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Impact of the US-Israel-Iran conflict on the UK economy
Introduction
On 28 February 2026, Israel and the United States launched coordinated strikes against Iran, triggering a conflict with profound global economic implications (House of Commons Library, 2026a; House of Commons Library, 2026b). Within days, Iran closed the Strait of Hormuz—through which roughly one‑fifth of global oil and gas transits—delivering a severe shock to energy markets (House of Commons Library, 2026b). For the United Kingdom, economic consequences have been unusually severe (IMF, 2026b; The Observer, 2026). The IMF warned the UK would be the hardest hit among advanced economies, revising its 2026 GDP forecast from 1.3% in January to 0.8% by April, before upgrading modestly to 1% while cautioning that inflation is projected near 4% by year‑end (IMF, 2026a; IMF, 2026c; Huffington Post, 2026; Standard, 2026).
The UK’s vulnerability stems from its net energy importer status and deep integration into Gulf supply chains (The Observer, 2026; IPPR, 2026). The S&P Global UK services PMI fell from 53.9 in February to 50.5 in March 2026, the lowest in 11 months, as businesses postponed investment (S&P Global, 2026; Yahoo Finance, 2026). The conflict has disrupted critical industrial inputs and food supply chains (LSE Blogs, 2026). The UK imports up to 42% of its food, making it highly vulnerable to shipping disruptions and higher fertilizer costs (House of Commons Library, 2026b; National Preparedness Commission, 2026).
Transmission mechanisms include elevated energy prices, disrupted supply chains, reduced confidence, and adverse terms‑of‑trade shocks (IPPR, 2026; RSM UK, 2026; EY, 2026). Inflation accelerated to 3.3% in March 2026; in a worst‑case scenario, IPPR warns inflation could peak at 5.8%, GDP fall to 0.3%, unemployment rise to 5.8%, and the Treasury face an £8 billion fiscal hit (IPPR, 2026; House of Commons Library, 2026a). The Bank of England faces a policy dilemma: Governor Bailey justifies allowing inflation above target given weak growth, while other MPC members call for faster rate hikes (Bank of England, 2026; Guardian, 2026; Morgan Stanley, 2026; IPPR, 2026).

Research Questions
RQ 1- What is the impact of the US-Israel-Iran conflict on the UK economy.
RQ 2- To what extent does the UK’s low direct import dependency on Middle Eastern oil and gas (e.g., ~1% of gas from Qatar) insulate it from supply disruptions, given the global pricing mechanism for energy commodities that transmits price shocks regardless of origin?
RQ 3-What is the quantified impact of the conflict on average UK household disposable income, considering the combined effects of higher fuel prices at the pump (adding ~£14 per tank since the conflict began), surging mortgage costs (with two-year fixed rates jumping from 4.83% to 5.78%), and rising food inflation, and how do these pressures vary across different income and tenure groups?
RQ 4- Given that the closure of the Strait of Hormuz (a passage for roughly one-fifth of global oil and gas trade) has largely ceased shipping, how will second-round effects—such as rising costs for agricultural fertilizer, petrochemicals, and freight—translate into UK-specific price pressures and potential product shortages, particularly for food and medical supplies?
Research Problem
The research problem centers on the unique exposure of the UK economy to external geopolitical energy shocks (IPPR, 2026; IMF, 2026a). Despite the UK having a relatively low direct import dependence on Middle Eastern energy, the emergence of the US-Israel-Iran conflict in February 2026 has triggered a severe stagflationary shock (House of Commons Library, 2026; IMF, 2026). This shock is characterized by rising inflation driven by surging energy and food prices, coupled with a simultaneous downgrade in GDP growth forecasts (Vanguard, 2026; IGD, 2026). 
Research Aims
1. To comprehensively analyze the macroeconomic consequences of the US-Israel-Iran conflict on the UK, specifically examining the resulting stagflation dynamic where the IMF projects the UK to be the hardest hit among G7 economies, with growth forecasts revised downward and inflation expected to rise significantly in 2026 (IMF, 2026b; House of Commons Library, 2026a).
2. To assess the differential welfare impacts across UK households, quantifying the financial strain from elevated energy bills, mortgage costs, and food inflation (IGD, 2026; IFS, 2026).
3. To evaluate the conflicting pressures placed on UK monetary and fiscal policy, analyzing how the Bank of England must navigate a trade-off between taming inflation and averting a recession, while the Treasury faces the prospect of an £8bn annual fiscal hit from lower tax receipts and higher debt interest payments (IPPR, 2026; BoE, 2026).
4. To identify strategic mitigation pathways for the UK, assessing the effectiveness of proposed interventions ranging from temporary energy price caps and fuel duty cuts to longer-term strategies focused on accelerating the transition to domestic renewable energy to reduce exposure to global fossil fuel markets (IPPR, 2026; Smith School of Enterprise and the Environment, 2026).
Research Objectives
RQ1: Macroeconomic Stagflation
To determine the specific channels through which the conflict is reshaping the UK’s macroeconomy and quantify the magnitude of the stagflationary trade-off.
RQ2: Supply Chain Resilience & Energy Security
To analyze how the UK’s indirect reliance on Middle Eastern supply routes creates economic vulnerability despite low direct import dependence.
RQ3: Household Financial Strain
To calculate the cumulative financial impact of the crisis on the average UK household including disposable income, personal savings and consumer spending.
Literature Review
The economic literature on the impact of geopolitical conflicts on national economies is extensive, with particularly rich contributions examining oil price shocks, supply chain disruptions, and the stagflationary consequences of Middle East wars (Hamilton, 2009; Caldara and Iacoviello, 2022). More recent scholarship has focused on how globalisation has fundamentally altered the transmission mechanisms of such shocks, moving from simple oil price spikes to complex multi‑channel disruptions affecting industrial inputs, food systems, and financial markets (Toksöz, 2026; LSE Blogs, 2026). This review synthesises the existing evidence on each of the key macroeconomic variables identified in this study, drawing on the specific context of the US‑Israel‑Iran conflict of 2026.
2.1 GDP Growth and the Stagflationary Shock
Geopolitical conflicts in the Middle East exert significant negative effects on economic growth through energy price channels (Hamilton, 2009; Baumeister and Kilian, 2016). The IMF’s analysis of the 2026 Iran war confirms this pattern, with the UK identified as the most exposed among advanced economies (IMF, 2026a; IMF, 2026b). The IMF revised its UK GDP growth forecast from 1.3% in January to 0.8% in April, before upgrading slightly to 1% in May (IMF, 2026c; Standard, 2026). However, the IMF warned that a prolonged war would weigh on confidence and hurt activity (IMF, 2026c). Stagflation risks have re‑entered policy discourse (S&P Global, 2026; RSM UK, 2026), with the UK services PMI falling sharply (S&P Global, 2026). RSM UK concluded the UK faces another bout of stagflation, with recession likely if the conflict drags on (RSM UK, 2026). EY predicts consumer spending growth will grind to 0.3% in 2026 (EY, 2026), while Morgan Stanley warns the economy has effectively ground to a halt (Morgan Stanley, 2026).
2.2 Inflation Dynamics and Energy Prices
Pass‑through from oil and gas prices to CPI inflation is rapid and persistent in net energy importers (Kilian, 2009; Baumeister and Peersman, 2013). The Middle East accounts for 34% of global oil and 18% of gas output (Economics Observatory, 2025). Since the conflict began, Brent crude rose ~10% and gas ~7% (Economics Observatory, 2025), but the closure of the Strait of Hormuz has pushed oil briefly above $100/barrel (LSE Blogs, 2026; IPPR, 2026). UK inflation accelerated to 3.3% in March 2026 (House of Commons Library, 2026a; IPPR, 2026). Economists expect inflation above 4% even with rapid resolution, and if Hormuz remains closed, inflation could exceed 5% with recession (NIESR, 2026). In a worst‑case scenario, IPPR models CPI peaking at 5.8% (IPPR, 2026). The Bank of England projects prices will persist higher for the rest of the year (Bank of England, 2026; Raymond James, 2026). Food inflation is also surging (LSE Blogs, 2026; IGD, 2026), with the IGD and FDF revising forecasts sharply upward (IGD, 2026; FDF, 2026). The UK imports up to 42% of its food, and fertiliser prices have more than doubled (House of Commons Library, 2026b; National Preparedness Commission, 2026; Farmers Guide, 2026).
2.3 Imports and Energy Security
Net energy importers are disproportionately exposed to geopolitical shocks (Yergin, 2006; Sovacool, 2011). The UK’s net importer status explains why it is hardest hit among G7 economies (The Observer, 2026). Gulf refineries supplied up to 65% of UK jet fuel before the war (Yahoo Finance, 2026). With the Hormuz blockade cutting off a fifth of global oil and gas, the UK has sought alternatives (LSE Blogs, 2026; House of Commons Library, 2026b). US companies have made almost £500 million selling jet fuel to Britain, with imports up tenfold (Yahoo Finance, 2026). The US now supplies 76% of UK LNG, 30% of crude oil, and 25% of diesel (Yahoo Finance, 2026). Goods imports have been severely affected, with fuel imports from the EU and non‑EU countries rising significantly as emergency responses (British Chambers of Commerce, 2026).
2.4 Exports and Trade Performance
Exports are highly sensitive to supply chain disruptions, shipping costs, and business confidence (Freund and Özden, 2008; Glick and Taylor, 2010). UK goods exports fell 2.6% in February 2026 (Chamber International, 2026), and services exports fell 0.5% in Q1 (British Chambers of Commerce, 2026). New export work from abroad fell at the fastest rate since April 2025 (S&P Global, 2026). Higher fuel and shipping costs have eroded competitiveness (S&P Global, 2026). The British Chambers of Commerce noted a shaky global economy due to geopolitical uncertainty (British Chambers of Commerce, 2026). Trade diversification is a resilience strategy (Freund and Özden, 2008), but the effect is incomplete (British Chambers of Commerce, 2026).
2.5 Employment and Labour Market Dynamics
Conflicts affect labour markets through reduced demand, hiring delays, and sector‑specific effects (Blanchard and Katz, 1992; Imbs, 2010). UK unemployment rose unexpectedly from 4.9% to 5% in March 2026 (ONS, 2026; China Daily, 2026). Benefit claims rose by 27,000 in April, and payroll employees fell by 100,000—the largest decline since early pandemic (ONS, 2026; China Daily, 2026). Job vacancies are at a five‑year low (BBC News, 2026). The British Chambers of Commerce forecasts unemployment of 5.5% in 2026 (British Chambers of Commerce, 2026). NIESR and EY warn of a peak of 5.8% (NIESR, 2026; EY, 2026). Younger workers have been disproportionately affected, with 296,000 employees aged 34 and under losing jobs since October 2024 (China Daily, 2026).
2.6 Foreign Direct Investment (FDI)
FDI is highly sensitive to political instability and conflict (Busse and Hefeker, 2007; Bénassy‑Quéré et al., 2007). The Iran war threatens UK’s position as a beneficiary of capital flows (FNL London, 2026). Sovereign wealth funds may cut back international investment (FNL London, 2026). However, some foreign cash has moved into UK stocks as investors seek to exit the US (Yahoo Finance, 2026). Eight out of ten UK businesses are grappling with fallout, and a fifth have frozen investment (Independent, 2026). M&A activity may suffer further (CityAM, 2026). The net effect on FDI depends on conflict duration (IPPR, 2026).
2.7 Poverty and Household Incomes
Low‑income households are disproportionately affected by energy price shocks (Deaton, 1989; Attanasio and Banks, 2001). NIESR estimates the Iran war will push 200,000 more households into absolute poverty (NIESR, 2026). The Resolution Foundation calculates the median working‑age household will be £480 worse off (Resolution Foundation, 2026; Northern Echo, 2026). Average income growth for the poorest 20% is now 1.2%, down from 2.8% (Resolution Foundation, 2026). Families could be up to £600 poorer (Yahoo Finance, 2026). NIESR suggests a £10 per week Universal Credit uplift for six months, costing £2 billion (NIESR, 2026). IPPR calls for targeted taxes and temporary price caps (IPPR, 2026).
2.8 Consumer Spending, Disposable Income and Savings
Households adjust spending by reducing discretionary expenditure and drawing down savings (Friedman, 1957; Campbell and Mankiw, 1989). UK consumer spending growth will grind to 0.3% in 2026 (EY, 2026). Real disposable income per head gained 1.2% in Q4 2025, pre‑dating the energy surge (ONS, 2026; Financial Post, 2026). Morgan Stanley forecasts real disposable income growth near 0% for rest of 2026 (Morgan Stanley, 2026). Households entered the crisis with a savings buffer (saving ratio 9.9%) (ONS, 2026; Financial Post, 2026). The proportion of consumers dipping into savings increased from 5% to 9% (RSM UK, 2026). However, real returns are eroded: a saver with £10,000 could be £145 worse off in real terms (Moneyfacts, 2026; Birmingham Mail, 2026).
Research Methodology
This study adopts a quantitative, longitudinal research design to investigate the impact of the US‑Israel‑Iran conflict on the UK economy. The research employs a Vector Autoregression (VAR) econometric framework to model the dynamic relationships between the conflict shock and a range of key macroeconomic variables, following established methodologies in the literature on geopolitical risk and macroeconomic performance (Caldara and Iacoviello, 2022; Kilian and Park, 2009; Baumeister and Kilian, 2016). The choice of a VAR approach is justified by its ability to capture the interdependencies among multiple time‑series variables, model the dynamic transmission of shocks through the economic system, and generate impulse response functions that trace the effect of a one‑standard‑deviation shock to one variable on the others over time (Sims, 1980; Stock and Watson, 2001).
3.1 Data Sources and Variables
Secondary time‑series data will be collected from reliable, authoritative sources for the period January 2020 to December 2026, covering the pre‑conflict, conflict onset, and early post‑conflict periods (ONS, 2026; BoE, 2026; IMF, 2026c; HM Treasury, 2026; World Bank, 2026). Monthly and quarterly data frequencies will be employed to ensure sufficient degrees of freedom in the VAR estimation, following the recommendations of the existing literature on time‑series econometrics (Hamilton, 1994; Enders, 2015). 
Variables of the study
This study uses both dependent and independent variables as below;
	Variable
	Definition

	Dependent Variable
	

	GDP (gross domestic product)
	Real GDP (£ million)

	
	

	Inflation
	Consumer Prices Index (CPI), 12‑month percentage change

	Imports
	Total volume and value of goods and services imports (£ million)

	Exports
	Total volume and value of goods and services exports (£ million)

	Employment
	Payroll employment, unemployment rate (%), employment rate (%)

	FDI (Foreign Direct Investment)
	Inward and outward FDI flows (£ million) and positions

	Poverty
	Households below 60% of median income, absolute poverty counts

	Consumer spending
	Household final consumption expenditure (£ million, chained volume measures)

	Disposable personal income
	Real household disposable income per head (£)

	Personal savings
	Household saving ratio (% of disposable income)

	Independent Variable
Conflict Proxy Variable
	

	Geopolitical Risk Index
	Daily text‑based index capturing adverse geopolitical events



 3.2 Econometric Model Specification
The study will estimate a reduced‑form VAR model of the following general form:











Where;
is the Gross Domestic Product, a proxy for the Economic Development 
 Inflation Rate
 Export Dependency
 Import Dependency
 Inwards Foreign Direct Investment Dependency
 Outwards Foreign Direct Investment Dependency
 Poverty Rate
 Consumer Spending
 Personal Savings 
 Disposable Personal Income 
 Geopolitical Risk Index
ε = Error term (unexplained variance)
[bookmark: _Toc220129097]3.8 Hypotheses of the study
This study answers the following research hypotheses. 
Hypothesis 1
H₀: War of US-Israil-Iran or Geopolitical Risk Index do not influence Economic development of UK significantly.
H₁: War of US-Israil-Iran or Geopolitical Risk Index influence Economic development of UK significantly.
Hypothesis 2
H₀: War of US-Israil-Iran or Geopolitical Risk Index do not influence Inflation-Economic development of UK significantly.
H₁: War of US-Israil-Iran or Geopolitical Risk Index influence Inflation-Economic development of UK significantly.
Hypothesis 3
H₀: War of US-Israil-Iran or Geopolitical Risk Index do not influence Fuel Export -Economic development of UK significantly.
H₁: War of US-Israil-Iran or Geopolitical Risk Index influence Fuel Export -Economic development of UK significantly.
Hypothesis 4
H₀: War of US-Israil-Iran or Geopolitical Risk Index do not influence Imports -Economic development of UK significantly.
H₁: War of US-Israil-Iran or Geopolitical Risk Index influence Imports -Economic development of UK significantly.
Hypothesis 5
H₀: War of US-Israil-Iran or Geopolitical Risk Index do not influence Imports - Employment Rate development of UK significantly.
H₁: War of US-Israil-Iran or Geopolitical Risk Index influence Imports - Employment Rate development of UK significantly.
Hypothesis 6
H₀: War of US-Israil-Iran or Geopolitical Risk Index do not influence Inwards FDI-Economic development of UK significantly.
H₁: War of US-Israil-Iran or Geopolitical Risk Index influence Inwards FDI-Economic development of UK significantly.
Hypothesis 7
H₀: War of US-Israil-Iran or Geopolitical Risk Index do not influence Outwards FDI-Economic development of UK significantly.
H₁: War of US-Israil-Iran or Geopolitical Risk Index influence Outwards FDI-Economic development of UK significantly.
Hypothesis 8
H₀: War of US-Israil-Iran or Geopolitical Risk Index do not influence Poverty -Economic development of UK significantly.
H₁: War of US-Israil-Iran or Geopolitical Risk Index influence Poverty-Economic development of UK significantly.
Hypothesis 9
H₀: War of US-Israil-Iran or Geopolitical Risk Index do not influence Consumer spending -Economic development of UK significantly.
H₁: War of US-Israil-Iran or Geopolitical Risk Index influence Consumer spending -Economic development of UK significantly.
Hypothesis 10
H₀: War of US-Israil-Iran or Geopolitical Risk Index do not influence Disposable Personal Income -Economic development of UK significantly.
H₁: War of US-Israil-Iran or Geopolitical Risk Index influence Disposable Personal Income -Economic development of UK significantly.
Hypothesis 11
H₀: War of US-Israil-Iran or Geopolitical Risk Index do not influence Personal Savings -Economic development of UK significantly.
H₁: War of US-Israil-Iran or Geopolitical Risk Index influence Personal Savings -Economic development of UK significantly.
3.3 Data Analysis Procedures
All data analysis will be conducted using EViews software (version 13 or later), a widely used econometric software package well‑suited to time‑series analysis,
 Unit Root Testing and Stationarity. Augmented Dickey‑Fuller (ADF) and Phillips‑Perron (PP) tests will be conducted to test for the presence of unit roots in each time series (Dickey and Fuller, 1979; Phillips and Perron, 1988).  Then simple regression analysis will be performed  to determine the effect of US-Israil-Iran war on economy of UK which is measured through multiple dependent variables.
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