European carbon trading faces sharply dropping prices 
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The European Union's carbon market has shrunk 46 percent in the wake of the continent's financial turmoil. 

Emissions permits hit a two-year low last week, with a Greek permit auction worsening the glut, according to Per Lekander, a UBS AG analyst. 

Citigroup Inc. estimated that the European energy industry will have to spend €900 billion ($1.3 trillion) by 2020 to meet its 20 percent target for renewable production capacity. However, many companies are not investing in renewables because plants and factories are sitting idle, selling off excess allowances. 

The "price level does not encourage investments in low-carbon energy generation capacities," said Georg Oppermann, a spokesman for E.ON AG, an energy company. "Companies will only invest if they can expect higher prices in the future." 

"The thing that will most kill renewable development is low carbon prices," said James Cox, an analyst at energy consultancy Poyry in Oxford. "If the euro zone crisis continues, that will lead to an extremely low carbon price, and it makes it difficult to invest in low-carbon generation." 

Prices fell to €9.82 ($13.39) per metric ton for carbon permits last week. "We have seen similar price developments during the first wave of the economic crisis in 2008," said Daniel Kluge, a spokesman for Germany's BEE renewable energy lobby. "The emissions-trading system needs to be adjusted to be able to react better to the expansion of renewables and short-term economic developments." 

The United Kingdom is exploring the idea of a price floor for carbon to add stability to the market. "The current volatility of the price of carbon is indicative of wider issues within the electricity market that need to be addressed," said Électricité de France SA's U.K. division in a statement. The price floor will "begin to restore the carbon price signal to what was originally intended by creation of the E.U. emissions-trading scheme." 

The falling permit prices are also likely to stall carbon capture projects, which are more expensive than renewables, according to PricewaterhouseCoopers LLP (Lundgren/Nicola, Bloomberg, Oct. 10). – UI
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