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COLCNEL MICKELSEW: General Holman and gentlemens: We have this
morning, in the results of the election, an example of the dangers
confronting every forecaster, whether it be the weather man or a fore~
caster of sales and production goals. In spite of these dangers, in-
dustry, like the military Services, finds that it must do this fore-
¢asting. An appreciation of that is evidenced by the increasing trend
in industry to work out its problems of forecasting. We are fortunate
this morning in having a man who is-responsible for that forgcasting in o
‘one of the basic industries-cf this country. I take great pleasure in
'presentiﬁgitofyqu~mr, Bay-E¢;Estes;,Dir@gtor of Commercial Research of
the United States Steel Corporation, - ' ‘ o

_ MR, ESTES:  General Holman, Célbnel'Mickelsen,fand'gentlemén:" Ian

indesd happy to have an opportunity to meet with you here today and to
diéduss'Wiﬁhryou‘salés:forQGGStingﬁapdirelated problems as seen from

the standpoint cof the steel industry, - I use the word "discuss" advisedly,
for I propose that we adcpt a,”case,apgreach"iin this meeting, ' ‘I shall
Lendeavcr,tc~provide‘the'essential,badkgrpund”infOrmation,'to\poéé*the ,
‘problem; and to sketch qne or. more approaches. to it, I suggest that you
consider what I have to say both objectively and'icritically, and that =
youiin'yourfown,minds(seék_to detect all possible weaknesses and to bring
forward any feasible alternatives, . R . ,

. At the outset, I would like to emphasize that:our forecasting procedures
are not perfect, and. that they are still being developed. = S :

' The sustained period of pighrlevel opération enjoyed by the steel industry
for the-last seven years has;had,;natnralﬂy; a profound effect on our ‘sales A
‘forecasting, procedures ant practices. . I would like, however, to disregard N
the fact that for scme timethe most effective way of forecasting sales in e
many industries. has_ been by forecasting the ability to produce, - +eb us assume,
for the purposes,foﬁhis'di$cussibn,;tbat we are in a more normal sort of ‘
demand situation, where supply is adequate and buyers freely decide what to .
buy, when to buy, from whoti- to buy, and whether .they are going to buy at all,

One thing more I would'like to clarify: The purpose of this lecture,
or discussion if you will, was stated in a letter to me as follows:
"To acquaint -student officers with commercial methods from which they may
"ascertain whether there are ‘any policies or procedures which may be used

to impreve planning and operation within'the natipnal security organiza-

tion." -1 -judge from this stetement that the onus is on you gentlemen to
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_Idré&fény likely anélogiesrbétween commercial and military problems and 3
,';Béfore getting downftb_mybefmélﬂsubjedt,:I ﬁ9u1d Iike‘to talk to
you "a little about the Steel industry, more specifically about the

* United States Stesl Corporation, ' This is not lost motiom, because in ' -

a czse approach certein basic facts must be kdown, Without some ' factuel
background, the approach tq such a problem as this is likely to be. ..
. unduly academic. It is almost axiomatic that in any company sales fore- .
casting must be tailored.to the characteristiCS;and‘needs;of‘the-partiCr’;
- uler enterprise, - = - N T : I I s
I am'sure.taat it is'not necéssary to emphasize to a group such as
this that the steel industry is large, that it hes immense capital: in-
vestment, and that it cccupies a basic position in the American economy. -
. I do feel, however, that it will be worth while to discuss for a moment
‘the tremendous_diversity of products produced and 'sold by the industry -
-and by U.S. Steel subsidiaries. . ’ : I . :

. Those who are not familiar with the steel industry have a perfectly -
natural ‘tendency to think of steel as just "steel" without realizing -
‘the tremendous diversity of steel products and of their uses, . The new -

- hair spring in your watch, the can from which your wife gets the peas -
- Wwhich you eat for dinner, that hew car you were Just able to buy, the
giant magnet in & new cyclotron-~all are made from steel, All are vastly
_different in size, shape, ‘and physical characteristics, . The public's
~view of steel as just "steel" is perhaps soméwhat analogous to its
concept of the Armed bervices as Just a large number of men and. a large.

- quantity..of equipment. ' To the military man, I am sure, the Army consists.
of “many:types of meh with specific training and>skillsy'and”eQuipmeht;df
“Bpecific types designed for specific uses.. Thé military man no more think
of the tank driver and the infantryman as being:just«men and, therefore,

. interchangeable at will than the stesl man regards e piece of pipe and a

4”’coi1 df*Wirelas;bothu"steel" and therefore‘capable'of being lumped under -
- @ single Heading. - o e e e
’ uU.S;,Sﬁeél'Subsidiar;es make and distribute scores of differént_stéel°

;:‘productsf—shapes? plates, bars, rails, sheets, strip, tinplate, pipe, and
wir@r~to‘gamé,bpt a few of the major. classifications. “Bvery one of these

M"prducts’iS~pr6duoed in a multitude of' grades and metallurgical Specifica-

- tions. - Beyond this is & vast number of: varistions in shape, ‘size, finish,

and so forth, =

Not only do the sub,sidimesa'i.s,tribune't‘hesé- products nationally and

' in export, but they»ﬁérehouse‘th@nénd~ship:them in small ‘quantities to

- customers who reQuire;limited amounts'qf who' cannot wait for delivery . .
. from the mill, They fabricate 8teel into Yerge structures—-many storied




offlce bulldlngs and memmoth brldoes~— nd into- smaller ones 3,Tney produce
barrels 2nd drums, oil field pumps, ulesel engines of. varlous types, and
many other finished produots toc numercus to mention. -You may also be ..
interested to know that these subsidiaries ‘produce .coal chemicals which 0
find tho&r use:in finished: produots ranging from aSplrln to paint to nylon :
stock nEs to fertlilzor and even to TNT. ;

I have taken the tlme nocessary to skctch the dlver51ty 01 our products
‘because it s essential that in our . .subsequent - ‘discussion we’ ‘should. think in
termst of: the varying techniques and procedures required to forecast sales ‘
not of just steel, but of ¢achn of a vdr¢ety of products flow1ng 1nto many
d:ff ront uSes. : Sl Dl B - :

, A numoer of methods for forecastlng sa;es are avallable, and -1 thlnk
a beneral review of them will be profibable. But before we begin,- 1et's
take a2 moment to clarify tho term 1tself.; hhat klnd of sales forecast
are we talklng aOOut? ' N ,

Three Separote types of soles forecasts are usually dlstlngulshed,‘
LrlnClpd+ly on thue ‘basis of the period covered,  The first is the shori-
term forecasty. ‘ugtally one year ahead or ‘less. - The second is the med1um~
term: forecast, usually one to five: years. anead. Tha thlrd is- tne 1ong—term;
foreCast, usually flva to twenty years ahead.—

I should llkb to 11m1t our dlSOuSSlQn, in: tho maln, to short tern sales
foreo stlng;‘bec wuse forecasts. ‘are true operating: tools for sales and. fon
other departments:of which the activities depend upon volume,‘and because
they ‘are an essentlcl starting point from which accounting and flnan01al
‘pedple. devhlop ‘financial budgets. sediun~ and long-term. forecasts are use-
ful chiefly in facilities and investment plannings and are of substantlallyh
1ess 1nterest 1n oonnectlon Wlth curront opcrat*ons. - e

ﬁeforo'oons1der1ng tne forscastlng techniques to be: employed, two otherf
aress: must ‘be explored: First, the uses which will.be made of the. forecast*
WSy be _determined, and Secondly, the contents of the forecast must. be'
dccidéd upon. B = S .

I have no 1ntsntlon of repeatlng here the long 1lst of 1mportant uses
whlch can be. made of sales forecasts., -Some we have: already. mentioned.
Others will come out later on. For the. rest, any textbook on budgetlng
can provide you. with a list limited in 1ength only by the ingenuity of
the author -and. the aV¢11ab111ty of papers Two things I would emph351ze-
First, that forecasts must be- tailor-made to fit the uses to which.they
‘will be puty and seconaly, that forecasts: are worthless. unless ussd. A
completed forecast represents. a considerable expenditure of time and money,
and ean repay dts cost many. times over: if prOperly construoted. Furthermore,
no: value is- returnod 1f the forecast is. burled in a stack of pepers.on an.

1 ﬂ— = f”;‘:ﬂ
ix‘h‘é,' 1 J!z,’ ; \}
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' tical approach, ‘and, secondly, the analytical apprdaghgﬁ' ’

- 4

executive's desl, It mist be used, ‘It is an action tool. It is’ perishab.
and- 1t gets stale quickly. Dol an s T e T T e

» is subject t¢

" The second srea 1 mentiongd, the content :of the ‘forecast

- Bhe uses £6 'be made of it; ‘for the intended uses govern the information to

‘be provided. ‘Certain basic things should be included, however, in .any Sale

forecast: The first is a forscast of physical velume in units-~tons. or . :

2llons or barrels~-whutever is the typicel unit of the particular company,

. In some cases it may be ngcessary to use different units in different part:

]

of,the”companyfs-productidn..

. The second itewm that is required is a forecast of prices to be realizec

- Finally and obviously, ‘the two partsnof”the'foreéist»#thé»volumefand .
the price--are put together in a mechaniczl way. to come up with the dollar
volume, The. volume forgczst may be more important than thé dollar forecast
to szles and operating men, However, when it comes to budgeting by th ‘
accounting department, doller, sales figures are essential. R
- Thess data should bs provided in total and suitably broken down in dete
We usually think in terms. of breakdowns by product, by subsidiary. or manuf:
uring division, by szles terfitpry,~aﬁq by type of consumér, - )

vgcisions, then, must be hade in thase'two areas—=~the use and the:cpntf
50 that the form and content of the finel reports desired can be determinec

- in advance.: Once thess two areas are clear, forecasting techniques dan be

selected,

- In discussing forecesting techniques we can get into some rather invols
problemg, which are not easily handled. in sumnary fashion., A broad-brush
treatment seems desirable to me and my remarks, accordingly, have been. made
quite general. ldore specific information as to detailed methods is.avail—

~ ‘able in statistical textbooks should one wish to investigate this subject
© further, c : L R L S L

There are two basic approaches or techniques which may be ‘used, Neithe
of these involves the use of a crystal ball nor s wand; and; as ybu‘kpqw,i‘
tea leaves went out of fashion yeers ago.. - Today the tendenicy is to emphasi
a Mgrass, roots" approach, bassd on ‘the men who' meet the trade and take the

k‘drders;,~1{think.this'indicates_phat'we heve come a' long way,

The two approzches i*do“want.tovméﬁtion,aré,'first;'thé‘ﬁiétOrigg;;stat

PR

’The‘HiSﬁoricél*Statistiéal Approaqh isvihéﬂnamé'givenjtofthe apprdécﬁw

':baseq]on_bha-theory that the vOlume”bf“sales'ét'any-given“time and,p1ace is
.the algsbraic sum of the influence of four factors;_namely;jlong~term growt

N




E Eso cycle, tnc Secson Qf the yuar, and r
3 1t 1s based 0 the ccnt1nu1tj and recurrv ce of tnese fa' . In
! usa of thls metnod, the analyst must flrst x
: 5 This. glves ‘him his base,;
*'EThen he det;ra;nbs fron past hlstory ‘the e
¢rn of demand 'f,gSfproauct. This he adds as his second leyer -
is- usuallj mlssnmpen w1th high pesks and low valleys. .. The . top layer .
T § vﬁf_ﬁ-ﬂeln determined from hlstonlcaA records.
addle s re pro*cctad intq,tne futurc a¢cord1ng Lo thls pﬂst R
?att@xn.‘)d, prcsto, there is your: forecast, Rendom | fluctuatlons by .- dcf1~ SEN

nition arg normally’ not fcreseeablc and dre penerally not considered at thls
:St‘ase. AN - . v S . : L “& ;‘!‘ :

‘also used 1n.thls type of forecastlng,, ;
) dev1ce“1;,]’ Relatlonsq1ps between sales and external_
indexes‘of business actlvity - studied.’ Such indexes includu industrial
productlon, natlonal 1ncomc, reta 1 s*les; employmant, and so forth. Charts
are. prepared postlng Sulbs agait : X rad dlngs., A hlgh degree of - correla—
tica is evidenced by the pomnts falling pretty well on a straight 1line or e
nbasurable curve. Then, 2 relati nship is derived by the use of a formula, -
) g re¢ut10n§h1p canfb' used to Lgterpret the index as forecast by in~
iapcndent agenc;ps 1nto'a sa. brec st for p rtlcular company

3

, Sometlmes thOSu 51myL; cerrathlcns are ﬂOt adequ te, Tnen ¢ng.g@es=t0 more.
aluborate StatlSthdl tuchnlques. e PRI i

Lorrelutlons may be partlcularLJ valuable when a lead 1ag relatlonshlp
is observable., #ke , for~examplo, a leading company.in the field of plumb-.
ng supplles’_ It found a high dbgree .of “correlation between bulldlng con~
: ard d;and lts sales, but 1ta.sales hud a lag of threc to four

Sometlmes co“relatlons may appeer to ex1st wherb ‘there
and effe tvrelatlonshlp. There is a story that periocd-
ally goes tne rounds about the statisticisn who found a perfect .correlation .
)gtwaen the income of. ohurches ‘and the consumptlon of'hwrd llquor., Viell
,hat‘s the klnd of thlnvuyou must matcn out. for hore.,

Proponcnts of tau usc of these StatIStIC?l tecnnlquns clalm they are
aluablc ;n that thcj tcnd tc llﬂlt the scoPe w;thln whlch executive Judg~
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~First, in the short-term, longnrcn&e growth faotors are reletlvely

"i,unlmportent and are obscured by cycllcal fluctuatlons. The major ups .

~and downs of the business cycle tend to hide the longvterm growth factor:
‘unless’ the- industry or company is growing at-a rapid rate, ' Such rapid
growth is usually found only in new industries and companles, For most
A 1ndustrles, long—-term growth is not too meanlngful in shortwtcrm fore—

= c stlng. In the long run: it 1s very - dlffcrent, of coursc. e

Second, cycllcel movements are irequcntly irreguler and not observable

- until well after the turning: p01nt has been reached, When past movements’

Lare charted, it is easy enough to say -when ‘the upturn or downturn ¢ame,
“Mhen yow .are in the middle of things, it is very dlfflcult to prophesy
both oontlnulng and changing trends.. . )

~ In the thlrd place, seosonal fluctuetlon patterns chenge. ‘Particularl
has this been true in the pest three years, when high~level act1v1ty has’
’kept almost ull productlon icc111tles hummlng at. top speed. :

\ There have been ‘seven yeers since we could look at a. normal seasonal
- pattern. Tnereforc, if we investigate the seasonal pattern prewar -and
-expect. that the same seasonal pattern will exist when we come back to a -
" more normal level of productlon and business. aot1v1ty, we may be-badly
fooled. "It will take us several years to see what the new pattern Will
- be, Lhen, too, if seasonal variation is mlnor, it 1s herdly Worth fuss1ng
Wlth et all, : ,

Thls is generally true .of our own lndustry. Looklﬁg at the'steelt
1ndustry's ‘production broadly, it is very difficult to gee a 31gn1f1cent
.~ seasonal pattern. Isars ago we thought we had. one. We have become more.
—and more dubiocus., The Federal Reserve Board has stopped adjusting its -

indexes for seasonal variations in steel output, Some individual-product
" ‘such as tin pletc and-rails do exhibit considerable sezsonal fluctuation,
But brozadly,: the stecl industry does not heve a Vory marked seasonal

ourth, and most 1mportent, the results of a purely statlstlcel
kapproach are dlfflcult for munaéenent to evaluate or: 1nterpret, and
may,’ therefore, be regarded with distrust, This 1s true even though the
‘results are modified according to the best current commercial judgment.-

- . .You don't have 10 be a mind reader to figure out that I don't-get a fast

iappulse whon 1 seg a forecast based on tnls hlstorlcal-statﬂstlcal technlqu

_ -~ How 1et's 1ook at the other method, the analytlcal approuch to salos
',forecustlng.‘ This approecn is a much more ‘personal and neritechnieal one,
Theforecasting procedure begins with the’ forccustlno by qualified persor
cof general business- actlvlty and of activity 1n ‘those industries which.ax

 -ma3or customers, for ‘example, forecasting the activity of the automotive:
*1ndtstry, ‘the construction industry, the heome appliance industry, the rai
road: 1ndustry, etc, Judgments of line sales personnel at all levels are

.gatheredi Analyses of pertinent economic factors are collected, ‘and putbs




»forecasts are studled. Thun,.tnls mutcrlal is: dlgested 1nto a furec@st
of actlvaty for the entlre stei*"

The nuxt and f ml step is to dbtcTMlne Wh&t’éhunk‘of this total
business WllJ.ComC te & partlcul ir company. 1n other words, you take.a '
rather SvalullZ6d poWl of opinions' about a ‘given market, fold in all ,
the hard . facts you ca lay your nands on, Sgason it with a generous amount
'of common sensg,. and dish it Gut  in simple business Engllsh. “You. would
bhe’ suryrlued now oftun +he result 1s accurate. ‘

. e foo 1 thcu his. Senaral apprOcCh fits our néeds best, and I should
like to oxp10r8 in srcatcr det°1l with you how it already‘morks in our
lord anlzetlon, chn tnou&h we ars tlll in the process of reflnlng our,
tccunlques.;~ : S ‘ :

e

" This approaﬂh is bublcallj @ "5 asq roots" approvcl, Through 1t we-
take. our own.poll on businns "rospects as seen by our line sales organiza-

.. Their: Judvments ‘are . reviéwed carefully and are comparud with.check
totals bassd on our oest~gr up,judgment about what the economic and business
future holds. anou.h such a multlple aporogch and cross—checking, we hope .-
to uChlqu rﬂSu;tS “which will be incr6881ng1y accurate and which will pro-— .
fVlde a sound bﬁSu for thu man fement deGlSlOHS of other aepartments.v, A

- The bQSLc rcspon31b1113y for sales forec&stlng must rast in the hands
of the.Sales Lepartment, “This. is true because only Sales can have the
d¢rect Uontuct with: the; trade whlcn is so essenbial to realistic forecast—-
ings bec anse only Sdles can ‘have: flrstwhana knowledge" of ‘sales. pluns and: -
pOllCluS, whlcn 1n?1uence Salus to such a marked degree, and because Sales:
must. play. a ma jor pﬂrtfln deV¢10pln the sales‘équls d«alnst whlch 1t mlll
measare -and evélurte 1ts performance, = L :

Onbu t; sales foracust has been made, the Sﬁiae Department puts it

“into action in its own sphere of activity in meny ways. Advertising bases
its programs, on seies forecasts.  The line Sales orsanlzatlcn plans dis~"
trlbutlon cna'ne*s, sales territories, and ~allocation . of manpower On’ the
basis of <ales fOdeuﬁtS.h Personnel flnds, selects, and trains addltlonal
pprsoqneli and ”SSlSt% in the development of present personnel as ‘required
by Line Sules after reviewing sales plans, Market Development plans and
vexcoutes many "sorts . of. csales: promotloncl programs on the basis. of forecast
sales. j;QQHrer01al Rese“rch keeps the forecast current making interim:

: %q' onomic. condltlons change, ‘and aids Line Sales in measurlng
/t in terms: ai Forecast opportunluy and actual achlavement
8 Works out ‘over—all sales? expensb budgets in occordunce‘
ts. and controls expendlturcs 1n terms of those budgets. :




Tie Besin with the salesman. He'sizes up the bu51ness he expects %o de

*with his various: customers and prospects durlng the next year, He submit:

_ to the district sales manager, t¢ whom he reports,.a forecast showing the
guantity of each product which he thinks he will be able to sell next yeai
in his territory. The District Sales uanager reviews the forecasts. that
_salesmen return. and comblneq the forecasts for his district into a 51ngle
‘forecast Whlch he sends in to the ueneral Manager of Sales.

uoncurrently the Prcduc+ 5&165 manasers who have reSpon51b111ty for tl
distribution of particular products, prepare forecasts of the total sales
of each .of tugir products.. Thelr forecasts are also forwaraed to the Gene
'}&anager of ba¢88. ; B . .

The company's Commer01u1 Rasearch DlVlS]On then complles compsnyﬁw1de
forecasts—-the Line. Szies forecast and the Product manager's forecast,:
Incidentally, szlesmen are often accused of being poor forecas ers.' When
‘business is good, they may let their exuberant enthusiasm ' run away with-
them and be over optimistic.. Gonversely, when prders are hard to get,

. men in direct contact with the cuStomers ‘may become unduly pesslmlstic

~and may tend to underestimate the 1mmed1ste future. S50, aq 1ndependent
check at this. poxnt is v1tal : :

Commerc1a] Hesearch uses several eress checks cn the forecasts. It -

~ obviously compares tihe two forecasts side - by side, It compares the fore
~east; product by product ‘and territory by terrltory, with past sales per—
formance. . It reviews over-all goods- in terms of forecasts of general bus
“gonditions. ‘Based on these cross checks, the ordiginal. forecasts are revi
"whurever necessary with those responsible for submitting them; and neces=
- ~saryadjustments are agreed upon, often after further 1nvest1gatlon.

The sales foreca 1/ then moves to bep salss manﬂgenent for rev1ew,
ad;]usbment, and i‘:x.n 11 approval. :

As p01ntud out esrller, completion of the forecast is only the beglnn
ing of the story, because it must then bs put to work, Management must
1nterpret the predictions into swift, decisive action and must do every~‘
thing in its .power to see that the performance ferscast. is acnleved 1n
_~rea11ty. Then,\snd then only, is ‘the forecast werth while, - -

In thb Orlglnal discussicn regsrdlng this session it was rsquested
that some attention be given to the use of sales forecasts in setting
--production goals and raw waterial requirements. At present the steel
1ndustry s ability to get orders .is nct the factor which: governs pro~-
duction, qnd raw material needs. Insteud, preduction is at a maximum, and
in miny cases raw materiel availability is a facter limiting outputs 1In
more normal times, however, production planning must 1ntcrprut sales fore

sts 1nto detdlled product schodulus, that is, in terms of 'sizes, finish




'Qba51s ef past experlence.4 These flgures can be used to
: ;ﬂc111t1es allocations. * Actual ‘production. .plans, however,
o be based for most products on orders actually booked, \
for. comparatrvely 11tt1e manuf‘cturlng for. 1nventory 1s done in the 1n*'
austry. o BT S \

In the same way, under more’ normal condltlons sales»forecasts may be -
sonverted back intc raw material requlrements and steps taken to see that
taese: requlrements are. met.. For. mple, iron ore can be estimated to ,
leterming now much ore’ must. be: brought down. before the lakes freeze 1n SR
arder to keep the blast furnace’;supplled through the w1nter_,

The thougnt has probably occurred to you, as naturally lt has on
ecasion occurred. o me, “Is this all worth the trouble?" Ve ‘spend
nuch valuable time in preparlng, rev1ew1ng, adgustlng, and complllng.
Sy the time such a forecastln gram has been devzsed, 1nstalled, L
wndy adgusted, ‘and by the tim M’ecasts start rolllng in, there are .
lterally mllglons of” frayedeh ends scattered about. Gallons of m1d~ :
\ignt oil Wwill: have been burned,'scores of penc1]s worn to stubs, and reams
»f paper used . Waat makes 1t all Wer\‘,h»‘wl'l:l.le'>

T thlnk, for one thlng, forecastlng forces us. to do some good, hard
.hlnxlng.n It forces. a, saleSman to know his’ accounts. It forces arl of
8 -to. take a: perlodlc look at what is dhead.,

Leyond bnat, sound forecastlng of seles is: the cornerstone of every
us¢ness Just as logistic plans are the cornerstone of ‘every military -
ampulsn., I know dittle of military int elligence and its methods; but
. am sure shat you gentlemen would not care to 1aunch an ‘invasion without
now1ng the depth of water, the terrain, the number‘and deployment of =
pposing’ forces, and all the . otner factors which ere carefully analyzed
nd forecast before Iaylns tne plans for a mllitary movement. oy

5 Let me- assure you' that it would be. squally foolhardy for a bu31ness to
o plung;ng ahead without facts, and forecasts based upon these facts, The‘
irms which have, perlsned in the ossfire of unforeseen condltlons are.
egion. Any busrness to. survive
asting’ supplies the facts for the future, With such 1nformation, manage~ ’
ent can skllfully plot its course and sail with maximum safety on. the

ough seas. of 1nf1etlon, deflatlonJ competltlon, and change. Of coursse,
i 15 wortn‘ ta » R

‘ QUEuTION.1 Mr. ﬁstes, I didn’t qulte get the tlme element 1nvolved S
n your forecastfng.“ uhen you start oollecting dOpe from the salesmen,
ay, in Jenuarj ‘mhen 1s that g01ng lnto effect’ L R

. 'i.‘,‘ v

10

nd to progress must have ‘the facts. Fore~ .




*KR ESTu i -Actually we start well in advance," Sdl@smen are now
beginning to bring information in to . District lianagers for next year's
forecsst, U.S. Steel has many sub51d13ry companies .and company fore—

Lo : casts must be budlt.up-before the corporation forecast can be arrived

v at.‘The compeny forecests are in the hands of the corporstlon by ‘the
o : middie of lecember, which means. that in the compenles they begln work,u;

by the m;.ddlu of Octobar. e ‘ S e

- . QUESTIOW: At tun prpsent time and for the last few ye¢rs the steel';
industry n2s not besn able to meet the demand.- Surely there must ‘be a
ruqulrenent for an: estlmrte of what the demand would have besn. nould.
you comment on the technlquhs nnd proc=dures by whlch you arrive at such
forecusts : . . , : : ST

MR. ESTES. I tnlnk thare is qomg, qucstlon as to wnether we gctually
can arrive et’ any true estim: te -of how much steel would have besn. con-
~ sumed last yeer if all nad beew evailable ‘that-would have. been called for
SR In bie flrst placey- if stesl were no longer the limiting factor, somethin
T else would very promptly Jecome 1t.' It might be labor or it might be oth
; mabcm.a*s. e R 4 c : o s : . '

Your question is closely “Lli‘d to 1on5-renge forccustlng In our
lons—rgnbe foreczst, we forecast in terms of what we czll = naorumal.? Jie
don't feel that there is any use in trying to predict just what 1960 will

- be. Dut we say, if 1960 is =n 1n—between yéar, a year that will beilooke
-~ back on’ A8 W’ todmy look bnck on 1940 or 1937, what Wlll the demand be th

mSlC?;ly we use two related metaods of making thet type of forecast.
In the first place; we try to set up & concept of the economic climate.
ke curtﬂln assumptions as to wuat oond1t¢ons will be. ' Having made thos
broad quumptlonu, we:do two things. In the first place, we try to. deter
under those conditions what such faotors as populstion, smployment, gross
‘national product, and.the Federsl Reserve Board index would be. And, we
~try. to determine: for-our .consuming industries what the level of their .
activity might be, By.-building up two ways, first by compuring the steel
- relationship with the over-sll measurement of the gconomy , ‘and then on th
- other hand deterwining how much stesl w111 be used in éach.of the consumi
1nduatrles, we .are able.to come up.wlth 2 long<range forecast for 2 normal
y‘.af./ :: )':.‘.’_ , R . e .“‘",.:‘ ;“ . m B ) E N X - .
Quéstlon. You maao no muntlon in your talk of" forelgn export bu51ne<
I seems to me after.a little reflection thst the fﬂctors of ‘the economy
and p011t1Cﬁl goings on in the other countries would be more of: a.factor
than could be measured by your S“los forecasting system ordlnarlly.
other words, the forecssts: by your representatives of your firm in other
countrlus ‘whiell would give them to you, particularly if they were not you
omn people but foreign firms, would be colored perhaps by the' shorter rar
 You must have some way of asszssxng that, Would you enlarge onuthat9,-
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MR.<mSTES As I mentlonedf'we have a number of subsxdlsry companles.
One of these is our Expert’ Compcny  That company ‘is re5p0n51ble for sell-
ing our: ‘products in export.{;Thcrefore that particular company will prepare .-
tnn“exP rt portlon of the forecast. In that. company we obviously have G
peop;e who‘ﬁro pcrtlculc “y“lnformed on conditions in each foreign countny.f
Wwe have s man at the. hea . of tnat company who" probably kncws as much about,. .
the st eel export flelé as anybody in*the United States. . Te rely yvery
heav1;y ot the- Judgment of theé export people. By and large the export .
flgu‘a 'is-just -added onj and~great authority is glven to the people who E
'mqme tn?t psrtical T portlon:_f‘the forecast.,,. , -

QUESTION. .I wonder 1f you WOuld cgre to rem?rk on how successful your s
forecasts nave been. . '
point. I tnlnk in many companles there is
nd be guided by it end never compare it w1ths
swhat actually hdpgens. I ‘ is very 1mportant in any company and any
operation that we comparg tual course ‘of tevents with the forecast,
basically for the purpose ‘of checking the forecast :&nd ‘seeing Where we made
our mlst“kes and trylng to determlne why we mndu thum.‘N TR : :

MR, BSTES: Thc,t ig 2 go'
- tendency ‘to make & forec 15

In our compcny, 1 would 5 <7tnat our experlence is that our total fore»~ Zf7
: s+s are. pretty good., cheV»;,-wnen Jyou go back and 1ook/at 1ndiv1dua1 ‘
*products, you often flnd con81dcrable varlation. b i ,14;'

; QJESTION , hhat welght, 1f any, in your ﬁorecastlng do you glve to :
.considsration of the-individual item- characteristics? I am thinking .
principelly: of cn&ractprlstlcs, 88y, for a finished 1tem, ‘whiich' mlght be’
durability; producibility,. complexity of mechanlsm, need for repair, =
‘perhaps materials tnat go 1nto 1t tnat mlght ba scarce,~‘nd thlngs of
*tnﬂt sort. R N A

‘(3"aﬁﬁRf;EStES I don t thlnk I understand exactly what you mean,

Y L»fIGN' Suppoqb you are furecastlng a new mtem.‘ If you have one
iwh sveyou have a background, where 1t has besn a.going item, like steel
{Shbbt, it mey be simple. But.take an exemple of a'product like a flat- ;'
jron of & new type. Hom 40 you: predlct how that Qartlculur new type is. ‘,
. going to take, hold? Ir that predlctlon what weight,. if any, do you glve
%bo the var;ous ph racterlstlcs of the 1tem 1t361f° ]

MR. EUTB - You see, the bis p°rt of our forecastlng lnvolves the
bzse mc rlal o Twouldn'tt try to: 1orecast the demand for & new flatlron,
becauSu W' Would bo to all the flutiron manufacturers and discuss with
them the. outl‘ts for that ironfgunerally.‘ If they are & nsw ‘types.we. -
“would asky. MDoes. that cnangeithe type of steel you are going to usé? Is
the- product ‘such that evefybody is ‘going to throw thelr 0ld flatirons in:
the rubblsh and get the new onp, so as to bring up the total demand?® .
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"QU?STION. Let us take nalls as an example.

MR. ESLU 3 Suppoqe 2 new type of nail hzs beeq developed. 0bv1ously
you -examine “its chcractcrlstlcs for that particalar use and the possibilit
-of-its replzcing other typos of nails op some other produet in that use."
It -sié-ll*tle dlfflcuit to answer your questlon very spec1flcallf.

o QkLQNmL mIFKELSEN.v May I glve 2. hint as to what he is dr1V1ng at. ,
-This question wes a 11ttle below the belt, beczuse he-is talking in- terms
of another problem- that we are “brying to work out and using termlnology :
© - with which you a¥e not familiar. I think that the question’ can bé tied -
to the remark that you made’ in your talk where you said that the- procedure
for forecasting is tailored-mede for its purpose in terms of the particul:
1tem. I belldVd tnat 1s thu p rtlnul 3y thlng ‘he 15 trylng to brlng out,

quSTION. That is rlgnt. I cau5at thosa words when you said them.

-+ 1 was thinking prrtlculurly of 'a 'cas¢ where you are- forecustlng for & clas

, of civilisn goods, One’ of our committees has to' do with civilian goods..
What consideration is given to the che racteristics. of the partlcular item
in your forecast of how many you are going to turn ocut-ind what you think
"~ the demand is g01n6 1o be? In other words, you ere in a way guessing yow
requirements the Same as we guess requirements in the military service, I
was wondering if you -take tie 1nd1v1dual item characteristics into consids
t¢on, and 1f 50, how you wegve it 1n, how you" get your facts.

>4JR mSIES, I would say that Wu get tue facts. “Te go and ask the fel
who knows, If it 'is the autOmoblle industry, we 'go out and talk. to its
ruprcsenuatlves in order to ascgrtaln the fécts. . N

%UVSTLOH- Isn't your foreCastlng department in a pretty favorable
- position? You forecast, say, that the demand will be -for 90 million tons
of steel,: iso you buy- probably 50 million tons of screp and 50 million tont
of ore and come out even. I would sey your department couldn't niss very
far, because all the stsel you buy is all that you can, sell. You might
p0351b1y 80 under 1t. How Pbout that? ' )

MR, ES”E I trlud te mPkp ‘the point thet today in the stéel indust:
over-all forecastlng is relatlvely .¢asy. You need only determine what yo
3 capac1ty is snd consider the possibility of getting the various raw mater
orea, scrup, satlsfactory coal, and so forth. So there is nothlng to 1t.

, You shoula recobnlzp, however, that as you go into the 1nd1v1dua1
products, you are making decisions. about how much you will produce of eac
product, becsuse there aren't gnough 1ngots to keep every single steel’
faClllty at every level g01n5.' There is more flnlsnlns capacity than
tner@ is 1ngot cgpuclty.
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- QUESTION: In taxlng thu 9nalytlcal approach to your forecast you
actually make an industry study.  Is there any possible way that you
can see. that that basic lnformatlon ¢an be mads avallable to the

,munltlons ‘Board. and to the National decurity Resources Board so they
can get.away: frcm,crystdl-ball gaz1ng and utlllze your 1nformat10n
in thelr fore asting: . ‘

MR.. ESTEb. I donit know, I suSpect that thdt problcm is. probably
bejond tue realm of you and ne.. But it would seem to me, and probably
to mogh of you, that st the prOgur level it should be possible for the
Armud ucFVlch and 1udas Sry to gvt together cn. problems of that size.

S GENnRAL«HGLMAN. mr. bstcs, tae College, both the faculty and the -
'students, is depply 1ndebtud to ‘you for this very practical and to us
very usefnl discussion, I think the thing I will probzbly remember

most of 211 in your talk Wlll be that when you want information, you go
out and flnd the man wno knows most about it. That is a pretty hard
‘thing to do. sometlmes, I think the key point there is that it is up

to ‘the. pqulﬁ who want, the' 1nformatlon to know where to £ind the man
muo knoms most about 1t. we *ra verj aporaclatlve. Thanx you very much,

{ 22 ' Novembar 1948—-450 )5. / g e
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