Professor Stipak

Forecasting Error Analysis in Spreadsheets
The standard method of analyzing forecasting error is to compute the mean squared error (or root mean squared error).  You can do this easily in a spreadsheet using several methods, as described below.

When you set up your forecasting error analysis, you have two choices for arrangement.  1) You can make the column of forecasted values the values forecasted in that time period for a later time period.  2) Alternatively, you make the column of forecasted values the values forecasted in an earlier time period for that time period.  If you use method 1), then when you compute the forecast error you subtract from the actual value in one row the forecasted value shown in a prior row.  If you use method 2), then when you compute the forecast error you subtract from the actual value in one row the forecasted value shown in that row.  Whichever method you use clearly label the columns so that the labeling makes it clear what exactly are the forecasts in the forecast column.

Two Column Method
Add a column to the right of the forecasted value for the forecast error (actual value minus the forecast).  Then add a column to the right of the forecast error for the squared forecast error.  Then compute the average of this column, thus yielding the mean squared forecast error.

One Column Method
Add a column to the right of the forecasted value for the forecast error.  Then calculate the mean squared forecast error directly from the forecast error column using the following computation:


Variance of the forecast errors + (mean of the forecast errors)^2

The reason this works is because the mean squared error equals the variance plus the square of the mean.

One Cell Method
You can use the SUMXMY2 function to compute the mean squared error in one cell.  This function calculates the differences in corresponding values in two ranges, and then returns the sum of the squares of the differences.  Since what we want is the mean squared error (i.e. the sum of the squared errors divided by the number of forecasts), we can compute the sum of squared errors using SUMXMY2, and divide by the number of forecasts which we can compute using the COUNT function:

     =SUMXMY2(forecast_range,value_range)/COUNT(forecast_range)

Minimizing Error in Exponential Smoothing Forecasts
You can use your computed MSE in several ways to minimize forecast error.  1) Try different values of the smoothing constants.  2) Set up a what-if table that shows MSE obtained for different values of the smoothing constants.  3) Use Solver to change the smoothing constants so as to minimize MSE.

