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In the late 70’s when a large conference met to consider the need for a petroleum exchange in London the Buying Director of a major world food group was invited to address the audience on his experience of managing price risk in cocoa and coffee using the existing futures markets of New York and London.  To the embarrassment of those who had invited him the major oil compajies in the audience treated him with scant respect.  “Oil is the business of multi-nationals and governments” – not as implied the corner shop market place of cocoa and coffee.  There must have been some wry smiles around the “AAA” food group’s board table as they watched the demise of Enron and others who failed to hedge prudently.  Today, the management of Price Risks in Energy is at the heart of the business of many producers and consumers in Europe and North America.  Recent commercial success stories such as low cost airlines would not have worked with their modest original capital base without cost efficient means of managing their major variable cost – jet fuel.  A review of financial problems of Power Generators would closely correlate with whether or not they hedged.
Prudent bankers in today’s competitive financial markets are lending at margins with no cushion for bad debts, so, any long term project financing or medium term trade financing requires the removal of as many risks as possible.  Integration of hedging into financial structures makes good projects cheaper to finance and marginal projects possible.

Whilst these hedging markets are fairly mature and well understood in Europe and North America, the Asian markets have still a long way to go in meeting the needs of their industry in smoothing financial performance and attracting the investment capital needed to fuel Asia’s impressive levels of economic growth.

We live in the period of a second industrial revolution with the transfer of major portions of global manufacturing capacity into Asia.  With this comes an inevitable surge in the demand for all forms of energy.  Most Asian markets now operate at around world prices for energy and therefore with a high level of volatility.

For the Asian economic growth story to continue there is a need for a fast track learning process in the prudent use of modern risk management techniques in energy – whether the user is a producer or consumer.

The Asian market is more diverse than Europe or North America.  Distances are greater and there are fewer pipelines with a greater need for sea freight and longer delivery times.  Each of these elements contributes to higher risk not only the price risk of the underlying commodities but also the associated financing costs and freight prices.

In this book you will find fact, flavour and formulae.  Each are key elements in running a successful hedging strategy but they must be integrated into the management ethos of the firm.  Therefore, this is a book not just to be read in the trading departments, but, also in the boardroom; in the finance department and by shareholders in the enterprise.

Whilst the media make much of derivatives scandals and corporate collapses, there are thousands of success stories for every disaster.  Failure to hedge is to run risks and sooner or later these risks will come to bite.  To hedge is to prosper.
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