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Sand is Shifting

Consumer confidence slipped only slightly to 102.3 in May from an
upwardly revised reading of 103.7 the prior month (chart). Amid
worries about the debt ceiling and last week's slip in the University
of Michigan's measure of consumer sentiment, expectations were
for a bigger dip.

It may be tempting to consider this yet another example of the
staying power of the consumer, but pay attention to the sand
beginning to shift under consumers' feet. The three-legged stool
that has propped up consumer spending in this cycle has been:

(1) excess saving, (2) access to credit, and (3) steady gains in real
income. Two out of the three are faltering as the pile of excess
savings gets smaller each month and the latest data from the
Federal Reserve showing credit standards tightening. Today's
confidence report points to potential trouble when it comes to that
last leg, real income growth.

Specifically, the share of consumers who say that jobs are "plentiful"
has fallen to a level last seen in 2021 (chart). At 43.5% in May, the
share of consumers saying jobs are plentiful is lower than it was
throughout most of 2019, and it corroborates the sharp decline

in the separately reported quits rate which is also sharply lower in
recent months. Real income growth was just barely positive in last
week's personal income and spending report and clearly trending
lower. In short: the decline in these leading indicators of the labor
market threaten to kick the last leg out from under consumer
spending.

Consumers' buying intentions are notoriously volatile month-
to-month and tend to be influenced by their sense of economic
security. While there's been a clear divergence between what
consumers say and what they do during the pandemic, buying
plans still offer a sense of consumer appetite to large expenditures.
Plans to buy a vehicle, home or major appliance within the next six
months all improved modestly in May (chart). Plans to purchase a
home remain the most steady with pre-pandemic trends despite

a stall in activity. Underlying demand for homes remains solid,

but many would-be homebuyers find themselves sidelined amid
higher rates and still-elevated home values. Plans to purchase major
appliances and autos have fallen off more, but real spending in
applicable categories still remain well above pre-pandemic levels
demonstrating some underlying consumer resilience.

For now at least, the consumer continues to deliver in a way

that exceeds consensus expectations and defies predictions of

a coming demise, a theme evident in last week’s stronger-than-
expected personal income and spending report. These latest
developments further strengthened some hawkish tendencies
among policymakers at the Federal Reserve who are beginning to
suspect the fastest pace of rate hikes since the early 1980s has yet
to sufficiently slow the economy to cool inflation, which keeps the
possibility of at least one more hike this cycle in play.
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Even though real consumer spending rose 0.5% in April, which ties the second biggest monthly gain

of the past year, there are signs that the cooling labor market is keeping a lid on wage growth. Income
in April was only sufficient to match inflation. Today’s report showed consumers' own short-term
expectations with regard to future income. 17.8% of consumers expect their incomes to increase, up
slightly from 17.3% last month. Meanwhile, an unchanged 11.5% of consumers expect their incomes to

decrease.
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