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. . . . . .  .',~ .. ~ A,~D ~RODUCTION GOALS CO~:,+ER.C.I~L FOF~C~bTI~+G OF SA~S ' 
IN T~ STEEL I~DUSTRY 

3 November 1948 

COLCNEL ~IC~LSEN: General Holman a n d  g entleme+l~l< 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 ~ fore- 
caster of sales and production goals. In spite of these dangers, in, 
dustry, like the ~'iilitary Services, finds that it must .do thin fore- 
casting. An appreciation of that is evidenced by the increasing trend 
in ind~stry to ~Jork out its problems of forecasting. "~e are fortunate 
this"morning in having a mean who is: responsible + for that forecasting in 
one Of the basic industries of this coun+try. I take great pleasure in 
presenting to:you ~.;ir,. Bay E ,or of Commercial Research of 

the United.'Ststes Steel Corl 

C i~ " " I'~+R. ESTE~+~: General Holman, oolonel ~cke!sen, and gentlemen.': I am 
indeed happy to have an opportunity to" meet With you here today and to 
d i'scuss WitCh you sales forecasting and related problems as seen from 
the standpoint of. the Steel industry~ + I use .the word "discuss" advisedly, 
for I propose that we ad ::I shall 
endeavor to provide the )ose :the 
~problemj and to Sketch one or+ more approaches to it, I sugge~+t' that you 
consid'er what I nave to saybot~ ohject/~Vely and ~critica!ly, and that 
you in your/ownminds seek to detect a l! possible weaknesses and to bring 

f o r w a r d .  , a n y  f e a s i b l e :  alternatives.. . • + . : .  • . +~",.++++ . . . ,  

..... ~t the outset, I would Like to empHasiz~ +th'at ++' our forecasting procedures 
"'are not perfect, and that they. are still being':developed+.i 

• : , " + 

+ 

• The sustained:p+ri, od of +highr ievel operation enjoyed+6Y +the steel industry 
for the"last seven y@ars has +had+ naturally, a profound effect on o~r sales 
forecasting, procedures and practices.+. 'I would like, however, to disregard 
the fact that for +c;me time the most effective way of forecasting sales in 
many industries has+been by forecasting the abili~ty to produce. Let us assume, 
for the purp.oses of this'dfscussion, that we are in a more normal sort of 
demand situation, .where supp.ly is iadequate and buyers freely decide what • to 
buy, when to buy, from whom to buy, and Whether .they are "going to buy at all. 

: . .. f . . 

One thing more I woil@:like to clarify~ The purpose Of this lecture, 
or discussion if you will, was stated in a letter to me as follows: 
"To ac%uaint..s+tudent officers with commercial metho.ds from • which they may 
ascer+ain+whet+her + t+iere are + :any pplicies or procedures Whibh may be used 
+ , i  ~ ' ~ . ~ - + ~ n ~ ' ~  ~nd ooeration within:the national security organiza- 
tion." , I .~+u+d:++" f r o m + ,  this statement+ that the onus ms o n  you+ gen+~emen +o 

• . , . ". 
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draw'~any likely analogies between commercial and military problems and 
practices . . . .  

Before getting down to my formal.,subject, I would like ~o talk to 
you ~a little about the-~teel industry, more specifically about the 
United States Steel orporat~on. This is not lost motion, because in C , . . , 

a c~se approach certain basic facts must be k~own, V~ithout some factual 
background, the approach to such a problem as this is likely to he 
undulyacademic. It is almast axiomatic that in any company sales fore- 
casting must be tailored.to the characteristics and: needsLof the p~rtic- 
ular enterprise. 

~m ;sure that it is not negessary to emphssize to a group such as 
thisthat the steel 'i~dustry is large, that it has immense capit~i, in- 
vestment, and that it occupies a basic ~position in the American economy. 
I do feel~ however, that it will be wOrth While to discuss for a moment 
the ~remendous diversity of products produced andsold by the industry 
and by U.S. Steel subsidiaries. 

Those who Ere not familiar wit'h the steel industry have a. perfectly 
naturel ..teNdency to think of steel as just "steel" Without realizing 
t~he 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 
which you eat for dinner, that hew car you were just able to buy, the 
giant magnet in a ne~Y cyclotron~all are made from steel, Al.l ar e vastly 
different in size, shape, and physical characteristics.. T~e p~uSiic's 
view of steel as just "steel" is perliaps somewhat analogous to its 

• , concept of the Armed'~'bervices as .just ~a large number Of men.and a large 
qu~,ntity:.o.f equipS'ont. To the military m.an.j I am sure, the ~rmy consists 

7of~many~.types ' of m * ' . " . . . .  • en~w~th speclf!c tralnlng and Skill.s,~ and equipment of 
,~pe.cTfic t.ypes designed for specific uses. The military• man no more think 
of the tank driver and the. infantryman as being jmst..men and, t~erefore, 
interchangeable.'at will .than the s~eel ma.n resirds s ,piece of ..pipe and a 
Coil of..wire as both. !'steel" and therefore capable of being lumped under 
a single heading. , 

. . .U.S. Steel Subsidiaries make and distribute scores of .different steel 
produCts--shapes,. . pla.tes, bars, :raiis, sheets, strip, tinplaZe, pipe, and 
~J~r~.--to..name but a few of the major, class~flcat~ons...*~very one of these 
products-is .pr6duoed in a multitude of.~ grades and metallurgical ,Specifica- 
tions. Beyond thi~ is :a vast .number.-~.of: va.riations i~ shape, size, finish, 
an~ so forth.' : ~ 

-..~ j[ ,.. 

Not only do the subsidiariesdistribute these products nationally and 
in export, but they w~rehou~e themand ship them in small quantities to 

- customers who require limited amounts or who canno~ w~it £or delivery 
. from the mill. They fabricate steel into large structures--many storied 

3 

~ t i - - ~ . ~ - - ~ !  * ~ - - . ~ j ~ * * ~ - ~ - , ~  . . . .  L . . . .  ~ - ~  



.~•,!~i~ ~ ~ ~- ~ ..... ~ ...... 

• ..... • ~ ~ ~" - ller ones. ~They produce office bui~dlngs and~marmnoth brld~es--~nd into sma ..... , 
barrels end drums, oil field pumps, Diesel engines.of various ~typesl, and 
many other finished product~s~t9 o numerous to mention. You.may also Se 
inter-~sted tc kn~ tha~ roduce .coal chemicals which 
find the!inl Use in'finis from aspirin to paint to n~ion 

st ockin~s ~to fert£1iz~r 

I ha~ taken, the time necessarFto sketch the diversity of our products ~ 
- ................ "~ ould think in 

h :ast sales 
t into many ' 

different u~~:s. - . . . .  " " . " 

. . . . .  ~ ~ b and I think A ntumh~r' of methods for forecast%ng sa~es are ava~la le, 
a general review of themwil! be profitable.. But before we begin, let/'s 
tak~ a mom~n~ to cTarifylth~ term itself. "~,hat kind of sales forecast 

are ws i talking .about ? 

- " ~ casts are usually distinguished, 
covered. The first is the short- , 

term fo~ecast, usually.~on~ ~year aneaa or less. The second is the medium- 
term fOrec~st~, usu&ll~ one ~to five yearsahead. Th.e third is the long,term 

£oreoast,• . usually five to twenty years ahead. 
... • . 

' ~ I sho~Kd like~,to limit our discussion~ in-the main, .to short-~term sales / 
foreca~S~Ing; because for,coasts are true operating tools for sales and fo~ 
other dep~rtments of which the activities depend upon volume, and because 
they 1~r~ an essential starting point from ~..'hich accounting and financial • 
peep~e develop ~inancial budgets, i~di~m~ ~ ud~ long-term forecasts are use- 
ful -~ chi~£1y in facillt~es ,and investment planning~ and are of substantially 

less int~reSt in connection with current operations . . . .  

Before conslderi~ h~chniques to be employed, two other 
areas must be explor~ . s which will~be made of. the forecast 
must be determined, and secondly, the contents of the forecast must be 

; ( t e c i ~ c t '  upon. . . ,  

'I ha~e no-intention .of he :long list of important rises 
which" C~ be madd of sales we have already, mentioned- 
Otaers wi'II comaou% ~ater on. For the~rest,, any. textbook.• on budgeting. . ~ - , 
can provide yon with a list limited in length only by the ingenuity of 
tfl~ author and the availability of paper~ Tyro things I would emphasize: 
First, that forecasts must be~tailor-made to fi~ the uses to which.they 
wiil be put; and S~condly, that for.ecsS~s are worthless unless used. A 
completed forecast ~ repr@sents a considerable expenditure of time and money, 
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e~e.cutive's desk. It m%st be Uasd. It .is an .action t~ol. 
and it gets ~tale quick].y. " " . ' 

It is perishab~ 

. - . " 

Tile second erea I m~ntioned, the.c0ntent:of theforecast, is subject t( 
.the uses to 'be made of itj :for the intended uses govern the information to 
be provided. Certain basic things should be included, however, in any sil~ 
-orecast" Th~ first is a forecast of physical volume in units--tons or 
~ .ions or oarr~l.s--wh~..~t~r is the tv~ic~l ~ ~ +~ .... ~+~,~ . . . . . . . . . .  

" i r c ,. .. . . . . .  . ~ , ,  ~.~ ~ . . ~ r  - ~ ~ ~ i ~  ~ v ~  . ~  ~ t 

In so,~ ca.s~s it m~y be necessary to:~s.e d~f£erent units in different ~ar~ 
of the company's production. 

The s~cond item that is required is a forecast of prices to be realizec 

Finally and obviously,the t~o parts, of the foreCast--the volume and 
the price--are put tosether inn mecnani'cal way tb chine up with the dollar 
volume. The. voium~ .for~c~st may bemore important than the dollar forecas~ 
to soles and operating men. However, when it comes to budgeting by the 

~ . . . .  dollar sales figures are essential. accounting dep~rt<ne..t, . . . . .  

Tnes~ data should be provided in to~al and suitably brbken down...$n d~t~ 
We usUSI!y think in terz~s of 5reakdownS by product, by subsi~iary or. manufs 
uring division, by s~.les t~rrit~ory, ~nd. by type of cons~er. ' " " 

~cisions, then, must be .made in these two areas-Lthe use and the c0nt.~ 
s O that the form and Dontent. of th$ finsl reports desiredcan be d~terminec 
inadvance.: Once these t~voareas are clear, forecasting techniques can be 
s~lected. : - • 

. .  I;~ discussing forecasting t.~chniques, w.e can get.into some rather.invol~ 
p~ob.ie~ which areno~ easiiy, handled, in summary fashion. A broad-brush " 

treatment Seelns desirable'.to he and my remarks, accordingly, ' a n  ve been. mad~~. 
quite ~eneral. ~ore specific information as to det~iied methods is.avail- 
able in statistical textbooks should one wish to investigate thissubject 
further. .. ....... 

There are ~wo basic approaches or techniques which may be used, Rei~he 
of ti~ese involves the use of a Cryatal ball nor a wand; and, as youknow,~. 
tea l~aws, went out of fa~Si6~ .... ~ J:-~ ~^~-- ~ .... 
_ ,, ..... ,, • -~ ~~.~ ~,..~y ~ne ~enaenqy is. to empha~i 
a grass roo~s •approach, based on the men who meet the trade and t:ake the 
orders, l~hink.this indicates that w 9 h~ve come a long way. 

. , .. . , . 

The two approaches I dd'want, to mention, are, first, the historicaiLstat 
ticai approach,:and, segondly ~ the analytical approach~ ,, 

THe ~storic~l-Stat;istical Appro.ach is the .namegiven.to the appr0ach :: 
based.on.bh~theory th:at %he volume ofsa:lesatany giventime and place is 
the algebraic sum of the influen6e of four factors; namely, long-term growt 
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6 



6 2 6  
First, in the short-term, long, range growth factors are relatively 

unimportant and are obscured by cyclical fluctuations. The major ups 
and dovms of the business cycle tend to hide t~e long-term growth: factor 
unless the industry o~: company is growing at a rapid rate. Such rapid 
gro~h is usually found only in new indust'ries and companies. For mcst 

~ industries~ long-term growth is not t0o meaningful in short-term fore- 
casting. In the long run: it is very :different, of course. 

Second, cyclical movements are frequently ir'regular and not observabl~e 
untilwell aftertheturning point has been reac~ed. "~'~hen past movements 
are charted, it is easy enough to say"when the upturn or downturn Came. 
"i,hen you are in the middle ofthin~gs, it is very difficult to prophesy 
both continuing and changing trends. 

In the third place, seasonal flnctuati0n patterns change. Particularl 
has this been true in the past three .~iears, wtien hlgh, level activity .has 
'kep~ almost all production facilitie:s humming at top speed. 

There have ~ been "seven years since' we could look at a normal seasonal 
Tn~re£or~, if we investigate the seasonal pattern prewar and pattern. ' " . . . .  

expect- that the same Seasonal pattern will ~xist when we come back to a 
more normal: level of production and business activity, we-may hebadly 
fooled. It will take us several years to see what the[ new pattern will 
be. Then, too, if seasonal variation is minor~ ~it is~hardly worth fussing 
with at all. . . . . .  

This_is generally true of. our own industry. L6okinglat the. steel ~ 
industry's production broadly, it is very difficult to see a significant 
seasbnal pattern~ ~ears ago we thought we had, one. ~e have become more 
:and mote dubious. The Federal Reserve Board has stopped adjusting its 
indexes for seasonal variations in S~eel Output. $ome:individualprUduct 
such as tin plate andrails do exhibit considerable seasonal fluctuation. 
But broadly,:tne steel industry does not have a very marked seasonal; 

Fourth, and most important, the results of a purely statistical 
approach a#e ~ifficult for management te evaluate or interpret, and 
may, ~ therefore, be re~arded with distrust. This is true even.though the 
results ~ ~re modified according to the best c~rrent ~omm.ercial judgment. 
• You don't have to be a mind r~aEer to figure out thatlI don't:ge~ a fast 

..... pulse whenI se~ a forecast based 6~this~historical~statistical techniqu 

Now let'S iook at the other method, the analytfca2 approach to sales 
forec~stlng. This approach is a much more personal and nontechnical one. 
The:forecasting procedure begins with the~for~easting by qualified persoz 
of g~nera:l businessactivityand of activity idi'th0se industries wh~chi~a~ 
-major Customers; for example, forecasting tn~]~a~ti~ity of ~ the automotive~ 
industry, the construction i~dustry, the home appliance industry, the rad 
road:industry, etc~ ~d,~m~nt~ of linesales p~rsonnel at all levels are 
.gather edi' ~glyses of pertinent economic factors are collected, and out~ 
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fore:caStigate studied. Then, .t!~£is material is digested into a forecast 
Of activity for the entire: Ste~-l"industry. " 

The next !and ~insii shop .is-to de,t~rmine what Chunk of this total 
busin,3ss will coniC to .a. particular company. In other words, you take a 
rather specialized:poll 6f opinionsaboUt a given mar.ket, fold in all 
the.herd facts vou can 1.~y your hands on, season it with a generous amount 
'~: Clo~,~ion: se~,,s~, and dis; it out~:in:s.~nple business .English. YOU. would 
be surpri~,ed,hovJ Often the result, is accurate. 

- , :'- t' : ". " 

We fe~l that this ~eneral apprdach fits oi~ needs best., and I should 
like to explore in greater detail 7~ith you how it already works in our. 
:.organization, even though we ere s$ill in the .process of refining our 

t¢chniqueSJ 

a p oao  ,, ra0  [oo o,, 
take: our o~vn~poll on busih~s.s prospectsas: seen by our lin~ sales organiza- 
tion" Their Bud~g~hents'ar~i"r~'ved carefully and are compared with.check ' 
.to%siS .b~sed on our b~s..t-igr~Up."!jud~nt about What the economic and business 
fut~r:e holds. Through.such a mdl~:ibi~ aporOach-and cross-checking, iwe hope. 
tO aChi.ive-results.'.~vhichwill 'b~in~reasingiY accurate and which will pro- ° 
vide' a.. sound 'base: for the -management ~ deCiSions, of other- departments. 

The basic re~onsibi.lity-for' sales forecasting must rest. in the 5ands 
ef the-Sa~ie.s Depart~ nent', This ~s true because only Sal~s can nave %he 
direct: :contact with ~t~e~ trade.:which is so essential to realistic forecast- 
ing, becaUS~ only- sales"can hi:v~-f~rst-h~nd knowledge Of:sales plans.and.- :- 
po!icies, 'wh2ch influence sale.s ~o s~cha marked d~gree~; and b ecausetS:l~l: 
must.pia~:a major par~ in developing the ~ales go~ls a~ains~ w.nmcn ~" 
m~as~ar~: .and e~J~lu~'.t~ i~ts performance, " " " ' • . 

Once the :%aT~s forecast has be~n made, t~le Sai~s. Depertmen% puts it 
into action i.n' i:ts ov,~l Sphere of activi%[ in:many .ways. AdverZising bases 
its programs. . . on"s~ies for~casts.. . Th:e. Line. Sales. - organization, plans, dis-~ 
tri:~tioh ich:e:niels, . s~les territories, and .-allocat ~on. cf manpower dn::tho: ~ 
basis/of .,gal.es:foreca's.ts. .Pers.onnel finds, selects, anu %ramns a m~ I 
per:so~ne.1 and assist%.in the development of present personnel as required 
b~.Line ~Sal~s after re~ie%ving sales plans. -.l~iarket Development plans and 
' ~xec~.t=es many: Sorts .ofiseles:promotion~l programs on thebasis O:f .forecast 
" s~:,les :".Co[r~z~rci:a.l: ~'e,~Jrch kee.ps the forecast current making interim ' 
revisionS, aS .~conon~£¢:-Co~ditlbhs .change,'and aids "Line Sales mn measurmng 
a~h~ev&~n~ne. i~!:terms.ef:"fbrecas% 8pportuni~ and actUal achievement.: 
FSna~ LV;. Li.ne..B:~'~s Wor~s. Out ['over-al! sales :expense: budgets in accordance 
;~'5;t;,,-'s~,:ie,S fore~::!'ists~. ~aSd:contr°Is expenditures-.in ~prms of those budgets. 

Let;us fdii'Ov; through the va'rioUs -steps involved in,making a typical 
forecast for a, year ahead. 
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Vie begin with th~ salesman. ,~e sizes up the business he expects to d( 
with his various customers and prospects ~uring the next year. He submit,'. 
to the district sales manager, to whom he reports, a forecast showing the ~ 
quantity of each product which he thinks he will be able to sell next yea~ 
in his territory. The District Sales i~anager reviews the forecasts that 
salesmen returnand combines the forecasts for his district into a single 
forecast which he sends in to the General i~an~ger of Sales. 

- -. ~ 

Coacurrent!y the Frodmct Sales ~anagers who have responsibility for t~ 
distribution of particular pr~oduc%s, prepare forecasts ofthe total sales 
of each of t~eir products. Their forecasts are also forwarded to the Gen~ 
~,~anager of Sales. 

The company's Commercial ResearchDivision then compiles company-wide 
forecasts--the L&ne Sales forecast and the Product ~anager's forecast. 
Incidentally, salesmen are often accused of bein~g poor forecasters. ~hen 
businessis good, theymay let their exuberant enthusiasm run away with 
them and be over optimistic~ Conversely, when orders are hardto get, 
men in direct contact ~ith t~e customers may besome unduly pessimistic 
and may tend to underestimate the in~ediate future. So, an independent 
check at this point is vital. 

Commercial Research uses several cross checks on tee forecasts. It 
obviously compares the two forecasts side by side. It compares the fore~ 
cast, product by product and territory by territory~ with past sales per- 
formance, It reviews over-all goods in terms of forecasts of general bus 
Conditions. Based on these cross checks, the or~iginalforecasts are revi 
w~erever necessary with those responsible for submitting them~ andneces~ 
saryadjustments are agreed upon, often after further investigation. 

The sales forecast thenmoves to t~p sa~es management for review, 
adjustment, and final approval. 

As pointed out earlier, completion ef the forecast is only the beginn 
ing of She story, because it must then b~ put to work. managementmust 
interpret the predictions into swift, decisive aCtio~ and must do every- 
thing in its power to see that the performance forecast.~is achieved in 
reality. Then;,and then oz~ly, is the forecast worth while. 

In the. original discussion regarding this session itwes requested 
that some attention be given to the use of Sales forecasts in setting 
production goals and raw material requirements. At preser~t the steel 
indust~j's ability to get orders is not the factor w~ich~governs prO- 
ductio n and raw material needs; Instead, production is at a maximum, and 
inm~ny cases raw materi~l availability is a factor limiting output, In 
more normal times, howev~r,~ productionplanning must interpret sales fore 
casts iato detailed product schedUles~ that is, in terms of sizes, finish 
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~iR. ESTES: Actuaily we start well in advance. Salesmen are now 
beginnSng to bring information in to District ~anagers for next year's 
forecast. U.S. Steel has many subsidiary companies and company fore- 
cas~a:must be bu&It~p,b~fore the corporation forecast can be arrived 
at,'~The comp2ny fbr~casts are in the hands of the corporation by the 
mi~dio of December, which means that in the companies they begin work, 
by:the middl~ o£ October. 

Q~STIO~: At the present time and for the last few years the steel 
Endustry n~'s not be~n able to me~et the dem~.nd. Surely there must be a 
requirement for: ~n estimate of what the demand would have been. Would 
you comment on the techniques and procedures by which you arrive et such 
forec~sts 

I~R. ESTES. ~ I think there is some question as to whether we actually 
can arrive at any true estimo.te of how much steel would liava been con- 
sumed last year if ~..,iI ~,oa been" ~vaiiable that. would h~ve, been called for 
In ~e first ~ place,, if ste~l were no longer the limiting factor, somethin 
else would very promptly become it. It might be ,labor or it. might be otb 
materials. 

Z 

Your question is closely allied to lon~-ran~e forecasting. In our 
long-ran~e forecast, we forecast in terms of what we call a "normal." ~e 
don't feel th~.t there is any use in trying to predict just what 1960 will 
be. But we say, if 1960 is an in-between y~e/r, a year that will be~ilooke, 
beck on as~we today° look back on 19,~ or 1937, what will the demand be th 

:~sica~ly we use two related methods of making tfl,~t type of forecast. 
In the first place, we try to set up ~ concept of the economic climate. 
make certain assumptions ,~s to w~at conditions will be. ~ Having mado thes 
broad assumptions, we do two things. In the first place,• we try to deter 
under those conditions what such factors as popul~tion, employ~nent, gross 
national product, andthe '~,~ :ederal Reserve Bo~,.rd 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 comparing the steel 
relationship With the over-~ll measurement of the economy, and then on th 
other hand determini~g,.how mnch ste~l will be used in each of the consumi 

..... ir~ustries, w.e.are able ~o come np~ With ~ long~ange forecast for a normal 

Question: You ,made no men,tion in your talk of foreign export busine~ 
It:seems to me after a little reflection tfiot th~ f~ctors .of .the.economy 
and politica2 goings on in the other countries would~b~mbre ~ of~a - factor 
than could be measured by your sales forecasting system o~inarily, In 
other words, the forecasts by your representatives of your firm in other 
countries whieh would give them to you, particular!y if the,y were not yo~ 
o~ua people but foreign firms, would be colored perhaps by the" shorter rar 
You must have some way of assessing that, Would you enlarge on that? 

l l  
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' ' .S J, :I~'R.- ESTES: That is a good ~oint ~. I think in many companies there ~ 
' " snd never compare it " -a-tendency' to make s forecast:.andlbe <guided~:bY it . with. 

.> what [aCtua any 
operation 
basica.lly made. ..... , 

our mist a~ 

- ~n our:.i.company, I would Say'that our experience is that our. ~otal fore- " 
-c~sts: ar.e.pret~y~ at individuai " 

.pr6duct~S.,.. you 0ft _ 

c'ons 

',;. '. 

in your Z.Orecasting do you give to 
m. characteristics? I am thinking - 

p~inci~!ly -'item, which might be ~ 
durabi}ityj need for repair, 
pe~bap~ materials that go i'nto it th.at might be sca~ce.j' ~a~d ~hings of 

~ t h a t  s o ~ , t .  . . . ,  , - 

~: ~R' . :  : E ~ T ~ i  " I d o n " t  t h i n k l  u n d e r s t a n d  e x a c t l . y  : w ~ .  a t  YQu m e a n . .  , . .  ..-~ :: ~, 

' - ~ S T I O I ~  : , S u p p o S e  y o u  a r e  £ o r e c a s t i n g  a new i t e m .  I f  y o u  h a v e  o n e  
~.whero y o u  h a v e ' a b a c k g r o u n d ,  w h e r e  i t , h ~ s  : b e e n ,  a ,  g o i n g  i t e m ,  l i k e  s t e e l  
sheet j-it may .be sirnD~e,.. But.take~n example of a ~prgduct like .a flat- 
~ron of a new typeo "Ho~ do yon ~ predict ,how that particn]ar new type .is. : 
~o~n~ to t~ke hold? In that prediction what weight,, if ~ny,~ do. you give 

i:bo l i t h e  v ~ % : a U s : 9 ~ h a r g o t e r i s t i C s , o f L ~ t h e  i t e m ,  i . t s e l f ?  .' ::. " • . - :  

" ~R, :ESTES~:: -'You s~e, the b~g part .of. our~ forecasting involves the, . 
.... i ~  ~']-~ .... ~i ~,Tn,~]~1 ~. ~.~v ~ to if orecast the demand for a new flatiron, 

Is~ : 
in, 

the rubbish and get the new one., so as to bring u~ t~e ~ota,' memana~,, • :. 
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QUESTION: Let us take nails as an example. 

ES~S. Suppose a new type .of nail h~s been developed. OSviously 
you.examine :its characteristics for that particular use and the ~ossibiiit 
of.its_, re~l:~:cing, other types, of nails oz some .other product in 'a :in t use. 
it is '.a'.little difficult to answer your question very specifically; 

,, • • 

OCLQi~EL',i~IIC~LSE!~:: "~!ay'I give a. hint as to what he isdriving at., 
:This question'was a little below the belt, because he. is talking in: terms 
of another problem:that we are :trying to work out and using tbrilnOlogy 
:,,~ith which you a~e not familiar. I ~'think that the question '~~n be tied 
to the remark that you made in. you r talk where you said that the procedur~ 
for forecasting is tailored-m~de for its purpose in terms of the .particul~ 
item. I believe that is the particular thing he is trying td bring out. 

QUESTION: That is right. .I caught those wordswhen you said them. 
I was 'thinking particularly o'f a case where you are.forecasting for a cia~' 
of civilian goods~ One of our committees has.to do with civilian goods. 
~hat consideration is given to the characteristics of .the particular item 
in your forecast of how many you are going, to turn out.~:nd what you think 
tae demand is going to be? In other words, you are .in a way guessing you~ 
requirements the s~.~ne as w'~ guess requirements in the military service. I 
was wondering if you "take the individual item characteristics into consid~ 
tion, and if so, how you weave it in, how you' get your. facts. 

iTiR. ESTES~ I would say that we set the facts. ~ ~e go and ask ° the fel: 
who knows. If it is the automobile industry, we go out and talk to its 
representatives in order to ascertain the facts. 

QUESTION: Isn't your forecasting department in a pretty favorable 
position? You forecast, say, that the demand will be for $0 million tons 
of steel,: :s:o you buy probably 50 million tons of screp and 50 million tom 
of ore and come Out even. I Would say your department couldn't miss very 
far, because all the ste.el you buy is all that you can sell. You might 
possibly go under it. How about that2 

MR. ESTES: I tried to make the point that today in the steel indust: 
over-all forecasting is relatiVely.easy . You need only determine what yo' 
capacity is and consider the p6ssibility of getting the various raw mater 
ore, scrap, satisfactory moal, and so forth. So there is nothing to it. 

YouL should recognize, however, that as you go into the individual 
products, you are makind ddcisi0nsabout how much you will produce of eac 
product, because there aren't enough ingots to keep every single steel 
facility at every ievel going, There is more finishing capacitythan 
ther~.i~ ingot capacity. 

.... ;: t~' 
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QUESTION: In taking the analytical a~proach to your forecas~ you 
actually make an industry study. Is there any possible way thst you 

can get: away from crystal-ball gazing and utilize your information 
in their forecasting. 

~R. ESTES: I don~tknow. I suspect that that problem is. probably 
be~on t~e~realm of you and me. But it would seem to me, and probably 
tO/moSt of you, that at the ~roper level it should be possible for the 
Armed Services and i~ustry ~o g~t togetaer on problems of that size. 

" "  ~ " ~ tLne oollege, both the faculty ; d the GENE~LHO~N~ ~. Est~s, ' ~' an 
Students,l iS depply indebted toyou for this very ~ practical and to us 
very USefUldiscussion. I think the thing I will probably remember 
most of sll in your talk will bet1~at when you w~nt information, you go 

oout it. That is a pretty hard 

n to know ~,here~to~ -~"~ find the ~ man 
~ppreciative. Thank yo u very much. 

(22 November1948--~50)S./mmg 

1 4  



C34 


