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The UK's Double Shock: An Outsized Hit from the Iran War 

The OECD's March 2026 interim update delivers a stark verdict: no major economy faces a sharper growth 

downgrade or bigger inflation revision than the UK. Gas-linked electricity pricing, pre-existing fiscal drag, and a Bank 

of England caught in a stagflation trap make Britain the conflict's most exposed G7 economy. 

The OECD has cut its 2026 UK growth forecast by 

0.5 percentage points to 0.7% – the sharpest 

downgrade of any major economy. UK inflation is 

now projected at 4.0% for 2026, a 1.5pp upward 

revision – the largest of any large advanced 

economy. No other G7 nation received a comparable 

double downgrade on both growth and inflation. 

The transmission mechanism is energy. The Strait 

of Hormuz – through which ~20% of global oil and all 

Qatari LNG flows – has driven a surge in wholesale 

gas prices. The UK's electricity market is marginal-

price based and gas-linked: gas sets the clearing 

price for the whole grid. Unlike France (nuclear-

heavy) or Germany (long-term supply contracts), the 

UK has no structural insulation from spot gas shocks. 

Price spikes transmit immediately and in full to 

household bills and business costs. 

The shock compounds a pre-existing fragility. The 

OECD had already flagged fiscal tightening and 

weak productivity as structural drags before the 

conflict. UK GDP expanded just 0.1% in Q4 2025, 

and the OBR's March 2026 baseline – finalised days 

before the strikes – projected 1.1% growth this year. 

That ceiling has now been cut nearly in half. The April 

2025 employer NI increase has already raised the 

cost of labour in precisely the sectors most sensitive 

to demand weakness, and the saving ratio remains 

well above pre-pandemic levels, leaving consumer 

spending with little capacity to absorb a fresh cost 

shock. The UK entered this crisis with its buffers 

depleted. 

The Bank of England's position has become 

acutely uncomfortable. The OECD expects the MPC 

to hold Bank Rate at 3.75% through 2026 and begin 

cutting only in Q1 2027 – a sharp reversal of market 

expectations. The committee faces a textbook 

stagflation dilemma: inflation at 4% and well above 

target, while growth collapses toward stall speed. 

 Cutting too early risks embedding an inflationary spiral 

— a weaker pound amplifies import costs at precisely the 

moment global energy prices are already elevated. 

Holding too long risks tipping a weakly-growing 

economy into contraction. The Bank had been expected 

to deliver quarterly cuts through 2026; that cadence is 

now in serious doubt. 

The contrast with the United States could not be 

starker. The OECD upgraded US growth to 2.0% in 

2026 – up from December's 1.7% – because the US is a 

net energy exporter that benefits directly from elevated 

oil and gas prices. Beyond that, the US is attracting 

massive AI and technology investment that is providing 

a powerful demand offset. The UK has no comparable 

tailwind: business investment remains subdued, and the 

NI cost shock has further dampened hiring and capital 

allocation. The Iran conflict is, in effect, a terms-of-trade 

transfer from energy-importing economies to producers 

– and the UK sits at the most exposed end of the G7 

spectrum, with nothing to cushion the blow. 

 

BlackPoint Economics:  

The 0.7% print may itself prove optimistic – it rests on the 

assumption that energy disruption moderates from mid-

2026, which markets are not pricing with confidence at 

Brent near $106. Our base case holds with the OECD: 

BoE on hold until Q1 2027. But the risk is asymmetric – 

sustained Hormuz closure through summer would force 

a 5%+ inflation print and make any 2026 cut politically 

impossible. The NI shock and the energy shock are 

landing simultaneously, squeezing UK labour demand 

with no obvious monetary offset available. 

 

0.7% 

UK GDP Growth 2026 

OECD March 2026 – down from 1.2% in Dec. Worst downgrade of any OECD 

member. 
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Nature of this communication 

This communication (the "Communication") has been prepared by BlackPoint Economics for informational and analytical purposes 

only. It constitutes a marketing communication and is not intended to constitute investment research as that term is defined by 

applicable regulations. It has not been prepared in accordance with legal requirements designed to promote the independence of 

investment research and is not subject to any prohibition on dealing ahead of its dissemination. The views expressed represent the 

opinions of BlackPoint Economics at the time of publication and are subject to change without notice. BlackPoint Economics does not 

undertake to update or revise any information contained herein. 

Not investment advice 

The Communication is provided for general informational purposes only and does not constitute, and should not be construed as, 

investment, legal, regulatory, tax or accounting advice, nor does it constitute an offer or solicitation to buy or sell any financial 

instrument or to participate in any particular trading strategy. Recipients should not rely on the Communication as the basis for any 

investment decision. All investment decisions should be made solely on the basis of the investor's own assessment of their objectives, 

financial situation and needs, and after taking independent professional advice where appropriate. 

All investments carry risk. The value of investments may fall as well as rise, and investors may receive back less than they invested. Past 

performance is not a reliable indicator of future results. Forecasts and projections are inherently uncertain and actual outcomes may 

differ materially from those expressed or implied. 

Accuracy and reliability 

The Communication has been prepared on the basis of publicly available information and sources that BlackPoint Economics considers 

reliable. BlackPoint Economics has not independently verified all information contained herein and makes no representation or 

warranty, express or implied, as to the accuracy, completeness, fairness or reasonableness of the information, opinions or projections 

contained in the Communication. BlackPoint Economics, its officers, employees and associates accept no liability whatsoever for any 

direct, indirect or consequential loss arising from any use of or reliance on this Communication or its contents. 
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Distribution and copyright 

This Communication is protected by copyright and is intended solely for the use of the person to whom it is addressed. It may not be 

reproduced, redistributed or passed on, in whole or in part, to any other person without the prior written consent of BlackPoint 

Economics. Unauthorised reproduction or distribution of this Communication may constitute a violation of applicable law. 

Distribution in the United Kingdom 

In the United Kingdom, this Communication is directed only at persons who have professional experience in matters relating to 

investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the "Order"), 

or high net worth entities falling within Article 49(2)(a) to (d) of the Order, or other persons to whom it may lawfully be communicated 

(all such persons together being referred to as "Relevant Persons"). This Communication must not be acted on or relied on by persons 

who are not Relevant Persons. BlackPoint Economics is not authorised or regulated by the Financial Conduct Authority. Nothing in this 

Communication constitutes a financial promotion for the purposes of the Financial Services and Markets Act 2000. 

Forward-looking statements 

This Communication may contain forward-looking statements, forecasts and projections. Such statements involve known and unknown 

risks and uncertainties and are based on assumptions and estimates that BlackPoint Economics believes to be reasonable at the time of 

publication. Actual outcomes may differ materially from those expressed or implied. No reliance should be placed on any forward-

looking statement, and BlackPoint Economics assumes no obligation to update such statements to reflect events or circumstances 

arising after the date of this Communication. 
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