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Covid-19 has been an unprecedented shock for global 
energy markets in general. The pandemic is expected 
to cause the biggest drop in global energy demand in 

modern history. To put things in perspective, the 6% reduction 
in energy demand expected for 2020 may be over six times 
the scale of the drop experienced during the Great Financial 
Crisis.

You might recall that back in April, the price per barrel of 
West-Texas-Intermediate (WTI) crude for the May 2020 futures 
collapsed to almost minus forty dollars. That took a perfect 
storm of weak demand due to Covid-19, unrestrained produc-
tion by warring  producers, and the near exhaustion of storage 
capacity at Cushing in Oklahoma. Cushing landlocked, also 
known as the "Pipeline Crossroads of the World", is the deliv-
ery point specified in WTI futures contracts.1  

The shock has also been severe for electricity markets in 
Europe. However, unlike the situation in oil markets, short-
lived episodes of negative prices for hourly contracts have 
become increasingly common over the past decade in Euro-
pean electricity markets.2 Moreover, utilities tend to hedge 

power prices for 12 to 18 months, further mitigating the poten-
tial financial impact of such risks. 

Lockdown measures led to a material contraction of industrial 
production in March and April, and to a decline in peak power 
prices. Residential demand has remained more resilient, pro-
viding some support to baseload power prices. However, the 
growth in renewable energy capacity, and especially wind, has 
made key sources of electricity generation increasingly unpre-
dictable. Crucially, electricity cannot be easily stored, unlike 
crude oil for example, and large-scale chemical batteries are 
not yet a fully economically viable electricity storage solution. 
To keep the electrical grid stable, surplus production has to be 
temporarily switched off. Or demand has to be boosted, say 
by inducing large electricity users to increase consumption, 
pumping up water to the reservoir of a hydropower plant. 

As a result, roughly at the same time that WTI-crude futures 
prices went sub-zero, there were similar short-lived price pat-
terns in the electricity markets of several countries, notably 
in Germany and France. The main difference is that it did not 
take anyone by surprise to see negative prices for electricity 
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_	The Covid-19 pandemic already looks set to cause the 
biggest drop in global energy demand in modern history 
in 2020.

_	Especially in Europe, the crisis may represent a  
catalyst for the ongoing energy-transition process 
toward renewables and smart grids.

_	For farsighted investors willing to dive into the  
intricacies of electricity markets, there will  certainly be 
no shortage of opportunities. 
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1	 For further details on the episode, see DWS CIO Flash Oil goes sub-zero as of 4/21/20
2	 For overviews on German prices, see https://www.bhkw-infozentrum.de/faq-bhkw-kwk/negative-strompreise-wie-haeufig-kommen-negative-strompreise-vor 
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(which are usually traded one day ahead) for a few hours. In 
certain European electricity markets, such short-lived events 
are almost inevitable, due to inflexible renewable or nuclear 
power production, and limited capacity either of pumped-stor-
age hydropower plants or batteries, when there is historically 
low power demand.  

Like the events in Cushing, however, developments in Europe 
point to opportunities as well as threats for investors in infra-
structure assets. The collapse in WTI prices highlighted the 
need for additional and more flexible crude storage capacity in 
the United States. In Europe, investors have had plenty of time 
to come to terms with this sort of challenge, not only deter-
mined by market conditions, but also by a clear direction of 
policymakers supporting energy transition over recent years.  

Notably, lower energy consumption has also resulted in a 
decline in global CO2 emissions, now expected to decrease 
by 8% in 2020. In Europe, CO2-emission prices have initially 
dropped substantially to 15 euros per ton, before rebounding 
strongly to about 25 euros.3 That is roughly where emissions 
prices were trading before the crisis. It partly reflects plans by 
the European Union (EU) for a green recovery, such as impos-
ing carbon tariffs on imported goods. This would allow the 
bloc to further shrink the pool of emissions permits and effec-
tively increasing emission prices, without eroding the compet-
itiveness of EU manufacturers.  

As lockdown measures are being progressively lifted across 
several European countries, we note that industrial produc-
tion and power demand are gradually resuming, supporting 
a recovery in power prices already seen during the past eight 
weeks. However, we anticipate that the recovery may be slow, 
and progress well into 2021.

In our view, the Covid-19 crisis may represent a catalyst for 
the ongoing energy-transition process, and provide us with 
an indication of who may be the winners, losers and survivors 
over the coming years. One way or the other, it seems likely 
that things will only get harder for coal-fired power stations, 
Germany, the Netherlands, Italy, France and the United King-
dom all have plans to accelerate the phase out of coal and 
lignite. 

Meanwhile more efficient gas generators will probably have a 
role to play in supplying peak demand. With renewables gen-
eration continuing to expand across Europe, the need to bal-
ance supply and demand on the power grid should continue 
to prove supportive for efficient gas power generation in the 
long-term. Merchant power generation margins have been hit 
by weaker power prices. Nevertheless, European utilities have 
proven to be largely resilient so far, as electricity networks 
benefit from regulated returns, and hedging contracts gener-
ally stabilizing margins over a period of 12 to 18 months. In the 
longer-term, more interconnectors between national power 
grids could reduce pricing power, however. 
 
The likely winners certainly include renewables, which the 
International Energy Agency expects to be the only energy 
source experiencing demand growth in 2020. In the short 
term, lower power prices may negatively impact planning 
assumptions for greenfield renewables   projects. Neverthe-
less, falling technology costs, particularly for photovoltaic, 
should in our view support renewables as the likely long-term 
winner in the energy transition process.

As retail-power prices are already high in some countries, 
including for example Germany, financing the energy transi-
tion may be more complex than what is currently envisaged. 
A growing share of renewables will require substantial invest-
ment in grids. Smart grids use digital communications tech-
nology to detect and react to local changes in usage. As a 
result, they can help alleviate the need for big moves in prices 
of the sort we saw in April. Energy-from-waste and energy 
storage, should also benefit. As the price of battery storage 
should continue to fall, transport electrification poses a threat 
to oil demand, but likely  only in the long-term, as the process 
of substitution may be slow. 

For farsighted investors willing to do their homework in under-
standing the intricacies of electricity markets, we believe 
there will certainly be no shortage of opportunities to con-
sider deploying capital. 

3	 https://www.ft.com/content/be382b73-cb83-4997-b0a6-dc543f30877c 
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GLOSSARY

The euro (EUR) is the common currency of states participating 
in the Economic and Monetary Union and is the second most 
held reserve currency in the world after the dollar.

The European Union (EU) is a political and economic union of 
28 member states located primarily in Europe.

The financial crisis refers to the period of market turmoil that 
started in 2007 and worsened sharply in 2008 with the col-
lapse of Lehman Brothers.

The United States Dollar (USD) is the official currency of the 
United States.

West Texas Intermediate (WTI) is a grade of crude oil used as 
a benchmark in oil pricing.

Sources: S&P Global, Platts Analytics as of May 2020

Coal-fired power plants are likely to be squeezed further in industrialized countries. However, they may well continue to play 
a role in electricity supply across emerging markets.
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Electricity from renewables looks set to grow further
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This marketing communication is intended for retail clients only.

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they operate their business activities. The respective 
legal entities offering products or services under the DWS brand are specified in the respective contracts, sales materials and other product 
information documents. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees (collectively 
"DWS") are communicating this document in good faith and on the following basis.

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before 
making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments 
and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives and financial 
circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, recommendation or 
solicitation to conclude a transaction and should not be treated as giving investment advice.

The document was not produced, reviewed or edited by any research department within DWS and is not investment research. Therefore, laws 
and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions expressed by 
other legal entities of DWS or their departments including research departments. 

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This marketing 
communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading prior to 
the publication of financial analyses.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, pro-
jections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author's judgment 
as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses and changes 
thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actual results 
may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reasonableness or 
completeness of such forward looking statements or to any other financial information contained in this document. Past performance is not 
guarantee of future results.

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 
completeness or fairness of such information. All third party data are copyrighted by and proprietary to the provider. DWS has no obligation to 
update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, 
forecast or estimate set forth herein, changes or subsequently becomes inaccurate.

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income and 
principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any point in 
time. Furthermore, substantial fluctuations of the value of any investment are possible even over short periods of time. The terms of any inves-
tment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. When making 
an investment decision, you should rely on the final documentation relating to any transaction. 

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of 
assumptions which may not prove valid. DWS or persons associated with it may (i) maintain a long or short position in securities referred to 
herein, or in related futures or options, and (ii) purchase or sell, make a market in, or engage in any other transaction involving such securities, 
and earn brokerage or other compensation.

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding 
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. The 
relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with respect to 
any tax implications on the investment suggested.

This document may not be reproduced or circulated without DWS written authority. The manner of circulation and distribution of this document 
may be restricted by law or regulation in certain countries, including the United States.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary 
to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within 
such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such restrictions.
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