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Effects of Covid-19 on Energy Industry 
• Demand “Cliff”: Drastic fall of in energy demand since the beginning of 

2020
– Crude oil

– Gasoline

– Aircraft Fuel

– Electricity

• Historically unique global impact (no “hot” versus “cold” regions). 

• In sum, a global demand shock unlike the supply shocks (OPEC, shale) 
that we typically experience. 



Effects of Covid-19 on Energy Industry 
• Sharp fall in fossil fuel prices (negative nominal prices!!)

• Substantial drop in production and investment in the fossil fuel 
sector.

• Unprecedented fall in CO2 emissions.

• Change in electricity mix away from coal to renewables and natural 
gas in major countries. 

• Game-changer (long run effect ) for renewables  in power sector or a 
short run blip? 



Road Transport 



Sharp Drop in Electricity Demand



Sharp Drop in Investment



Drop in CO2 Emissions



CO2 Emissions Drop: Historical 



Energy Demand Changes by Fuel



Increase in Renewable Power Generation



Fuel Mix Dynamics



Fuel Mix Dynamics



Why Sharp Shift Towards 

Renewables?
• Pre-pandemic longer term trends:

– Declining cost of renewables---technological innovation + increasing 

government support

– Increasing regulatory cost of coal-based power generation 

• These trends make replacement of coal power generation by renewable 

(or natural gas) power generation economically inevitable.

• Offsetting effect (delay in transition): Low marginal cost of continued coal 

production, opportunity costs (lost revenues) during plant replacement .

• The Covid-19 shock has strengthened the first effect (switch from coal) 
and greatly reduced the second effect.



Why Sharp Shift Towards 
Renewables?

• In response to the drastic recessionary (economic) effects of the Covid
shock, governments have aggressively offered investment incentives.

• Incentives for investment in clean power production is a major 
component of stimulus packages.

• In sum, perfect storm in favor of renewables entering the power 

– Low opportunity costs of transitioning from coal to renewables (loss of 
revenue during transitions is substantially reduced)

– Financial incentives to switch to renewables. 

• Hypothesis: The hopefully temporary incursion of the Covid crisis may 
result in long run, irreversible move toward renewable use in electricity 
mix!



Why Sharp Shift Towards 
Renewables?

• Possibly temporary complementing effects:

– “Working from home” by most of the labor force flattens peak-hour power 
demand profile and reduces incentives for having non-renewable “backup” 
capacity.

– Lower electricity demand pushes relatively high cost fuel (coal) out of the 
optimal mix. 

– Diseconomies of scale as the use of renewables grows.

• The strongest argument for the long run effect is that faster phase-out of 
coal powered generation capacity and investment in renewable pwered
plants is likely to be permanent or irreversible. 


