forecast -- it is simply a person’s best guess of what might happen in the future. The metaphor for publishers is that we should calculate a forecast as a possibility, not a pronouncement of some definite, distant occurrence. 

The objective of forecasting is not necessarily an absolute prediction of the future. There is nothing preordained about it. Instead, a forecast should be a guide to taking meaningful action in the present to impact the future. As we approach the end of 2007, this is a good time to begin analyzing what worked and what didn’t work in 2007, and using that data to forecast your sales for 2008. 

What is sales forecasting?

A sales forecast is an estimate of the level of sales you expect to achieve during some future time period. But in reality it is a tool to take the pulse of your company so you know how healthy it is. The process of forecasting analyzes past sales – the lifeblood of your business -- and sets a goal to reach at some point in the future. A useful forecast isn’t a specific number, cast in stone, suggesting failure if it is not reached. Nobody knows the future well enough to accurately predict the number of books that can be sold. It is a process that can yield many benefits.
Motivation. Having an objective at which to shoot can be motivational as well as strategic. It impels one to find creative ways to sell more books.

Budgeting. A forecast gives you the potential amount and timing of revenue, as well as advance notice of when certain expenses (reprints, promotion) may be incurred.  

Financing. If you seek a loan to grow your business, the bank will want to see your projections as well as your plan to make them happen. 

Control. Accurately forecasting your sales can help you avoid unforeseen cash-flow problems and manage your production, staff and financing needs more effectively. Armed with this information you can rapidly identify problems and opportunities - and do something about them. 

Manage your inventory. See the trendline below for an example of how analyzing past sales can help you determine when and how many books to print.

Enhance perspective. As a general rule of thumb, sales forecasts should be conducted monthly for the upcoming year, quarterly for two years and annually after that. Think of it as a routine tune-up that keeps your business engine running smoothly. As a rule, there are three lengths of time for sales forecasting:

( Short-range forecasts are for one year, used to make short-term decisions about marketing, scheduling, inventory and staffing.

( Intermediate forecasts have a span of one to two years. They are used for budgeting, cost control, testing, introducing and marketing new titles to new markets, and distribution planning.

( Long-range forecasts cover more than two years and help to decide which new titles to develop, whether to expand or create new facilities and arrange long-term financing.

Better understanding of your titles, customers and markets. The first step in predicting the future is to analyze what happened in the past. The more you know about what, why, when and to whom it happened the better able you will be to prognosticate. 

When not to forecast sales
When you publish your first book you are full of optimism and you may not understand all that is necessary to make a book successful. Depending on many variables, you might print about 2000 of your non-fiction books (fewer if it’s poetry, fiction, a memoir or print-on-demand) so you can get a reasonable unit cost. You can always print more. Then take some time to build a sales history. Similarly, you might delay forecasting if you are publishing in a new genre or if you are entering new markets. Wait until you have experience upon which to comfortably base a strategic forecast.

How to forecast sales

There are several ways to forecast sales, utilizing various combinations of history, logic and intuition. All the methods begin by accumulating information upon which to base your predictions. Whether the data is extracted from past sales, test marketing or informal market research, it adds an element of rationality that helps take the mystique out of forecasting. 

Before you try to forecast what may happen, evaluate what did happen. The article Mid-Year Marketing Measurement in the June issue of the Independent described a technique for evaluating your sales. Find out how close you came to last period’s forecast, and delve into the reasons why you didn’t achieve it, if that is the case. Then use one of these methods to calculate a best, worst and most likely forecast for next period.

1) One way to forecast sales is to first plan all the marketing activities you expect to conduct in the future, and then calculate the possible sales may result from each. For example, a direct-marketing campaign might yield sales of 500 books. Entering a new market could add another 1000 units, and a price decrease could stimulate another 200 in sales. The sum of these figures would determine your forecast. 
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2) Another common forecasting technique is to simply add a percentage to last year’s sales. Even though this assumes that what happened in the past will occur again in the future, this approach can still be helpful and a chart of historical sales can aid your intuition. 

For instance, let’s say the 2007 sales for Title A amount to 1200 books. A simple judgment of 100 books sold per month might lead you to erroneously forecast that for 2008. Given the trend line (to the right) your logic would be flawed because the title sold more units during the gift-buying periods in June and the fourth quarter, with returns taking their toll in July and January (from fourth-quater 2006 sales). Using this data you can forecast sales, plan print runs, adjust inventory levels and time promotion more accurately. 

3) There are two maxims popular among intuitive forecasters. The first is that you should look back twice as far as you look forward. Second is that history doesn’t repeat itself, but sometimes it rhymes. Consult the past for advice on what to do in the future. But seek similarities to past events, not necessarily exact duplications. 

Use history to predict the future as you would use the rearview mirror in your car to give you information about possible future measures. Instead of fixing a number as your target, design a possible range of future sales. Forecasting is not an exact science, but if used properly it may well be fortune-telling.
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Brian Jud hosts Book Central Station where you can find rated lists of suppliers to help you write, publish and market your books. Post your own reviews and add your favorite suppliers. For a free trial, go to http://www.bookcentralstation.com/trial.asp Contact Brian at P. O. Box 715, Avon, CT  06001; (800) 562-4357; brianjud@bookmarketing.com or go to http://www.bookmarketing.com   
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Sheet1

		200X				Act Rev		Rev per Mo @ 100				(Assume net rev of $5 per book)

		Jan		-25		-125		500		625

		Feb		20		100		500		400

		Mar		75		375		500		125

		Apr		100		500		500		0

		May		100		500		500		0

		Jun		200		1000		500		-500

		Jul		10		50		500		450

		Aug		50		250		500		250

		Sep		75		375		500		125

		Oct		200		1000		500		-500

		Nov		200		1000		500		-500

		Dec		200		1000		500		-500

		Total 200X		1205		6025		6000		-25

		200Y		1326						(Diff)

		200Z		1524

								200X Avg

								Monthly

								100

		Gift book

		Sells well during heavy gift-buying

		periods, returns not heavy

		(negative period in Jan reflects

		returns form previous 4th qtr;

		same as July returns;

		can't simply predict 100 books sold per month): annual rev about the same, but not even over the months

		Lessons:

		promote heavily in June, 4Q

		Assumptions: 10% increase in unit sales in 200Y over 200X

				10% increase in unit sales in 200Z over 200Y, plus 5% price increase
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