
  

 

The future of inflation has a green hue 
JAMES DE UPHAUGH, MANAGER OF THE EDINBURGH INVESTMENT TRUST 
 
'Greenflation' is a recently coined term that has gained currency in the last quarter to denote the surprisingly 
powerful and potentially persistent knock-on effect of ESG in its widest societal sense, and especially of one of 
its key tenets, the energy transition. Each of the 'ESG' constituents has the potential to be inflationary, at least 
in the short to medium term, in many cases due to temporal mismatches between the desire and ability to 
transition quickly. Examples of the S might include increased aggregate wage costs associated with closing the 
gender pay gap, increasing workplace diversity and ensuring fair pay and conditions for supply chains. 
Meanwhile, under G the costs associated with increased reporting and oversight have potentially inflationary 
consequences. Some of these additional costs will lead to an initial price adjustment, which may be inflationary 
in the short term but not over a longer period. 
 

The price of the energy transition 

When it comes to environmental issues, the spike in energy and commodity prices has in part been a 
consequence of the pace at which investors are now demanding change. The decision of many institutional 
investors to shun large parts of the energy sector does potentially pose risks in terms of how smooth or 
disruptive the transition will be, which is likely to be borne out in economic disruption such as inflationary spikes 
in the cost of energy. Going green will take vast amounts of energy. The phase-out of unfettered coal is urgent. 
However, despite the obvious lock-in risk associated with prolonging the global dependence on fossil fuels, 
transition fuels like natural gas are vital to allowing low-carbon energy sources and technologies (and their 
associated infrastructure) to achieve scale.   
 
And, indeed, the dash to achieve scale has led to inflation across the commodity complex. The price of copper, 
which is an essential ingredient in electric cars and renewable energy, has more than doubled from its lows in 
2020, and the price of aluminium has also risen sharply. The energy transition won't happen without minerals 
and metals. Solar, wind, hydro, geothermal, nuclear, electric cars: they all variously rely on copper, aluminium, 
cobalt and lithium. The move to electric mobility is expected to cause a fivefold increase in demand for lithium 
and cobalt which suggests persistent price pressure for these increasingly vital metals. 
 
This is driving new opportunities for mining groups, such as Anglo American, which is held in the Edinburgh 
Investment Trust. Its main lines of production are iron ore, copper, nickel and platinum group metals. Energy 
companies, such as TotalEnergies, also held in the portfolio, have been investing in hydrogen networks across 
continental Europe. Banks that are financing the transition are also key beneficiaries of the pace of change, and 
the associated inflationary environment. Of course, investing in the extractive industries comes with 
responsibility, increasing the imperative to carefully scrutinise ESG risks and opportunities. 
 

Technology’s deflationary role 

There is little doubt that advances in technology that improve productivity and operational efficiency are 
deflationary. One of the exciting aspects of the energy transition is the fact it can and has the potential to bring 
down the lifecycle, also known as the 'levelised', cost of energy. Indeed, costs of wind and solar power fell rapidly 
and became cost-competitive with fossil fuel technologies in the early 2010s. 
 



 

Some technologies are easier to implement than others - larger wind turbines are low-hanging fruit, for example. 
Carbon capture and storage (CCS) has been much harder to implement, in part due to expense, as well as general 
logistics - it is an inflationary technology that reduces the cost competitiveness of fossil fuels. Mini-nuclear 
reactors have great potential to bring rapid change to the energy mix at a relatively lower cost than larger 
nuclear plants, 
 
Wind, solar, tidal, hydro, geothermal and traditional nuclear power, along with new technologies such as green 
hydrogen (if achievable at a competitive cost) and bioenergy carbon capture and storage (BECCS), as well as 
innovations that improve energy efficiency, are likely to remain the dominant growth areas as the world seeks 
to decarbonise to reach 2050 goals. But in the very short term, they will offer little relief to higher fuel prices 
that are challenging some businesses and households, especially against a backdrop of a strong impulse to 
quickly cut reliance on fossil fuels. 
 
This dynamic is creating opportunities for companies providing best-in-class technology and processes for 
improving energy efficiency and network efficacy. Genuit, Weir and Centrica, which are held in the Trust, are all 
extremely well positioned to benefit over the medium to long term from the energy transition and sustainable 
trends. 
 

It’s inflation Jim, but not as we know it 

Few believe there will be a return to the hyperinflation of the 1970s, but it is possible that levels will remain 
above the 2% target rates of the Bank of England and the US Fed for a considerable time to come. There are, of 
course, short, medium and longer-term pressures on both sides of the supply and demand complex. An easing 
of supply chain bottlenecks, which should occur within the next 12 to 18 months (if not sooner) will alleviate 
some inflationary pressures, and the rebasing of inflation data will flatter the headline numbers later this year, 
although CPI rates are likely to rise further in the short-term. AI in supply chains, autonomous vehicles, robotics 
in healthcare, will mean technology will continue to be a formidable deflationary force. However, the energy 
transition and the widespread shift to stakeholder capitalism could continue to have inflationary consequences 
in the medium term. 
 
However, climate change itself is inflationary and is already presenting cost pressures in terms of addressing 
food and water security, shoring up infrastructure and managing the risk to human health. While greenflation 
may be a short-term challenge for policymakers and society; the alternative of not dealing with the climate 
emergency could be much worse. 
 
For a comprehensive list of common financial words and terms, see our glossary at: http://www.edinburgh-
investment-trust.co.uk/glossary 
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Key Risks  
Past performance is not a guide to future performance. The value of an investment and the income generated 
from it can fall as well as rise and is not guaranteed. You may get back less than you originally invested. The issue 
of units/shares in the Edinburgh Investment Trust may be subject to an initial charge, which will have an impact on 
the realisable value of the investment, particularly in the short term. Investments should always be considered as 
long term. The portfolio may invest in smaller companies. These stocks may be less liquid and the price swings 
greater than those in, for example, larger companies. The Company borrows money to invest in the stock market 
within prescribed limits with the aim of enhancing returns. The use of borrowings may increase the volatility of the 
NAV and may reduce returns when asset values fall. The Company may invest in derivatives. The use of derivatives 
may create leverage or gearing. A relatively small movement in the value of a derivative's underlying investment 
may have a larger impact, positive or negative, on the value of the company than if the underlying investment was 
held instead. 
 
Disclaimer 
This communication is issued by Liontrust Fund Partners LLP (2 Savoy Court, London WC2R 0EZ), authorised and 
regulated in the UK by the Financial Conduct Authority (FRN 518165) to undertake regulated investment business. 
This is a marketing communication. Before making an investment, you should read the relevant Articles of 
Association and the Key Investor Information Document (KIID), which provide full product details including 
investment charges and risks. These documents can be obtained, free of charge, from www.liontrust.co.uk or direct 
from Liontrust. Always research your own investments and if you are not a professional investor please consult a 
regulated financial adviser regarding the suitability of such an investment for you and your personal circumstances. 
 
This should not be construed as advice for investment in any product or security mentioned, an offer to buy or sell 
units/shares of Funds mentioned, or a solicitation to purchase securities in any company or investment product. 
Examples of stocks are provided for general information only to demonstrate our investment philosophy. The 
investment being promoted is for shares in a company, not directly in the underlying assets. It contains information 
and analysis that is believed to be accurate at the time of publication, but is subject to change without notice. Whilst 
care has been taken in compiling the content of this document, no representation or warranty, express or implied, 
is made by Liontrust as to its accuracy or completeness, including for external sources (which may have been used) 
which have not been verified. It should not be copied, forwarded, reproduced, divulged or otherwise distributed in 
any form whether by way of fax, email, oral or otherwise, in whole or in part without the express and prior written 
consent of Liontrust.  
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