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Executive Summary – Economic Outlook

• UK GDP growth lost momentum in the second half of this year, growing only 0.1% on the quarter in Q3 2025. The 

slowdown was primarily driven by a contraction in the production sector and weak household demand, amplified by 

easing labour market conditions, and fiscal uncertainty weighing on confidence. Growth is expected to remain 

modest over the medium term, with a slight slowdown expected in 2026. 

• UK CPI inflation stood at 3.6% in October and is set to decline throughout 2026 before returning to the 2% target at 

the start of 2027. Continued signs of labour market easing, alongside growth concerns, increase the likelihood that 

the Bank of England will cut the Bank Rate to 3.75% in December 2025.

• The Eurozone showed subdued growth in Q3 2025. Despite a modest acceleration in the latest monthly inflation 

figures, headline inflation remains close to target and is forecast to fall over the coming year. The US outlook remains 

unclear due to a lack of available data increasing uncertainty.

• London, the South East, and the North East are set to drive growth in 2026, with the devolved nations lagging 

behind. Alongside a weaker growth outlook for the UK as a whole next year, annual growth is expected to slow 

across all but one region in 2026. 

• The Chancellor’s package of fiscal changes announced in the Autumn Budget have enabled her to more than double 

fiscal headroom. However, the scale of the increases and the limited emphasis on growth-oriented measures could 

put her simultaneous goal of supporting long-term economic growth at risk.
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UK growth prospects

UK economic growth slowed in Q3 to 0.1% quarter-on-quarter. This 

marked a deceleration from the 0.7% growth seen in Q1 and 0.3% in Q2. 

The services and construction sectors showed modest growth. However, 

the production sector declined on the quarter by 0.5% in Q3, following a 

0.8% drop in Q2, largely attributed to weak manufacturing and mining and 

quarrying activity. A continued softening in labour market conditions and 

weaker confidence have contributed to the slowdown in economic growth.

Real household consumption expenditure grew by only 0.7% year-on-year 

in Q3 2025. Meanwhile, household savings remain elevated at 10.7% in 

Q2 and significantly above the 6.5% average rate seen in the five years to 

2019. 

A modest pick-up in consumer spending is projected for next year, 

supported by an unwinding of interest rates and slowing inflation.  

However, weak productivity growth, global uncertainty, and continually 

elevated costs to businesses are expected to weigh on growth. We 

forecast real GDP growth to slow slightly to 1.3% in 2026, down from 

1.4% in 2025. The growth rate over the medium term is expected to 

remain modest, below its historical trend.

UK growth slowed in the second half of 2025, while the outlook for 2026 remains subdued
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Labour market 

The UK labour market showed continued signs of easing in Q3 2025. 

The unemployment rate reached its highest level since the pandemic, at 

5.0%. Additionally, the number of unemployed people per vacancy in 

Q3 increased to 2.5, compared to 2.3 in Q2. This signals increased 

competition among jobseekers. 

Total vacancies fell by 12.0% in August to October 2025, compared to 

the same period last year. Much of the decline came from labour-

intensive sectors that appear to have scaled back headcount in 

response to rising employment costs, most notably the increases to the 

minimum wage and employers’ National Insurance Contributions. For 

example, vacancies in the accommodation and food service industry fell 

by 16.5% year-on-year, while wholesale and retail trade declined 

12.9%.

Easing labour market conditions have further supported slowing wage 

growth. Regular average earnings growth slowed to 4.6% in Q3. 

However, it is worth noting that wage growth remains considerably 

above pre-pandemic levels and continues to be closely monitored by 

the Bank of England as an indicator of inflation persistence.

Cebr forecasts the unemployment rate to remain at 5.0% in Q4 and 

increase slightly to 5.1% in Q1 2026. At the same time, average wage 

growth is forecast to slow in Q4 and throughout 2026. 

Labour market data show continued signs of easing in Q4 2025 and into 2026 
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Inflation and interest rates

Despite recent uptick, inflation now expected to be on a downward trend supported by 

softening in the labour market and a subdued growth outlook

CPI inflation reached a near-term peak in Q3 2025, averaging 3.8%. 

Increases in energy prices accounted for most of the pick-up in inflation 

over Q3. Elevated food prices and services inflation continue to keep 

CPI above the 2% target. 

Inflation slowed slightly to 3.6% in October and is forecast to slow 

further over the coming year, returning to the 2% target in early 2027. 

The near-term deceleration in inflation is supported by further signs of 

easing labour market conditions and services disinflation. The 

unemployment rate reached a recent high of 5.0% in Q3 2025, while 

wage growth continues to decelerate. Services inflation is expected to 

ease next year as the effects of higher employer NICs begin to drop out 

of the annual comparison and as pay growth continues to soften. 

The Bank of England’s assessment of inflation risks has become more 

balanced. While recent labour market data have provided some comfort 

that underlying inflation pressures have eased, wage growth remains 

historically high, and services inflation has been slow to fall. Conversely, 

subdued GDP growth, soft household spending, and poor business 

confidence present downside risks. Following the MPC’s decision to 

hold Bank Rate at 4.0%, and given continued concerns about growth, a 

cut in December now appears likely. Cebr forecast two further cuts to 

Bank Rate throughout 2026 taking Bank Rate to 3.25% by year-end.
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Global prospects
Fed under mounting pressure to cut rates but a lack of key data clouds US outlook

Eurozone GDP growth was 0.3% on the quarter in Q3 2025, a slight 

uptick on the 0.1% growth in Q2. While the November inflation reading 

showed a modest increase to 2.2%, it is unlikely to materially affect the 

ECB’s stance as inflation remains close to target. The monetary loosening 

undertaken by the ECB earlier in the year is expected to have provided a 

modest tailwind to activity, with Cebr forecasting GDP growth of 1.2% in 

2025 and 2026.

The US outlook remains uncertain due to limited data releases during the 

government shutdown. However, available indicators point to a softening 

labour market. Non-farm payrolls surprised on the upside, yet the 

unemployment rate still rose to 4.4%, and private sector payrolls recorded 

their largest decline in over two years in November. With further evidence 

pointing to increasing strain on lower-income households and smaller 

businesses as price pressures mount, the Fed is widely expected to cut 

rates. 

China saw annual GDP growth of 4.8% in Q3 2025, down from 5.2% in 

Q2. China’s near-term growth outlook remains dependent on export 

performance, which has continued to show resilience despite elevated 

trade tensions. Against this backdrop, the Fourth Plenum outlined 

Beijing’s commitment to technological and industrial self-sufficiency, 

though lingering structural issues within the domestic economy mean that 

economic growth in China is likely to moderate into the medium term. 
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Regional prospects
Broad-based slowdown in regional GVA growth expected for 2026, with the devolved nations 

lagging behind

GVA growth in 2025 has been largely driven by London, the South East, 

and the North East. London outperformed the UK average consistently 

throughout 2025 in terms of growth in business activity, as indicated by 

NatWest’s Regional Growth Trackers. The October growth trackers also 

show that the South East and North East have shown more recent strength 

in business activity, ranking second and third after London.

The devolved nations are expected to continue to drag on growth in 2026, 

with Wales performing particularly poorly. While all other regions saw an 

increase in business counts, Wales saw an 11.8% decline in 2025. The 

poor outlook for Scotland is corroborated by weak GDP data throughout 

2025, largely driven by falling output in the production sector. In particular, 

manufacturing has suffered following the cessation of refining activity at 

Grangemouth. 

Looking ahead to next year, London, the South East, and the North East 

are expected to continue showing above average growth. However, we 

expect a broad-based slowdown in annual GVA growth next year across 

almost all regions, as weak productivity growth, global uncertainty, and 

elevated business costs weigh on output nationwide.
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Deep dive: Autumn Budget takeaways

Annual real GDP growth forecasts, 2024 to 2029
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The OBR cut its medium-term GDP growth forecasts driven by the 

long-overdue downward revision to productivity growth. The revisions 

brought the forecasts more in line with Cebr’s projections. 

The lack of emphasis on growth-boosting measures was surprising. 

Instead, this Budget appeared to prioritise clearing fiscal hurdles and 

restoring confidence in UK public finances. 

Reeves’ 2025 budget delivered the third largest medium-term tax 

increases as a share of GDP since the inception of the OBR. The package 

is set to raise £26 billion worth of additional revenue.

The most significant revenue raising measure was the extension of the 

freeze on income tax bands. Though Labour’s manifesto pledge to not 

raise tax rates is technically intact, the extension brings more individuals 

into higher brackets and widens the tax base.

Reeves more than doubled the fiscal headroom from £9.9 billion to 

£21.7 billion. Although this provides a greater buffer and flexibility for future 

policy, it comes with the risk of undermining the simultaneous commitment 

to supporting growth.

There were some inconsistencies in messaging. For instance, the 

changes to Individual Savings Accounts (ISA) rules were framed as an 

attempt to encourage retail investing. Yet, this could be offset by the 

reduction in pension salary sacrifice limits and raising tax rates on 

dividends.

Annual Real GDP 
Growth (%)

2024 2025 2026 2027 2028 2029

OBR forecast 1.1% 1.5% 1.4% 1.5% 1.5% 1.5%

Cebr forecast 1.1% 1.4% 1.3% 1.4% 1.5% 1.5%
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This report has been compiled by Cebr’s Forecasting and Thought Leadership team. 

Cebr’s forecasts cover every national economy, with particular focus on the UK, US, and 
Eurozone. Forecasts are updated on a regular basis. 

Our next Economic Outlook document will be published in March.  

For more information on our forecasts or other research enquiries, please contact 
forecasting@cebr.com. 

Follow us

© Centre for Economics and Business Research Ltd

www.cebr.com

mailto:forecasting@cebr.com
https://www.linkedin.com/company/cebr/
https://twitter.com/Cebr_uk

	Slide 1
	Slide 2: Executive Summary – Economic Outlook
	Slide 3: Contents
	Slide 4: UK growth prospects
	Slide 5: Labour market 
	Slide 6: Inflation and interest rates
	Slide 7: Global prospects
	Slide 8: Regional prospects
	Slide 9: Deep dive: Autumn Budget takeaways
	Slide 10

