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Overview 

This edition of the Scottish Economic Bulletin reflects on latest data from May and June, as the 

impacts of the energy shock from the Middle East conflict continue to feed through the economy. 

Since last month’s Bulletin, global oil and gas prices have fallen notably on the back of the US-Iran 

Memorandum of Understanding to continue the ceasefire, with markets and business hopeful that 

the Strait of Hormuz will reopen, allowing global oil and gas supply chains to start to recover. The 

agreement remains fragile with some disruption to date, but oil prices have returned towards their 

pre-conflict levels. 

The Scottish economy grew 0.1% in the three months to April, stable from the three months to 

March. However, the pace of growth is subdued and continues to reflect business survey evidence 

showing that business activity and demand remain subdued. In recent months, this partly reflects 

the impacts of the Middle East conflict on energy and fuel costs faced by households and 

businesses, and its effect on consumer and business sentiment. 

Business conditions have remained challenging with Producer Price Inflation rising to 8.7% in May 

and business concerns relating to inflation and energy prices remaining elevated in the first half of 

June. However, business survey data indicates the rate at which cost pressures have risen and their 

feed through to prices have moderated slightly. 

In May, consumer price inflation remained stable at 2.8%, continuing to partly reflect the fall in the 

Energy Price Cap in April with higher energy prices continuing to be mainly experienced through 

motor and heating fuels. Despite the fall in wholesale oil and gas prices in June, the spike in energy 

prices is still feeding through the economy with the Bank of England expecting inflation to rise to 

around 3% in Q3 2026 and 3.25% in the fourth quarter as the Energy Price Cap rises in July and 

business costs continue to feed through to consumers. 

Scotland’s labour market has weakened over the year, with unemployment at 4.3% and the number 

of payrolled employees having fallen by 7,600 over the year. Earnings growth nonetheless remains 

robust, with earnings growing by 5.3% in nominal terms and by 2.4% in real terms.  

Reflecting these factors, latest data for May shows some improvement in business and consumer 

sentiment, albeit mild, with sentiment still notably below pre-conflict levels. The Scottish Consumer 

Sentiment Indicator rose to a new three-month high, but remains firmly in negative territory. 

Consumer sentiment is most negative in attitudes to spending and current household finances, 

reflecting the cost of living pressures faced.  

Looking ahead, developments in the Middle East and resulting price and market expectations 

relating to the supply of oil and gas suggest an improving near term economic outlook, albeit this is 

conditional on resumption of supply and transit routes for shipping, and uncertainty remains. 
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Data and Forecasts Summary 

Outturn Data 

 
Forecasts 

 
 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

!"# ABC DE" FG+ IEJ .GL MNL .GO

PD4RSLB7#UR9:;YB+#URLB==>+SR?@ ABC?
9MNL@ abRFc=O ABd ABd ABa ABA ;ABC ABC ABC +eG

f+EYN=BOYE+#RLG#ER9?@ dB:?
9IEJR;RMNL@ aCRFc=O :Bg :Bh :Bg :Bb dBC dBd dB: +eG

iEG=RMGL+>+SNRSLB7#UR9lBlR?@ aBd?
9.GO@ aaRFc=O ABm ;CBb CBC CBh CBa CBa aBn aBd

o+p=G#>B+RLG#ER9T4oRlBlR?@ aBg?
9.GO@ aaRFc=O :Bn :Ba :Bd :BA :BA :B: aBg aBg

rBMRrGNERiG#ER9?@ :Bhm?
9Fc+@ :ARFc=O dBAA dBAA :Bhm :Bhm :Bhm :Bhm :Bhm :Bhm

TB+NcYELRsE+#>YE+#R9o+tEu@ ;C:BA
9.GO@ abRFc=O ;nBn ;CABa ;bBn ;mBb ;dBn ;CmBd ;CnBh ;C:BA

n;YB+#URPLGNUo+t>"G#BL vG#EN#RDG#G AEu#RiE=EGNE
aAanaAam

!"#ABCDEF GF+C"IACDAE" JCD./EM/NEF.BCID OPOQ OPOR OPOS OPO7 OPOU OP9P :FC;Y

:J=/+FE>DY/?@E@/AB CNa EC"cCFd/OPOR efe ef9 ef9 efQ efQ efQ

g".h;iEdh."D/FCD./?AB CNa EC"cCFd/OPOR MfP MfO MfO MfO MfO Mfe

NEhA"Ci/lm.FC+./nCF"A"+I/+FE>DY/?@E@/AB CNa EC"cCFd/OPOR RfM OfU Of7 OfS Of7 Of7

!"MiCDAE"/FCD./?Mo/FCD./A"/oMB/?p=T/CB."CFAE/rB rEn l;FAi/OPOR 9fM 9f9 9fP OfP "sC "sC



 

5 
 

Output  

Scottish economic growth was positive but subdued in the three months to April.   

• Scotland’s GDP grew 0.1% in the three months to April 2026 (UK: 0.7%), unchanged from the 

three months to March, and up from contraction of -0.1% in the three months to February. Over 

the past year, Scotland’s GDP has grown by 0.9% (UK: 1.1%).1,2 

 

• At a sector level, growth in the three months to April was driven by the services sector (0.1%) 

and construction sector (1.5%), which more than offset a contraction in production output (-

0.2%). 

• Within the services sector, there was a mixed pattern of growth across the services industries. 

Growth was particularly driven by Wholesale, Retail and Motor Trades (1.6%), while there was 

also growth in Information and Communication (2.1%) and Transport and Storage (0.2%). 

However, this was partly offset by declines in Accommodation and Food Services (-2.7%) and 

Administrative and Support Services (-2.7%), alongside falls in output in Financial and Insurance 

Activities (-0.4%) and Professional, Scientific and Technical Services (-1.3%). Over the past 

year, services output has grown 1.5%. 

• Construction growth in the three months to April (1.5%) continued to recover from a sharp fall in 

output through the turn of the year, and grew at its fastest pace since mid-2023. Over the past 

year, construction output has grown 0.2%. 

 
1 Economy statistics - gov.scot (www.gov.scot) 
2 GDP monthly estimate, UK - Office for National Statistics 

https://www.gov.scot/collections/economy-statistics/#gdpmonthlyestimates
https://www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/gdpmonthlyestimateuk/latest
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• In contrast, the production sector contracted over the three months to April, albeit to a lesser 

extent than in recent months, with output falling 0.2%. The contraction continued to be driven by 

a fall in manufacturing output (-1.0%). Output growth in water supply and waste management 

(3.6%) and electricity and gas supply (0.3%) provided some offset, however over the past year, 

production output has fallen 1.9%. 

Inflation and Cost of Living 

The inflation rate remained stable in May, however is expected to rise moderately in 

the months ahead.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                        

Inflation 

• The UK inflation rate remained at 2.8% in May, unchanged from April and down from 3.3% in 

March, with part of this fall continuing to reflect the 7% reduction in the Ofgem energy price 

cap (EPC) that took effect in April.3 

• Key movements in the annual inflation rate between April and May were in food and non-

alcoholic beverages which fell from 3% to 2.2%, its lowest annual rate since December 2024 and 

partly reflected a marginal fall in the price index over the month. In contrast, annual transport 

inflation rose from 4.5% to 6.8%, its highest rate since December 2022. The increase in transport 

price inflation was partly driven by air fares and motor fuels, with annual petrol price inflation at  

18.9% and diesel at 34.6%, albeit the diesel index fell 1.5% over the month. 

 
3 Consumer price inflation, UK - Office for National Statistics 

https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/latest
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• The greater stability in petrol and diesel prices in May partly reflected that oil prices averaged 

$104 per barrel over the month, broadly unchanged from an average of $102 in April.  Since the 

announcement of the US–Iran Memorandum of Understanding (MoU) on June 14, oil prices 

have fallen further to c.$75 and are broadly back to their level before the Middle East conflict 

escalated at the end of February. As of the final week in June, weekly petrol and diesel prices in 

the UK are also down c.5% and c.13% from their peaks earlier in the conflict, respectively.4 

However, looking ahead, disruption and risks to the ceasefire continue to present price 

uncertainty. 

• The EPC rose by 13% at the start of July reflecting the increase in wholesale energy prices 

between March and May.5 The EPC will next change in October and will partly depend on how 

energy prices evolve in the coming months.6 

• Outwith the EPC, households using heating oil continue to experience elevated prices albeit they 

moderated in May and into June. The household liquid fuels price index fell over the month by 

18.7% in May, however remains 95.6% higher compared to May 2025.  

• Core inflation, which excludes energy, food, alcohol and tobacco, rose marginally to 2.6% in 

May, up from 2.5% in April. However it remains lower than 3.1% in March and is lower than 

headline inflation, indicating that the increase in energy prices are still to fully feed through to 

wider consumer prices. 

 

 
4 Weekly road fuel prices - GOV.UK 
5 Energy price cap will rise by 13% from July | Ofgem 
6 Cornwall Insight cap prediction from 29 June 2026, using new TDCVs indicates a 0.5% decrease in the EPC in Q4 
2026. Predictions & Insights into the Default Tariff Cap (Price Cap) - Cornwall Insight 

https://www.gov.uk/government/statistics/weekly-road-fuel-prices
https://www.ofgem.gov.uk/press-release/energy-price-cap-will-rise-13-july
https://www.cornwall-insight.com/predictions-and-insights-into-the-default-tariff-cap/


 

8 
 

Monetary and Credit Conditions 

• Looking ahead, inflation is projected to rise during the second half of this year, however 

developments over the past month have moderated inflationary expectations. The Bank of 

England revised down its inflation outlook as part of its June rate announcement. Inflation is now 

expected to be around 3% in Q3 2026 and around 3.25% in Q4 2026, representing a downward 

revision compared with the projections made in the April Monetary Policy Report but are still 

notably higher than the 2% which was projected in February, prior to the conflict.7,8 

• The Bank’s Monetary Policy Committee (MPC) held the Bank Rate in June at 3.75%. The 

Committee judged that while energy prices remain elevated relative to pre-conflict levels, upside 

risks have eased somewhat in light of recent geopolitical developments. At the same time, 

financial conditions remain restrictive, with businesses and consumers continuing to face higher 

interest rates. 

• The Bank also set out that there was evidence that underlying disinflation had been on track 

prior to the conflict, while a looser labour market and weak underlying demand continue to 

dampen second-round effects, reducing the need for further monetary tightening at this stage. 

 

• Increased expectations of higher inflationary pressures and potentially tighter monetary 

conditions, albeit softening over the month, have fed through to some borrowing costs faced by 

households. For example, interest rates on two-year 75% and 90% loan-to-value (LTV) 

mortgages eased slightly in May to 4.92% and 5.32%, respectively, down from 5.14% and 5.46% 

 
7 Bank Rate maintained at 3.75% - June 2026 Monetary Policy Summary and Minutes | Bank of England 
8 Monetary Policy Report - April 2026 | Bank of England 

https://www.bankofengland.co.uk/monetary-policy-summary-and-minutes/2026/june-2026
https://www.bankofengland.co.uk/monetary-policy-report/2026/april-2026
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in April. However, rates remain elevated compared with pre-conflict levels in February, when 

they stood at 3.97% and 4.34%.9 

 

Consumer Sentiment 

• The Scottish Consumer Sentiment Indicator reflects how people feel the economy is performing, 

how secure they feel about their household finances and how relaxed they feel about spending 

money. 

 

• The Scottish Consumer Sentiment Indicator in May improved moderately after two months of 

weakening, with the indicator rising by 3.7 points to -13.0. The indicator is still notably negative 

and is 7.5 points lower than the series average.10 

 
9 Bank of England Database 
10 Economy statistics - gov.scot (www.gov.scot) 

https://www.bankofengland.co.uk/boeapps/database/default.asp
https://www.gov.scot/collections/economy-statistics/#scottishconsumersentimentindicator(scsi)
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• All five of the sub-indicators remain in negative territory, however over the month, sentiment 

improved across four of the five sub-indicators, covering current and expected economic 

performance, expected household finances and spending attitudes. The remaining sub-indicator, 

covering current household finances, weakened over the month. 

 

• The largest improvement in May was in the current economic performance sub-indicator (up 7.4 

points), while the current indicator for household finances fell 2.9 points. The attitudes to 

spending and current household finances indicators were the weakest of the five sub-indicators 

in May, which continues to reflect the challenges facing household budgets.  

Business Conditions 

Business activity contracted in May, as demand continued to weaken, although 

business optimism improved moderately amid easing global energy prices. 

Business Activity 

• Business surveys indicate that business activity has been on a downward trend since the start of 

the conflict in the Middle East, amid increases in global energy prices, following subdued, but 

positive, business activity at the start of the year. 

• The RBS Growth Tracker business survey indicated that the contraction in business activity 

accelerated in May, with an index reading of 47.1 (a reading below 50 indicates contracting 

business activity); its lowest since March 2025. Weak underlying demand remains a key driver of 
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this with the index for new business recording a twentieth consecutive month of contraction and 

falling to its lowest level since January 2023.11 

 

• Latest Business Insights and Conditions Survey (BICS) data for May indicates some 

improvement from April, with businesses more likely to have seen an increase in demand over 

the month (17.6%, up from 13.3% in April), or stable demand (48.5%, up from 43.5%) than were 

reporting to have seen a decrease (10.5%, down from 16.7%). This varies by sector, with 

businesses most likely to report decreased demand being in the Transport and Storage sector 

(18.8% compared with 16.1% reporting an increase).12 

Business Concerns 

• The latest BICS data from the first half of June shows that falling demand remains the most 

reported main concern by businesses (13.4%) and has risen since the start of March, albeit the 

share of businesses reporting it as a main concern is lower than in 2025. 

• This is in part due to other concerns being reported more frequently, with an increasing share of 

businesses reporting to be concerned about inflation of goods and services (10.8%) since the 

start of the year. Additionally, since March and the escalation of the conflict in the Middle East 

took effect, there has been an increased share of businesses reporting to be most concerned 

about energy prices (10.2%), although it has moderated from its spike in April. 

 
11 Purchasing Managers’ Index Reports | Royal Bank of Scotland , Purchasing Managers’ Index Reports | NatWest 
Business , S&P Global - PMI Press Releases 
12 Business and innovation statistics - gov.scot 

https://www.rbs.co.uk/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.natwest.com/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.natwest.com/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.pmi.spglobal.com/public/release/pressreleases
https://www.gov.scot/collections/business-and-innovation-statistics/


 

12 
 

 

• The increased concern regarding energy prices reflects the increased oil and gas prices arising 

from the conflict in the Middle East. BICS data from the first half of June (prior to the US–Iran 

MoU agreement) indicates that 73.1% of businesses in June were very or somewhat concerned 

about energy prices. This share is moderately smaller than in May (75.8%), with fewer 

businesses reporting to be ‘very concerned’. However, this concern is relatively broad based 

across sectors, being most notable in the transport and storage sector (85.1%) and 

accommodation and food services sector (82.0%). 

 

• Oil and gas prices have come down notably and to near pre-conflict levels following the US-Iran 

MoU agreement in mid-June, albeit there continues to be uncertainty around the pace at which 

oil and gas supply chains will recover. 
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Business Costs 

• While the Energy Price Cap protects most UK households from immediate changes in energy 

prices, this does not apply to businesses who have been subjected to increased energy prices 

depending on existing supplier agreements. 

• UK producer input prices rose by 8.7% annually in May, up from 7.9% in April. Crude oil prices 

remained the main driver of the annual increase in input costs, rising by 71.8% in the year to 

May, albeit crude oil prices fell 5.9% over the month.13 

 

• Similarly, the RBS Growth Tracker business survey also indicated that business input costs 

continued to rise between April and May, albeit the rate of inflation eased from the previous 

month. Respondents cited higher energy, raw material and transport costs as the drivers of input 

price inflation amid the conflict in the Middle East.14 

 
13 Producer price inflation, UK - Office for National Statistics 
14 Purchasing Managers’ Index Reports | Royal Bank of Scotland , Purchasing Managers’ Index Reports | NatWest 
Business , S&P Global - PMI Press Releases 

https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/producerpriceinflation/may2026
https://www.rbs.co.uk/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.natwest.com/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.natwest.com/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.pmi.spglobal.com/public/release/pressreleases
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• The extent to which businesses have had to, or are able to pass on higher costs to customers 

depends on various factors, including demand and competition conditions. The prices charged 

for goods and services by businesses has also increased since the outset of the Middle East 

conflict but to a lesser extent, indicating that while businesses are passing on part of the 

increased costs, they are also absorbing some of it. The RBS Growth Tracker data shows that 

the pace of output price inflation also eased in May, but remains elevated comparing to its pre-

conflict level. 

• Furthermore, BICS data from June shows that the share of businesses reporting that they expect 

to increase prices on goods and services sold, fell from the previous month (16.3%, down from 

21.3%), while an increased share of businesses expect prices to remain unchanged in July 

(60.5%, up from 55.5%). 
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• For businesses expecting to increase prices, labour costs remains the main driver with 32.3% 

reporting it as a factor. This is however down from its share at the start of the year. Labour costs 

as a factor is followed by energy prices (29.0%), which has seen an increase in its share in 

recent months, albeit it has fallen from its recent peak in May. Transportation costs have also 

been cited by an increasing share of businesses as a factor to consider raising prices amid 

increases in motor fuel prices. 18.8% of businesses reported this as a factor in June, broadly 

unchanged over the month. 

 

Business Optimism 

• The conflict in the Middle East and increased uncertainty around its risks to inflation and demand 

has had a notable impact on business sentiment and optimism. The RBS Growth Tracker 

business survey reported that business optimism improved marginally in May, but remains 

notably below pre-conflict levels.15 

• Similarly, BICS data shows that an increasing share of businesses expect performance to 

improve (30.5%, up from 28.5% in May) or stay the same (39.5%, up from 36.6% in May) 

compared to last month. This is mirrored by a smaller share of businesses expecting 

performance to decrease in the coming year (10.3%, down from 12.6% in May). 

 
15 Purchasing Managers’ Index Reports | Royal Bank of Scotland , Purchasing Managers’ Index Reports | NatWest 
Business , S&P Global - PMI Press Releases 

https://www.rbs.co.uk/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.natwest.com/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.natwest.com/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.pmi.spglobal.com/public/release/pressreleases
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• The Scottish Business Sentiment Index (BSI) provides a real-time measure of business 

confidence in Scotland by analysing sentiment in news articles related to corporate and industrial 

developments.16,17 Latest data indicates that the BSI fell in June to -0.32 having improved 

moderately in May and remains below the average for 2025 (-0.24). 

 

 
 
 
 
 

 
16 Scottish Business Sentiment Index - gov.scot 
17 The BSI remains in development, and we welcome further comments from users on how best to present the results. 

https://www.gov.scot/publications/scottish-business-sentiment-index/
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Labour Market 

The labour market has weakened over the past year with the number of payrolled 

employees having fallen notably since the start of the year. 

Employment, Unemployment, and Inactivity 

• The Labour Force Survey (LFS) shows Scotland’s unemployment rate remained relatively low in 

the 3-months to April at 4.3% (UK: 4.9%), albeit had risen by 0.4 percentage points (p.p) over the 

quarter and 0.1 p.p over the year (UK: +0.3 p.p). 

• Alongside this, the employment rate fell 0.5 p.p over the quarter to 74.3%, while the inactivity 

rate rose 0.1 p.p. to 22.2%. Over the past year, the employment rate has fallen 0.7 p.p. and the 

inactivity rate has risen 0.5 p.p, indicating a weakening in labour market conditions compared to 

last year.18 

 

• This weakening is also reflected in Pay as you Earn (PAYE) Real Time Information data which 

shows that the number of payrolled employees (2.44 million) rose marginally in May (up 1,000), 

however has fallen 0.3% (c. 7,600) over the year and is at its second lowest level since January 

2023.19 

• Furthermore, Scotland’s Claimant Count unemployment rate (3.8% in May) remains low relative 

to the UK as a whole (4.5%), however the number of claimants of unemployment related benefits 

 
18 Labour market statistics - gov.scot 
19 Earnings and employment from Pay As You Earn Real Time Information, seasonally adjusted - Office for National 
Statistics 

https://www.gov.scot/collections/labour-market-statistics/
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/realtimeinformationstatisticsreferencetableseasonallyadjusted
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/realtimeinformationstatisticsreferencetableseasonallyadjusted
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rose 1.8% (c. 2,000) over the month to 110,200 and is at its highest level since October 2024. 

Over the past year, the number of claimants has risen by 5.4% (c. 5,600).20 

 

Recruitment Activity 

• The weaker labour market is also reflected in recruitment activity.  ONS Textkernel data 

indicates that recruitment activity fell in May with the number of online vacancies 10.0% lower 

than a year prior. 21 

• Similarly, the RBS Growth Tracker indicates that private sector staffing fell for a second 

consecutive month in May, with the index falling to 48.7 (50 = stable employment levels).22 

 

 
20 Nomis - Official Census and Labour Market Statistics 
21 Textkernel new online job adverts - Office for National Statistics 
22 Purchasing Managers’ Index Reports | Royal Bank of Scotland , Purchasing Managers’ Index Reports | NatWest 
Business , S&P Global - PMI Press Releases 

https://www.nomisweb.co.uk/
https://www.ons.gov.uk/economy/economicoutputandproductivity/output/datasets/textkernelnewonlinejobadverts
https://www.rbs.co.uk/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.natwest.com/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.natwest.com/business/insights/economics/economic-outlook/purchasing-managers-index-reports.html
https://www.pmi.spglobal.com/public/release/pressreleases
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• Looking ahead, BICS data indicates a higher share of businesses expect employee numbers to 

increase (14.7%) than to decrease (8.0%). However, most businesses continue to expect 

employee numbers to remain unchanged (65.6%), with the share increasing since the start of the 

year and indicating some stabilisation in recruitment against a backdrop of elevated uncertainty 

in the economic outlook.   

 

Earnings 

• In response to the labour market loosening over the past year and lower levels of inflation, the 

pace of earnings growth had slowed notably towards the end of 2025 and into the new year, 

however latest data for May continues to show a renewed pick-up in growth in recent months.  
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• Nominal median monthly PAYE pay in Scotland (£2,669) grew by 5.3% on an annual basis in 

May, down marginally from 5.5% in April. In real terms, adjusting for annual inflation of 2.8%, real 

earnings grew by 2.4%, notably above the 1.0% average growth rate of the prior six months. 23 

Economic Outlook 

The impacts of the energy price shock are expected to continue filtering through the 

economy in the second half of this year. 

• Latest economic forecasts were undertaken before the US - Iran MoU in mid-June to extend the 

military ceasefire and begin to reopen the Strait of Hormuz. However the ongoing impacts of the 

conflict in the Middle East are expected to continue to impact through the second half of the year 

with ongoing uncertainty on disruptions to the agreement and the pace at which global energy 

supply chains will recover. 

• At a global level, the World Bank cut its 2026 global growth forecast to 2.5% in June, with growth 

projected to slow from 2.9% in 2025 due to higher energy prices and inflation weighing on 

growth. GDP growth is expected to recover to 2.8% by 2027–28, while global inflation is 

projected to rise to 4% in 2026 from 3.3% in 2025, even if oil supply stabilises in the near term.24 

Similarly, the OECD has revised down its 2026 global growth forecast to 2.8% before picking up 

to 3.1% in 2027, assuming a time-limited disruption scenario.25 

• At a UK level, the latest HMT average of independent forecasts from the first half of June shows 

UK GDP growth at 0.9% in 2026 (down from 1.1% forecast in February prior to the Middle East 

conflict), rising to 1.0% in 2027. This remains broadly in line with the Bank of England projections 

from April.26,27 

 
23 Earnings and employment from Pay as You Earn Real Time Information, seasonally adjusted - Office for National 
Statistics (ons.gov.uk) 
24 World Bank: Global Economic Prospects 
25 OECD Economic Outlook, Volume 2026 Issue 1 | OECD 
26 Forecasts for the UK economy: June 2026 - GOV.UK 
27 Monetary Policy Report - April 2026 | Bank of England 

https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/realtimeinformationstatisticsreferencetableseasonallyadjusted
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/realtimeinformationstatisticsreferencetableseasonallyadjusted
https://www.worldbank.org/en/publication/global-economic-prospects
https://www.oecd.org/en/publications/2026/06/oecd-economic-outlook-volume-2026-issue-1_8be0dba6.html#key-messages
https://www.gov.uk/government/statistics/forecasts-for-the-uk-economy-june-2026
https://www.bankofengland.co.uk/monetary-policy-report/2026/april-2026
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• The inflation outlook has shifted notably from earlier projections this year, though it remains 

subject to a high degree of uncertainty. The HMT average of new independent forecasts from the 

first half of June shows inflation projections have been revised up to 3.7% for 2026, from 2.2% 

projected in February prior to the conflict. 

• The Bank of England updated its inflation projections following its June rate decision. In its April 

Monetary Policy Report, the Bank presented three illustrative scenarios reflecting different paths 

for energy prices during the Middle East conflict, however, the recent easing in tensions and 

energy prices has led to a softer central outlook. It now expects inflation to be just under 3% in 

Q3 2026, rising to slightly above 3.25% in Q4.28  In the near term, this is slightly lower than the 

path set out in April in the chart below. 

 

 
28 Bank Rate maintained at 3.75% - June 2026 Monetary Policy Summary and Minutes | Bank of England 

https://www.bankofengland.co.uk/monetary-policy-summary-and-minutes/2026/june-2026
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• Longer term however, uncertainty in the inflation outlook remains closely linked to energy supply 

dynamics, particularly oil and gas flows through the Strait of Hormuz. While the recent US - Iran 

agreement has eased tensions and helped bring oil prices back to around pre-conflict levels, gas 

prices remain around 20% higher. Some supply constraints may persist, as oil flows are unlikely 

to return to pre-conflict levels immediately, suggesting continued pressure on domestic energy 

costs. The extent to which these pressures feed through to the wider economy remains a key 

risk and uncertainty to the overall outlook. 
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