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A Note from the Editor
Dear Reader,

“Crony capitalism” is an economic system built on shady collusion between businesses and 
politicians. It’s meant to benefit an elite few who get richer and richer in a manner that is 
completely detached from the financial realities of communities and people.  In the pages 
that follow, you’ll find an in-depth examination of the complex tangle of problems brought 
about by modern day crony capitalism—as well as some ideas for how to address them.

My colleague, Charles Marohn, the president and founder of Strong Towns, has been writ-
ing about crony capitalism since the early days of our nonprofit back in the first decade of 
the millennium, and this topic continues to be prescient today.  The essays found in this 
book were all written in 2020—a year marred by dramatic economic challenges brought on 
by a global pandemic.  What you will quickly learn as you read this book, though, is that 
many of these problems have been simmering and growing for decades.

The book begins with a five-part series called, “Understanding Growth” which incorporates 
the wisdom of Czech economist Tomas Sedlacek to explain why our American model of 
economic growth is mathematically, socially and morally bankrupt. The book continues by 
sharing five case studies on everything from municipal pensions to strip malls, illustrating 
the ways in which crony capitalism has harmed our financial wellbeing in America and of-
fering a better path forward, focused on bottom-up, locally-based action.  You can find the 
latest Strong Towns takes on crony capitalism and related issues at strongtowns.org/cro-
ny-capitalism

This book was created thanks to the generous support of Fieldstead & Company, and Mr. 
Howard Ahmanson. We hope it provides insight and inspiration as you seek to make your 
town stronger.

Rachel Quednau
Program Director, Strong Towns



4

Lessons in Crony Capitalism

STRONG TOWNS

strongtowns.org

Understanding Growth, Part 1:
Trading Stability for Growth

Four years ago, I wrote a series inspired by the work of Czech economist Tomas 
Sedlacek. In light of everything that is going on right now with the economy, 
the work is not only prescient, but newly relevant. The fragility now exposed 
in our cities is a byproduct of the Suburban Experiment. We have reoriented 
local systems of growth away from serving the community and towards macro 
objectives. We lost the feedback loops that are critical to making our cities, and 
(ironically), by extension, the national economy strong. 

As I say in this piece: We have traded stability for growth for so long we now find 
ourselves without either.  In the words of Czech economist Tomas Sedlacek from 
his book Economics of Good and Evil:  “We have become over-obsessed with 
the idea of growth. We are not exactly sure what we are growing toward, but we 
compensate for this shortcoming by accelerating.” 

My hometown of Brainerd, MN, is millions of dollars in debt. We’re one of 
the poorest cities in the state and are perpetually among the highest in 
unemployment. More of our budget comes from aid from the state than we raise 
locally through property taxes. We have untold obligations we cannot meet, from 
building repairs to road maintenance, and we’ve laid off our firefighters and many 
of our police officers. Yet, despite our fragile and nearly desperate financial state, 
we are about to borrow another $10.7 million for a sewer and water expansion 
project we don’t really need.1 Why would we do such a thing? 

The one-word answer? Growth. 
 
In this series, I’m going to offer a Strong Towns interpretation of the insights 
of Tomas Sedlacek whose book, Economics of Good and Evil, I’ve spent a lot 
of time with over the past few years. Let’s just say that I’ve finally found an 
economist I can respect.

1 http://www.brainerddispatch.com/news/3989421-bpu-bonds-wont-bump-utility-rates
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Speaking during the darkest days of the recent European economic crisis, 
Sedlacek argued that our economy is not depressed but is more correctly 
described as manic-depressive. The mania we collectively experience is both on 
the way up and on the way down, although we only choose to treat the latter. 
The former we embrace. 

During the good times, “we always wanted to grow just a little more than we 
otherwise could.” There was always a reason why, if a little bit of growth was 
good, more would be even better. It was very easy to justify various kinds of 
mischief -- from annual deficits to artificially low interest rates -- in order to wring 
just a little more growth out of the economy. This is true whether your goals 
were motivated by left-wing thinking or right-wing thinking. 

Very consistent with the mindset of the Patron Saint of Strong Towns Thinking, 
Nassim Taleb, Sedlacek suggests that our economic policy of recent decades 
has been to sell stability in order to buy growth. This is what I alluded to in the 
Brainerd example I started this essay with. We’re already unstable, yet we’re 
prepared to commit half a generation of projected revenues for the slim chance 
that we are going to be able to experience some growth today. I’ve described this 
concept in some detail in Strong Towns’ Growth Ponzi Scheme series2.  

These policies -- nationwide reflecting down to the local level -- have the effect 
of amplifying growth during the good years and then accelerating downturns 
in the difficult years. This is why an economy can grow really fast from 2001 
through 2008 and then suddenly collapse. Graphically, here is how our current 
growth economy tends to perform.
 

2 http://www.strongtowns.org/the-growth-ponzi-scheme/
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I’ll pause here and note that we collectively call the period between 2001 and 
2008 a housing bubble. From 2008 until 2010 we saw that bubble burst. Now 
housing is back to 2008 levels, but do we have another bubble? Of course not. 
We call 2010 to 2016 a housing recovery. An inflated sense of esteem is one of 
the criteria for the manic phase of a bi-polar disorder. 

I want to contrast a growth economy with a resilient economy. The idea of a 
resilient economy is that we sacrifice some growth in order to gain stability. 
During the good years, we would not grow quite as much and, in turn, during 
the bad years things would not decline so precipitously. Forgoing debt, buying 
insurance, fully funding your pensions and prioritizing maintenance are all ways 
to pursue a resilient strategy. Such an economy would perform more like this. 
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Let me contrast both of these approaches with a Strong Towns approach, 
embodied in Nassim Taleb’s concept of antifragility. An antifragile economy is 
one that gains from disorder. Such a system will experience growth during the 
good years, although not nearly as much as the growth economy or the resilient 
economy. However, the antifragile approach will continue to experience some 
success during the bad years. As it is stressed, it grows stronger. Here’s what 
that looks like.
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Where does such a system exist? For cities, the antifragile approach is the 
traditional development pattern. It is the incremental way in which we built and 
matured cities for thousands of years all around the world. Flexible building 
forms, constantly maturing neighborhoods and incremental investments -- cities 
that continually grow up, grow out and grow more intense --  ensure that there 
are always positive ways to improve. 

The antifragile approach does not outperform the growth economy or even the 
resilient economy during the good years. In times of extreme affluence such as 
America experienced after World War II, sticking to the antifragile approach -- 
especially after two decades of depression and war -- was not going to happen. 
Our natural human inclinations overrode our time-tested wisdom. In many ways, I 
understand that. 

What is harder to understand -- and harder yet to forgive -- is the way we 
accelerated our debt during those good years in order to grow just a little bit 
more. We have traded stability for growth for so long that we now find ourselves 
without either. 
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It’s almost too obvious to state: Our local communities need to reorient 
themselves away from the disastrous centralized growth strategies of Wall Street 
and Washington DC. We need to focus, once again, on serving the humble needs 
of the people in our communities, urgent as they are in this moment. That is the 
path to long term strength and prosperity. That is the Strong Towns approach.
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Understanding Growth, Part 2:
The Real Economic Threat is 

Contentedness
 
Many of us are fortunate to be stuck in our homes during COVID, not one of 
the essential workers out risking life and health assisting those in need and 
keeping essential services running. As I’ve hunkered down in my own home, I’ve 
experienced a heightened sense of gratitude, particularly for the simpler things in 
life. 

Eating meals together as a family. Afternoons on the porch reading in the sun. 
Music performed by my daughters. Evening strolls with my wife. 

If I ponder the things that mean the most to me, it is those kinds of things. If 
I ponder the things I have devoted the most time to over the past years, it is a 
much different list. I believe this is a widely shared experience among my fellow 
Americans. That should scare economists. 

The longer the economy stays shut down, the more likely we are to recognize 
how little of it we actually need. Yes, we need food and medicine and other 
essentials, but what if we became content with less? What if we became content 
with much less? 

In the previous essay, I explained how we have traded away our stability in 
pursuit of economic growth. In this essay, I’d like you to consider that the 
greatest threat to our economic model isn’t recession or even depression. It’s 
that we become content with our lives. 

“It would appear then that there are two ways to be happy in consumption: 
to permanently escalate consumption (to reach the next unit of happiness, 
we need ever more consumption material) or to become aware that we have 
enough. The only thing we have a real shortage of is shortage itself.” 
– Tomas Sedlacek
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There is a tragic paradox to the women’s movements of the past century, 
specifically when it comes to women in the workplace. What started out as 
liberation -- the choice of whether or not to work and to have that labor valued 
and respected in the same way as a man -- has evolved into something else. 
Today most women do not have a choice as to whether or not they work. Work is 
an economic necessity. 

In a theoretical sense, women entering the workplace should have meant a 
number of positive things at the family level of finance. For a home that now 
had two breadwinners, it should have meant a higher standard of living. It should 
have provided the household with more capacity for leisure time. It should have 
given the other spouse the ability to work less or to choose a different job that 
perhaps was more fulfilling. In short, the sacrifice of extra labor should have 
provided the benefit of a better life for everyone. 

It may have in the early years, but our insatiable lust for additional economic 
growth wore away those benefits (as explained by Elizabeth Warren in her book, 
The Two-Income Trap: Why Middle-Class Parents are Still Going Broke). We’ve 
now reached a point where we have sucked all the productivity gains out of 
employing the other half of our workforce -- as economists like to call women -- 
and still we need more growth. To what end? 

Czech economist Tomas Sedlacek observed the following in his book Economics 
of Good and Evil: 

The United States could have devoted the technological development of 
the last twenty years to saving time. In other words, if the United States 
remained at the standard of living it had twenty years ago, and were to invest 
technological progress into free time, maintaining this standard would require 
40 percent less work, or a three-day workweek. 

Stated another way: Imagine how spartan and deprived your life was back in the 
1990’s (not). If you were to have sacrificed and simply maintained that standard 
of living -- house sizes, gadgets, automobiles, etc... -- today it would only take 
three days of your labor each week to sustain that quality of life. So, if we 
measured success in terms of, say, leisure time instead of growth, the path we’ve 
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been on the last two decades has resulted in a vastly reduced standard of living. 

We don’t measure success in leisure time, however, which is actually an 
interesting observation when one stops to ponder it. Why do we work? Sedlacek 
puts forth some provocative challenges to the growth economy, such as an 
examination of the modern treatment of Sabbath. The Sabbath is a day of 
abstinence from work recognized by Jewish and Christian religions. It’s a time 
out. A day of rest. Not a day to work a few hours or get caught up on the yard. 

The book of Genesis describes God’s labor of creating the heavens and earth 
and all that is as taking six days. On the seventh day, God rests. God doesn’t 
rest because God needs to be back at the office Monday morning to create 
another universe. God rests because God is done.

As modern Americans, do we work for the weekend? Do we put in our toil and 
labor so that we can be done and then rest? Or do we, as modern economists 
who argue over the proper length of the work week put forth, need rest so that 
we can become more productive workers? Who serves whom? 

The political right in this country often treats the growth economy as a religion—
as a good unto itself. This is why, in the wake of the 2008 financial crisis, some 
so-called conservatives had open discussions about the merits of the Beijing 
Consensus -- a little state capitalism with some authoritarianism thrown in -- if 
that is what was needed to get growth going again1. 

Again, do we have western democracy that can result in economic growth OR do 
we require economic growth in order to have western democracy? Which one are 
we willing to sacrifice to ensure the other? 
 
The political left largely accepts the dogma of a centralized growth economy 
but -- like the One Ring in Tolkien’s trilogy -- tries to wield the power for good. 
Instead of changing the system to respond to a bottom-up set of needs, there is 
a lot more power to be had in letting it churn and then allowing the smart people 
to reallocate the spoils from their privileged perch. And, of course, let’s just take 
on huge amounts of debt if we have to -- of course we do, people are in need, 
after all -- in order to increase that (centrally-managed) growth. 

1 https://en.wikipedia.org/wiki/Beijing_Consensus
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The refreshing thing about Sedlacek is that, unlike his economist peers who deny 
humanity and replace us with homo economicus (the totally rational being that 
cleanly fits their mathematical models), he starts with a deeper understanding 
of human motivation. We’re not the utility-maximizing entities that our economic 
models count on us to be. There’s a lot of good that comes from growth, but 
growth is not the only good. An economy based solely on growth is one that 
misses out on a lot, not to mention wreaks a lot of havoc. 

This brings me to one last rhetorical question: What does the end look like? 
When the growth economy has provided everyone with a house, clothes, food, 
two iphones, a driverless car and a robot maid, what then? Are we done? Does 
our model even contemplate a time when we have enough, or at least a time 
when our wants are insufficient to create a 3% annual rate of GDP growth? 

Sadly, the answer is “no” and so, in the next essay, we will examine the problem 
caused by debt. 

“If maximum growth is the imperative of our time, at any cost, then true rest 
and satisfaction are not possible.”
– Tomas Sedlacek
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Understanding Growth, Part 3:
We All Work for Debt Now

 

There are some things that are difficult to say during a crisis — perhaps 
laughable or even offensive to some — yet they need to register in the moment 
lest we misunderstand the history we are living through. The fact that our current 
economic problems have been magnified by debt is one of them. 

That we have too much debt, and take on more at our peril, is a heretical notion 
in the desperation of the pandemic. The ostensibly wisest economists among us 
are advising we accelerate our debt. And then some. As a bi-partisan consensus, 
at least in this moment, we have agreed that the amount of debt our financial 
system contains is of no consequence. More precisely: more debt would help. 

Let’s look backwards for a moment instead of forwards. Had debt not been so 
easily dispensed in the years after the September 11 attacks, not only would 
we not have been able to pay for two ongoing wars, it’s very unlikely we would 
have experienced a housing bubble and all the related economic turmoil in the 
financial sector when it burst. Likewise, had we not injected trillions of dollars 
into the financial system, encouraged corporations, small businesses, and 
families to take on massive amounts of debt during the so-called recovery years 
of the past decade, the economy would not be collapsing in the dramatic fashion 
it is today. 

One could argue that we would not have experienced the growth (however 
modest, and now negated) of the past decade, but that is at least arguable. What 
isn’t arguable is that the financial constraint today is forcing everyone’s hand, 
making trillions in bailouts mandatory for supposedly blue chip corporations to 
survive—and that isn’t for payroll or inventory. It’s for debt service. 

In the economic system we have evolved, when we can’t pay our debts, 
everything fails. Everything. 

We took on debt to grow our economy and to serve us. Now we serve debt.
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Many will argue that more debt going forward doesn’t matter. Looking backward, 
that is ridiculous -- we’d be way better off with no debt today -- but they aren’t 
looking backward. They are looking forward. So, what they are really asserting 
is that, given how far down this path of debt we currently are, the harm of going 
further is minimal compared to the pain and suffering of not taking on more 
debt. This is true, and will remain true, until it is not. 

When we reach that turning point, I want you to remember what we have 
discussed in this series. I want you to remember how we traded away our 
stability for growth, despite stability being a prerequisite for our long term 
prosperity. I also want you to remember that the greatest threat to the current 
economic order is not a lack of growth but the notion that we would all become 
satisfied with our present quality of life—that we could no longer be induced to 
consume beyond our means. 

And I want you to remember how debt is a thief that steals our future optionality. 
We all work for debt now. 

“The debate on GDP growth frequently tends to be nonsensical. GDP growth 
can simply be influenced with the help of debt (and either through fiscal 
policy in the form of deficits or budget surpluses) or through the help of 
interest rates (monetary policy). So what sense do GDP growth statistics 
make in a situation with a several times larger deficit in its background? What 
sense does it make to measure riches if I have borrowed to acquire them?”
- Thomas Sedlacek 

Common consensus among our intellectual class is that debt doesn’t matter. 
Perhaps more precisely: concerns over debt are less important than concerns 
over growth. Paul Krugman, the living caricature of this mindset, writing in his 
book End This Depression Now, made the following argument in the introduction: 

Every time I read some academic or opinion article discussing what we should 
be doing to prevent future financial crises—and I read many such articles—I 
get a bit impatient. Yes, it’s a worthy question, but since we have yet to 
recover from the last crisis, shouldn’t achieving recovery be our first priority? 
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He then goes on to lament that GDP growth, “is barely above its pre-crisis peak,” 
a clear sign (not) that we are in a depression. Krugman has argued that more 
debt is a moral imperative -- debt is good and nobody understands debt (except 
him) -- that we’re not grasping the basic lessons of John Maynard Keynes when 
we contemplate policies of fiscal austerity. Writing in the wake of the 2008 
financial crisis, Krugman stated: 

When everyone suddenly decided that debt levels were too high, debtors were 
forced to spend less, but creditors weren’t willing to spend more, and the 
result has been a depression—not a Great Depression, but a depression all 
the same. 

Sedlacek calls our current growth economy “Bastard Keynesian”. He points to the 
story from Genesis of Joseph interpreting Pharaoh’s dream as the first macro-
economic forecast, a forerunner of Keynesianism. In the story, Pharaoh has a 
dream of seven fat cows grazing who are then consumed by seven lean cows. 
In a subsequent dream, Pharaoh sees seven heads of healthy grain devoured by 
seven thin and withered heads of grain. When none of Pharaoh’s magicians or 
wise men can adequately explain the meaning, Joseph is summoned. He tells 
Pharaoh1: 

God has shown Pharaoh what he is about to do. Seven years of great 
abundance are coming throughout the land of Egypt, but seven years of 
famine will follow them. Then all the abundance in Egypt will be forgotten, 
and the famine will ravage the land. The abundance in the land will not be 
remembered, because the famine that follows it will be so severe. 

Joseph then provides a way to deal with this crisis, one that will require prudence 
and sacrifice during the good years: 

Let Pharaoh appoint commissioners over the land to take a fifth of the 
harvest of Egypt during the seven years of abundance. They should collect all 
the food of these good years that are coming and store up the grain under 
the authority of Pharaoh, to be kept in the cities for food. This food should 
be held in reserve for the country, to be used during the seven years of 
famine that will come upon Egypt, so that the country may not be ruined by 
the famine.

1 Genesis 41: 28-36 (NIV)
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This is the essence of Keynes. During the good years we save so that, during the 
difficult years, we can spend. One of his great insights is the paradox of thrift: 
when everyone cuts back on spending, as tends to happen during economic 
downturns, it only makes the crisis worse. In response, Keynes suggests that 
government can -- and should, like Pharaoh -- step in to build up reserves during 
good times so that, in those inevitable downturns, it can fill the gap and prevent 
unnecessary suffering. 

So, what happens when Pharaoh wants more growth during the good years -- 
because growth is a good unto itself and more is always better/necessary -- and 
also wants to be able to counteract downturn during the lean years? That is the 
state in which our economy operates now, which is why Sedlacek calls it Bastard 
Keynesian. It takes one half -- spending during downturns -- while doing little in 
the way of prudence to build up reserves during the good years.

This has turned our growth economy into a debt economy. We cheer when the 
economy grows by 3% in a year even when our collective debt levels have risen 
by more than 3% of GDP. Nobody who borrows $10,000 believes themselves 
to be $10,000 richer, yet we manage our growth economy as if this is an actual 
reality.  

In a manner that mainstream American economic thought reflexively laughs at 
-- think Ron Paul, the gold standard, and the antiquated Tea Party emphasis on 
balanced budgets -- Sedlacek describes the way in which interest rates allow 
money to travel through time. From Economics of Good and Evil (emphasis 
mine): 

Money can also travel through time. This time-travel of money is possible 
precisely because of interest. Because money is an abstract construct, it is 
not bound by matter, space, or even time. All you need is a word, possibly 
written, or even a verbal promise, “Start it, I’ll pay it,” and you can start to 
build a skyscraper in Dubai. 

Understandably, banknotes and coins cannot travel through time. But they are 
only symbols, a materialization, an embodiment or incarnation of that energy. 
Due to this characteristic, we can energy-strip the future to the benefit of the 
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present. Debt can transfer energy from the future to the present. 

On the other hand, saving can accumulate energy from the past and send it 
to the present. Fiscal and monetary policy is no different than managing this 
energy. 

We have experienced more than a decade of interest rates at or near zero. 
Understand what that is. It is a desperate attempt to energy-strip as much of our 
future productivity as possible for the benefit of today. Negative interest rates, as 
are now being contemplated, would allow us to reach just a little bit further into 
the future. We are buying growth and the price we pay is our future stability. 

Let me put some numbers to this abstract notion of lost stability. Back in 2013, 
we began to suffer through the horrors of the U.S. budget sequestration. For 
those of you that don’t remember, the sequestration was an $85 billion reduction 
in spending on a $3.5 trillion federal budget, something Paul Krugman called a 
Doomsday Machine2, but we can well imagine Pharaoh calling it a prudent move. 
Nonetheless, consider that, with our unprecedentedly low interest rates, over the 
past decade we’ve been able to expand our national debt to nearly $24 trillion 
without increasing our annual debt service costs. At this point, for every 1% rise 
in interest rates, we are facing an additional $240 billion in interest expense -- 
three times the Doomsday Machine of the sequestration -- just to pay interest on 
our past spending. 

How much stability do we have if our national policymakers can’t raise interest 
rates without exploding the budget? Ah, but sir, inflation is low. Yes, but if the 
Krugman acolytes or Modern Monetary Theorists are successful (and how can 
they not be if the theory is to print and borrow endless sums of money until 
we get acceptable levels of spending back?)  then inflation will rise and we will 
be forced to pick our pain. Either destroy people’s lives -- especially the poor 
-- through relentlessly rising prices or blow up the growth economy and suffer 
through the collapse. My guess is we’ll try to stick it to the poor, but really, all 
bets should be off at this point. 

As Sedlacek contends: “It’s not a question of austerity: yes or no, but when.”  
 

2 http://www.nytimes.com/2013/02/22/opinion/krugman-sequester-of-fools.html
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We have suffered what Sedlacek calls a tragic subject/object reversal. We created 
a growth economy to serve us. Now we serve it.  Debt once served us. Now we 
serve it. 

In the next chapter, I am going to explore the basis for a different economic 
approach, a more localized financial system that supports a truly prosperous 
nation of strong towns.
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Understanding Growth, Part 4:
A Society of Neighbors or Villains?

 

Professional engineers like to think of their work as value-free or, at most, 
something that reflects the broader values of society in general. Most 
engineers categorically reject the notion that the system of delivering municipal 
infrastructure they have helped create reflects their own values and priorities, not 
society’s. Yet, we’ve spent a great deal of time at Strong Towns explaining why 
that’s not true and how engineers are taught a certain set of values that are so 
deeply entrenched in their practice that they don’t even recognize them as values. 
For engineers, those are merely truths that society must accept. 

The same internal fallacy exists for economists and the economic systems they 
attempt to explain and direct. These are supposedly valueless systems focused 
on efficiency of exchange, yet they are dominated by a hierarchy of values 
chosen, not by society at large, but by economists and those who follow their 
advice. 

The belief that we should trade away local stability for increases in federal growth 
has been imposed on our communities, despite the values that accompany 
such exchange. The models that suggest humans continue to accelerate their 
wants and desires, that we exhibit — by our very nature — an insatiable lust to 
consume and, for the benefit of society, should never become satisfied with our 
present levels of consumption (let alone reduced consumption), are dripping with 
a morality few of us would identify with. 

The idea that debt is good, that we all benefit from the accelerating levels of 
debt experienced throughout society, is a value assertion categorically opposed 
by numerous societies both modern and ancient. 

It’s time we openly discuss not only the values of our economic system, but — 
as we have with engineering values — who it is that should make these value 
decisions in the realm of economics. 
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If we believe that man is evil in his nature, therefore that a person himself is 
dog eat dog (animal), then the hard hand of a ruler is called for. If we believe 
that people in and of themselves, in their nature, gravitate toward good, then 
it is possible to loosen up the reins and live in a society that is more laissez-
faire.  
– Tomas Sedlacek 

In one of my favorite episodes of Dan Carlin’s Hardcore History, Dan quotes 
Lt. Col. Dave Grossman from the book On Killing: The Psychological Cost of 
Learning to Kill in War and Society, in saying that it is the “proximity to the victim 
that determines how resistant to killing people tend to be.”1 

Adam Smith is most well known today for The Wealth of Nations and, in 
that book, his single (perhaps offhanded) mention of the “invisible hand” is 
the most famous passage. To say we have built our entire growth economy 
around this notion -- that a market where everyone works for their own self 
interest will magically produce optimal outcomes for society -- would not be an 
overstatement. Here is that quote, as it’s commonly presented: 

It is not from the benevolence of the butcher, the brewer, or the baker, that 
we expect our dinner, but from their regard to their own interest. 

[… He] intends only his own gain, and he is in this, as in many other cases, 
led by an invisible hand to promote an end which was no part of his intention. 
Nor is it always the worse for the society that it was no part of it. By pursuing 
his own interest he frequently promotes that of the society more effectually 
than when he really intends to promote it.

Interestingly, as listeners to our podcast heard when I interviewed EconTalk host 
Russ Roberts on his book How Adam Smith Can Change Your Life, Smith’s 
primary obsession was not with economics2. It was with morals. His first book -- 
The Theory of Moral Sentiments -- is a fascinating prism through which to view 
The Wealth of Nations. 

If we listen to the leading voices of today’s economics profession, we are told 
that Americans are consumers. We are, by our very nature, rational, utility-

1 http://www.dancarlin.com/hardcore-history-57-kings-kings-ii/
2 http://www.strongtowns.org/journal/2015/2/24/episode-207-russ-roberts-on-adam-smith
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maximizing creatures. Their models have us designed to be Homo Economicus. 
Yet, Adam Smith -- whose invisible hand has been used to justify all manner of 
private vice in the name of the common good -- clearly recognized that people 
are motivated by far more than their own rational self interest. In The Theory of 
Moral Sentiments, he wrote: 

Regard to our own private happiness and interest, too, appear upon many 
occasions very laudable principles of action. 

[...] Kindness is the parent of kindness; and if to be beloved by our brethren 
be the great object of our ambition, the surest way of obtaining it is, by our 
conduct to show that we really love them. 

The Czech economist Tomas Sedlacek argues that there is an invisible hand, 
but that it is not constrained to simply the realm of the market. It crosses into 
the realm of the social, the psychological and the historical. It compels us to act 
and react as a society in certain ways which often are not, in a purely economic 
sense, wholly rational. From Economics of Good and Evil: 

For small acts (hunting together, work in a factory), small love is enough: 
Camaraderie. For great acts, however, great love is necessary, real love: 
Friendship. Friendship that eludes the economic understanding of quid pro 
quo. Friendship gives. One friend gives (fully) for the other. That is friendship 
for life and death, never for profit and personal gain. 

In times past, the butcher, the brewer and the baker -- particularly in the age of 
Adam Smith -- would all have been people we personally knew. They lived up the 
street. Our kids would have played with their kids. We would likely have gone to 
the same religious services, received the same moral teachings and been part 
of the same circle of peers. To say our transactions were purely market-based is 
overlooking a lot. I care about the butcher, the brewer and the baker, not in some 
abstract way that I generally care for humanity, but in a very real way because I 
know them.  
 
Sedlacek shares this insight as well and compares love to a physical force that 
behaves differently based on proximity: 
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It could almost be said that “small love” is a kind of gravitational force which, 
while weak (and almost imperceptible in comparison with other forces), is 
similar to charity in that it is a weak love, difficult to detect in comparison 
with other loves (which are intense and concentrated on one or a couple of 
people). But just as with short but strong (nuclear) forces and distant and 
weak (gravitational) forces, charitas holds together large units, in our case 
society—in a similar way to how gravity keeps together objects at large 
distances but is not as “strong” as nuclear or electric forces.

In the name of maximum growth, we have moved the morality of market 
transactions in our society -- in pursuit of maximum efficiency -- from the realm 
of near and strong to that of distant and weak. So that my meat is (theoretically) 
the highest quality at the lowest price, I now bypass the butcher -- he has long 
been put out of business -- and instead buy it from a national retailer. The clerk 
there does not know the shareholders who own the company, nor do they know 
the clerk. Nor me. None of us know the actual people who cared for the animal, 
slaughtered the animal, processed the animal or transported the meat to the 
store. Nearly all moral dimension in this transaction has been removed, leaving 
me, the clerk and the shareholder owners of the company free to treat each 
other with the least amount of social connection possible. 

Yet, society still operates with an amazing degree of individual decency. It is still 
news when someone acts terribly because it is a rare occurrence. That should 
be a refreshing observation and should make us less fearful of a world where 
we sacrifice growth for stability, where we focus less on maximizing efficiency 
in our markets and more on building the resilience of our cities, towns and 
neighborhoods. Unfortunately, that is not the case, and so we’ve shown, in the 
face of all these distant and weak moral connections, an inclination to turn our 
power to do good over to others with the hopes that they will enforce a better 
world. 

Again, from Sedlacek: 

The question of whether man is good or evil is a key question for the social 
sciences. “Regulation” will develop from it. If man is evil by nature, then it is 
necessary to force him toward good (in the context and under the pretext of 
“social good”) and limit his freedom. If it is a dog-eat-dog world, as Hobbes 
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believes, we need a strong state, a powerful Leviathan that forces men 
toward (men’s unnatural) good. But if on the other hand human nature (or 
something of the ontological core of man’s being, his very “I”) is good, then 
more laissez-faire is possible. Man can be left alone, because human nature 
will automatically have a tendency to steer him toward good.

State interventions, regulation, and limits to freedom need be applied only 
where man as part of a whole is not sufficiently (collectively) rational, where 
spontaneous social coordination works poorly or where forced coordination 
is capable of ensuring better results (in the case of externalities, for 
example). This is one of the key questions for economics: Can the free will of 
thousands of individuals be relied on, or does society need coordination from 
above?

Are we a society of villains or of neighbors? 

I believe we are a society of people inclined to be neighbors who have adopted 
an economic structure predicated on our villainy. By shifting our markets from 
interactions that are predominantly distant and socially weak to those that are 
near and socially strong, we can start to move beyond our fragile dependence 
on growth, debt, and a centrally-directed economy to a stronger America based 
on strong cities, towns, and neighborhoods. In the final chapter of this series, I’ll 
show you what that could look like.
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Understanding Growth, Part 5:
Moving Beyond the Economics

of Neediness

One of my daughters was angry with me yesterday. She was actually frustrated 
with the weeks of being shut in during the pandemic, away from her friends and 
activities, not able to live with the innocent normalcy her life has been gifted 
thus far. In her anger, she told me to, “Stop telling me to be grateful.” I share her 
frustration. 

As a family, we spent time recently discussing Anne Frank. It wasn’t an attempt 
by parents to shame away selfish feelings — feelings I know I share — but to 
keep some perspective, appreciating how luxurious a quarantine that still allows 
us to move about, play music, watch movies, plant flowers, and enjoy the 
sunshine in peace and security really is. 

The great debate of the moment is over how much economic damage to suffer 
in order to slow the spread of the coronavirus. The great irony is that we are 
uniquely fragile in both our system of economics and human health. We have 
allowed financial fragility to build up over decades of suppressed feedback, pain 
we have put off by bailing out corporations, enterprises, and endeavors that 
should have failed and been replaced by stronger operations. 

We’ve done the same in the human realm, allowing fragility to accumulate 
by saving and extending the lives of people weakened by diseases and other 
ailments. These are people that, in a prior age, would have passed away, but now 
can live long and fulfilling lives. No decent human would deny the time given so 
many, nor the life lived in that time, just so the present stock of humans could be 
more resilient to this particular virus. 

I draw this comparison so we can recognize that our natural instinct -- the very 
nature that makes us so beautifully human -- is to resist the limitations put upon 
us. One of the most common aspirations shared by humans is the power to 
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remand death. Yet all of us know that death is inevitable, that we must confront 
what it means to live with limits. 

“In recent decades, our debt has risen not out of shortage but out of surplus, 
excessiveness. Our society is not suffering from famine, but it must solve 
another problem—how to host a meal for someone who is full.” 
– Tomas Sedlacek

 

Years ago I put together this “Strong versus Fragile” graphic as a way to help 
people think about the nature of productive cities. In the rainforest, you have a 
complex, adaptive system that has emerged in a way that is highly resilient and 
adaptable. The corn field, in contrast, is a managed (not emergent) system based 
on the goal of efficiency, constantly increasing the amount of output for a given 
unit of input. The corn field is fragile; one hail storm, a few weeks of drought, or 
a swarm of locusts and it’s gone. 

We might think we prefer the human equivalent of the rainforest, but do we?  
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Let’s pretend we were made king/queen of a portion of a rainforest and, 
magically, we had the authority and resources we needed to right the wrongs, 
correct the deficiencies, that we saw in the world around us. What would we do? 

As we delved into the situation, we would quickly realize that the process of 
emerging, of developing a resilient equilibrium, is a brutal one. In the rainforest, 
one creature’s cruel death provides the essential nutrients for many others. A 
tree grows strong and creates an ecosystem of winners and losers. Another tree 
falls and an entirely different system of winners and losers takes over. Would any 
of us have the wisdom to decide which winners are best? Which is the optimum 
path for that moment in time? 

Or would we, as ecologists suggest, let well enough alone so that the infinitely 
complex interactions that give the rainforest its adaptive resiliency can run their 
course? 

Since World War II, Americans have seemingly had the power and the resources 
to right the wrongs, correct the deficiencies, in the world around us. Whether the 
wrongs identified emanate from concerns of the political left or the political right, 
there have been enough resources available to move ahead as far as political 
consensus would allow. There is something noble in this -- who doesn’t want the 
world to be a better place -- but also something dangerous and destructive. Just 
as with meddling in the rainforest ecosystem, how do we know what is actually 
the best course of action? How do we know what set of winners is optimum? 
How do we weigh the future catastrophic impacts of a decision against the 
present level of harm? 

Enter modern economists. If there is one thing American society has been able 
to achieve broad consensus on it is that more growth provides us with more 
resources and, whatever problems we are actively trying to solve, more resources 
are really helpful. The paradox of our economy, as we’ve discussed in this series, 
is that we create more collective resources -- growth in GDP -- by individually 
consuming more resources. This system worked for a long time -- we leveraged 
individual appetites to accelerate collective growth -- but now, as Sedlacek 
suggests, we’ve reached the point where individuals are unable, or unwilling, to 
consume enough to keep it going.  
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From the Economics of Good and Evil: 

Economics mainly counts on situations when a person is unsaturated and 
would like to consume more (and also make more money). What would 
economics look like without this? Our resources have grown so much that we 
can allow much more than full satiation. Economics is the study of “allocation 
of scarce resources,” but what happens when they are in abundance? 

Reflexively, this may sound wrong to you — so where are all these abundant 
resources? — yet, by any modern or historical comparison, Americans live in the 
most affluent country in the most affluent time in human history. The fact that 
our economy is crashing down around us is not because we have had too few 
resources. If anything, it’s because we’ve had too many. 

Today, it feels like we’re stuck in a negative feedback loop. We have so many 
problems to solve. The way we go about solving all these problems -- largely 
top-down, centrally directed efforts -- always requires more and more resources. 
We obtain these additional resources through growth, by accelerating the level 
of activity in our economy. Yet, now we struggle to get our economy to grow 
sufficiently because we can’t (due to debt or other obligations) or won’t (due to 
choice or insecurity) consume at the necessary rate.
The ultimate irony is that, in this system, the only way we have to satisfy our 
needs is to increase our neediness.

I’ve spent a great deal of time thinking about the business model of a 
newspaper. A local, family-owned newspaper is the ultimate invisible hand kind 
of undertaking. It is a business proposition that, if done well, is also a great 
service to the community. I’ve known a number of small-scale news publishers 
who make a good living reporting on the local comings and goings, breaking the 
occasional big story, crying with families when they have tragedy and celebrating 
success when it is found. In time, they often come to own a building, maybe 
some equipment, and can someday pass on the entire enterprise -- with some 
modest gain -- to a new generation. Few find riches but many have experienced 
enough success to make them among the privileged and powerful within their 
communities. 

Now take the modern corporate media company. I won’t suggest that these 
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endeavors don’t also struggle to be a service to the community, but the risk and 
reward are much different. It isn’t adequate for a publicly traded company to 
simply do good work and make a modest profit year after year. The dictates of 
shareholders and debt markets are such that profits must increase at sufficient 
rates year after year. New efficiencies must be found. New opportunities must 
be exploited. Capital must be leveraged by a leadership team required to return 
value to shareholders. 

Pretty soon, the paper lays off senior reporters, the ones with sources and 
community knowledge, in a cost-cutting measure. Then the team that actually 
designs the paper, the ones who grasp local nuance and culture, are let go so 
assembly can be outsourced. Pretty soon, the software used to track and file 
stories is standardized to the lowest bidder, even though it doesn’t really work. 
And on and on and on. 

The product here -- a local newspaper -- is very similar between these two 
approaches, and they both exist in a market-based system, but the motives and 
incentives in the underlying production are vastly different. 

Here’s my question: Would our lives be worse off if our local news was brought 
to us by a locally-owned newspaper rather than a publicly-traded corporation? 
It’s hard to argue that it would. Yet, if it were locally produced, that paper would 
be free of the continuous need to increase efficiency, the constant pressure 
imposed on it to increase profits and expand margins. Sure, a good business 
owner would still do some of that, but as part of the community, they would 
also balance those urges with their other competing interests, many of them 
social and without direct economic payoff. For the local owner, if 3% year-to-
year growth materialized, that would be great. If it didn’t, that wouldn’t be a 
catastrophe. 

We cannot have a centralized, corporate-driven, debt economy without 
continuous growth, but we cannot sustain continuous growth. Our efforts to 
try and avoid that reality, to extend things a little further, have given us the 
ridiculousness of the current fiscal and monetary policy. Across all of society we 
have low savings and high debts, yet interest rates — the equilibrium between 
savings and investment — are at historic lows. Today we are literally watching 
an insolvent government bail out insolvent corporations, so they can employ 
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insolvent people, so they can pay their insolvent landlords, so they can continue 
to make their debt payments to insolvent banks. 

We need a different model, one that doesn’t require continuous growth. One that 
doesn’t require us all to be so needy. 

That model is only going to be found at the local level, by localizing as many 
of our endeavors as possible. As a matter of public policy, we should be doing 
everything we can to end the subsidies and incentives that promote the big and 
the centralized — banks, corporations, governments — and focus our efforts on 
seeding the small and localized wherever possible. 

If we do this, the economic system that emerges will be more moral, more just 
and more human. 

From The Economics of Good and Evil: 

In our constant desire to have more and more, we have sacrificed the 
pleasantness of labor. We want too much and so we work too much. We are 
by far the richest civilization that has ever existed, but we are just as far from 
the word “enough” or from satisfaction, if not further, than at any time in 
the distinct “primitive” past. In one sentence: If we ourselves did not have to 
constantly increase GDP and productivity at all costs, we would not have to 
also constantly overwork ourselves in “the sweat of our faces.” 

I’m going to return to the rainforest because I suggested earlier that locally 
complex systems are brutal, that their resiliency is the byproduct of frequent 
failure and adaptation. How can a system like that be more just? How can we call 
something like that moral? There are many of you eager to vote for your brand of 
tyrant for president, someone who will enforce your version of righteousness and 
morality on the country, often because you don’t trust your neighbors to do the 
right thing. 
 
The rainforest is brutal, yes, but nature is filled with countless examples of 
altruism. From plants that interlock roots to share water during drought to birds 
that warn others of danger. Humans are the most social of all species. We’re 
wired to work together. Let’s stop trying to bypass that wiring. 
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I end this series with one last quote, this from John Maynard Keynes, on what 
life could be like in an economy where growth is good, but not the only good, 
where people are more than consumers, more than some theoretical Homo 
Economicus, where our fate is not directed by economists or central planners but 
by our relationships with each other: 

When the accumulation of wealth is no longer of high social importance, 
there will be great changes in the code of morals. We shall be able to rid 
ourselves of many of the pseudo-moral principles which have hag-ridden 
us for two hundred years, by which we have exalted some of the most 
distasteful of human qualities into the position of the highest virtues.

I see us free, therefore, to return to some of the most sure and certain 
principles of religion and traditional virtue—that avarice is a vice, that the 
exaction of usury is a misdemeanor, and the love of money is detestable, that 
those walk most truly in the paths of virtue and sane wisdom who take least 
thought for the morrow.

We shall once more value ends above means and prefer the good to the 
useful. We shall honour those who can teach us how to pluck the hour and 
the day virtuously and well, the delightful people who are capable of taking 
direct enjoyment in things, the lilies of the field who toil not, neither do they 
spin.

 
In this time of transition, let’s dedicate ourselves to the ongoing effort of 
reducing our neediness by building a nation of strong towns.
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Municipal Pensions are Now Dead 
(We Need to Acknowledge That)

It’s March 19 and has been no official reporting yet on the health of public 
pension funds now as the Dow has lost a third of its value. Let me save you 
the suspense: financially, they are finished. The only thing that remains is the 
underlying obligation to pay them, and we’ll see how much that is worth in the 
months and years to come. 

I don’t applaud this. In fact, I find it to be a tragedy on many counts. While 
there are fantastic stories of people rigging the system to receive extraordinary 
benefits, those are anomalies. Nearly everyone getting a public pension from 
a local government is receiving a modest benefit earned over a long period of 
service and, often, sacrifice. Most of those people depend on the pension for 
their daily needs. This is a tragedy.
 

The Dow has lost nearly a third of its value in the last month.

In prior years, we could pretend that pension obligations would ultimately be 
paid. Similar to previous situations of insolvency in countries like Greece and 
Italy, on paper it was obvious that there was no way to make good on these 
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promises. Yet, also like Greece and Italy, we’ve continued to find ways to patch 
things together and carry on another day. 

One of the ways that patching happened was to take on additional risk within 
the pension portfolio. My own state of Minnesota, which was one of the better-
managed public pension systems, was recently only 75% funded assuming an 
8% annual rate of return. In a market environment where the so-called “risk free” 
rate of return from a government bond was in the 1% range, how would a public 
pension fund ever achieve an 8% annual return?

There is only one way: by taking on a lot of risk.

We’re already seeing how corporations are asking for bailouts as this pandemic 
takes hold. In the first of what is sure to be many unprecedented moves, the 
Federal Reserve is stepping beyond their authority to purchase corporate bonds1. 
It is this market -- the corporate bond market -- where the most fragility seems to 
sit, and pensions have had a huge role in that. 

Following the 2008 financial crisis and the bankruptcy of Detroit, public employee 
unions began pressuring states to put more money into shoring up their pension 
funds. Again, nothing nefarious here; it’s logical and exactly what states should 
have done (although they should have done it decades ago). 

Unfortunately, these catchup dollars were being invested at a time when interest 
rates were manipulated to be artificially low. The billions pouring in from pension 
funds only drove these rates down further as more and more dollars were 
competing for places to get a return. It was a negative feedback loop that only 
made the situation more desperate. 

Much of this money was used to purchase corporate bonds. For example, Boeing 
saw its debt climb from $6 billion at the beginning of 2009 to $20 billion to begin 
the year2. Much of that money was borrowed from pension funds. The pension 
funds chose Boeing and other corporations because of the higher return on offer. 

Note that this was very defensible, at least from the pension fund’s standpoint. 
Last summer, amid the 737 MAX crisis at Boeing, Moody’s still had their bond 

1 https://thehill.com/policy/finance/487995-fed-to-purchase-corporate-bonds-to-boost-struggling-businesses-financial
2 https://www.macrotrends.net/stocks/charts/BA/boeing/debt-equity-ratio
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rating at A2, an investment grade rating with low credit risk3. On the surface, this 
was not exactly a high-risk kind of investment. 

I’ll also pause here and state that I’m fairly certain most pension funds were also 
using leverage here for these purchases. Minnesota (well run) needed 8% returns 
and could not take huge risks with grandma’s pension. Boeing debt was paying 
higher than risk free, but at investment grade, was not paying anywhere near 8%. 
The way you make up that difference is to borrow at a low rate (which pension 
funds can do) and then lend at a higher rate. This magnifies the return on those 
bond purchases, but also magnifies the losses when it goes bad. 

Back to the story: What did Boeing and other corporations do with that money 
they borrowed from public pensions? They used it to buy back their own shares4. 
And did they do this because the shares were cheap? No, the shares were 
ridiculously expensive by almost any measure. They did it because executive 
compensation was tied to share price and, in the absence of any real growth, 
borrowing billions to buy your own shares is a great strategy for jacking up your 
share price (and increasing your compensation). 
 
Desperate pension funds loaned corporations hundreds of billions of dollars a 
year for a decade, money they need to pay pension benefits. Those corporations 
used that money to artificially juice their stock prices, to the benefit of investors 
and executives. All that artificial wealth has now been destroyed. Corporations 
that engaged in these practices are going to go bankrupt -- should go bankrupt -- 
and all that debt will be defaulted on. Insolvent pension funds are now even more 
broke. 

The most optimistic scenario at this point is that the Federal Reserve steps in 
and buys up all these failing corporate bonds, essentially taking the risk off the 
lenders (including pension funds) and giving them back their cash. That’s the 
most optimistic scenario, and it’s really not clear if this will work (early indications 
are that it won’t -- there is just too much debt). 

So where do the required 8% returns come from? Public pensions are massively 
underfunded and need those returns to have any hope of extending this run a 

3 https://www.reuters.com/article/us-boeing-ratings-fitch/fitch-moodys-cut-boeings-debt-outlook-to-negative-on-737-max-
problems-idUSKCN1UH1OA
4 https://www.marketwatch.com/story/airlines-and-boeing-want-a-bailout-but-look-how-much-theyve-spent-on-stock-
buybacks-2020-03-18
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little longer. Where are those returns? 

They don’t exist. They will not exist again for the foreseeable future, at least not 
in any form a government can, in good conscience (nearly risk free) invest in. 
And for the pension funds that took on margin to juice their returns, they are 
doubly screwed. 

Municipal pensions are dead. 

We need to admit this for two reasons. First, we need to have an honest and 
forthright conversation about what to do with all the people who are counting on 
these pensions. I don’t care what they were promised -- those were impossibly 
bad deals made decades ago, and we can’t fix that now. I’m talking about what 
the human thing to do is. Some people are going to suffer and way more are 
going to have their expectations radically altered. The sooner we sit down and 
have that conversation, the more humane we can be in its resolution. This is no 
longer a city obligation; it’s beyond that. 

Here’s what I wrote in my book, Strong Towns: A Bottom-Up Revolution to 
Rebuild American Prosperity: 

During difficult budget cycles, government employees voluntarily agreed to 
give up salary and benefit increases. In exchange, they received promises of 
increased future pension benefits. This was perceived as a great exchange 
because, of course, the economy was going to continue to grow, the 
future would be more prosperous than the present, and there would be far 
more resources to pay those pensions when they came due. Who is now 
responsible for the failure of that gamble is a question as unsolvable as it is 
morally ambiguous. 

That moral ambiguity can no longer be wrestled with at the local level. 

The second reason is that we need to free our cities from these legacy shackles 
so they can lead us out of this crisis. Our cities are the centers of innovation in 
this county. And I don’t just say that in a big city context. We are going through 
a reset we’ve long talked about here at Strong Towns, one that will shrink the 
footprint of cities big and small back to something financially productive and 
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economically viable. Our local leaders need the flexibility to innovate. 
 
Unpayable public pensions are a legacy of the centralization brought about by 
the Suburban Experiment. Freeing our local communities of this burden is the 
quickest way to rebuild our economy. Stop bailing out the top and start shoring 
up the bottom by letting our local leaders lead us out of this crisis.
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What Comes Next for Commercial  
Real Estate

A lot of professional organizations are coming to realize what we figured 
out many years ago: Working from home has a lot of challenges, but also a 
tremendous amount of benefits. One benefit we have long enjoyed is, by not 
requiring someone to move, we are able to recruit the best people to be part 
of our team. Another is not having to burden our nonprofit budget with paying 
monthly office rent. The sweetener is that we spend some of that savings 
getting together two or three times a year, always someplace enjoyable, usually 
accompanied by churros and thrill rides. 

But we’re a small operation with a tiny budget. I know people working tech in 
downtown San Francisco, people whose employers have long insisted they come 
into the office daily, people who are now working productively from home during 
the pandemic. Those employers are watching their workforce maintain (or even 
increase) production levels while they simultaneously pay millions in rent on 
empty buildings. 

More than a few people are speculating how this period of quarantine will change 
how we work. Few things are certain, but it’s difficult to imagine it increasing 
demand for office space. That’s interesting because, heading into this pandemic, 
we already had a glut of commercial space. In 2017, there was an interesting 
piece from Greater Greater Washington on the glut of vacant office space in 
Washington DC1. The article lamented why, in a city with explosively high housing 
prices, some of the 14 million square feet of vacant commercial space could not 
be -- or was not being -- converted for residential use. 

If half of it was converted to 1,200 square foot units, that would be around 5,000 
new units. According to the same site, that is more units than were permitted 
to be built in DC in the prior year2. This seemed an easy and obvious way to 
address the demand for more housing. 

1 https://ggwash.org/view/65195/dc-has-over-14-million-square-feet-of-vacant-office-space-what-if-some-became-homes
2 https://ggwash.org/view/62236/dc-apartment-boom-continued-in-2016-heres-what-that-means-for-your-rent
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Some people on Facebook were rather dismissive of my take and the article in 
general. Come on, Chuck, they said. The market will take care of this problem. 
Indeed, I think it will, but not in ways we’re all going to enjoy. The financing of 
commercial real estate has some strange incentives that, while difficult to grasp 
during good times, are going to become vividly apparent in short order. 

The value of a commercial property is based on the rent that can be obtained. As 
rents go up, the building is worth more. As they go down, the building is worth 
less. 

When obtaining commercial financing -- when getting a loan -- the value of the 
building will be appraised based on the rents that can be obtained. If you can 
collect a lot of rent, the bank will loan you a lot of money. If you can’t collect 
much rent, the bank is not going to loan you very much. 

This is all pretty straightforward, right? Let’s back up six months in the 
commercial real estate market and understand what was happening. 

The Economics of Commercial Financing
Let’s say a commercial property developer acquires a $1 million office building. 
First, they must put 20% down -- $200,000. Likely half of that down payment 
comes from gap financing from a local bank(s) and the other half comes from 
investor cash. That means they will borrow $800,000 from a major bank -- 
and that loan will be a financial instrument that will ultimately get sold onto a 
secondary market and securitized into different packages that are then sold in 
bundles around the world. It’s a very top-down and efficient capital allocation 
model. 

To get that $800,000 loan, the developer is going to need to show collective 
rents that value the building at $1 million. For ease of calculation, let’s say they 
have seven different units in the building and collect $10,000 per year from each 
unit. That is $70,000 of revenue annually. That’s enough money to make their 
annual debt service of $52,000 on a 5% loan, and have some money left over for 
other things (maintenance, taxes, investor return, etc…).  
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To summarize:
• Building Value: $1 million
• Loan Amount (80%): $800,000
• Annual Debt Service (5% interest): $52,000
• Annual Rent Revenue (7 units x $10,000 per unit): $70,000 

Now the developer owns the building and everything is going great until -- oops 
-- market glut. We’ve just built too many units in the market and, as things 
turn over, we’re not able to fill all the units at the $10,000 per year rate. In fact, 
ponder a situation where only four of the seven units are rented. This was very 
common, even in the roaring days. 

The developer has some options at this point. Option 1: Lower the rent to a 
level that fills the vacancies. Option 2: Convert the office space to some other 
use. Option 3: Stay put and hope that the vacancies are a momentary blip in the 
market and that new tenants will soon be secured at pre-vacancy rates. 

Let’s take a close look at how the “marketplace” -- which is how we’ve come 
to define our top-down, centralized, corporate/government financial system -- 
works these things out during the pre-coronavirus times. Doing that will help us 
understand what will happen next. 

Option 1: Lower the rent
With a sound grasp of free market economics, the developer understands that 
supply and demand find a balance through price. If the units don’t fill at $10,000 
per year, then the price has to be lower. 

Let’s overlook the impact this has on the four existing tenants who are paying 
the higher rate -- sure, they have leases, but contracts are malleable and 
fluctuating prices tend to destabilize agreements -- and just focus on filling the 
three vacant units. Let’s say our developer drops their prices by 20% and so the 
market clearing lease rate is now $8,000 per year. 

Now the developer is bringing in $64,000 per year instead of $70,000 per year. 
That’s okay. They’re still making their payment to the bank. They’re still keeping 
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up with the maintenance.  Their investors aren’t happy to take a haircut, but 
that’s part of the risk of investing. So, this is stable, right? 

Not really. Commercial loans are generally financed over 3-, 5- and 7-year 
timeframes. That means every few years, the developer is going to have to roll 
over that loan. When they do, the value of the building is going to be based on 
the current market rent, which in our case, is now 20% less. 

So instead of having a building that is worth $1 million, your building is now 
worth just $800,000. When you go to get your next loan, the bank is only going 
to lend you $640,000. And, in a falling market, they might be a little bit nervous 
about that. 

Here’s the kicker: The developer has been making the loan payments every year 
and is completely current, but after five years, they still owe $735,000 on the 
initial $800,000 loan. Since they are only going to get a new loan at $640,000, 
they are going to have to come up with the difference -- $95,000 in cash -- 
before they can refinance. 

Where is that money coming from? That’s a year and a half of rent! Are the 
outside investors going to kick that amount in? Not likely, since they are getting 
stiffed on their return already. Is another bank going to loan the developer that 
money? Possibly, but not likely, and certainly not at friendly terms. 

The only real option is for the developer to take $95,000 out of their own pocket 
and put it into a declining building, something they are really not going to want 
to do. There is little to be gained at this point and nearly six figures to lose. You 
don’t last long in the development game doing things like that. 

In summary, lowering rents to market price lowers the value of the building 
and makes the project insolvent. Game over. 

Option 2: Convert from office space
Remember that whole bundling and packaging thing with the original $800,000 
loan? The people who made that happen -- the banks, the agents, the brokers, 
the insurers, etc., -- they all deal with commercial office space. Their checklists 
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and forms and paperwork are all dealing with a commercial office product. The 
stuff they report to the Securities and Exchange Commission (SEC), let alone 
their investors around the world, stipulate that they are investing in commercial 
office paper. 

The developer, who is not the owner of the building (it is the owners of those 
securities that technically own the building) is not able to unilaterally change the 
arrangement and make that commercial office paper into residential mortgage 
paper. If the developer does, there is going to be a lot of paperwork of the 
unpleasant variety (the kind that involves lawyers and sometimes lawsuits). 

The developer could opt to refinance the building with a different financial 
arrangement, but they would be subjected to a very different set of rules and 
standards that would impact the value of that property. This would, almost 
certainly (unless residential rents were really high and practically guaranteed) 
bring about the same insolvency situation as simply lowering the rent, albeit with 
more paperwork. 

And, since the developer specializes in commercial office space -- and they 
almost certainly do specialize because it’s more efficient that way -- making 
the shift to residential is not something they even feel qualified to do. While 
they have downside in the current arrangement, it is limited. Switching business 
models would open them up to a lot more. This is not really an option, so game 
over. 

Option 3: Ride it out
The developer keeps making their loan payment with three of seven units 
vacant. It’s not ideal, but it’s stable. Refinancing time comes and the developer 
can assert -- and the bank can verify -- that the market rate in that building is 
$10,000 per year. 

Yes, there are three vacancies and they’re making an effort to fill them, but they 
will be filled at the $10,000 rate like the four that are currently leased. Please, 
banker, continue to value the building at $1 million so we can roll this loan over 
and wait for the market to improve. In the business, this is called “extend and 
pretend.” 
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Here’s where the incentives for the bankers get interesting. If this is a local bank 
financing a local commercial product, the conversation probably gets rather 
personal. That local banker knows the local market and has a sense of what 
kinds of rents are possible. They are taking depositors’ money -- literally the 
money of their neighbors -- and investing it in this commercial enterprise. Hard 
questions are asked and whatever is finally agreed upon, we can guarantee the 
developer has a disproportionate amount of skin in the game. 

Unfortunately, that’s not how banking works today. If the local bank has any 
involvement at all, it is as a broker -- getting paid to make the transaction 
happen and then selling that commercial loan onto a secondary market -- and 
so their main concern is twofold: (1) Getting paid the fees associated with the 
transaction, and (2) making sure the loan meets the underwriting criteria and 
therefore can’t come back to bite them if and when it goes bad. 

So, if the banker can legitimately certify that leases are in place to justify a $1 
million valuation, that vacancies are only temporary, and that there’s a good 
faith effort underway to fill them at rates that justify the loan, then it’s all good. 
Extend and pretend. 
 
This is why you’ll often see commercial space offered with free rent at the 
beginning of the contract. If the developer lowered the rent by 20%, then they 
become insolvent and are pushed into default (that was Option #1 explained 
above). If they give you 20% of the rent for free -- say the first year free on a 
five-year lease -- and the rest of the time charge you the elevated price, then 
they can claim the free months were just an incentive and the real market price 
is the elevated one they need the bank to certify. It’s the same dollar amount just 
expressed in two different ways. 

Centralizing commercial real estate finance dulls the direct feedback loop a 
vacancy should create. It changes the incentives for all the players and makes 
“extend and pretend” the only viable option for them to avoid serious pain. 
This is why we witness aggressive commercial construction simultaneous with 
high commercial vacancy rates and insatiable demand for housing. It’s a paper 
marketplace, a financial construct, divorced from reality. 
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So what happens when reality intercedes? What happens when we can no longer 
pretend? 

What Comes Next for Commercial Real Estate
We’ve centralized the finance of local real estate transactions and made our 
markets less responsive to local conditions because it was an efficient way to 
pump money into the system. It was an easy way to create jobs, growth, and 
economic development. It was an easy way to drive up real estate prices, which 
benefits nearly everyone involved. In short, our desperate pursuit of inflation as a 
proxy for a real economy created a bubble in commercial real estate. 

The dramatic slowdown of life in response to the Covid-19 pandemic has popped 
that bubble. We’ve seen how many corporate tenants have already stopped 
paying their rent, threatening the entire finance model. Billions in bailout dollars 
were aimed at this part of the market. The Federal Reserve is buying commercial 
real estate and corporate bonds in a desperate attempt to keep their prices 
stable. This is simply buying time in the hopes that things turn around soon. The 
cries you hear about restarting the economy use small business and the poor as 
their rally, but this is all about keeping the tear in the many bubbles we’ve blown 
from expanding. 

The longer this goes on, the more businesses that will opt to not pay their rent. 
That’s not a dumb move since it’s not like a landlord can go through the eviction 
process with the hopes of quickly securing another tenant. Many landlords 
will find themselves with no income on properties that have ongoing cash 
demands. These are the weakest players and it won’t take them long to be forced 
into liquidation. This will start to happen in months, not years, although the 
properties could sit empty for years as tangled and interwoven claims are worked 
out. 

The greatest drama is playing out with those properties unfortunate enough to 
have their loan expire during the next twelve months. We will undoubtedly find 
some creative ways to “extend and pretend,” and it’s almost certain that the 
federal government will try to bail out this system by lowering rates, extending 
payback terms, and guaranteeing loans. Even so, there is going to be a reckoning 
based on the reality that market participants -- the tenants in those buildings -- 
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will not be able to afford pre-crash rates of rent. 

Remember, if the rent drops, the value of the property drops. Even with a long 
feedback loop, that’s the constraint that can’t be avoided. Lower rents destroys 
the commercial real estate market along with your pension fund and a whole 
bunch of other supposedly safe investments that were chasing higher returns. 
This is going to be painful, and I suspect we’ll do everything we can to blow more 
bubbles and try to avoid this pain. 
 
Yet, our small businesses need lower rents. Our commercial property owners 
need more flexibility in how they respond to local needs. This adjustment is 
acutely painful, no doubt, but let’s understand that it is fixing a chronic problem 
that has also grown deeply painful for a broad spectrum of society. 

We desperately need to get off this roller coaster, to stop inflating and then 
reinflating a series of financial bubbles. The reckoning we sought to avoid has 
arrived. Our conversation needs to shift from preventing damage to setting 
ourselves up for the quickest recovery. How do we use our limited resources 
to seed the next generation of small businesses and entrepreneurs? How do we 
help them get back on their feet the quickest? 

We can spend billions bailing out commercial real estate investments that have 
lost all touch with reality, or we can spend a small fraction of that keeping our 
local businesses on life support, allowing them to emerge after this financial 
disaster (of our own making) in position to thrive in a marketplace cleared of the 
unfair subsidies and advantages long given their corporate competition. That’s 
how we respond to local needs. That’s how we salvage something from this 
mess. 

The urgent lead to localize is upon us. It’s only going to get crazier unless we 
shore up the foundation of our economy. We need to start building strong and 
resilient places. We need strong towns3.

3 For more advice on how local leaders can respond to the pandemic, check out Strong Towns’ Local Leader’s Toolkit at 
strongtowns.org/toolkit
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Zombie Companies in a Zombie Economy
 
There was a large strip mall built out along the highway corridor in my town 
back in 2007. It was at the far edge of the city. A frontage road had been run 
through a wetland to provide access, an apparently justifiable encroachment on 
nature given the prime location. At considerable cost, all city utilities had been 
extended, the public all-in on this bet as well. An anchor restaurant -- a Famous 
Dave’s BBQ Restaurant -- assured all that success was to come. 

Of course, the market took an abrupt shift in the years immediately following 
construction. Except for the restaurant, the strip mall would sit completely 
empty for a decade. I was told that, if someone agreed to sign a five-year lease, 
they could get the first year free. Or the first two years. The rumored numbers 
changed while the vacancies didn’t. 
 
Ultimately Famous Dave’s closed, and to my surprise, was replaced by a Boulder 
Tap House. Some tenants started to creep in. A number of businesses opened 
and closed, seemingly misjudging the value of highway frontage. They probably 
figured it out within the first twelve months before the lease payments kicked 
in. More than a dozen years on, the little mall is about 50% occupied at any one 
time, although I don’t drive by it much anymore and can’t report on the ebbs and 
flows. 

I was out there recently, however, and was surprised to see a new strip mall 
being built further up the highway. That is to say, I didn’t expect to see it, but 
once I did, I was not surprised at all. I’ve actually grown used to the insanity. You 
see, I’ve accepted that I live in a world where things don’t make sense, and don’t 
have to make sense, and so I’ve stopped worrying about it. 

A new strip mall next to the failed strip mall? What could be more natural. 

Catastrophic Capital
Let’s imagine there are three entrepreneurs seeking an investment for their 
business and one investor in town with that kind of money. Entrepreneur A has 
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a great business plan, loads of experience, and has been running the business 
profitably for a number of years. Entrepreneur B seems like a good person, has 
a great idea, but is short on experience and has only done a small model of the 
business. Entrepreneur C has some crazy dreams, talks a good game, but it’s 
clear that they have no clue what they are doing. 
 
If the investor can only partner with one of these three, it would surprise nobody 
that they pick Entrepreneur A. The two will work out a deal that will balance the 
aggressiveness, desperation, and risk of each party and translate that into an 
ownership stake and projected rate of return. In that scenario, Entrepreneurs B 
and C are going to be left to struggle without additional capital. 

Let’s now assume there are two investors, not one, and they are both equally 
disposed. Both will want to work with Entrepreneur A, and that business owner 
is likely to now get better terms than if there was only one investor. Whatever 
investor loses that courtship now has to choose between Entrepreneur B and 
C. Maybe B gets a shot now, hopefully with a partner that can provide some 
guidance (along with patience). 

Now, instead of two investors, let’s assume there are five. Or ten. And all of 
these investors have made promises to their backers that they must keep, rates 
of return that they are expected to meet. 

Entrepreneur A is now getting great terms -- so good, in fact, that it’s likely that 
whoever wound up making that investment did so with an over-inflated sense of 
future returns. The best investment has now become a bad investment, or at the 
very least a very risky investment. 

Entrepreneur B is now also getting an amazing deal with unbelievable terms as 
investors fight each other over the remaining opportunities. This also drives it 
into the high risk category with the winner overpaying for an opportunity that, in 
another market, would not have been funded. 

Entrepreneur C now goes from being completely on the outs to being easily 
funded, with yield-starved investors fighting each other to make that investment. 
In fact, despite the enormous risk, Entrepreneur C can get as much capital as 
they need at rates that are ridiculously low.
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So Entrepreneur C goes and builds another strip mall right next to the one that 
has been sitting mostly empty since 2007. 

Zombie Companies
Publicly traded companies report their earnings each quarter. Those reports 
include their operating income as well as the amount they paid on interest. A 
“zombie company” is a business that does not earn enough to pay the interest 
on their debt. Not only do they require more debt to pay off their existing debt 
when it comes due, they need to take on additional debt just to cover the 
interest. 

There are legitimate reasons why this might happen for one or two quarters 
-- a sudden and unexpected drop in earnings, for example -- but this is not a 
situation that should persist for any length of time. The market should kill off 
such a business. After all, who would loan money to a business that had little to 
no chance of making enough money to pay them back? 

Your crazy uncle would. 

In 2019, way before any kind of pandemic discussion, there was concern in some 
financial circles with the growing number of zombie companies. More than a 
decade of near-zero interest rates meant that every investor -- every pension 
fund, every hedge fund, every insolvent Baby Boomer with hopes of retiring -- 
was fighting to invest in anything that could potentially pay a return. After the 
good investments were all driven recklessly bad, what was left was junk debt and 
a lot of zombie companies. 

In March of 2019, CNN reported that 13% of public companies in the world’s 
advanced economies were zombies1. These are truly wretched companies, yet 
they don’t go away. 
 
Those of you that think that Apple or Google are the smartest companies in the 
world (they might be) consider that they are sitting on tens of billions of dollars in 
cash earning essentially nothing. Same with Warren Buffett’s Berkshire Hathaway. 
There are so few decent investments that these titans of capital choose to earn 
nothing on billions rather than put that money to work, even in the case of Apple 

1 https://www.cnn.com/2019/03/31/investing/stocks-week-ahead-zombie-companies-debt/index.html
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and Google, in their own companies. 

Are you following your broker’s advice and buying S&P 500 index funds? 
Congratulations, you’re purchasing a whole bunch of zombie companies, driving 
up their stock price, allowing them to linger on even longer. (For the record: I 
don’t own any S&P 500 index funds.) 

And this was before the pandemic. This was before huge hits to earnings, before 
Congress started borrowing trillions to bail out corporations, before the Federal 
Reserve started printing trillions of dollars, buying everything that is for sale 
in a desperate attempt to keep inflated the multiple financial bubbles we now 
consider normal. Here’s how CNBC described it in May 20202: 

Some of the biggest [zombie companies] have actually found it easier to raise 
more debt during the present crisis, as a Federal Reserve intervention has 
breathed new life into the corporate bond market. Their stock prices have also 
rebounded aggressively. 

Get used to crazy, but not too much.
Even though it makes no sense, we’re going to get another strip mall out on the 
edge of town. We’re all going to get a lot of crazy stuff in the coming months and 
years. I’m taking the time to explain all of this today because we run the risk of 
normalizing this kind of condition, of coming to believe that this is how things 
actually work. Don’t let that happen. 

This is how things are working right now. I’m not happy with it, and I don’t 
support anyone who is putting forth these policies (which, if you want to get 
political, means both major political parties here in the U.S. since this is one of 
the few consensus policies we have). I’ve accepted that this is the insane way 
things are going to work for a while and I can’t do anything about it, but I’m not 
ever going to think this is normal. 

Strong towns need local entrepreneurs, so we have to carve out space for them. 
We must have small businesses, so we have to work alongside them. They are 
all being crowded out in an unfair game. The easy returns go to their zombie 
competitors while the local businesses struggle every day for survival.

2 https://www.cnbc.com/2020/05/20/highly-indebted-zombie-companies-control-more-than-2-million-us-jobs.html
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Our economic policies make our cities weaker. They make our country weaker. 
And, ironically, they make the economy we are pretending to save even weaker. 

The only way we fix this is from the bottom-up. We can start that right now by 
working to build strong towns.
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“My city went bankrupt and all I got was 
discounted water park admission.”

In May 2020, the Mall of America (MOA), the mega-mall here in my home state 
of Minnesota, had not made a mortgage payment for two months. As CNBC 
reported1: 

The biggest shopping center in the country, The Mall of America, has missed 
two months of payments on its $1.4 billion mortgage, a sign of just how 
much retail real estate owners are reeling during the coronavirus pandemic. 

The mall, operated by private developers Triple Five Group, skipped mortgage 
payments in April and May, according to Trepp, a New York-based research 
firm that tracks the commercial mortgage-backed securities, or CMBS, 
market. 

Of course, MOA will be okay in the short-term as any mortgage holder wanting 
out of that bad loan can simply offload it to the Federal Reserve (at a profit). The 
Fed seems content to take all the losses in their updated “No Wealthy Investor 
Left Behind” policy. We’ll see if that works out long term (I’m skeptical). 
 
I’m more interested in the very strange public-private partnership project known, 
in humble Minnesota fashion, as the Waterpark of America, a massive waterpark 
complex proposed on property adjacent to MOA. To say the funding is strange is 
an understatement. From the Minneapolis Star Tribune2:

The payments to the mall are one element of an unusual financing deal 
with little precedent in the state. Under the arrangement, a Louisiana-based 
nonprofit organization will borrow money from a public agency in Arizona to 
build the glassy, $260 million theme park. That borrowing hinges on a city 
pledge to raise sales taxes at the mall if the water park doesn’t earn enough 
to pay its debts. 

1 https://www.cnbc.com/2020/05/21/the-mall-of-america-hasnt-paid-its-mortgage-in-two-months.html
2 https://www.startribune.com/approval-of-moa-water-park-delayed-by-disagreement-over-fees-to-owner/567136632/
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Officials in the city of Bloomington, where the MOA and Waterpark are located, 
have long assured the public that taxpayers are at no risk, but that has never 
made any sense. If there is no risk, why would city support be required? It 
wouldn’t be. Stated another way, the city and its taxpayers are backing the 
project and that is the only reason it went forward. 

The city has the ultimate risk and, as is usual with public-private partnership in an 
age of financial schemes and frauds as economic policy, the taxpayers have little 
upside. Here’s how it was described in that Star Tribune article: 

Ticket sales would pay for the operation costs and the project’s debt. 

If sales are low, the city could impose new sales taxes on Mall of America 
customers to cover the shortfall. 
 
The city’s update says that “the biggest risk is probably the water park not 
meeting revenue expectations.” 

Rudlang said there was a “low risk” of that happening. He said the city would 
not raise property taxes to pay for the project. 

We’re learning exactly what “low risk” can mean (and it’s not what many thought). 
The city is supposed to raise sales taxes at the mall if the waterpark doesn’t earn 
enough. Well, sales taxes could be a zillion percent and, with no transactions 
happening at the closed mall, and little chance they will get back to pre-pandemic 
levels anytime soon, that’s a pretty hollow guarantee. 

In case of a shortfall, the city was to raise those sales taxes and the mall would 
not fight it. That was the agreement. The mall doesn’t need to fight it -- there’s 
no money to be squeezed from MOA -- and so Bloomington has to come up with 
the money some other way. That’s because they are the backers of the project. 
Their residents are on the hook. That’s what it looks like to take risk. 

MOA makes up 10% of the city of Bloomington’s tax base (or used to). In theory, 
without the sales tax from MOA, with a delinquent taxpayer whose property is 
dropping in value in a market saturated with unproductive retail space, the city is 
required to backstop debt payments for a water park that may never get built. I’m 
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glad I don’t live in Bloomington.
I’m not sure what agreements they have already signed, but they should do 
everything they can to back out of this deal. It was reckless from the start. In a 
metaphor for modern America, a humble city on the outskirts of Minneapolis/St. 
Paul couldn’t be satisfied with having the largest mall in the country, and all the 
riches that came with it. They needed just a little bit more. 
 
As the Star Tribune article explains: 

Council Member Patrick Martin, who represents the district that includes the 
Mall of America, called nonprofit ownership a “clever structuring model.” 

Martin said he’s pleased “that it’s been a priority to make sure the 
Bloomington taxpayers aren’t on the hook for a project pretty much to 
benefit Mall of America and the surrounding community.” 

He still wants to know if entry into the water park would be offered to locals 
at a discounted rate. 

A new t-shirt idea for Bloomington residents: “My city went bankrupt and all I got 
was discounted water park admission.”
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The Death of Money
 
This essay was informed by Adam Fergusson’s book When Money Dies: The 
Nightmare of Deficit Spending, Devaluation, and Hyperinflation in Weimar 
Germany. It was originally written in 2011 but updated in 2020.

Coming off of World War I, Germany was forced to sign a treaty that, among 
other things, required it to make large reparation payments to the Allied forces. 
It is a misconception that these payments caused their hyper-inflation episode, 
that Germans simply printed money to pay their debt. The payments to the 
Allies were to be made in gold, not marks. Despite the remarks of our Federal 
Reserve chairman in 2011 that holding gold is simply “tradition” and that gold is 
not currency1, the metal has value across time. As we will see in a minute, gold 
is what ultimately provided a Germany in extreme turmoil and chaos with the 
backstop for a stable currency. 
 
While the reparations were a tremendous burden, the inducement for inflation 
was domestic. Having spent and borrowed heavily to finance the war, Germany, 
as the loser, had no spoils. (Neither did France or England, in this case, since 
victory was an armistice and not a plunder.) The German government owed their 
own population a tremendous amount of money since it was their own citizens 
buying government bonds (lending the government money) that largely financed 
the war. To pay this back, the German government literally just printed money. 
They started up the printing press and they printed, and printed, and printed 
money until everyone was paid back. 

None of this is a far cry from where we are today. We’ve financed multiple wars 
(engagements, presidential actions, etc.) while bailing out banks and insurance 
companies, doing record stimulus spending, creating a new trillion dollar 
entitlement, paying out record unemployment and other household assistance 
and preparing for the pending retirement of America’s largest generation. 
Since 2008, the Federal Reserve has created and injected $5.3 trillion into the 
economy, much of this given to the U.S. Treasury to finance the national debt. 
The exact mechanism is that the Fed buys treasury bonds so, in theory, they will 

1 http://www.realclearpolitics.com/video/2011/07/13/bernanke_to_ron_paul_gold_is_not_money.html
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get that money back in the future. [Note from 2020: These were mind boggling 
numbers back in 2011. The fact that they are so quaint now is a key part of this 
narrative and why I’ve chosen not to update it.] 

Of course repayment of those debts will happen when the time is right, when 
the economy is back booming again. We all remember (not) how, during the dot 
com boom or the housing boom, our treasury was so flush and our population 
so fat and happy that we were willing to tax ourselves more and cut back on 
our spending to pay off our debts. We couldn’t bring ourselves to have such 
fiscal discipline during the best of times, but Germany was forced to confront its 
debts during the worst of times. They were desperate. And so they printed more 
money. Lots more. 

I don’t remember the entire Weimar Republic hyperinflation episode as more than 
one or two lines in my history book, crammed in between the two great wars, 
but the fascinating lesson from Adam Fergussen’s book was how long it took the 
hyperinflation to happen and what the transition was like. At first, inflation solved 
a lot of problems. Yes, prices went up but, relatively speaking, debt -- the bigger 
burden at the time -- went down. To quote the book: 

With inflation alone [...] can a government extinguish debt without repayment, 
or wage war and engage in other non-productive activities on a large scale: it 
is still not recognized as a tax by the tax-payer. 

The reason for this is that the majority of people did not feel poorer. Rising 
prices were a burden, but wages were rising too. Imagine you make $50,000 this 
year but next year you get a raise and make $75,000. Even if gas and food prices 
double, you’re going to feel a little better off.  

As things went on, the dog kept chasing its tail, and the Reichsbank kept 
printing money. The government, unable to balance its budget, and unable or 
unwilling to really tax its people, simply printed its way to a balanced budget. 
They paid wages and benefits to people largely with printed money. They spent 
money on programs and infrastructure via the printing press. The objective of 
the government at the time was full employment, and stimulating the economy 
through government spending of printed marks was how they accomplished it. If 
it were only that easy. From the book: 
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In the inflationary period new factories were built, old establishments 
reorganized and extended, new plant laid down, participations in all fields of 
industrial activity bought up, and the great amorphous concerns founded. 
Too late, it was found that this process had undermined the capital structure 
of the country: capital was frozen in factories for which, because of the 
extermination of the rentier and the reduction of the real wages of so many 
of the great consumer classes, there was no economic demand. Once the 
demand for goods was shut off and the flow of cash dammed, the fate of 
productive apparatus was sealed. 

This eerily sounds like America today where, instead of industry, our inflated 
capital was pumped into the suburban experiment. There it sits frozen. That is, 
it’s frozen only where it has yet to vanish altogether, for there are few buyers 
and many sellers now. And unlike Weimar, our sinking economy wears the 
concrete shoes of ongoing annual expenses for servicing and maintaining all 
this unproductive, yet critical, local infrastructure. We’re trying to prop it all up -- 
we’ve yet to hit the bottom -- but it is getting harder and harder to do. 

This is because, as with Weimar Germany, more and more people are being 
caught on the wrong side of the inflation game. You’ve had your wages increase 
from $50,000 to $75,000 (a 50% increase), but your cost of essential items like 
energy and food doubled (a 100% increase). That may work for a year if you 
make $50,000 to start, but not if you make $20,000. That lower wage earner 
soon finds their wages not keeping up with just the essentials of life. As time 
goes on and inflation continues, progressively higher and higher wage earners 
are put in the same situation.  

In the U.S., wages have been stagnant for a decade. The stagnation was offset 
by rising housing prices and the get-rich-quick action in the suburbs. And, of 
course, the most leveraged and least resilient among us are the first to feel the 
effects. 

Over time in Weimar, as prices kept rising faster than wages, some crazy things 
happened. Workers started to demand to be paid at the end of each day. There 
were stories of people ordering dinner at one price and then, because of the 
rapid inflation, having to pay a different price when dinner was over. Large 
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purchases like new cars became impossible as a 20% down payment would be 
near worthless two months later when the purchaser was to take possession. 

People were desperate to tread water, to simply hold onto what they had. They 
would leave work after getting their wages and go out and buy anything they 
could find, knowing that whatever tangible thing they could purchase could 
later be sold or traded for a higher value. “Growth” was created because people 
invested wherever they could, lest they hold onto their money and watch its value 
disappear. From the Fergusson book: 

As the old virtues of thrift, honesty and hard work lost their appeal, 
everybody was out to get rich quickly, especially as speculation in currency 
or shares could palpably yield far greater rewards than labour. While the 
anonymous, mindless Republic in the shape of the Reichsbank was prepared 
to be the dupe of borrowers, no industrialist, businessman or merchant would 
have wished to let the opportunities for enrichment slip by while others were 
making hay. For the less astute, it was incentive enough, and arguably morally 
defensible, to play the markets and take every advantage of the unworkable 
fiscal system merely to maintain one’s financial and social position. 

As that position slid away, patriotism, social obligations and morals slid 
away with it. The ethic cracked. Willingness to break the rules reflected the 
common attitude. Not to be able to hold on to what one had, or what one 
had saved, little as it worried those who had nothing, was a very real basis 
of the human despair from which jealousy, fear and outrage were not far 
removed. 

[Note from 2020: We can see the mirror image of the Reichsbank “prepared to 
be the dupe of borrowers” in our Federal Reserve, which is buying near-junk 
corporate debt from companies that would disappear without Fed generosity, 
and will certainly go away once it ends. And in a stock market that has 
experienced its greatest rise in history during a global pandemic (amid other 
calamities), we have recreated the conditions whereby no investor “would have 
wished to let the opportunities for enrichment slip by while others were making 
hay.”]

While early on, the dollar would trade for 5 marks, by the end it fell to one dollar 
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for 4,200,000,000,000 marks, the entire economy reduced to barter and foreign 
currency. Unemployment spiked as the inflation-driven investments were revealed 
for what they were: worthless. 
 
As I said earlier, while the pace picked up at the end, this decline all happened 
over many years. There were a number of opportunities that politicians and 
others had to put the brakes to this disaster. Nobody could. This also eerily has a 
tinge of our current political situation. From the book:  

Much as it may have been recognized that stability would have to be arranged 
some day, and that the greater the delay the harder it would be, there never 
seemed to be a good time to invite trouble of that order. Day by day....the 
reckoning was postponed, the more (not the less) readily as the prospective 
consequences of inflation became more frightening. The conflicting objectives 
of avoiding unemployment and avoiding insolvency ceased at last to conflict 
when Germany had both. 

We can see ourselves in many ways in that fear of the tough reckoning. While 
many politicians talk tough, they reflect our unease. Are we really prepared to 
deal with the suburban malinvestment of the past two generations? Are we 
prepared to undergo the difficult transformation in our living arrangement and 
the massive decline in our standard of living required to face up to our core 
insolvency and lack of productivity? Knowing that we aren’t helps us see that the 
German policy of inflation—kicking the can down the road— was not so crazy at 
the time. 

Even so, the result is no less predictable. From the book: 

What really broke Germany was the constant taking of the soft political option 
in respect of money. The take-off point therefore was not a financial but a 
moral one; and the political excuse was despicable, for no imaginable political 
circumstances could have been more unsuited to the imposition of a new 
financial order than those pertaining in November 1923, when inflation was 
no longer an option....Stability only came when the abyss had been plumbed, 
when the credible mark could fall no more, when everything that four years 
of financial cowardice, wrong-headedness and mismanagement had been 
fashioned to avoid had in fact taken place, when the inconceivable had 



58

Lessons in Crony Capitalism

STRONG TOWNS

strongtowns.org

ineluctably arrived.

As a final thought here, it was also important to note in this book that, as the 
tough decisions got put off further and further, the solutions obviously became 
more difficult. As the needed medicine became more distasteful, the politics of 
the day became more extreme. In Germany of 1923, you had the communists 
on one side and the national socialists on the other. Their numbers grew as the 
situation became more desperate, as the pragmatic kick-the-can strategies simply 
put off and compounded the inevitable reckoning. In the end, the workers lost 
their jobs and the industries all went bankrupt. As Fergusson writes: 

Inflation is the ally of political extremism, the antithesis of order. At other 
times—in post-revolutionary Russia, in Kadar’s Hungary—it may have been 
deliberately engendered in order to destroy the social order, for chaos is the 
stuff of revolution. In Germany at this time, however, the inflationary policy 
was the consequence of financial ignorance, of industrial greed and, to some 
extent, of political cowardice. It therefore produced hothouse conditions for 
the greater and faster growth of reactionary or revolutionary crusades. 

Of course, we know how that all tragically ended in Germany. 

We have a lot to ponder in this country. A lot to discuss. And we have a lot of 
really difficult decisions to make. It will be politically easier in the near-term to 
continue to debase the currency, to pretend that we are making good on all of 
our obligations while continuing to expand our empire, with inflation providing 
the illusion of prosperity. It will be very tempting to restart the suburban 
experiment by resetting our private debt levels through inflation. Is this just 
postponing the inevitable? 

Incidentally, after Germany had “plumbed the abyss” they restored their currency 
by a) stopping the printing press, and b) issuing new currency that was fully 
backed by and exchangeable for gold. For the United States, the fragility of 
our suburban experiment is compounded by our experiment with fiat currency 
(we went off the gold standard in 1971). Never has the world held one reserve 
currency that was not backed by anything but “good faith and credit.”  

We may need more of both soon enough.
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About Strong Towns
 
Strong Towns is an international movement dedicated to making communities across the 
United States and Canada financially strong and resilient.  The Strong Towns approach is a 
radically new way of thinking about the way we build our world. We believe that in order to 
truly thrive, our cities and towns must:

• Stop valuing efficiency and start valuing resilience.
• Stop betting our futures on huge, irreversible projects, and start taking small, incremen-

tal steps and iterating based on what we learn
• Stop fearing change and start embracing a process of continuous adaptation
• Stop building our world based on abstract theories, and start building it based on how 

our places actually work and what our neighbors actually need today
• Stop obsessing about future growth and start obsessing about our current finances

But most importantly, we believe that Strong Citizens from all walks of life can and must 
participate in a Strong Towns approach—from citizens to leaders, professionals to neigh-
bors, and everyone in between. And that means we need you.

Visit www.strongtowns.org to learn more.
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