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Taking Projections with a Grain of Salt  

By David Howard 

 Businesses and governments often use detailed forecast models to make important 

decisions. These projections are formulated based on myriad assumptions. Even though 

assumptions are based on universally accepted benchmarks from trusted sources, reality 

often tends to deviate from forecasted expectations. 

 

LIBOR 

 One of the best examples is predicting interest rate forecasts. LIBOR, the London Inter-

Bank Offered Rate, is often used globally by banks and other financial institutions as a 

benchmark or base rate for interest payments on underlying debt. Below is a graph which 

shows 30-day LIBOR projections for the past couple of years. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 As you can see, interest rate prognosticators in 2018 thought rates would be significant-

ly higher than today’s projections forecast. There are just too many variables that ultimate-

ly impact interest rates, especially the further out into the future you are trying to predict. 

Notice the difference. In early 2018, projections estimated monthly LIBOR in the beginning 
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of 2020 would be around 2.33%. However, the actual 

monthly LIBOR rate realized in early 2020 is approxi-

mately 1.61%, even though the outlook was only 

two years apart. Imagine the difference if the projec-

tion gap was larger. As you can see, short-term in-

terest rate forecasts are much closer to the actual 

realized rates than long-term interest rate forecasts. 

 

GDP 

 Let’s look at GDP, or Gross Domestic Product, a 

widely used measure for overall growth in the econ-

omy. We often look at GDP growth projections for 

long-term analysis in gaming revenue forecasts. The 

graph below compares Real GDP projections over 

time versus actual measurements. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Similar to LIBOR forecasts, the future predictability of GDP growth has its limitations. However, GDP growth projections performed 

better than the interest rate projections. In 2018, growth for 2019 was estimated around 2.05%, whereas actual GDP growth for 2019 

came in at 2.33%. Considering a gap of 2 years, the difference is off by about 28 basis points versus 72 basis points for LIBOR. Overall, the 

margin of error in GDP predictability is much lower than LIBOR forecasts, especially as GDP approaches the current long-term average 

growth projection of about 1.83%. 

 

 Although forecasts are predicted on a variety of sound economic inputs, the level of confidence begins to shrink and the probability 

of error grows larger the further out projections are estimated. Don’t take this the wrong way – we are big believers in forecast models as 

a valuable analysis tool. We always recommend assumptions should be studied and vetted in consideration with a number of other eco-

nomic variables when forecasting and updated often as new information comes in. 

 

 It’s kind of like a 50-foot putt versus a 6-foot putt on the golf course. You aren’t expecting to make the 50-foot putt, but the goal is to 

get close.  

Source: Real GDP Projections sourced from the Congressional Budget Office’s 10-Year Economic Projections. Historical Real GDP sourced from St. Louis Federal 

Reserve. 

http://tfacp.com/
https://www.linkedin.com/company/tfa-capital-partners
https://www.facebook.com/TFA-Capital-Partners-135840693133661/?ref=aymt_homepage_panel
https://twitter.com/tfacapital

