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Introduction

			The recovery from the Covid-19 recession may serve as a profound turning point in American economic development. This was a disruption that was thrust upon us. Nobody deserved to get sick. No hotel owner or restauranteur deserved bankruptcy. No maids, waiters, or flight attendants deserved to be unemployed.

			This has led to public support for attempts to allay these discomforts. Of course, there are debates about the details. Every policy has tradeoffs, winners, and losers. As we come out of this, we will learn more about whether those tradeoffs were good or bad, on net. There will undoubtedly be some of both. However that falls out, it is clear that forbearance and a pro-growth tilt have become popular in ways they weren’t during the 2008 recession.

			In 2009, CNBC’s Rick Santelli was credited with starting the Tea Party Movement from the floor of the Chicago Mercantile Exchange. He fumed, “Why don’t you put up a website to have people vote on the internet as a referendum to see if we really want to subsidize the losers’ mortgages?” and “How many of you people want to pay for your neighbor’s mortgage that has an extra bathroom and can’t pay their bills? Raise their hand.”1

			In 2020, millions of American homeowners were given a chance to miss some mortgage payments to help them get through the pandemic. This has not led to the ad hoc creation of a new political movement.

			During the pandemic, much of the financial support has come in the form of subsidies and cash transfers. As we escape the pandemic, prosperity will depend more, again, on Americans helping ourselves, working together, and finding new ways to engage with one another economically.

			The US economy has an incredible amount of pent-up potential. I mean this in a real sense. I don’t mean that stock prices can go up more or that incomes will rise. Those things can happen. But if they happen, it will be the result of Americans being productive, taking risks, and innovating.

			The American economy has become tied up in knots because in many ways we have simply made it illegal to…well, to just do stuff. Most people my age likely remember people who, decades ago, might have watched several children at their home, or say, cut hair in a makeshift one-chair salon in their garage so they could earn some cash while staying home with their kids. So much of that type of economic activity has disappeared today because the state requires onerous occupational licensing. Or the state, or city, or homeowners’ association may forbid some types of home-operated businesses. Or countless other rules meant to make things more orderly.

			These sorts of rules usually have pros and cons, but it is possible for the pendulum to swing too far in one direction. In the book Shut Out, I highlighted how entire metropolitan areas have become inaccessible to millions of families by making it very difficult to build new housing. Those difficulties sometimes start with good intentions—making sure the local infrastructure can handle more people, making sure displacement of locals is minimized, managing environmental impacts, and keeping units with historical importance. But the tools for applying these sorts of oversight are now routinely abused. For instance, proposed buildings in San Francisco are opposed because they might throw a shadow on a park early in the morning a few days a year. It’s going to be very hard for San Francisco to be a world-class center of innovation, and to be affordable, if buildings can be opposed for casting shadows.

			These obstructions have made metropolitan success synonymous with high costs. It wasn’t always this way. It doesn’t have to be this way. One reason nineteenth century and twentieth century America were beacons of hope and prosperity is that people moved to places that offered opportunity. Back then, metropolitan success was synonymous with population growth.

			We have created a sort of reverse-flow Oregon Trail of Americans migrating to new places not because of hope for a new life but, instead, because of desperation for an affordable life. Americans frequently move to cities that legally allow more housing rather than to where housing would be more valuable to them.

			We have a tremendous amount of potential to heal from the wounds of the pandemic and its recession simply by giving ourselves permission to do stuff again. Specifically, the story I have to tell you is about the economic fetters we have fitted on each other that are associated with the calamities of the Great Recession and the global financial crisis.

			By 2005, the country appeared to have been overtaken by a housing bubble. It seemed there was too much money, too much credit, too many speculators, too many bankers, and eventually, too many houses at prices that were too high. Forbearance and a pro-growth tilt certainly wouldn’t be prudent ways to handle all of those things. So, policymakers tried to pull back on economic growth and bank credit to kill the bubble. Americans reacted angrily wherever policymakers tried to lessen the pain and bail out various interests. Unlike the pandemic, we seemed to have brought this on ourselves, and we deserved our correctional fate. Or at least somebody did.

			There had been a lot of newfangled mortgage products and speculators in selected housing markets. Certainly. But it turns out, fundamentally, the housing bubble was being driven by that perverse reverse-flow Oregon Trail. A handful of metropolitan areas had become unaffordable, not just to newcomers, but also to many of their own families, who now had to pick up and move. Those cities had become unwelcoming because building a home in metropolitan areas like Los Angeles is just one of the normal, regular things that Americans just weren’t allowed to do any more…. Oh, you can build one. But just like the garage stylist or the stay-at-home babysitter, you have to get permission first, and the permission frequently ends up being the hardest part of the task. In cities like Los Angeles, the permission takes much more effort and is more costly than simply building the house.

			It is natural to be angry that your home is becoming unaffordable to you. It is also natural to be angry at the family that replaced you, or worse, a speculator, and to be angry at their banker or at policymakers that seem to favor them over you. And a year later, if that family, or worse, speculator, is in default and the home you couldn’t afford is in foreclosure, you bet it’s natural to be angry.

			The source of all these indignities was a lack of adequate housing, especially in a few places where it has become a big problem. The increasing amount of home construction before the Great Recession was a second-best solution for tackling that problem. We needed houses, but the houses had to be built in different places than where they were most needed. This meant that meeting our growing need for housing created displacement. People had to move to the cities where homes could be built. They were a step toward the cure for this artificial scarcity we had created. We can’t just…do stuff. And one thing we aren’t allowed to do anymore is move to a place like Los Angeles without making somebody else somewhere in that city move away to make room for us.

			My challenge to you is to consider that maybe a predisposition toward growth and production would have been helpful in 2008. The financial shenanigans in mortgage markets weren’t funding homes we didn’t need. We needed homes. The financial shenanigans were the result of making it so difficult to build them in some places. Maybe when we gave into our anger about the symptoms of an economy embroiled in a pathology of artificial scarcity, we only worsened the underlying disease.

			It’s like the old cliché where you find a cigarette in your child’s room and to teach them a lesson, you make them smoke a whole pack so that they get so sick they never want to touch a cigarette again. That’s what we did to the American economy in 2008. We ended up in the financial emergency room. I’m here to break the news that it wasn’t even our kid’s cigarette. Not only was the result of our discipline worse than we had intended it to be and unfair for many Americans who lost jobs or homes because of it, it was an attempt to address a problem that we hadn’t really understood well.

			So, this is a story about the pent-up potential of the American economy today. It’s about the ways that our economy is poised to grow and create opportunity as we escape Covid-19. It’s also about the new damage we have been imposing on the economy since the 2008 financial crisis. And it’s about the long-standing damage that urban housing regulations have been creating for decades now.

			In order to tell this story about our potential today, I need to back up and detail the twenty-first century history of choices that got us here. The histories you have read have been focused on the symptoms without understanding the disease. What if, in 2007 and 2008, we had embraced growth and creation instead of financial chasteness and discipline? If that was true of 2008, just think what we can do today if we give ourselves the chance.

			There has been a frustrating sense of inequity and stagnation in our economy. We can break away from that problem, but the first step must be to give ourselves permission. We are tied up in knots. The first task going forward is to untie them. This is a story about how some of those knots were tied.

			





Part 1

			A New History of the Great Recession
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			What Really Happened

			The following chapters reflect a new history of the housing bubble, the Great Recession, and the global financial crisis. In many ways, conventional wisdom should be turned on its head.

			How has conventional wisdom been wrong? It has been built on the presumption that a housing bubble led to the construction of too many overpriced homes. To the contrary, the United States has never had too many homes. If anything, we have been suffering from a distressing shortage of homes—even in 2005.

			What is the most obvious reason why a product or service might become very expensive? Because there isn’t enough of it to go around! The reason some homes became very expensive in 2005 is that there weren’t enough of them. That should be obvious. Right?

			Even though the basic story really is that simple, it is so at odds with the conventional wisdom that it reasonably requires a lot of evidence. My previous book, Shut Out, contains many details and evidence about this problem. If you need to be convinced about those details, Shut Out is a handy background to this book. But those details mostly just add up to this simple preliminary point: Home prices have been high because there aren’t enough of them.2

			Practically any media you have seen or read about the housing bubble probably has described the housing bubble as the final hurrah in a decades-long housing mania. Americans were massively overinvesting in McMansions. Keeping up with the Joneses. Bankers were like the devil on our shoulders, pushing us in over our heads until it all finally toppled of its own unsustainable weight.

			The funny thing is government data doesn’t really back up that story. In the late 1940s, residential investment jumped up to meet the pent-up demand for better housing after the Great Depression. As a percentage of GDP, it has been declining ever since then. By 1980, Americans were regularly increasing our incomes and our consumption of other goods and services at a faster pace than new housing was being built. At the height of the housing bubble, the growth in the size and quality of American homes was only just beginning to catch up with real income growth for the first time in decades.3 It has been at least forty years since this country has been truly engaged in a residential building boom. Table 1 compares the growth of total personal spending adjusted for inflation to the growth of spending on housing.4
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			Table 1 tracks real values—size, quality, amenities, etc. This doesn’t mean we spend less of our incomes on housing than we used to. It just means we aren’t getting larger or better homes for that spending. That is especially the case since the financial crisis. Residential investment over the past decade has returned to Great Depression levels, so that the growth in the real value of our homes has only averaged 1.3 percent annually since 2006. Yet, according to the US Bureau of Economic Analysis (the BEA), we are spending more of our incomes on rent than at any time since the Great Depression.5

			That is one of the notions about the housing bubble where our intuition fails us. It seems obvious that if we are investing more in new housing, then we will be spending more to live in that housing. To the contrary, increasing the supply of housing leads to lower rents. This is especially true where the problem is most acute. If cities like New York and Los Angeles allowed as much residential investment as cities like Atlanta, rents there would plummet. An underappreciated perversity of the twenty-first-century American economy is that our leading economic metropolitan areas—New York City, Los Angeles, San Francisco, and Boston—have much higher housing costs than the rest of the country, and the main reason is that they allow far less home building than other cities.6

			That is a strong reason to support an active home building market. The value of new marginal investment in the housing stock is generally claimed by tenants, mostly because rents on the existing stock of homes decline.7 Rising rents have been a major component in the rising cost of living over the past few decades, and the lack of residential investment is the main reason.

			Imagine a world where doctors encouraged smoking, where marriage counselors encouraged secretive philandering, where business consultants encouraged procrastination, or where schoolteachers encouraged the popular children to taunt and bully kids with special needs. Regarding the housing bubble and the recession, economists and policymakers have been making a mistake of similar proportions. Almost all respectable economists and policymakers have agreed that the pivotal issue with the American economy as we entered the Great Recession was that we had built too many homes—we had tricked ourselves into unsustainable residential investment. Our collective reaction to the accumulating financial crisis was deeply affected by the presumption that a housing boom had led to unsustainably high residential investment. We must cure ourselves of that myth. In 2005, we could have used more homes, not fewer.

			I realize that this may seem like an incredible assertion to make. It isn’t an assertion I ever planned on making or expected to make. I certainly never expected to spend years of my life developing it. And, certainly, there is never a shortage of half-baked theories about how economists are wrong about things. Yet the evidence for this assertion is overwhelming. I have been overwhelmed by it. I have been surprised by it. And I am left with little else to do but share with you the conclusions that the overwhelming evidence should compel us to reach. The health of the American economy depends on getting over our fear of housing.

			A Brief Overview of Conventional Wisdom

			Debates continue about the causes of the Great Recession, but they largely share some basic presumptions. First, an inevitable housing bust that began around 2007 was the result of a housing bubble that had developed in the previous years. The excesses of the bubble were underestimated, so policymakers were surprised by the extent of the bust, and eventually that bust grew into a financial crisis and the Great Recession. If the bust was inevitable, then the answer to “How could we have avoided the financial crisis and the recession?” seems like it is obviously, “We should have avoided the housing bubble to begin with.”

			How would we describe the housing bubble? Among the conventional answers are as follows:

			»   A flood of new mortgages to unqualified borrowers that led to an unsustainable increase in home ownership.

			»   Speculative buying that drove prices far above historical norms with no relation to rental value or ability to pay.

			»   A rise in newfangled financial securities that drew capital into a bloated housing market.

			»   Foreign savings that flowed into the US, also flooding the housing market with capital.

			»   Low interest rates created by the Federal Reserve.

			»   A massive oversupply of housing as a result of all that excess capital.

			There is an undeniable core of truth in some of these observations, or at least some basic observable fact that seems to have confirmed that they were correct and momentous. Yet, there is still unresolved debate about some of those claims and others that are wrong.

			There were pockets of speculation toward the end of the housing boom, but there really wasn’t a shift downward in average homeowner income or in measures like home buyers’ credit scores.8 Prices certainly were very high in some cities, but rising rents really were the most important reason for that. In most cities where prices have shot up far higher than household incomes, it is because rents in those cities are eating up more of their incomes and will continue to.9

			Activity in the private mortgage-backed securitization (MBS) market did surge from mid-2003 until 2007, but that activity was a relative latecomer. Home ownership had peaked by 2004. That lending activity increasingly facilitated investor and speculator activity rather than financially marginal home buyers.

			The more complex securities like the more exotic types of collateralized debt obligations (CDOs) were especially latecomers, really only becoming popular when construction, home ownership, and sales were all near their peak levels or declining. That decline lasted for nearly two years before the official beginning of the recession. Those complex securities are frequently the focus of retrospectives about the financial crisis. CDOs, and especially the more exotic types with names like CDO-squared and synthetic CDO, were important factors in how the financial crisis played out, but they really had very little to do with the relentless upward march of housing costs in the most expensive cities like Los Angeles and New York City.10 

			Has the lack of active private MBS and CDO markets since the crisis caused housing in New York City and Los Angeles to become more affordable? Are American working-class families now flooding into those cities because, by taming the out-of-control mortgage market, we now live in an unprecedented era of affordable urban housing? To the contrary, the high rents that were the primary driver of rising home prices have only continued to soar.

			Limited housing supply in a few prospering cities (New York City, Los Angeles, San Francisco, and Boston, primarily, which I refer to as the “Closed Access” cities) drove up local rents and prices. Those rising costs induced hundreds of thousands of households to move away from those cities in search of a lower cost of living. The places associated most directly with a housing bubble (cities in Arizona, Florida, Nevada, and inland California, which I refer to as the “Contagion” cities) were overwhelmed by this wave of migration.

			We might truly call the housing markets in the Contagion cities, between 2004 to 2006, bubbles. Yet, even there, the real story of what happened is not a story of booming excess. Those areas were overwhelmed by a migration wave because they were less expensive. The new households flooding into those cities were coming in search of compromise. For many of them, these were second-best substitutions for cities they could no longer afford to live in.

			Certainly, in the midst of this housing refugee event, there was speculative and fraudulent activity. A homeowner, a developer, or a housing investor who watched the entire string of events from within a Contagion city could be forgiven for viewing it simply as a speculative bubble. Yet a boom in cheap substitutes is not the sign of a thriving or overstimulated economy. It is the sign of an economy deprived of better goods and services. The bubble that was busted was already a bubble in compromise and exclusion. It was a bubble that should have been busted with more supply—more homes in California and the Atlantic Northeast—not busted with a crackdown on the growth of money and credit.

			Americans were investing in new homes in 2005 at a sustainable, relatively neutral pace in line with rising incomes. But our most prosperous cities now fail to allow even a normal amount of housing or population growth, so normal growth leads to upheaval in those cities. What looked like a country with a bubble was really a country that has become incapable of supporting reasonable levels of residential investment. A country tied up in knots.

			If you live in a Closed Access city, in order to increase the size and quality of your home, some other poor sap will need to be nudged out of the city to make more room for you. That is the story of the great housing bubble. The Closed Access cities will only allow a limited amount of residential shelter. When our economy grows faster than the Closed Access cities are willing to grow, then an ugly process of segregation into and out of those cities takes place. So, ironically, at the height of the so-called housing boom, the population of the Closed Access metropolitan areas was declining.

			In short, fundamentally, the housing bubble was triggered by a localized housing shortage, not a national oversupply. All of the apparent excesses and cataclysms were side effects of that central problem. At its core, this was a drama caused by deprivation rather than profligacy.

			Rents are a key point where the conventional wisdom has been thoroughly and explicitly wrong, which demands a wholesale reinterpretation of the financial crisis. The key assertions underpinning the conventional story of the housing bubble are that (1) prices were rising with no connection to rents and (2) supply was being created with no connection to demand for shelter.11 This is simply false. As wisdom grows with hindsight, the point is obvious. Clearly, the places where home prices were and are the highest are the places where rents are the highest.

			Before the mid-1990s, rents didn’t differ as much between metropolitan areas, and so before then, prices among different metropolitan areas weren’t nearly as different as they are today. The Herculean irony is that this period that led to a moral panic about irrational home prices was based on a rational, systematic reaction to that problem. Every year, as housing supply in the Closed Access cities has fallen further and further behind the demand for it, rents have risen to levels previously unheard of, systematically driving up prices.

			The Financial Crisis Inquiry Commission (FCIC) was the massive governmental project meant to get to the bottom of the financial crisis. In their report, numbering hundreds of pages, they spent one paragraph on rents, and in that paragraph, they dismissed rising rents as a cause of the bubble, citing rising price/rent ratios. Now, it is plausible that a financial bubble could lead to irrationally rising price/rent ratios. It just so happens that in this case, for the most part, it hadn’t. The places where price/rent ratios had risen the most were places where rents had risen the most! Buyers were driving up prices because they could see that rents were going to continue to rise.

			This problem has gotten so bad that locals now get angry at plans to bring in corporate headquarters or to expand facilities with highly paid workers because higher pay will just cause local rents to rise. When angry local activists throw rocks at Google commuter busses, they aren’t angry that the riders in those busses are overpaying for homes they can’t afford. They are angry because the riders in those busses can afford to pay more for housing. Whether they know it or not, they are angry because whenever anything economically good happens, their cities’ strict housing policies turn that progress into a nasty process of economic sorting and segregation—a game of economic musical chairs.12

			The FCIC recognized that this was an important empirical point to make because if rising prices were mostly related to rising rents, then the entire project would be turned on its head. Rather than an irrational bubble, rising rents would suggest that the housing boom was driven by a basic demand for shelter. That is, in fact, what was happening and financial markets, at most, were facilitating this fundamental demand. The FCIC and most others got this small but incredibly important fact very, very wrong. Just on this single point, the entire literature on the housing boom and the financial crisis requires a reassessment.

			The Contagion cities were the only places where prices did rise and fall without such a strong systematic influence from rising rents. By 2004 and 2005, the migration out of the expensive Closed Access cities was getting large enough to be disruptive. That migration consisted of (1) households with lower incomes who had mainly been renters, and who were forced out of the Closed Access cities by rising costs, and (2) homeowners with higher incomes who decided to realize windfall capital gains from selling their Closed Access homes. These migrants spread out through the country, but they especially ended up in certain popular landing spots for Closed Access refugees—the Contagion cities. In 2005, the populations of Arizona and Nevada increased by more than 1 percent, just from the net inflow of migrants from California.13 The FCIC report does not contain a single word about migration.

			The FCIC entirely missed the core components of the story.

			Both rising construction activity and rising prices tended to occur in the same cities. The Contagion cities and the Closed Access cities were the main locations for that activity. The housing boom was, in fact, inducing new construction where it was desperately needed. The more desperately it was needed, the higher local prices were driven.14 There really wasn’t a building boom in the rest of the country.

			There were places that couldn’t build homes fast enough because they were tied up in knots. There were places that couldn’t build homes fast enough because they were flooded with people escaping those places. And there were a lot of places where construction was just normal. That’s it. That describes just about everywhere. The statements you see in a thousand books and articles that we were building too many homes don’t describe any actual place.15

			We have made ourselves poorer by tying ourselves up in regulatory knots. When you are poorer, basic necessities become more expensive. You could say that our collective mistake was to notice this problem—that basic necessities were more expensive—and to conclude the reason things were more expensive was that other people had too many dollars. We blamed the Fed, the bankers, and government subsidies. The problem, instead, was that we didn’t have enough, regardless of how many dollars everyone had. We were so lacking in housing that families were literally crossing state lines in search of it.

			This is how we came to embrace failure and crisis. These exclusionary cities have become a tumor ballooning in the belly of our economy, and we shamed ourselves for our swelling obesity. We aimed to starve ourselves to cure it.
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			American Exceptionalism since 2007

			Global forces have collided to create these intense pressures for housing in select urban centers. The information age has made some cities important centers for innovation and economic activity. In the past, those cities would have grown as a result of that. But over the course of the twentieth century, many cities have accumulated a dense web of local regulations that make it very hard to build a lot of homes. So, the owners of the metro area’s real estate effectively become an accidental cartel in control of a limited resource—the OPEC of urban shelter. The de facto production caps are created through countless objections and delays to new urban housing, facilitated by municipal planning departments.

			In this regard, the United States is not unusual. Many developed economies face similar problems. London in Great Britain. Sydney in Australia. Toronto in Canada. There are also countries that have not been as captured by this problem—for example, Germany, Japan, and South Korea. The United States has a foot in both worlds. We have the Closed Access cities, but we also have economically dynamic cities where housing is not constrained and where home prices remained moderate—for example, Dallas, Houston, and Atlanta.

			The common explanations for the housing bubble are oddly America-centric: Fannie Mae and Freddie Mac, subprime mortgages and bank deregulation, loose Federal Reserve policy, federal housing subsidies, and home ownership programs. But the expansion of the American housing market before 2007 was not particularly unusual internationally, either in terms of prices or of construction activity. All of those explanations should be suspect.

			On the other hand, compared to other large, developed economies, our housing market has been unusual since 2007. Across the board, housing prices and starts collapsed for years. Construction employment has collapsed compared to other countries. Prices in Closed Access cities have declined compared to places like London and Sydney. Prices in cities like Atlanta and Houston have declined compared to places like Germany and Japan.

			Prices weren’t unusually high in the United States before 2007 compared to our international peers, but US prices after 2007 have been unusually low. According to the Organisation for Economic Co-operation and Development (OECD), home prices adjusted for inflation in the US were about 38 percent higher in 2019 than they had been in 2000. In other anglosphere countries (the United Kingdom, Canada, Australia, and New Zealand) they were up from 86 to 178 percent. The postindustrial urban housing problem is hitting all of these countries. The thing that has made us different has been that our home prices have been very much lower since 2007 compared to the other countries.16

			The same can be said of construction employment. On the eve of the Covid-19 pandemic, the total number of workers in the construction sector in the US was about 15 percent higher than it had been in 2000. Construction employment in the UK has grown slightly more than in the US—about 20 percent. In the other countries, construction employment has grown anywhere from 72 to 112 percent.17

			What if construction employment in the US could have followed along with employment trends in Australia and Canada? There were about ten million construction workers in the US in 2000. The difference between the American economy and other anglosphere economies amounts to millions of jobs.

			The hard truth is that there was no overarching reason why millions of workers in the construction sector had to be thrust into long-term unemployment. The bust was the result of a mania that developed in the United States that came to see the bust as inevitable. Credit markets began to tighten. Expectations of falling home prices mounted. And the broad national reaction was, “It’s about time.” We treated the bust as medicine that needed to be taken.

			That medicine cured nothing and only created disastrous side effects because it was based on false premises. Measures that might have created broad stability were delayed or avoided because those measures would “bail out” speculators and lenders, and when the Federal Reserve and the Treasury finally did implement some measures aimed at stabilization, they were widely criticized. They are still widely criticized today for bailing out Wall Street.

			In the vast expanse of the country where home prices had remained moderate during the boom—places like Oklahoma City; Raleigh, North Carolina; and Birmingham, Alabama (the list is long)—a mortgaged home was about as affordable as it had been for many years. By 2012, those houses were more affordable than they had been for decades.18 This affordability was mostly achieved by denying mortgage credit to large segments of the population, which destroyed demand in the most affordable markets. And households who already owned homes in affordable neighborhoods had their life savings sucked out from under them as their home values collapsed.

			Most of the collapse in the affordable markets happened after the financial crisis of late 2008. Most of the defaults happened after that, also. The collapse engineered by public policy was not the mirror image of the boom. There was some snapback in the Contagion cities, which mirrored the previous run-up in prices. But collapsing home values in affordable cities like Oklahoma City, Raleigh, and Birmingham weren’t reversing anything. The collapse also wasn’t a mirror image of the boom within metropolitan areas. In most cities, home prices had risen by similar amounts in both expensive and affordable neighborhoods. Yet, after the financial crisis, in every kind of city, whether home prices had been high or not, the damage was usually the greatest in the most affordable neighborhoods.

			Patterns in homeowner characteristics also don’t match the boom-and-bust picture. Between 1995 and 2007, characteristics like income and education were becoming more important factors in who owned homes, not less. And contracting mortgage markets after 2007 have only reinforced that shift. Compared to 1995, there are fewer low-income homeowners with less than a college degree. By contrast, there are more high-income or college-educated homeowners.19 On net, the buyers during the boom were college-educated professionals, but it has been less-educated borrowers with lower incomes who have been blocked from getting mortgages in the fallout.

			The rotten fate of those homeowners in Oklahoma City and Birmingham became inevitable because we collectively insisted on it. Public reactions to the events and policy choices of 2006 onward were deeply influenced by the false idea that Americans had been overinvesting in housing to an extreme.

			What happens to an economy when a very important asset that is in short supply is treated as if it is in an unsustainable surplus that must be “worked off?” In a word, a crisis is what happens, and a crisis is what did happen. We must look again at those public reactions and policy decisions with clear eyes.
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			Kicking the Tires on the Evidence

			Before I get into the details of the chronology of events, I want to take a moment to think about how collective understanding requires a canonized base of knowledge: a set of facts and concepts that can be asserted with little or no proof. There has to be a canon, even if it isn’t right. It certainly never is completely right.

			This is obvious when we look back in history. For most of history, the idea that invisible organisms caused sickness was not part of the canon. The idea that species evolved from previous forms of species was not part of the canon. The idea that the earth orbits the sun was not part of the canon. And so on. Their absence left voids that were filled with other conjectures, sometimes with disastrous results. Those conjectures were believed just as fervently as we believe in our own received canon.

			In 1847, a Hungarian physician named Ignaz Philipp Semmelweis discovered that a fever which frequently killed mothers in birthing wards could be greatly reduced if physicians washed their hands before dealing with patients. He faced significant opposition, and the practice wasn’t fully accepted until after he had suffered a nervous breakdown and died in an insane asylum.

			From our point of view, European doctors must have been an outrageously stubborn group. They were literally killing many of the expectant mothers that sought their care. But they had their own explanations that made sense to them for the fever. It might seem easy enough to wash your hands before dealing with patients, but if we all agreed to take easy precautions against every oddball warning we heard, we would spend our entire day taking easy precautions against things that would turn out to mostly be crackpot theories. The canon should be hard to change.

			During the housing boom, American builders kept putting up more homes. Prices kept climbing in spite of all the new units. Lenders kept creating new mortgage products in order to keep the whole racket going. It seemed obvious what was happening. And the air was filled with damning, if circumstantial, evidence.

			Forecasters had been predicting a decline in housing starts since back in the mid-1990s.20 Yet housing starts continued to rise for a decade along with prices. With each passing year, the forces that were causing the bubble appeared more powerful and dastardly.

			Case, Shiller, and Thompson documented the unrealistic expectations of home buyers who thought prices would continue to rise at an unsustainable pace.21 In 2010, The Washington Post included the idea that housing prices always rise in a series of the ten worst ideas of the decade. “Countless delusions and mistakes brought on our financial crisis, but none did as much damage as the belief that home prices never go down…[A]t the start of this decade, this belief became the lynchpin of an entire investment philosophy.”22 Chuck Prince, the CEO of Citigroup, famously said, “As long as the music is playing, you’ve got to get up and dance.”

			These are all images of lemmings heading for the cliffs. Could those attitudes move trillions of dollars of capital into unneeded and inflated assets? It’s plausible, but hard to prove. Yet there was so much evidence. What further proof did we need? There are countless papers quantifying the effect of lending standards or bank deregulation on home prices. It really would be ludicrous to completely deny the connection.

			Some combination of speculation, reckless lending and borrowing, or of federal fiscal or monetary over-stimulus seemed to be fueling a bubble. A bubble is bound to eventually bust. The debate continues about exactly which source of overstimulation created the bubble. Yet the consensus formed early that some form of overstimulation had occurred. And, disastrously, that meant that there was a consensus that bad things were bound to happen in the American economy even before bad things happened.23

			Unfortunately, the consensus—the canon—was wrong. But the canon doesn’t change easily for a reason. That makes the task I have set out here, at once, both difficult and easy. It is difficult because changing the canon should be difficult. It is easy because the canon is supported by shadows of apparent evidence that have never been stringently vetted. The housing bubble filled a void when we needed an explanation for the developing economic contraction. Once that happened, we were satisfied with corroborating evidence that was merely plausible. Contradictory

			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			




OEBPS/Fonts/CrimsonText-Italic.otf


OEBPS/Fonts/MinionPro-Regular.otf


OEBPS/Fonts/CrimsonText-Bold.otf


OEBPS/Images/icn.png





OEBPS/Fonts/Montserrat-Bold.otf



OEBPS/Images/cover.jpeg
'BUILDING
GROUND UP

RECLAIMING
THE AMERICAN
HOUSING

y

NN






OEBPS/Fonts/MyriadPro-Regular.otf





OEBPS/Images/posthill_v_black.png
Post]Hill

PREGS





OEBPS/Images/Building_From_the_Ground_Up_Interior.png
BUILDING
FROM THE

GROUND UP

RECLAIMING
THE AMERICAN
HOUSING
BOOM

KEVIN ERDMANN







OEBPS/Images/icn1.png





OEBPS/Fonts/AGaramondPro-Regular.otf


OEBPS/Fonts/CrimsonText-BoldItalic.otf


