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Hot summer to fuel eurozone inflation    

 
 

 

 

 

 

 

 

 

 

 

 

Introduction 
The short-term impact of climate change on inflation often is analysed by looking at transition risks, such as the impact of 

carbon pricing and its consequences for energy price inflation. For instance, in its December 2024 Eurosystem staff 

macroeconomic projections for the eurozone (here), the ECB estimates that national green discretionary fiscal measures (e.g. 

carbon pricing and energy taxes) added 0.2 percentage points to eurozone inflation in 2024 and will add a similar amount 

in 2025. Moreover, ECB staff project that the expansion of emissions trading to heating of buildings and transportation could 

add up to 0.4pp to inflation in 2027. In contrast to transition policies, the impact of acute and chronic physical climate risks 

on inflation is considered to be significant only in the medium to longer term. Still, climate and weather-related hazards, 

such as temperature extremes, storms, floods, drought and wildfires is rising and its economic damage are increasing. 

Consequently, global food prices have occasionally been lifted by extreme climate and weather-related events. 

 

Global warming: Temperature anomalies in July  EU warming: Temperature anomalies in July  

Global surface temperature in July vs 1991-2020 average, deg. C  EU surface temperature in July vs 1991-2020 average, deg. C 
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• Food inflation has been on the rise again recently. In this note, we 

explore an emergent driver of food prices: climate change 

• The short-term impact of climate change is often analysed through the 

lens of transition risks and carbon pricing on energy price inflation 

• However, the impact of climate- and weather-related disasters, such as 

temperature extremes, storms, floods, droughts, and wildfires, on food 

price inflation has become increasingly urgent 

• The 2025 European summer was once again characterized by heat, 

drought, and wildfires, suggesting that eurozone food price inflation 

was likely fueled by around 1–2 percentage points and will remain 

elevated over the coming years 

• Household inflation expectations are more sensitive to food inflation, 

making it important for the ECB to keep a close eye on 

• However, we do not foresee this being a trigger for rate hikes 

• Dutch food inflation remained elevated in 2024 and early 2025, largely 

driven by increased excise duties. Weather-related events could cause a 

lift to CPI headline inflation of 0.15-0.3pp    
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As climate change is expected to increase the intensity and frequency of various extreme weather events in the coming 

years, the impact on inflation should also become more significant. In this note we analyse the short-term impact of acute 

physical climate risk on food prices and headline inflation in the eurozone.  

European summer once again characterized by heat and wildfires   
Global warming is continuing gradually, with July 2025 being the third-warmest July globally (after July 2023 and 2024) 

(see for instance here and here). As the left and right graph above illustrate, in July 2025, the global land surface temperature 

was 0.45°C above the 1991-2020 July average, and the European land surface temperature 1.30°C above its 1991-2020 

average. This rise in the average global temperature has resulted in more frequent episodes of extreme drought and 

wildfires. Besides the land surface temperature, the average global sea surface temperature was also the third highest on 

record in July, which contributes to more frequent precipitation extremes and floodings (see for instance here,  here and 

here). Meanwhile, the annual economic losses from weather- and climate-related extremes in Europe have risen to around 

EUR 50-60 bn in the past few years, which is equal to 0.3-0.4% of GDP (see bottom-right graph below).   

Food price inflation is lifted by climate and weather relates extremes, but there are wide 

differences between regions and countries  

1. Model based results: Extreme climate and weather related events have had significant impact on food prices in the past 

few years. Two working papers by the ECB  (here and here) assess the effects of temperature extremes and weather shocks 

on food prices and headline inflation globally and at the European level. The papers find that the impact on inflation of 

weather shocks (both measured as changes in mean temperatures and in temperature variability) varies considerably across 

countries and regions. Nevertheless, the ECB’s models find that hot summer events have a ‘significant, meaningful and 

longer-lasting impact on inflation, with the main channel of transmission operating via food prices’, with little or no impact 

in other seasons.  Indeed, the ECB’s estimates find that global food prices on average rise by 0.4-0.6 percentage points in 

the first two quarters after a ‘hot summer event’, where the temperature exceeds the country’s historical average (1951-

1980) by at least 1.5°C. That said, the impact can vary widely at the regional or country level. Generally speaking the impact 

is larger in countries with already relatively high summer temperatures. Also, the ECB finds that the impact on prices is non-

linear, increasing with higher absolute temperatures and with the size of the temperature shock.  

The ECB’s results seem broadly consistent with the results of a joint study by the ECB and the Potsdam Institute for Climate 

Impact Research (here), which finds that extreme summer heat increased food price inflation in Europe by 0.4-0.9 

percentage points in 2022. Based on the size of the temperature anomaly in 2025 and the model estimates of the impact 

on food price inflation, we think that the upward impact of the hot summer on food price inflation could be in a range of 

roughly 1-2 percentage points this year. Considering that this year’s summer was relatively hot as well, it seems that the 

impact on food prices probably was roughly the same as last year. However, as the model results have shown that the impact 

of hot summers on food price inflation is non-linear and also rises with higher absolute temperatures, the impact probably 

was a bit stronger than in 2024.  

These model based estimates focus only on the impact of temperature extremes and do not include the impact of, for 

instance, floodings, which can also have a noticeable impact on food prices as the table below shows. Therefore, the 

estimates probably are lower-bound estimates of the total impact of climate and weather related extremes on food prices.  

 EU wildfires reach record high in 2025  Rising costs of extreme climate events in the EU  

Burnt area, hectares 

 

 EUR bn, 2023 prices 

 

 

 

Source: EC JRC  Source: European Environment Agency, ABN Amro Group Economics 
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https://climate.copernicus.eu/third-warmest-july-globally-extreme-climate-events-continue
https://news.un.org/en/story/2025/08/1165597
https://www.climatechangepost.com/news/extremely-warm-mediterranean-sea-is-cause-for-concern/
https://climate.copernicus.eu/european-state-climate-striking-east-west-contrast-and-widespread-flooding-europes-warmest-year
https://wmo.int/media/news/devastating-rainfall-hits-spain-yet-another-flood-related-disaster
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2626~e86e2be2b4.en.pdf
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https://www.nature.com/articles/s43247-023-01173-x
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2. Documented results: Next to the model-based estimates of the impact of extreme weather events on inflation there also 

is factual evidence. A study led by the Barcelona Supercomputing Center (here) has collected numerous examples since 

2022, in which food prices of specific goods spiked in response to heat, drought or heavy precipitation extremes. Some 

selective examples are presented in the table below.  

 

The impact of these particular events on eurozone inflation crucially depends on the weight of the item in the HICP basket, 

the import share of the product from the disaster struck country, and the possibility of substitution to other suppliers or other 

products. Therefore, it will differ per event and is hard to exactly estimate. That said, global warming is expected to result in 

more frequent and more intense climate and weather related extremes globally, indicating that the impact on eurozone 

inflation probably will become more significant in the next few years, keeping food inflation elevated. While some adaptation 

measures are to be expected over time, the study previously cited by the ECB and the Potsdam Institute finds that historical 

adaptation to temperature increases and adjustment to warmer climate conditions has so far been limited.  

Eurozone food price inflation expected to remain elevated over the coming years 
Food inflation has been on the rise again in the eurozone lately. After hitting a post-energy crisis trough of 2.3% in July 2024, 

food inflation reaccelerated in the autumn of that year (consistent with the dynamics outlined above), and this year it began 

reaccelerating already in February. As of August, it is near a post-energy crisis high of 3.2% - well above the historic (2010-

19) average for food inflation of 1.8%. Aside from the climate effects discussed above, there are likely other factors driving 

food inflation at play. For instance, pass-through of higher wage growth, which has been particularly high for lower income 

workers that make up a large part of the food industry. However, a significant driver has likely been the hot summers and 

the impact on food supply that this has had. For instance, we estimate the surge in olive oil prices alone pushed up food 

inflation by c0.2-0.3pp at its peak in 2024. Food prices have around a 19% weight in the overall HICP basket for the 

eurozone. So, assuming the model estimates of the impact of weather events holds of a c1-2pp rise in food inflation, headline 

inflation would see a lift of as much as 0.2-0.4pp compared to a scenario without climate/weather-related effects. 

Indeed, we expect food inflation to stay relatively elevated over the coming year (see chart below), and likely beyond our 

forecast horizon given the model results outlined above (which also indicate that the effects on inflation are ‘long-lasting’). 

This is also consistent with the recent rise in global agricultural commodity prices. Having been relatively stable following 

Region/country Extreme weather event Product Price effect

Ghana / Ivory Coast Heatwave in Feb 24, after drought in 2023 Cocoa 280% yoy April 2024

Brazil Drought in 2023/24 Coffee 55% yoy in August 2024

Spain / Italy Drought in 2022/23 Olive Oil 50% yoy across the EU in January 2024

UK Excessively wet autumn and winter Potatoes 22% yoy in February 2024

California / Arizona Drought in 2022/23 Vegetables 80% yoy in November 2022

China Heatwave in August 2024 Vegetables 30% on average in summer of 2024

Pakistan Floods August 2022 Rural food prices 50% yoy; reports of 100-400% within weeks

Mexico Drought in 2023 Fruit and Vegetables 20% yoy in January 2024

Australia Floods February-April 2022 Lettuce 300% in next few months

Japan Heatwave in August 2024 Rice 48% yoy in September 2024

Source: M. Kotz, M. Donat, T. Lancaster, M. Parker, P.Smith, A. Taylor, S. Vetter

Climate Extremes, food price spikes, and their wider societal risks, July 2025

 Food has around a 20% weight in inflation baskets   Food inflation generally on the rise in recent quarters 

Food weight in HICP basket, % 

 

 HICP food inflation, % y/y 

 

 

 
Source: LSEG, ABN AMRO Group Economics  Source:  LSEG, ABN AMRO Group Economics 
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the energy crisis-linked spike in 2022, global food commodity prices have been on a steadily rising trend since, and are now 

rising around 8% y/y (dairy prices are up 21% y/y). Eurozone food inflation is largely driven by local factors and so does not 

have a 1:1 relationship with global prices, but higher global prices are still likely to have spillover effects to European food 

prices. 

ECB likely to closely watch impact on inflation expectations 
Elevated food inflation will be an important offset to the looming undershoot of the ECB’s 2% target, which to a large extent 

is driven by energy prices and the stronger euro. Food inflation is also important for household inflation expectations 

formation. Indeed, research has shown that households tend to be more sensitive to food prices, making it an important 

driver of inflation expectations. To the extent that higher expectations feed through to higher wage demands, this could be 

concerning for the ECB and in theory may even warrant a policy response. On balance, however, we judge that inflation 

expectations should remain contained on current trends. Firstly, given that food is an essential item, there is likely to be a 

limited demand response to prices, meaning that food simply takes up a larger share of the consumption basket and 

households reduce consumption elsewhere. This could put some offsetting downward pressure on other inflation 

categories. Second, the strong euro helps to cap imported inflation (including food), and the euro is expected to strengthen 

further still next year, rising to $1.25 by end 2026 from around $1.17 at the time of publication. Moreover, oil prices could 

fall further due to the supply glut. Indeed, it could be said that food price jump is hitting at a time when circumstances are 

otherwise benign in terms of inflationary pressures. Given this, in our base case we do not foresee the ECB raising rates in 

response. With that said, higher food inflation poses a persistent upside risk for inflation in the future, and if other factors 

turn out less favorable (e.g. oil, euro) and growth is stronger, this could imply a tighter policy stance. 

Dutch food inflation to stay elevated despite easing one-off effects  
A eurozone country where food inflation has been particularly high is the Netherlands. Dutch food inflation remained 

elevated in 2024 and in early 2025, largely driven by increased excise duties on tobacco, alcohol and the so-called ‘sugar 

tax’. We estimate that approximately half of the contribution of food inflation to total inflation stemmed from these excise 

 Food inflation to stay above historic averages…   …offsetting part of the undershoot of the 2% target 

Eurozone annual food inflation, % y/y 

 

 HICP inflation, pp contribution, % y/y 

 

 

 

Source: LSEG, ABN AMRO Group Economics  Source:  LSEG, ABN AMRO Group Economics 

 NL: Excise duties large driver of elevated food inflation    Global food prices have been on the rise again 

HICP food, drinks and tobacco, % y/y  UN FAO food price indices, 100 = 2014-16 

 

 

 

Source: CBS, ABN AMRO Group Economics  Source: European Environment Agency, ABN Amro Group Economics 
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duty hikes, with tobacco being the largest contributor. While the tobacco tax was introduced in April, its impact on 

inflation only became visible somewhat later as companies could first sell their old inventories at the previous rate. The 

base effects (as inflation is measured y/y) mean the one-off increases have now faded from Dutch food inflation figures, 

bringing it more in line with the broader eurozone.  

Similar to what we described above for the eurozone, Dutch food inflation1 has recently been on the rise again after 

reaching a low mid-2024, climbing to a 3.7% in August this year which is well above the 2010-19 average of 1.28%.  

Climate factors have likely played a significant role, with hot summers disrupting food supply. Commodities account for 

roughly 45% of total costs for food producers in the Netherlands (read more about the sector food here and here). Climate 

change increases volatility in for instance cacao, vegetable and coffee markets, and since many food commodities are 

purchased in dollars a fluctuating exchange rate adds to cost uncertainty. Additionally, elevated food inflation is likely also 

influenced by other factors such as elevated wage growth – which reached historic highs in the Netherlands following the 

inflation spike – and is likely (partly) passed on to consumers.  

Food prices have a weight of around 14.5% in the Dutch CPI inflation basket. Assuming weather-related events cause a 

c1-2pp rise in food inflation, the CPI headline figure in the Netherlands would see a slightly smaller lift than the eurozone 

aggregate, at 0.15-0.3pp2. Therefore, as with the eurozone, we forecast somewhat higher food inflation in the Netherlands 

compared to the 2010-19 average.  

As described above, households tend to be sensitive to food prices. With headline inflation still higher than in the 

eurozone, elevated food prices could pose a risk to household inflation expectations and with that wage demands. Our 

base case is still for expectations to normalize in line with the gradual decline of the headline inflation rate.  

Conclusion 
Model based estimates as well as factual information about the impact of climate and weather related extremes on food 

prices and inflation indicates that eurozone food price inflation will be fuelled by the hot summer weather. The impact on 

food prices probably will be in the range of  roughly 1.0-2.0 percentage points in 2025H2 and eurozone headline inflation 

would see a lift of as much as 0.2-0.4pp. Due to the smaller weight of food prices in the CPI inflation basket, Dutch CPI 

headline inflation could see a somewhat smaller lift at 0.15-0.3pp. Trends in eurozone food inflation could have 

implications for ECB policy if it were to have a meaningful impact on household inflation expectations, though we do not 

foresee this in our base case.  
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1 We refer here to the CPI series without government intervention, to distinguish between the increased excise duties and general food 

inflation.  
2 While the impact on food inflation is larger for countries that have already relatively high summer temperatures, the Netherlands is also 

affected because of its position in global supply chains as well as risk of draughts.  
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