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UK retail sales bounce, but recession risk
Is rising amid rate hikes

The worst is probably behind us for UK retailers, but with the Bank of
England poised to hike at least a couple more times, we think the risk

of a recession is rising
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Retail sales were not
significantly boosted

§ by the additional bank

holiday for the King's
Coronation

UK retail sales rose fractionally in May, suggesting the additional bank holiday for the King's
Coronation had only a modest impact on the economy. Sales were up by 0.3% on the month,
including fuel, and that saw weaker food sales around the bank holiday offset by stronger online
spending, which the ONS puts down to the warmer weather. Indeed weather seems to have been
a key driver of recent month-on-month sales volumes, which otherwise have essentially flatlined
in real terms for a number of months now.

None of this necessarily means UK GDP won't temporarily contract during May, and evidence from
last year's two additional bank holidays points to a hit of roughly half a percent of monthly output,
with the impact concentrated in various services industries.

But the recent trend in retail activity suggests the worst is behind us for UK retailers, at least for
now. A simple mapping of real wage growth against sales points to a very modest rebound in
volumes over the coming months. The recent recovery in consumer confidence points this way

too.
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Improving real wage growth points to modest retail sales
growth

UK retail sales volumes vs. real wage growth
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Source: Macrobond, ING calculations

None of this is particularly consequential for the Bank of England, where this week's meeting made
it abundantly clear that policymakers are focused on actual inflation and wage data, and probably
not a lot else. We felt Thursday's statement marked a subtle but important sea-change in the
Bank’s thinking.

So far this year it felt like the Bank wanted to tread more carefully having tightened a lot in a short
period of time, and would watch a broad range of leading indicators, not just CPI itself, to guide
policy. That's still probably true, but June’s meeting - and the fact that seven members voted for a
50bp rate hike - signalled that the BoE is running out of confidence and patience in both its
models, as well as surveys and other leading inflation metrics, both of which have pointed to
improving inflation outcomes for a little while now.

While we aren’t convinced the Bank will do another 50bp rate hike in August, we suspect it's
unlikely to be satisfied with only one more 25bp move. That suggests we should expect at least
one 25bp hike in both August and September.

But that would suggest the risk of recession is growing. Mortgage rates at 6% roughly equate to
repayments of close to 40% of disposable income for the average consumer. The feed-through is
gradual given that a relatively small share of mortgages refinance each quarter, but assuming rate
cuts don't come until the middle of next year, then that still translates into a large hit to household
incomes over time. We're also becoming more nervous about corporates - particularly small
businesses - which are more commonly on variable rate debt and will have seen rate hikes pass
through more rapidly.
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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
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as of the date of the publication and are subject to change without notice.
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Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) 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.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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