INCORPORATION OF EFFICIENCY
IMPROVEMENTSIN ESTIMATE
OF FUTURE ENERGY DEMAND

I mplicit incorporation via energy prices
ED=f(GDP, P) = A . GDP2. p®
INED=InA+alnGDP-bInP
a=(dInED/dIn GDP)
= GDP Elasticity of ED
-b=(dInED/dIn P)gpp
= b Price Elasticity of ED

PROBLEMSWITH ELASTICITIES
* Price elasticities can’t cope with
following problems:

—How will future price increases
affect ED and carrier substitution

—What isthe role of non-price-related
measures

—How will economy (e.g.recession)
will affect ED




PROBLEMSWITH ELASTICITIES

» Elasticities are difficult to measure
and vary agreat deal

* Price elasticities overemphasize
role of prices

Any change not explained by GDP
IS ascribed to price including non-
price-related measures

PROBLEMSWITH ELASTICITIES

» Elagticities are black boxes that don’t
explain how prices affect ED

e.g. Price elasticity of household
demand will integrate effect of prices
on

— level of ED
— changesin existing EU equipment
— choice of new equipment




(b) Explicit Incorporation of El

If c=rateof El,

then ED = A . GDP?/ (1+c)"

ED(t) / ED(0) = [GDP(t)/GDP(0)]2/
(L+0)

(1+9ep) (1+€) = (1+09gpp)* = 1+aggpp

¢t = Oep/9opp = @k (C/Qgpp)/1+C

e =a(c=0)

DOUBLE ELASTICITY MODEL

ED = A. GDP2 Pb/ (1+¢)"

Pb = Price-induced efficiency
Improvement
(1+c)"= Non-price-induced
efficiency improvement




