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Greenflation is inevitable. And it has become a
more acute issue this year since many countries,
particularly in Europe, have increased their efforts
to expand renewables and reduce their dependence
on Russian energy. Of course, rising energy prices
this year are attributable more to a supply shock than
to greenflation. Yet, the tensions with Russia have
strengthened the political will to move away from fossil
fuels as fast as possible.
It is hard to determine exactly how much of the
spending required for net-zero will be inflationary.
Yet the numbers are enormous. Indeed, the energy
spending needed by 2030 to hit net zero by 2050
could be equivalent to triple the combined increase in
US and European central bank balance sheets since
covid. Of course, this may not be all newly-printed
money, but it provides a sense of the cash flow that
may pour into the sector.

Required energy spending blows covid-stimulus out
of the water
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Greenflation is not limited to energy and climate policy
issues. It will also be generated by the increased cost
of inputs and commodities; the cost of corporate
action to comply with ESG initiatives; exogenous
events such as changing weather patterns, damage,
and insurance; and investment and financing factors
such as greater interest payments on sustainabilitylinked bonds.
Yet, several factors may temper greenflation a bit.
These include technological developments that bring
down the cost of renewables; a potential lower cost
of capital for firms with strong climate policies; rising
customer power that is pressuring companies, rather
than consumers, to bear the cost; and a lower volume
of consumption as consumers tilt towards quality of
goods rather than quantity.
Whether or not central banks incorporate ESG factors
into their mandate, they will still have a strong say in
how greenflation progresses. Already, there are calls
in some quarters to shift future quantitative easing
and bond buying programmes to green companies.
This has the potential not only to stoke greenflation,
but also to further stratify the bond market and lower
liquidity for non-green corporates.
Deutsche Bank Research clients can access the full
report here.
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