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Cracks in UK retail likely to resurface, despite
higher sales
Warm weather and World Cup fever helped retailers in the second
quarter. But the challenges of low real income growth and depressed
consumer confidence are likely to resurface over coming months
There’s little doubt that the retail sector has had a better second quarter than the first – although
admittedly the bar was pretty low. Despite a small correction in June, the 2.1% increase in retail
sales during the second quarter was the largest since 2015. That came as World Cup fever and
warm weather swept the nation, which according to the British Retail Consortium, has boosted
sales of items from beer to TVs.
The big question now is whether this better second quarter will be followed by a sustained
recovery through the rest of the year. At this stage, we aren’t convinced. Once these short-term
tailwinds fade – it’s only a matter of time before the rain clouds reappear – the underlying
challenges facing the sector are likely to resurface.
Real incomes remain under pressure from higher petrol prices (which rose by around 7% in 2Q),
while consumer confidence remains depressed. Interestingly, this pessimism is being
predominantly driven by concern about the general economic situation, suggesting consumers
are still wary of how Brexit may impact their finances and job security. With increased talk about
the possibility of “no deal”, this caution is only likely to increase.

How consumer confidence has changed since the Brexit vote

Source: Macrobond

For now though, given that most indicators have pointed to an overall rebound in activity during
the second quarter, we think the Bank of England will be comfortable with hiking rates in August.
But after that, Brexit uncertainty, pressures in the retail sector, as well as moderating core
inflation, could make it increasingly difficult for the Bank of England to hike again later this year.
Once the BoE has hiked in August, we currently don’t expect any further rate rises before May next
year, at the earliest.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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