
[image: cover]


 

Praise for Creating the Urban Dream

“With affordable housing among the most pressing challenges facing our nation, Charlotte developer Clay Grubb has written a compelling book that weaves his personal experiences together with common sense proposals to help more families live in safe homes while building wealth. Clay mixes a track record as an innovative, successful real estate investor with an obvious compassion to serve people with limited resources. The result is a book filled with credible suggestions that could produce marked progress in improving and expanding the American housing industry.”

—David Mildenberg,  editor, Business North Carolina

“Clay Grubb is a leader both in finding creative solutions to the affordable housing crisis and in challenging others to join the conversation. He balances his passion, deep knowledge, and experienced insight with the understanding that the voices and efforts of many are necessary to solve this problem. Most importantly, Clay Grubb is one of the most genuine, kind, authentic, and giving leaders I’ve ever met. His book provides straightforward, actionable tools for anyone who wants to improve their community and invest in a better future.”

—Colonel Jimmy Blackmon, US Army (retired), 
 author of Pale Horse and Cowboys over Iraq

“Clay’s book comes at the right moment—when we must, as a country, understand the social, political, and economic forces that brought us to the current crisis in affordable housing and create realistic options with local communities and developers to solve it.”

—Ranji Nagaswami, investment industry leader, previously 
 chief investment advisor, Bloomberg administration, City of New York
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This book is dedicated to the best team imaginable, the team that makes Grubb Properties an incredible place to be each and every workday. It is a team that never farms out the hard work, never strays from improving others’ lives, and never gives up. Thank you for letting me play a role in your lives.
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FOR DECADES I HAVE dreamed of writing a book, but housing was not the topic I imagined. Having finished this one, though, maybe the next one will be easier.

Only one person, Bea Wray, is truly responsible for this book’s existence. She was hooked with the first story and immediately dubbed my style as “Andy Griffith meets Wall Street.” She has pushed, coached, and occasionally ridiculed but has been an amazing inspiration. She introduced me to Bob Sheasley, who has patiently listened, edited, written and rewritten, edited and edited again. I am confident he is wondering why I didn’t let him edit this section, but I owe a huge thank-you to Bob. He did a Herculean job helping me to get this across the finish line.

I would also like to thank my Aspen Institute Finance Leadership Fellows and their fearless leaders, Ranji Nagaswami, Jennifer Simpson, and Chris Varelas. They have committed to making this world a much better place through financial vehicles, and they have pushed me to make my impact. While this book was not the venture I committed to achieving, it certainly lays the groundwork. My venture goal is the creation of emergency lines of credit (ELC) for every homeowner with greater than an 80 percent mortgage. As Ranji says, “Life gets in the way sometimes.” The goal of an ELC is to create a safety net for when life happens. As you will read, I have had a front-row seat for the rollercoaster ride that many families experience as they try to create a better life for their children, and I appreciate the need for compassion.

While I am indebted to many, it is the team at Grubb Properties that deserves the bulk of the credit. I have spent thirty years as a full-time team member and close to another decade as a part-time team member. They have been my family, my partners, and my inspiration for impacting the lives of so many who live and work in our properties. They have committed to protecting the hard-earned retirement accounts of thousands while refraining from the greed that grips so many in our industry. Compassion makes up the DNA of this team, and I could not be prouder to call myself a member.

I would also like to acknowledge the many people who have inspired me over the years:

My father, Bob Grubb, whom I was fortunate to have worked with most every afternoon from the time I was twelve until I went off to boarding school, along with many summers and vacations.

His sister, Lou Adkins, who poured energy into helping people advance their lives through homeownership. After working for Grubb Properties for decades, Lou joined Salisbury’s Community Housing Coalition, helping countless families, and played a pivotal role helping many after the closing of the giant Pillowtex plant in Rowan County that laid off thousands in 2003.

My mother, Rochelle Grubb, who used to drive to Roanoke to hand out twenty-five dollars to every kid in our housing communities there who had a good report card. She inspired us to perfect our floor plans, making spaces elegant but efficient.

And I thank all the people who have volunteered their lives to these causes, like Bert Green, Delores Bailey, Mary Nell McPherson, and my childhood friend, Alex Hooker, who runs Boone’s Habitat for Humanity.

Also, many elected officials are fighting for affordable housing, but one who stands out in my mind is Derwin Montgomery of Winston-Salem. He never backs down from pushing for more equity for those who need it most and at the same time asks me in every conversation whether there are things he can do to speed up permitting, building inspections, or other regulations to make housing construction more efficient and profitable. He demonstrates a rare balance of a desire for more regulation alongside the goal of leveraging capitalism.

Finally, none of this would occur without my ultimate critic who pushes me to second-guess every decision, my wife, Deidre. When I don’t second-guess those decisions, she is happy to do it for me. Life with Deidre is never easy, never boring, and sometimes downright frustrating, but there isn’t a human being with a bigger heart. Her generosity for those in her life knows no limits, and it is truly amazing. I like to think I am naturally well-intentioned, but I have to stop and process everything. Deidre’s generosity and love are never reasoned; they are just given blindly. As a result, Deidre did amazing work leading Charlotte’s Habitat for Humanity family services and family selection committees for many years while also serving on that board for close to a decade. Imagine how wonderful this world would be if we could all find that childlike instinct to share. She has been a true inspiration for me.

Of course, my son, Davis, and my daughter, Rosalie, are my greatest source of inspiration. I am so proud of them, and I hope that my commitment to finish this book will inspire them to push to improve the world beyond my capabilities and dreams.

Thank you for reading my story! I hope it inspires you to improve your community afind ways to house and create economic mobility opportunities for everyone.

—Clay




[image: imgpage.jpg]

 

INTRODUCTION

ON THE BRINK OF A CRISIS



The free market is ruled, not by the consumers, but by the producers. The most successful ones are those who discover new fields of production.



Ayn Rand



TO QUOTE AYN RAND seems an unlikely start to a book focused on affordable housing in today’s market, but I think it is more than appropriate. The issue with the lack of economic mobility and housing equity in America stems from centuries of abuse by the white bourgeoisie. Richard Rothstein’s recent book, The Color of Law: A Forgotten History of How Our Government Segregated America, is an eye-opening read into how our federal government not only encouraged segregation but, in many cases, mandated it. As a result, it is estimated that 98 percent of home loans in America went to white families from 1934 to 1968, a time when home equity was the primary, if not the only, source for most families to create wealth to pass to the next generation.1 The black American was precluded whenever possible from achieving the Horatio Alger dream.

We now find ourselves in a period with tremendous demand for new housing but with inadequate production, something that just feels downright un-American. Why is that happening, and how did we get here? In this book, I share my experiences and some potential solutions.

I started working in the housing industry at age twelve, collecting mortgages from predominantly African American families that would otherwise not have had an opportunity to own a home and create equity for their children. The company my father founded had a positive impact on hundreds of families. Unfortunately, charlatans and swindlers convinced many other hardworking families to purchase homes they could not afford, with usurious rates and penalties. For them, success became unattainable.

Today’s housing problem is estimated to eclipse $1 trillion, yet our government keeps trying to tackle the problem with the same agencies and policies that were created during the Jim Crow era and resulted in today’s problem. Our government, while the best on the planet, is far from efficient when it comes to solving many problems—but capitalism made America great, and we must rely on it to solve our greatest problems.

That doesn’t mean government shouldn’t have a role, as most Republicans proclaim. The impacts of over a century of discrimination are real. Every child needs a safe and secure home to grow and become a productive member of society. Government must create incentives and regulations to enhance living opportunities, integration, and economic mobility. However, unlike what most Democrats argue, government ownership, production, and other direct roles in housing often hinder those goals and almost always use capital inefficiently. I write these statements not to upset Republicans and Democrats but to encourage bipartisan efforts to address the crisis. It is the best of both ideologies that will allow us to prevail, not myopic policies of the past.



It is the best of both ideologies that will allow us to prevail, not myopic policies of the past.





Since I began writing this book, the government has created eight thousand seven hundred opportunity zones across the nation in an experiment to leverage the best of capitalism with a focus on the most challenged neighborhoods. There will be winners and there will be losers, but the one guarantee of this new legislation is that there will be change. Gentrification will push many people from their homes and neighborhoods, but on the other hand it will create instant wealth for those families lucky enough to own their homes in these census tracts.

One of those opportunity zones is the Historic West End neighborhood in Charlotte, where 27 percent of the families own their homes. One of our African American elected officials owns the historic Excelsior Club, a black nightclub that hosted Nat King Cole and Louis Armstrong. According to the Charlotte Observer, it could have been purchased in 2018 by the County for $350,000, but the price was rejected as too expensive. Today, that same club is expected to sell for over $1.2 million, almost exclusively because it is in an opportunity zone. That example is not unique among opportunity zone locations. One of the residents of the Historic West End shared the story of a neighbor’s house selling for $16,000 and shortly thereafter reselling for more than $200,000, with the newest owner now asking over $300,000 for that same home. Opportunity zone legislation has got the capitalist juices flowing for many, with a goal of creating significant wealth in neighborhoods that have long been neglected.

Of course, the problem is that 73 percent of the families in the Historic West End rent their homes, as is the case in many other opportunity zones. They don’t have any equity or ownership stake to allow them to participate in the value creation. What will they do, where will they live? Their homes are likely to be purchased by speculators hoping to improve the property and flip it for a profit or rent it for significant premium to its current rate. That is the terrible side of gentrification, and it is one that will be devastating for thousands of families as they are forced economically from their homes and neighborhoods.

In the Historic West End, Grubb Properties has designated 10 percent of its 2019 Qualified Opportunity Fund dollars to help those facing the pains of gentrification. We will try to come up with novel ways to aid families that want to stay in the neighborhood but cannot afford the rapid escalation in rent that comes with modern development. The Knight Foundation, the Local Initiatives Support Corporation, Self-Help Credit Union, the Federal Reserve, and many others are engaging in the conversation to come up with ways to minimize the negative impacts that come from thousands of families being uprooted from the neighborhoods they have called home for generations.



There is no silver bullet to solve today’s housing affordability crisis.





There is no silver bullet to solve today’s housing affordability crisis. It is a fundamental imbalance of having more demand for homes than we have supply, a deficit estimated at close to four million homes. This shortage is causing home prices and rents for working families to skyrocket. At Urban Institute’s recent housing affordability brainstorming session, it was quoted that the number of families in the United States paying over 50 percent of their income in rent was believed to exceed nineteen million.

As Ayn Rand states, “The action to sustain human life is primarily intellectual: everything man needs has to be discovered by his mind and produced by his effort.” Government’s role needs to be in promoting environments for the private sector to produce homes, manage them, and encourage equity opportunities for those interested and willing to participate.

We must face this problem with a balance of compassion and competence. The solution will require plenty of both, and the efforts of many. Economic mobility benefits all of us and makes America stronger, healthier, and safer.
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CHAPTER 1

A FOUNDATION OF COMPASSION



We are in this world to delight others.



Adam Robinson



“ELLISON MCINTOSH WILL BE here to see you soon,” Mary Haggerty, my assistant, said as she stepped into my office. “You need to be here.”

I paused to reflect on that name, which I hadn’t heard in years. “Ellison McIntosh? He’s coming down from Lexington? Can’t you handle it?”

“No, you need to handle this one. He will be here in about an hour,” she said as she left my office with a sly smile on her face.

It felt odd. As the chief executive officer of Grubb Properties, I was extremely busy, and Mary always took pride in dealing with issues on my behalf. How could one mortgagee, whose house payment was probably less than $600 a month, warrant taking time from my busy day? Why didn’t he just call me?

I had lived in Charlotte for over a dozen years, ever since I returned to the real estate company after graduating from law school. I had helped expand our operations from Lexington, my hometown, to the much larger city of Charlotte. Our new offices in Charlotte were on the edge of downtown in a new building we had recently developed as part of a larger vision to revitalize the Elizabeth Avenue corridor. In fact, Barack Obama’s campaign offices were downstairs, and I got to meet him there on the eve of his initial presidential victory.

By 2007, Grubb Properties wasn’t much into the mortgage business anymore. That had been our foundation when my father launched the company more than four decades earlier by building single-family houses and providing financing for families that had been excluded from the all-white world of bank loans. Since then, we had turned our focus to commercial properties as well as multifamily housing, with increasing emphasis on urban rental communities.

But we still handled a few mortgages that originated in the company’s early years. As a boy, I helped my dad and learned the business by collecting mortgages on some of those early homes in Lexington. Recalling that time helped me better place where I first met Ellison McIntosh. He was one of those homeowners. I recalled back in those days, we had seen his family through some challenging times.

But that was, what, a quarter century ago, I thought. Why’s he coming all this way, driving sixty miles and fighting the Charlotte traffic, to see me? How does he even remember me? I wonder what could be so important? I hope this isn’t bad news.

“They are here to see you now,” Mary said. It had seemed that only minutes had gone by as I daydreamed about the past. “I put them in the executive conference room.”

They? I wondered what she meant. Stepping into the conference room, I found Ellison there with two of his children and three of his grandchildren. “Mr. Grubb?” he said, as he looked at me nervously. “I wanted to hand deliver you my final mortgage payment.” Then he gave me a check.

I was at a loss for words. It had been thirty years to the month since he had started making payments on the mortgage for one of the houses that my father built in his redlined neighborhood. Ellison was here to make his 360th and final installment. He would now own his home outright, and he wanted his kids and grandkids to see for themselves how important this occasion was. He wanted them to know that things work out if you do what’s right and keep a steady eye on the future. This was no small accomplishment. Here was a family that had achieved nothing less than the American Dream that so many deserving families had been denied.

His grandkids sat quietly around the table. They were young, about my age when I had been working with their granddaddy back in Lexington. I could see Ellison’s pride as he handed me the check. He was an amazing example for his family. He had given his loved ones a legacy of security and equity.

I felt proud of the role that my father had played in helping hundreds of families beat the odds stacked against them. Dad did what few others would venture to do, which was to go against the grain making home loans to folks shut out of the system. Ellison McIntosh’s success represented my father’s legacy too.

“Thank you,” I stuttered. I wish I had thought to say something more, but I had not a clue what to do. I wasn’t even prepared to have his mortgage there to mark it canceled, much less do something more ceremonial. I was astounded that his family had come with him to deliver the final payment—and I will treasure the memory of that moment forever.

THE SHIFTING AMERICAN DREAM

The research verifies what common sense tells us: Those who grow up feeling safe and secure in a home with support are much more likely to become productive members of society. A sense of insecurity in childhood, whether emotional or physical, can severely hamper the ability to learn, grow, and operate in the world.



Those who grow up feeling safe and secure in a home with support are much more likely to become productive members of society.





Although we celebrate stories of people who have thrived despite a fractured home life in a rough neighborhood, those rags-to-riches tales are by far the exception. A lot is at stake. Substandard housing hurts our families and children. An ample supply of decent, affordable homes is critical to a healthy and prosperous society.

For generations, homeownership has been an avenue toward a better life. By building equity in a place that they could call their own, families advanced and grew in wealth. As the value of the home increased, so did the pride of ownership—and that value and pride were both assets to strengthen the next generation. Many families prospered from that opportunity. Many families did not. They were left out and kept down, often purposefully, by a society inclined to push them to the margins.

My father showed a personal touch that the lending industry lost over the years. He understood what he called “the bumps in the road,” such as a factory worker’s broken leg that prevented him from earning his paycheck and making his monthly mortgage payments. If you don’t hit one of those bumps now and then, you must not be alive and moving. We all need a little help sometimes along the way, and the computerized, syndicated, and overregulated world of today fails to appreciate that fact.

A lot of lenders once exercised discretion to show compassion, whether they were extending loans to home buyers or small businesses. When Ben & Jerry’s opened their first ice cream shop in Vermont, they had a booming summer, but in the grip of winter it was hard to make the loan payments. Their bank understood and waived their principle payments until they hit their stride again the next summer—and an institution was born.

The human touch faded as the lending industry began to package, sell, and resell home loans, syndicating them far and wide through mortgage-backed security programs. When homeowners hit a bump, who would sit down to chat with them? They couldn’t find anybody with the authority to negotiate the loan. Their only choice was to make that payment or face foreclosure. Yes, the industry should enforce responsibility and discipline, but it need not be heartless.

That loss of humanity led to the well-documented abuse of the system that caused the housing meltdown and contributed to the global financial crisis in 2008. Millions lost their homes. In the aftermath, the industry swung to the other extreme, overregulation. The result of the federal government’s crackdown on home loans was that even hardworking people with decent credit couldn’t qualify for mortgages at the best time in history to buy a home, when they were cheapest. That effectively kept millions of lower- and middle-class families from enjoying the equity that a home could have built.


AN EMERGENCY LINE OF CREDIT

One of my main initiatives, which I have been working on with the Aspen Institute, where I am a finance leadership fellow, is to create a mandatory home equity line of credit for all home loans with greater than 80 percent financing. The idea is simple: set up a 5 percent emergency line at the initial financing of the home purchase.

The line of credit would be maintained by the loan originator, making sure it had skin in the game and wouldn’t just approve any home loan. The amortization schedule would be shorter term, like five years, so that it would be available for the next emergency. In addition, there would be specific guidelines on when the line could be used—such as medical emergencies, natural disasters, or something as simple as a tree falling on one’s house.

The emergency line of credit would be good not only for the homeowner but also for the investor, providing a backstop against a lapse in payment when life happens. It would be a security net providing peace of mind for hardworking families. The investor would gain a sense of security, which often results in lower pricing that helps to make housing more affordable. The investor also would feel reassured that the loan originator did due diligence. To entice originators to offer this option, I would propose that Fannie and Freddy waive the clawback on the loans they purchase that come with this provision.

Another benefit is that these second mortgages would help to ward off predatory lenders. It’s naive to think that regulations alone can stop them. However, putting them third in line to collect on a debt and even banning their ability to foreclose would certainly reduce the problem.

In Charlotte, I helped Habitat for Humanity come up with their soft second mortgage program, which successfully reduced the number of instances folks fell prey to predatory lenders. The idea was that Habitat, which would sell the homes at cost without interest on the mortgages, would add an additional $10,000 second mortgage that would go away after 15 years of payments on the first mortgage. However, they would get paid the additional $10,000 prior to a third lien holder, should one exist and try to foreclose, or if the house sold prematurely for a profit. This protected Habitat as well as the homeowner.
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