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Economic forecasting is the process of 

attempting to predict the future of the 
economy. It originated with financiers’ 
attempts to predict stock prices and 

economists’ efforts to explain agricultural 
and business cycles. Many institutions 
engage in economic forecasting, including 

central banks, governments and private 
sector bodies. These institutions use 
statistical modelling to estimate future 

values of key economic variables. The 
choice of forecasting method depends on 
availability of data, the period to be forecast 

or the intended purpose for the forecasts. 

 

Should economists forecast? 

 
Many commentators - including the Queen - 

have noted economists’ failure to predict the 
2008 financial crisis. And yet few delve into 
the origins and consequences of this failure. 

Forecasting failure is often fundamentally a 

failure of modelling - leading to suggestions 

to improve economists’ models. But where 
did the existing ones come from? Perhaps 
forecasting correctly is unrealistic in a world 

so complex? Should economists even 
attempt to make forecasts? 

Nobel prize-winning economist Milton 

Friedman proposed that the role of 
economics is to provide a system that can 
be used to make correct predictions about 

the consequences of any change in 
circumstances. But how can this be 
achieved?  

Some argue economists should draw on 
a greater variety of approaches and 
interdisciplinary research.  Others argue 

that economists should become more 
scientific by rejecting models that fail and 
emphasizing experiments, data and 

replication to test theories to understand 
how people and companies really behave. 
But Friedman doubted that statistical testing 



was fit for evaluating economic models - the 
true test was history, he argued. 

 
Probabilistic forecasting 

 
Economic forecasting is misunderstood by 
the public for a variety of reasons, including 
how those predictions are presented to the 

public. Often forecasts appear as single 
values - for example, a forecast that GDP 
will drop by 5% in a particular year, or as a 

result of a particular event (such as Brexit). 
In reality, there is a chance that this will 
happen. Probabilistic forecasting tries to 

take this into account by attempting to 
estimate that chance. To use an analogy, 
your doctor can’t predict your weight in a 

year’s time - but they may be confident that 
if you increase your food intake you will be 
more likely to put on weight. 

Probabilistic forecasts present a number 
of different outcomes, with each outcome 
assigned a percentage chance of occurring. 

A key advantage of using a probabilistic 
forecast over a single figure forecast is that 
it helps to anticipate and prepare for a 

range of outcomes. With single value 

forecasts, it is likely that the population will 
only prepare for the predicted outcomes - 

and may lose trust when this prediction 
turns out to be wrong. 

 
The OBR’s productivity forecasts 

 
Productivity is the amount of output 

produced per person. Rising productivity 
allows for increasing living standards. In the 
UK, productivity has stagnated since 2008 - 

what has been called the ‘productivity 
puzzle’  

The Office for Budget Responsibility 

(OBR) has produced forecasts of the UK 
economy twice a year since 2010. 
Productivity growth can be argued to be the 

most important part of this forecast. Until 
last November, the OBR repeatedly 
predicted productivity growth of around 2%, 

based on the pre-crisis trend. This affected 
their forecasts of growth, painting an 
optimistic picture that most were willing to 

accept. 
In November 2017, the OBR lost their 

confidence after their forecasts had been 

proved wrong time and time again, and 
finally recognised that the lasting 
damage caused by the financial 

crisis. The OBR ‘split the difference’ 
between the pre-crisis and post-crisis 
trends for their latest projection.  In 

March 2017, the OBR predicted that 
the economy would grow by 7.5% in 
the five years to 2022 . With the 

adjusted productivity growth 
forecasts, that number became 
5.7%. The Independent’s headline 
described the forecast as 

“apocalyptic”.  
But why was the OBR still 

predicting a rise in productivity until 

last year, after almost 10 years of 
zero growth? This led to optimism on 
growth and debt levels - and difficult 

to swallow truths every time they 
were proven wrong. There still is no clear 
answer for why the UK’s productivity 

growth failed to return to the pre-crisis 
trend. Instead of waiting for the workers 
to catch up, the OBR has finally lowered 

its expectations.  

This Bank of England forecast summary shows that 90 out 
of 100 possible scenarios for GDP growth lie within the ‘fan’ 
and each colour indicates a range of 30 scenarios out of 

100. Note the degree of uncertainty for GDP forecasting 
just one year in the future. 

 


