
 

 

 

 

Penn Interna)onal Climate Observatory 

 

2026 Global Climate Trends Report:  

From Trends to Choices:  

Managing Climate, Energy, and Fiscal Stress 

 in 2026-27 



2026 Midyear Outlook: Global Climate Trends 

1 

 

2026 Global Climate Trends Report: From Trends to Choices: Managing Climate, Energy, and Fiscal 
Stress in 2026-27 
 

Executive Summary 

Climate risk is increasingly shaping the practical choices governments make about energy, food, public 
finances, infrastructure, health, and economic stability. The first half of 2026 reinforced this shift. 
Continued warming, extreme heat, food-system pressures, energy-market uncertainty, geopolitical 
disruption, tighter fiscal conditions, and rising electricity demand are affecting the same public systems 
at the same time. Governments are therefore managing a wider range of interconnected pressures, 
often with limited fiscal, institutional, or political room to respond. Many governments also face 
constraints that affect what is feasible. Debt obligations, fiscal adjustment programs, conflict exposure, 
election cycles, limited administrative capacity, and competing development priorities can narrow the 
range of available responses. Climate risk increasingly unfolds through these constraints rather than 
outside them. 
 

The most important change since January is that climate-related pressures are increasingly interacting 
with energy systems, public finance, food systems, infrastructure, and geopolitical risks. The challenge is 
no longer confined to managing individual hazards. Governments are increasingly making decisions 
before the full effects of a shock are visible and before recovery from previous disruptions is complete. A 
heatwave can increase electricity demand during periods of system constraint. A fuel-price shock can 
affect freight, fertilizer, food costs, and public budgets within weeks. Fiscal pressure can delay 
maintenance, limit adaptation investments, and reduce institutional capacity precisely when systems are 
under greater stress.  
 
The first signs of stress are often financial or institutional rather than physical. A crisis may emerge 
through affordability pressures, delayed imports, maintenance backlogs, operating deficits, foreign-
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exchange shortages, or declining service reliability. Climate risk therefore affects governance well before 
a formal disaster is declared. Some of the most consequential climate-related decisions may be taken in 
finance ministries, utility regulators, procurement agencies, local governments, and central banks.  
 

The scenarios in this outlook describe four operating environments for 2026-27. They differ in growth, 
cooperation, fiscal space, and institutional capacity, but they point to common vulnerabilities. Across 
multiple futures, pressures repeatedly concentrate around the same questions: whether essential 
systems continue functioning, whether governments retain fiscal flexibility, whether access to critical 
resources is maintained, and whether difficult trade-offs are addressed before crisis conditions narrow 
the available choices.  
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These observations suggest that the quality of future outcomes will depend not only on the severity of 
climate hazards, but also on how effectively governments preserve room to maneuver. Decisions made 
over the next twelve to thirty-six months will influence whether countries enter the next disruption with 
stronger systems, greater flexibility, and more credible institutions. The most useful decisions are those 
that maintain options, protect essential functions, and reduce vulnerability before stress becomes crisis. 
 
  



2026 Midyear Outlook: Global Climate Trends 

4 

 

Introduction 

Climate risks are now part of the day-to-day operating reality of the public and private sector. These risks 
affect decisions about electricity demand, food systems, public health, infrastructure, public money, and 
geopolitical risk. In 2026, these pressures are already shaping the conditions under which governments 
protect households, keep services running, and preserve stability. This brief updates the January 2026 
Global Climate Trends and Scenarios analysis. Many climate assessments focus on hazards, emissions 
pathways, or long-term impacts. This brief focuses on decision environments. Its purpose is to examine 
how climate-related pressures interact with energy systems, public finance, infrastructure, food systems, 
and geopolitical dynamics, and how those interactions affect the choices available to governments over 
the next several years. This report looks at what has changed during the first half of the year, how the 
main pressures are interacting, and what those interactions mean for decisions over the next twelve to 
thirty-six months.  

Different levels of government, and different countries, will experience these pressures differently. 
Exposure, vulnerability, fiscal space, institutional capacity, and existing buffers will shape how each 
government is affected. Many governments also face constraints that limit what is politically, financially, 
or administratively feasible, including debt obligations, IMF programs, conflict exposure, election cycles, 
and limited implementation capacity. These realities influence how governments experience risk and 
which responses remain available. 

Part I — Trends: What Has Changed Since January 2026 

The first half of 2026 was characterized less by a single defining event than by the accumulation of 
several pressures affecting the same public systems. Continued warming, extreme heat, food-system 
stress, energy-market uncertainty, geopolitical disruption, tighter fiscal conditions, and rising electricity 
demand linked to data center expansion are increasingly relevant to decisions about energy, food 
security, public finance, infrastructure, and economic resilience. 
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Taken individually, none of these trends is new. The important development is their growing interaction 
and their increasing relevance to near-term governance and policy decisions. 

1. Temperatures remain near historically unprecedented levels 

Recent temperatures and ocean heat levels continue to reinforce concern about a warmer operating 
environment for economies and public systems. In May 2026, the World Meteorological Organization 
warned of a high likelihood of El Niño conditions developing during the second half of the year. El Niño 
does not determine outcomes in any specific location, but it can increase the likelihood of heat, drought, 
rainfall variability, wildfire risk, and agricultural stress across multiple regions simultaneously. 

The implication for decision-makers is increasingly practical. Heat preparedness, water management, 
infrastructure reliability, and public-health planning are becoming immediate governance concerns 
rather than long-term adaptation issues. 

Decision relevance: Higher baseline temperatures increase the likelihood that existing infrastructure and 
public services will be tested more frequently. 

2. Heat and climate variability are increasing pressure on essential systems 

Extreme heat is placing greater demands on electricity systems, public-health services, water resources, 
and agricultural production. Droughts, floods, marine heat stress, and seasonal variability can create 
additional pressure where systems already operate with limited spare capacity. The challenge is 
increasingly one of operational resilience. Many governments are managing climate stress in systems 
that were already constrained by ageing infrastructure, rising demand, fiscal pressures, or capacity 
limitations. 

Decision relevance: Essential systems increasingly need to perform under more demanding conditions 
than those for which they were originally designed. 

3. Food systems face growing exposure to climate, input, and trade pressures 
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Food security remains sensitive to weather conditions, fertilizer availability, transport costs, energy 
prices, conflict, and trade disruption. In many settings, pressure appears first through input markets 
rather than food shortages themselves. Governments are increasingly concerned with availability, 
affordability, and timing. Delays in fertilizer deliveries, higher freight costs, or reduced access to finance 
can create vulnerabilities before they become visible in agricultural production or retail markets. 

Decision relevance: Food security increasingly depends on maintaining access to critical inputs as well as 
protecting production. 

4. Energy-market uncertainty continues to shape economic policy 

Energy affordability remains exposed to geopolitical tension, supply disruption, and investment 
constraints. At the same time, many countries are seeking to expand generation capacity, transmission 
networks, storage, and electrification. The distinction between energy security and energy transition 
policy is becoming less useful. Governments increasingly need affordable energy today while also 
investing in systems that reduce vulnerability to future shocks. 

Decision relevance: Decisions about affordability, energy security, and transition planning are 
increasingly interconnected. 

5. Geopolitical tensions are influencing access as well as cost 

Geopolitical developments increasingly affect investment conditions, procurement risks, technology 
access, shipping routes, insurance costs, and critical supply chains. For many governments, particularly 
those with high import dependence, access is becoming nearly as important as price. The significance of 
geopolitical disruption lies partly in its ability to delay infrastructure development, increase financing 
costs, alter procurement choices, and affect the timing of energy and resilience investments. 

Decision relevance: Diversified access may become as important as diversified supply. 

6. Fiscal constraints are becoming a resilience issue 

Many governments are operating under tighter fiscal conditions. Higher borrowing costs, debt service 
obligations, fiscal adjustment requirements, demographic pressures, and competing development 
priorities are limiting available resources. These constraints affect resilience directly because 
maintenance, preparedness, adaptation, local service delivery, and infrastructure investment all depend 
on fiscal capacity. The issue is often not whether governments understand the risks they face, but 
whether they have the resources and political space needed to respond. 

Decision relevance: Fiscal flexibility increasingly influences resilience outcomes. 

7. AI and data-centre growth are creating new pressures on electricity systems 

Electricity demand associated with data centres and AI has become a more visible consideration in 
energy planning. The significance varies considerably across countries and regions. In most systems, AI-
related demand is unlikely to become a dominant driver in the near term. However, concentrated 
growth in specific locations can create challenges where grid constraints, industrial electrification, heat-
related demand growth, or permitting bottlenecks already exist. The issue is less the technology itself 
than the pace at which demand can emerge relative to the expansion of supporting infrastructure. 

Decision relevance: Electricity planning increasingly requires coordination between digital infrastructure 
development and power-system capacity. 
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What These Trends Show 

The seven trends point toward a common conclusion. Climate risk is increasingly becoming a governance 
challenge rather than solely an environmental challenge. Heat, energy-market uncertainty, food-system 
pressures, fiscal constraints, geopolitical disruption, and new sources of electricity demand are shaping 
the same public systems and influencing the same policy choices. The most important change since 
January is therefore not any single trend. It is the degree to which multiple pressures are interacting in 
ways that affect fiscal capacity, infrastructure reliability, household affordability, public services, and 
government decision-making at the same time. 

Part II examines how these pressures move through systems and become wider economic and political 
challenges when they interact faster than institutions can adjust. 

Part II. Cascades: How Trends Become Policy Crises 

Climate shocks increasingly become policy crises when they move across systems faster than 
governments can adjust. A heatwave may begin as a public health risk, but it can quickly become an 
electricity-demand problem, a household affordability problem, a fiscal problem, and a local service-
delivery problem. A fuel-price shock may begin in global markets, but it can move into freight costs, 
fertilizer prices, food prices, import bills, and public budgets within weeks. 

As experience in the first half of 2026 has shown, climate-related pressures rarely stay in the sector 
where they first appear. They travel through the systems that keep societies functioning: energy, food, 
finance, infrastructure, health, logistics, and public administration. The speed and intensity of the 
cascade will differ by country, but the pattern is increasingly familiar. Where buffers are thin, institutions 
are stretched, or fiscal space is limited, one shock can force governments into a sequence of difficult 
choices before the full impact is visible. 

Table: How Shocks Cascade into Crises 

Cascade Trigger First failure 
point 

Time to 
1st failure 

Indicative intensity How stress 
spreads 

Household 
affordability 
stress 
 
 

Energy and food 
prices rise 
together and 
remain high. 

Political tolerance 
for price pass-
through to 
consumers 
strains. 

4–8 weeks. Fuel and electricity 
costs rising (up ~20%); 
food inflation above 
wage growth. 

Energy & food bills 
rise → emergency 
support → fiscal 
crowding out → 
policy lock-in. 

Import 
financing 
stress 
 
 

Energy, fertilizer, 
food, or freight 
price shock; 
shipping 
disruption.  

Foreign exchange 
allocation and 
reserve 
drawdown.  

1–3 
months. 

Import prices up; 
reserves near or below 
short-cover thresholds. 

Import costs rise 
→ reserve 
drawdown → 
more expensive 
borrowing → 
postponed 
investment → 
fiscal stress. 

Local budget 
stress and 
service 
erosion 

Rising energy and 
operating costs 
for cities, utilities, 

Operating cash-
flow gap. 

3–6 
months. 

Operating costs up; 
reserve drawdown; 
delayed vendor 
payments. 

Higher costs → 
deferred 
maintenance → 
weaker services → 
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Cascade Trigger First failure 
point 

Time to 
1st failure 

Indicative intensity How stress 
spreads 

weakened and service 
providers. 

higher future 
damage & repairs 

Supply chain 
bottlenecks 

Export controls, 
stockpiling, 
strategic 
procurement, or 
shipping 
disruption. 

Breakdown in 
civilian-strategic 
coordination. 

2–4 
months. 

Lead times stretch 
from weeks to 
quarters; project 
delays. 

Input scarcity → 
delayed projects 
→ grid stress → 
greater reliance 
on incumbent 
fuels. 

 

These cascades matter because the first failure point is often financial or institutional. A government 
may still have power plants, food stocks, roads, hospitals, and water systems, but lack the money, fuel, 
staff, spare parts, foreign exchange, or administrative capacity to keep them working under stress. A 
crisis can therefore begin as a cash-flow gap, a delayed import shipment, a maintenance cut, a tariff 
dispute, a subsidy bill, or a local government unable to cover basic operating costs.  

This is also why climate risk now affects governance before disaster is formally declared. Governments 
may need to decide whether to subsidize electricity, ration scarce foreign exchange, repair damaged 
infrastructure, import fuel, support farmers, protect households, or preserve fiscal credibility, often at 
the same time. These decisions are harder when recovery from the last shock is incomplete and the next 
shock is already forming. Understanding cascades helps clarify the policy task for 2026 and 2027. The 
goal is to reduce the chance that stress in one system becomes failure across several systems. That 
means protecting critical functions, strengthening buffers, improving coordination between ministries 
and levels of government, and making relief measures targeted enough that they do not weaken future 
resilience. It also means recognizing that some of the most important climate decisions may be made in 
finance ministries, energy regulators, procurement offices, local councils, central banks, and utility 
control rooms.  

The sections below trace several of the most important cascade pathways now shaping the outlook: heat 
and power demand; fuel, fertilizer, and food prices; fiscal stress and deferred maintenance; public health 
and local services; and geopolitical disruption across supply chains and import-dependent economies. 

Part III. Scenarios: Four Operating Environments for 2026-27 

Scenarios help clarify what governments may need to manage if current pressures intensify, combine, or 
shift direction over the next 12 to 36 months. The purpose is to test decisions against different operating 
conditions: stronger or weaker growth, more or less cooperation, wider or narrower fiscal space, and 
different levels of exposure to energy, food, climate, and geopolitical stress. 

As the scenarios below will illustrate, the same trend in different settings can combine with others to 
create different policy problems. A fuel-price increase has one effect in a country with fiscal space, 
diversified suppliers, and strong institutions. It has another effect in a country with high import 
dependence, limited reserves, debt pressure, and weak local delivery systems. Extreme heat also plays 
out differently depending on grid reliability, urban planning, public health capacity, water stress, and 
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household ability to pay for cooling. 

 

The four scenarios below are designed to support judgment rather than prediction. Each scenario 
describes a plausible operating environment for 2026-27 and the kinds of choices governments may face 
within it. 

The four scenarios below are designed to support judgment rather than prediction. Each scenario 
describes a plausible operating environment for 2026-27 and the kinds of choices governments may face 
within it. 

Scenario 1. Green Geopolitics 

In this scenario, global growth remains relatively strong and international cooperation improves. 
Governments have more room to coordinate on energy, climate finance, food security, technology, and 
trade. Investment in clean energy, grids, storage, critical minerals, and adaptation continues, and 
countries have more fiscal and political space to protect households from short-term affordability 
pressures. 
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This is the most enabling environment for climate action, but it still carries risks. When growth is strong 
and cooperation improves, governments may be tempted to treat the moment as less urgent. They may 
use fiscal space for broad affordability measures while postponing difficult reforms to electricity markets, 
permitting, land use, water planning, food systems, or adaptation finance. Stronger cooperation can also 
create new dependencies if supply chains remain concentrated or if countries assume that global 
markets will remain open when stress returns. The policy task in this scenario is to use the available 
room wisely. Governments can accelerate clean energy deployment, invest in grid reliability, strengthen 
heat and health preparedness, build food-system resilience, and expand adaptation finance before the 
next shock arrives. The central question is whether a more favorable geopolitical and economic setting is 
used to reduce vulnerability, or mainly to absorb short-term pressure. 

Decision relevance: This scenario asks governments to avoid wasting a window of opportunity. When 
conditions are relatively supportive, the discipline is to invest in systems that will matter when 
conditions become harder. 

Scenario 2. Patchwork Resilience 

In this scenario, cooperation continues in some areas, but fiscal space remains limited and 
implementation is uneven. National governments support climate and energy goals in principle, but 
constrained public budgets, high borrowing costs, administrative limits, and competing social needs slow 
delivery. Progress depends heavily on cities, utilities, local agencies, communities, development banks, 
private investors, and sector-specific partnerships. This is a world of partial progress. Some places 
strengthen resilience quickly because they have capable institutions, credible financing, and trusted local 
delivery systems. Others fall further behind because they lack money, staff, project pipelines, 
maintenance capacity, or political attention. The result is uneven resilience within and between 
countries. 

The main risk is that responsibility shifts downward faster than resources. Local governments may be 
expected to manage heat, flooding, water stress, emergency response, social protection, infrastructure 
maintenance, and public communication without adequate budgets or authority. Utilities may be asked 
to expand capacity and maintain affordability while facing higher input costs and delayed investment. 
Communities may become more adaptive, but also more exposed if formal systems fail to support them. 
The policy task in this scenario is to make resilience practical and financeable. Governments need to 
protect maintenance budgets, simplify access to adaptation finance, strengthen local delivery capacity, 
and support institutions that can keep essential systems working under stress. Coordination matters 
because fragmented resilience can leave gaps where risks concentrate. 

Decision relevance: This scenario asks governments to focus on delivery. The issue is less whether 
resilience is accepted as a priority, and more whether the people and institutions responsible for it have 
the resources, authority, and capacity to act. 

Scenario 3. Fortress Transitions 

In this scenario, economic growth continues, but geopolitical competition intensifies. Governments place 
greater emphasis on national control over energy, technology, food, critical minerals, industrial capacity, 
and strategic supply chains. Climate investment continues, but it becomes more closely tied to security, 
competitiveness, industrial policy, and geopolitical alignment. This environment can accelerate some 
parts of the transition. Countries may invest more in domestic manufacturing, clean power, electric 



2026 Midyear Outlook: Global Climate Trends 

11 

 

grids, storage, critical minerals, and strategic reserves. Industrial policy can mobilize capital and political 
attention at a scale that traditional climate policy often struggles to achieve. 

The risk is that resilience becomes more expensive, more fragmented, and less accessible. If countries 
restrict technology, compete for critical minerals, duplicate supply chains, or prioritize national 
advantage over system-wide reliability, costs may rise. Smaller and import-dependent countries may find 
it harder to access affordable finance, equipment, fuel, food, fertilizer, clean technologies, and 
insurance. A more security-driven transition may also concentrate benefits in countries with the fiscal 
capacity and industrial base to compete. The policy task in this scenario is to build security without 
creating brittle systems. Governments need diversified suppliers, transparent procurement, regional 
cooperation, credible reserves, and investment strategies that reduce exposure without closing off 
useful partnerships. The most resilient systems will combine domestic capacity with practical 
cooperation where shared risk requires shared solutions. 

Decision relevance: This scenario asks governments to distinguish resilience from isolation. National 
control can reduce some vulnerabilities, but excessive fragmentation can increase cost, slow 
deployment, and leave countries with fewer options during disruption. 

Scenario 4. Shocked and Fragmented 

In this scenario, growth weakens, cooperation declines, and governments face repeated shocks with 
limited buffers. Energy-market disruption, food-system stress, climate extremes, debt pressure, and 
geopolitical tension reinforce one another. Import-dependent countries and fiscally constrained 
governments face the hardest choices because liquidity, access, and delivery capacity become binding 
constraints. This is the most difficult operating environment. Governments may need to decide quickly 
how to allocate scarce foreign exchange across fuel, food, fertilizer, medicine, debt service, and 
emergency response. Public budgets may be absorbed by subsidies, disaster response, debt payments, 
and security needs. Infrastructure maintenance, adaptation investment, and local services may be 
delayed precisely when they are most needed. 

The first signs of stress may appear as rationing, arrears, import delays, tariff disputes, load shedding, 
emergency procurement, deferred maintenance, or declining trust in public institutions. The political 
risks are significant because households experience these pressures through prices, service reliability, 
food access, health risks, and uncertainty about whether government can keep basic systems 
functioning. The policy task in this scenario is to preserve essential functions and prevent temporary 
stress from becoming systemic failure. Governments need clear prioritization, targeted support, pre-
arranged liquidity, emergency import planning, maintenance protection, and credible public 
communication. International partners may need to move quickly, because delayed support can increase 
the eventual cost of response. 

Decision relevance: This scenario asks governments and partners to prepare for scarcity before scarcity 
forces decisions. The priority is to protect the systems that people rely on most: electricity, water, food, 
health, transport, local services, and public finance. 

Cross-scenario observations 
The four scenarios differ in growth, cooperation, fiscal space, and institutional capacity. As a result, 
governments face different immediate pressures and policy constraints. In Green Geopolitics, the challenge is 
using favorable conditions to reduce future vulnerability. In Patchwork Resilience, the challenge is 
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implementation under fiscal constraint. In Fortress Transitions, the challenge is balancing security, 
affordability, and resilience. In Shocked and Fragmented, the challenge is maintaining essential functions 
under repeated stress. 

These differences matter, but they also reveal recurring vulnerabilities. Across multiple scenarios, stress 
concentrates around the same issues: whether essential systems continue functioning, whether 
governments retain fiscal flexibility, whether countries can secure access to critical resources, and 
whether difficult trade-offs are addressed before crisis conditions narrow the available choices. The 
balance between these priorities changes across scenarios, but all four appear repeatedly as conditions 
become more difficult. Part IV focuses on these decision priorities because they remain relevant across 
different operating environments and help preserve room to maneuver under uncertainty. 

Part IV. Decisions: Preserving Room to Maneuver in 2026-27 

The scope for action differs significantly across countries. Some governments can invest before stress 
intensifies. Others are managing debt restructuring, fiscal adjustment, conflict exposure, or acute 
resource constraints. Preserving room to maneuver therefore requires different actions in different 
settings. The scenarios differ, but they point to a common challenge. Governments need to respond to 
immediate pressures while preserving their ability to respond to future ones. Climate, energy, food, 
fiscal, and geopolitical risks are likely to continue interacting over the next twelve to 36 months. The 
most credible decisions are therefore those that remain useful across several operating environments 
rather than depending on a single forecast. Across all four scenarios, four priorities stand out. 
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1. Protect Essential Systems 

The first priority is to keep essential systems functioning under stress. Electricity, water, food 
distribution, health services, transport, public finance, emergency response, and local administration all 
play a role in determining how well societies absorb shocks. This requires more than emergency 
response. It requires maintaining critical infrastructure, protecting operational budgets, supporting local 
delivery systems, and ensuring that key institutions can continue functioning when demand rises or 
resources become constrained. Governments are more likely to strengthen resilience when they define 
which services must continue operating and which budgets, staff, and assets keep those services 
functioning. Policy makers may wish to focus on which systems must continue to function even if several 
pressures intensify at the same time. 

2. Preserve Fiscal Flexibility 

Fiscal capacity increasingly determines whether governments can protect households, support recovery, 
maintain infrastructure, and invest in resilience. Affordability measures will remain necessary in many 
countries. Rising food, fuel, electricity, and cooling costs can create real hardship and political pressure. 
The challenge is to provide support without reducing future flexibility. Targeted measures, clear review 
points, fiscal transparency, and protection of critical investment can help governments respond to 
immediate needs while preserving resources for future priorities. Conversely, repeated emergency 
spending, open-ended subsidies, and delayed investment can reduce the choices available when the next 
disruption occurs. Support measures also carry political risks when they are withdrawn. Abrupt removal 
can erode public trust, increase social pressure, and reduce support for future reforms. The challenge is 
to design measures that remain politically credible as well as fiscally sustainable. The central objective is 
to relieve pressure today without creating larger vulnerabilities tomorrow. 

3. Secure Access to Critical Resources 
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Resilience depends not only on production but also on access. Governments need confidence that fuel, 
food, fertilizer, medicines, technology, spare parts, insurance, and finance will remain available when 
pressure rises. Recent disruptions have shown how quickly uncertainty can affect energy markets, 
shipping routes, supply chains, and import costs. For many countries, particularly those that are highly 
import dependent, access can become as important as price. However, diversification often improves 
resilience but can increase costs, reduce economies of scale, or create duplication. Governments 
therefore need to weigh resilience gains against efficiency losses rather than assuming diversification is 
costless. 

Governments can reduce exposure by diversifying suppliers, improving procurement systems, 
maintaining strategic reserves where appropriate, strengthening regional cooperation, and improving 
the flexibility of logistics and storage systems. The goal is not primarily self-sufficiency. The goal is to 
reduce the likelihood that a disruption in one place creates a wider crisis elsewhere. 

4. Make Trade-offs Before Crisis Narrows the Choices 

Many of the most difficult decisions in 2026-27 will involve trade-offs. Governments may need to 
balance affordability against fiscal sustainability, energy security against cost, immediate relief against 
long-term investment, or national priorities against regional cooperation. These trade-offs do not 
disappear during crises. They become more difficult because time, resources, and political space become 
limited.  

Decision-making improves when governments identify likely trade-offs before conditions deteriorate. 
This allows ministries, regulators, local authorities, utilities, and partners to establish priorities, clarify 
responsibilities, and prepare contingency plans while options remain available. Increasingly, finance 
ministries, energy regulators, utilities, and local governments are making decisions that create 
consequences beyond their own sectors. 

 

Looking Ahead 

The decisions made over the next 12 to 36 months will affect how much fiscal, institutional, and 
operational room governments retain when the next shock arrives. Some pressures discussed in this 
report may ease. Others may intensify or interact in unexpected ways. Uncertainty remains high, but one 
conclusion is becoming clearer: climate, energy, food, fiscal, and geopolitical pressures increasingly 
affect the same public systems at the same time. 

Governments therefore need to pay attention not only to individual indicators, but also to combinations 
of signals. Relevant developments to monitor include foreign-exchange reserves, sovereign borrowing 
costs, wholesale fuel and electricity prices, grid congestion, food prices relative to wages, fertilizer 



2026 Midyear Outlook: Global Climate Trends 

15 

 

availability, shipping and insurance costs, local government operating deficits, deferred maintenance, 
and activation of contingent finance mechanisms. No single indicator is likely to determine the outlook. 
What matters is whether pressures are appearing across multiple systems simultaneously. Rising fuel 
prices are one signal. Rising fuel prices alongside falling reserves, delayed fertilizer shipments, 
emergency electricity support, and deferred maintenance indicate a more significant shift in operating 
conditions. 

The pursuit of reducing greenhouse gas emissions remains indispensable because it shapes whether 
future climate risks become more manageable or more disruptive. The first half of 2026 also shows why 
sustainable energy and resilience matter for immediate governance challenges, including the next 
budget cycle, the next heatwave, the next food-price shock, and the next disruption to energy trade. The 
central challenge for 2026-27 is maintaining the capacity to make good decisions as multiple pressures 
interact. Countries that use this period to strengthen essential systems, protect fiscal flexibility, secure 
access to critical resources, and prepare for difficult trade-offs may enter the next disruption with more 
choices available to them. The most useful decisions are those that preserve room to maneuver. In an 
increasingly uncertain environment, maintaining options may be one of the most valuable forms of 
resilience. 
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Annex: Methodology 

This outlook is a decision-support exercise rather than a forecasting product. It follows the Global Climate 
Foresight Lab methodology, which focuses on how climate, energy, finance, technology, and geopolitical 
developments interact over a twelve- to 36-month horizon. The analysis was developed through five steps. 
First, a structured evidence review examined climate indicators, energy markets, financial conditions, 
geopolitical developments, technology trends, and policy signals. Second, the evidence was synthesized into a 
set of interacting pressures that appeared most relevant for near-term public decision-making. Third, the 
analysis traced how those pressures could spread through public systems using cascade pathways that 
identify triggers, stress points, likely responses, and potential outcomes. Fourth, the cascades were stress-
tested against four operating environments representing different combinations of economic conditions, 
political cooperation, fiscal space, and institutional capacity. Finally, the analysis was translated into decision 
priorities that remain useful across more than one scenario. The purpose is not to predict future events. The 
purpose is to identify where stress may build, how it may spread, and which decisions help preserve flexibility 
under uncertainty. 
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