Divergence between Subjective Macroeconomic
Assessments and Fundamental Indicators in the
Post Covid Recovery Period

Brett Watson
Assistant Professor
Institute of Social and Economic Research
University of Alaska Anchorage




Divergence between Subjective Macroeconomic
Assessments and Fundamental Indicators in the
Post Covid Recovery Period
or

“Good Economy, Bad Vibes”

Brett Watson
Assistant Professor
Institute of Social and Economic Research
University of Alaska Anchorage

e




.~ UNIVERSITY of ALASKA ANCHORAGE. o - AMAZING STORIES B 17

The Fundamentals
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The Fundamentals
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But what about Inflation?
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The Fundamentals — Inflation Adjusted
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The Fundamentals — Inflation Adjusted
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Distributional Considerations

Figure 11: Annualized Percent Change in Nominal Hourly Earnings by Earnings
Percentile Over 40, 24, and 12 Months - Adjusted for Composition
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Note: CPS monthly data. Adjusted to maintain demographic composition in January—March 2020 using
inverse probability weighting based on age, education, race/ethnicity, gender, country of birth, and region.
Wage percentiles are smoothed with lowess. Inflation is calculated using annualized, scasonally unadjusted
CPI-U.




~ UNIVERSITY ¢f ALASKA ANCHORAGE.

AMAZING STORIES 225 b
Distributional Considerations

Figure 11: Annualized Percent Change in Nominal Hourly Earnings by Earnings
Percentile Over 40, 24, and 12 Months - Adjusted for Composition
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Note: CPS monthly data. Adjusted to maintain demographic composition in January—March 2020 using
inverse probability weighting based on age, education, race/ethnicity, gender, country of birth, and region.
Wage percentiles are smoothed with lowess. Inflation is calculated using annualized, scasonally unadjusted
CPI-U.
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* Ok, news is net positive.

 How do people feel about the economy
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* Ok, news is net positive.

 How do people feel about the economy

They Hate it!




They Hate it!

Consumer Sentiment Index
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Why do they hate it?

 Theories:
(1) Economic statistics are fake
— “The CPI basket changes over time”
(2) Economic statistics measure wrong thing
— Its not about how a ‘typical’ family is doing, its about how a specific group is doing
(3) Structural change in how statistics are perceived
— People care more about inflation now than in the past
(4) Incorrect understanding of link between wages and prices

— “The wage increase | got was my reward for a job well done. Inflation is the
government’s fault.

(5) Information diets about the economy.
— People think the economy is bad because that’s what they have been told.




Why do they hate it?

e Theories:

L . o o

(2) Economic statistics measure wrong thing
— Unlikely: That’s always been true.

(3) Structural change in how statistics are perceived
— Untestable. Not grounded in theory.

(4) Incorrect understanding of link between wages and prices
— Plausible

(5) Information diets about the economy
— Plausible
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Fake Statistics?
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Wrong measure?

* This is a uniquely American problem.

A large and sustained gap has opened up between how Americans say they
feel about the economy, and how the economy is actually performing

Consumer confidence index: actual level vs what we would expect based on economic indicators
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Wage/Inflation misunderstanding?

e Robert Shiller (1997) “Why do People Dislike Inflation”

e Surveyed | 1° Lypeopn

Should the gov’t ever aim for
disinflation?

B18. Do you agree with the following statement? “If the government
were to make a mistake next year, such as printing too much money, and
created prices that are 20% higher than they are today, 1 think that they
should try to reverse their mistake, and bring prices back down where
they are today.”

| 2 3 4 5
Fully agree Undecided Completely disagree
U.S. all 4695 229 22% ? H5% n=113
Economists 0% 3% 5%% 28% 6 G n=76

le and 76 economists.

What’s wrong with inflation?

BY9. Which of the following comes closer to your biggest gripe about inflation:

I. Inflation causes a lot of inconveniences: I find it harder to comparison
shop, I feel I have to avoid holding too much cash, etc.

2. Inflation hurts my real buying power, itmakes me poorer.

3. Other

3

U.S. all 7% |5% n=110
Economists 2% n=78




Bad information?

* FT quizzed about the economic
fundamentals, eg:

— Is inflation higher today than 1 year
ago, only 9% correctly said “No”

— Is net worth higher than pre-
pandemic, only 13% correctly said
(lyeS”

* F-overall grade
 Why do they fair so poorly?

Americans are adamant that US economic circumstances are getting worse.
They’re wrong

Share of US adults who hold each view, by whether the view is supported by the latest data

. Incorrect Answered ‘about the same’ Correct

Comparing foday to one year ago, which has increased faster on average across the US, prices or wages?

Prices have risen faster than wages: 90%

Do you think the rafe of inflation has gone up, down, or stayed about the same since this time last year?

Inflation has risen in the past year: 73% Down: 9%

In terms of net worth, do you think the median American household is wealthier taday than before the pandemic?
Wealthier before the pandemic: 67% Wealthier today : 13%

Do you think someone on a median income could afford a better lifestyle today or a year ago?

Could afford a better lifestyle a year ago: 63% Better today: 11%

Many think things are worse than 30 years ago, which is even more wrong
Do you think the share of Americans living in poverty is higher today than 30 years ago?

Poverty is higher today: 68% Lower today: 16%

Do you think someane on a median income can afford a better lifestyle today than 30 years ago?
Could afford a better lifestyle 30 years ago: 60% Better today: 23%

In terms of net worth, do you think the median American household is wealthier today than 30 years aga?
Wealthier 30 years ago: 56% Wealthier today: 26%

Do you think the unemployment rate Is higher today than 30 years ago?
Unemployment higher today: 51% Lower today: 29%

Source: FocalData representative survey of 2,217 US adults, 25-27 November 2023
FT graphic by John Burn-Murdech / @jburnmurdoch
DFT
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Bad information?

* % Cable airtime for “recession” coverage
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Bad information?

* % Cable airtime for “recession” coverage
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Bad information?

* % Cable airtime for “recession” coverage
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In summary

By most economic measures, the economy is good

MOST households are better off today than they were before
the pandemic

Most people hate this economy

Most people are getting bad information about the economy
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