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Why so sad? 

by Avery Shenfeld avery.shenfeld@cibc.com 

The battle for the White House is now in high gear, and 
Americans are being asked that favourite question: are you 
better off than you were four years ago. Of course, 2020 was 
the height of the pandemic, so what’s really being compared is 
2024 versus 2019. Polls showing Trump in the lead, and surveys 
about economic conditions, suggest many aren’t that happy, a 
sharp contrast with hard data that show incomes and spending 
sitting higher in real per capita terms, inflation well off its peak, 
and a strong run of job gains and sub-4% unemployment. Why 
so sad then?

In part, it’s politics and social media. Polls show that Republic 
voters have a much more negative view of the economy than 
Democrats, and not because their states are faring worse. Each 
side hears a very different set of “facts” depending on which 
websites or news channels they turn to.

It’s also an asymmetry in how households think about inflation. 
Each worker sees their wage gain as entirely driven by merit, 
and not pushed by broader inflation. So, they judge where they 
stand against an improbable alternative world in which they 
would have kept their 5% pay hike, but not have faced the 
run up in the price level. And inflation is judged by the price 
level (why are restaurant meals so expensive?) not the rate of 
change (restaurant prices aren’t rising much anymore). 

As Larry Summers pointed out in a recent paper, confidence 
measures also tend to weaken in major economies when 
interest rates are high, even independently of their impacts 
on growth. He argues that Americans who happened to buy a 
house at current mortgage rates would have suffered a much 
higher inflation rate, if in the US, like Canada, you include 
mortgage interest in the measure of the cost of living. But for 
all poll respondents, that would grossly overstate the impact 
on living costs, for the simple reason that, unlike Canadians, 
Americans who haven’t moved are able to keep the 30-year 
mortgage that they refinanced when rates were at ultra-low 
levels in 2020, or back in 2015.

Fewer Americans are moving into different homes, so interest 
payments, while edging higher, remain at historically low 
levels as a share of after-tax income. That goes some way to 

explaining why US retail sales have been much stronger than 
what we’ve seen in Canada, where interest payments have 
surged relative to incomes. But perhaps some Americans are 
disenchanted by the fact that they’ve been prevented from their 
desired home purchase by those high mortgage rates, and that’s 
reflected in the polling.

Financially, Americans as a group are richer, benefiting from 
record equity prices and rising home valuations. But some of 
that is tied up in home equity or retirement plans, and such 
asset holdings are, of course, even less equally distributed than 
annual incomes. Many Americans without such assets are 
feeling the pinch, having drawn down their savings, and run up 
their credit cards, and we are seeing a rise in consumer credit 
delinquencies. Some were recipients of generous government 
programs that ended after the pandemic, or are those who are 
again repaying student loans. 

The last few months have seen a deceleration in retail sales. 
That could be the first signposts of a return to higher savings 
rates and less borrowing, just what the Fed needs to moderate 
growth enough to start easing up on interest rates. Admittedly, 
that comes after a few very boomy quarters for retailers, so 
it’s hard to make too much out of one softer quarter. But low 
savings rates, high costs for borrowing for durables, and a 
falling number of vacant jobs might be finally injecting a dose of 
caution into American spending habits, perhaps enough to tip 
more current income into savings rather than spending. 

If so, those less buoyant surveys are going to line up better with 
growth, not by showing greater confidence, but by reducing 
spending and hiring. That’s not what the current President 
wants to see between now and election day. But to the extent 
that Summers is right about the impact of interest rates on 
confidence, there might be a side benefit for Joe Biden if the Fed 
moves enough on rates before November.
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