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On what do you base buying decisions?

– Waiting for buying opportunities, (‘low points’),  based on a historical context?
– Technical indicators based on a narrow analysis of energy forward markets
– Supplier or industry market intelligence?
– Forecast target range supported by broad range of analytics?
– Development of distinct scenarios based on an assessment of most probable 

sets of circumstances
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Using Rigorous Forecast
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What is a credible forecast?

- News & Data is NOT a forecast or a credible market view – nor should 
it be  the basis for taking decisions!

- A forecast is informed opinion based on a foundation of analytics
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Using a Forward Price to make as the basis of 
buying decisions?

Forward

€ 60

?

Spot

€ 50

€ 30

€ 40

Forward

It is the guarantee of a price today for a future period 
of delivery

It is a ‘hedge’

Making decisions on just 
historical trend is difficult

Historical trend is no measure 
of future price direction 

Quarter 1 

Time
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Using a Forecast as the basis of buying 
decisions?

A forecast based on  fundamental analytics provides a more solid
basis for decision-making

Forward

€ 60

?

Spot

€ 50

€ 30

€ 40

Forecast

A view on the future spot price   
supported by an assessment of 
fundamental market drivers

Assessment of the ‘over’ or ‘under’
valuation of the forward compared to the 
out turn of the spot

Quarter 1 

Time

Buying point
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Buying methodology using a Forecasting 
framework

Forward

€ 60

Quarter 1 

Time

?

Spot

€ 50

€ 30

€ 40

High Scenario

Base Case

Low Scenario

Forecast with high and 
low scenarios provides a 
valuable framework for 
decision-making

A

B

Forecast triggers a buy when the 
base case is broken (A). But 
only on breaking the line in the 
upward direction

Another buy is triggered (B) at 
the low scenario profiting the 
customer from a greater 
downward movement
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Multiple periods – without a Forecast?

€ 80

€ 60

€ 30

€ 50

Quarter 1 Quarter 2 Quarter 3

The decision making 
gets harder and 
harder in the face of 
market volatility

If the buyer is buying 
multiple forward 
periods this 
becomes impossible!
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With a Forecast - Much easier decision-making

€ 80

€ 60

€ 30

€ 50

Quarter 1 Quarter 2 Quarter 3

The forecasts will 
move through time

Provides an analytical 
framework for decision 
making

Prices can move outside 
the forecast ranges

TIP
Hit low price scenario  -

buy maximum policy 
requirement

Hit high price 
scenario  -

buy 
minimum 

policy 
requirement

Buying point
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Uses Of A Forecast

A forecast could be used for:

–Setting upper and lower buying scenarios
–Setting a target price curve
–Choosing supplier product
–Longer term investments e.g CHP or new plant
–Negotiating raw material costs with high energy component.
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Scenarios are not Forecasts

Slow Recovery

Double 
dip recession

Gas & Oil 
market decoupling

Global Carbon 
Reduction Agreement
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Accuracy of Forecasting

2006 – 2009 - Forecast of decoupling of oil and gas markets by 2010
April 2007 – Oct 2008 – Economic Forecast of deep recession
April 2008 – Forecast of oil at $70 2009  (only outlying forecaster!)
April 2008 – Forecast of EU gas hubs @ €22 per MWh 2009 – 2010
April 2008 – Forecast of advent of “shale gas” and impact on LNG
April 2007 – Oct 2009 – Bearish on Carbon


