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UK: RATE SETTERS SHIFT VIEW, EASTER DISTORTS RETAIL SALES 

Berenberg Macro Flash 

 

April Retail sales volu-

mes, %, yoy  

Retail sales volumes ex 

auto fuel, % yoy 

Latest 6.9% 7.7% 

Previous 4.8% 4.9% 

Consensus 5.1% 5.4% 

Berenberg 4.9% 5.3% 

 

 

The UK economy is motoring, fuelled for now by consumption, and the BoE rate setters are shifting their views in re-

sponse. The minutes of the BoE’s latest rate setting meeting, in early May, had a less dovish tone, saying: “for some mem-

bers the monetary policy decision was becoming more balanced.” That contrasts with Mark Carney’s dovish words after last 

week’s Inflation Report. Retail sales posted an exceptionally strong 6.9% yoy growth rate in April. That was obviously dis-

torted by the timing of Easter, so the growth rate will drop back sharply next month. But the reading was way ahead of 

consensus expectations. These data support our forecasts for above consensus growth and a first rate hike coming in Q1 

2015. We see a 35% chance that the BoE hikes in Q4 2014. 

 

The tone of the BoE’s minutes shifted this month, becoming much more balanced. They contrast with Mark Carney’s dov-

ish words during the Inflation Report Press conference last week, but fit more neatly with the less dovish impression given 

by the Inflation Report forecasts. There were several key sentences in the minutes in addition to the one quoted above. The 

BoE said there was “a range of views” about how fast slack would be eroded. They also said that: “It could be argued that 

the more gradual the intended rise in Bank Rate, the earlier it might be necessary to start tightening policy. Against that, if 

productive potential were in part related to the level of demand, then the earlier policy was tightened the greater the risk of 

incurring a substantial cost in foregone output.” Finally, “Committee members placed different weights on these considera-

tions and this was reflected in a variety of views on the appropriate path of monetary policy.” 

 

The momentum in the UK recovery is one reason we expect the BoE to plump for a rate hike in Q1 next year or Q4 this 

year. There is little sign of growth slowing yet, which the BoE is assuming will happen. Indeed, retail sales growth continues 

to run far in excess of wage growth, stimulated by very low interest rates and rising consumer confidence. The strong April 

retail sales reading was distorted by Easter, so growth will drop back sharply next month, particularly for food sales. But the 

underlying trend still appears to be very strong. Sales volumes posted their strongest year on year growth for 10 years in 

April. Food sales were exceptionally strong, with volumes rising 3.6% mom, helped by discounting and the public holidays. 

That was the strongest food sales growth since the Royal Wedding bank holiday weekend in 2011, or if that is ignored then 

April food sales growth in April was the highest on record (records begin in 1988). Smoothing through the Easter volatility, 

retail sales rose by an average of 5.8% yoy in March and April. Three month average growth rates were 1.8% qoq and 5.0% 

yoy. Three month on a year ago growth has averaged 4.3% so far this year. 
 


