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Designing scenarios

• Scenarios will be based around an endogenous 
baseline solution

• Scenarios should examine one change at a time
• Scenario inputs should be consistent and complete
• Scenario inputs should involve small changes
• Scenarios are created in the assumptions and the 

scenario controls files



A good summary..

“Good modelling involves the combination of best 
econometric practice, coherent economic theory 
and knowledge of data. Inevitably conflicts can arise 
between these three factors, and the modeller will 
need to exercise judgement in the weight that is 
attached to the econometric evidence, its 
consistency with theory and the requirement to 
model properly the time series observations”

Sean Holly (2013)



Designing scenarios: Example

Energy 
Efficiency 
Scenarios

level of targets

fuel coverage means to 
achieve targets

sectoral 
coverage

revenue 
recycling

MBIs/regulations/investment

direct tax/investment

PG/industry/household

coal/oil/gas etc.

-20%/-30% from BAU/year

+ sensitivity energy price assumptions



Good practice # 1

• Understand role of macroeconomic model and 
limitations, choose the right tool!

• Understand different types of macroeconomic 
models and how this can affect outcomes

European Commission (2017)



Good practice # 2

• Understand theory behind the chosen model
• Understand causes-effects of the model 

relationships



Good practice # 3

• Design a comprehensive scenario but split up to 
easy steps

Impacts of circular economy policies on the labour 
market, Cambridge Econometrics for DG 
Environment, European Commission (2018)



Good practice # 3

• Set up prior expectation of what to expect from the 
scenario runs 

Impacts of circular economy policies on the labour 
market, Cambridge Econometrics for DG 
Environment, European Commission (2018)



Good practice # 4

• Process inputs to model required format
• Error trapping at this stage 
• Reality check – size and magnitude of the inputs



Good practice # 5

• Check inputs are coming through as expected in the 
model results

• Going through model results, following the logic set 
out initially 



Good practice  # 6

• Explain or find out why results do not conform with 
expectations

Impacts of circular economy policies on the labour 
market, Cambridge Econometrics for DG 
Environment, European Commission (2018)



Things to bear in mind…

• Economic models, no matter how good it is, cannot 
tell you everything
– Negative and positive externalities 
– Biodiversity impacts
– Social issues (GDP growth vs distribution impacts, winners vs 

losers from policy)
– Future is uncertain (think 9/11, natural disasters)
– New emerging technologies
– Real world is very complex!

• However, models are still essential tools in helping 
us formulate, examine and understand interactive 
complex relationships 

http://www.lse.ac.uk/GranthamInstitute/news/why-economic-models-tell-us-so-little-about-the-future-2/

http://www.lse.ac.uk/GranthamInstitute/news/why-economic-models-tell-us-so-little-about-the-future-2/


Trouble shooting

• Efforts were made to improve model stability
• Model may crash if large changes are introduced
• Non-convergences also possible 

– especially with endogenous policies 

• Solutions:
– revised inputs (e.g. gradual rather than sudden shocks)
– building up scenarios by introduce one change at a time 
– contact E3-Thailand team for help & support



How to interpret model results

• Think about context of research question
• List key output that want to present
• Extract model results
• Going through cause-effect and key economic 

relationships
• Example in the results note
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