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			Introduction

			“Though a house, therefore, may yield a revenue to its proprietor, and thereby serve in the function of a capital to him, it cannot yield any to the public, nor serve in the function of a capital to it, and the revenue of the whole body of the people can never be in the smallest degree increased by it.”

			– Adam Smith, The Wealth of Nations, p. 305

			“House Price Horror Show.” The latter blared from the cover of The Economist magazine’s October 22, 2022, issue. Sadly for homeowners and the housing sector more broadly, The Economist’s pessimistic take was in some ways a late entry to an ongoing wake. In other words, a “horror show” having to do with housing was no longer fresh news.

			Just a month before a front-page article in the Wall Street Journal came with the title “Housing Market Stumps Forecasters.” Inside the article the news was worse than the headline. “Home sales have plunged.”1

			Only for the housing market to continue its decline. By year-end of 2022, home sales had declined for a 10th straight month.2 A 20 percent fall in housing transactions said to be born of rising interest rates was fingered as the problem,3 but then conventional wisdom on the matter of housing or anything economic has been known to be wrong. The main thing is that compared to where housing had been, its 2022 correction was more than a bit startling.

			Former Citigroup CEO Chuck Prince famously observed ahead of 2008’s convulsions that “as long as the music is playing, you’ve got to get up and dance.” Prince was vilified for realistically stating the obvious about businesses being in the business of profit, but whatever the true context of Prince’s quip to the Wall Street Journal, a basic truism of real estate is that “the music always stops.” And so it seemingly stopped once again in 2022. How quickly things had changed.

			The outlook for owning a home had just a year before been defined by “fever” or “mania.” We won’t say “bubble” because the latter is a lazy word that presumes markets comprised solely of buyers. Still, amid a dampening in the housing market that some referred to as a “plunge” was quite the contrast to where the market had been not too long ago. Which is where we’ll pivot to as we begin this book.

			***

			“Remember back in March when you couldn’t find toilet paper? That’s what buying a home feels like these days.” Those were the words of a Washington, DC-based real estate agent. It was September of 2020, and housing was all the rage not just in the nation’s capital, but across the country.

			Demand for housing had increased well beyond supply of same. By June of 2021, housing inventory had plummeted 21 percent compared to the previous year, and as a consequence the few houses for sale were being snapped up in in record time. While creatively financed mortgages in many ways defined the housing market of the early 2000s, “all-cash offers” were the story of 2020–21.4

			Given the lack of inventory relative to feverish demand, sellers had choices. They would take the cash up front from eager buyers, thank you very much.

			If you’re reading this book, you likely have an interest in housing, housing markets or markets themselves, which means you remember the period well. Possibly even more broadly, you may have an interest in how markets in general can go badly wrong when subsidized, cartelized, and when surrounded by emotionalism. The emotional and almost patriotic call to own a home stems mostly from those who benefit from its subsidization and cartelization. This housing jingoism averts consumers’ minds from the actual costs and benefits of the home. In fact, the housing market is a perfect petri dish to explore what can go wrong when a market is subsidized, cartelized and subject to heavy emotional overlays from politicians and trade groups.

			While we’ll make a case in future chapters that the sources of the 2020–21 housing mania were more varied than the pundit class realized, the consensus at the time was that a rapidly spreading virus (COVID-19) had changed everything. In particular, it had made working from home a possibility for a high percentage of Americans, and all too many jumped at the chance.

			As a consequence, demand for housing well away from formerly bustling downtowns was the story. Increasingly fast internet speeds paired with of-the-moment companies like Zoom made working from anywhere far more realistic than it had been back in the days of slower, frequently dial-up internet. In the early 2000s some proclaimed “the death of distance” only for rumors of the demise of the office to prove greatly exaggerated. At least to the talking heads in the 2020s, “this time was different,” which meant that apartment-dense cities were out while detached, suburban houses were in.

			The view here is that, as is so often the case, a pundit class whose members suddenly found themselves working from home started “talking their own books” as it were. Remote work became doable for those reporting the news, only for demand for remote housing to soar. Instant correlation? We say curb your enthusiasm. While we don’t deny the correlation, we think there was quite a bit more at work.

			Indeed, 2020–21 was hardly the first time that demand for housing became manic stateside. The housing market has raged at varying levels of excitement throughout American history. As historian Niall Ferguson described it in his 2008 book, The Ascent of Money, property is “the English-speaking world’s favorite economic game.” In Ferguson’s estimation, “No other facet of financial life has such a hold on the popular imagination.”5 Or, as Pa Bailey explained it to Jimmy Stewart’s George Bailey in the 1946 film It’s a Wonderful Life, home ownership is a “fundamental urge,” it’s “deep in the race for a man to want to own his own roof and walls and fireplace.” Yes, when housing soared amid COVID confusion it was most certainly a movie Americans had seen before. When it comes to housing, the American appetite has long been gargantuan.

			Yet despite a relentless American appetite for property, politicians have long made a point of subsidizing the “fundamental urge.” And no, this hasn’t been a Democrat or Republican thing; rather, the leading lights of both parties have long gone out of their way to make home ownership a very preferred activity in the eyes of Washington.

			During the presidency of Franklin Delano Roosevelt, the Home Owners’ Loan Corporation was created to stretch the terms of loans to as long as fifteen years in order to reduce the monthly burden of mortgages. Notable here is that under FDR’s Republican predecessor, Herbert Hoover, the Federal Home Loan Bank Board had already been given life in order to encourage mortgage issuance by Savings and Loans (S&Ls). FDR also rolled out federal deposit insurance to make savers more comfortable about loaning S&Ls their unspent wealth that would be transferred to home buyers.6

			In 1977, Democratic president Jimmy Carter signed into law the Community Reinvestment Act (CRA), which required the Federal Reserve and other banking regulators on the federal level “to encourage financial institutions to help meet the credit needs of the communities in which they do business, including low and moderate income neighborhoods.”7 Fast forward to 1995, in the words of the conservative editorialists at Investor’s Business Daily, President Bill Clinton turned the CRA “into an aggressive program that basically forced banks to lend money to ‘underserved’ communities” where borrowers didn’t necessarily have the means to pay back monies borrowed.8

			The Taxpayer Relief Act of 1997 revealed further favoritism on the part of Clinton for housing. The act essentially zeroed out capital gains taxes on home sales since the first $500,000 in profits were exempt from the tax. In a preview of the tax act bruited at the 1996 Democratic National Convention, Clinton made clear his vision that “if you sell your home, you will not have to pay a capital gains tax on it ever — not ever.”9

			Eager to add financial muscle to what his administration was trying to achieve, Clinton empowered Housing and Urban Development (HUD) secretary Andrew Cuomo, HUD the regulator of Fannie Mae and Freddie Mac, to pressure the federal government-sponsored agencies about their lending. Their goal in 2000 would be to make over $1 trillion in new loans to low- and moderate-income borrowers.10

			Those Democrats sure are generous with the money of others? Not so fast. As we made clear previously, the housing obsession of the American people is shared by the American political class, and without regard to political party.

			While Republicans made hay of the Clinton administration’s efforts to boost mortgage lending for “those with low incomes who couldn’t necessarily repay a loan,” it was Republican president Gerald Ford who signed the Home Mortgage Disclosure Act into law in 1975. In a very real sense a preview of the CRA, the act signed by Ford “aimed to fight discrimination in lending by requiring banks to disclose details of their customers.”11 As Alan Greenspan derisively put it about the wrongheaded legislation, the act implied that “an efficient capital market is undesirable and that allocation of credit by political group pressures is superior.”12 It seems the GOP is pretty free and easy with the money of others too…

			And it didn’t stop there. When George H. W. Bush was elected president in 1988, he appointed Jack Kemp as HUD secretary. Kemp demanded a pretty wide-ranging portfolio that included what he saw as a more market-friendly “War on Poverty.” Of the main bullets he laid out for his war, two involved housing. HUD would work to “Expand Homeownership and Affordable Housing Opportunities,” and also “Enforce Fair Housing for All.”13 Kemp threatened to resign when there was resistance inside the Bush administration to his call for $1 billion to fund a program he titled Home Ownership for People Everywhere.14

			George W. Bush followed Bill Clinton into the White House and very quickly talked up his vision for an “ownership society.” As readers can probably imagine, the vision included increased home ownership care of the taxpayer. In Bush’s words, “We want everybody in America to own their own home.”

			In 2003, Bush giddily signed the American Dream Downpayment Act, which would subsidize first-time homebuyers primarily from low-income groups. The rhetorically free-market Bush administration backed up the legislation by leaning on lenders to make sure they weren’t overly intrusive when it came to asking subprime borrowers for full documentation when it came to securing loans. After which the Bush HUD, much like the Clinton HUD, pressured Fannie Mae and Freddie Mac to support subprime lending.15 Meet the new boss, same as the old boss…? Don’t worry, it gets worse.

			A year earlier, the Bush administration was fast at work conducting its War on Terror. Readers will have different views on the latter, but they can rest assured it won’t be commented on here. It only rates mention in consideration of the administration release of Bush’s “Blueprint for the American Dream” in the year after the war began. In a speech about the blueprint, Bush oddly tied home ownership to the war. In his own words, “Let me first talk about how to make sure America is secure from a group of killers. You know what they hate? They hate that somebody can go buy a home.” Yes, you read that right. Having made a jejune case that it was “in our national interest that more people own their home,” Bush ultimately defended tax credits and grants as a necessary part of the War on Terror.16

			Ideally readers get the picture by now. In a policy sense, housing is the ultimate sacred cow in Washington. Other than perhaps food or education, nothing much comes close to home ownership as a vehicle for political posturing, and much worse, subsidy.

			Which brings us to the title of our book: Bringing Adam Smith into the American Home. It emerged from a discussion the two of us had last year about housing. Jack Ryan suggested that Adam Smith needed to inform more of the housing discussion. Jack’s assertion, seemingly made in offhanded fashion, was manna from heaven for John Tamny. Though our Zoom discussion (yes, we, too, found ourselves part of the Zoom culture in 2020) began as a phone conversation about op-ed writing, Jack’s comment was the spark for a book idea.

			Letting Adam Smith into the home is so important on so many levels. Smith, were he around today, would marvel at how much politicians have drunk the home-ownership Kool-Aid. As the quote that begins our introductory chapter makes plain, Smith was very clear in The Wealth of Nations that the purchase of a home was just that. It was in no real way an expander of commerce or knowledge. In fact, like every other important purchase, buying a home is merely a “buy versus lease” consumption decision, which should use the analysis nearly everyone has been taught in basic economics.

			Put another way, when we as individuals purchase homes, we’re not opening up foreign markets, we’re not increasing our commercial efficiency, nor will our purchases lead to new communications, health, or transportation advances. When you buy a house, you do just that. Once we realize having a place to live is consumption, then we can move on to the real issues which are how to finance it, leasing it versus buying it, and then how to manage it.

			However, the purchase of a home arguably limits the mobility of the buyer. This is important in consideration of Smith’s views about the essential importance of human movement. Smith put the expansion of the capital base on a high pedestal in his economic hierarchy, after which it’s no reach to say that that in the information age human beings are the ultimate capital. Particularly in modern times, home ownership is the proverbial ball and chain that holds down the very humans responsible for all economic progress.

			As Adam Smith has written, every person should be able to reach his or her full potential and experience the flourishing of the human spirit. To achieve the apogee of this ideal, the process of becoming the best version of oneself should be as frictionless as possible. Being tied to a specific location with extremely high switching costs and transaction costs degrades human capital and the full potential of the individual. In addition, the mindshare that is consumed by thinking about managing an asset, or thinking about a skill, at which one is not expert is a huge burden to the individual who should be advancing their unique talents or consuming their leisure for those things that maximize their joy. Having to manage a complex home produces a deadweight loss to both society and the individual. It is in direct contrast to Smith’s specialization of labor.

			Through his pin factory example in Wealth of Nations, Smith artfully revealed the genius of labor divided, and the remarkable productivity that results from individuals doing what they do best. What’s true in production is also true in living. Housing not only limits our movement to what elevates our best selves, it also forces us to ferociously despecialize by dint of owning a living space in the first place. Through the specialization of labor, all of us become very good at something such as lawyering, banking, car producing, or coding. And then we all trade with each other thereby maximizing each other’s wealth. We should not be engaged in activities about which we know little, which thereby destroys our productivity, clouds our minds, and diminishes one of the most valuable of our assets: our leisure to enjoy our families, friends, and the world.

			So why, in the twenty-first century, should Adam Smith be stopped at everyone’s front door? In fact, he should be warmly invited in because very few of us, even individuals engaged full time in a specific trade, are expert at plumbing, carpentry, painting, generating power, or all the other skills it takes to maintain or improve a home. Adam Smith’s insights of division and specialization of labor, which have permeated nearly all of every other human endeavor, are a distant theory inside the twenty-first century home. In fact, in the twenty-first century homeowners are still behaving as they did in the seventeenth century—when everyone raised their own crops, made their own clothes, manufactured their own barrels, and built and managed their own homes. Furthermore, with twenty-first century technology, a home is an asset that is getting increasingly more complex to manage every year.

			Some reading this are doubtless shaking their heads. “Housing is a necessity like food. Human capital is nothing without the two.” True enough. Housing is an essential market good. Without it, life would be primitive and defined by relentless drudgery. And if readers doubt our sincerity, they might change their tune if aware that Jack is the founder of REX, a full service residential real estate brokerage which depends on people owning, buying, and selling homes.

			The book you’re about to read isn’t a polemic against housing as much as it’s a call for reason. In the third decade of the twenty-first century as we write, housing has morphed from an essential human good into a capital-depleting barrier to frontierless human advance. As opposed to lifting humanity to a better state of being, we think the fundamental urge increasingly limits human progress. Imagine a contra-world in which it is virtually free to move about the country. What would happen to the spirit, wealth, and the ultimate potential of the individual and the economy?

			In what is a short book, we will lay out for readers in plain English why American obsession with ownership has become a restraint on the ability of the American people (and people around the world) to reach a better place in terms of living and working standards. We will then show readers why home ownership may not be the best answer if the goal is progress.

			Some might deduce from the previous paragraph that the reading in future chapters will include policy solutions meant to blunt the presumed “American Dream” of home ownership. Fear not. Paraphrasing another great economic observer Joseph Schumpeter, “We offer no policy.”

			What we instead seek is free markets, including free markets in the markets for the sale of homes. Sure enough, the cost of selling one’s home exists as a major barrier to same. It’s our view that free, unfettered competition in the real estate brokerage space would have a transformative impact on the economy precisely because it would make it easier to exit what Washington has strived mightily to make very easy to enter.

			As we conclude our introduction, we will do so by making a basic point: consumption is the easy part. Figure that we all have endless wants, including wants for housing. Crucial about this is that consumption is the logical corollary of production. Stated another way, without production there quite simply is no consumption. We produce so that we can consume.

			It’s all a reminder that governments needn’t ever worry about trying to stimulate consumption. It’s what we’re wired to do. More realistically, governmental attempts to stimulate consumption bring new meaning to superfluous, or worse, create market distortions that can ultimately result in catastrophe.

			Rather than rely on government to subsidize and thus distort market forces for homes, a much better way for government to behave is to let real markets operate. When assets are liquid, there is less risk in acquiring them because they can be sold easily, and thus are purchased more readily. Liquid assets also have less price volatility than illiquid assets, and have shorter down periods thus limiting their price volatility. In this book and its afterword, we will also demonstrate how the cartelization of the realty industry restrains the productive and efficient work of Smith’s invisible hand.

			The above truth raises a basic question: Why, despite an American obsession with property, have U.S. politicians for so long found the need to subsidize the obsession? Americans already consume property with abandon, yet politicians routinely look for new ways to make our itch of an overwhelming scratch easier and easier.

			That’s where we’ll start with chapter 1. Why the stimulation of so much consumption? And yes, housing is consumption.

			
			
		

	
		
			Chapter One

			Despite What They Tell You, Housing Is Not Investment

			“Capitals are increased by parsimony, and diminished by prodigality and misconduct.”

			– Adam Smith, The Wealth of Nations, p. 367

			It’s very hard to contemplate in modern times, but in centuries past books were extraordinarily expensive. Call them the private jets of the medieval era. You laugh? Please read on.

			As Anathema! author Marc Drogin explained it, “It is extremely difficult to report, in contemporary terms, and/or contemporary coin of the realm, the price of a medieval book.” Needless to say, “surviving accounts of the value of books” rated mention because their costs were “so unusually high.”17

			While a Bible has long been easy to find in the bedside drawer of seemingly every hotel and motel room in the U.S., Drogin reports that “very few priests were known to possess Bibles.” The cost of just one well exceeded a year’s pay.

			What about borrowing books? Libraries were far from a thing as evidenced by U.S. Steel industrialist Andrew Carnegie giving away millions in the twentieth century to found them for the public. Since people literally couldn’t afford books, Carnegie would create libraries from which they could borrow them.

			Of course, before the creation of all this capitalist plenty that led to public libraries, few were willing to part ways with something so rare as a book. Better yet, book owners inserted warnings inside what was remarkably rare:

			“Whoever takes away this book, May he never on Christ 
look.”18

			While nowadays books are signed, in more primitive times those who opened books were treated to threats related to stealing what brought new meaning to scarce. Imagine that!

			So what changed? Why are books everywhere today? Why are they so common and easy to attain that most can’t be bothered to borrow them, or secure a library card in order to borrow them? The answer is economic growth.

			Economic growth produces wealth, and when it’s abundant, it produces surplus. The surplus is what’s crucial to progress. While frequently misguided economists claim that consumption powers economic growth, the reality is quite different.

			As the introductory chapter made plain, consumption is the easy part in a sense. We all have endless wants, and we produce so that we can fulfill those wants. Consumption is fun.

			In truth, the real driver of progress is savings. It’s the unspent wealth that propels us forward via investment. In Smith’s words, every frugal man is a “public benefactor.”19 In other words, there are no entrepreneurs without capital. The savers are the most crucial players in human advance. Most economists have it backwards.

			Looked at through the prism of books, it arguably began with Johannes Gutenberg. He brought to the world a mechanical moveable type printer that replaced handwritten books. And since the fifteenth century, books have become cheaper and cheaper with the advent of a “Printing Revolution” sparked by Gutenberg. Not only do many foundations funded by the rich (or their descendants) offer all manner of books for free, the simple truth is that the profit-motivated attained wealth by relentlessly developing ever more innovative ways to mass produce the former luxury that was the book. This is what happens when savings are matched with tinkerers. Through time their experimentation results in supply explosions of once scarce goods such that they make it easier and much cheaper to acquire what used to be nosebleed in a cost sense.

			Figure that wealth is historical. While ownership of a “library” plainly signaled immense wealth in centuries past, nowadays all too many of us can claim cases and cases of books. That’s why they so often sell for next to nothing (or nothing at all) in thrift shops. We’re literally searching for takers of our excess.

			Savings make it possible for entrepreneurs to rush a much more abundant future into the present. While it was once books, nowadays the entrepreneurial are feverishly working on ways to figuratively shrink the world. Companies like Boom Technology and Spike Aerospace are fast at work developing the next generation of air travel—travel that will be supersonic. In practical terms, six-hour flights from New York to London will soon enough take three and a half hours, and ten-hour flights from San Francisco to Tokyo will soon enough require six hours of plane time.20 Boom and Spike hope to ferry actual passengers around by 2029, but the more intriguing concept is what air travel will be like in 2129. What’s certain is that the more individuals save over the next 100+ years, the more experimentation that will enable huge technological leaps.

			Giant economic leaps rate discussion in concert with housing given the faulty view among all too many economists that housing vitality powers economic vitality. Quite the opposite, really. Housing is a consumptive consequence of economic advance despite what economists believe. To offer up an example of conventional housing thought that this book aims to correct, consider a 2008 Wall Street Journal opinion piece by Columbia Business School professors R. Glenn Hubbard and Christopher Mayer. Calling for federal intervention in the mortgage market in order to achieve mortgage-lending rates of 4.5 percent, Hubbard and Mayer claimed the then-lower rates would boost the housing market, thus sparking a broad economic boom. In their words, more expensive houses (for readers who’ve forgotten, the housing market had endured a bit of a correction a few months prior…) would “provide a housing wealth effect” that would subsequently “make consumers feel richer” on the way to a huge surge in consumption.21 To economists, this is growth.
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