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 IN THE NEWS 

Forecasting in an Increasingly Uncertain World 

By Braxton Sato 

Do you know how much inflation, GDP growth 

and unemployment were factored into your 

business’ budget for this year? What about next 

year’s budget or your Tribe’s 5-year financial 

forecast? Even the casino business, despite 

sometimes being considered “recession-proof”, 

is still subject to the ebbs and flows of the eco-

nomic tide, and the tides are significantly differ-

ent than most of the world expected a year ago. 

When macroeconomic conditions are so unpre-

dictable – it is important for decision makers to 

understand the assumptions embedded in the 

numbers they rely on, and to direct their teams 

to update those assumptions as reality unfolds.   

Expectation vs. Reality 

Inflation is weighing heavily on everyone’s mind. 

Consumers are figuring out how to adjust their 

spending as real wages continue to shrink. Busi-

nesses are having to balance passing cost in-

creases along to customers and/or taking a hit to 

net profits. Wall Street investors are feeling the 

impact on their portfolios and have been reallo-

cating their capital to sectors and asset classes 

that represent “inflation plays .” All while the 

Federal Reserve is regularly using it’s primary 

tool to curb further inflation - raising interest 

rates.  

All of these groups are dealing with price in-

creases almost no one expected a year ago, 

including top economists at the Federal Reserve.  

Looking at the Federal Reserve’s own projections 

published in September 2021 – the range of ex-

pected values for 2022 PCE inflation was 1.7% to 

3.0%. Core PCE Inflation (excluding food and 

energy) ranged from 1.9% to 2.8%. Actual values 

published by the Bureau of Economic Analysis 

were significantly outside the estimated range 

(see Figure 1 below).  

Many of the tribes that are reliant on their casi-

nos for funding the government will be particu-

larly vulnerable to inflation. Casinos cannot pass 

on price increases to the consumer as easily as in 

other industries, and even a good manager will 

have trouble keeping expenses under budget in 

an inflationary environment without sacrificing 

revenue or quality of service. While anecdotal, 

we have heard several casinos discuss the need 

to revise their budgets downward for the 2nd 

half of 2022 – but not one has mentioned to us 

an upward forecast revision.   

Interest rates are also significantly outside of the 

Fed’s range of expectations from last year. The 

Federal Reserve on September 21 announced 
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Figure 1 Projected Range for 

20221 Actual August 20222 Actual YTD 2022

Change in real GDP 3.1 - 4.9% -0.14% -0.27%

Unemployment Rate 3.0 - 4.0% 3.70% 3.68%

PCE Inflation 1.7 - 3.0% 6.30% 6.39%

Core PCE Inflation 1.9 - 2.8% 4.60% 4.94%

Federal Funds Rate 0.1 - 0.6% 3.0 - 3.25% 1.55 - 1.8%

1Projected range for 2022 as of September 2021
2Real GDP data is from June 2022, and PCE and Core PCE data is from July 2022, which is 

most recent available. Federal Funds Rate is from September 21, 2022
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they increased the target range for the federal 

funds rate to “3.0% to 3.25%”.  In September 

2021, the Fed released the “dot plot,” each 

dot representing the interest rate expecta-

tions of a member on the committee.  As seen 

in Figure 1 – no one predicted rates would 

exceed 1%, let alone 3.25%.  The September 

2022 dot plot looks significantly different than 

the prior year.  This change in interest rate 

environment is very meaningful to tribal bor-

rowers. If you approved a $100 million capital 

project a year ago, assuming rates were 1%, 

and today they are 4%, you would be incurring 

incremental interest expense of $3 million a 

year, which would directly impact distribu-

tions.  

What questions should you be asking?  

The point of highlighting these recent misses 

in forecasting at the highest levels is not to say 

that forecasting is pointless because people 

are so often incorrect. It is to promote better 

understanding of the assumptions driving the 

numbers. Forecasting is still extremely neces-

sary in business and government, it just re-

quires extra attention in periods of increased 

volatility – and regular updating. 

Here are some questions we typically ask 

when evaluating budgets and forecasts: 
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• What is factored into the model 

(endogenous variables) and what is not 

(exogenous variables)? 

• COVID was an exogenous variable that sent 

businesses scrambling to redo their fore-

casts.  

• What general economic conditions were 

assumed in putting together the revenue 

forecast? 

• Does the revenue forecast include any ex-

pected changes to the competitive land-

scape?  

• What is the baseline level of inflation as-

sumed in the forecasted costs?  

• What is the probability of recession fac-

tored into next year’s operating forecast?  

• Are any black-swan events factored into the 

forecast on a probability-weighted basis? 

What are those events, the probability of 

occurrence, and the magnitude of the im-

pact to the business?   

 

How often should you be updating your fore-

cast? 

In an ideal world, forecasts should be updated 

when any new information comes in. Howev-

er, this must be balanced against the material-

ity of the change and the finite resources of 

the team doing the work. The following situa-

tions should warrant a second look at old 

numbers:  

• If actual results or assumptions are signifi-

cantly above or below forecasted levels 

• The occurrence of an event that the fore-

cast thought might happen 

• The occurrence of a major black swan event 

the forecast had not considered 

• Interest Rate forward curves should be 

updated frequently - not just around Fed 

meetings - especially now that we are no 

longer in a historically low and stable inter-

est rate environment. 

• At the very minimum, management should 

review projections quarterly and provide 

leadership with a view if they are still on 

track for the year.  

 

At TFA – all of our advice is grounded in ana-

lytics, and we would be happy to discuss the 

continued relevance of forecasting in these 

increasingly uncertain times.  
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