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			Praise for The Secret Wealth Advantage

			It’s the secret hiding in plain sight. Enterprises founder – and families lose their homes – because owners are deprived of the knowledge that would have saved them from the cyclical pitfalls in the capitalist economy. The experts did not (and still do not) see these crises coming, but no-one need fall victim to the next crash. Akhil Patel documents the inside story with a blow-by-blow account of the trends that make the difference between wealth and the fatal wounds endured by those who remain wilfully blind.

			—Fred Harrison, economist and author, Boom Bust

			With an impressive grasp of financial and economic history, the author paints a colorful picture of the interplay of economic forces and investor emotion that drives market cycles and the principal periods of boom and bust that many of us have experienced. But more than that, he sets out practical ideas on how to navigate them. All investors should read this book.

			—Dr Daniel Crosby, author, The Behavioral Investor

			After allocating over $80 million of equity during stages of sheer panic as well as unbridled mania, I can tell you, the investment world is chaotic. Every day, week, month, year we are bombarded with new explanations as to why market cycles behave the way they do, and none seem to stand the test of time...until now. With this book, you’ll not only intellectually understand markets and why they move, you’ll be able to take full advantage of it. Every investor needs this book.

			 —Hunter Thompson, founder, RaisingCapital.com and Asym Capital

			The Secret Wealth Advantage fills a big missing piece of a financial puzzle that has been bugging me for over 30 years: I only wish I had read this at the start of my financial career. It has now usurped Reminiscences of a Stock Operator as my number one investment book recommendation. I never thought that would be possible. Akhil’s work is worth 1000 times the cover price, although I could be undervaluing it enormously.

			—Paul Rodriguez, director, ThinkTrading.com  and host of the State of the Markets podcast

			I’ve been following Akhil’s work for many years, and it’s completely transformed the way I think about investing. It’s astonishing that these ideas aren’t more widely known, but this is to your advantage: now Akhil has brought them together into such a lucid and compelling book, it’s never been easier to become a more successful and confident investor.

			—Rob Dix, author, The Price of Money

			Akhil Patel’s The Secret Wealth Advantage actually contains secrets! I was blown away by some of the correlations Patel found between the signal and the noise. The Secret Wealth Advantage is like having a translator to today’s volatile economic environment and helps you turn uncertainty into clarity, especially when it comes to long-term planning. If you don’t read this book, don’t blame me.

			—Lewis Schiff, author, Business Brilliant

			The Secret Wealth Advantage is a beautifully written book, using stories to illustrate each stage of the wealth cycle, providing markers to track it in real-time and real-life actions to take advantage of the cycle. It provides clear explanations of how and why the cycle takes place and why no one sees it. If you want to save yourself a lot of money in the market from trial and error, and years of study, then this book is a must-read for all investors, young and old. Great work, Akhil!

			—Jason Pizzino, private investor and cryptocurrency educator

			Extremely well written; clearly thought through; and very convincing. I will certainly use the 18-year cycle in future.

			—Tony Plummer, author, Forecasting Financial Markets  and The Law of Vibration

			Entrepreneurs are the rockstars of the business world, disrupting industries and creating wealth. But sometimes, even the most successful entrepreneurs can’t seem to catch a break. Economic cycles wreak havoc on even the most promising businesses. The problem is that many entrepreneurs are too focused on the bottom line to notice the warning signs. They don’t have time to become experts in investing. That’s why I endorse Akhil Patel’s book The Secret Wealth Advantage. It’s the first macroeconomic model that made sense to me and it helps entrepreneurs stay ahead of the curve. Ignore this at your peril.

			—Perry Marshall, author, 80/20 Sales & Marketing

			“You don’t know what you don’t know” circulated through my mind as I read Akhil’s book, The Secret Wealth Advantage. Page after page, concept after concept, much of what I thought I knew about economics and finance was challenged and enhanced. There is so much we don’t know about the financial system, boom and bust cycles, credit and – money! What propels the complexity and causes crises? What makes it tick and click along? Akhil explains it all with depth and simplicity. The Secret Wealth Advantage is a timely and important book that will help anyone – novice or pro – gain fundamental insights that change the way we should think about, and create wealth.

			—AdaPia d’Errico, principal and VP of strategy, Alpha Investing  and co-founder of Womxn of Wealth

			This is a brilliant book – absorbing, enlightening, unputdownable. By bringing the role of land in the economy back into view, it makes dazzlingly clear what drives the cycle and when it will turn. This is a must-read for anyone who invests in property or stocks.

			—Caroline Ward, property finance broker
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			Introduction: “Why Did No One See it Coming?”

			When the crisis came, the serious limitations of existing economic and financial models immediately became apparent… Macro models failed to predict the crisis and seemed incapable of explaining what was happening to the economy.

			Jean-Claude Trichet, President of the European Central Bank, 18 November 2010

			The question

			In 2008, the best of times became the worst of times. The age of the seemingly endless expansion morphed into the age of the rolling, catastrophic crisis.1 Throughout the year, waves of banking and business failures rocked the global economy, each one causing ever more destruction. In September, the failure of Lehman Brothers, the venerable Wall Street investment house, brought financial markets to the brink of collapse. The stock market, already down 40%, was still falling hard. Property prices had crashed, in some places by 50%. International trade stalled and business credit froze. The price of oil fell 75%, signalling that a deep economic depression was coming. It was, said Ben Bernanke, head of the world’s largest central bank, the “worst financial crisis in global history”.

			This was the turbulent backdrop to a visit, by Her Majesty Queen Elizabeth II, to the London School of Economics. Invited to open a building, she had let it be known in advance that she was greatly concerned by events and wanted to find out what was going on. If a clear explanation of the chaos was to be found anywhere, it would be at the LSE, the world’s oldest economics institute, whose founding creed was rerum cognoscere causas: understanding the causes of things.

			Once the formalities had been completed, the Queen was briefed by Luis Garicano, professor of economics and strategy. He had prepared a short presentation and explained how bad things had become. “It’s terrible!” the Queen exclaimed, once he had finished.

			Then she asked, “If it was so big, why did no one see it coming?”

			The answer

			Professor Garicano awoke the next morning to find out that his encounter with the Queen had made news headlines around the world. This was the Queen after all. It was her first public utterance about the crisis. And she had asked the question that everyone wanted to know the answer to.

			The story garnered so much attention that the British Academy, the UK’s leading humanities and social sciences institution, convened a roundtable of experts to discuss her question. It summoned the wisest people in the country: leading academics, captains of industry, experienced bankers, parliamentarians and top government officials, among them 11 full professors, seven senior civil servants and seven knights of the realm. In June 2009, the Academy provided Her Majesty with a formal answer.

			To summarise their response, they said that some people knew that a crisis might have been coming but no one knew when it would happen, what it would be like and how bad it would get. Everyone seemed to be doing their job, including those who were managing risks. What reason was there to question them, because at the time it all seemed to be going rather well? The world was prospering like never before as large developing countries, such as India and China, had become part of the global economy. Everyone had jobs and could spend their money on goods and services that were becoming more and more affordable. Businesses were expanding and governments were flush with tax revenues to invest in things people wanted, such as hospitals and schools.

			They also believed that they could deal with the fallout if problems arose. They freely admitted that this had been a case of very wishful thinking because no one could see the bigger picture.

			So they did not know it was going to be so big and they didn’t see it coming because such things cannot really be foreseen, and no one had any incentive to do anything about it anyway. But they committed to learn lessons from this episode and hoped to do better next time.

			The crisis, their letter concluded, “had many causes, [but] was principally a failure of the collective imagination of many bright people.”

			The ‘failure of the collective imagination’

			When you think about it, is this not a shocking statement? 

			In what other scientific discipline could an expert get away with attributing the most important phenomenon that he or she could study to a failure of the collective imagination? A phenomenon that destroyed trillions of dollars of household wealth, that resulted in millions of people losing their homes and their jobs, that saw the retirement dreams of pensioners evaporate into thin air; a phenomenon that affected everyone on the planet. 

			We will never know what the famously inscrutable monarch thought about the answer she received: given how many economic booms and busts she witnessed over the course of her long reign, it is likely she found it spectacularly unsatisfactory.

			This was not an abstract issue for academics to debate endlessly. It had real-world, immediate consequences which, in addition to the economic devastation, could be seen in the widespread rioting, occupation of public spaces and mass protests in major cities over the next few years. Such anger was testament to the depth of the pain experienced by millions by whom the crisis was unforeseen, for which they were unprepared and from which they were unable to escape. The fury also expressed itself at the ballot box.

			The 95-year-old, working-class father of one voter despaired at the collapsing stock market and, around the time of the Queen’s visit to the LSE, sold his entire stock portfolio after hearing a financial professional on television declare how much worse things would get. The father had spent a lifetime working hard, paying his taxes, living frugally and investing what little money he could spare. But just as experts had failed to anticipate the crisis, they also failed to forecast the subsequent recovery. The poor man sold close to the bottom of the market and, in a stroke, lost most of his life savings. His son’s rage at the father’s misfortune turned to a deep and abiding hatred of the system, and he pledged to wreck it from within. As he later said, “Everything since then has come from there. All of it.” And a lot did come thereafter. For in 2015 he, Steve Bannon, became the adviser to a rowdy real estate mogul and reality TV star by the name of Donald Trump who was running for the office of US President.2

			The crisis affected me personally also. In 2009, my family’s business almost went under. Small business owners like my father and uncle are at the sharp end of the capitalist system. Their companies are innovative, lean and resilient. They are the reason why our economies are so dynamic because they are constantly adapting to survive. They also employ the majority of people in any country, and many of them have relationships with their staff that large companies cannot replicate. They rely on banks to extend loans for working capital and renewing plant and equipment. This is why banks exist – to advance credit for production. But in a boom, banks overdo their lending, not to support more production but to finance speculation, mainly in property. This is where they earn highest fees and loan interest. In a crisis, banks retrench to save their balance sheets and it is small businesses, the backbone of the economy, that suffer because they are denied the credit on which their continued survival depends.

			The results are catastrophic for economies and often terminal for the affected businesses. So it was with us. The bank used a feeble pretext to call in loans from an otherwise perfectly healthy pharmaceutical business, a company that, given its sector, could thrive in a recession. This callous action was almost fatal. While the business survived, it precipitated a series of problems that continue to reverberate today, over a decade later.

			I sympathise with Bannon. Seeing the life’s work of your parents almost go up in smoke is a deeply upsetting experience. As with Bannon, everything since has come from the crisis. In my case, however, it did not cause a mad urge to bring things down; rather, a determination to build something better out of it. I vowed to leave no stone unturned until I properly understood what had happened, and why; whether the crisis would happen again, and when; and what we would do, next time, to stay safe so that neither my family, nor families like ours, would suffer such problems again.

			The search for the true cause

			My initial quest proved challenging. People had much to say about why the crisis had happened: it was due to the culture of American (or Western) capitalism, or its corrupt bankers; or to the political influence of the financial industry, and the weakness of politicians in standing up to it; people were addicted to borrowing, and many policies promoted widespread (mortgaged) homeownership; further afield, some argued it was the Chinese people who, in saving too much, had pushed global interest rates too low. Many explanations were proffered but all seemed, to my mind, partial and focused on symptoms, not causes; and none gave me confidence that I would be ready for the next crisis.

			I persisted despite these early setbacks, because I had a hunch that the answer I was looking for was out there. Approximately 18 years before, in the early 1990s, many countries had experienced banking crises, a slump in the property market and a deep recession. As it happens, our family business had gone through significant difficulties at that time also. My memory of those years, when I was a young teenager, was of an unsettling period. The secure world of my childhood turned out to be a mirage: it was capricious and uncertain. The adults were worried. Spending had to be cut back. People around us were losing their jobs, their businesses and even their homes. Reflecting back on that experience in 2008, it seemed to me that the two episodes shared many similarities; but I wondered why no expert was making the connection, and whether this 18-year span was important.

			Also in the early 1990s, I had received another clue, though I did not at the time understand its significance. At school every morning we attended assembly, where we gathered for a period of prayer, to get updates on school business, and listen to a passage of scripture, literature or philosophy. I would not always pay close attention; but one morning, I was transfixed when I heard an extract from a book written by a 19th-century American economist. The author described the settling of the frontier and explained the process by which the value of land increased as settlements became towns, and towns became cities. In my search for answers now, I returned to this author, Henry George. I found he had been asking the same questions in the 1870s that the Queen and I were asking now:

			
					Why do we keep going through periodic booms and crises?

					What drives them?

					Why does no one predict them?

					What can we do about them to stay safe?

			

			His work, Progress and Poverty, I discovered, was a masterpiece, clear in its explanations and profound in its implications. He articulated universal laws of economics and marshalled them with precision to explain how economies kept moving from growth to boom to bust. I had not seen anything like it elsewhere. 

			I could not quite understand how someone who had all the answers was not referred to by everyone studying the crisis. George had published his work in 1879: perhaps his insights had not stood the test of time?

			The economy’s hidden order

			Decades later, George’s ideas were applied to the modern economy by a small number of brilliant researchers. Their findings were remarkable. They demonstrated that predicting such crises, and the booms that precede them, is not only possible but, once you understand how things work, actually rather straightforward, even in our highly complex and interconnected world. These crises had a very specific cause and one that was to be found in the property or, more precisely, the land market. The proof: these authors had seen the events of 2008 coming, years in advance.

			Those who had written to the Queen were wrong. It was not a problem of a failure of imagination. The crisis was part of a regular pattern that has persisted for hundreds of years and is hardwired into our economies. The 18-year time period I had wondered about earlier was important – because this is the measure of a full economic cycle. Understand where you are within it and you know what is likely to be coming next.

			These authors had identified and articulated the rhythm of our economic universe. Where most only saw complexity, they had revealed the economy’s hidden order. Having now seen it, I knew I would never look at things in the same way again. I was now confident that what seemed to be a chaotic world could be mastered. In the years since, I continued my research: I was not satisfied with just explaining events. I wanted to predict them and give people ideas about what to do when they happened. I began to write a newsletter to make my forecasts public so that people could see for themselves. I continued to mine a wide range of works for investment ideas, finding practical ways to apply the knowledge of the cycle to real-life financial decisions, not just what to do but when to do it. My goal, in short, was to build an investment guide to the future.

			This book is that guide and is the fulfilment of the promise I made to myself all those years ago.

			Everyone is affected by the cycle, whether they are an employee embarking on or developing a career, an entrepreneur growing a business, an investor building a portfolio, or a retiree living off a lifetime of savings. Ignore the lessons in the pages that follow and you will forever be doomed to suffer from the cycle’s periodic crises. If you learn them well, you will bend the cycle to your advantage. You will benefit from the boom that will take place in the coming years. When the next crisis hits, you will be well-prepared to weather it. Because there will be a next time.

			Years after the Queen’s visit to the LSE, I interviewed Professor Garicano, who had gone on to become a Member of the European Parliament. In his view, incentives were key to the crisis in 2008 arriving as it did, and none of them had changed. I asked him if any of the lessons had been learned, as had been hoped for by those at the British Academy.

			His response was unequivocal: “No, they had not.”

			

			
				
					1 Tooze (2018), p. 156, 160–163. Other sources: the UK tipped into recession in April 2008 and would not return to pre-crisis levels of output for five years. Unemployment peaked at 8.4% in July 2013. US unemployment peaked at 10%. The effect on emerging economies is highlighted in IPPR’s ‘Financial crisis and developing economies’. The contrast between the financial crisis and the 2020 pandemic can be found here: Gopinath, G. (14 April 2020), ‘The Great Lockdown: Worst Economic Downturn Since the Great Depression’, IMF Blog, retrieved from www.imf.org/en/Blogs/Articles/2020/04/14/blog-weo-the-great-lockdown-worst-economic-downturn-since-the-great-depression; Elliott, L. (13 October 2020), ‘IMF estimates global Covid cost at $28tn in lost output’, The Guardian, retrieved from www.theguardian.com/business/2020/oct/13/imf-covid-cost-world-economic-outlook.

				

				
					2 Lemann, N. (2017), ‘The Problem with Steve Bannon’s Story About His Father’, The New Yorker.

				

			

		

	
		
			How This Book Is Structured

			This book takes you on a journey in time – past, present and future – through the course of an 18-year economic cycle. In what follows the terms ‘18-year’, ‘economic’, ‘property’ and ‘real estate’ cycle are used interchangeably.

			We begin as the new cycle commences, during its hesitant early days when the economy is moribund and people fearful; we travel through periods of expansion and, along the way, endure shocks and even minor recessions; we journey then through the economic booms and bouts of wild speculation and mania that precede the cycle’s climax; and then finally we get to the catastrophic crises and depressions that bring the cycle to a close, some 18 years later.

			Each cycle has four great Acts:

			Act I: Recovery. Out of the ashes of the prior cycle a new one is born. The economy recovers and, over the next six to seven years, expands again as confidence returns.

			Act II: Mid-cycle. A minor recession takes place. Fear returns, but the slowdown is comparatively short and does not involve a crisis.

			Act III: Boom. This leads to a much broader boom over the next six to seven years: there is higher growth, abundant credit, surging stock and property markets and, finally, two years of outright excess before the cycle reaches its highest point, 14 years after it began.

			Act IV: Crisis. The cycle ends with a terrific crash and depression. The economy must be rescued from its deep malaise; the ruins are cleared over a period of four years. Thus an 18-year cycle ends, and a new one begins.

			These four Acts inform the structure of this book.

			You are about to follow a full 18-year cycle as it plays out over the course of the four Acts. Each Act contains one or more stages of the cycle, with a chapter devoted to each one. These chapters describe what happens at that stage of the cycle, illustrated using a particular historical episode and supported by analysis enabling you to track the unfolding cycle in your own era, whenever you happen to be reading this.

			But the book does more than simply take you through the sequential stages. Explanatory chapters within each Act give context to the overall cycle: what causes it; why it is hidden from view and why it endures; what determines how big the booms and busts get; and why and how, over the course of the cycle, both professional advisers (inadvertently) and fraudsters (deliberately) can lead your investment decision-making astray.

			Taken together, these sequential and explanatory chapters give you a complete understanding of the economy’s hidden order. Understand this and you will have a clear picture of what happens, and why; where we are in the cycle and what will happen next.

			The final component of the book’s structure is its practical guidance. Be it investing and taking risks, or selling and taking measures to stay safe, you will learn how to respond to the cycle and when to take action. This guidance, provided at the end of each chapter, is effectively a book within a book: The Handbook of Wealth Secrets. This embodies the book’s core purpose: to help you make better financial decisions at the right times and to give you an investment edge that even seasoned professionals can only dream of.

			This is your Secret Wealth Advantage.

			[image: ]

			In preparation for our journey, we begin with a brief overview of a full 18-year cycle.

			The Prologue takes you on a whistle-stop tour of perhaps the most famous cycle of them all: the one that, beginning around 1911, lasted through a world war,  a pandemic and the Roaring Twenties, culminating in the Wall Street Crash of 1929, a crisis that heralded the Great Depression. The Prologue will also tell you how the 18-year cycle came to be discovered and will give you a roadmap to guide you through the cycle.

		

	
		
			Prologue: An Age-old Tale of Boom and Bust

			… all those who wish to examine the truth of events that happened in the past – and which, given human nature, will happen again in the future – will find my work to be valuable: it was composed to be a possession for all time…

			Thucydides, History of the Peloponnesian War

			It would become the most celebrated age in economic history: the Roaring Twenties. The age of light, when the world was electrified. The age of travel, when the low-cost automobile whisked families far and wide and the airplane traversed the Atlantic. The age of equality, when women achieved voting rights and worked in offices. The age of culture, when people danced the Charleston and listened to jazz in speakeasies and on the wireless radio. The age of the soaring skyscraper. The age of broad prosperity and extravagant living.

			But the first half of that age was, to put it mildly, a disaster.

			Act I: Recovery

			The Start

			The new cycle emerged, as it always does, out of crisis: the Panic of 1907. Such episodes had become a regular feature of the American economy, repeating every two decades or so, without fail, since the country’s founding some 120 years prior. But this crisis went well beyond the US. In 1907, a wave of bank failures occurred in Germany, Japan, Italy, Chile and Egypt.3

			The US had no central bank to backstop the system. Amid the prospect of widespread banking failures, the great John Pierpont Morgan, the world’s leading industrialist, was beseeched to organise a bailout by getting the banking fraternity to supply funds to those finance houses experiencing runs. This  he did, even if at one point he had to lock several bankers in a room until they reached an agreement. He also impressed upon his friends the need to release uplifting news to the press and encourage religious leaders to make optimistic sermons to quell the panic.4 He extracted a heavy price from the US government for his generous intervention: its approval to build a monopoly out of the American steel industry.

			Meanwhile, many were only too happy to proffer explanations for the crisis: it was the government’s fault, or crooked bankers, or unrestrained spending by women.5 No one bothered to look into the real reason: the downturn in the property market and slump in land sales.

			The crisis did not last as long as some in recent memory, such as the Depression of 1893. Confidence and business credit were soon restored. 1909 was the low point in the real estate market. The stock market anticipated the recovery: 1908 was a very good year for it and it appreciated 47%.6

			The US government introduced a commission to look at the problems that had caused the panic, which had occurred when banks stopped lending to one another. This freeze in the banking system had happened in prior crises too – in 1819, 1837, 1857, 1873 and 1893. New regulations were therefore needed – in the form of a national central bank to provide liquidity in times of stress (the government could not rely on the ageing Morgan forever).  So, in 1913, the United States Federal Reserve was created. It was hoped that it would permanently eliminate the damaging booms and busts that had periodically racked the economy.

			Beyond the banking sector, the broader economy was looking to the future. There was an exciting new development: a novel, mass-produced technology that would utterly transform society.

			In 1908 Henry Ford introduced the Model T to the world. It was the first affordable automobile, built, he proudly proclaimed, “for the multitude… large enough for the family, but small enough for the individual to run and care for… It will be so low in price that no man making a good salary will be unable to own one.” His company had designed production processes so the car could be built quickly. In less than ten years, Ford himself watched the fifteen millionth Model T roll off the line at the factory in Michigan.

			The Expansion

			There was an upturn in the economy after 1911, some four years after the panic. A sign of increased activity was that new construction began again, albeit in limited fashion, and it picked up strongly in 1913 and 1914.7 No one knew it at the time, but it would be at least 14 years before the next major downturn in the construction industry.

			This era saw the apogee of the great European empires. Despite the dense trade connections between them, years of increasing tension and geopolitical manoeuvring (including a race to secure oil supplies), particularly between the German and British empires, resulted in world war in August 1914. Stock markets around the world were closed to avoid panic selling and remained closed for months.

			The Peak

			Non-combatant industrial powers, particularly the US (though it later joined the war in 1917) and Japan, turned to supplying the belligerents with arms and food. As a result, their economies boomed, and the price of farmland soared. The US financial system also benefited as Britain and France sold their gold holdings in return for supplies.

			Act II: Mid-cycle

			The Recession

			The ‘war to end all wars’ officially ceased in November 1918. It had been a catastrophe: 20 million people were dead. Further tragedy was to follow. The trenches through which the war was fought incubated a deadly flu virus that soldiers brought home. There was a global pandemic. For the generation shattered by war, the first consequence of the peace was the death of millions more.

			Commodity prices collapsed after the end of the war, when hoarded supplies were dumped back onto the market and the demand for war materials disappeared. The world slipped into a deep recession in 1919–20, roughly seven to eight years after the Start of the cycle.

			There was devastation all around. An entire generation of working-age men had been wiped out in all the major economies of the world. Germany paid a high price for losing the war: loss of overseas territories and crippling reparations to the victors.

			The world could not recover from this, surely?

			Act III: Boom

			The Land Boom

			In fact, it could, as this was only the midpoint of the cycle. The move out of the recession was surprisingly swift, particularly in relation to the deep disruption of the post-war period. Interest rates and taxes were cut.8 With lower taxes and cheaper credit, and a banking system that had held up during the recession (and so could continue to lend), the economy recovered in just 60 days.9 The Roaring Twenties were underway.

			There was work aplenty. Five million returning servicemen needed to be housed, and this ignited a construction boom supported by the building out of a highway system for the automobiles that many people now owned. Highways opened up a series of smaller towns close to the edges of cities – the first suburbs. With the agricultural sector in a slump and commodity prices low, people moved from rural areas to cities in search of jobs. Similar changes were afoot in Europe, especially France. Germany suffered hyperinflation caused by printing money to purchase foreign currency to cover the reparation payments demanded by the victorious allies. But once this was addressed, Germany, too, boomed. Japan also saw rapid growth in industrial cities such as Tokyo, Osaka and Nagasaki.

			The rollout of new technologies – electricity, telephone, radio and automobile – created new industries and service sectors. Electric lighting in homes opened up a range of new cultural activities, such as playing board games after dinner. Roads took tourists to the backwaters of the country, where resorts welcomed them; they could stop off at any number of roadside motels along the way. Oil refineries sprung up, as did petrol stations along highways and roads. Production was revolutionised by ‘scientific’ management techniques (pioneered by Henry Ford), and productivity and jobs increased. Unemployment dropped from 11.0% in 1922 to just 3.5% by the end of the decade. The American economy roared – growing over 5% a year.10 The radio transformed culture. For the first time, there was national participation in common leisure activities. People listened to the same music, danced the same styles and wore the same clothes, aided by the rise of national chain stores and advertising. Women were newly enfranchised; devices such as washing machines and contraceptives meant they were freed from traditional domestic roles. For the first time, they worked in offices. The androgynous styles of the era, such as the flapper dress (known as the garçonne in France) and short hair, reflected this emancipation. Novel construction techniques in America gave rise to a new building form: the skyscraper. Because of more intensive use of a site, land prices rose sharply wherever tall buildings could be built. This was not just in America; as the 1920s progressed, the French and German economies grew strongly, and their cities were adorned with elegant art deco buildings.

			So profound were the changes in the 1920s that one could credibly feel that this was a new era, markedly different to the old pre-war world. “We appear to be entering an era of prosperity which is gradually reaching into every part of the nation,” declared President Coolidge in his inaugural address of 1925, reflecting the mood of the times.

			Nowhere were the good times more visible than in the land booms in and around major cities. Automobiles and trains gave access to new lands. This created not just new towns but the fantasy of a completely new life: living in permanent sunshine in Florida, or country living in the idyllic Metro-land towns of the counties closest to London (Buckinghamshire, Hertfordshire and Middlesex), while only being a short train ride away from the big city. So it was with all the great building programmes of the 1920s across the major economies of the world.

			Government investment in infrastructure fuelled the boom – roads, railways, irrigation and drainage (in Florida), telegraph and telephone lines, and electricity. Low interest rates and tax incentives caused the Land Boom to kick off in earnest in 1924.11 Rapidly escalating land prices drew builders in to develop projects based on prospective, rather than actual, demand. Everyone rushed to the new areas to be part of the action, so that few workers could be found in the places they had left.

			The American banking system expanded significantly to provide credit for such companies – and to households wanting to take out a mortgage to acquire a piece of real estate. This expansion was facilitated by a number of technologies, such as the telephone, Dictaphone and calculating machine, that made operations more efficient. Mortgage lending increased almost three-fold over the course of the decade. Private debt increased by $40 billion in the 1920s, an amount equal to almost half of American GDP; it did so rapidly in France and Germany as well in the years up to 1928.12

			In the good times, people turned towards stock market speculation with gusto. There were plenty of stories of people of humble origin making fortunes. Household ownership of stocks increased tenfold over the course of the decade.13 This included many women who were able to divert some of their wealth into stock market speculation; many earned an income in their own right, and even traditional housewives extended their management of the household budget to the family’s stock portfolio. In some cases, 40% of the stock of certain companies was owned by women. But interest in the stock market was broad: an English journalist visiting an American friend found that the ticker tape, which reported up-to-date stock prices, had been installed downstairs so that the domestic staff could follow market movements.

			The Mania

			In 1925, the Federal Reserve cut interest rates again to assist with the reintroduction of the gold standard in the United Kingdom. Lower interest rates after a few years of expansion ignited a speculative Mania. Between 1926 and 1929 US stocks went up more than 200%. The vehicle drawing in investors’ capital was the investment trust. Through them, investors could own the shares of several companies at once and, even better, only needed to put 10% down and borrow the rest. The trusts themselves could borrow money to acquire the shares of the underlying companies, thus leveraging investor capital twice. In the 1920s bull market, this gave people inordinate profits, at least on paper. Needless to say, this turned into a bonanza of share buying of many kinds, from penny stocks to large railways.14 The hottest items on the exchanges were electricity utilities. By 1929, they accounted for a fifth of the entire market. They also were able to leverage up with ease: in fact, by the end of the decade bankers would chase them to lend money, ignoring any applicable regulations. 

			But the surest sign of the Mania was found in the land market.15 The volume of building greatly exceeded what was needed. Spending on construction rose sharply, and the industry now accounted for 20% of the American economy. Much of the building was purely speculative, including apartments in city centres and, after 1926, offices. In Manhattan, 30 million square feet of office space, almost double the existing volume, was created – which was far more than any sober analysis of demand would have proposed. Favourable tax treatment and availability of credit meant that projects were nonetheless financed. The carefree approach to lending bankers showed to utilities applied to real estate companies too; and even if some were cautious, other non-bank lenders took their place, some operating outside the normal rules that applied to commercial banks (such as savings and loans associations or real estate bond brokers). Many real estate developers made sure of the supply of credit – by chartering their own banks.

			The Summit

			“We in America today are nearer to the final triumph over poverty than ever before in the history of any land,” said Herbert Hoover in accepting the Republican Party nomination for the election of 1928, an election he would go on to win. The good times, it seemed, were here to stay.

			1926 had been the peak year for building, at least in housing, 14 years after the Start. But so strong were the boom conditions that the building of commercial and retail space went on. Those who were watching carefully, however, might have viewed a few events with some unease.

			In January 1926, a ship capsized in Miami harbour, and its lumber cargo was lost, delaying building by weeks. Later that year, a hurricane in the summer storm season brought a wave of water 30 miles inland. This shocked the country and caused some investment to slow down. The Land Booms in Florida and Japan stalled in 1927, as did those in France and Germany.16 The market for housing land entered a dull phase in contrast to the frenzy of the boom years; the period of rapid advances was over, even though banks were lending and the “property-owning community [was] still permeated with the rosy dreams that fill the air on the great upswing in land values.”17 By contrast, commercial property was unaffected and grew strongly.

			For most people the good times seemed to roll on. The years of 1927 and 1928 were very good for the stock market. There seemed to be no end to the boom, but there were signs that things had gone too far. There had been overbuilding on a grand scale, and in the final years of the decade there were thousands of buildings standing vacant for want of buyers and tenants.

			The Federal Reserve now faced a dilemma: to raise rates and stall the boom or to let it continue unabated. In 1928 it was forced to act. The following year, the collapse of the large Hatry business empire, and tighter market conditions, caused interest rates to be raised in London. As a result, British investors started to liquidate some of their positions in the American market. The flow of investment money slowed down. Some investors were concerned: future growth might not be quite as strong as previously thought; perhaps the level of borrowing was much higher. The market started to ignore good news and pay closer attention to bad.18

			August 1929 saw the announcement that the world’s tallest skyscraper was to be built on Fifth Avenue and named the Empire State Building. This was the latest in a series that now dominated the Manhattan skyline. The building boom had similarly transformed other cities around the country, such as San Diego, Chicago and Minneapolis.

			Act IV: Crisis

			The Crash

			By then the stage was set for disaster. On 24 October, the Dow Jones Industrial Average fell 9% in a day. Four days later, it dropped 17%. Banks tried to organise support for the market. It did not work.

			But that was the stock market. In the broader economy it seemed that difficulties had been addressed. The US government asked businesses not to cut wages so as to keep demand high and to bring forward construction plans. Some large companies announced dividend increases. The Federal Reserve reduced its short-term interest (discount) rate to 4.5% and made funds available, should they be needed. Banks stepped in to help consumer finance companies. For a time, the stock market responded, recovering half of the losses. A professor at Yale, Irving Fisher, declared that, “stock prices [had] reached a permanent high plateau… I expect to see the stock market a good deal higher than it is today.”

			Figure 1: The Dow Jones Industrial Average, 1925–1933

			[image: ]

			Source: Optuma (with author’s own annotation).

			At first, it seemed that the problems had been contained. Banks, however, were overstretched. Agricultural prices had never recovered in the 1920s and so farmers, many of whom had borrowed during the war-boom, were heavily indebted and struggled to repay loans. Many farm loan defaults had taken place during the 1920s, but the booming urban property scene had offset these losses. Now urban property was also turning down and increasing the number of bad loans and bank failures.

			After a brief period of calm in the first half of 1930, a wave of problems arrived. The collapse of the Caldwell banking empire was followed by that of the Bank of the United States (despite the name, a private concern). Exposure to real estate was largely responsible for both going under.19

			The panic was on.

			The second wave of failures began in April 1931 in the Midwest, among local banks particularly exposed to the booms in Chicago and Ohio. A third wave came in June 1932. This time a large bank also collapsed in Chicago, soon followed by more in Detroit. In February 1933 a fourth wave, the deadliest, led to a general banking crisis when the Michigan authorities closed all banks in the state, precipitating bank runs everywhere.

			The common thread to these failures was a high level of real estate lending during the boom. In total, 4,800 banks failed, and no one knew how large the losses would be. In 1931, the collapse of Credit-Anstalt in Austria added to the panic in the US as it demonstrated the problems were spreading throughout Europe.

			All the while, the stock market was bearish. Large business conglomerates were collapsing, wiping out many thousands of small investors. Business failures mounted as bank credit disappeared. Adding to the gloom were new stories of the fraud perpetrated during the boom years, most notably by the ‘Match King’, Ivar Kreuger, who had succeeded in building a business empire on the back of a series of matchstick monopolies and then created one of the largest Ponzi schemes the world has ever seen. 

			The Rescue

			The market and economy did not recover for a good four years. Authorities attempted to contain the problem but did not succeed until President Roosevelt declared, in 1933, an end to fear and instituted an immediate, nationwide bank holiday with no announced end date. Despite the economic hardship of the spring of that year, the public understood that the government was determined to act, and to do whatever it took. 

			From March, banking licences were reissued, and three-quarters reopened, capitalised by deposits frozen during the bank closures. New regulations were instituted, including a system of deposit insurance and measures to support urban and rural land values. To boost demand and provide support against the worst effects of the downturn, Roosevelt established his signature New Deal programme.20

			In the depths of what has come to be known as the Great Depression, the Empire State Building opened. There were no tenants to be found: ‘the Empty State Building’ was how locals knew it in the early years. Many of the other icons of the era – the Chrysler, RCA, Los Angeles City Hall – also remained untenanted for a decade.

			The US economy had contracted by 40%, and four-in-ten workers had lost their jobs. The stock market would bottom in 1932, having lost 90% of its value. The economic devastation was as severe in France and Germany. In the troubled atmosphere of the early 1930s, desperate German workers were only too keen to listen to those with an explanation for why things had become so bad, such as an Austrian by the name of Adolf Hitler.

			The dark economic times that led to even darker political ones could not have been predicted.

			Or could they?

			The recurring pattern

			In 1933, a doctoral student in Chicago, Homer Hoyt, completed a monumental study into the expansion of the city over the prior century. He charted the city’s development but through a different lens: the change in its land values. It was the first instance of a comprehensive study of the development of a young, dynamic city. His dissertation was published as One Hundred Years of Land Values in Chicago.

			This sober and unexciting title hides a work of breathtaking rigour and discovery. Over the course of those 100 years, during which a grand metropolis of some four million people emerged out of a village consisting of only a few log cabins on the shore of Lake Michigan, land values and, by extension, the price of real estate grew enormously.

			But it was not steady growth. While over the very long term land values reflected the development of the city, there were many periods where prices were significantly higher (and lower) than they should have been. “Periods of feverish activity in which the whole city seemed to be possessed with a rage to reconstruct its business centre and to cover the adjacent prairie with houses or flats, were followed by periods in which the new growth was so slow as to be almost imperceptible.”21 Eventually, periods of slow growth would lead to another building frenzy, followed by a ruinous collapse and economic depression.

			The Start of each cycle initiated a new era, powered by a new technology such as canals and railroads. New businesses would emerge and land prices would increase fairly steadily as the economy grew, people moved into the city and the authorities funded new infrastructure. But after the good times had been going on for a while, investment turned to speculation. Easy bank credit caused land prices to accelerate rapidly, even as the number of housing and commercial developments outstripped demand. Eventually, people would recognise that things had gone over the top and they would pull out. The land market would slump, real estate borrowers would default on their loans and some banks would collapse as their capital evaporated. This would be followed by a general panic, a run on banks and a wave of failures. The economy would be thrown into a major depression. But then, during the difficult times, there would be a rescue and a cancellation of debts, and the cycle would begin all over again.

			It was not just in the years after 1929, when Hoyt was writing, that the latter had occurred. Collapses took place after each of the five great land booms that he had forensically studied, leading to the building and real estate highs in 1837, 1856, 1888 and 1907 and the panics shortly thereafter.22 He was himself intimately acquainted with their destructive power, having acquired a piece of land on Chicago’s Cicero Avenue in 1925, right at the top of the market. He lost a great deal of money on his investment and wanted to learn lessons from his mistake. His study gave him the answer. There was a regular pattern of boom and bust.23 Here was the most remarkable finding of all: not only was there a common cause to each of them, but the time span between these periods of feverish speculation was highly regular. It was 18 years in duration, and it had run almost like clockwork for over a century. Had he known this in 1925, he would never have bought that land – for he was doing so exactly 18 years after the prior Summit in 1907.

			The enduring 18-year cycle

			Hoyt’s observations for Chicago were true of other real estate markets across the United States.24 At the time he wrote, this cyclical phenomenon had persisted for over 100 years in Chicago, but could be seen as far back as the founding of the United States.

			The first major panic of the new nation was in 1798, following several years of speculation in the stock of the First Bank of the United States, government debt securities and titles to western lands. Thereafter, from 1800, the westward expansion was carried out through a programme of land sales. This was supposed to lead to orderly settlement of the west, through townships and homesteads, but soon became the means by which eastern speculators acquired large tracts of land and held or sold them on at (eventually) exorbitant prices.25 There was a major boom in land sales coinciding with each building speculative peak documented by Hoyt for Chicago. Figure 2 shows that land sales peaked every 18 years on average between 1800 and 1908, after which the public domain had been largely sold off.

			Figure 2: US public land sales, 1800–1923
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			Source: Data taken from Smith and Cole, McCartney, Hibbard.

			The dates of each cycle high and trough since 1800 were as follows:

			Table 1: US cycle highs and major recessions, 1818–1930
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			Source: Dates derived from Anderson, Harrison, Hoyt.

			After the 1930s it had seemed the cycle had disappeared. Hoyt himself was not sure it would continue. He had a point. The low in land prices in 1930 should have led to a cycle high around 1944, but this did not materialise. Hoyt wondered if the pattern only applied to new cities and disappeared after they became established. The world was focused from the late 1930s and early 1940s on the Second World War and economies were fully directed to fighting. A very different world emerged from the ruins of war. 

			So had the cycle been eliminated?

			An English economist, Fred Harrison, resurrected Homer Hoyt’s thesis in the 1970s and, in a brilliant piece of detective work, posited a new starting point: the completion of post-war demobilisation and reconstruction efforts in the mid-1950s. Western economies had boomed during the 1960s and there had been a frenzy of speculative activity in the early 1970s. And then there was a crisis.

			The conventional explanation of those events was that they were caused by the oil shock of 1973. Not so, said Harrison (emphasis in the original), 

			Yet an economist, if he had used the cycle in land values as his predictive tool, could have predicted the economic contortions into which the UK economy would have spiralled in 1974 even if OPEC had never been established.26

			Harrison had discovered that the cycle was alive and well. Though the world war had interrupted it, it had endured.

			Harrison published his findings in 1983, in The Power in the Land. Tracking the cycle from the low after the crisis, he used Hoyt’s thesis to predict a boom in real estate during the 1980s, culminating in a major economic recession to take place after 1990. He was exactly right, forecasting events fully seven years before they occurred. He did the same again in 1997, predicting the boom of the 2000s that would ultimately lead to the crisis of 2008. 

			These were not lucky guesses. They were based on a deep knowledge of the patterns of history. When the British Academy claimed it was difficult to answer the Queen’s question, here was clear proof that it was not.27

			The cycle highs since the Second World War are presented in Table 2.

			Table 2: US cycle highs and major recessions, 1950–2008
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			Source: Harrison.

			Harrison identified the same 18-year pattern in British history since at least the late 18th century, albeit with an alternating rhythm to the USA until the 1950s. After the war, the two cycles synchronised. The pattern is evident in the history of other countries, albeit not with the same clarity as for the US and UK, given the political upheavals that many have experienced over the centuries. But, since the middle of the 20th century, this rhythm has been present in most of the major industrialised nations of the world and, over time, many developing ones as well. The evidence is clear: all of the most significant economic depressions in history have followed a boom and then a collapse in the land market.28

			The roadmap for your 18-year journey 

			You now possess an overview of the cycle and an understanding of its enduring nature.

			The internal dynamics of an 18-year cycle become clear through study of each historical cycle. It manifests itself as a clear definable pattern of 14 years of rising, then four years declining, land prices. 

			The 14-year rising phase of the cycle encompasses three Acts:

			
					the Start of the cycle, an Expansion and a Peak. This lasts for six to seven years;

					a mid-cycle Recession, usually lasting a year or two;

					a Land Boom, Mania and Summit, for another six to seven years, completing the 14-year phase.

			

			The declining phase of the cycle comprises the fourth Act and consists of:

			
					a Crash and a Rescue, lasting four years on average and bringing a full 18-year cycle to a close.

			

			This is illustrated in Figure 3. This diagram will be your roadmap to guide your expedition through the cycle.

			Figure 3: The roadmap to the 18-year cycle
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			Source: author’s own image.

			We are now ready to begin our 18-year journey.

			We begin, as with all journeys great and small, at the Start.

			

			
				
					3 Vague (2020) and Rogers and Payne (2015). The failures were linked to the sharp fall in copper prices which had become a key input in electricity, telecommunications and transport infrastructure. The fall was due to recessionary conditions that had in part been caused by a slowing housing market in the US and other countries, on which see Hoyt (1933).

				

				
					4 Anderson (2008), p. 214.

				

				
					5 Anderson (2008), Appendix 1, pp. 385–386 for quotes from papers of the time; in particular, this from the New York Globe and Commercial Advertiser: “I think if we should analyse the cause of most financial panics we should find that they were caused by the failure of American women to spend their money wisely and well.”

				

				
					6 Fridson (1998), p. 27.

				

				
					7 Hoyt (1933) and Anderson (2008), p. 216.

				

				
					8 In 1921 the Federal Reserve cut its lending rate from 7% and continued doing so until 1924 when it reached a low of 3%. The US Treasury Secretary, Andrew Mellon (the country’s wealthiest industrialist), cut all manner of taxes.

				

				
					9 Anderson (2008), p. 221.

				

				
					10 Calverley (2009), p. 27.

				

				
					11 Harrison (1983). Also Vague (2020), pp. 19–20: New York developers were given a ten-year exemption from real estate taxes. 

				

				
					12 Anderson (2008), on the use of technology to make banking more efficient. Vague (2020) has data on debt to GDP ratios during a lending boom.

				

				
					13 Peris (2018), p. 5.

				

				
					14 Fridson (1998), pp. 6, 39: such was the frenzy that even sober investors, such as Ben Graham, the father of ‘value’ investing, participated in the bull market. Graham’s normal approach was to buy only stocks that were fairly valued, but even he could not resist buying during the good times.

				

				
					15 Gaffney (2009), p. 31: the variable that demonstrates the investment frenzy in the land market most was the number of subdivisions taking place.

				

				
					16  Vague (2019), pp. 43–44: in Japan there was a boom in housing that followed the railroads and electricity generation; and there was speculation in rice paddies. Urban land in Osaka appreciated 20–30% a year in the boom years. It crashed 74% in 1929.

				

				
					17 Hoyt (1933), p. 398: the dullness is attributed to the fact that the drivers (or as he put it the ‘factors’) of
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