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ECONOMY

The cooperative system of
trade based on rules is giving way
to great power aggression and
mercantilism. With so much
change happening so fast, histori-
cal patterns are cracking.

Usually reliable indicators that
signal a recession is starting have
also gone kerflooey. A sudden and
marked rise in unemployment, for
instance, has historically been re-
markably successful in predicting
recessions.

Yet this linkage has broken. A
measure called the Sahm Rule, af-
ter Claudia Sahm, a former Fed-
eral Reserve economist, predicted
a recession in 2024 that never ma-
terialized.

Another recession signal — the
difference between returns on
long-term and short-term bonds,
known as the yield curve — has
been a washout. Normally, long-
term government bonds offer
higher rates than short-term
bonds because investors don’t
want to tie up their money for a
long time when the economy is
good.

So when the normal yield curve
turns upside down, or becomes in-
verted, and rates on short-term
bonds are higher than on long-
term ones, it has traditionally
been a sign that the economy is
about to stumble into recession.

But this indicator, too, was off
base, most notably in 2022 and
2023.

The traditional connection be-
tween the American economy’s
performance and the value of the
dollar has also been snapped. Un-
certainty tends to increase the
dollar’s value compared with
other currencies as investors seek
a safe haven in risky times. But
the dollar has sunk to its lowest
level in years.

These are weird times. Still,
putting aside instances of “ir-
rational exuberance” like the pos-
sible overinvestment surrounding
artificial intelligence, there are
reasonable explanations for most
false signals.

Analysts backed down on their
predictions that Mr. Trump’s tariff
blitz last spring would cause

tainty.
“Textbooks would say uncer-

tainty is bad for economic growth,
but there’s not much evidence that
it’s had a significant impact on the
U.S. economy so far,” said Neil
Shearing, group chief economist
at Capital Economics. “Business
investment is the first place you
would expect it to show up, but
that’s been strong.”

In some ways, scrambled ex-
pectations should not be that sur-
prising. Even in quotidian times,
economists tend to exaggerate
the scientific precision of their
field, acting as if economies are
ruled by inexorable forces instead
of the uncoordinated activities of
mercurial human beings with var-
ied goals and drives.

The Covid-19 pandemic deliv-
ered a major shock to the global
economic system. And now the
unpredictable volatility has been
further supercharged with the
transformation of the world’s
economy and geopolitical order
that President Trump has pushed
forward.

higher prices, rising unemploy-
ment and a possible recession.
Tariff levels continued to flip-flop
unpredictably, and many busi-
nesses stockpiled goods in ad-
vance while others temporarily
absorbed higher costs.

As for vigorous consumer
spending, it is actually dominated
by a thin sliver of high-income
households. Moody’s Analytics
estimated that the top 10 percent
of households accounted for
nearly half of all consumer spend-

ing.
People who are worried about

their financial prospects are shop-
ping but at discount stores.

And what they are spending
money on has shifted. Recent
credit card data from Bank of
America showed that people were
shopping more at grocery stores
at lunchtime and less at restau-
rants and eateries, suggesting
that rising prices are a concern.

The unusually weak dollar can
be explained by Mr. Trump’s
heavy tariffs combined with fears
that he may interfere with the
Federal Reserve’s independence
and fuel inflation.

Barry Eichengreen, a professor
of economics and political science
at the University of California,
Berkeley, said economists had al-
ways tended to rely too much on
conventions.

“The economy is an incredibly
complicated beast, and we’re in a
period of structural change,” Mr.
Eichengreen said, “so it’s not sur-
prising that simple rules of thumb
increasingly fail.”

A Topsy-Turvey Global Economy as Reliable Indicators Go Kerfl�ooey
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Shoppers at a Best Buy in Manhattan. Forecasts have been wrong.
Americans keep shopping and consumer spending has risen steadily.
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fordability is at the center of our
politics.”

Mr. Trump’s focus has been on
the demand side of the crisis. He
and his advisers have said, mostly
in social media posts, that he
wants to lower borrowing costs
and make it easier for buyers to
tap their retirement savings. But
he has not released a comprehen-
sive plan to address the crisis, and
the small moves he has made may
not provide lasting relief.

In January, for example, the
president directed the mortgage
giants Fannie Mae and Freddie
Mac to buy back $200 billion in
mortgage-backed securities, a
move that could drive down inter-
est rates temporarily. Later he
signed an executive order direct-
ing federal agencies to evaluate
the role institutional investors
play in the housing market. Many
economists think those moves will
have a marginal impact, as would
other ideas that the Trump admin-
istration has proposed, like insti-
tuting portable and assumable
mortgages, if they are even feasi-
ble.

Making it cheaper to buy a
house would not address the cen-
tral reason for the crisis: a hous-
ing shortage. It could even worsen
things by pumping up demand
without boosting supply. For al-
most 20 years, the country has not
been building enough homes, and
it is now short by as many as sev-
en million units. That’s a big rea-
son home prices have surged 55
percent since the start of the pan-
demic, according to the National
Association of Home Builders,
and why buyers and renters
struggle to find places to live.

The congressional bills are de-
signed to make it faster and
cheaper to get shovels in the
ground.

“Both packages absolutely pull
back regulatory barriers that are
holding back housing,” said Alex
Horowitz, the project director of
housing policy for Pew Charitable
Trusts, adding, “They will make a
dent in the housing shortage.”

Here are some of the major pro-
visions in the bills.

Use carrots and sticks to make
communities build.
The Senate’s package, a bundle of
40 provisions known as the ROAD
to Housing Act, is spearheaded by
Senators Tim Scott, Republican of
South Carolina, and Elizabeth
Warren, Democrat of Massachu-
setts. The bill would create a pot of
money that communities could
use toward building housing and
improving infrastructure like wa-
ter and sewer lines.

It also offers other rewards. A
community that built housing
near transportation, for example,
would have an easier time getting
federal transit funding. Both the
Senate and House bills would ease
access to development grants
from HUD.

“The Senate got comfortable
not just using carrots, but also
sticks,” Mr. Donovan said. “If you
want federal funding, you need to
make housing.”

Ease zoning and permitting
rules.
The Senate and House bills tackle
zoning rules, which developers of-
ten criticize because they vary
from city to city, are often onerous
and can lead to long delays. Many
communities also have outmoded
zoning and land-use rules.

Both bills would direct HUD to
develop guidelines for communi-
ties that were looking to modern-
ize. The bills also would provide
grants for communities to develop
“pattern books” — a collection of
approved building designs that
builders could choose from,
speeding up the permitting
process and reducing construc-
tion costs.

A provision in both bills would

direct HUD to loosen regulations
that often make it expensive to
build smaller multifamily homes.
It would also exempt small-scale
projects from environmental
mandates that often lead to de-
lays.

The House legislation, the
Housing for the 21st Century Act,
was introduced by the Financial
Services Committee’s Republican
chairman, Representative French
Hill of Arkansas, and backed by
Representatives Mike Flood, Re-
publican of Nebraska; Emanuel
Cleaver II, Democrat of Missouri;
and Maxine Waters, Democrat of
California.

Encourage manufactured and
modular housing.
Manufactured and modular hous-
ing, which is delivered by truck
and assembled on-site, is a cheap

and fast way to build homes. The
homes are flexible enough to fill a
small empty lot in the middle of an
existing neighborhood or quickly
raise an entirely new neighbor-
hood. While a stick-built house
can take 18 months to two years to
build, a modular or manufactured
home can go up in months. But
barriers have long prevented this
kind of housing from becoming
mainstream.

“We’ve got to have more avail-
ability for manufactured housing,”
said Kimber White, the president
of the National Association of
Mortgage Brokers, an industry
group.

The bills would amend the defi-
nition of “manufactured home” to
include modular homes. Both bills
would also update rules to make it
easier to get a loan to buy a manu-
factured home.

Make it easier to fix up the
homes we already have.
America has an aging housing
stock, with a median age of 40
years for owner-occupied homes.
The Senate bill tries to shore up
the existing stock by offering
grants and low-interest loans to
low- and moderate-income house-
holds and small-time landlords
who agree to make critical repairs
and address health hazards. An-
other provision would create a pi-
lot program to convert vacant and
abandoned property into housing.

The House bill had considered
addressing another problem in
housing: the lack of a national
building code. If the United States
had a comprehensive set of stand-
ards, regulations and guidelines
for design, construction, ma-
terials and maintenance, builders
could streamline developments,

which would reduce costs.
An earlier version of the House

bill requested that the federal gov-
ernment establish a national
building code that communities
could voluntarily use. The provi-
sion was removed at the 11th hour.

Taken together, the bills could
tackle the housing crisis from
multiple angles simultaneously, a
strategy that housing advocates
say could have a significant im-
pact.

“The most important accom-
plishment of passing housing leg-
islation will be the fact that we
passed housing legislation for the
first time in a generation,” said
David M. Dworkin, president of
the National Housing Conference,
a housing coalition, and a former
senior policy adviser at the Treas-
ury Department. “This is a major
confidence-building opportunity.”

Bipartisan Effort Targets Housing Crisis as Solutions Elude Trump
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A suburban housing development in Seguin, Texas. A housing shortage is the main reason for the affordability problem in the United States.
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taxes dipped during that period,
as people fearing federal officers
avoided restaurants and shops in
neighborhoods like Chicago’s Lit-
tle Village.

“If you’re terrorizing people,
and they think they’re going to be
arrested or shot, they’re going to
stay home, and they’re not going
to be spending money,” he said.
“Donald Trump and Stephen
Miller may not care about immi-
grants to this country, but the fear
and chaos that they are sowing in
our cities are having ripple effects
on taxpaying Americans.”

Officials from other states are
thinking about what might hap-
pen if ICE came through in force.

“There’s always concern that
our state might be next,” said
Mike Pellicciotti, the treasurer of
Washington, which has large im-
migrant communities in both agri-
culture and technology. He said
ICE deployments were just one of
several blows from the federal
government over the past year, in-
cluding tariffs.

“This reckless economic policy
is having an impact across the
board,” Mr. Pellicciotti said.
“We’re a trade-dependent state.
We’re a state that relies on a tal-
ented work force from around the
world wanting to come.”

Mr. Trump has threatened to
withhold funding for Democratic
cities and states, including child
care subsidies, public housing as-
sistance and food stamps. The
White House has also pulled back
clean energy and other grants,
such as $205 million for the $16 bil-
lion Gateway project between
New York and New Jersey.

For state and local finances, the
damage from the Trump adminis-
tration’s immigration restrictions
and expanding enforcement ef-
forts may take a while to play out,
said William Glasgall, public fi-
nance adviser at the Volcker Alli-
ance, a think tank. Many states,
especially in the Northeast and
the Midwest, have depended on
immigration to keep their popula-
tions steady or growing.

“Budgets are getting tighter,
and if the immigration restrictions
begin to crimp the tax base —
we’ll see in the next year or two
what this looks like in terms of
sales tax growth and income tax
growth — then you have reason
for concern,” Mr. Glasgall said.

The list of signatories included
states that received an influx of
migrants during the Biden admin-
istration, a situation that also had
tremendous fiscal costs. They
were borne primarily by cities like
Denver, whose mayor unsuccess-
fully pleaded for federal help as he
spent tens of millions of dollars to
accommodate the new arrivals.
The nonpartisan Congressional
Budget Office found that while the
surge boosted tax revenues for
state and local governments, their
spending went up by about $10 bil-
lion more.

State fiscal officers said current
efforts to expel unauthorized im-
migrants had much wider implica-
tions for local economic activity
because even legal residents
feared being stopped and de-
tained.

“All of a sudden it presents this
huge barrier to people participat-
ing in their communities,” said
Dave Young, Colorado’s treasurer.
Plus, he said, immigrants are es-
sential to the state’s work force.

“The concern that I have is that
so many of these people that are
here performing these tremen-
dous services that we absolutely
need, if they leave Colorado put us
in a pretty significant economic
bind,” he said.

Fiscal Chiefs
Of 15 States
Call for End
To Crackdown
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