
Consumers are more pessimistic than they should be

by Mark Schniepp

Confidence Continues to Erode?	

Consumer confidence unexpectedly dropped to its lowest 
level in two-and-a-half years in October. The index has 
declined nearly 20 points in the last 3 months and 32 points 
from its cycle peak in February.  It is clear that consumers 
have grown exceedingly pessimistic about the economy and 
the near term prospects for employment opportunities and 
the growth of their incomes.

The decline seems inconsistent with the improving tenor of 
the economy, especially the recent rise in the stock market. 
The drop in the index also seems irreconcilable with the 
even-larger collapse in August that occurred when the 
federal credit rating was downgraded triggering a major 
sell-off in  the equity markets.
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There are very good reasons to be depressed. The persistently 
high level of unemployment, slow gains in wages for those 
who remain employed, underwater mortgages, and other debt 
burdens that remain high.

While the major indices that monitor consumer sentiment 
are registering very low levels, the Rasmussen Consumer 
Index which queries consumers on a daily basis shows some 
improvement in optimism, though it’s just a little bit.

Although the economy has grown this year, at frustratingly slow 
rates,  surveys of consumer confidence are generally finding 
increased pessimism about the future.

And this has materially impacted household spending—on 
goods and services and homes and automobiles.

The American public appears to be shell-shocked 
over the events of 2011 with sentiment readings that 
are very close to the all-time record lows recorded 
in the Fall of 2008 when the stock market was 
collapsing and the federal government was bailing 
out banks and car companies with billions of dollars.
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The major stock indices declined sharply in August 
but are gradually working their way back. As of 
Friday, October 28, the market has gained back 
nearly 1,500 points on the Dow Jones Industrial 
Average, or 14 percent. The Nasdaq Index has risen 
16 percent since early August.



More Optimism is Warranted	

We believe consumers are unreasonably pessimistic because 
even taking into account the many financial pressures that 
households currently face, there are good reasons for more 
optimism.

The stock market has risen sharply in the last month, although 
volatility remains. Gasoline prices are well off their spring 
peaks. Debt burdens continue to fall and credit is gradually 
becoming more available. Of course, key to the movements 
in the consumer confidence index is usually the labor market, 
and improvements there remain very modest. But layoffs have 
for all practical purposes ceased and there are clear signs 
of hiring in technology, the visitor-serving industry, and many 
professional services.

The probability of another recession is falling again. Many 
of the important economic indicators are still rising through 
September, and the month  of October appears to have been 
a more stable month.  As the economy continues to grow, 
confidence should recover, unless the low confidence results 
in lower spending and drives further economic weakness. That 
scenario still seems unlikely, a view supported by surveys of 
consumer purchase plans over the next 6 months, including 
the holiday season. 

Consumer spending through September shows no sign 
of pulling back. Total personal consumption expenditures 
adjusted for inflation are currently at an all time high in the 
nation. Inflation adjusted spending on retail goods is working 
it’s way back to the pre-recession peak.  If we were to monitor 
the confidence of consumers by their spending habits, 
confidence is at the highest point in three years.
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Orange County
Economic Outlook Conference

November 3, 2011 
at the Irvine Hyatt Regency

Please register early at:  

http://www.uclaforecast.com/event/eventDisplay.asp?iEventID=62
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Though Consumer confidence shows little 
change from last week, a month ago and three 
months ago, consumers appear to be a little more 
upbeat in October versus September.  Since the 
beginning of the year, the index is now 17 points 
lower than the level measured at that time, but off 
the September lows. 
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