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Abstract. Covid-19 has slowed the growth of the whole automotive sector, and
the market is now overrun by doomsday scenarios. The enormous increase in
energy prices in late 2021 and early 2022 will have a severe negative impact on
consumers’ ability to purchase goods. The influence ofCOVID-19 andfluctuations
in oil prices over this time on the automobile sector will be examined in this study.
By examining the direct effects of COVID-19 on the automobile industry, the
causes of the effects, the effects of COVID-19 on oil prices, and the changes that
oil prices have brought about to the automotive sector. This analysis indicates
that COVID-19 and growing oil costs are having a dual impact on the automobile
sector, putting it in a more complicated position. For the car industry, the issues
with the oil price brought on by the pandemic and the global situation may persist
in the future, and the sector must meet the challenges of changes and crises.
The car industry may simultaneously investigate the potential for other innovative
technologies and new energy sources to address the multifaceted challenge.
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1 Introduction

The spread of the Covid-19 virus is not only a threat to human life, but the outbreak of
the epidemic has also stalled the economic development of countries around the world.
Expansion across the auto industry has stalled due to Covid-19 and changes in global
energy costs due to Covid-19, and themarket is floodedwith negative forecasts for future
developments.

The relationship between COVID-19 and the automobile sector has received little
attention so far. The influence of COVID-19 and fluctuations in oil prices over this time
period on the automobile sector will be examined in this study. This essay examines
the impact and connection between COVID-19 and the oil and automotive industries in
order to better understand the topic at hand. This study can cover the existing research
gap on the link between COVID-19, fluctuations in the price of oil, and the vehicle
industry by searching for pertinent papers, news items, and resources.

This article will take a step-by-step analysis by examining why Covid-19 is affecting
the auto industry, what is the impact on the auto industry and the impact of changes in
fuel prices due to Covid-19.
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2 Analysis of Why COVID-19 Will Affect the Automotive Industry

The coronavirus, which was first identified in December 2019, quickly spread to other
countries such as Europe, North America, and Asia. On March 11, 2020, the WHO
declared COVID-19 an international health emergency. Due to the number of people
who have been confirmed with the virus, the organization has urged the affected regions
to implement effectivemeasures to slow the spread of the disease. Tominimize the spread
of the disease, the WHO has urged the affected regions to implement effective measures
such as restricting travel and social gatherings. They additionally closed schools and
universities. In addition, the public was informed about the seriousness of the situation
through social distancing measures. These measures are designed to protect individuals
who are immunocompromised and prevent the spread of the virus [1].

In this context, large-scale assembly-line manufacturing industries such as the auto-
motive industry and its related auto parts manufacturing industries have been hit by
the Covid-19 epidemic. Due to the implementation of the closed policy, workers on
the production line have to comply with the government’s self-isolation policy for self-
monitoring. As a result, the operation and production of automobile production lines
were stopped on a large scale. Wu Han is a major supplier of car parts to major car-
makers such as Toyota, Volkswagen, and General Motors. Due to the outbreak, several
companies in the region have warned their global customers about the effects of the
disease. Some of these companies have additionally warned their customers about the
potential impact of the disease on their operations [2]. Production halts, plant closures,
and a rise in unemployment have severely affected supply and demand for automakers
and component suppliers. Automobile manufacturers are spending a lot of money in this
climate to keep up with fixed expenses and working capital [3].

3 Influences of COVID-19 on Auto Industry

The first decreases sales. There is a general lack of optimism over the future of the
automobile industry. Peugeot, for instance, anticipates a 25% decline in European auto
sales this year [4]. In 2020, IHSMarkit predicts that worldwide and US auto sales would
both decline by 22%.But there is somehope for electric vehicles.Governments inEurope
can use trade-in subsidies or tax incentives to assist automobile manufacturers adhere to
stricter EU carbon dioxide requirements [3]. However, 59 percent of automobiles sold in
Europe in 2019 were gasoline models, compared to 31 percent diesel, 6 percent hybrids,
and 3 percent electric cars. With incentives, automakers may dodge potential fines while
boosting sales of electric vehicles. However, Kuik [5] had earlier predicted a decrease
in the amount of light vehicle sales as a whole. Naturally, this will have a negative
impact on the demand for automobile parts. Although the demand for components used
in repairs should bemore steady, it appears that temporary shutdowns and the anticipated
future reduction in demand will have a substantial impact on the manufacturing of new
automobiles, since consumer confidence and household incomes are likely to decline
[6]. However, the effect on auto salesmay be lessened if the government offers incentives
to purchase brand-new vehicles.

The second result is an increase in demand for the circulation of auto parts. It is
important to note that auto parts producers now need to ensure adequate liquidity [4].
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This is due to a variety of factors. First, the researchers contend that automakers have a
higher criticalmass than auto partsmanufacturers, whichmay assist reduce the burden on
profitability and cash flow. The researchers point out that car parts producers are taking
corrective action by lowering prices, reducing capacity, and briefly ceasing production,
in addition to utilizing different government assistance measures to retain liquidity [5].
Finally, because of the car industry’s generally underwhelming performance in 2019,
auto parts makers were already experiencing considerable pressure on their revenue,
profitability, and credit profile prior to the Novel Coronavirus epidemic. The researchers
had high hopes that key car part manufacturers will have entered the epidemic with
enough cash buffers in the form of short-term debt or bank loans. In its most recent
industry evaluation, which was released at the end of April, Moody’s mainly agreed
with the researchers’ prediction that pressure would build on the liquidity of European
auto component suppliers. The rating agency did point out that short-term debt, which
made up 19% of all adjusted debt, was in better health than it was before the 2008
financial crisis in terms of maturity [6]. The industry’s liquidity is equal to 14% of
yearly sales at the same period. Additionally, credit conditions for European auto parts
suppliers are better than they were in 2008, according to Moody’s, which calculated that
the total debt/EBITDA adjusted ratio at the end of 2019 was 2.9 times, down from 4.0
times in 2008 [7]. Leverage is anticipated to increase further, although the rating agency
predicted that it would peak below the 5.7 times high seen during the global financial
crisis. Finally, margins are also larger than they were during the global financial crisis,
when, according to Moody’s, EBITA margins dropped to just around zero at 1.4%, as
opposed to 6.7% in 2019 [8].

The complexity of the automotive supply chain was identified as one of the factors
that challenges its resilience. Dealing with the Covid-19 outbreak presented a chal-
lenge in terms of reducing the risk of damage. [7]. The supply chain for a car has more
than 10,000 suppliers, dispersed at various levels, making it challenging for incentives
and risk-reduction strategies to reach every component supplier. It was unable to build
resilience without the difficulty of maintaining pricing during the slump in global eco-
nomic activity that preceded the Novel Coronavirus pandemic [5]. It takes a lot of time
andmoney to create and maintain goods for suppliers whomust be able to create accord-
ing to precise specifications and adhere to high quality and safety standards. Another
strategy to boost resilience is to have more inventory on hand. This will assist in keeping
up production in the face of supply chain disruptions upstream, but it will cost more in
inventory and working capital [9]. Due to the unique Coronavirus’s capacity effect, it is
doubtful that the existing supply chain will have the motivation to redesign itself. Yet, as
the new environment adapts, there will be greater redundancy in the capacity of conven-
tional components. Compared to conventional automobile engines, electric car motors
are simpler, but their electrical systems are more intricate [5]. With the express purpose
of minimizing dependency on nations outside the BLOC, having the ability to create
batteries for electric automobiles has become a policy objective for the EU. However,
because components are made using imported raw resources from Latin America and
Africa, the potential for “self-sufficiency” is constrained.
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4 Oil Price Developments During the COVID-19 Pandemic

The peak in oil prices, which occurred in February 2021, was a steep rise. This stands
in stark contrast to the recent dramatic increase in the price of energy commodities.
When oil prices steadied below pre-crisis levels following the 2008 financial crisis. The
wholesale price of power has reached record highs since oil prices have now significantly
climbed above pre-pandemic levels [5].

Early in 2020, energy commodity prices dropped significantly, mostly as a result of
the pandemic’s detrimental effects on energy consumption. Kuik predicts that changes in
demand as economic activity slows owing to COVID-19-related limitations can account
for most of the fall in oil and gas prices at the beginning of the pandemic. The IEA
cautioned that the effects on the energy system will be felt for years, given that this
year would see an 8% decline in global oil consumption and that Brent prices won’t
hit $50 per barrel until 2023 [3]. By the beginning of 2023, global energy consumption
will also reach pre-pandemic levels if national plans and objectives are carried out. That
moment will be delayed until 2025 if the epidemic persists and the decline worsens.
The age of expanding global oil consumption, according to Fatih Birol, chairman of the
International Energy Agency, will come to an end in the following ten years. However,
there is no indication of a sharp fall in oil consumption in the absence of a significant
policy change by the government. Recently, the world’s oil demand peaked, according
to a number of reputable upstream oil firms and oil trading behemoths, including BP and
Total. The IEA’s predictions undoubtedly support that conclusion [10]. Opec predicts
that the pandemic would significantly harm OECD economic prospects, as the region’s
oil demand is anticipated to reach a peak of 47 million b/d in 2022–2025 and then
progressively fall after that. As a result, the OECD’s oil demand may not reach the
47.9 million barrels per day it reached in 2019. While Opec projects that world oil
consumption would increase by roughly 10 million b/d from 2019 to 109.1 million b/d
by 2045 in its annual report, growth after 2035 will be slow [6]. Compared to the 2040
prediction from the previous year, the 2045 oil demand forecast is more than 1 million
b/d lower [9].

According to OPEC, the world oil demand will partially rebound in 2021 if the
pandemic can be largely curtailed, with significant recovery anticipated in the follow-
ing years. From around 52 million b/d in 2019 to 74 million b/d in 2045, non-OECD
oil demand will rise. With a growth rate of 6.3 million b/d, India’s oil consumption
will rise the most throughout the forecast period [11]. The IEA forecasted an 18%
decline in global energy sector investment this year. Future market volatility would be
more likely if investment growth abruptly declined. According to Norwegian consultant
Restar, global oil-related investment is anticipated to decline bymore than 30% this year,
with a rebound to 2019 levels not anticipated until 2024–2025 [12]. The oil sector may
encounter something like a self-fulfilling prophecy if upstream oil corporations repo-
sition their investments based on trends in the energy transition and the belief that oil
consumption has peaked. Investors are also exerting external pressure on oil corporations
by boycotting them.
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5 Oil Price Change Impacts on Auto Industry

In the past, customers have only gradually cut back on their gasoline use as costs have
increased. This is primarily since most customers must travel every day to places like
work, school, the grocery store, and other locations [12]. Furthermore, there isn’t a
scalable substitute that can be used right now. The majority of individuals do not have
the option of switching to a more fuel-efficient or electric car at the first sign of increased
gasoline prices, with the exception of those who live in heavily crowded metropolitan
areas [3]. As a result, demand for gasoline is said to be price inelastic, which means
that as the price of the good rises, the proportion of demand declines more slowly.
Demand declines as quickly as or more quickly than price increases for items with a
high price elasticity [6]. Fuel costs might rise to levels where consumers reduce spending
on other goods owing to price inelasticity, posing a danger to the whole economy, under
a supply-driven price shock like the one we’re currently seeing.

Oil prices have increased as a result of COVID-19 and the complicated international
environment. Russia has long been amajor producer of energy, exportingmore than 10%
of the world’s crude oil. Putin authorized special operations in the Donbass on February
24. Following that, NATO nations-imposed sanctions on Russia, including those related
to energy [13]. With the price of crude oil reaching a record high of $100 on the world
market and the political situation in Russia and Ukraine being unclear, Russia’s role as a
major supplier of oil will have a significant impact on the global supply and demand of
energy. International crude oil prices following the direction is still unclear, along with
the see-saw Iran nuclear discussions.

Changes in the price of oil have accelerated the growth of the new energy sector.
Tesla saw its third consecutive triple-spike in retail pricing on 2022, March 17. The
price of the rear-wheel-drive Model Y has increased by 15,000 yuan to 316,900 yuan,
according to Tesla’s website [14]. According to reports, new energy vehicle prices have
lately increased [3]. The increasing cost pressure of power batteries, such as lithium
carbonate and other key raw materials since last year, is a greater factor than the loss of
subsidies, which has drawn a lot of attention. The cost of lithium carbonate has risen by
over 70% in the last two months, with a ton of the material currently costing 494,500
yuan.

6 Conclusion

Overall, given the uncertainty surrounding the manufacturing forecast, the amount of
future demand, and the ensuing impact on corporate cash flows, the sector will con-
tinue to struggle with the availability of enough liquidity. This study recognizes that the
automotive industry is facing more and more complex situations as a result of the dual
impact of COVID-19 and rising oil prices by analyzing the direct impact of COVID-19
on the automotive industry, the reasons for the impact, the impact of COVID-19 on
oil prices, and the changes brought by oil prices to the automotive industry. The oil
price issues brought on by the pandemic and the global environment may persist in
the future, and the automotive sector will need to adapt to changes and crises. The car
industry may simultaneously investigate the potential for other innovative technologies
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and new energy sources to address the multifaceted challenge. The limitations of this
study include the absence of first-hand research on this topic as well as a lack of a clearer
model illustrating how COVID-19, petrol prices, and the automobile sector are related.
As a result, researchers will attempt to construct modeling linkages to inform future
development while also attempting to augment the findings of this study with first-hand
investigations in future research.
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