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Although consumers were slightly more optimistic about economic
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conditions in the December survey, nearly all the data were collected
prior to the rapid spread of Omicron in the U.S., according to the
University of Michigan Surveys of Consumers.

While it is likely that confidence will decline in the month ahead, it is
simply too early to judge the eventual impact of Omicron on prices,
incomes and employment, said U-M economist Richard Curtin, director
of the surveys. The most positive change recorded in December was that
the gain was entirely due to rising optimism among households in the
bottom third of the income distribution.

Their renewed optimism was due to higher expected income gains
during 2022, Curtin said. Those anticipated gains may be vulnerable to
the impact of the rapidly spreading Omicron variant on hours worked, he
said.

Moreover, inflation has already eroded living standards, with lower
income households suffering the biggest relative setbacks. Declining
inflation-adjusted incomes, lower savings balances and potential post-
holiday spending cutbacks are likely to slow the pace of growth in the
overall economy in the first half of 2022, according to Curtin.

"The best news was the anticipated growth in incomes among households
in the bottom third of the distribution," he said. "It was due to a 5.9%
boost in 2022 Social Security payments as well as higher expected
income gains among the youngest workers.

"Unfortunately, the extremely regressive nature of inflation has also
meant that even these gains will leave these households without inflation-
adjusted income gains. Moreover, Omicron is likely to continue to put
upward pressure on prices as well as weaken the pace of economic
growth. The Fed must rebalance policies to both reduce inflationary
pressures and to counter any overall weakness in the economy."
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Larger income gains expected by bottom third

Incomes among the bottom third were expected to rise by 2.8% in 2022,
up from 1.8% last December, and the highest level since 2.9% was
recorded in 1999. There have only been five surveys in the past half
century that income expectations among low-income households have
exceeded the December level.

The announced increase in Social Security payments of 5.9% in 2022
was partly responsible for the gain as well as the expected wage increases
among the youngest workers of 5.0%, Curtin said. Unfortunately, he
said, these gains will be offset by inflation.

Inflation more serious than unemployment

When asked whether inflation or unemployment was the more serious
problem facing the nation, three-quarters of all consumers picked
inflation. Just 15% of all consumers anticipated that their household's
income would rise faster than inflation in the year-end survey. This was
the lowest figure recorded in eight years.

Complaints that rising prices had lowered their living standards were
voiced by 27% of households, the highest in nine years.

Consumer Sentiment Index

The Consumer Sentiment Index rose to 70.6 in the December 2021
survey, up slightly from last month's 67.4, but substantially below last
year's 80.7. The Expectations Index rose to 68.3, up from last month's
63.5, and well below last year's 74.6. The Current Conditions Index rose
to 74.2, up from last month's 73.6, and significantly below last year's
90.0.
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About the surveys

The Surveys of Consumers is a rotating panel survey based on a
nationally representative sample that gives each household in the
coterminous U.S. an equal probability of being selected. Interviews are
conducted throughout the month by telephone. The minimum monthly
change required for significance at the 95% level in the Sentiment Index
is 4.8 points; for the Current and Expectations Index, the minimum is 6
points.

  More information: Surveys: www.sca.isr.umich.edu/
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