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Coffee Break

Coffee Break is our daily publication, offering topical  
insights as an intellectual ingot to start the day. 

El Niño puts climateflation back on the agenda 
7 July 2026 

El Niño has returned and could strengthen sharply by late 2026, bringing 
greater risk of droughts, floods and heat stress. Elevated energy and fertiliser 
costs linked to the war in Iran could amplify the impact. Food inventories could 
cushion part of the shock, but the balance of risks for prices is shifting upward. 

THE RISK OF A VERY STRONG EL NIÑO IS RISING SHARPLY 

EL NIÑO-SOUTHERN OSCILLATION (ENSO) PROBABILITIES, 2026-27 

 

Source: NOAA Climate Prediction Center (ENSO Diagnostic Discussion), The Investment Institute by UniCredit 
1. El Niño-Southern oscillation is a naturally occurring, large-scale climate phenomenon defined by fluctuating ocean temperatures and 
atmospheric pressure in the tropical Pacific 

THE CONTEXT  

El Niño forms when changes in wind patterns allow unusually warm waters to spread across the central and eastern 
tropical Pacific. It typically lifts global temperatures and raises the risk of extreme weather, although impacts vary widely 
across regions. On 11 June, the National Oceanic and Atmospheric Administration (NOAA) confirmed El Niño conditions 
and expected them to strengthen into the Northern Hemisphere winter. The WMO and ECMWF have also pointed to the 
risk of a moderate-to-strong event. Europe’s recent heatwaves are a reminder that the climate baseline is already 
shifting. El Niño could add a new layer of pressure later this year, as it amplifies the effects of global warming. 
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THE DATA 

The NOAA’s June report suggests the risk of a very strong El Niño increases sharply over the 
second half of 2026. If realised, it would be one of the strongest El Niño events since 1950. The 
speed of the transition also makes this episode notable. The Pacific was still under La Niña 
influence in winter 2025, with cooler-than-average tropical waters. A move from that cool phase 
to a potentially very strong El Niño in less than a year would be unusual and has raised concerns.  

The latest El Niño episode, in 2023-24, was only moderate to strong but still contributed to 
weather disruptions in several regions. Even if the current episode falls short of “super” territory, 
it could still have meaningful effects, especially as it unfolds against a warmer climate baseline . 

OUR VIEW 

Agriculture is among the sectors most exposed to El Niño, with previous episodes having been 
associated with crop losses, trade disruptions and food price volatility, although the effects 
depend on the commodity, region and growing season. In addition, higher average 
temperatures in the summer would increase demand for air conditioning, especially in Asia, 
which would raise demand and prices for natural gas as an energy feedstock.  

This comes at a fragile moment. The war in Iran and the closure of the Strait of Hormuz have 
disrupted energy and fertiliser flows. Agriculture relies heavily on both, with natural gas serving 
as a key feedstock for some fertilisers. If Middle East disruptions persist, upside risks to 
agricultural prices could increase further. 

The baseline for food markets remains relatively contained, but upside risks are building.  

The World Bank’s April 2026 Commodity Markets Outlook projects a 2.5% increase in the global 
food commodity price index this year, while warning that risks are firmly tilted to the upside 
as El Niño, higher energy and fertiliser costs, biofuel demand and possible trade restrictions 
interact. The Food and Agriculture Organization also notes that global food markets remain 
relatively well supplied, but warns that the outlook is highly contingent on weather 
developments, energy and fertiliser volatility, geopolitical tensions and trade uncertainty.  

In 2023, the ECB estimated that a strong El Niño could lift global food commodity prices by up 
to 9%, with effects lasting for up to two years and the strongest impact on soybeans, corn and 
rice. However, the pass-through to consumer inflation is not mechanical and depends on 
commodity composition, mitigation strategies and domestic agricultural policies. 

Tail-risk scenarios look more severe. Risilience, a climate-risk analytics provider, estimates that 
under an “extreme El Niño” scenario, global agricultural production could fall by 14.3%, 
implying USD 342.2bn in lost production. Price shocks could reach 10-50% across core 
commodities, while the most exposed crops – including rice, palm oil, sugar and coffee – could 
rise by 50-100% or more.  

Inventory buffers, substitution effects and favourable rainfall in some producing regions should 
prevent a uniform shock but may not fully offset simultaneous stress across tropical 
commodities and fertiliser-intensive crops. A potentially very strong El Niño, combined with 
elevated energy prices and fertiliser disruptions, could still raise the probability of renewed 
food-price pressures in late 2026 and 2027. Higher biofuel demand linked to the conflict in the 
Middle East could add another layer of pressure. This is climateflation risk in practice: physical 
climate shocks interacting with energy-intensive food systems and geopolitical instability. The 
inflationary impact would likely be uneven, with emerging markets being more impacted.  

For policymakers and investors, the priority is resilience. Keeping trade channels open, 
strengthening early warning systems, securing fertiliser access, improving water efficiency and 
diversifying sourcing are no longer just sustainability objectives. They are macro stability tools. 
The food system enters the second half of 2026 with buffers, but with little margin for error. 

https://www.ecb.europa.eu/press/economic-bulletin/focus/2023/html/ecb.ebbox202306_01~36e78cc75e.en.html
https://risilience.com/el-nino-2026/
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OTHER THINGS TO NOTE 

France: Le Pen faces crucial court decision 

Today, at 13:30 CET, the Paris Court of Appeal will issue its ruling in the parliamentary 
assistants case against Marine Le Pen. While the judgment will address both the conviction 
and the sentence, the central question is whether the court will uphold the immediate 
enforcement of the five-year ban on standing for elected public office imposed in March 
2025. This remains the most controversial aspect of the original ruling, particularly as the 
parquet général (public prosecutor) did not seek its immediate enforcement during the 
January-February 2026 appeal proceedings. The significance of this issue extends well 
beyond the criminal case itself: while a conviction would undoubtedly be politically 
damaging, it is the immediate application of the ban that would directly determine Le 
Pen's ability to run in the 2027 presidential election. If upheld, her presidential ambitions 
could effectively be curtailed; if removed, she may retain a viable path to candidacy while 
pursuing further appeals (T. Bucco). 
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Legal Notices 

Glossary 
Terms used in the report are available on our website: Our glossary 

Marketing Communication 
This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG  and 
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is prov ided free of 
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even 
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an 
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance w ith legal 
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead 
of the dissemination of investment research. 

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or 
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest 
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all 
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable 
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, corre ctness and 
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry 
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own 
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation. 
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It  should also 
be noted that:  

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results. 

2. If the investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly 
according to changes in exchange rates and have an undesirable effect on the profitability of the investment. 

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness.  In the 
event of bankruptcy of the issuer, the investor may lose the entire capital. 

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at 
the time of sale up to the entire capital invested. 

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obt ain reliable 
information on their value. 

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual si tuation of 
the customer and may be subject to change in the future. 

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results. 

8. Diversification does not guarantee a profit or protect against a loss.  

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this 
document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publ ication – 
including data, news, information, images, graphics, drawings, brands, and domain names – are owned by the UniCredit Group unless 

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not 
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes 
without prior written authorisation from UniCredit Group unless if purposes of personal use only.  E 25/1 

https://www.the-investment-institute.unicredit.eu/en/glossary
https://www.the-investment-institute.unicredit.eu/en/conflictsofinterest-positiondisclosures
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