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WHAT’S NEXT?
San Francisco is now home to 80,000 more dogs than children. In 
Manhattan, singles make up half of all households. And “super-global 
Chicago may be better understood in thirds—one-third San Francisco 
and two-thirds Detroit.”

In the ongoing national debate over economic opportunity and rising 
inequality, one important factor is consistently overlooked—the price 
of housing in elite urban cores. A new paper for Third Way’s “Next” 
series, by Joel Kotkin of Chapman University in California, argues that 
the price of housing “represents a central, if not dominant, factor 
in the rise of inequality” and that there is tremendous variation in 
housing costs by region. In parts of the country affected by high-
priced housing, it has become so expensive that it acts, according to 
Kotkin, “as a cap on upward mobility … driving many—particularly 
young families—to leave high-priced coastal regions for less 
expensive, usually less regulated markets in the country’s interior.”

The result is the making “of two divergent Americas, one that is 
largely childless and has a small middle class and another that, more 
like pre-1990 America, still has a large middle class and children.” 
Big cities, as Kotkin points out, have been losing the middle class— 
with the result that they are becoming areas of great wealth and 
entrenched poverty—while the suburbs tend to have less inequality. 
These trends fly in the face of what Kotkin calls “the Density 
Delusion” as the solution to housing affordability. But, as Kotkin 
points out, not only is dense housing more expensive than the much 
derided “sprawl,” the importance of housing has led to job growth in 
smaller cities and in the suburbs.

Kotkin’s essay deepens our understanding of inequality and 
challenges the conventional wisdom about how and where we should 
seek to improve housing. He posits that future economic growth and 
opportunity could emanate from smaller, less expensive cities. “Given 
their bifurcated labor markets, and generally high costs, many ‘hip’ 
cities, such as New York, Los Angeles, and Portland, do not return 
the same overall economic benefits as those in less expensive cities.” 
It provides yet another important insight to policy makers trying to 
understand the sources of inequality and the actual dynamics of 
economic growth.
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Joel Kotkin’s essay, “Geographies of Inequality,” is the latest in 
a series of ahead-of-the-curve, groundbreaking pieces published 
through Third Way’s NEXT initiative. NEXT is made up of in-depth, 
commissioned academic research papers that look at trends that will 
shape policy over the coming decades. In particular, we are aiming to 
unpack some of the prevailing assumptions that routinely define, and 
often constrain, Democratic and progressive economic and social 
policy debates.

In this series we seek to answer the central domestic policy challenge 
of the 21st century: how to ensure American middle class prosperity 
and individual success in an era of ever-intensifying globalization and 
technological upheaval. It’s the defining question of our time, and 
one that, as a country, we’re far from answering.

Each paper dives into one aspect of middle class prosperity—such 
as education, retirement, achievement, or the safety net. Our aim 
is to challenge, and ultimately change, some of the prevailing 
assumptions that routinely define, and often constrain, Democratic 
and progressive economic and social policy debates. And by doing 
that, we’ll be able to help push the conversation toward a new, more 
modern understanding of America’s middle class challenges—and 
spur fresh ideas for a new era.

Jonathan Cowan 
President, Third Way 

Dr. Elaine C. Kamarck 
Resident Scholar, Third Way
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EXECUTIVE SUMMARY
There’s little argument that inequality, and the depressed prospects 
for the middle class, will be a dominant issue in this year’s election, 
and beyond. Yet the class divide is not monolithic in its nature, 
causes, or geography. To paraphrase George Orwell’s Animal Farm, 
some places are more unequal than others.

Housing represents a central, if not dominant, factor in the rise of 
inequality. Although the cost of food, fuel, electricity, and tax burdens 
vary, the largest variation tends to be in terms of housing prices. Even 
adjusted for income, the price differentials for houses in places like 
the San Francisco Bay Area or Los Angeles are commonly two to three 
times as much as in most of the country, including the prosperous 
cities of Texas, the mid-south and the Intermountain West.

These housing differences also apply to rents, which follow the 
trajectory of home prices. In many markets, particularly along the 
coast, upwards of 40% of renters and new buyers spend close to 
half their income on housing. This has a particularly powerful impact 
on the poor, the working class, younger people, and middle class 
families, all of whom find their upward trajectory blocked by steadily 
rising housing costs. 

In response to higher prices, many Americans, now including 
educated Millennials, are heading to parts of the country where 
housing is more affordable. Jobs too have been moving to such 
places, particularly in Texas, the southeast and the Intermountain 
West. As middle income people head for more affordable places, the 
high-priced coastal areas are becoming ever more sharply bifurcated, 
between a well-educated, older, and affluent population and a growing 
rank of people with little chance to ever buy a house or move solidly 
into the middle class.
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Ironically, these divergences are taking place precisely in those places 
where political rhetoric over inequality is often most heated and 
strident. Progressive attempts, such as raising minimum wages, 
attempt to address the problem, but often other policies, notably 
strict land-use regulation, exacerbate inequality.  

The other major divide is not so much between regions but within 
them. Even in expensive regions, middle class families tend to 
cluster in suburban and exurban areas, which are once again growing 
faster than areas closer to the core. Progressive policies in some 
states, such as Oregon and California, have been calculated to slow 
suburban growth and force density onto often unwilling communities. 
By shutting down the production of family-friendly housing, these 
areas are driving prices up and, to some extent, driving middle and 
working class people out of whole regions.

To address the rise of ever more bifurcated regions, we may need 
to return to policies reminiscent of President Franklin Roosevelt, 
but supported by both parties, to encourage dispersion and home 
ownership. Without allowing for greater options for the middle class 
and ways to accumulate assets, the country could be headed not 
toward some imagined social democratic paradise but to something 
that more accurately prefigures a new feudalism.
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AMERICA’S HOUSING CRISIS:  
A PRIME CAUSE FOR INEQUALITY
 As demonstrated in a recent report from Chapman University’s 
Center for Demographics and Policy, housing now takes the largest 
share of family costs, while expenditures on food, apparel, and 
transportation have dropped or stayed about the same.1 In 2015, 
the rise in housing costs essentially swallowed savings gains made 
elsewhere, notably, savings on the cost of energy.2 And despite 
a slowing economy, the real estate consultancy Zillow predicts 
housing inflation will only worsen this year.3  

Figure 1: Percent Share of Average Annual 
Expenditures per Consumer Unit, 1984-2013

Driven in part by potential buyers being forced into the apartment 
market, rents have risen to a point that they now compose the largest 
share of income in modern U.S. history, an often devastating blow 
to working class families.4  Since 1990, renters’ income has been 
stagnant, while inflation-adjusted rents have soared 14.7%.5 Given the 
large shortfall in housing production—down not only since the 2007 
recession but also by almost a quarter between 2011 and 2015—the 
trend towards ever higher prices and greater levels of unaffordability 
seems all but inevitable.6 In Los Angeles County, the nation’s largest, 
these high rents have forced as many as 200,000 people to live in 
often illegal housing, such as converted garages, “bootleg” apartments, 
recreational vehicles, and backyard sheds. The county’s shortfall of low-
income housing has been estimated as high as a half million units.7
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Figure 2: The Affordability Crunch

The connection between growing inequality and rising property 
prices is fairly direct. Thomas Piketty, the French economist, recently 
described the extent to which inequality in 20 nations has ramped 
up in recent decades, erasing the hard-earned progress of previous 
years in the earlier part of the 20th century. After examining Piketty’s 
groundbreaking research, Matthew Rognlie of MIT has concluded 
much of this change can be traced from redistribution of housing 
wealth away from the middle and working class to the rich and 
investors.8
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Rognlie also found that much of this was due to land regulation and 
suggested the need to expand the housing supply and reexamine the 
land-use regulation that he associates with the loss of middle class 
wealth. Yet in much of the country, housing has become so expensive 
as to cap upward mobility, forcing many people to give up on buying 
a house and driving many—particularly young families—to leave 
high-priced coastal regions for less expensive, usually less-regulated 
markets in the country’s interior. 

THE RISE OF THE  
EXCLUSIONARY REGION
The regions with the deepest declines in housing affordability, notes 
William Fischel, an economist at Dartmouth College, generally 
employ stringent land-use regulations, a notion recently seconded by 
Jason Furman, chairman of President Obama’s Council of Economic 
Advisors.9 In 1970, for example, housing costs adjusted for income 
were similar in coastal California and the rest of the country. Today, 
house prices in places like San Francisco and Los Angeles are up to 
three or more times as high, when adjusted for income, than most 
other metropolitan areas. For most new buyers, such metropolitan 
areas are becoming exclusionary regions for all but the most well-
heeled new buyers.10

Figure 3:  US Middle-Income Housing Affordability
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Regulations frequently diminish the supply of housing, particularly 
single-family homes. In a recent examination of permits across the 
nation from 2011 to 2014 for Forbes, we found that California, the 
epicenter of strict land-use regulations, lags well behind the national 
average in terms of new housing production, both multi-family 
and single-family. Houston and Dallas-Fort Worth, areas with less 
draconian regulations, issued three times as many permits per capita 
last year. Overall, California’s rate of new permits is 2.2 per 1000 
residents, while across the Lone Star state the rate was nearly three 
times higher.11 Perhaps the most severely impacted has been the 
Bay Area—The epicenter of the state’s tech industry, which added 
480,000 jobs over the past decade but only built 50,000 new units.12

Figure 4:  New Houses Building Permits

California is an extreme case, but one that has national significance.  
Under California’s current regime, state laws and regulations have 
pre-empted local political authority, particularly under Senate Bill 
375. By setting up greenhouse gas emissions goals as prepatory local 
policies, the state has now abrogated to itself to control land use and 
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The state has determined that the key to reducing greenhouse gas 
lies in essentially getting people to change their lifestyles from 
predominately suburban to dense, urban, and transit dependent. 
Although these policies, as described above, have stimulated much 
local opposition, even from progressive-minded communities 
such as Davis and Marin.14 In the Bay Area, planners now mandate 
that all growth in the next 25 years will take place on 4% of the 
land, essentially contrary to the largely suburban growth that has 
characterized the region. It’s hard to see how this approach will do 
anything but spike real estate prices even higher.15

Yet what has received little attention is actually how effective these 
regulatory policies have been. For one thing, the restrictions on 
housing development—including urban growth boundaries, fees, and 
extensive controls on density and transportation improvements—have 
led to soaring house prices, even in places with modest economic 
growth, and high energy prices. The result has been to make 
California—a state with enormous natural and human resources—the 
state with the worst housing cost adjusted poverty rate in the country16 
and home to roughly one-third of all welfare recipients.17

As land and regulatory costs have surged along both coasts, high 
land prices have made it all but impossible to build much of anything 
except luxury units. Many developers, particularly in “exclusionary” 
regions, find themselves forced to build predominately for the 
affluent; the era of the Levittown-style “starter home”—which 
particularly benefited younger families—is all but defunct.18 The 
rest of the country has also seen a drop in middle income housing 
affordability, with more production of luxury houses.19 

In Manhattan, this has taken the form of high-rise towers gobbled 
by the rich, including many foreigners, but this new construction has 
done little to make New York affordable for most residents. Between 
2010 and 2015, Gotham rents increased 50%, while incomes for 
renters between ages 25 and 44 grew by just 8%. 20
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BEYOND POLITICS: MAKING  
OF TWO AMERICAS
Inflated housing costs are fostering the creation of two divergent 
Americas, one that is largely childless and has a small middle class 
and another that, more like pre-1990 America, still has a large middle 
class and children. H.G. Wells foresaw this new division over a 
century ago, with city cores evolving into “essentially a bazaar, a great 
gallery of shops, and places of concourse and rendezvous.”21 Such 
places would appeal to the wealthy, the artful and, most particularly, 
the childless who could enjoy “all the elaborate furnishing and 
appliances of a luxurious extinction.”22

Today, following the notion of “elegant extinction” our dense urban 
cores are becoming increasingly “kiddie-free zones.” Around our 
Central Business Districts (CBDs), according to 2011 Census figures, 
children between ages 5 and 14 constituted about 5.3% of the 
population, less than half the level seen in newer suburbs and exurbs. 

Overall during the last decade, the urban core population aged 5 to 
14 dropped by 600,000, almost three times the net gain of 200,000 
residents aged 20 to 29.23

Figure 5: Age 5-14 Population % by Urban Sector

Inflated housing 
costs are fostering 
the creation of two 
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Source: US Census Bureau data



T H I R D  WAY  N E X T   1 3

Urban theorist Terry Nichols Clark of the University of Chicago 
suggests that the “new American metropolis” revolves around a 
dramatically “thinner family,” often without children, and those who 
prefer a childless lifestyle.24 For example, the highest percentage of 
U.S. women over age 40 without children—a remarkable 70%—can 
be found in Washington, D.C. In Manhattan, singles make up half of 
all households. In some central neighborhoods of major metropolitan 
areas such as New York, San Francisco, and Seattle, less than 10% of 
the population is made up of children under 18. 

San Francisco, home now to 80,000 more dogs than children, and 
where the percentage of children has dropped 40% since 1970, 
epitomizes these trends.25 In 1970, children made up 22% of the 
population of San Francisco. Four decades later, they comprised just 
13.4% of San Francisco’s 800,000 residents. Nearly half of parents 
of young children in the city, according to 2011 survey by the Mayor’s 
office, planned to leave in the next three years.26

In contrast, familial America clusters largely in newer suburbs and 
exurbs, and increasingly in the lower-cost cities in the south, the 
Intermountain West, and especially in Texas, which has gained many 
residents and businesses from more expensive states.27 Families 
with children are also settling instead in small, relatively inexpensive 
metropolitan areas, such as Fayetteville in Arkansas and Missouri; 
Cape Coral and Melbourne in Florida; Columbia, South Carolina; 
Colorado Springs; and Boise.28   

San Francisco, home 
now to 80,000 
more dogs than 
children, and where 
the percentage 
of children has 
dropped 40% since 
1970, epitomizes 
these trends. 
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Planners, urban intellectuals, and much of the media long have 
regarded suburbs and low-density cities with disdain. Historian Becky 
Nicolaides suggests that whatever their other differences, intellectuals 
generally agreed about suburbia: “The common denominator was 
hell.”29 Modern critics have blamed suburbs for everything from 
climate change to the collapse of culture and mental health.30 In their 
condemnation of suburban living, the critics have also taken aim at 
the preferences of much Americans. Roughly four in five American 
home buyers, according to a 2011 study conducted by the National 
Association of Realtors and Smart Growth America, prefer a single-
family home.31

Figure 6: Housing Preferences, Realtors Survey

Nor does this desire seem to be fading. To be sure, suburban growth 
slowed in the immediate aftermath of the recession, after having 
been driven artificially high by the loose mortgage lending standards 
during the housing bubble. The real estate-tracking website Trulia 
reported that between 2011 and 2012, ZIP codes that were less dense 
than average grew at double the rate of those that were more dense 
than average in the 50 largest metropolitan areas. By 2013, urban core 
growth, which had been about as fast as suburban growth, once again 
slipped behind suburbs and exurbs.32 These trends intensified by 
2014, with the biggest growth in exurban areas, repeating the patterns 
that had existed before the crash.33
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At the same time, the fastest city growth, noted economist Jed 
Kolko, is now taking place in what residents consider the most 
“suburbanized” areas, like Phoenix, San Antonio, and San Diego.34 
By 2014, single-family homes accounted for 61% of the total growth, 
only slightly less than the annual average over the past four decades.35   
“Americans,” Kolko wrote, “still love the suburbs.”36

Figure 7: Exurbs are Growing Faster Than  
Urban Core Again

    

Fundamentally, America remains a suburban nation, and seems likely 
to remain that way. Since 1950, suburbs have accounted for over 
90% of all growth in metropolitan America. 44 million Americans 
live in the core cities of the nation’s 51 major metropolitan areas, 
while nearly 122 million live in the suburbs. And this does not include 
the more than half of the core city population that live in districts, 
particularly in the Sunbelt, that are functionally suburban or exurban.37 

Figure 8: Core Municipality Share of Growth
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WHERE INEQUALITY IS WORST
In the past, core cities were the places where people sought to 
improve their lives and those of their families. A great city, wrote 
Rene Descartes in the 17th century, represented “an inventory of the 
possible,” a place where people could create their own futures and 
lift up their families.38 But increasingly, our most successful cities 
now follow the scenario laid out by author Alan Ehrenhalt in The 
Great Inversion.39 A return to an earlier kind of urbanism, with the rich 
clustered in the center and the hoi polloi—who can’t afford to live 
decently in the city—serving them from the dull, dreary periphery.40   

Today, much like their aristocratic predecessors, the wealthiest 
Americans often enjoy the option of living in spacious townhomes or 
large city apartments, as opposed to crowded ones in less appealing 
areas. They could also purchase country houses for a break from 
the pressures of urban life.41 What suburbanization accomplished, 
argues historian Bob Bruegmann, was to provide the “surest way” 
for broader portions of the population “to obtain some of the privacy, 
mobility and choice that once were available only to the wealthiest 
and most powerful members of society.”42   

To dismiss suburbia and force densification tends to reinforce 
inequality, which tends to be far more pronounced in larger, denser 
core cities. New York City, the densest and most influential urban 
environment in North America, exhibits the most profound level 
of inequality and the most bifurcated class structure in the United 
States. If it were a country, New York City overall would have the 
15th highest inequality level out of 134 countries, according to James 
Parrott of the Fiscal Policy Institute, landing between Chile and 
Honduras.43 New York’s wealthiest 1% earn a share roughly twice as 
large of the local GDP than in the rest of country.44   

To dismiss 
suburbia and 
force densification 
tends to reinforce 
inequality, which 
tends to be far 
more pronounced in 
larger, denser core 
cities. New York 
City, the densest 
and most influential 
urban environment 
in North America, 
exhibits the most 
profound level of 
inequality and the 
most bifurcated 
class structure in 
the United States. 
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While many elite professionals cluster in cities, scores of others 
earn their livings by serving the wealthy as, for example, nannies, 
restaurant workers, or dog-walkers, among other service professions. 
This can be seen in the city of New York, where over one-third 
of workers labor in low-wage service jobs, a percentage that has 
increased steadily throughout the recovery, notes a recent study by 
the Center for an Urban Future.45

Other major cities, notes a 2014 analysis data by the Brookings 
Institution, have seen the percentage of middle income families in  
a precipitous decline for the last 30 years. With the exception of 
Atlanta, virtually all the most unequal cities are large and dense 
places celebrated by many retro-oriented urbanists, notably  
New York, Los Angeles, and Chicago.46

City
Population, 2012

Household Income, 2012
Ratio

Highest Inequality 20th percentile 95th percentile

1 Atlanta, GA 443,768 $14,850 $279,827 18.8

2 San Francisco, CA 825,863 $21,313 $353,576 16.6

3 Miami, FL 413,864 $10,438 $164,013 15.7

4 Boston, MA 637,516 $14,604 $223,838 15.3

5 Washington, DC 632,323 $21,782 $290,637 13.3

6 New York, NY 8,336,697 $17,119 $226,675 13.2

7 Oakland, CA 400,740 $17,646 $223,965 12.7

8 Chicago, IL 2,714,844 $16,078 $201,460 12.5

9 Los Angeles, CA 3,857,786 $17,657 $217,770 12.3

10 Baltimore, MD 621,342 $13,522 $164,995 12.2

Figure 9: Inequality Levels Across Nation’s Largest Cities (highest)

Source: Brookings Institution analysis of 2012 American Community Survey data
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Much has been written about the impressive gentrification in parts of 
Chicago, but over recent years, Chicago’s middle class has declined 
precipitously, as analyst Daniel Hertz has demonstrated.47 At the 
same time, despite all the talk about ‘the great inversion’ of the poor 
being replaced by the rich, it turns out that it is mostly the middle and 
working classes that have exited the city. Urban analyst Pete Saunders 
has suggested Chicago is really now two different cities: a generally 
prosperous “super-global Chicago” and a “rust belt Chicago,” with 
lagging education and income levels. “Chicago,” Saunders suggests, 
“may be better understood in thirds—one-third San Francisco, two-
thirds Detroit.”48

This is a common malady in big city America. During the first 10 years 
of the new millennium, the number of neighborhoods with entrenched 
urban poverty actually grew, increasing from 1,100 to 3,100, and in 
population from two to four million. “This growing concentration of 
poverty,” notes urban researchers Joe Cortright and Dillon Mahmoudi, 
“is the biggest problem confronting American cities.”49

In contrast, research by the University of Washington’s Richard 
Morrill shows that suburban areas, despite their own growing share 
of poverty, tend to have “generally less inequality” than the denser 
areas.50 For example, in California, Riverside-San Bernardino is far 
less unequal than Los Angeles, and Sacramento less so than San 
Francisco. Within the 51 metropolitan areas with more than 1 million 
in population, notes demographer Wendell Cox, suburban areas were 
less unequal (measured by the Gini coefficient) than the core cities 
in 46 cases.51 And overall, the poverty rate for cities is close to 20%, 
almost twice that of suburban areas.52

Figure 10: U.S. Poverty Rate by Residence Area 
Type, 1967-2012
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Data from the recent Pew Research Center report “America’s 
Shrinking Middle Class,” illustrates these trends. Particularly revealing 
has been the performance of Texas cities compared to those on the 
coast between 2000 and 2014. Out of the 52 metropolitan areas 
with more than 1,000,000 population, San Antonio had the second 
largest gain in its share of combined middle-income and upper-
income households (in other words, the percentage of households 
in the lower-income segment dropped.) Houston ranked 6th. A 
modest loss was posted in Austin, which ranked 13th, while Dallas-
Fort Worth placed in the top half, at 25th. Texas ranked 10th among 
the states, with a gain in its combined middle-income and upper-
income segments, while California ranked 26th and saw a decrease 
in its combined middle-income and upper-income population. The 
performance of Texas is particularly impressive given that it absorbed 
more than 1.6 million foreign-born citizens over the period. This is 
slightly less than California, however in proportion to its population is 
60% more.*
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THE OWNERSHIP IMPERATIVE
Land ownership is closely entwined with geography: Whereas roughly 
a quarter of urban core residents own their own homes, over three-
fifths of residents in older suburbs and more than seven in 10 of 
those in newer suburbs and exurbs own theirs.53 In contrast, renters 
make up a majority of residents in the cores of our 11 largest cities.54 

Homeownership is critical to the future of the middle class and 
our democracy. “A nation of homeowners,” President Franklin D. 
Roosevelt believed, “of people who own a real share in their land, is 
unconquerable.”55 New Dealers, and many Republicans, encouraged 
both the dispersion of population and an increase in homeownership 
through various legislative acts, including the creation of the Federal 
Housing Administration (FHA) and the Federal National Mortgage 
Association, (Fannie Mae), and later through the GI bill, which 
provided low-interest loans to returning veterans.56 Almost half of 
suburban housing, notes historian Alan Wolfe, depended on some 
form of federal financing.57 

The era of the most rapid suburbanization—the period roughly from 
the late 1940s to the late 1960s—also saw the rapid expansion of the 
middle class, while that of the wealthiest actually fell.58 By the mid-
1950s, the percentage of households earning middle incomes had 
doubled to 60%, compared with the boom years of the 1920s. By 
1962, over 60% of Americans owned their own homes. The increase 
in homeownership, notes historian Stephanie Coontz, between 1946 
and 1956 was greater than that achieved in the preceding century and 
a half.59 Even though the rate has dropped since the Great Recession, 
it remains high by historical standards.

“A nation of 
homeowners,” 
President Franklin 
D. Roosevelt 
believed, “of people 
who own a real 
share in their land, is 
unconquerable.
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Ownership provided a cornerstone in this process. As sociologist 
Robert Lynd noted: “The characteristic thing about democracy is its 
diffusion of power among the people.”60

Even today, the house remains the last great asset of the middle class. 
Homes represent only 9.4% of the wealth of the top 1% but 30% for 
those in the upper 20%, and, for the overall 60% of the population in 
the middle, roughly 60%.61

Some have suggested in the aftermath of the 2007-8 housing bust 
that home ownership had outlived its usefulness. Urban pundit 
Richard Florida foresaw the emergence of a new paradigm that would 
not only dispel the “suburban myth,” but eject homeownership itself 
from its “long-privileged place” at the center of the U.S. economy.62 
Similarly, New York Times economics commentator Paul Krugman 
suggested that Americans would shift from owning suburban homes 
to renting apartments, probably in locations close to the city core.63 
Wall Street, which helped create the housing crisis, seemed happy 
to go along, hoping to make new profits in what some hailed as 
“rentership society.”64  
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Yet is the desire for ownership now utterly passé? Research for the 
Woodrow Wilson Center has indicated that homeownership was 
generally considered more important after the housing bubble than 
it was before—even after the damaging housing crisis, Americans 
still continued to sanctify homeownership. A survey by The New York 
Times found that nine out of 10 Americans value homeownership as a 
critical part of the “American dream.”65 

Critically, homeownership is embraced by two groups, minorities and 
Millennials, who will shape our future. Millennials may be staying 
in the city longer than previous generations, but their long-term 
aspirations remain fixed on buying a single-family house.66 A survey 
by the online banking company TD Bank found that 84% of renters 
aged 18 to 34 intend to purchase a home in the future. Still another, 
this one from Better Homes and Gardens, found that three in four saw 
homeownership as “a key indicator of success.”67
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Source: Edward Wolff, The Asset Price Meltdown and the Wealth of the Middle Class, 2012; Jordan Weissman, 
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Millennials are proving more like their parents in their purchases 
than commonly assumed. The National Association of Realtors 
surveyed the housing types that had been purchased by homebuyers 
in 2013 and 2014. They found that 80% of Millennial buyers had 
purchased detached houses, and 8% had chosen attached housing. 
Only 7% purchased units in multi-unit buildings, although many 
more, unable to buy, do end up renting in high-density buildings 
longer than they expect.68 

Figure 15: House Purchases Under Age 35
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Share on income spent on housing by age, California
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In recent years, Millennials, seeking reasonable rents and the 
possibility of purchasing a home, have also begun to move to more 
affordable areas. According to Zillow, Millennials in the workforce 
now see rents claim upwards of 45% of income in Los Angeles, 
San Francisco, New York, and Miami compared to less than 30% of 
income in places like Dallas-Fort Worth and Houston. 69 The costs 
of purchasing a house are even more lopsided: in Los Angeles and 
the Bay Area, a monthly mortgage takes, on average, close to 40% of 
income, compared to 15% nationally. 70

The regulatory regime exacts an enormous price on the younger 
generation. A recent account by the magazine Techcrunch traced the 
percentage of income paid by generation in California. Those born in 
1960 pay roughly 30% of their income on housing, while those born 
after 1980 generally pay closer to 40 to 50%.71

Figure 16: Younger Generations Spend More of  
Their Income on Housing

This is leading to a renewed shift away from traditional “brain 
magnets” like New York, Los Angeles, and the Bay Area. Since 2010, 
even among educated Millennials, migration has been strongest to 
such lower-cost regions as Atlanta, Orlando, New Orleans, Houston, 
Dallas-Fort Worth, Pittsburgh, Columbus, and even Cleveland.72  As 
Millennials enter their 30s and seek to buy houses, these changes are 
likely to accelerate.  

Source: Brian Uhler, “Generational Differences in Homeownership and Housing Costs,”  Legislative Analyst’s 
Office, The California Legislature’s NonPartisan Fiscal and Policy Advisor, August 17, 2015, http://lao.ca.gov/
LAOEconTax/article/detail/120

http://lao.ca.gov/LAOEconTax/article/detail/120
http://lao.ca.gov/LAOEconTax/article/detail/120
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Much of the same trend exists among minorities and newcomers. 
According to the Census Bureau, minority children will outnumber 
white non-Hispanic children by as early as 2020, and by 2050, non-
white ethnic group members will equal the total number of white-non 
Hispanics in the U.S. population. Urban Institute researchers predict 
that more than three of four new households this decade, and seven 
of eight in the next, will be formed by minorities. Nearly half of these 
new households will be Hispanic.73

New York, NY
Los Angeles, CA
San Franciso, CA

San Jose, CA
Riverside-SB, CA

Miami, FL
Cleveland, OH

Seattle, WA
Austin, TX

Houston, TX
San Antonio, TX

Orlando, FL
Denver, CO

Pittsburgh, PA
Nashville, TN

Riverside-SB, CA

Chicago, IL

Kansas City, MO

New York, NY

Los Angeles, CA

Houston,TX

Denver, CO

Milwaukee, WI

San Jose, CA

Washington, DC

San Franciso, CA

0 3 6 9 12 15

0 5 10 15 20 25-5-10-15

From 2011 to 2013

From 2008 to 2010

-11.4

14.9

14.9

15.1

15.6

16.3

16.4

16.4

19.5

20

21.9

5.4

6.3

6.8

7.3

7.5

8.3

8.3

8.3

9.9

10.1

10.8

11.3

11.4

12.5

13.7

Figure 17: Changing Migration of Millennials

Source: Richey Piiparinen, Jim Russell, and Charlie Post, “The Fifth Migration,” The Cleveland Foundation, 
January 20, 2016, https://www.clevelandfoundation.org/2016/01/the-fifth-migration/

https://www.clevelandfoundation.org/2016/01/the-fifth-migration/


T H I R D  WAY  N E X T   2 6

These newcomers have accounted for roughly two out of five in the 
growth of homeownership. In relatively slow-growing California, they 
represent four out of five new buyers. In New York, the immigrant 
portion of housing growth is two-thirds. It is 30% in Georgia and 
25% in North Carolina.74 Roughly 60% of Hispanics and Asians 
already live in suburbs; more than 40% of non-citizen immigrants 
now move directly to suburbs.75,76 Between 2000 and 2012, the Asian 
population in suburban areas of the nation’s 52 biggest metro areas 
grew 66.2%, while that in the core cities expanded by 34.9%.77 Of the 
top 20 cities with an Asian population of more than 50,000, all but 
two are suburbs.78

Much of this growth is concentrated in “opportunity regions”—
such as in Texas and the Southeast—where house prices are more 
accessible to minorities. In these less-regulated regions, minorities 
tend to have a far greater chance of achieving homeownership than in 
the more expensive, highly regulated environments of New York, San 
Francisco, Seattle, or Boston.

Figure 18: Home Ownership Rate, 2012
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Overall, the geography for upward mobility is changing. As the 
Urban League has pointed out, the very cities most praised 
as exemplars of urban revival—San Francisco, Chicago, and 
Minneapolis—also suffer the largest gaps between black and 
white incomes.79 Notwithstanding rhetoric to the contrary, much 
of the ‘hip cool’ world increasingly consists of monotonic “white 
cities” with relatively low, and falling, minority populations.80 
San Francisco, Portland, and Seattle, for instance, while achingly 
politically correct in theory, are actually becoming whiter and less 
ethnically diverse as the rest of the country diversifies.81  

THE DENSITY DELUSION
Planners, retro-urbanists, and many developers believe the solution to 
the affordability crisis is higher-density housing in cities and suburbs. 
The problem facing big coastal cities, notes one progressive blogger, 
is their lack of “semi-density, mid-rise construction.”82 Yet it turns 
out that, by most measurements, higher density housing is far more 
expensive to build. Gerard Mildner, the Academic Director of the 
Center for Real Estate at Portland State University, notes that a high 
rise over five stories costs nearly three times as much per square foot 
as a garden apartment.83 Even higher construction costs are reported 
in the San Francisco Bay Area, where townhome developments can 
cost up to double that of detached houses per square foot to build 
(excluding land costs), and units in high-rise condominium buildings 
can cost up to 7.5 times as much.84

Figure 19: Cost by Construction Type,  
San Francisco Bay Area 
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Some researchers insist that, despite higher costs, dense urban places 
deliver outsized benefits to their denizens, including the poor and 
minorities.85 Yet this research only focuses on places where people 
grew up, not where they have moved. The overreach was challenged 
by Columbia University urban planning professor David King, who 
pointed out that the highest-ranked cities in the upward mobility 
analysis were all “sprawling,” including Salt Lake City, Santa Barbara, 
and Bakersfield, which he referred to as a “poster child for sprawl.” He 
further noted that: “…snapshot correlations really don’t mean anything 
and will provide evidence for whatever point of view is desired.”86

In reality, density and economic performance may not be as closely 
linked as many suggest. Much is made of the “network effects” of 
dense cities, yet many of the most productive cities have very low 
population densities. For example, in 2014, nine of the 10 most 
affluent cities, according to Brookings Institution data, were in the 
United States, and all were low-density by international standards. 
Second-ranked Hartford, fourth-ranked Bridgeport and sixth-ranked 
Boston all had urban densities approximately one-quarter or less 
that of European urban areas. The metropolitan areas with the 
highest urban densities, San Jose (3rd) and San Francisco (9th) 
and New York had urban densities at least one-quarter less than 
that of their European counterparts.87. Despite these findings, some 
pundits and planners are so enamored of the idea of density as 
an economic driver, they have actually proposed that millions of 
Americans desert the suburbs or struggling cities and crowd into 
places like San Francisco.88
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High-cost metropolitan areas will continue to play a critical role in 
our economic life, but, for the most part, will not constitute places 
of upward mobility for most middle and working class Americans. 
Dense urban environments are well-suited for many industries most 
reliant on regular “face to face” contact, such as media, high-end 
finance, and business services. But these fields are far less reliant 
on the mass mobilization of labor, both skilled and unskilled, than 
activities in manufacturing, trade, logistics or even more routine 
business services. Given their bifurcated labor markets and generally 
high costs, many ‘hip’ cities, such as New York, Los Angeles, and 
Portland, do not return the same overall economic benefits as those 
in less expensive cities.

At the same time, many of the functions of urban-centered sectors, 
such as finance and business services, have tended to shift their 
management and support services to other, less expensive regions.89 
Other traditional business service locales like San Francisco, Boston, 
and Chicago also did poorly in creating finance employment, while 
growth was most rapid in second- and third-tier cities such as 
Charlotte, Des Moines, Austin, San Antonio, and Boise. Big money 
and financial power may remain concentrated in Gotham, but jobs, 
particularly for the middle income worker, increasingly are not.90

Notable moves by large companies to downtown areas, analyst Aaron 
Renn has suggested, have very limited effects on job creation. Many 
relocating firms often limit their presence to “executive headquarters” 
where they employ a small number of very senior leaders and 
their support staff. Sometimes less than a hundred employees are 
involved, as opposed to the thousands that might have been located 
in a downtown headquarters decades ago.91 Overall, the movement 
of elite operations to Chicago has done something for morale and 
image, but little in terms of job generation, particularly for the middle 
and working classes.92
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GE’s recent decision to leave Connecticut for Boston follows 
this elite-driven economy; while moving away from its roots as a 
manufacturing firm, the company has focused on a relatively small 
population of high-end programmers and developers as the core 
of their future business.93 In contrast, firms that maintain large 
employment bases—for example Toyota— have moved to less 
expensive locales, in their case to suburban Dallas-Fort Worth, in 
large part to lower costs, particularly for housing employees.94  

Meanwhile, suburbs have risen into major job centers that rival 
the core cities.95 Some predominately suburban areas—Irvine and 
Silicon Valley in California; Bellevue, outside of Seattle; and Irving, a 
Dallas suburb—have higher job-to-resident worker ratios than their 
closest core municipality.96 This dispersion of work applies even in 
the oft-cited model for urban density, Portland, Oregon, where all 
the net new job growth was clustered in the suburbs and exurbs 
between 2000 and 2013.97 
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Nationwide, as the economy has improved, suburban locations—
which account for more than 75% of all office space—started to 
rebound faster than their more urban counterparts. Between 2012 and 
2015, occupied suburban office space rose from 75% of the market 
to 76.7% (with the balance located in CBDs).98 More than 80% of 
employment growth from 2007 to 2013 was in the newer suburbs and 
exurbs.99 Today, only 9% of employment is located in the CBDs, with 
an additional 10% in the balance of the urban cores.100

Some claim that tech is now becoming an inner-city industry, 
bolstered by Millennial preferences for inner-city living.101 San 
Francisco proper has seen a significant boom in high-tech business 
services in recent years, yet the majority of the Bay Area’s total 
employment remains more than 10 miles from the city. Neighboring 
San Mateo County still holds more than five times as many jobs in 
software publishing as San Francisco.102 The Bay Area’s employment 
dispersal is even greater than the national average.103
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Most STEM employment—jobs in science, technology, engineering, 
or math— remains firmly in overwhelmingly suburbanized areas with 
lower-density development and little in the way of transit usage.104 
Urban areas as diverse and low density as Raleigh and Durham, 
North Carolina; Madison, Wisconsin; Denver; Detroit; Baltimore; 
Colorado Springs; and Albany are among the places with the highest 
shares of STEM jobs. Many of these same unassuming regions are 
creating new STEM jobs faster than the high-tech stalwart locations. 
Charleston, South Carolina; Provo, Utah; Fayetteville, Arkansas; 
Raleigh, North Carolina; and Des Moines round out the fastest-
growing STEM regions since 2001, each with STEM employment  
up at least 29%.105 
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BUILDING A FUTURE FOR  
MIDDLE CLASS FAMILIES
Some suggest that Americans, for the sake of the environment and 
even social justice, accept a lower standard of living, giving up their 
cars and homes for the pleasure of riding transit and living in small, 
congested places. One retro-urbanist author, David Owen, in his book 
Green Metropolis suggests that the planet needs to live in densities 
associated with his former Manhattan home, although he himself 
moved to bucolic Connecticut.106

Although there is a pressing need to address climate issues, it seems 
clear that this can be done without such extreme social engineering. 

Indeed much of the research advocating density as a solution to 
climate change is deeply flawed, since it usually excludes GHG 
emissions from common areas, including elevators, and from lighting 
fixtures, space heaters, and air conditioners, usually because data is 
not available. Indeed, one recent study from the National Academy 
of Sciences found that the New York metropolitan area, despite 
its transit system and high density, was the most environmentally 
unfriendly of the world’s 27 megacities, well ahead of more dispersed, 
car-dominated Los Angeles, measured in terms of energy use and 
material flows per capita.107

Forcing higher densities, according to data in a recent National 
Academy of Sciences report, can do relatively little—perhaps as 
little as 2%— to reduce the nation greenhouse gas emissions: 
“Urban planners hoping to help mitigate CO2 emissions by 
increasing housing density would do better to focus on fuel-efficiency 
improvements to vehicles, investments in renewable energy, and cap 
and trade legislation,” they note.108 Economist Anthony Downs of the 
Brookings Institution, a proponent of smart-growth policies, has said, 
“If your principle goal is to reduce fuel emissions, I don’t think future 
growth density is the way to do it.” 

As Downs suggests, there may be other, more effective and less 
damaging ways to reduce emissions. Improved mileage on cars, 
including electric and natural gas or hydrogen-propelled vehicles, 
would thus be far more impactful, not to mention less disruptive.109  
A report by McKinsey & Company and the Conference Board indicates 
that sufficient greenhouse gas emissions could be achieved without 
any “… of the draconian changes in living standards and lifestyles 
widely promoted by smart-growth advocates.”110
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Rather than try to squelch middle class aspirations, perhaps there 
should be more emphasis on making them more environmentally 
friendly. The shift to home-based work, which is now growing far 
faster than transit use, directly addresses some environmental 
problems often associated with suburbs, notably issues around 
auto commuting. The environmental savings related to reducing 
office energy consumption, roadway repairs, urban heating, office 
construction, business travel, and paper usage (as electronic 
documents replace paper) could also be prodigious.111 

Figure 25: Change in Work Trip Travel Mode,  
United States, 2000-2010

 

Critically, Millennials, notes a recent Ernst and Young study, 
embrace telecommuting and flexible schedules more than previous 
generations did, in large part due to concerns about finding 
balance between work and family life.112 This is particularly true of 
entrepreneurs. A 2012 survey of 3,000 Millennial-generation business 
owners found that 82% believe that many businesses will be built 
entirely with virtual teams of online workers by 2022.113
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NEEDED NOW: ECO-MODERNIST 
LEVITTOWNS
Ultimately, the prospect of being able to buy or rent an affordable 
place to live represents a critical issue in assuring future social justice 
in America. Without access to affordable, usually suburban homes, 
working and middle class families face a somewhat dismal future. 
Draconian attempts to limit or even eliminate suburban growth 
would guarantee that people without wealth will be hard-pressed to 
achieve upward mobility.114

Rather than impose one solitary ideal, we should embrace what 
Robert Fishman described nearly three decades ago as “urban 
pluralism” that embraces not only the city center, but also close-
in suburbs, new fringe developments, and exurbs.115  Frank Lloyd 
Wright once noted that the city should not be a device to “destroy 
the citizen” and his affiliations, but instead, to serve as a “means 
of human liberation.” Cities, he suggested, should be judged on 
how they meet the needs of citizens for privacy, for space, and for 
fostering strong communities through associations, churches, and 
family ties.116

Such an approach differs distinctly from the growing imposition by 
planners and political forces of what one critic labels “proscriptive 
policies and social restraint on the urban form.”117 One strong smart 
growth advocate suggests siphoning tax revenues from suburbs to 
prevent them from “cannibalizing” jobs and retail sales, and to “curb 
sprawl” in order to recreate the imagined high-density community of 
the past, with heavy transit usage and main streets that have housing 
over the shops.118
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Instead of tailoring our future to meet the preferences of a relative 
handful of those who prefer density, perhaps we can focus on 
addressing the aspirations of the many. One approach would be 
to draw on the successful policies enacted after World War II. At 
that time, the nation suffered a severe housing crisis as servicemen 
returned from the war. The solution combined governmental 
activism—through such things as the GI Bill and mortgage interest 
deductions—with less regulatory control over development. The 
result was a massive expansion of the country’s housing stock and  
a dramatic increase in the level of homeownership.

These new suburbs, as well as in-fill projects, could open up the 
housing market to more minorities and Millennials, while serving 
to lessen the burden on rents. These new suburbs—as well as 
older ones—could be adapted to encourage such environmentally 
beneficial aspects as home-based work, solar power, bicycling, and 
open spaces without undermining  the fundamental attractions of 
lower-density living.
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CONCLUSION
How we deal with the housing crisis will shape our future and will 
largely determine what kind of nation we will become. Attempts to 
subsidize new units in such diverse places as San Francisco, New 
York, and San Jose have not altered significantly market dynamics 
and might also have driven up prices for nonsubsidized units.119 In 
some cases, as in New York City, the forced construction of low-
income units in otherwise market-rate buildings has resulted in such 
absurdities as the so-called “poor door” through which low-income 
residents, who are denied most of the amenities offered to wealthier 
residents, must enter.120

The “poor door” option marks, at very least, a shift from the 
expanded ownership model represented by Levittown and its many 
analogues across the country. Following our current path, we can 
expect our society—particularly in deep blue states—to move ever 
more towards a kind of feudalism where only a few own property 
while everyone else devolves into rent serfs. The middle class will 
have little chance to acquire any assets for their retirement, and 
increasingly few will choose to have children. Imagine, then, a high-
tech Middle Ages with vast chasms between the upper classes and 
the poor, with growing dependence—even among what once would 
have been middle class households—on hand-outs to pay rent. 
Imagine too, over time, Japanese-style depopulation and an ever 
more rapidly aging society.

Yet, none of this is necessary. This is not a small country with limited 
land and meager prospects. A bold new approach to housing, 
including the reform of out-of-control regulations, could restore 
the fading American dream for tens of millions of families. It would 
provide the basis for a greater spread of assets and perhaps a less 
divided—and less angry—country. Rather than waste their time on 
symbolic issues or serving their financial overlords, our political and 
business leaders need to address policies that are now undermining 
the very basis of our beleaguered middle class democracy.

How we deal with 
the housing crisis 
will shape our future 
and will largely 
determine what 
kind of nation we 
will become
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