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Like a bat out  
of hell – part two
MACRO  /  In the second of a two-part feature, BRG’s energy and 
climate practice analyses the future of renewable energy and climate 
policy in a post-Covid world  /  Chris Goncalves, Robert Stoddard, 
Alayna Tria and Tristan Van Kote

Renewables set for rebound
As the global economy rebounds from 
the coronavirus pandemic, we are increas-
ingly bullish on the future of investment 
in renewable energy and grid modern-
isation. This is contrary to widespread 
speculation about protracted delays to 
renewable investments and energy transi-
tion policies resulting from the ultra-low 
gas prices induced by Covid-19 and eco-
nomic recession. Proponents of this the-
ory hold that today’s low gas prices will 
last for years, pushing power prices well 
below renewable energy break-evens. 
However, this view ignores key long-term 
social and market forces.

Rock-bottom gas prices and falling 
power consumption have slashed elec-
tricity prices. Electricity demand in the 
US fell by up to 4.5pc in Q1 2020, accord-
ing to the IEA. Global electricity demand 
fell by 2.5pc in Q1 and is expected to drop 
by 5pc for the full year. In areas that were 
among the first to implement full lock-
down measures—such as France, Italy 
and the northwestern US—
demand for power fell by 
15pc in Q1. This is far more 
limited than the massive oil 
demand declines of approxi-
mately 30pc.

As a result, power prices 
for the main US electricity 
hubs have fallen to historic 
lows, with year-on-year av-
erages declining by 47pc in 
March, 28pc in April and 
26pc in May. In Europe, the 
decline in day-ahead power 
prices has been even more 
dramatic. For example, Ger-
many’s year-on-year average 
prices fell by 27pc in March 

but by 54pc in both April and May, when 
lockdown measures were fully in effect 
(see Figure 1). However, with economies 
reopening and power demand recovering 
in Europe and the US, prices are expected 
to rebound rapidly.

In this environment, new investment in 
renewable generation capacity for 2020 
looks to have declined by as much as a 
quarter to a third of previous forecasts. 
This decline may reflect some response to 

reduced demand and lower power pric-
es, but near-term capital projects with 
financing in place rarely stop because of 
changes in short-term market conditions. 
It appears instead that the bulk of the 
forecast reduction this year is arising from 
disruption to renewable energy equip-
ment supply chains and construction 

during lockdowns. These 
disruptions will likely lead 
to delays for up to 5GW of 
utility-scale solar projects 
in the US out of a total of 
approximately 15GW of 
planned new  capacity.

Bullish outlook
Despite the above, our near-
term outlook for renewa-
ble energy and natural gas 
combined-cycle gas turbine 
(CCGT) generation in late 
2020 and 2021 is bullish for 
several reasons.

First, gas-fired generators 
are highly flexible and can 

Natural gas and 
renewables are 
the generation 
sources best able 
to compete in a low 
gas- and power-price 
environment

FIG 1. German day-ahead average power prices
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balance variable energy from renewable 
wind and solar sources when gas prices 
are low, a task that neither coal-fired nor 
nuclear generators can accomplish. Sec-
ond, renewable energy developments 
benefit from ultra-low financing costs, 
which can be locked in for the economic 
lifetime of the project. Third, renewable 
energy technology continues 
to improve, reducing costs. 
Fourth, policies for clean 
power and carbon reduction 
will be politically difficult to 
eliminate or delay and partial-
ly insulate renewables from 
price competition from plants 
running on fossil fuels. Finally, 
power demand has been less 
affected by the Covid-19 crisis 
than oil demand because of 
sustained residential electric-
ity consumption amid greater 
remote working. Demand has 
also responded quickly to the 
easing of lockdown measures 
due to the impact of economic 

reopening on commercial and industrial 
power consumption.

While renewables and gas-fired gen-
eration are underpinned by low costs, 
coal-fired generation continues its long 
decline. The UN Environment Pro-
gramme reveals that renewables have in 
recent years accounted for around 75pc 

of investments in the global power sector, 
whereas new investments in coal genera-
tion have declined—aside from Chinese 
investment in Africa. This has occurred 
because coal generation costs have re-
mained relatively flat, increasing the rel-
ative cost of coal power compared with 
increasingly low-cost gas and renewable 
energy generation. In a recent study, the 
International Renewable Energy Agency 
(IRENA) found that, on average, new so-
lar PV and onshore wind power cost less 
than keeping many existing coal plants in 
operation.

Against this backdrop, the near-term 
decline in power demand and prices 
makes it likely that utilities and regula-
tory authorities will accelerate the retire-
ment of old, inflexible and expensive coal 
and nuclear plants because they cannot 
compete with power generation from 
gas and renewables and are unlikely to 
do so anytime soon. In fact, in 2019 re-
newable energy consumption exceeded 
coal consumption in the US for the first 
time since 1885, according to the Ener-
gy Information Administration (EIA), 
and saw record breaking renewable ca-
pacity investment of $55.5bn. We expect 
this trend to continue over the coming 
months and years.

Gas and renewables
Natural gas and renewables are the gen-
eration sources best able to compete in a 
low gas- and power-price environment. A 
November 2019 report by asset managers 
Lazard revealed the levelised cost of ener-
gy (LCOE) for utility-scale generation re-
sources. The report found that certain re-
newable energy generation technologies 
are cost-competitive with conventional 
generation technologies, including wind 

and utility-scale thin film solar 
PV (see Figure 2).

Lazard’s LCOE for coal is 
based on coal prices at around 
$1.45/mn Btu, which is rep-
resentative of current mar-
ket conditions for early June, 
with average coal prices for 
the main US basins now at  
$1.44/mn Btu. However, 
Lazard’s LCOE for CCGTs 
is based on a gas price of 
$3.45/mn Btu, which is far 
above current spot prices—
which are hovering just above  
$1.50/mn Btu—and near-
term futures prices—which 
remain below $2/mn Btu). 

FIG 2. Levellised cost of power by source
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Lowering the expected future gas price 
to a target of $2.50/mn Btu reduces the 
LCOE estimate for CCGTs to between 
$38/MWh and $61/MWh.

By mid-2020, the economic impact 
of the pandemic will reduce oil and gas 
investment, firm gas prices, interrupt re-
newable energy supply chains and reduce 
existing coal-fired generation. Thereafter, 
power demand will experience a faster 
and more complete recovery than oil. 
Along with upward pressure on gas and 
LNG prices as US shale production shifts 
from associated and NGL-rich sources to 
dry gas production, the power demand 

rebound will tend to firm power prices at 
the levels needed to support gas-fired and 
renewable electricity generation while 
continuing to render coal uneconomic. 

Over the pandemic rebound period 
in late 2020 and 2021, moderate reduc-
tions in gas supply and sustained low 
gas prices will keep competitive pres-
sure on coal, accelerate coal retirements 
and open new opportunities for high-ef-
ficiency  renewable and storage tech-
nologies in combination with gas-fired 
generation due to their symbiotic eco-
nomic, operational and greenhouse gas 
(GHG)  efficiencies.

Climate policy post-Covid
Rumours of the death of energy transi-
tion and climate change policies at the 
hands of the pandemic have been greatly 
exaggerated, as will become increasingly 
clear over the coming years. In fact, the 
fundamentals point to exactly the oppo-
site conclusion: the economic effects of 
the crisis will accelerate—not derail—
the climate-change imperative for energy 
transition. These economic developments 
are likely under current climate-change 
policies, even without additional stimu-
lus from intensified national and inter-
national policies.

However, lockdowns and social dis-
tancing policies will also 
create urgent fiscal and 
employment impera-
tives for energy transition 
and green energy poli-
cies such as carbon taxes 
and carbon border tariffs 
(CBT). Implementation 
of these policies would 
further intensify the speed 
and magnitude of the 
 energy  transition.

Implementation of an es-
calating carbon tax would 
stimulate market decisions 
as to which technologies 
are most economically 
efficient to decarbonise 
the power, industry and 
transport sectors. A corre-
sponding CBT would pre-
vent the potential for ‘carbon leakage’ via 
the import of carbon-intensive products 
the manufacture and pricing of which was 
not subject to comparable carbon taxes in 
the country of origin.

Such policies would also provide a 
powerful burst of economic stimulus at 
a critical time. After the global financial 
stabilisation and fiscal support measures 
of $9tn already committed to mitigate the 
economic effects of Covid-19, govern-
ment budgets will be on the back heel by 
2021. Long-term federal borrowing may 
be effectively free now, but when inter-
est rates recover, the fiscal pain of the US 
deficit could become very real. Tax reve-
nue and jobs will be in short supply, and 
both will need a shot of adrenaline.

In the post-pandemic environment, 
climate change and energy transition 

policies may prove to be 
necessary and urgent, 
rather than expensive and 
luxurious. Governments 
will need to cut unneeded 
spending and find new rev-
enue sources that stimu-
late growth and create jobs 
rather than impede growth 
or promote recession.

Subsidies for oil and gas 
production cost the US 
government $649bn in 
2015, according to the In-
ternational Monetary Fund 
(IMF). The Environmental 
and Energy Study Institute, 
a Washington-based NGO, 
estimates the US also pro-
vides direct subsidies to the 
fossil fuel industry to the 

value of $20bn/yr. With massive govern-
ment deficits on the pandemic recovery 
horizon, subsidies such as these will be 
too expensive to continue. And in an envi-
ronment of sustained low oil demand and 

prices, they will not be effective at stimu-
lating investments and saving jobs.

Carbon taxes and CBTs, on the other 
hand, would boost government revenues, 
accelerate energy transition investments 
and create new jobs. In the post-pandem-
ic fiscal and economic environment, such 
energy transition policies will be pref-
erable to policies such as investment tax 
credits (ITCs) for renewable energy in-
vestments, which have the effect of reduc-
ing potential government revenues from 
these projects.

Deficit solution
The Energy Innovation and Carbon Div-
idend Act (EICDA) has gained the most 
traction in the US. This initiative would 
implement a fee on each ton of green-
house gas (GHG), starting at $15/t and 
increasing by $10/t or $15/t each year, 
reaching up to $115/t in 2030. This has 
been projected to generate gross federal 
revenue of $72-75bn in 2020 and $403-
422bn in 2030. This might prove an im-
portant, albeit partial, solution to the run-
away US federal deficit. Ferc will convene 
a technical conference in the autumn to 
examine the legal and regulatory implica-
tions of a carbon tax in the power sector, 
even without action from Congress. 

The EU is already considering a car-
bon tax and CBT mechanism to be im-
plemented for selected sectors by 2021. 
Decarbonisation is embedded as a key 
pillar of the EU’s economic recovery 
package, which aligns Europe’s short-
term economic needs with its long-term 

In the post-
pandemic 
environment, 
climate 
change 
and energy 
transition 
policies may 
prove to be 
necessary 
and urgent
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goal of reaching net-zero carbon emis-
sions by 2050 as proposed in the Europe-
an Green Deal Investment Plan and Just 
 Transition Mechanism.

The broad result of Covid-19 has been 
to enhance the extent to which economic 
and fiscal trends, energy market econom-
ics, energy capital allocation and social 
preferences increasingly favour energy 
transition goals. They also provide sup-
port for the replacement of expensive oil 
and gas subsidies, and perhaps renewable 
energy ITCs, with carbon taxes and CBTs.

By accelerating the energy transition 
and stimulating massive new investments 
in economically efficient clean energy 
solutions, carbon taxes and CBTs are like-
ly to stimulate growth and create jobs. By 
recent estimates, global green investments 
should equal $320-480 bn of additional 
investment each year to respect the Paris 
Agreement. In the US, green investment 
has led to 450,000 jobs in solar and wind. 
When combined with the 380,000 jobs in 

the US natural gas sector (71pc of which 
relate to upstream production), it is appar-
ent that clean energy employment already 
dwarfs the coal sector (c.161,000 jobs in 
2018, 46pc of which relate to  mining).

Research by the University of Massa-
chusetts amid the 2008 recession revealed 
that, for $1mn in stimulus spending in the 
US, wind and solar technologies created 
approximately double the number of jobs 
compared with fossil fuel technologies, 
with solar creating 13.7 jobs versus only 
6.9 jobs from coal. If the past is prologue, 
lessons from the 2008 crisis indicate that 
aligning policy with the economic cur-
rent leads to swifter recovery than swim-
ming against the current to rescue invest-
ments in outmoded and inefficient forms 
of  generation.

Moving forward
National, state and provincial govern-
ments will probably need to pursue such 
energy transition policies for both climate 
and economic growth reasons. The US is 
moving forward with such policies at state 
level, such as in New York, where the state 
leadership has decided to double down on 
energy transition policies as a source of 
economic stimulus, job creation and social 
hope. Similarly, the European Commission 
is staying the course to embed sustainable 
policies at the heart of its long-term plan 
to fight the pandemic- induced recession, 
such as by investing in renewable energy 
and clean hydrogen as well as enhancing 
the energy efficiency of buildings and in-
frastructure with greener technology.

In the aftermath of the pandemic, the 
energy supply destruction and low prices 
will put a premium on the economic effi-
ciency of energy production and genera-
tion. This will add a near-term economic 
efficiency requirement to redouble the 
longer-term climate change imperative 
for energy transition. Additionally, the 
economic crisis induced by Covid-19 will 
add urgent fiscal and labour policy prior-
ities that will quadruple the imperatives 
for energy transition in the near-term.

Climate change, economic efficiency, 
and fiscal and labour policy form a pow-
erful constellation of imperatives for the 
implementation of carbon tax and CBT 
policies. These policies will help repair 
government budget deficits and also are 
likely to have substantial political appeal 
because they will provide an inspiring 
recovery project that stimulates invest-
ment and creates jobs. This is in contrast 
to existing policies—such as solar and 
wind tax credits that will cost the US 
government an estimated $19.3bn in for-
gone revenue between 2019 and 2023, 
and renewable portfolio standards, which 
are piecemeal and negative or neutral in 
terms of government revenue.

For leading energy companies, inves-
tors and lenders, this pandemic is a time 
for neither unfounded optimism nor 
pessimism and denial. The pandemic re-
sponse undoubtedly creates many short-
term, tactical issues to assure health, safe-
ty and liquidity, but this moment also calls 
for clear strategic vision to see through 
the fog, focus on realistic outcomes and 
summon the fortitude needed to master a 
rapidly changing industry.

This moment requires exiting and/or 
restructuring investments and operations 
that are failing and not likely to recover as 
well as realigning investments, operations 
and organisations with the mostly like-
ly and promising sources of growth and 
profit in the coming years and beyond. PE
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