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The Trilemma of El Nino, Stagflation and
Shrinkflation

' Down to Earth 27 June 2026 @

Source: ujiyari.com — researched, fact-checked & UPSC-mapped

INTERVIEW ANGLE

"If a weak monsoon can simultaneously slow growth and raise prices, should the RBI's inflation-
targeting framework formally account for climate risk, or is that beyond a central bank's

mandate?"

Source: Original editorial #  Down to Earth

® Every fact web-verified against primary sources (https://ujiyari.com/how-we-verify/)

WHY THIS MATTERS NOW

Forecasts of an evolving El Nino and an uneven southwest monsoon revive an old Indian anxiety: that the sky
still writes the budget. When rains fail, the damage does not stay in the fields. It travels into food prices, into
the RBI’s rate decisions, and into the shrinking packets of biscuits and cooking oil on kitchen shelves.
Understanding this chain, from climate to macroeconomy to the household plate, is now essential to both

economic and environmental policy.

THE CRUX IN 60 WORDS

A weak, El Nino-linked monsoon is a climate shock with macroeconomic consequences. It can raise food
inflation while slowing growth, creating stagflation (https://ujiyari.com/terms/stagflation/)-type stress that limits the
RBLI. It also drives shrinkflation, where shrinking pack sizes quietly cut real consumption and hide true

inflation. India’s buffers help, but the deeper need is integrated climate-economic policymaking.
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THE ISSUE, DECODED

CONCEPT WHAT IT MEANS WHY IT MATTERS

El Nino Periodic warming of the central-eastern Pacific that Aleading climate trigger for rainfall
often weakens the Indian monsoon deficits and agrarian stress

Stagflation High inflation combined with stagnant growth and Narrows policy space; neither rate
weak demand cuts nor hikes are cost-free

Shrinkflation Reducing product quantity while keeping price Erodes real consumption and
unchanged understates measured inflation

Food inflation Rise in prices of food items, heavily weighted in India’s Drives headline inflation and hits
CPI poor households hardest

Inflation RBI's mandate (https://ujiyari.com/vocab/mandate/) to Supply-side climate shocks are hard

targeting keep CPI inflation at 4 percent, plus or minus 2 to manage with interest rates alone
percent

THE ANALYSIS

0 The monsoon is still a macroeconomic variable. Despite a falling share of agriculture in
GDP, the sector employs a large share of the workforce and shapes rural demand. A rainfall deficit

therefore reduces incomes and consumption across the wider economy.

® The shock is two-faced. It cuts supply, pushing food prices up, and cuts incomes, pulling demand
down. The result is the awkward pairing of inflation and slowdown that defines stagflation-type

stress.

(3] Monetary policy (https://ujiyari.com/terms/monetary-policy/) is boxed in. With supply-driven
food inflation, raising rates does little to bring down vegetable or pulse prices but does dampen
investment and demand. Cutting rates risks fuelling inflation expectations. The RBI’s room to

manoeuvre shrinks.

rinkflation is the hidden tax. Faced with higher input costs, firms often reduce pack sizes
O Shrinkflation is the hidden tax. Faced with higher input costs, firms often reduce pack
rather than raise prices, betting that consumers notice price more than quantity. This understates

real inflation in official indices and disproportionately hurts low-income buyers of small packs.

> Buffers are real but uneven. India’s cereal stocks and MSP procurement cushion rice and wheat
well. Pulses and edible oils, where India still imports heavily, are far more exposed to a bad

monsoon and global price swings.

O The missing piece is integration. Climate forecasting, agricultural planning, fiscal support and
monetary policy are managed separately. A climate shock needs a coordinated response, not parallel

reactions.
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DATA AND INSTITUTIONS VAULT

CARRY THESE INTO THE EXAM HALL.

RBI inflation target: 4 percent CPI inflation, with a tolerance band of plus or minus 2 percent, under
the flexible inflation-targeting framework.

Monetary Policy Committee (https://ujiyari.com/terms/monetary-policy-committee/) (MPC): six
members, sets the policy repo rate (https://ujiyari.com/terms/repo-rate/).

El Nino / La Nina: phases of the El Nino Southern Oscillation (ENSO); El Nino typically suppresses
the Indian southwest monsoon.

Buffer stock norms: managed by the Food Corporation of India (FCI) for rice and wheat; minimum
support price (MSP) announced by the government on CACP recommendations.

Food weight in CPI: food and beverages carry a large weight (roughly 45 percent) in India’s
Consumer Price Index, so food shocks dominate headline inflation.

Vulnerable crops: pulses and oilseeds remain import-dependent, raising exposure to supply shocks.

THE DEBATE

For the trilemma (https://ujiyari.com/vocab/trilemma/) framing: The links are real and observable. Past El
Nino years have coincided with food-price spikes and policy dilemmas. Shrinkflation is widely documented in

consumer-goods markets. Treating climate and economy together is overdue.

Against over-stating it: India is far better buffered than in earlier decades. Strategic reserves (https://ujiyari.c
om/terms/strategic-reserves/), faster imports, diversified output and improved forecasting can blunt a single weak

season. A weather event need not become an entrenched stagflation episode.

Balanced verdict: Both are right at different time horizons. India can usually absorb one bad monsoon, but
rising climate variability and persistent vulnerability (https://ujiyari.com/vocab/vulnerability/) in pulses and oils
mean the structural risk is growing. The prudent course is to institutionalise integrated climate-economic

policymaking before shocks become chronic.

HOW TO THINK ABOUT THIS (TRANSFERABLE SKILL)

For any shock, write the path from cause to household: trigger to supply to prices to incomes to policy to
consumption. Naming each link lets you discuss who is hurt, which lever applies, and where it fails. This
turns a vague “monsoon affects economy” point into a precise, multi-channel analysis that connects GS3

economy with GS3 environment.
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DIAGRAM-IN-WORDS

El Nino -> weak monsoon / rainfall deficit -> lower kharif output + rural incomes ->
food prices up + demand down -> stagflation-type stress -> RBI policy boxed in -> firms

cut pack sizes (shrinkflation) -> real household consumption falls (poorest hit hardest)

THE WAY FORWARD

0 Make policy climate-aware. Build climate-risk scenarios into RBI and fiscal projections so

monsoon outlooks inform both monetary and budgetary planning.

2] Strengthen price-stabilisation tools. Maintain robust buffer stocks for pulses and oilseeds, not

just cereals, and use timely imports and open-market sales to calm prices.

O nvest in climate-resilient agriculture. Promote drought-tolerant varieties, micro-irrigation,

crop diversification and watershed management to cut monsoon dependence.

4] Upgrade forecasting and early warning. Improve ENSO and monsoon prediction and link it
directly to procurement and trade decisions.

® protect consumption directly. Use targeted support and transparent labelling rules so

shrinkflation does not silently erode real incomes of poor households.

O Coordinate institutions. Create a standing mechanism linking the agriculture, finance and

consumer-affairs ministries with the RBI and meteorological agencies for climate-economic

responses.
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THE TAKEAWAY BOX

Establish the climate-to-macroeconomy transmission, define stagflation and shrinkflation precisely, weigh

India’s buffers, and argue for integrated climate-economic policymaking.

“When the monsoon falters, the poorest do not just pay more; they receive less, in shrinking packets and

shrinking choices.”
RBI inflation target (4 percent, plus or minus 2); ENSO and El Nino; MSP and CACP; FCI buffer norms;

food weight in CPI; flexible inflation targeting (https://ujiyari.com/terms/flexible-inflation-targeting/).

The fairness of shrinkflation as a hidden, regressive (https://ujiyari.com/vocab/regressive/) price rise; whether

central banks should explicitly account for climate risk within their mandate.

Connects to questions on inflation, monsoon and the economy, and on the limits of monetary policy against

supply-side shocks.

GS3 economy (inflation, monetary policy), GS3 environment (climate variability), GS3 agriculture (MSP,

buffer stocks), and social justice (consumption inequality).

Sources: Down To Earth (https://www.downtoearth.org.in), Reserve Bank of India (https://www.rbi.org.in)

Source: The Trilemma of El Nino, Stagflation and Shrinkflation — Ujiyari.com | Free UPSC & State PCS Editorial
Analysis
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An El Nino-linked weak monsoon converts a climate event into a
macroeconomic shock, raising food prices while dampening rural
demand and growth, producing stagflation-type stress and
shrinkflation that erode household real consumption; India needs
to integrate climate risk into economic policy rather than treat the
two separately.

v SUPPORTING
* Monsoon dependence means a rainfall deficit hits agricultural output, rural incomes and

food supply chains, raising food inflation while slowing growth.

because rate cuts risk prices while rate hikes risk demand.

* Shrinkflation, where producers cut quantity rather than raise price, quietly reduces real

consumption and understates measured inflation, hurting low-income households most.

A COUNTER

India’s large buffer stocks, MSP procurement, diversified economy and improved monsoon
forecasting may absorb the shock, so a single weak season need not trigger sustained
stagflation.

- WAY FORWARD

Build integrated climate-economic policymaking: climate-aware monetary and fiscal

better forecasting, and targeted support to protect household consumption.
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QUESTION

A weak monsoon can transmit a climate shock into both stagflation and shrinkflation, squeezing
household consumption. Examine this linkage and argue for integrated climate-economic policymaking
in India. (250 words)

INTRODUCTION

India’s economy remains monsoon-sensitive. An El Nino-driven rainfall deficit is therefore not only a
weather event but a macroeconomic shock that can transmit into prices, growth and household welfare at

once.

BODY

The transmission runs through three channels. First, a rainfall deficit lowers kharif output and rural
incomes, suppressing demand and growth.

Second, tighter food supply pushes up food inflation, which carries a heavy weight in India’s consumption
basket. The simultaneous appearance of weak growth and high inflation produces stagflation-type stress,
trapping the RBI between cutting rates to support demand and holding them to anchor prices.

Third, as costs rise, producers practise shrinkflation, reducing pack sizes rather than raising sticker prices.
This quietly erodes real consumption, understates headline inflation and falls hardest on low-income
households whose budgets are dominated by food.

Against this, India’s buffer stocks of cereals, MSP-based procurement, open-market operations and
improved monsoon forecasting provide genuine cushions. Yet pulses and oilseeds remain vulnerable, and
climate variability is rising.

The core gap is institutional: climate risk and macroeconomic management are still handled in separate

silos.

CONCLUSION

India should move toward integrated climate-economic policymaking, where monetary, fiscal and
agricultural tools are coordinated against climate shocks, so that a weak monsoon does not silently tax the

poorest households’ consumption.
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