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UK growth beats expectations

First quarter gross domestic product (GDP) data published
last month by the Office for National Statistics (ONS) showed
the UK economy grew more strongly than had been predicted
during the first three months of 2025.

According to the latest GDP statistics, economic output
rose by 0.7% between January and March, up sharply from
arate of 0.1% in the final three months of 2024. This figure
was also higher than economists had been expecting, with
the consensus forecast from a Reuters poll pointing to a
quarterly growth rate of 0.6%.

ONS said the economy’s strong first quarter performance
was largely driven by the services sector, which includes
businesses in areas such as retail, hospitality and finance.
The production sector, however, also saw significant growth
as firms brought activity forward in order to beat the
imposition of US tariffs, while business investment grew
strongly too, recording its largest quarterly growth rate for
two years.

Updated growth forecasts released towards the end of

last month by the International Monetary Fund (IMF) were
nudged higher in order to reflect the strong first quarter
data. The international soothsayer now predicts the UK
economy will expand by 1.2% across the whole of 2025, with
growth expected to hit 1.4% next year, in spite of headwinds
from US tariffs which are expected to reduce annual output
by 0.3%.

Despite the upgrade, the IMF forecast still assumes the
strong performance seen early this year will prove short-
lived. Survey evidence also points to a sharp second quarter
slowdown, with data from the S&P Global UK Purchasing
Managers' Index hinting at a possible second quarter
contraction. While last month’s flash Composite Output
figure was up on the previous month’s level - suggesting an
easing of the downturn in May - it did still remain below the
50.0 threshold that denotes contraction in business activity.
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an indication of how some key issues could impact in the future.
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Interest rates down; inflation up

Last month saw the Bank of England (BoE) sanction a
further cut in interest rates while data released a couple
of weeks after that decision showed the headline rate of
inflation now standing at a 15-month high.

Following its latest meeting, which concluded on

7 May, the BoE's nine-member Monetary Policy
Committee (MPC) voted by a 5-4 majority to reduce
rates by 0.25 percentage points, taking Bank Rate
down to 4.25%. Unexpectedly though, there was a
three-way split among policymakers: while two of the
four dissenting voices actually voted for a larger half-
point reduction, the other two dissenters preferred to
leave rates unchanged.

Analysts had not expected any votes to be cast against
a rate cut and the fact that two MPC members did,
sent a more hawkish message in relation to the speed
of any future monetary policy easing. A recent Reuters
poll, however, did find that most economists still
expect two more cuts this year, with the consensus
viewing August as the most likely date for the next
reduction.

Commenting after announcing the MPC's decision,

BoE Governor Andrew Bailey also reaffirmed his
expectation that rates will continue on a downward
trajectory. While Mr Bailey stressed that he was not
prepared to “give predictions as to when and how much,”
he did state that he was “still of the view that the path,
gradually and carefully, is downwards.”

The latest official inflation statistics released two weeks
after the MPC meeting, though, showed that the
annual headline CPI rate jumped to 3.5% in April

from 2.6% in March. This figure was above market
expectations and represents the highest reading since
January 2024. It also clearly leaves inflation significantly
above the BoE's 2% target, and led some economists to
suggest that any future rate cuts may need to be more
gradual.



Retail sales growth remains strong

The latest official retail sales statistics showed sales volumes grew strongly in April, while more recent survey evidence points to a

pick-up in optimism among the consumer base.

ONS data released last month revealed that retail sales
volumes grew by 1.2% in April; this figure was significantly
above analysts’ expectations and marked a fourth successive
monthly increase in sales volumes. ONS noted that April's
warm weather provided a boost to sales across most sectors
with supermarkets, butchers, bakers, alcohol and tobacco
stores all enjoying a particularly positive month.

Data from GfK's most recent consumer confidence survey
also offered some cheer to the retail sector, reporting an
improvement in consumer morale. Driven by improved

optimism in households’ outlook for both their own finances
as well as wider economic prospects, May's headline figure
rose to -20 from a figure of -23 the previous month.

Last month'’s CBI Distributive Trades Survey, however, did
report a sharp decline in confidence among retailers with
its gauge of business sentiment dropping to its lowest level
since May 2020. CBI Lead Economist Ben Jones described
May's results as “fairly downbeat” adding that some parts of
the retail sector were continuing to struggle with “fragile
consumer demand.”
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More signs of a weakening jobs
market

Labour market data released last month revealed
further signs of cooling in the UK jobs market,
with the number of workers on payrolls and
vacancies both declining and the unemployment
rate ticking higher.

Provisional tax office statistics published by
ONS showed that the number of employees

on companies’ payrolls fell by an estimated
33,000 in April following a 47,000 drop in
March. The overall level of job vacancies also
fell once again, with 42,000 fewer reported in
the February to April period; this represents the
largest decline in over a year.

The data also revealed an increase in the
unemployment rate, which rose to 4.5% in the
three months to March; this compares to 4.4%
during the previous three-month period. ONS
did, however, warn that its unemployment
figures still need to be treated with some
caution due to increased data volatility
stemming from low survey response rates.

A Chartered Institute of Personnel and
Development survey released last month also
reinforced the picture of a cooling jobs market;
the survey’'s headline gauge of employment
intentions fell to a record low outside of the
pandemic, as rising employment costs and
uncertainty in the global economy forced many
organisations to scale back recruitment.
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