HOW ARE YOU FORECASTING YOUR BUSINESS?

I was asked recently what I thought was the most serious problem in the industry as it related to revenue management.  The inquirer later confessed to me that he expected my answer to be: “managing the Internet,”  “indiscriminate discounting” or “turning the hotel experience into a commodity”.  He was surprised when I did not mention any of these challenges and equally surprised when I told him I thought these issues were symptoms of an even more serious problem.

In a word…the problem is forecasting.  The absence of sound forecasting, means strategic and tactical selling directives are being determined more on instinct and what the competition is charging, rather than real demand in the marketplace.  In order to grasp forecasting as a structured business process, it is necessary to consider three distinctly different forecasting methodologies.  The table below describes the differences between Occupancy Forecasting, Demand Forecasting and Revenue Forecasting:

Occupancy Forecast
Demand Forecast
Revenue Forecast


Purpose:  To tell operating departments how busy the hotel is expected to be.
Purpose: To establish selling guidelines and to establish demand criteria for the revenue forecast.
Purpose:  To inform senior management & ownership of occupancy, rate & revenue estimates for the next 3 months and beyond.

· Operational orientation

· Facilitates scheduling

· Shows arrival/departure patterns

· Provides business mix details

· Allows department to gage F&B /Other Income volumes

· Does not exceed 100%

· 4/7/14/21 days out

· Produced weekly

· Involves room nights only

· Represents constrained demand
· Strategic orientation

· Identifies excess demand

· Identifies “need” periods

· Facilitates development of selling guidelines

· Established by segment 

· May exceed 100%

· 30/60/90 days out + up to 12 months out

· Produced daily on a rolling basis

· Room nights only

· Represents unconstrained demand
· Financial orientation

· Facilitates cash flow projections

· Facilitates purchasing requirements

· Facilitates mix analysis

· Established by individual market segments

· 30/60/90 days out & beyond as required

· Produced monthly

· Estimates room nights, average rate & revenues

· Represents constrained demand

Today, many hotels use only Occupancy Forecasting.  For others, forecasting is limited to Occupancy and Revenue Forecasting.  Rarely is Demand Forecasting conducted unless a hotel has an integrated RMS (Revenue Management System), and less than 1% of the world’s hotels deploy RMS’s. 

At issue is the practice of setting selling strategies based largely on “rooms on the books” data rather than on unconstrained demand.  Unconstrained demand is an estimate of how much demand there would be if a hotel had unlimited rooms.  For example, imagine a 300-room hotel with a strong group base of 200 room nights, plus typical corporate demand of 120 room nights.  Add to this demand from other segments that you had to turn away (say 30 room nights), and you have unconstrained demand of 350 rooms for a 300-room hotel!  Often this kind of strategic forecasting (and the subsequent setting of selling strategies) is only considered in instances of “super demand,” e.g., Mardi Gras, Super Bowl, Boston Marathon.      

Tips to put forecasting in perspective:

1. Demand forecasting is the cornerstone of Revenue Management.  No matter how experienced you may be with your product and your market, if you set selling directives without sophisticated forecasting you are basing strategies on supposition and “gut feel”. 

2. Treat forecasting as an ongoing business process, not a monthly or weekly event that results in a report that gets filed away.

3. Resist pressure to match forecasts to budget.  Forecasts are educated, well-researched estimates of expected demand, not arbitrary, long ago-determined budget figures. 

4. Start a process of checking forecast accuracy – not by the month – by the day!

5. Consider lucrative incentives for forecast accuracy.  There is no better way to fine-tune selling strategies than by improving forecast accuracy.  

Forecasting is both art and science.  Make a habit of adding science to instinct and your selling strategies will be optimal.
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