House of
Energy Markets ) .
E & Finance Christmas Workshop Energy Finance

2016 | December 12" — December 16" | Abstract

On the Construction of the Hourly Price Forward Curve for
Electricity Prices

By Audun Saetherg

Abstract:

The Hourly Price Forward Curve (HPFC) is the standard tool for computing prices for electricity
retail products. Several methods on how to construct the HPFC are suggested in the literature,
but few studies compare the different approaches, highlighting the strengths and weaknesses
of the different methods. As the HPFC for one year will estimate the prices for a total of 8760
hours, the construction of an HPFC is a challenging task. Even if the HPFC as a whole seems
reasonable specific hours might be mis-priced compared to prices of other hours. In this study
we prose a novel approach for constructing a HPFC and compare the most common methods
to obtain a HPFC. When constructing a HPFC one has to link the economical characteristics
one observes for electricity prices to a fitting mathematical model. As these characteristics
might differ from different markets, our paper will not focus on specific economic
characteristics, but rather use a set of generic assumptions. So, we are able to explain how
the common mathematical models work, and how these models can be altered to give a better
fit to the data.



