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If 2025 revealed anything about the state of the American
economy, it is how thoroughly economic debate has
become dominated by stories - confident, declarative,
often untrue stories - rather than by careful attention
to incentives, composition, and constraint. Markets,
households, and firms were repeatedly asked to accept
claims about strength, affordability, composition,

and stability, even as the underlying data told a more
complicated and often less flattering story. The result
was not a single macroeconomic shock (although there
were a few of those) but a steady accumulation of gaps
between what was said and what actually occurred.

Nowhere was this clearer than in the treatment of tariffs.
We were told, repeatedly, that tariffs were unambiguously
good: they would strengthen domestic industry, restore
bargaining power, and impose costs elsewhere rather than
at home. Yet when a watered-down version of the original
threats was ultimately put into place - nowhere near

the most aggressive proposals - the market reaction in
April was swift and negative. This response reflected
areassessment of margins, input costs, and supply

chains already adjusting to rhetoric that never fully
materialized. The story moved faster than the policy,

and markets noticed.

While maintaining the posture of “tariff man,” the
administration publicly urged large retailers to absorb
tariff increases rather than pass them through to
consumers, an implicit acknowledgment of who actually
bears the cost. Less than two months ago, tariffs were
quietly removed from coffee, bananas, and two hundred
other goods because they were contributing to the growing
affordability crisis. The exemptions were economically
sensible. They were also wholly incompatible with claims
that tariffs are painless or purely external.

Employment outcomes in manufacturing likewise

failed to match the narrative of industrial revival.
Manufacturing employment has declined by over

60,000 jobs this year, with losses accumulating even

as trade policy was framed as a catalyst for a rejuvenation
of US industrial power. Whatever the long-run merits

of strategic trade interventions, near-term labor outcomes
have moved in the opposite direction of repeated claims.

Headline growth figures reveal a similar pattern. Recent
GDP releases have been presented as evidence of robust
economic momentum, yet much of that strength dissolves
under decomposition. Inventory effects, government
spending, and price-level distortions account for a
substantial share of reported growth, while indicators
more closely tied to household experience, including real
disposable income growth, labor hours worked, business

From the Managing Editor

formation, and measures of credit stress paint a dour
picture. The economy has not stalled, but neither has
it surged in the way repeated claims implied.

Inflation rhetoric followed a familiar script. As with the
previous administration, the current one has asserted
that upon taking office that inflation was at a forty-year
high. Both times this was false. Ironically, the president
has also championed lower interest rates from the Federal
Reserve. Policy rates are now being reduced, but explicitly
in response to labor market weakness - the selfsame
weakness he publicly dismissed and used to justify the
removal of the head of the Bureau of Labor Statistics.
Monetary policy, in this case, has responded to conditions
that official rhetoric insisted did not exist.

My point is not to catalogue contradictions for their

own sake. It is to observe that economic systems respond
to incentives and constraints, not slogans. Firms invest
based on expected returns, not declarations

of strength. Consumers respond to prices they actually
pay, not assurances about who will allegedly bear

the cost. Markets discount narratives quickly when
implementation diverges from rhetoric, or when data

fail to support the claims made on their behalf.

This growing divergence between what is said versus
done makes measurement more important, not less.
When growth is asserted, composition matters. When
inflation is blamed, timing and transmission matter.
When policy is announced, it is the final form - scope,
exemptions, enforcement, and duration - that
determines economic impact.

AIER’s research is grounded in that principle. Rather
than taking official narratives at face value, we examine
the data dispassionately: prices faced by households,
conditions confronting entrepreneurs, labor utilization
rather than payroll counts, and indicators that reflect
the constraints of real resources rather than financial
engineering. In an environment saturated with confident
stories, the task of economists is not to tell a better one,
but to ask whether the story being told is consistent with
observed behavior.

This year offered no shortage of claims. What it lacked
was consistency between words and outcomes. Scholars
at the American Institute for Economic Research monitor
what policymakers do, rather than what they say. And
that remains the most reliable guide to understanding
where the economy actually stands.

Peter C. Earle, Ph.D
Managing Editor, AIER Research Reports
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Business Conditions Monthly: October Showed Slowing Inflation, Waning Momentum

Job growth is slowing, unemployment is rising, and
affordability pressures persist heading into the critical
holiday season. Economic resilience is at risk.

As this report goes to press, 14 of the 24 components
of the Business Conditions Monthly lack published
data beginning in September or October 2025. Where
updates have occurred, releases are often incomplete
and may reflect imputation or other estimation
methods rather than finalized observations. Based

on current agency release estimates, the earliest
realistic timeframe for fully restoring the BCM is early
2026, once a complete and continuous post-shutdown
data set becomes available.

DISCUSSION, NOVEMBER — DECEMBER 2025

Recent inflation data from both the Consumer Price
Index (CPI) and the Personal Consumption Expenditures
(PCE) deflator point to a broad deceleration in price
pressures, even as measurement issues complicate
interpretation. Averaged across October and November,
headline CPI rose just 0.10 percent per month and core
CPI only 0.08 percent, pulling year-over-year inflation
down to 2.7 percent and core inflation to 2.6 percent
by November. Price declines were widespread across
tariff-exposed goods (apparel, electronics, toys, and
recreational items) suggesting that earlier tariff
pass-through is fading and that discounting tied to
holiday promotions is now dominant. Food inflation
slowed sharply, with grocery prices falling modestly
and egg prices dropping by double digits over two
months. Core services inflation also eased markedly,
led by slower shelter costs and outright declines in
discretionary categories such as hotels, airfares, and
recreation, consistent with softer consumer demand
around the government shutdown. On a three-month
annualized basis, more than half of the CPI basket is
now running below the Federal Reserve’s two-percent
target, indicating that inflation momentum is waning
even beyond a few volatile categories.

At the same time, the Fed’s preferred PCE measure
shows a slower, but still incomplete, return to price
stability. Core PCE inflation eased modestly in
September to 2.8 percent year over year, with

one- and three-month annualized rates drifting

lower as service-sector inflation, particularly financial
services and housing-related costs, moderated.
Supercore inflation, which strips out housing, also
slowed, reinforcing the signal that underlying service
prices are cooling. Importantly, this disinflation is
occurring alongside a loss of demand momentum: real

personal spending stalled in September, goods spending
fell outright, and the personal savings rate remained
historically low, suggesting limited consumer capacity
to absorb renewed price increases. While inflation
remains above the Fed’s comfort zone and some CPI
components, especially the perennially-confounding
shelter component, are noisy due to data gaps and
imputation following the shutdown, the combined CPI
and PCE evidence points to a cooling inflation backdrop
paired with softening real activity. That mix strengthens
the case for policy easing ahead, with inflation trends
increasingly aligned with a gradual path toward rate
cuts rather than renewed tightening.

The finally-released labor market data for October
and November point to a sharper-than-expected
slowdown, largely validating the Federal Reserve’s
December rate cut and strengthening the case for
further easing ahead. Headline nonfarm payrolls fell
by 105,000 in October and rose only 64,000 in
November, with much of October’s decline driven

by a one-time drop in federal employment as
deferred-resignation workers rolled off payrolls
following the government shutdown. Private-sector job
growth remained positive but modest, averaging roughly
75,000 over the past three months, and was narrowly
concentrated in health care, education, and construction
tied to data-center and Al-related investment. Most
other industries shed jobs in both months. The
unemployment rate rose to 4.56 percent in November,
driven mainly by workers re-entering the labor force
and an increase in temporary layoffs, conditions that,
if October household data had been collected, could
plausibly have triggered the Sahm Rule recession
indicator. Taken together, the data suggest

a labor market that is no longer broadly expanding
and is increasingly dependent on a small group

of sectors for job creation.

At the same time, secondary indicators point to
cooling momentum rather than outright collapse.
Initial and continuing jobless claims remain relatively
low, signaling limited layoffs, while aggregate labor
income continued to grow modestly, supported more
by longer average workweeks than by wage gains,
which slowed sharply in November. However, sentiment
measures weakened: consumer perceptions of job
availability deteriorated during the shutdown period,
and surveys of chief financial officers point

to restrained hiring plans heading into 2026.

Against this backdropof softer employment growth,
rising unemployment, and narrowing hiring breadth,
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Bloomberg Economics now expects roughly 100 basis
points of Federal Reserve rate cuts in 2026. The
overall picture is one of a labor market losing resilience
and breadth, reinforcing the Fed’s pivot toward
accommodation even as outright recession signals
remain just below formal thresholds.

US manufacturing conditions remained in contraction
in November, highlighting weakening demand and
labor utilization even as output and input prices moved
in opposing directions. The ISM Manufacturing PMI
slipped to 48.2, while the employment sub-index

fell sharply to 44.0, signaling continued job losses
despite earlier indications of stabilization in regional
surveys. New orders declined at a faster pace and
order backlogs shrank, pointing to a thin pipeline of
future demand, while export orders improved only
modestly. Production briefly returned to expansion and
inventory destocking slowed, suggesting firms adjusted
operations even as demand softened — an imbalance
unlikely to persist if orders remain weak. Input costs
accelerated, driven by higher steel and aluminum
prices and tariff-related pressures spreading through
supply chains. Faster supplier deliveries weighed on
the headline index, though this signal is distorted

by trade-policy shifts rather than demand strength.
Overall, the manufacturing data present a worrisome
mix of softening demand and employment alongside
cost pressures, conditions likely to keep policymakers
focused on growth risks rather than near-term
inflation noise.

In contrast, services activity expanded at a solid but
unspectacular pace in November as projects restarted
following the government reopening and firms pushed
through year-end work. The ISM Services index rose
to 52.6, beating expectations, with business activity
improving and new orders remaining in expansion,
albeit at a slower rate than in October. Respondents
cited still-elevated capital project activity, providing
near-term support, but labor conditions remained
weak, with the employment index stuck in contraction
as hiring stayed cautious. Pricing pressures eased
from October’s peak, though the prices-paid index
remained elevated, reflecting ongoing tariff-related
uncertainty and inconsistent supplier pricing. Service-
sector commentary remained uneasy, emphasizing
difficulties in sourcing and planning amid trade-
policy volatility. Taken together, services are holding
up better than goods, supported by backlog clearing
and capital spending, but fragile hiring and persistent
tariff uncertainty point to steady rather than
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accelerating growth, reinforcing expectations for a more
accommodative policy stance.

US consumer sentiment improved modestly in
December but remains deeply depressed by historical
standards, reflecting persistent affordability pressures
and growing anxiety about the labor market. The
University of Michigan’s sentiment index rose to 52.9,
below expectations and nearly 30 percent lower than a
year earlier, while the current-conditions gauge fell to
arecord low. Consumers reported the weakest buying
conditions on record for big-ticket items, underscoring
how high prices and borrowing costs continue to

weigh on household decision-making even as inflation
has cooled. Although expectations improved slightly
and near-term inflation expectations eased to 4.2
percent, nearly two-thirds of respondents still expect
unemployment to rise over the next year. That concern
is grounded in reality: payroll growth has been sluggish,
the unemployment rate has climbed to 4.6 percent,
and economists expect labor-market improvement to
be limited in 2026. While Federal Reserve rate cuts
are intended to support employment and spending,
divided policymakers and lingering cost-of-living stress
leave consumers cautious, posing a downside risk to
household demand that has so far remained resilient.

Sentiment among small business owners and
entrepreneurs presents a more conflicted picture.
Headline optimism has improved, but underlying
financial stress is mounting. The National Federation
of Independent Business (NFIB) Optimism Index rose
to a three-month high in November, driven by a sharp
increase in sales expectations and a pickup in hiring
plans, with nearly one-fifth of owners expecting to

add jobs. At the same time, inflation pressures are
intensifying at the firm level: more than one-third of
small businesses reported raising prices, the highest
share since early 2023, and inflation ranks just behind
labor quality as their top concern. Beyond surveys,
balance-sheet strain is becoming more visible. Small-
business bankruptcies under Subchapter V are up nine
percent this year, loan delinquencies have climbed to
multiyear highs, and owners report being squeezed

by high interest rates, tariff-related input costs, and
increasingly price-sensitive customers. This divergence
— relative optimism in forward-looking surveys
alongside rising defaults and bankruptcies — highlights
the growing gap between entrepreneurial sentiment and
operating reality, especially compared with large public
companies that continue to post strong earnings results.

US retail spending stalled in October, with headline
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sales flat after a modestly revised September gain,
largely reflecting a sharp pullback in auto purchases
following the Sept. 30 expiration of federal electric-
vehicle tax credits. Motor vehicle and auto parts sales
fell about 1.6 percent, subtracting roughly 30 basis
points from overall retail activity, while gasoline sales
also weighed modestly on the headline. Excluding autos
and gasoline, however, underlying demand was firmer:
core retail sales rose about 0.45 percent, and the retail
control group — which feeds directly into GDP — jumped
a robust 0.8 percent. Consumers continued to prioritize
value, driving strong gains in online sales, clothing,
furniture, electronics, and other discretionary goods,
aided by promotions and early holiday discounting.

At the same time, spending at restaurants and bars,
which remains a key proxy for discretionary services
consumption fell 0.4 percent: consistent with growing
sensitivity to high prices and softer labor-market
conditions. Overall, the delayed October data suggest
the government shutdown had little direct impact

on spending, but they also reveal a more selective
consumer: households are still spending, particularly on
discounted goods and e-commerce, yet pulling back in
interest-sensitive categories and discretionary services.
Job growth is slowing, unemployment is rising, and
affordability pressures persist heading into the critical
holiday season.

US industrial production edged up just 0.1 percent in
September, but the underlying details point to a softer
manufacturing backdrop than the headline suggests.
Overall manufacturing output was flat, with gains in
business equipment and materials merely offsetting a
broad decline in consumer goods production. Consumer
goods output fell 0.6 percent, led by a sharp 1.7 percent
drop in durable goods as vehicle production was weighed
down by supply-chain disruptions tied to shifting trade
relationships. Business equipment production rose,
supported in part by a rebound in aerospace output
following intermittent labor disruptions, but this
strength was not enough to lift the factory sector as a
whole. Instead, nearly all of the month’s increase in total
industrial production came from a 1.1 percent surge in
utilities output, masking weakness elsewhere. Taken
together, the report suggests that demand-sensitive
manufacturing activity remains under pressure,
particularly in autos and consumer durables, even as
headline production was temporarily boosted by volatile
utilities data. The combined October through November
2025 industrial production and capacity utilization
reports will be released on December 23.

The latest Beige Book portrays a US economy that

is broadly flat to slightly softer, with activity little
changed across most regions and pockets of modest
weakness outweighing limited areas of growth.
Consumer spending continued to slow, particularly at
the lower end of the income spectrum, while higher-
income households remained more resilient; auto sales
weakened further following the expiration of electric-
vehicle tax credits, and discretionary spending showed
signs of caution amid lingering uncertainty from

the government shutdown. Manufacturing activity
improved modestly in several regions, helped in some
cases by investment linked to data centers and A, but
tariff uncertainty remained a persistent headwind.
Nonfinancial services revenues were generally flat

to down, residential construction softened in parts

of the country, and commercial real estate showed
only tentative improvement. Agriculture and energy
conditions were largely stable but constrained by low
commodity prices, while community organizations
reported rising demand for food assistance tied to
disruptions in public benefits. Overall outlooks were
little changed, though contacts increasingly cited
downside risks to growth in coming months.

Labor markets showed mild cooling rather than

abrupt deterioration, with employment edging lower

as firms relied more on hiring freezes, attrition, and
adjustments to hours worked rather than widespread
layoffs. Employers reported improved labor availability,
though shortages persisted in select skilled occupations
and in areas reliant on immigrant labor, while some
firms noted that artificial intelligence reduced demand
for entry-level hiring. Wage growth remained modest
overall, with pockets of firmer pressure in sectors

such as manufacturing, construction, and health care,
compounded by rising health insurance costs. Price
pressures stayed moderate but uneven: input costs rose
broadly, driven in part by tariffs and higher expenses
for insurance, utilities, technology, and health care,
while weak demand and delayed tariff implementation
held down prices for some materials. Firms’ ability

to pass through higher costs varied widely, leading to
margin compression in some industries, and forward-
looking price plans remained mixed. Taken together,
the report depicts an economy losing momentum at the
margins, with softer demand, easing labor tightness,
and persistent but contained inflation pressures shaping
a cautious business outlook.

Recent US data depict an economy that is cooling
unevenly beneath the surface, even as policy stimulus
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and financial conditions remain unusually supportive.
Inflation momentum has clearly faded: CPI and PCE
measures show broad-based disinflation across goods
and services, with tariff-exposed categories now
experiencing outright price declines and core services
inflation easing as discretionary demand softens. More
than half of the CPI basket is running below a two-
percent annualized pace, and real consumer spending
has stalled, signaling limited capacity for households
to absorb renewed price pressures. At the same time,
labor-market conditions have deteriorated more

than expected, with payroll growth slowing sharply,
unemployment rising toward levels that would normally
raise recession alarms, and job creation increasingly
concentrated in a narrow set of sectors such as health
care and Al-linked construction. Manufacturing
remains in contraction, new orders are weakening,
and consumer-facing activity (ranging from retail to
restaurants) recording growing selectivity and price
sensitivity. Against this backdrop, the Federal Reserve
has pivoted decisively toward accommodation, not
only through rate cuts but via renewed balance-sheet
expansion that amounts to a form of “quantitative
easing lite,” reinforcing easier financial conditions
even as real momentum fades.

What complicates the outlook is an extraordinary
degree of policy uncertainty layered atop late-cycle
asset valuations. Fiscal stimulus remains substantial,
combining new tax cuts under the so-called Big
Beautiful Bill with the ongoing flow of spending
authorized under Biden-era packages, helping sustain
corporate revenues and household cash flow despite
weakening fundamentals. Equity markets sit at lofty
levels supported by still-solid earnings, yet forward
expectations, particularly where prospects for artificial
intelligence innovation are considered, remain
uncertain. Meanwhile, unresolved legal and geopolitical
risks loom large: uncertainty surrounding a potential
Supreme Court ruling on IEEPA authority clouds the
durability of current tariff regimes, while proposals
associated with the Mar-a-Lago Accord, including
restructuring US Treasuries and deliberately weakening
the dollar, continue to inject uncertainty at levels

not seen in decades into global capital markets.

Taken together, the past year can be characterized
as one of slowing inflation but eroding economic
breadth held aloft by policy support. The year ahead
points to cautious, conditional optimism largely
dependent on whether easing financial conditions
can offset policy uncertainty without reigniting
inflation or destabilizing confidence.
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Capital Market Performance

Short Name %1YR 3 Year Annualized Total 5 Year Annualized Total 10 Year Annualized Total

» SPR S&P 1500 Composite Index +3.66% | +2.11% +14.56% 22.2982 14.1905 14.1516
: » SPXT d S&P 500 Total Return +3.61% | +2.40%| +16.72% 23.1593 14.6606 14.5610
a » SPX d S&P 500 INDEX +3.51% +2.10%| +15.24% 23.1345 14.6393 14.5454
. » MID d S&P 400 MIDCAP INDEX +5.24% | +2.11%| +7.23% 13.6825 9.5423 10.1506
’ » RTY d RUSSELL 2000 INDEX +6.75% | +2.68%| +12.80% 14.9138 6.5096 9.0415
; » SXXP d STXE 600 (EUR) Pr +4.52%| +6.16% +16.99% 15.1326 11.8125 7.7091
» TLT US d ISHARES 20+YR TR -2.18%| -1.65% -.86% -2.2004 -8.1123 -.2672
. » QLTA US d ISHARES AAA - A -.63% -1.04% +2.64% 4.6421 =:5331! 2.5527
- » CRY d TR/CC CRB ER Index -.16% -.89% +.99% 2.9337 12.1194 5.0997
< XAU Gold Spot $/0z +6.40% | +17.73% +67.27%
. XAG Silver Spot $/0z +30.76% | +55.88% +131.19%
! ILM3NAVG  Bankrate 30Y Mortgage Rates Na -.63%| -.47% -12.74%
. ILMINAVG  Bankrate 15Y Mortgage Rates Na -.52% | +1.42% -13.24%
p MB301ARM 5 Year ARM +2.36%| -.35% -6.63%
« ILA3NAVG Bankrate 30Y Fixe Mtg Refis Na +.14% -3.76% -4.95%

(Source: Bloomberg Finance, LP. Data subject to shutdown limitations.)
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The Fed’s Unlawful Floor System Pays Banks Billions to Sit on Reserves

To prevent emergency lending from depreciating the
dollar, the Fed broke the law by deliberately paying
a premium rate on reserves.

Until very recently, the Federal Reserve had been
ratcheting up bank regulations. Economists generally
agree that excessive bank regulation dissuades banks
from extending credit for some productive projects.

In a recent speech, Fed Governor Stephen Miran points
to another problem with excessive regulation. In brief,
“regulations enacted to shore up financial stability
have constrained the Fed’s control over some elements
of monetary policy transmission and the size of the
balance sheet.” He refers to such a situation as regulatory
dominance, since monetary policy takes a back seat

to the regulatory framework.

Miran has a point. But the problem is even bigger than
he suggests. The entire post-2008 system of monetary
control is not just misguided, but likely illegal. Congress
has known this for seventeen years, and has not done

a thing about it. Without concerted action by legislators,
monetary policy will remain activist and the balance
sheet bloated.

BENDING THE RULES

When Congress expanded the Fed’s authority to pay
interest on reserves in October 2008, the law was clear.
Section 19(b)(12) of the Federal Reserve Act said the
interest rate the Fed pays on reserves cannot “exceed
the general level of short-term interest rates.” This
wasn’t some throwaway line. Congress meant what it
said: interest on reserves was supposed to eliminate
the implicit tax that had previously existed on reserve
balances. It was not supposed to subsidize reserve
holding, let alone revolutionize the monetary policy
operating framework.

But the Fed had bigger plans. Facing an explosion

of emergency lending, officials decided to pay banks
more than comparable market rates, such as Treasury
yields. This kept banks from lending out their excess
reserves, which would have caused inflation.

As George Selgin documented in his book Floored!,

the Fed’s creative solution was to reinterpret the

statute. Officials decided that “rates on obligations

with maturities of no more than one year,” including the
primary credit rate, counted as short-term interest rates.
The primary credit rate is an administered rate set by
the Fed. In other words, the Fed is following the letter

of the law (if not the spirit) provided the rate it pays

on reserves is less than the rate it charges on loans.

Ignore the fact that obligations with maturities of not
more than one year may have greater duration risk

(and hence, should generally command a higher interest
rate) than an overnight loan, which is effectively what
the Fed gets when it pays interest on reserves. The Fed
can set its primary credit rate as high as it wants! Again,
it is an administered rate, not a market rate. If the
primary credit rate determines the upper bound on

the interest rate the Fed can pay on reserves and the
Fed can set the primary credit rate as high as it wants,
then there is no binding constraint on the rate the Fed
can pay on reserves. That’s a clear subversion

of Congressional intent.

As Milton Friedman remarked, “Nothing is as
permanent as a temporary government program.”

What started as an emergency measure has lasted
nearly two decades. Paying a premium rate of interest
on reserves fundamentally changed American monetary
policy. Instead of carefully managing scarce reserves
through open market operations, the Fed now floods the
system with reserves and controls rates by paying banks
to keep them idle.

To put it bluntly: to prevent emergency lending from
depreciating the dollar, the Fed broke the law by
deliberately paying a premium rate on reserves. It
ignored Congress’s judgment and substituted its own.

BACK TO MIRAN

As Miran explains, excessive regulations boost demand
for reserves. Banks worried about heightened scrutiny
“can raise demand for bank reserves above and beyond
what’s required” in order to assure bank regulators
that the bank is safe and sound. Those reserves are
necessarily supplied by the Fed. Our central bank
currently holds a $6.6 trillion balance sheet and

pays roughly $200 billion annually to banks

— with megabanks and foreign institutions reaping

the lion’s share.

But here’s what Miran gets wrong: regulatory reform
treats the symptom, not the disease. Even with lighter
regulations, the Fed would still be operating in a floor
system, where it pays banks a premium to hold reserves.
And that framework may have no legal basis whatsoever.

CONGRESS SHRUGS

The floor system isn’t a secret. The Fed operates it
openly. Economists regularly debate its merits. Miran
just gave a whole speech about its implications. Yet
Congress has done nothing. It has neither authorized nor
prohibited the Fed’s activities. All the public has gotten is
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occasional pointed questions at hearings, followed
by studied inaction.

Miran himself notes that “several times now, the

Senate has debated whether the Fed ought to be stripped
of its statutory authority to pay [interest on reserve
balances].” Sadly, this is concern without consequence.
Congress’s oversight failure borders on dereliction of
duty. If Congress thinks the floor system is good policy,
write it into law. Remove the “not to exceed” language.
Give the Fed explicit authority to use interest on reserves
as its main policy tool.

If, on the other hand, Congress thinks the Fed exceeded
its authority, do something about it. Restore the
statutory limit. Require a return to traditional open
market operations. Make clear that emergency measures
don’t automatically become permanent powers.

This matters for more than legal niceties. If we’re serious
about constitutional government and the rule of law,
Congress can’t just shrug when agencies rewrite their
mandates. The Fed isn’t special. The complexity of
monetary policy doesn’t exempt it from following the
law. And seventeen years of “everybody knows” doesn’t
make an illegal system legal.

CONCLUSION

Miran is right to worry about regulatory dominance

of the Fed’s balance sheet. But the real problem isn’t
regulations forcing banks to demand more reserves —
it’s that the entire system enabling those dynamics was
never supposed to exist. Regulatory reform is certainly
warranted. But it won’t fix the fundamental problem.
We need legal fixes to target monetary policy directly.

Congress must explicitly authorize what the Fed has been
doing, or require it to stop. Anything less is an abdication
of its constitutional responsibility — and a betrayal of the
principle that in America, no institution is above the law.

14 - Alexander W. Salter
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Headline and core inflation both cooled over the past
two months, led by softening energy costs. Missing data
complicates projections.

Inflation was lower than expected in November, the
Bureau of Labor Statistics (BLS) reported yesterday,

in the first official inflation release since October
following the extended government shutdown earlier
this fall. Over the two months from September to
November, the consumer price index (CPI) rose 0.2
percent, down from a 0.3 percent increase in September
alone. On a year-over-year basis, headline inflation
edged down to 2.7 percent in November from 3.0
percent in September.

Core inflation, which excludes food and energy prices,
also rose 0.2 percent over the two-month period,
unchanged from September. Core inflation, measured
year-over-year, eased to 2.6 percent in November
from 3.0 percent in September.

Energy prices were the main driver of inflation

over the period, rising 1.1 percent. Food prices also
increased modestly, up 0.1 percent, along with prices
for household furnishings and operations,
communication, and personal care. By contrast,
prices for lodging away from home, recreation, and
apparel declined.

Tariffs continue to put upward pressure on prices,

but their effect appears to be easing, consistent with
Federal Reserve Chair Powell’s view that tariffs are
likely to result in a one-time increase in the price level.
Combining September’s 0.3 percent increase with the
modest rise in prices over October and November
implies inflation is running at roughly a two-percent
annual rate late in the period, though the absence

of October data warrants caution.

Recent core CPI data tell a similar story. Core prices
rose 0.2 percent in September and increased just

0.2 percent over the two months from September to
November, implying a slower pace late in the period.

Taken together, these readings mark a notable shift
from the late-summer pattern. In the July-September
data, inflation was running at roughly a 0.3 percent
monthly pace — equivalent to an annual rate near 3.7
percent — well above what the year-over-year figures
suggested at the time. The most recent readings, by
contrast, indicate a materially slower pace of price
increases, with both headline and core inflation now
running much closer to the Fed’s two-percent target,
though again, the lack of October data complicates
this assessment.
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Although the Federal Reserve officially targets the
personal consumption expenditures price index
(PCEPI), CPI data remain a timely and relevant gauge
for policymakers. The two measures generally track
one another closely, though CPI tends to run somewhat
higher than PCE inflation. As a result, the latest CPI
readings provide a useful — if slightly overstated —
signal of the inflation environment facing Fed officials
as they assess the stance of policy.

Although the recent data suggest that inflation may

be easing, the BLS relied on certain methodological
assumptions when calculating the November CPI to
account for the missing October data. Some analysts
have raised concerns that those assumptions may have
temporarily biased measured inflation downward. If
that is the case, the apparent slowdown in inflation may
be due to measurement error rather than a genuine
change in the underlying momentum.

Still, financial markets appear to be interpreting the
data favorably. Major stock indices rose and bond
yields fell following the release. While the CME Group’s
FedWatch tool suggests that markets expect the Federal
Reserve to hold rates steady at its next meeting, the
relative likelihood of a rate cut ticked up modestly
after the November CPI report. That shift is consistent
with the view that inflation is moving closer to target
and lends support to Chair Powell’s recent claim that
monetary policy is close to neutral.

Despite the uncertainty surrounding the data, the
November CPI report is welcome news on the inflation
front. After remaining stubbornly elevated for several
years, inflation now seems to be moving back toward
target. Even so, upcoming releases of the personal
consumption expenditures price index and next month’s
CPI should clarify whether the apparent cooling reflects
a genuine slowdown in price increases or a temporary
measurement distortion.
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Ultimately, the debate over 50-year mortgages is less
about exotic loan structures and more about the deeper
structural limits of America’s housing system.

The US housing market in late 2025 is defined by
contradictory forces: rising prices but slowing growth,
increasing inventory but falling affordability, and

a demographic shift that is weakening long-run
demand even as short-run supply remains
structurally constrained.

Against this backdrop, President Trump’s proposal for

a 50-year mortgage is an attempt to stretch affordability
in a market that has outpaced incomes, and it exposes
deeper issues. Mortgage duration is both a financial
feature and a policy artifact shaped by decades of
government intervention dating back to the New Deal.

A 50-year mortgage may expand access by lowering
monthly payments, but it also dramatically increases
lifetime interest costs and could raise prices depending
on supply elasticity. The debate over this proposal is
ultimately a debate over the real frictions in the housing
market, namely interest-rate lock-in, constrained supply,
and the institutional architecture that prevents solutions
like portable mortgages from being widely available.

The American housing market rarely changes in sudden
leaps. Prices adjust gradually, construction responds
slowly, and mortgage product design barely shifts at all.
That is why the mere suggestion of a 50-year mortgage
by President Trump is so economically revealing. If
housing finance policymakers are floating half-century
debt structures, something fundamental in the market
is out of balance.

Today’s housing market presents a strange tableau:
home prices are still rising, but at a slowing pace.
According to the latest Federal Housing Finance Agency
(FHFA) data, prices are up roughly 2.2 percent
year-over-year in Q3 2025. Sales have ticked up
modestly, with existing-home transactions rising 1.2
percent in October. Inventory is finally improving, up
about 12.6 percent year over year, driven mostly by new
construction rather than existing homes. Mortgage rates
have eased from their peaks and now sit in the six-percent
range for many buyers. On paper this resembles a soft
landing, but in reality the market remains defined by
broad affordability stress.

Many homes are sitting unsold for long stretches,

not because buyers are absent but because sellers

are holding out for pandemic-era prices. Renters’
expectations of becoming homeowners have collapsed
from 52.6 percent in 2019 to just 33.9 percent today,
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according to the Federal Reserve Bank of St. Louis.

And demographic headwinds are emerging: births are
declining, population growth is slowing, and long-run
demand will weaken as the nation ages. Housing should
be cooling naturally, yet it isn’t. The affordability crisis is
so acute in the short run that policymakers are reaching
for financial engineering solutions rather than addressing
structural constraints.

It is amidst this backdrop that Trump proposed the
50-year mortgage, casting himself in the lineage of major
housing-finance reforms, much like President Roosevelt’s
role in ushering in the modern 30-year mortgage

during the New Deal. By extending loan terms, the
administration argues it can meaningfully lower monthly
payments and open the door to homeownership for buyers
priced out of today’s market. In that narrow sense, the
idea appears palatable; when affordability is collapsing,
and buyers are increasingly constrained by monthly

cash flow, stretching the mortgage horizon looks like

an intuitive policy lever. But as with any major change in
mortgage design, the economic logic is more complicated.

A longer mortgage lowers monthly payments at the cost
of paying much more interest over many more years. For
a median-priced $415,000 home purchased with an FHA
loan at 3.5 percent down, here is how the math works:

MORTGAGE

L 15 YEAR

50 YEAR

30 YEAR

INTEREST

RATE 5.5%

5.99% 6.4%

MONTHLY

PAYMENTS $3’ 272.21

$2,398.48 $2,227.44

g}:IMBER 180 360 600
PAYMENTS

TOTAL
OF ALL
PAYMENTS

$588,998.69 | $863,451.30 | $1,336,462.35

TOTAL
INTEREST
PAID

$188,523.69 | $462,976.30 | $935,987.35

The 50-year mortgage trims the monthly payment
relative to the 30-year, but at the cost of doubling the
total interest burden. For households focused solely on
monthly cash flow, particularly first-time buyers, this
tradeoff can appear worth it. A lower payment either gets
a family into the home they want or allows them to buy

a more expensive house. Economically, it functions like
any intertemporal tradeoff: more affordability now, much
higher cost later.

Critics argue that introducing ultra-long mortgages will
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push home prices higher. The answer is that it depends
entirely on supply elasticity. In markets where new
housing is constrained by zoning, permitting delays,

or not-in-my-backyard (NIMBY)-driven land-use
restrictions, extended mortgage terms can, in fact,
capitalize into higher prices. In elastic markets, the effect
is muted. This is not a moral failing of the policy; it is
simple microeconomics. If your policy goal is to increase
homeownership, you accept certain tradeoffs, just as
every country with 40- to 100-year mortgages has.

What often gets lost in the discussion is that the

United States did not adopt the 30-year mortgage
because markets naturally arrived at it. The product is
fundamentally the outcome of government intervention.
During FDR’s New Deal, the Federal Housing
Administration standardized long-term amortized
mortgages, displacing the short-term, interest-only
loans that had dominated before the Great Depression.
Fannie Mae later expanded liquidity and uniformity in
mortgage finance. The 30-year mortgage was authorized
by Congress in the late 1940s and eventually became
dominant because federal agencies guaranteed it.

In other words, the “normal” American mortgage

is not a market creation; it is a political one. A 50-year
mortgage would simply be the next step in an 80-year
continuum of policy-driven mortgage evolution.

The deeper issue in the housing market is not the
absence of exotic mortgage products. It is that existing
homeowners are frozen in place. Millions of households
locked in 2-4 percent mortgage rates during the
pandemic. With current rates near six percent, these
homeowners don’t want to move, even when downsizing
or scaling up might make sense. That keeps existing
inventory off the market. Meanwhile, a record share

of homes for sale are new construction, not

existing properties.

One innovative solution would be portable mortgages,
where the borrower could keep their existing mortgage
rate but shift the collateral to a new home. Instead

of being trapped in their current house because of a
pandemic-era 3 percent mortgage, a household could sell,
buy a different property, and simply move the lien from
House A to House B. In theory, this would dramatically
improve mobility, unfreeze existing-home inventory,

and loosen one of the tightest bottlenecks in the current
housing market: interest-rate lock-in.

But portable mortgages do not exist in the United States
for reasons deeply rooted in the structure of American
mortgage finance. The US system is built around

long-term, fixed-rate mortgages that are pooled into
mortgage-backed securities, financial instruments
priced according to the specific borrower and the specific
property at the moment the loan is issued. Letting
borrowers carry their old loan to a new house would
upend that securitization model, causing investors to
absorb unknown collateral risk midstream and making
the securities far harder to price.

The dominance of the 30-year fixed-rate mortgage
compounds the issue. If borrowers could port low rates
across multiple moves, they would have little reason

to refinance, starving lenders of the fee income and
interest-rate resets they depend on to originate new
loans. Investors could also face greater duration risk,
being stuck earning three percent for decades even as
market rates rise, causing them to demand higher rates
across the entire mortgage market. And unlike countries
such as the UK or Canada, where portable mortgages

are common, US mortgages are secured by a specific
property for the life of the loan and fixed for thirty years,
not two to five.

Changing collateral midstream would require new
appraisals, new legal filings, and a fundamental
reengineering of mortgage securitization. All of this
means that while portable mortgages could meaningfully
improve housing mobility, they run directly counter to
the incentives and infrastructure of the US mortgage
system. Banks and investors prefer refinancing into
higher rates, and the legal plumbing is built around
property-specific collateral, not borrower-specific
contracts. As a result, portable mortgages remain
economically appealing in theory but institutionally
implausible in practice.

If, however, banks and regulators could find a way

to make portability compatible with the existing system,
it could be a genuine game changer for American
homeowners. Imagine a world where a young couple who
locked in a low rate on their starter home is not punished
financially for having a third child and needing more
space, or where empty nesters can downsize without
watching their mortgage payment jump simply because
they move. Portability would make the mortgage contract
follow the household’s life cycle rather than anchor

it to a single property, smoothing mobility across labor
markets, helping people move closer to better jobs,

and reducing the mismatch between housing stock

and household needs.

This would mean more efficient use of the existing
housing stock, less pressure to overbuild in certain
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markets, and a healthier, more dynamic relationship
between housing and labor-market mobility. It is precisely
because the gains to households and to the broader
economy are so large that portable mortgages are worth
serious experimentation, even if the institutional and
regulatory hurdles are high.

Ultimately, the debate over 50-year mortgages is

less about exotic loan structures and more about

the deeper structural limits of America’s housing
system. Affordability has deteriorated because supply
is constrained, mobility is frozen, and our mortgage
architecture has not evolved with economic realities.

Extending mortgage terms may offer short-term relief, but
the real innovations, like portable mortgages or reforms
that unlock supply, require rethinking the institutional
plumbing that has defined US housing finance since the
New Deal. If policymakers want lasting affordability
rather than financial patches, they must address the
structural forces that make such extreme proposals
politically viable in the first place
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After several years of quantitative tightening,
the Fed is restarting QE amid persistent market
and policy pressures.

December 2025 marks the official end of the largest
cycle of quantitative tightening the Federal Reserve
has ever undertaken.

From a peak of $8.93 trillion in June 2022, the Fed has
allowed $2.4 trillion in maturing assets to roll off its
balance sheet. But Chair Powell announced on December
10 that the Federal Open Market Committee (FOMC) has
decided it must begin expanding its balance sheet again to
maintain “ample reserves”—code for maximizing policy
discretion and insulating itself from market forces.

Before the Global Financial Crisis (GFC), the Fed
conducted monetary policy primarily through open
market operations. Raising its target interest rate—the rate
in the overnight interbank lending market—required the
Fed to sell bonds from its balance sheet until the supply of
reserves contracted enough to push up the federal funds
rate (FFR). Conversely, lowering the target rate required
purchasing bonds until reserves expanded sufficiently to
pull the FFR down.

Another feature of this approach was that the Fed also
“defended” its target against changes in market conditions.
If demand for reserves (liquidity) increased in private
markets, the Fed would respond by increasing the supply
of reserves through additional bond purchases. In this
framework, the Fed both engaged with and responded to
private markets.

That changed after the GFC, when the Fed dramatically
expanded its balance sheet, lowered its target rate to
near zero, and began paying interest directly to banks
on reserves held at the Fed. After 2008, interest rate
targeting became largely a matter of adjusting the rates
the Fed paid to banks and other counterparties, rather
than buying or selling bonds in the open market.

This shift allowed the Fed to purchase bonds with relative
impunity, since the interest rate it targeted was no longer
directly constrained by reserve supply. The result was a
series of bond-buying programs known as quantitative
easing (QE). Several rounds of QE under former chair Ben
Bernanke added trillions of dollars to the Fed’s balance
sheet. By December 2019, the balance sheet stood at
roughly $4.1 trillion, up from less than $1 trillion a
decade earlier.

Under Chair Powell, however, the Fed added nearly $5
trillion more during and after the COVID-19 pandemic.
The most recent round of belt-tightening was sorely
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needed, particularly given elevated inflation over the past
four years. Even so, the current balance sheet—$6.539
trillion—is still $2.44 trillion larger (nearly 60 percent)
than it was in December 2019. That amounts to an 8
percent annualized growth rate in the Fed’s balance sheet,
compared with roughly 4 percent annualized inflation
over the same period.

So $6.54 trillion is inadequate for “ample reserves”?
Color me skeptical.

Yet the problems associated with monetary expansion
remain. Prices are still rising at a 3 percent annual

rate, well above the Fed’s stated 2 percent target. Other
dynamics may therefore be influencing the Fed’s decision
to restart QE while simultaneously lowering its target
overnight rate.

The proposed $40 billion purchase in December will undo
the last several months of tightening. Here is the pace at
which the Fed’s quantitative tightening unfolded:

QUARTER TOTAL ASSETS QUARTERLY
END DATE (USD Trillions) REDUCTION
(Approx.)

Q22022 (June 29)

$8.932 Trillion -$28 Billion

Q32022 (Sep 28)

$8.847 Trillion —$85 Billion

Q42022 (Dec28)

$8.641 Trillion -$206 Billion

Q12023 (March 29)

$8.740 Trillion +$99 Billion

(Increase)

Q22023 (June 28)

$8.347 Trillion -$393 Billion

Q32023 (Sep 27)

$7.986 Trillion -$361 Billion

Q42023 (Dec27)

$7.737 Trillion -$249 Billion

Q12024 (Mar 27)

$7.531 Trillion -$206 Billion

Q22024 (Jun26)

$7.340 Trillion —-$191 Billion

Q32024 (Sep 25) $7.152 Trillion —-$188 Billion

Q42024 (Dec25) $7.013 Trillion —$139 Billion

Q12025 (Mar 26)

$6.740 Trillion -$273 Billion

Q22025 (Jun 25)

$6.673 Trillion -$67 Billion

Q32025 (Sep 24)

$6.608 Trillion -$65 Billion

Q42025 (Dec10)

$6.539 Trillion -$69 Billion

(to date)

Still, there must be some explanation for the change in
course. Perhaps, given the fracturing within the FOMC,
we are witnessing a bit of old-fashioned horse trading.



President Trump has applied significant pressure on
Powell and the FOMC to lower rates quickly. Powell and
his colleagues have responded by reviving a form of
monetary easing that does not require cutting the target
federal funds rate. Reigniting QE appears to serve that
purpose, allowing the Fed to ease policy while preserving
at least a modicum of institutional self-respect rather than
resorting to outright capitulation.

Powell also faces defections from both sides of the
committee. Board member Stephen Miran favored

a half-point cut, while Austan Goolsbee and Jeff Schmid
voted to maintain the current target. (Somewhat
ironically, three dissents played out in an almost
identical fashion in September 2019, when James Bullard
pushed for a half-point cut while Esther George and Eric
Rosengren voted to hold the target rate steady.)

Given that the Fed pays banks and other counterparties
the lower end of its target interest rate range, lowering
the FFR reduces their interest bill. During the recent cycle
of tightening and rate increases from 0.25 to 0.5 percent
to over 5 percent, that interest bill ran into the hundreds
of billions of dollars. Though the Fed can create all the
dollars it needs to make payments, from an accounting
standpoint, it garnered huge operating losses and even
larger balance sheet losses during the recent cycle.

Restarting quantitative easing (the purchase of short-
term Treasury debt) will ease the federal government’s
borrowing costs. As interest rates on newly issued
short-term Treasurys decline, the alarming rise in
federal interest payments—now over a trillion dollars

a year—may begin to level off.

The government’s insatiable appetite for borrowing may
also bolster the FOMC’s claim that its balance sheet,
though far larger than in 2019, remains less than “ample.
The Fed’s floor system—setting target interest rates
independently of bond purchases—rests on the existence
of a massive supply of reserves. That supply keeps the
effective market rate for borrowing reserves below the
“floor” rate the Fed pays on reserves. After all, why would
a bank lend reserves to another bank at 2 percent when
the Fed will pay 3.5 percent?

2

But rapid growth in the demand for reserves—effectively,
demand for borrowing—driven by persistent federal
deficits will exert upward pressure on interest rates,
potentially pushing them above the Fed’s target.

I am not sure that would be so bad, just as I am not sure
inflation modestly below the Fed’s 2 percent target would
be so bad either. Yet with a voracious Treasury needing

The Return of Quantitative Easing

to borrow trillions more each year, the FOMC appears to
believe it is time to expand the balance sheet through QE
once again. Chair Powell may hope to thread the needle
among competing views within the committee, but the
Fed’s current course looks uncomfortably close

to capitulation to political pressure. If inflation remains
at or above 3 percent over the next year, we will have
our answer.
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Headline wages in Finland and Australia exempt millions
of workers, and the loopholes tell us a lot about labor
market realities.

When debating raising minimum wages, proponents

will often point to Australia and Finland as examples

that contradict the warnings from (typically American)
economists. On the surface, this seems like a fair point.
After all, from our American perspective, things in
Australia seem fine (other than the fact that even the trees
are trying to kill you) and Finland has been romanticized
as a triumph of progressive politics “done right.” But before
minimum wage proponents declare victory, we should read
the fine print.

Looking beyond the simple story of “higher minimum
wages” and into the underlying structures of these
countries’ respective economies reveals a web of
exemptions, alternative employment structures, and
differing educational emphases. Mandated high minimum
wages with built-in escape hatches and exemptions large
enough to drive a truck through are not really “minimums.”

THE LAND OF 0z

Australia loves to mention that they have one of the
world’s highest minimum wages, at $24.95 per hour
(the equivalent of about $16.16 in USD). This headline-
grabbing figure only tells part of the story, however, as
there are exemptions to this depending on an employee’s
age, industry, and myriad other conditions. Helpfully,
the Australian government has put together a Pay and
Conditions Tool to help figure this all out. As arough
approximation, a person who is 17 years old can roughly
count on a minimum wage equal to about 60 percent

of the “adult” pay rate, giving them an effective minimum
wage of $14.42 ($9.34 USD) and $17.04 on their 18th
birthday ($11.04 USD).

But what about workers with a disability? The Department
of Social Services will determine how much a disabled
worker will be paid based on the nature of their disability.
Under the Supported Wage System, “a special workplace
arrangement can be made for employers to pay wages

to a person with disability based on how productive

they are in their job. Under [this system] an employee’s
work capacity is assessed to find out their rate of pay...
For example, someone with an assessed work capacity

of 70 percent is entitled to 70 percent of the relevant pay
rate in their award or registered agreement.”

In other words, the Australian minimum wage that
Americans have heard so much about only applies to people
without disabilities who are at least 21 years old, and even

The Truth About Those ‘High Minimum Wage’ Countries

then, only sometimes. But this still doesn’t scratch the
surface of the employment situation in Australia. Most

of the jobs where the minimum wage actually applies

are in industries such as restaurant and retail, where

the work is so highly standardized that there are no real,
appreciable productivity gains year over year. Are we
really to believe that a 21-year-old waitress carries plates
or restocks inventory 44 percent better than her 18-year-
old counterpart?

As a result of the age-based pay scale, Australian workers

in these industries are laid off at a disproportionately higher
rate as they approach their 21st birthday, though effects
can be seen at every birthday up until the worker turns 21.

Employers defend this system with a simple story: young
workers lack experience and are therefore less productive
because they’re still learning. They need training, which
costs money, and are consequently paid less to “pay for”
the training they receive on the job.

It’s a nice story and one that comports with much of what
Americans might experience, too. The truth is that many
young workers in Australia have already completed pre-
employment training, earning certificates and such, before
they even start work. And in the sectors where the junior
minimum wages are most common, the work is highly
standardized, such that there isn’t much productivity
gained between 18 and 21.

That said, there are legitimate programs where younger
workers earn lower wages than their older counterparts.
Australia’s apprenticeship program is incredibly robust.

A first-year electrician earns around 60 percent of the
wages of a qualified tradesperson because they are
genuinely learning and getting demonstrably better each
year thanks to the supervision and training they receive
from their more senior coworkers. Wages in these settings
increase not because of age, but because competence grows,
and by the time the worker has completed their training,
they earn full rates and have a valuable qualification

they can take with them elsewhere, not to mention

an all-important line on their resume attesting to

their productivity.

FINNISH WAGE FLOORS

Unlike America and Australia, Finland actually does not
have a formal, statutory minimum wage. Instead, they use
collective bargaining agreements, which cover somewhere
around 90 percent of workers. Like Australia, however, they
also have exemptions for workers who are “training” or in
“apprentice programs.” The difference is that in Finland,
the training programs last for a specific amount of time
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irrespective of the employee’s birthday. They’re based on
skill, not age.

Finland also boasts a remarkable vocational and education
training program (VET) that “provides students with
knowledge and skills necessary in further studies and
promotes employment.” According to their own figures,
around half of the students who complete their basic
education in Finland matriculate on to VET rather than
“general upper secondary education.” In other words, at
around the age of 16, roughly half of the students decide
to go into vocational training rather than continue on

to what Americans commonly refer to as “college.”

While Finnish students are enrolled in the VET, they

can work for pay at the agreed-upon rates covered by

the collective bargaining agreement through formal
apprenticeship programs. According to the European
Centre for the Development of Vocational Training, about
26 percent of VET students are enrolled in such a program.
The remaining 74 percent, however, are either in the
classroom or are engaged in “training agreements,” some
of which allow the student to be unpaid while being
formally employed. Others are informal, handshake
agreements “under the table” whereby the student

is not an employee and thus receives no wages.

Thus, what Finland has is a high, collectively

agreed-upon wage floor. But they do this by pushing most
of the vocational training into the (unpaid) education
system. The high wage floor exists, but workers don’t get

to stand on it until they’ve completed their training, formal
and sanctioned or otherwise.

REFORMS IN AMERICA

The next time someone tells you about Finland’s
wonderful labor market or Australia’s high minimum
wage (or any other country, for that matter), ask about
the fine print. When you look at these issues more closely,
the surface-level claims of minimum wage proponents
simply do not hold water.

Still, as the US continues to wrestle with reforms

to our education system, we can learn from these countries’
experiences. Finland in particular, with its curricular focus
on career preparation instead of rote memorization of
obscure knowledge (when was the last time any of you,
dear readers, used your knowledge of trigonometry?),
provides an important example where lessons for reform
can be learned.

We should carefully guard against the headline-grabbing
claim that Australia and Finland have high minimum
wages. We should especially reject the idea that this
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somehow proves that raising the minimum wage does not
always lead to trade-offs.
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Dealmaking politics have left businesses unsure of the
rules, holding back on investments, Tariffs can be priced
in. Uncertainty can’t.

“Regime uncertainty” should be our bywords for
understanding the economy of 2025. Trump’s push

for “state capitalism,” ranging from tariffs to taking
federal stakes in companies to industrial policy to
jawboning companies to fire executives to targeted
regulatory carveouts, has created a chaotic, pay-to-

play environment in which firms find they can get
favorable treatment by contributing to Trump’s political
success, but the basic rules of the economic game are
unpredictable and open to constant negotiation. That
unpredictability has in turn deterred private investment
and brought on stagflation.

Economist Robert Higgs developed the concept of
regime uncertainty to explain why American recovery
from the Great Depression was so slow. Investors feared
for the security of their contracts and their private
property rights as FDR turned explicitly anti-business
during the 1936 presidential campaign. As a result,
private investment stagnated and the economy tipped
back into recession, prolonging the Great Depression.
Investor confidence didn’t return until after the war,
when it launched an economic boom.

Regime uncertainty was on my mind when I watched
the fateful “Liberation Day” press conference in the
Rose Garden on April 2, when President Trump held up
the schedule of so-called “reciprocal tariffs” that would
apply to imports from other countries. The tariff rates
themselves were extremely high, but more than that,
they were absurd and irrational. They had no logical
basis in law or economics. I immediately moved my
retirement savings out of US equities into global equities
and bought physical gold with all my family’s free cash.
After most of the tariffs were rolled back, I gradually
started shifting back to a 60-40 US-global equities
mix, which is still overweighted to international stocks
compared to most Americans’ portfolios.

I didn’t shift to gold or global stocks because I thought
the tariffs themselves would be so destructive, but
because I lost all confidence in this administration’s
economic policy team. I figured we were in for a wild
ride, and unfortunately, we have been.

Regime uncertainty explains not just why global stocks
have outperformed US stocks (Figure 1), but why gold
has performed so well, despite reasonably moderate
inflation (Figure 2). Gold is hedging not just ongoing
inflation, but policy uncertainty more broadly.
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(Source: TradingView)

Regime uncertainty explains another curious fact about
the current US economy: the return of mild stagflation.
With private investment lagging, unemployment has
risen along with inflation. Macroeconomists would
interpret this combination as an “adverse supply shock,”
that is, a loss of productivity growth.

As Figure 3 shows, US job growth has slowed markedly
since April. Monthly job growth since then has averaged
a measly 35,000 workers, compared to over 100,000
every single month going back to October 2024.
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Figure 3: US Nonfarm Jobs, Monthly Change, Jan. 2022 to Nov. 2025

The unemployment rate has also now risen a full
percentage point since its 2023 low. Note that there is a
gap in the series because of the government shutdown:



the October figure is missing. The November figure is
4.6%, which means that the unemployment rate has

risen a full half a percentage point just since June.
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Figure 4: US Unemployment Rate, Jan. 2022 to Nov. 2025

Figure 5 shows monthly personal consumption
expenditures (PCE) inflation rates up through
November (excluding October). While this series is
highly noisy, an upward trend since March is plainly
apparent. Moreover, the disinflationary trend that we
saw from the beginning of the series up until March has
definitively come to an end. For the months through
September, we had six straight months of PCE inflation
near or above the Fed’s target. The last time that
happened was the six months ending in June 2023.
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Figure 5: US PCE Inflation, Monthly, Jan. 2022 to Sept. 2025

So far the data suggest the US economy is slowing,
investors are hedging against something, and investors
prefer to park their money abroad rather than in the US.
But the smoking gun that suggests regime uncertainty
is at fault is private investment. Real gross private
investment is the series that Higgs himself uses

to establish a “capital strike” during the late

New Deal period.

What do we see when we look at US real gross

domestic private investment in 2025? In Q2 2025,

the quarter that includes Liberation Day, we see the
largest single-quarter decline in US private investment
since Q2 2020, the quarter most affected by the global
pandemic (Figure 6). To see another decline as large,
we have to go all the way back to 2009, during the
throes of the Great Recession. Indeed, to find another
quarterly decline as large outside the immediate period
during or around an official recession, we have to go all
the way back to Q1 1988. The just-released figures for
Q3 show another decline in real private investment,

of 0.3%.

Regime Uncertainty: A Drag on the American Economy
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Figure 6: US Real Gross Domestic Private Investment,
Quarterly Growth, Q1 2020 to Q3 2025

All of this has been happening at the same time as an
Al-fueled boom in capital investment for electricity
generation and data centers has taken hold. Had this
technologically driven boom not been ongoing, the
effects of regime uncertainty on the US economy
presumably would have been much worse.

Indeed, if we look at the components of private
investment, “information processing equipment,”
“software,” and “research and development” have
contributed significantly to growth this year. But
their growth has been more than offset in the last two
quarters by declines in nonresidential structures and
residential construction.

Why has regime uncertainty become such a problem?
After all, the Trump Administration has made a verbal
commitment to deregulation, and the tax cuts passed

in the One Big Beautiful Bill should have incentivized
business investment. But all of the deregulation enacted
by the Trump Administration has come through
executive orders and the rulemaking process, not
legislation. A future administration could easily undo
it. As a result, businesses lack the confidence that large
capital investments will pay off in the long run.

The evidence suggests that to turn the American
economy around, the Trump Administration needs

to work through Congress to pass statutory deregulation,
end its experiments with industrial policy, government
ownership, and tariffs, and shift from a “deal-making”
posture of transactional politics to a firm, credible
commitment to enforcing a level playing field for

private business. Without a believable shift in strategy,
this administration risks incurring an economic

malaise that could last for another three years.
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Stop Fixating on CEO Pay Ratios and Start Fixing Labor Markets

Eye-catching statistics about executive compensation tell
us nothing about fairness, and distract from the real drivers
of wage growth and worker prosperity.

Every few months a headline or social media post circulates
declaring that a corporate leader earns hundreds or even
thousands of times more than the typical employee, and
recent examples are no exception: Costco’s outgoing CEO
reportedly made 336 times the median worker’s pay

(less than Walmart or Target), McDonald’s CEO earned
more than 1,224 times the median McDonald’s worker,
Starbucks’s CEO took in an eye-popping 6,666 times the
median Starbucks employee, and Jeff Bezos — by one viral
estimate — earns in a single hour what a minimum-wage
worker would take nearly 3.8 million hours, or roughly
434 years, to earn.

The implication is clear: such a ratio (if correct, which

in many cases is questionable) is self-evidently immoral,
wasteful, or economically harmful. Yet the CEO-to-worker
multiple survives largely because it is a noisy rhetorical
device, not because it withstands the most superficial levels
of analytical scrutiny. As an economic metric, it is close

to meaningless. As a guide to policy, it actively misleads.

The first flaw appears in the basic concept of the argument.
Flatly: a worker’s pay and an executive’s pay are not two
points on the same labor-market spectrum. They reflect
two entirely different markets. The average employee is
hired under conditions of broad substitutability — many
people can competently perform the role with modest
training. The CEO labor market is the opposite: extremely
small, specialized, global, and contingent on track records
that can shift a firm’s valuation by billions of dollars. The
demand curve for top executive talent is steep; the supply
curve is extraordinarily thin. This mismatch — not a moral
failure — explains why compensation packages at the top
sometimes reach what seem like astronomical numbers.

A ratio comparing two unrelated labor markets tells

us no more about fairness than comparing the salary

of a cardiothoracic surgeon to that of a street performer.

The second flaw is arithmetic. Corporate executive pay

is lumpy, frequently dominated by one-time stock grants
or option awards tied to multiyear performance horizons.
The ratio spikes not when the CEO receives a paycheck,
but when an accounting rule requires the entire grant to
be reported in a single year. Meanwhile, the denominator
of that equation, the “average worker,” is sensitive to
workforce composition. The hiring of more entry-level
fulfillment workers, arrival of seasonal help, or divestment
of a highly paid engineering division will cause ratio shifts
by hundreds of points without a single change in executive

pay. Treating that figure as a meaningful indicator is akin to
using a funhouse mirror as a diagnostic tool.
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Such a ratio also ignores value creation. Skilled executives
can influence strategy, capital allocation, risk management,
and organizational culture in ways that affect firm
performance far more than incremental labor inputs
elsewhere in the organization, even if the latter are
voluminous. If a CEO’s decisions add even a few percentage
points to long-term returns, the economic value created
dwarfs the compensation. A $50 billion company that
achieves a 2 percent valuation boost due to executive
decisions has effectively created $1 billion in shareholder
value; paying $20 million for that outcome is not just
defensible but eminently rational, economically speaking.
The relevant question is not “Is the ratio of worker to
executive pay too large?” but rather “Does the CEO create
more value than their talent costs?”

Executive-worker compensation ratios additionally elide
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market context. Firms compete globally for leadership
talent. If US companies dramatically compressed pay at
the top for any reason, the outcome would not be a sudden
eruption of egalitarian harmony. It would be an exodus

of top performers to private equity, venture capital,
sovereign-wealth platforms, or foreign competitors willing
to pay market rates. Pretending that either talent is
immobile or that the corporate executive labor market will
remain unchanged in the face of engineered political caps,
ignores basic economics.

Most important of all, though, the ratio is a political
cudgel. It bundles legitimate concerns, like stagnant
productivity-adjusted wages, rising housing costs, and
diminishing purchasing power into a single emotional
statistic that points to the wrong culprit. If the goal is
broad-based prosperity, the target should be the structural
barriers and interventionist hijinks that hinder workers’
ability to climb the wage ladder: occupational licensing,
restrictive zoning, limited labor mobility, regulatory
frictions, and the inflationary biases that dampen
entrepreneurial entry and tinker with money. Fixing
those improves both growth potential and current
station; punishing firms for hiring world-class leaders
achieves neither.

Like so many poorly-conceived, interventionist policy
proposals, the empty-headed ratio functions primarily

as comparison, aiming not to build broader prosperity,

but to yank down whomever stands taller. The “pay ratio”
approach may animate headlines, but provides a poor basis
for economic analysis and a worse benchmark for public
policy. Sound economics demand far better metrics

and clearer understandings of how value is created

in modern firms.

Ultimately, broad judgments based on headline figures
obscure the actual complexity of compensation structures,
the competitive environments in which firms operate,
and the incentives that drive investment, innovation, and
growth. If the objective is to understand what contributes
to a company’s long-term success — and how prosperity is
generated and shared — then analysis must move beyond
surface-level comparisons and toward more substantive
measures of productivity, market conditions, and
enterprise performance. Only then can the public

debate shift from emotive comparison to genuinely
constructive economic insight.
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Five years of interventionist policy, inflationary finance,
and trade restrictions have steadily eroded consumers’
purchasing power.

Over the five years since the COVID pandemic, the AIER
Year End Holiday Index has climbed by an average of
about 3.8 percent per year, resulting in a total increase
of just under 21 percent. In the preceding five-year
period from 2015 to 2020, the index rose only slightly —
just over 2.7 percent in total — equivalent to an average
annual gain of about 0.5 percent.

Our proprietary HDAY Index captures price movements
across a broad basket of holiday-relevant goods and
services, including apparel, toys, books, software,
jewelry, pet and personal care items, gift-wrapping
materials, postage and shipping, alcohol, confectionery,
houseplants, and movie tickets. The table below
presents both the average annual rate of change and the
cumulative price increase for the five years preceding
the pandemic and the five years that followed. These
results are shown alongside changes in the Employment
Cost Index as well as key holiday travel expenses over
the same periods, including airfare and gasoline.

Since the end of 2019, the HDAY Index reveals an
increase of over 18 percent in the prices of selected
goods and services. And as is shown below, every
category other than recreational books and toys
has surged in price. Notable increases over the past
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half-decade have occurred in categories most closely
associated with Christmas, Hanukkah, and other
end-of-year festivities: postage and delivery services,
stationery and gift wrapping, confectionary, and
indoor plants and flowers.

As the 2025 holiday shopping season unfolds, several
Christmas-related prices have climbed noticeably,
reflecting broader inflationary pressures and lingering
effects from tariffs on imported goods. One of the
most visible examples is in artificial Christmas trees,
where higher import costs have pushed retail prices
up by roughly 10-15 percent this year, affecting a
staple purchase for many American households. The
tariff-driven increase represents a meaningful rise
against the backdrop of generally elevated seasonal
costs. In addition, a growing number of consumers and
small retailers have reported higher prices on holiday
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decorations and gift items, including ornaments and
novelty gifts, with some toys and decorative goods
seeing wholesale cost increases in the range of 5 to

20 percent, which retailers in turn are passing on to
shoppers. Those trends, in turn, are contributing to
heightened consumer awareness of ongoing inflationary
pressures as gift budgets tighten and shoppers adjust
their purchases.

One hopes that consumers increasingly recognize
these affordability strains as the cumulative result
of the past five years of extraordinary monetary
and fiscal expansion, pandemic-era interventionism,
global spending largesse, and a sudden shift toward
mercantilist trade policies.

AIER Holiday Index: Pandemic Policies Still Raising Prices
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