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Robust retail sales growth adds to rate hike pressure

 Retail sales up 0.2% in May, building on 0.9% 

rise in April 

 Sales up 0.8% so far in second quarter 

 Spending buoyed by real wage growth, adding 

to chance of rate hike later this year  

Retail sales growth slowed in May after a sunshine-

related burst of spending in April, but the underlying 

trend remains impressively strong and adds to the 

likelihood of interest rates rising later this year rather 

than being delayed until 2016.  

Measured on a rolling quarterly basis, sales have risen 

continually for over two years in what is now the 

longest period of sustained retail sales growth since 

comparable records began almost 20 years ago, 

notching up almost continual record highs (see chart). 

Add this to the fact that wage growth has picked up to 

a post-crisis high and unemployment is down to just 

5.5%, the Bank of England is running out of arguments 

that it is appropriate for interest rates to remain at their 

all-time low of 0.5% for much longer.  

The latest data showed retail sales rising a modest 

0.2% in May, according to the Office for National 

Statistics. However, this weak expansion needs to be 

looked at alongside a 0.9% surge in April. 

Sales over the second quarter so far are up 0.8% 

compared to the first quarter, adding to evidence that 

the economic upturn has picked up speed again after 

the disappointing performance indicated by GDP data 

in the opening quarter of the year (GDP rose 0.3% in 

the first quarter, albeit with revisions to construction 

output now pointing to a 0.4% increase).  

Ongoing sales growth in the coming months is to be 

expected, given the buoyant fundamentals that should 

support spending. 

Sales are being boosted by a host of factors, including 

a buoyant labour market, record low borrowing costs 

and rising house prices, but also a combination of 

improved pay growth and low inflation. Wage growth 

has picked up to an annual rate of 2.7% while inflation 

remains near zero, meaning real pay growth – at 2.8% 

– is the highest since 2007 and a rate in fact not 

exceeded over the past decade. 

 

  

Real wage growth (excluding bonuses) 
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Households’ optimism about their finances in the year 

ahead is consequently running at an elevated level by 

post-recession standards, albeit down from post-crisis 

highs seen earlier in the year. 

The so-called ‘Misery Index’, derived from 

unemployment and inflation data, meanwhile remains 

close to all-time lows.  
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