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Too often planners neglect the importance of understanding the real estate industries, including 

real estate finance and investment.  In this dissertation I examine how changes in the financial 

sector over the past thirty years reconfigured urban and suburban development. I take three 

different approaches to these issues. The first paper describes the role of large financial firms in 

the rapid growth of local and regional homebuilding companies during the 1990s, a period 

during which a handful of homebuilders became increasingly national in scale and captured a 

significant share of large, fast-growing markets in cities like Las Vegas and Phoenix during the 

2000s. Among my conclusions, I suggest that homebuilders may have overbuilt in the mid-2000s 

to meet the annual growth targets of their stock analysts rather than the needs of subprime 

mortgage packagers. The essay also offers an argument that housing economists should consider 

firm and local market structure when studying housing supply and housing bubbles. The second 

paper is a case study of the real estate investments of U.S. life insurance companies, who for 

much of the twentieth century wrote one-third of the mortgages that financed the building of 

suburban malls, office buildings, apartments, etc., in the United States. I trace how firms began  
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to lose market share in the 1970s and 1980s as pension rules and savings habits changed, and  

show how these factors led to changes in life insurance products, which, in turn, required 

different investment choices and a loosening of lending standards for large properties. My third 

paper argues that planners should understand commercial (non-single-family-residential) 

properties in the suburbs as embedded in a series of local, regional, and global networks tied to 

both real estate and the specific networks of the tenants, and offers a set of questions for planners 

to ask to help ascertain the intentions of owners and developers.   The paper uses the example of 

suburban properties in the retail sector as an example.  These three essays are based on large 

financial databases, trade periodicals, analyst reports, and archival research, and draw on the 

literatures from planning, geography, business history, economics and sociology.  A conclusion 

discusses some of the implications of the research for planners. 
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Introduction 

 

Real estate developers, along with their investors and lenders, play an important role in shaping 

places. So, too, with planners. Planners may set policy, but the real estate sector serves as a 

limiting condition for what policies may accomplish.  Planners can zone hoping for an outcome 

(for instance, dense affordable housing), or even offer subsidies to encourage the same, but in the 

U.S., at least, they are nearly always reliant on private developers to realize those ideas. At other 

times, developers push what can be legally done on a particular site not only to a limit, but often 

beyond (assuming cooperation at some level from local government in granting exemptions or 

other work-arounds).  In an era where real estate development is often grounded in the use of 

public money as a source of partial financing, it behooves those who control the purse (including 

planners who often advise on the subject) to have as thorough an understanding of real estate 

industries as possible. 

 This dissertation takes seriously the importance of the real estate industry for planners, 

but with the corollary that one cannot understand real estate without taking into account the 

investors and lenders that finance the sector, from large institutional lenders to individual 

investors buying shares in a Real Estate Investment Trust (REIT); from hedge funds that invested 

in homebuilders in the early-2000s to the sovereign wealth funds that are pouring money into 

commercial real estate today (Brown, 2016).   Traditionally, in our writings about real estate, 

planners, geographers, and sociologists have displayed a limited understanding of the financial 

sector’s inner workings (Knuth, 2015).  (As one might expect, this isn’t universally true, as the 
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early work of Michael Pryke (1994) and Barney Warf (1995) illustrate, but in general it is still an 

accurate portrait of the field.)  

 Since the financial crisis, this has begun to change (Wissoker, et al., 2014).  Recently, 

there has been a burst of attention to housing, particularly to the ways that real estate is part of a 

financial instrument or investment.  Researchers have discussed the wave of rent-stabilized 

apartment buildings being bought, sold, and/or emptied in New York City (Fields and Uffer, 

2014; Teresa, 2016; Fields, 2017), the bulk acquisition of single-family homes accompanied by 

securitization of their rent stream (Raymond and Moore, 2016; Fields, 2018), and the 

privatization of broader, national housing systems (Beswick, et al., 2016; Aalbers, 2015).  New 

work has also emerged on post-financial-crisis purchases of large swaths of land in Africa, 

Indonesia, and here in the U.S., which has spawned a robust literature tying these acquisitions to 

changes in the financial sector (e.g., Knuth, 2015; Fairbairn, 2015; Gunnoe, 2014).  

 Like these other papers, the three essays here examine the real estate industry and its 

relation to the financial system.   They treat both residential property, particularly the 

homebuilding industry, and commercial properties (in this case, stores and shopping malls), and 

the links between lenders and investors and properties, developers, builders, and owners.  Each 

tells the story of an industry or sector and how it fared at some point in the past forty years, as 

the global financial system evolved in the post-Bretton Woods era, in the reshaping of the U.S. 

and global economies.  

 The first essay is an examination of the political economy of the U.S. homebuilding 

industry in the 1990s and 2000s, tracing how the industry so quickly developed from a disparate 

set of local and regional firms to one that was increasingly national in scale.  In fact, the ten 

largest homebuilders tripled their market share between 1995 and 2006.  Drawing on annual 
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reports, investment databases and the trade literature, I show that homebuilders became avid 

participants in the shareholder value movement, and particularly its two core practices–growth as 

a goal and an increased reliance on debt.  The essay argues that the homebuilding industry has 

not been given sufficient attention in the literatures on housing supply and the housing crisis. 

Moreover, the paper explains how homebuilders used non-prime loans to finance their final burst 

of overproduction in 2005 and 2006, and in doing so contributed to the bubble that began to burst 

at about that time.  I suggest that researchers should consider the possibility that the large 

homebuilders overbuilt less to provide loans to the subprime market than to keep sales high 

enough so as to avoid jeopardizing their stock rating.  

 The second essay presents an explanation of how changes in national or even 

international savings habits, financial obligations, markets, and regulation can reshape an 

institution’s real estate investment strategy. It is based on my analysis of the financial products 

and investments of U.S.-based life insurance companies from the 1970s to the 2000s. Life 

insurers are a particularly interesting case because for much of the twentieth century they held 

30% of all mortgages on commercial property in the United States, and in the process financed a 

considerable share of suburban development after the Second World War.  In the essay, I show 

how life insurers lost market share to other real estate lenders and firms that mortgage-backed 

securities over this period, while also taking on riskier projects in order to fund the promises they 

made for high-rate-of-return retirement accounts.  

 Finally, the dissertation’s third essay offers planners a model for understanding how 

commercial property is embedded in a set of networks that shape its use, networks comprised of 

owners, lenders, investors, buyers, and tenants (along with the public, public sector, and other 

factors).  Using retail spaces in the suburbs as an example (many of which are being transformed 
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into mixed-use properties), the paper on retail trends reminds planners that the owner and its 

network of lenders and investors matters.  For instance, if a property is purchased by private 

equity fund that guaranteed its investors a particular rate of return, and then spends a good deal 

to renovate it, one shouldn’t expect the owner to be charging rents that many local businesses 

can afford, or to have particular loyalties to the community.  Yet these limitations won’t be true 

of every private equity firm, and the paper concludes with a set of questions that planners can ask 

to ascertain the intentions of owners, particularly owners or developers who seek economic 

development subsidies.  To reinforce the importance of keeping these relationships in mind, I 

introduce the term “investable,” to remind planners that “local property [is] often linked through 

its owners and lenders (that is to say, investors) to global capital and property markets, and 

through its tenants to a variety of industry networks” (Chapter 4, p. 113).  The identification of 

these links draws attention to the diverse interests of the owners, lenders, investors, tenants, 

community members, government officials and others who have financial and/or non-financial 

investments in a place. Taken together, the sum of these interests creates a web of investments 

that shape buildings, sites, and their uses—as well as their communities.   

 The concept of investability includes not simply those who are financially profiting in 

some way from a property but others who have a social or some other interest in a place (an idea 

best examined and explained in Becher’s (2014) work).  Generally, the issues planners attend to 

are precisely those associated with the use of a property, including its intended usage, effect on 

the neighbors, and environmental impact.  The term investability is designed to bring planners’ 

attention to fact that properties are more than their uses and that those uses are more than 

external shocks to the system in the form of new traffic patterns and the like. For while these 

things are important (clearly, or they wouldn’t be the subject of so much for discussion over the 
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course of the past century and beyond), they need to be seen as situated in broader, non-local 

networks. I would argue that the proposals that come before planners need to be adjudicated for 

their nominal use, but in a way that is sensitive to the consequences of the changes that come 

from those financial and industry networks. 

 Take, for instance, a recent decision by Cornell University to partner with EdR, a REIT 

specializing in constructing and managing dormitories. EdR is building a large, graduate-student 

housing development just off campus.  In this case, the neighbors were concerned with noise and 

traffic patterns, energy and sustainability concerns, cumulative impacts (the degree to which this 

would be part of a larger set of developments in the area) and whether the increase in population 

would alter the character of the community (Smith, 2016a).  But there weren’t questions 

regarding the possibility that most or all of the rents from the development might be leaving the 

community through this non-local firm, nor about the types of institutions that were the largest 

shareholders in the REIT and what their likely demands on the property are going to 

be.  Moreover, it was the company that proactively anticipated some of the local economic 

development questions, claiming during a public hearing that there would be ten full-time staff 

employed on the property (Smith, 2016b.).   

 But it is not the investments alone that are part of this aggregation that comprises the real 

estate sector.  The homebuilding and life insurance case studies, set in periods of change in the 

global financial system often associated with the term financialization, underscore the various 

roles financial instruments, regulation, and organizational strategy play in real estate 

development and investment—both directly and directly (as when, for instance, policyholders 

shift their savings out of life insurance policies).  
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 In these case studies, one can also see that it is equally important to carefully differentiate 

between financial actors, as some are more or less patient as investors; there are firms that 

demand greater or lesser rates of return over longer or shorter periods of time (Knuth, 2015; Van 

Loon, 2016).  Understanding these differences will help planners and others see, for instance, the 

consequences of the shift in commercial lending from life insurers to commercial banks or 

commercial mortgage-backed security packagers.  Similarly, although it is not fleshed out here, 

one can’t help but wonder how much additional pressure was put on homebuilding companies as 

hedge funds increased their ownership share of homebuilders like Pulte from less than 2% to 

nearly 12% between 2000 and 2003.   

 Along with the discussion of investability, these essays intervene in a number of 

theoretical debates. As noted above, I offer an argument for taking a broad, multi-pronged 

approach to the use of financialization as a tool for understanding society in the last part of the 

twentieth century and into the twenty-first.  My suggestion is that an open-ended understanding 

of the term would enable a more holistic approach to recognizing and explaining forces of 

change in society and the political economy.  In addition, I lend support to Froud, et al.’s (2006) 

contention that practices associated with financialization tend to be introduced when corporate 

profitability is lagging. The essay on insurer investments illustrates that these practices were the 

case with life insurers as well. They faced households that were less willing to save through life 

insurers, the large-scale entrance of banks and investment houses into the pension business 

following the passage of ERISA, and the introduction of a number of financial instruments (not 

least the commercial mortgage-backed security) that challenged their business model.  It was 

these pressures, I argue, that led to their financialized business strategies. 
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 In the third paper, on homebuilding, I reiterate what has been a long-standing call to 

consider industry structure in models of housing supply (e.g., DiPasquale, 1999; Somerville, 

1999).  My argument is that doing so may help explain some of the curious co-movements 

between prices in markets that were traditionally thought of as discrete (and therefore available 

as a government-sanctioned, spreadable risk).  In addition, I suggest that it is worth reconsidering 

the relationship between nonprime loans and homebuilders.  I argue that it was the homebuilders 

who were making use of subprime loans, not so much to meet the needs of packagers, but rather 

to keep growth rates high after the national homeownership rate peaked in 2014.  I suggest that 

firm executives were looking to maintain positive stock ratings in order to preserve the record-

level prices of their shares, and were willing to recklessly employ a variety of non-prime 

mortgages to do so.  

 This dissertation sits at the nexus of a number of fields, including planning, geography, 

sociology, business history and economics.  Although each of the papers draws out conclusions 

for one or two of these fields, they do not all directly address the concerns of planners.   Where 

consequences with regard to planning are not spelled out in detail in the essays, they are noted in 

the conclusion to the dissertation.   
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PUTTING THE SUPPLIER IN HOUSING SUPPLY: AN OVERVIEW OF THE GROWTH 
AND CONCENTRATION OF LARGE HOMEBUILDERS IN THE U.S. (1990-2007)1 
 

 
 
 
 
 
 
ABSTRACT 
As housing production was ramping up in the 1990s and 2000s, some of the industry’s largest 
firms experienced remarkable growth primarily through mergers and acquisitions and the 
issuance of debt; the market share of the ten largest firms tripled between 1995 and 2005. The 
article describes the role of financial firms in encouraging that growth and some of its 
consequences. Drawing on financial filings, news reports, investor analyses and other relevant 
data, the paper offers an overview of the relationship between homebuilders and investment 
firms, as well as discussing their involvement with speculators and the builder-generated non-
prime loans.  In doing so, the article seeks to bring attention to homebuilders as a missing feature 
in analyses of housing supply and housing markets, and proposes directions for future research.   
 
 
 
 

 

  

                                                
1 This is the author’s accepted manuscript of an article published as the version of record in 
Housing Policy Debate © Virginia Polytechnic Institute and State University  
https://doi.org/10.1080/10511482.2015.1115418 
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“Models of housing price volatility that ignore supply miss a fundamental part of the housing 
market” 
         
         Glaeser, et al., 2008, p. 198 
 
 
“Greater attention to the structure of the housing supply mechanism is necessary in order to 
better understand the effects on the prices and quantities of houses in specific local markets of 
both market-related and policy-induced shocks to housing demand.”    
     

  Ambrose and Peek, 2008, p. 660  

“There has been a change in the overall competitive dynamic in this industry, where large public 
home builders are now able to wield substantial competitive advantage over smaller, private 
competitors to a degree that was not seen in decades past,"” Kim says. “That has resulted in them 
being able to essentially crowd out some of the smaller players at a time when supply is becoming 
scarce. If supply is becoming constrained and they have the ability to produce supply when others 
don't, the majority of the price improvement [from rising home prices] is going to accrue to them.” 
    

Stephen Kim, Managing Director, Smith Barney (Holtzman, 2005) 
 
 

 In the years leading up to the collapse of the housing bubble a wave of mergers and 

acquisitions hit the homebuilding industry.   The resulting concentration of firms remade what 

had traditionally been an industry of local and regional firms into one marked by companies that 

strategized at a national and sometimes international scale.  Although nationally the ten largest 

firms held less than a twenty percent market share, in individual regions their market share was 

far greater.   This was particularly so in the states with the biggest bubble, Arizona, California, 

Florida, and Nevada, where the average market share of the ten most productive firms in the 

fastest growing housing markets was 37% greater than in the fastest growing markets in the rest 

of the country between 2002 and 2007 (Builder, various years, author’s calculation), and while 

some of the firms in these markets were local, even they were often expanding into other regions.   

In these so-called bubble states, the ten firms with the largest market share had, on average, a 

50% market share, far greater than in the country as a whole (ibid., author’s calculations).   
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 Fifteen to twenty years prior to this, national firms were far less prevalent in local 

markets.  As an industry of local and regional firms, few firms were in more than a handful of 

markets.  But between 1989 and 2006 the market share of the largest firms quadrupled, 

accompanied by an increasing bifurcation between the top firms and others in the industry---

whereas in 1989 the top five firms did slightly less than 10% of the total business of the 400 

largest firms, by 2006, those five firms did more than 31%, with the top ten firms responsible for 

42% (Professional Builder, various issues, author calculation).   In both local markets and at the 

national scale the industry had changed.    

 The concentration of the industry has been noted in work by Knox (2008) and 

Haughwout, et al. (2013), but the reasons for that build-up and the role of financial firms have 

not.  In this paper I trace the changes in the homebuilding industry in the 1990s and 2000s, and 

among the largest homebuilding firms in particular, to make the case that housing supply and 

housing suppliers are not static, nor are the management ideas by which they are governed.  I 

will argue that financial transactions and financial firms in the United States became such an 

important part of the economy in the 1980s and 1990s that managers of the large homebuilding 

corporations, like managers in many industries, reconfigured their strategies in order to gain the 

quarterly approval of securities analysts and shareholders.  The goals of growth, production of 

shareholder value, and corporate streamlining all were at the core of homebuilder actions, yet 

models of housing market behavior, as well as analyses of housing sector growth and change 

more generally, do not reflect the supply of physical houses and the presence of the 

homebuilding industry.  Elements such as firm size, market share held by large firms, and other 

measures of firm dynamics should be part of any model.  At present, they are not, despite 

increasing evidence of both the importance of national factors in local housing markets (e.g., 
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Kallberg, et al., 2014) and the linkages of these different markets (e.g., Zhu, et al., 2013).  

Typically, homebuilding firms, if they are noted at all, are theorized as reacting to a set of 

externalities such as the cost of materials, the price of land, the cost of capital or the amount of 

local regulation.2  Michael Ball has long argued for the need to have a clearer view of the 

institutions involved in real estate development (cf., 1998, 2006).  Moreover, there is already a 

body of work on commercial developers that suggests the importance of understanding how 

developers make the choices they do (c.f., Pryke, 1994a, Ball, 1994, Roberts and Henneberry, 

2007; Henneberry and Roberts, 2008).  But to begin to rethink our perspective on housing supply 

we need more historical and empirical data to draw upon in order to reconceptualize the 

questions and parameters that drive firm behavior.   

 Toward that end, this paper is an examination of the homebuilding industry during the 

period from 1990-2007.  Like firms in many industries, homebuilders were swept up in a wave 

of mergers and acquisitions, taking on heavy debt loads, and adjusting corporate goals to 

maximize shareholder value (Zachary, 1999; c.f., Soener, 2015, on the footwear industry).  This 

was, as Davis (2009) has argued, a time during which financial markets and financial firms 

became the central institutions that shaped the economy. Their increasing importance in both 

individual firms and the economy as a whole, from the late-1960s on, is marked by corporate 

profits coming increasingly from finance-related activities; banking firms making money from 

fees and trading rather than loans; future city revenues, mortgage payments, and many other 

financial flows being securitized; and firms consolidating and cutting costs in the name of 

shareholder value.  Geographers, sociologists, heterodox economists, and others are calling this 

financialization (c.f., Palley, 2007; Erturk et al., 2008, Krippner, 2005, Wissoker, 2013).  This 

                                                
2 Ambrose and Peek (2008) summarize this literature, building on DiPasquale (1999). 
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macroeconomic context made a significant difference in the conduct of the industry, as it was no 

longer solely corporate managers (often the founders) who made decisions based on their 

knowledge and instinct, with the advice of their bankers, but stock analysts, investment bankers, 

and large shareholders (who in many cases replaced the traditional bankers on corporate boards).  

And their goals were different.  The extent of these differences makes clear that researchers need 

to take the state of the homebuilding industry, the physical supply side of housing, into account 

when discussing housing markets.   

 To capture the importance of the financial sector, the history of homebuilders herein is set 

into a discussion of the relationship between financial firms and homebuilders, including the 

types of activities that homebuilders undertook to meet the financial sector’s expectations.  My 

hope is that this will serve as a starting point for further research and discussion of the nature and 

importance of housing supply.  The article begins with an overview of the literature on firm size 

in the homebuilding sector and financialization, followed by a discussion of the state of the 

industry at the start of the 1990s.  The focus then turns to the move toward rapid firm growth, the 

role of the idea of shareholder value in this process, and the importance of different types of 

investors as the 1990s moved into the 2000s.  The empirical portion of the paper closes with 

discussion of the selling side of the business in the mid-2000s, particularly the use of non-prime 

loans to maintain sales targets as homebuilders sought to continue to meet their analysts’ sales 

and profit goals even as supply outstripped demand (particularly by the mid-2000s).   The paper 

concludes with a discussion of the ways that considering the presence of national homebuilders 

in the literature might be productive and comments on research trajectories to follow up the 

necessarily preliminary overview presented here. 

 Although correlation should not be confused with causation, I will show that in the 1990s 
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firms in the industry bought into the idea of shareholder value, in particular its idea of debt-

fueled growth. This contention is supported by the trade literature of the time, which argued that 

stock analysts created certain demands for constant growth and expansion.  The consolidation of 

market share and growth came through a mixture of mergers and firm expansion, and was funded 

in large part by the investment bank-issued stocks, bonds and other financial instruments that 

were part of the fee-based services model financial institutions adopted in the 1970s.  Three 

types of data are used:  figures and commentary from corporate annual reports; reports and 

statistics taken from homebuilding trade magazines, particularly Professional Builder and 

Builder; and data drawn from databases, including SNL, Bloomberg, and Thomson One.    

Levitin and Wachter recently pointed out in the pages of this journal that “a clear 

consensus on the causes of the bubble is important for formulating a housing finance policy” 

(2013, p.6).  One contention of this article is that the homebuilding industry should be one 

avenue of investigation into any study or model of housing—not just the bubble. In order to 

formulate policy with better precision, we need to understand the housing industry’s recent 

history and the effects of its concentration on housing supply and housing prices (as well as the 

homebuilding industry itself).  This paper is the start of that effort. 

 

HOMEBUILDERS AND THE IMPORTANCE OF FIRM SIZE 

The central activity of homebuilders is to build residential properties, ranging from 

single-family homes in suburban subdivisions to condominiums and in-fill developments.  The 

industry can be seen to have six defining features: 1) A long lead-time from conception to 

finished home; 2) significant up-front costs; 3) a highly-structured production process; 4) a high 

degree of regulation; and 5) a range of firm sizes (Ball, 2012) and 6) a product that lasts for 
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many years.
3
 Its inputs are land, building materials, and labor.  

In a number of countries homebuilding has become, as an industry, an oligopoly, but 

“with many opportunities for small firms (Coiacetto, 2009, 33).”  In the largest English-speaking 

countries, the industry has a high degree of concentration, not only in Australia and the United 

States, but even more so in Great Britain, where, Ball notes, there was increasing concentration 

in the 1990s and 2000s (op. cit.).
4
  U.S.-based firms have been able to consolidate their gains not 

only by increasing in size and scale, but also by adopting a set of supply chain innovations 

developed at firms like Toyota and Wal-Mart (Knox, 2008).  Knox argues that “the increasing 

dominance of big firms is a result of a combination of factors: access to land and capital, mergers 

and acquisitions, geographic diversification, improved production methods, product innovation, 

and strategic alliances (ibid., 68).”  

Firm size, the economics (and legal) literature suggest, when linked with the advantages 

from a dominant market share, strengthens the already strong position of the largest companies in 

an industry.  In particular, it enables firms to take on some of the characteristics associated with 

monopoly or oligopolistic power, including:  exclusionary conduct; predatory pricing; raising 

rivals' costs; predatory buying and competitive discounts; refusals to deal and price squeezes; 

investments in competitors’ territories (Blair and Sokol, 2015; Calvani and Siegried, 1979). 

These became common in the build-up to the housing crisis (c.f., Holtzman, 2005). 

How does size benefit firms in the homebuilding industry? Apgar and Baker, in their 

                                                
3 Thanks to Bill Goldsmith for pointing this out. 
4 Ball (2013) also found that the top ten homebuilding firms in the U.K. have a much greater 
market share than their cognate firms in the U.S. and Australia because of the relative sizes of 
the territories in question (among other factors).  
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survey of large builders (2006) found that larger companies had greater access to capital and 

information
5
; deeper pockets that allowed them to wait out the time involved in navigating 

increasingly challenging land use regulations; and a more stable economic environment. National 

homebuilders also have the ability to outbid local and regional developers for choice plots of 

land (Rybczynski, 2007). And, their greater access to capital also has an ancillary effect, in that it 

enables firms to better weather recessions and thus gain a greater share of the local market, 

unlike local builders who typically rely on local bank lenders, many of whom can be short of 

capital when a downturn in the local economy hits (Ambrose and Peek, 2008).
6
 When this leads 

to consolidation in a particular market it can cause, as Coaicetto (2006) points out: 

• Above normal prices and profits 
• Collusive practice amongst developers 
• Less efficient use of resources, especially land 
• Exacerbated development cycles 
• Less innovation, therefore fewer leaps in productivity, reduced opportunities for 

sustainable innovations, and less innovative urban environments 
• Greater power of developers relative to regulators 
• Growing corruption 
• The reorientation of the focus and purpose of planning towards more private planning 

and private sector control over people’s lives 
• Greater power of developers over the form and structure of cities together with a 

sidelining of the environmental and public interest in urban development     

                                                
5 Moreover, the largest firms also received clearer market signals from the financial markets at 
the end of the housing boom—in fact, firms were encouraged to begin pulling back a full year 
prior to smaller firms, who received lending and market information from their local or regional 
banker (Haughwout, et al., 2012).   
6 Ambrose and Peek (2008) use metropolitan data to show that growth in public firm market 
share occurs when the money supply tightens at local banks. Ambrose (2010) revisited this 
finding after the capital markets stopped lending following the Lehman Brothers bankruptcy.  He 
shows that there are circumstances when large homebuilders’ access to funds will be just as 
constrained (at the international scale) as smaller firms (who are trying to borrow from their local 
lenders). as well as pointing to the significant increases in debt and equity issues among public 
homebuilders during the 1990s and 2000s.   
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This can give firms monopoly power-like presence in the market. Indeed, in the 1990s 

and 2000s, during non-boom times, the ten largest public builders earned average excess returns 

of 14%, while smaller public firms (all except the top 10) did not (Haughwout, et al., 2012).  

During the boom years (2000-2005), these advantages lessened considerably, with the largest 

taking in just a 10% premium over all other firms (ibid.).
7
 This most clearly manifests itself at 

the local level.  As Somerville argues (1999), market share needs to be considered on a local 

rather than national basis; there are wide differences in market share from city to city that are not 

accounted for in the literature. Ambrose and Peek (2008) reinforce this point.
8
 

Yet this increased market power is not an idea that underlies much of the economic work 

on housing markets and housing supply.  Indeed, as Somerville wrote: “The traditional approach 

in housing-market analysis assumes that new residential structures are supplied by a perfectly 

competitive homebuilding industry (1999, p.669).”
9
 He, along with Ball (2006) and Ambrose and 

Peek (2008), has argued that it is important to contextualize supply in terms of both industry 

structure and individual markets.  For the most part, though, this call remains unheeded.  A 

decade after Somerville called for closer examination of industry structure, during which time 

there was considerable consolidation within the homebuilding industry, Gyourko (2009) was still 

                                                
7 Both took in a much higher level of profit, with smaller firms taking in excess returns of 43% 
and larger ones 48% (Haughwout, et al., 2012; 2013) 
8 In crafting their regression, however, Ambrose and Peek (2008) do not take into account the 
pre-existing prior firm concentration in MSAs, that is to say, the extent to which the market is 
dominated by one or more large, public firms. 
9 See also the quote from Ambrose and Peek (2008) at the beginning of the paper.  Ball notes: 
“real estate market models… assume a perfectly competitive market with zero transaction costs, 
stable technology and fixed firm behavior.  The outcome is that only variations in construction 
input costs, selling prices and interest rates feature (2006, p.3).” 
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contending that the number of smaller builders in the industry meant that it should be seen as 

competitive: “so there is no reason to expect there is any monopoly power that would allow the 

fixing of prices (2009, p. 298).”
10

  

It is not hard to see why these kinds of assumptions might still be made; there has been 

little academic work on the homebuilding industry itself,
 11

 a fact noted by Ambrose and Peek 

(2008), who began their paper with a quote from Denise DiPasquale (1999) in which she makes 

a similar observation.  DiPasquale has noted that “virtually every paper about housing supply 

begins” this way. She concludes her paper with a call for further study of “the microfoundations 

of supply (ibid.).”
12

  A handful of papers take supply more generally into account, but if they 

address issues involving homebuilders, it is done in a fairly static way, in which firms remain the 

                                                
10 The remainder of Gyourko’s piece (2009) makes no further mention of homebuilders or the 
industry’s changing firm structure in its discussion of housing supply. There is also no mention 
of homebuilders in Ferreira and Gyourko’s well-specified model of the beginning of housing 
booms (2011). 
11 In Housing Policy Debate, for instance, a search for the term homebuilder since 1990 yields 
only16 results (searched 5 September 2015).  For the most part these are trivial references, like 
the participation of a homebuilder association in an activity or mention of a speech given at the 
annual conference of the National Association of Homebuilders.  The one paper on suburban 
development, Mohamed (2010), which offers an examination of suburban housing developments 
in an area of Rhode Island, does not distinguish between local and national developers or relate 
developer costs to the size of the firm.  Homebuilders are also not included in Ray and 
Guhathakurta’s examination of the role of sprawling submarkets in the financial crisis (2015). 
12DiPasquale notes: 
…housing supply is the outcome of complicated decision making by builders and the owners of 
existing housing. However, we have little direct evidence that permits us to observe the behavior 
of housing suppliers. In order to understand the micro foundations of housing supply, we would 
ideally want data in which the unit of observation is the supplier, with information on the quality 
and quantity of housing services offered, maintenance and capital improvement decisions, rents, 
and asset values. In the case of new supply, there is no standard data set that permits us to 
observe the behavior of builders of new housing...This remarkable lack of information on the 
major actors in housing supply presents a significant obstacle to increasing our understanding of 
housing supply. More effort needs to be made in building new datasets that permit observation of 
the behavior of these important actors…[And adds later in the paper:] We need to know more 
about the microfoundations of supply (ibid., p. 10, 16). 
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same while external factors change. Glaeser et al. (2008) argue that supply must be taken into 

account, but their concern is primarily whether supply is elastic or inelastic, not where it 

originates. Mayer and Somerville (2000)—and Hwang and Quigley (2006) who build upon that 

model-- on the other hand, tie supply to decisions made by builders based on “expectations of 

future price and cost changes” which in their case means the number of available lots and 

projections of an area’s growth. Others use the cost of construction as a proxy for homebuilders, 

by which is meant not only the cost of materials but also the cost of financing (c.f., Edelstein and 

Tsang, 2007).
13

  We will take a different approach. 

 

WHY FINANCIALIZATION MATTERS  

The range of activities that are described by the term financialization became prevalent in 

the 1970s and 1980s as businesses across a number of industries began to look for greater profits 

from financial transactions than production. This involved the implementation of shareholder 

value-based management; mergers and acquisitions; increased corporate and consumer debt; and 

banks’ transitioning to profiting from fee-based transactions, rather than lending.
14

     

The pursuit of shareholder value originated in a shift in the conception of the role of 

corporate managers.  For most of the twentieth-century managers were essentially deputized to 

determine what was best for a firm.  This required juggling the interests of a variety of 

stakeholders, from the shareholders and workers, to the communities in which a company had 

                                                

13 Edelstein and Tsang note: “On the supply side, housing investment is affected by property values and exogenous 
supply shocks to the cost function. Supply shifters may be fundamentals, such as changes in construction costs, and 
will include credit liquidity constraints on builders (2007, p.302).” 

14 For a fuller explication of this approach, see Wissoker (2013). 
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facilities. Conversely, the shareholder value message was that managers need to be disciplined 

and made to prioritize the needs of stockholders, which meant improving the return on equity by 

increasing revenues and decreasing costs (c.f., Jenson and Meckling, 1976; Lazonick and 

O'Sullivan, op.cit.; Froud, et al., 2006; Dobbin and Jung, 2010). These ideas were promoted by, 

among others, Milton Friedman and Jack Welch of GE.
 15

 

As this idea took hold, it led to an increased focus on share price, which was understood 

to be a proxy for the true value of the company, as famously posited by economist Eugene Fama 

in his Efficient Market Hypothesis (1970).  CEOs and other executives were paid in stock 

options to ensure that these executives had the same interests as the shareholders—a rising stock 

price (Dobbin and Jung, 2010).  The opinions of stock analysts who on a quarterly basis 

evaluated the worthiness of the firm took on greater importance. As a consequence, firms began 

to operate in a way that used share price as proxy with which to measure success (Dobbin and 

Zorn, 2005; Zuckerman, 2000).
16

  Not surprisingly, this approach was also strongly promoted by 

                                                
15The ideas of shareholder value are grounded in key pieces by Berle and Means (1933), Milton 
Friedman (1970), and finance economists Michael Jensen and William Meckling (1976). 
Lazonick and O'Sullivan (2000) and Stout (2012) offer thoughtful histories of the idea of 
shareholder value and its consequences. Note also, that I will not be discussing here how growth 
is also a key tenet of one of the most common forms of American Capitalism, which is why 
when economic statistics or corporate results are presented they are always in the form of growth 
rates rather than in absolute terms.  The book by Froud,et al. (2006) looks in depth at the how 
shareholder value-based management was implement in three large, multi-national firms across 
three industries (Glaxo, Ford, General Electric). 
16 Measures such as the price/earnings ratio and the rate of growth began to become increasingly 
important, and on a quarterly basis, as did meeting analysts’ expectations (see, for instance, Fox 
and Rao, 1997, cited by Dobbin and Jung, 2010).  These expectations were not the same for all 
firms, however.  Particularly between 1995 and 2000, analysts saw firms as either part of the 
“old economy” or the new, high-tech economy, and set their expectations accordingly.  While 
high-tech firms were valued based on seemingly unlimited potential, but no actual revenue or 
profit, old-economy companies who sought to create shareholder value were expected to 
“keep…costs steadily below sales revenue, so as to realize the 12-15 percent on capital 
employed after tax…and, if possible…achieve sales revenue growth by organic growth or 
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the large institutional investors, whose power was increasing with the decline of the corporate 

pension and the growth of the private retirement account (e.g., Froud, et al., 2001; Welker and 

Wood, 2011) and securities analysts (Dobbin and Zorn, 2005).
17

 

One way of increasing revenue was through expansion in existing markets and 

mergers/acquisitions.  Companies also began to buy back stock
18

 and reduced or outsourced most 

of their labor to cut expenses.
19

 They took on debt (sometimes to pay the cost of acquisitions, 

sometimes to pay for stock buybacks or boost dividends, sometimes to expand the business) to 

make their bottom line look better than it would if they issued additional stock, as the latter 

would dilute the price (Palley, 2007). Some argued as well that higher levels of debt forced more 

management discipline (cf., Whitman, 1999).  By 2000, the level of corporate debt as a 

percentage of GDP in the U.S. had increased by 50%, to 46.2%, from 1973.  As the economy 

picked up steam in the early 2000s, that level dropped by 10%, but it also remained 12 

percentage points higher than it had been in the 1973 (op. cit.).      

                                                
merger and acquisition (Feng, et al., 2001, 481).” Unfortunately for the homebuilders, with their 
product being literally bricks and mortar, they were bound to the definition associated with the 
more challenging “old economy” definition. 
17 Dobbin and Zorn (2005) see firms that specialized in takeovers, like KKR, as responsible for 
the increasing presence of the shareholder value orientation in corporations as well. 
18 In part stock buybacks were done to have shares to pay executives (with some portion of the 
shares that were bought in) without creating more and diluting the value of existing shares.  But 
it was also done to decrease the total number of shares, accomplishes two things: First, it keeps 
the earnings/share ratio lower, so it doesn’t make it look like the stock is overvalued with a p/e 
ratio that is too high.  Second, it makes each remaining share more valuable, which is good for 
shareholders and for executives who get paid through stock options (and taxed at a lower rate 
than if they were receiving greater dividends (Palley, 2007). For additional details see, for 
instance, Lazonick and O’Sullivan, 2000 and Grullon and Michaely, 2002. 
19 Some of this is chronicled in the works of Bluestone and Harrison in the 1980s (Bluestone and 
Harrison, 1982; Harrison and Bluestone, 1988).  Marina Whitman, a former GM executive, noted 
that while the press associated job cuts with a bump in share prices, in fact you only got the 
bump if the cuts were announced as part of a larger restructuring (1999). 
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The supply of debt issues was provided by commercial and investment banks, replacing 

the traditional corporate lending.  As firms increasingly looked to the capital markets for funds 

rather than obtaining them through relationship banking it forced banks to seek out other sources 

of revenue and shift their business model from a return-based one to one based on fees from the 

issuance of debt and securities, as well as the engineering of mergers and acquisitions (as well as 

leveraged buyouts), as the wellspring of potential revenue.  During the 1990s, as shown in Figure 

1.1, the volume of mergers took off.  Where there had been 4,000 transactions in 1987, there 

were over 6,000, just two years later.  And while it peaked at more than 14,000 mergers during 

the Tech Boom of the late 1990s, after 1993, the volume never dropped below 9,000 mergers and 

acquisitions.
20

 Moreover, the stock market appeared to reward acquisitions, at least, with an 

increase in the stock price (Bieshaar, et al., 2001).
 21

  Along with serving as the intermediary for 

mergers and acquisitions, serving both as facilitator and, as will be shown below, as the issuer of 

the stock or debt to finance it, banks and other financial institutions sought to make money 

through fee-based money management and investment.  

                                                
20 All figures from The Institute of Mergers, Acquisitions, and Alliances, who compiled it from 
Thomson Financial data 
21 A study of the 328 of America’s largest corporations showed that by 1983 the number of 
acquisitions for diversification began to quickly shrink while the number of acquisitions of 
companies in the same industry increased 600% between 1983 and 1998, while the acquisition of 
firms that could be vertically integrated increase by more than four times during the same period 
(Zorn, et al., 2005). 
    In contrast to the mergers and acquisitions of the 1950s and 1960s, many of which were 
centered on the idea of building a large conglomerate, corporations have, since that time, been 
urged to focus on horizontal and vertical integration rather than diversifying the types of firms 
under their umbrella (Zuckerman, 2000; Dobbin and Zorn, 2005).  This pursuit of what Hamel 
and Prahalad called “the core competence of the firm” (1990) was facilitated by easing 
government anti-trust regulation and followed on the heels of the break-up of conglomerates 
through shedding businesses that no longer fit the model, the era of leveraged buyouts and junk 
bonds (Dobbin and Zorn, 2005; cf., Bruck, 1989). 
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Figure 1.1 – Announced Mergers & Acquisitions: United States of America, 1985-2014 
 

 
 

 
Financialization, then, describes our recent economic history, a time during which finance and 

financial firms became increasing important within the economy and society more generally.
22

 

As a result of all this, the FIRE sector in the United States increased its role in the GDP by 34% 

                                                
22 Along with the aspects discussed here, financialization also includes a number of other facets.  
One of the most recognizable is the increased use of new (or revitalized) financial products, 
many of which involve securitiziation, and many of which facilitated investment in traditionally 
hard-to-understand sectors, including real estate (Leyshon and Thrift, 2007). (On the public-
sector side, this meant the securitization of revenues from parking meters, future tax assessments, 
and the like (Weber, 2010; Ashton, et al., 2012).) Another set of financial products were those 
that provided investors the means by which to hedge their investments by purchasing derivatives 
and other, related, products like credit default swaps, that enabled investment in financial 
instruments that in themselves (without the hedge) would be considered too risky. For 
consumers, financialization has come to mean a significant increase in household borrowing 
(using as home equity loans, credit card debt, or anything else that was essentially a constant or 
predictable cash flow (Hyman, 2012)), driven in part by the availability of funds through 
securitization (Palley, 2007; Nocera, 1994), greater consumer attention to financial rates of 
return, and the replacement of the traditional pension with a system in which individuals are 
responsible for their own financial health at retirement, 

Announced Mergers & Acquisitions: 
United States of America, 1985-2014 

Source: Thomson Financial, Institute of Mergers, Acquisitions and Alliances (IMAA) analysis 
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between 1979 and 2005, from 15.2% of the GDP to 20.4% (op.cit.).  It has also led to corporate 

managers who prioritized decisions that were likely to lead to short-term gains in stock price 

rather than long-term gain, decreased reinvestment in firms, and increased allocations to stock 

buybacks and distributions to shareholders, including the managers who were paid in part with 

stock options. 

 The processes, described as financialization, including the push to achieve increasing 

shareholder value, drove the rapid growth and consolidation of the homebuilding industry. The 

story of how this happened is the subject of the empirical material that follows.  It serves as an 

illustration of why the state of the homebuilding industry at any point in time, and in any 

regional housing market, matters and should be taken into account in housing models.  We begin 

with an overview of the industry. 

 

BUILDING  

 Homebuilding is a core component of the real estate industry in the United States.  It has 

been a steady source of jobs since the end of the Second World War.  Between 1950 and 1975 

real estate-related industries
23

 consistently employed between five and six percent of all non-

farm labor.   

 Between 1995 and 2006, employment in the sector gradually rose from 6% of all non-

farm jobs in the United States to a peak of 7.25%. Entering the 1990s, homebuilders were at the 

tail end of a steady decline in sales, one that had begun in the middle of the previous decade.  

                                                
23 For the figures cited here, “Real estate-related industries” are defined as Construction (until 
1990) and Construction and Real Estate, Rental and Leasing (NAICS 53) after 1990.  The figures 
come from the BLS Employment from the Current Employment Statistics Survey and are not 
seasonally adjusted.  
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The high interest rates that marked the early-1980s had led to an overall slowdown in the 

industry, except in Texas where high oil and gas prices led to a boom in building (Anderson, 

1990).  As the decade progressed, interest rates and oil prices both dropped, and the industry took 

off once more, with between one and 1.2 million single-family homes each year between 1984 

and 1989, according to the New Residential Construction figures from the U.S. Census Bureau.  

But, then, as the economy soured at the end of the decade so did sales, with the one million mark 

not being hit again until 1993.  This cyclical behavior was nothing new. The homebuilding 

industry has long been cyclical. In the early-1970s, early-1980s, and late-1980s/1990 there were 

sharp downturns, as shown in Figure 2.2.  In contrast, the period that is the focus of this paper, 

from the early 1990s to 2006, was one of unusually steady increases in the number of homes 

built each year, a time when the long duration of the cycle instilled confidence in the markets; 

what one Mortgage Banker magazine writer called “The Perfect Calm” (Woodwell, 2007; see  

Figure  2.2 – New Homes Built (in thousands) and Homeownership Rates in the U.S. (1984-
2011) 
 

 
 
Source: Census data: http://www.census.gov/const/www/newresconstindex_excel.html 
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also Peek and Wilcox, 2006, particularly the conclusion).  The number of single-family homes 

built increased 34.7% from a low point of 837,600 in 1991 to 1.12 million in 1996.  That number 

reached a little less than 1.26 million in 2001, but then increased another 34%, to 1.65 million 

homes or nearly twice the number of homes completed in 1991, at the peak of the market in 

2006.
24

  The average national home price increased by 153 percent during this period.   

As noted above, this long period of expansion was also a time of transition in the homebuilding 

industry. For most of the twentieth century the industry was comprised of local or regional firms 

that tended to operate in one or two markets (Knox, 2008; Jaffe, 1999).  Almost all of these firms 

were private, with a relatively small number that were public.  The 1990s, by contrast, was a 

period of significant consolidation, in which the industry came to be dominated by a small 

number of national firms that sought a presence in most of the growing markets (Professional 

Builder, various issues; Ahluwalia, 1998).  The five largest builders' share of all new single-

family homes built in the United States more than doubled, from 3.65% in 1995 to just over 8% 

in at the beginning of the year 2000.  The top 20 firms went from taking in a 7.45% share of the 

total housing revenue in 1995 to 15.24% at the end of the decade (op. cit.).  This is illustrated in 

both Table 2.1 and Figure 2.3, which show the concentration of business in the late-1990s and 

through most of the 2000s.  Much of this growth went to the very largest firms: in 1995 the five 

largest firms had a 16.7% share of the total top 400 housing revenues, but by 2006 they were 

taking in nearly 31.3% (ibid.).  Moreover, the ten largest firms captured a full third of the sales 

increase in homebuilding between 1990 and 2005 (Haughwout, et al., 2012, p. 13). 

 
                                                
24 These figures come from the Census Bureau’s “New Privately Owned Housing Units 
Completed” (http://www.census.gov/const/www/newresconstindex_excel.html).  Pricing comes 
from http://us.spindices.com/index-family/real-estate/sp-case-shiller    
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Table 2.1 – Market Share of the Largest Home Builders (Based on Housing Revenue) 
  

 1995 1998 2000 2002 2006 
Top 5 3.63% 6.52% 8.02% 9.48% 13.11% 
Top 10 5.35% 9.62% 11.20% 12.88% 17.64% 
Top 20 7.45% 14.04% 15.24% 16.67% 22.09% 
Top 400 21.76% 35.32% 37.21% 38.53% 41.94% 

Source:  Professional Builder and U.S. Census 
 

 This was not the case in every region. It is somewhat remarkable how many smaller 

homebuilders were able remain competitive in the face of competition with these larger firms, 

given the lower costs of construction materials and other benefits of economies of scale (Buzzelli 

and Harris, 2006) as well as a lower cost of capital. Drawing parallels with firms in industrial 

districts, Buzzelli and Harris point to “embedded networks that coordinate the local industry, and  

 
Figure 2.3 – Market Share of the Largest Home Builders (%) (1995-2006)  

 
 
Source:  Professional Builder and U.S. Census 
 

to the informal relations of trust that sustain them (909)” as a core cause for this resilience.
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Moreover, Haughwout, et al. (2012) estimates that the profit rate of the smaller, but still 

substantial, builders were quite similar during the boom to those of their larger competitors.   

 Over the second half of the 1990s, the largest firms did grow successfully.  Lennar, for 

instance, had revenues from housing of $646 million in 1995.  In 1999 their housing revenues 

were $2.6 billion, with almost $447 million in additional (non-home sale) revenues alone.
25

  

Similarly, KB Homes saw their housing revenues increase from $1.3 billion to $3.7 billion 

during the same period.  This increase in size came not only from greater sales, but from 

acquisitions.  Table 2.2 offers a summary of Lennar's acquisitions during the 1995-2000 period.  

More generally, industry profitability and revenue jumped for the largest homebuilders.  Across a 

wide sample of large firms, gross margins increased from 19.6% to 24% between 1999 and 2004, 

net income grew by 50%, and revenues jumped by 136% (Apgar and Baker, 2006).  

 

Table 2.2 – Lennar Growth by Acquisition 1995-2005 

1995―Entered the California homebuilding market through the acquisition of Bramalea California, Inc. 
 
1996―Expanded in California through the acquisition of Renaissance Homes, Inc., significantly expanded 
operations in Texas with the acquisition of the assets and operations of Houston-based Village Builders (a 
homebuilder) and Friendswood Development Company (a developer of master-planned communities) and 
acquired Regency Title. 
 
1997―Continued expansion in California through homesite acquisitions and unconsolidated partnership 
investments. Acquired Pacific Greystone Corporation, which further expanded operations in California and 
Arizona and brought the company into the Nevada homebuilding market. 
 
1998―Acquired the properties of two California homebuilders, ColRich Communities and Polygon 
Communities, a Northern California homebuilder, Winncrest Homes, and North American Title. 
 
1999―Acquired Southwest Land Title and Eagle Home Mortgage. 
 
2000―Acquired U.S. Home Corporation which expanded their operations into New Jersey, 
Maryland/Virginia, Minnesota, Ohio and Colorado and strengthened their position in other states, and acquired 
Texas Professional Title. 

                                                
25These figures come from various years of Professional Builder magazine's annual “Housing 
Giants” listing of the top 400 homebuilding firms. 
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2002—Acquired Patriot Homes, Sunstar Communities, Don Galloway Homes, Genesee Company, Barry 
Andrews Homes, Cambridge Homes, Pacific Century Homes, Concord Homes and Summit Homes, which 
expanded our operations into the Carolinas and the Chicago, Baltimore and Central Valley, California 
homebuilding markets and strengthened positions in several existing markets. Also acquired Sentinel Title with 
operations in Maryland and Washington, D.C. 
 
2003—Acquired Seppala Homes and Coleman Homes, which expanded operations in South 
Carolina and California. Also acquired Mid America Title in Illinois. 
 
2004— Acquired The Newhall Land and Farming. Expanded into the San Antonio, Texas market by acquiring 
the operations of Connell-Barron Homes and entered the Jacksonville, Florida homebuilding market by 
acquiring Classic American Homes. Through acquisitions, expanded mortgage operations in Oregon and 
Washington and title and closing business into Minnesota. 
 
2005-- Entered the metropolitan New York City and Boston markets by acquiring, directly and through a joint 
venture, rights to develop a portfolio of properties in New Jersey facing mid-town Manhattan and waterfront 
properties near Boston. Also entered the Reno, Nevada market and then expanded in Reno through the 
acquisition of Barker Coleman and Jacksonville through the acquisition of Admiral Homes. 
 
Source: adapted from Lennar Annual Report, 2006 

  

 Indeed, many of the largest homebuilders had significant growth during the 2000s as 

well, as can be seen in Table 2.3.   Some firms, like Lennar and D.R. Horton, worked assiduously 

to grow, catapulting themselves into the top five firms, growing from being the 11th and 15th 

largest homebuilders in the country in 1995, by increasing their revenues by 13 and 22 times 

respectively by 2006.  Even that wasn’t enough, however, to keep up with Pulte, which was the 

largest homebuilder in 1995 and in 2006, and whose revenue had increased 477% during the 

period.  More generally, 11 of the 15 largest homebuilders in the year 2000 had real revenue 

growth of 300% during this period—two of the remaining four had been bought (All figures 

based on real dollars; Professional Builder, various years).  
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Table 2.3 – Percentage Growth in Real Revenues and Units Sold, Select Large Homebuilders 
1995-2006 
 

 
% Growth 
Units Sold 

% Growth 
Real 

Revenues 

% 
Growth 

Units 
Sold 

% Growth 
Real 

Revenues 

% 
Growth 

Units 
Sold 

% Growth 
Real 

Revenues 
Firm Rank by 

Revenue 

 1995-2000 1995-2000 
2000-
2006 2000-2006 

1995-
2006 1995-2006 1995 2000 2006 

Pulte Home Corp. 113.7% 77.4% 71.4% 225.3% 266.3% 477.2% 1 1 1 
Kaufman And Broad/KB Home 174.5% 147.6% 65.4% 112.2% 353.9% 425.4% 4 2 5 
Centex Corp. 59.7% 165.0% 101.1% 119.0% 221.3% 480.6% 2 3 4 
D.R. Horton Inc. 632.3% 533.7% 169.9% 271.7% 1876.3% 2255.8% 15 4 2 
Lennar Corp. 169.0% 277.6% 236.5% 283.4% 805.1% 1347.7% 11 5 3 
NVR Inc. 91.8% 103.3% 48.0% 122.5% 183.9% 352.3% 6 6 8 
Ryland Group Inc. 13.9% 11.5% 63.6% 106.7% 86.3% 130.5% 3 7 11 

U.S. Home Corp.** 36.4% 47.5%  -  -  -  - 5 8 
         
- 

M.D.C. Holdings Inc. 58.0% 58.9% 112.0% 168.6% 234.9% 326.9% 7 9 10 
Toll Bros. Inc. 93.4% 99.8% 146.7% 241.2% 377.1% 581.8% 12 10 6 
Beazer Homes USA Inc. 63.9% 82.1% 135.8% 207.4% 286.6% 459.7% 10 11 9 

Del Webb Corp.* 58.1% 61.1%  -  -  -  - 8 12 
         
- 

Shea Homes 114.1% 168.7% 38.0% 71.3% 195.5% 360.3% 16 13 13 
Standard Pacific Corp. 141.8% 172.5% 236.8% 201.0% 714.3% 720.1% 20 14 12 
Weyerhauser Real Estate Co. 31.9% 50.4% 32.5% 107.0% 74.8% 211.4% 13 15 16 
Hovnanian Enterprises Inc. -11.2% 7.6% 371.9% 434.5% 319.0% 474.9% 9 16 7 
M/I Schottenstein Homes/MI 
Homes 33.9% 45.6% 8.6% 36.7% 45.5% 99.1% 14 17 26 
David Weekley Homes 33.9% 46.4% 55.3% 54.3% 108.0% 125.8% 17 21 27 

          
AVERAGE 119.82% 106.07% 172.69% 114.41% 551.85% 373.98%    

 
Note: Growth figure based on total firm revenues, in real dollars (1982-1984=100), all figures from Professional 
Build 
  *Bought by Pulte in 2001       
**Bought by Lennar in 2000 
 
 

 However, what made the largest firms particularly competitive was a combination of 

greater resources to purchase the best land, access to less expensive raw materials, efficient 

building systems (including prefabricated portions of the housing structure), and low overhead 
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(c.f., Knox, 2008; Hardin, 2004) as noted above.
26

  It also meant getting lenders to see 

homebuilders as industrial firms rather than on a project-by-project, construction loan basis 

(Donohue, 1990a).  These large firms sought to lower their costs and successfully enter new 

markets, either by building their own network or by buying existing firms to gain access, land, 

and expertise.  This last point is particularly important, as gaining approval to build housing 

developments is always a local process, where local people can often smooth the way for non-

local firms with planning boards and others (c.f., O'Toole, 2003; Buzzelli and Harris, 2006). 

Moreover, the larger homebuilders also diversified, creating in-house mortgage and title units, 

which both brought additional profits (various company annual reports) and greater control of 

the process of selling homes (Douglas Yearly, interview with the author).   In 2001, for instance, 

Lennar, which at the time was the largest homebuilder in the country, with sales of five billion 

dollars, noted in its annual report that its current strategies included: expanding the number of 

markets (by place); expanding the types of markets—e.g., senior communities and broadening 

the price range at which they compete (sell at both higher and lower prices); and increasing 

efficiencies to lower costs.  

 Firms also outsourced the construction work itself, reducing a company’s payroll by 

hiring local contractors to build according to company specs, using company-supplied materials, 

often prefabricated, and, as noted above, lowering costs both by controlling the price of 

construction materials and through the development of less expensive means of construction 

                                                
26It is worth noting, however, that while the largest companies did lower their costs, the trade 
literature makes clear that smaller firms were actually able to work more cheaply in many cases 
(c.f.,  Even Small Builders Can Compete, 2006). Grebler (1973) offers a useful overview of some 
of the pros and cons of being a large firm in the industry. 
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(Knox, 2008; Buzzelli and Harris, 2006; Jaffe, 1999).
27

  As Doussard (2013) documents, 

prefabricated materials led to the deskilling of production and enabled increased informalization 

of labor in the industry during the 1990s and 2000s as new subcontracting relationships became 

prevalent that resulted in lower wages for much of the workforce (or increased cost savings for 

developers, depending whose perspective one chooses to narrate).  Labor costs also dropped as 

the result of a conscious (and successful) effort by builders to shut unions out of the industry 

(Milkman, 2006; Rabourn, 2008).
28

 As to the lower cost of materials, Ambrose (2010) points to 

Rybczynski’s reporting (2007) “that large production builders such as Ryan (NVR) have a 50 

percent cost advantage over smaller builders (10).”  At least in relation to large regional builders, 

Apgar and Baker (2006)’s respondents peg the difference in costs closer to 10%.
29

 

 Meronda, a Pittsburgh-based builder who in the early 2000s was building in six markets, 

including parts of Florida, was known by competitors for “try[ing] to supply all the materials and 

labor to the job site at the absolute lowest cost by standardizing their plans and panelizing or 

fabricating as much as possible from their own manufacturing facilities…buying and 

warehousing air conditioning, plumbing and electrical products, cabinets and even doorjambs."  

An Ohio competitor says: 

                                                
27 Constantino, et al. (2001) offers some insight into this but the use of homebuilders in the 
Northeast as the object of study limits the generalizability of its findings. 
28  Milkman (2006) makes clear that it was only after the unions had been defeated, roughly by 
the time of the 1982 recession (at least in the case of L.A.), that immigrants began to fill the jobs 
that Whites did not want because of the significant drop in salary and security post-union. It is 
also worth noting that in the 2000s there were a number of successful organizing campaigns, 
mostly directed at larger contractors for the large homebuilders (Rabourn, 2008).   
 . 
29 Apgar and Baker surveyed a number of national builders, and are comparing national firms 
that build a minimum of 2,500 homes a year to regional firms that build between 500 and 2,500 
homes a year (Apgar and Baker, 2006, p.8) 
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"They seem to be panelizing a lot. I've seen them use a new kind of panelized floor deck 

that I've never seen anyone else use. They bring the whole thing out in two or three pieces 

and drop it on the foundation. They seem to drive every cent they possibly can out of 

hard costs (Lurz, 2003)." 

 

 Along with controlling input prices, firms also developed systems for optioning land, 

pending permit approval, rather than purchasing it outright (c.f., Lennar Annual Report, 1999) 

and incorporated a whole series of potential modifications into their home design, each of which 

would generate additional revenue.  By 2003, D. R. Horton generated 50% of its revenue from 

modifications to its standard designs (Hardin, 2004).  Moreover, they worked to limit the number 

of contractors they employed, giving more business to national firms like Masco (Wotapka and 

Dunham, 2007) and using national purchasing agreements (Leibowitz, 2004). 

 

MONEY AND THE ENGINES OF GROWTH: IDEAS AND MONEY 

This kind of growth requires money.  And to grow quickly requires more.  But to expand at the 

rate these firms expanded, however, also requires a belief in the importance of expansion and 

growth.  As they had in the 1980s, many financial firms were promoting the importance of 

shareholder value in the 1990s (and the 2000s), with its logic of revenue growth and labor force 

shrinkage, as discussed above.  Homebuilders were not exempt from hopping onto the 

shareholder value bandwagon, and this is reflected in the increasing percentage of the housing 

business conducted by the largest firms and in their growth.    
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Shareholder Value 

In hindsight, homebuilders’ adoption of the shareholder value model is also patently obvious in 

the actions of the individual companies.  D. R. Horton, one of the fastest-growing homebuilders, 

required each of their 53 regional divisions to have a 20% annual growth rate (Hardin, 2004). It 

is also literally written into KB Homes' 1998 Annual Report (Figure 2.4a).  And the presence of 

the rhetoric of growth in the annual report is telling.  The annual report is a document designed to 

inform current shareholders and attract other potential investors. So it is no surprise to see the 

cover of the KB Home Annual Report with the tag line: Caution: Contains an explosive idea that 

maximizes corporate performance and shareholder value (Figure 2.4b). 

 

Figures 2.4a and 2.4b  

 

Similarly, a 1998 press release from Pulte Homes announcing a stock split and the spinning off 

of a non-core business quotes the President and CEO of the company saying that “These are just 

the most recent steps Pulte has undertaken to further its goal of enhancing shareholder value 

(Pulte, 1998)." Pulte Homes’ founder, Bill Pulte, made his own intentions clear, telling an 

interviewer: “We want to be General Motors in 1950 with 62% market share and let the next guy 

down do 30%” (One on One…, 2001). 
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 This emphasis on growth—and concerns about stock price--can be seen not only in 

annual reports but also the trade magazines like Professional Builder, the former filled with 

boasts about increased p/e ratios and the latter with complaints that Wall Street is perhaps 

pushing the growth idea a little too hard, with only the occasional word of caution.
30

  Looking 

back, in 2009, Builder magazine described the importance of these ideas during the long run-up 

to the housing crash thusly:  

 Publicly-owned home builders dominated during this period of excess, building and 

selling homes at record levels, sometimes with little regard for demographic or geographic 

demand, but often with an eye toward meeting shareholders’ growth and profit expectations 

(Caufield, 2009). 

 For the most part, the shareholder value strategy accomplished much of what it was 

intended to do.  And homebuilder share prices began to rise from 1995 to 1998 (Figure 2.5), but 

not as much as the homebuilders hoped (they'd have to wait another few years for that).  Indeed, 

on the first page of the 1999 Toll Brothers Annual Report the authors (Robert and Bruce Toll, 

along with the COO) enumerate the company's successes, but then add: Our results were stellar 

in all areas except one, the performance of our stock price.
31

  Toll Brothers wasn’t alone.  In the 

                                                
30 A short article in Builder magazine from 1995 notes: “The public builders continue to move 
into new markets.  Spurred by the need to demonstrate 20 percent growth rates to Wall Street 
analysts, these companies are now popping up in second-tier markets, as well as crowding into 
first-tier cities.” (Public Companies…, 1995).  On the other hand, a somewhat philosophical 
piece on the merits of becoming a large firm in Builder (Donohue, 1990b) argued that small and 
medium size firms should realize that “Although the “Big” mindset runs rampant in home 
building—as it does through the entire American economic system,” the grass “on the other 
side” is “just as brown” (198). 
31It continues:  Although Wall Street apparently believes that most industries will continue to 
benefit from a healthy economic cycle, based on the stock prices in our industry, the Street seems 
to think that the home building cycle will end shortly and be followed by a severe and lengthy 
recession. 
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fall of 2000, around the time of the publication of a short study that confirmed that the market 

value of most homebuilders was lower than their actual value (Guran and Melman, 2000), eleven 

of the largest public homebuilders formed the Public Home Building Council of America with 

 

Figure 2.5 – Percentage Increase in Select Homebuilder Stock Price 1992-1999 (1992=1) 
 

 
Source: Thompson One 
 

the specific goal of attracting the attention of investors and educating them about the record 

industry growth (Wall Street Wimps, 2000).
32

  

 

Fee-Seeking Bankers: “Mergers and Acquisitions” and Securities 

                                                
32 Wall Street was unimpressed, however.  “"This council is a waste of time," says Chris 
Winham, building materials analyst for Goldman Sachs. "The individual companies have made 
their case already. The stock market is incredibly efficient, and generally right. It's more than a 
little bit naive to think investors don't understand" (Wall Street Wimps, 2000).  It is probably 
worth reminding readers that this comment was made shortly before the bursting of the tech 
bubble.   
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Growth at the rate achieved by the largest public homebuilders in the 1990s requires both a 

strong desire to grow—after all integrating firms into an existing corporation is a good deal of 

work, and sometimes extremely difficult (Eichler, 1982, Donohue, 1990b)—and also, as noted 

above, money.  As we know from the financialization literature, in the 1990s the financial 

support of this strategy was an integral part of a business model shift among investment bankers, 

who were increasingly looking to generate income (really, profits) from fee-based work like 

advising on acquisitions and issuing the stock and bonds that were necessary to pay for them 

(c.f., Davis, 2009; Lazonick and O'Sullivan, 2000).   And the banks were able to find a good deal 

of business with the homebuilders.  

 Interaction between the firms and Wall Street came in phases in the 1990s and 2000s.  

The first, in the early-1990s, involved taking companies public.  A number of builders, including 

Eichler, Kaufman and Broad, and others, had gone public between the late-1950s and the 1980s 

(e.g., Donahue, 1990a, Eichler, 1982; Grebler, 1973). But between 1991 and 1993 fifteen 

homebuilders had IPOs, “more than $1.4 billion was raised in equity, and $2.7 billion was raised 

in public debt (Donahue, 1995).”  By the mid-1990s, the focus had shifted to growth through 

mergers and acquisitions as well as the issuance of debt. The trade literature notes this 

phenomenon. Michael Kahn, an industry lawyer who specialized in mergers and acquisitions, 

was quoted in 1998 as saying that between 1995 and 1998 his firm closed 32 transactions, with 

22 others in the works (Lurz, 1998).  One builder expressed the sentiment for many, when he told 

a reporter: 

 

Wall Street is pushing the big builders to expand at an incredible pace.  

Anybody who can walk and chew gum is working and overpaid.  They are 
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shopping for acquisitions like crazy, and overpaying for builders and land to get 

into new markets (ibid.).   

 

The pace continued into the new millennium. In 2002 and 2003, the ten largest homebuilders 

acquired 33 companies.  Builder magazine described the strategy thusly: “…growth is starting to 

focus on the “smaller” markets (typically less than 7,000 units annually) with Florida and the 

Southeast garnering a great deal of attention (Curry, 2004, p. 216).”  And while the heads of 

firms would deny that was at the core of their firm's strategy, as Pulte President and CEO Mark 

O'Brien did in a 2003 article (Lurz, 2003), an industry analyst in the same piece tells a different 

story: 

 

"The big public builders think size is important because it's part of the story they tell," 

Credit Suisse/First Boston analyst Ivy Zelman says. "They talk about advantages with 

trade contractors and purchasing power in buying the materials and component parts of 

the houses. They build the case for advantages in operating efficiency based on volume." 

 

 Homebuilders were at times issuing stock as well as taking on debt to pay for the 

acquisitions using a variety of sources.  The range of instruments they used to raise money 

included non-collateralized revolving lending facilities, bond issues, etc. (c.f., KB Home's 1998 

Annual Report, Management Discussion).  In 1997, for instance, KB Home used an obscure 

Merrill Lynch-issued hybrid stock and bond futures device, the Feline Pride, to raise funds to pay 

off existing loans that had higher interest rates.  On the other hand, as with many corporations 

interested in shareholder value, homebuilders also instituted stock buy back programs as well.  
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KB Home, for instance, introduced a program to buy back 4 million shares of stock right after 

the price dropped following September 11th.  The program was boosted to 6 million shares in 

July of the following year (KB Home Announces…, 2002).  Lennar had a similar plan in 1999 

and 2000 (Lennar increases…, 2000).  It is worth noting that although investors were giving 

them the “fiscal amphetamines” with which to do it (Donohue, 1990b, p. 22), expanding a 

business quickly is not easy, one needs to find the right people and choose the right partners; not 

all mergers and acquisitions work well even if the fit seems “natural” beforehand (Donohue, 

1990a, op. cit.).
33

 

  The Lennar acquisitions described in Table 2 also required fee-based banking services in 

order to take place. The 1998 purchase of ColRich Communities and Polygon Communities, for 

instance, was paid for through both the issuance of stock and the issuance of bonds to cover the 

cash portion of the deal (Lennar Corp. Annual Report, 1999, p. 40).  $229 million in bonds were 

issued, with $6 million of that used to pay the underwriting expenses and discount (ibid., p. 27).  

Continental Homes issued either stock or debt every year between 1991 and 1997, at which point 

they were bought by the rapidly growing homebuilder D. R. Horton.  While Lennar went to the 

market in the 1970s twice and in the 1980s three times, More research is required to determine 

the extent to which the bankers sold their homebuilder clients on larger projects or more 

sophisticated ones in order to generate additional revenue, but that is beyond the scope of this 

paper.   In the Continental Homes example, the first five issues were through Kidder-Peabody 

and then Paine Webber (when Kidder, Peabody was sold to them), and the final three through 

                                                
33One of the next steps to research in this area, would be to investigate the motivations of 
homebuilders who sought to grow during the 1990s and 2000s and to test the idea that they 
continued building longer than common sense might dictate to generate sufficient revenues to 
meet investor and/or advisor expectations. 
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Smith Barney.   

 However, the volume of activity is clear.  Even without the monies raised for mergers and 

acquisitions, Ambrose and Peek (2008) calculate that while debt issues rarely peaked above 2% 

of homebuilders' market capitalization in the years between 1984 and 1997, only twice going as 

high as 4%, for the following decade, the monthly issue of homebuilder debt rarely fell below the 

2% mark and new issues of debt often hovered between 4% and 6% of the market capitalization, 

which at the time was climbing by leaps and bounds (see below), peaking at roughly 11% of 

market capitalization one quarter in 1999 (668). 

 

Investors: Investment Bankers, Pension Funds, and Others 

The financing instruments that were created to subsidize the growth of the homebuilders required 

customers to purchase those instruments.  Fortunately for both the issuers and the homebuilders 

there was an influx of investors taking an interest in the industry, after years of treating it as a 

pariah.  Table 2.4 draws on Anthony Downs' work to summarize where the funds originated.   

  
Table 2.4 – Causes of The Influx of Capital into Real Estate and the Housing Markets 
 
Effect of an expanding low-wage labor force in China and India 
Stock market crash of 2000-2002 
Surplus savings, both foreign and domestic 
U.S. corporate profits 
Japanese Yen “carry trade” 
Rising profits of oil-exporting nations 
Institutional investors’ paradigm shift to capital investment in real estate 
Desire of private corporations to shift capital from buildings to more-productive assets 
General uncertainty about the stability of world economic and political conditions 
Aging of populations in developed nations 
Emergence of new nations and firms into world markets 
Relatively superior economic performance of real estate compared to major alternatives 
 
Source: Downs, 2007 
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The influx of capital that was funding homebuilder growth came in part from investors who 

pulled their money out of Asia following the Asian Financial Crisis of 1997, which brought some 

money into homebuilder stocks (Downs, 2007; Lurz, 1998).  But most investors still remembered 

the earlier real estate crashes of the 1970s, the 1980s and 1990.  When bringing funds into the 

industry, they were more likely to act like Lazard Freres, who in 1998 invested $100 million in 

The Fortress Group that was earmarked for acquisitions of other firms rather than simply 

purchasing stock (McLeister, 1998). 

 However, these financiers, those who invest directly in stocks, for instance, did begin to 

rethink their position, particularly after the tech bubble burst in March of 2000, when real estate 

was one of the few industries to avoid a dramatic drop in its stock prices.  Indeed, it was a 

watershed in the attitude of intuitional investors and hedge funds with regard to homebuilders.  

For instance, Pulte Homes (one of the nation’s largest homebuilders), saw the proportion of its 

shares held by institutional investors increase dramatically during this period (Figure 2.6).  

Figure 2.6 – Ownership Share of Institutions: Pulte Homes (1997-2012) 

 
Source: Thomson Financial 
Note: Reported figures add up to over 100% in 2009 because of use of inconsistent reporting 
dates for some investors by the publisher (Thomson Financial) 
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This is typical of most of the larger public firms in the industry. Investment in homebuilding 

varied by institution, with different types of investors looking to increase their stake at different 

times.  Between 1997 and 2000 it was primarily investment advisors who were increasing their 

investors’ ownership share in the firm, by roughly 50% (increasing from a 36.54% ownership 

share to over 53.06%), as shown in Table 2.5.   On the other hand, pension and hedge funds 

increased their investment in Pulte more during the period between 2000 and 2003—by 516% 

and 30% respectively. This coincides with the start of a period of very rapid rise in the price of 

homebuilder shares, as indicated in Figure 2.7.  This build-up, of course, was then put to use for 

further acquisition activity and consolidation of the industry, as can be seen by revisiting Figure 

2.3. Nathanson and Zwick (2013) argue that it was also used by homebuilders to acquire 

additional land on speculation. 

 
Table 5 – Institutional Holders of Pulte Shares 

 
 

Year Hedge 
Funds 

Hedge 
Funds 

Investment 
Advisors 

Investment 
Advisors 

Pension 
Funds 

Pension 
Funds 

 
  

Number of 
firms 

% of Total 
Shares Held 

Number of 
Firms 

% of Total 
Shares Held 

Number 
of Firms 

% of Total 
Shares Held 

1997 0 0.00% 83 36.54% 15 4.99% 
2000 6 1.92% 148 53.06% 24 4.39% 
2003 28 11.83% 233 58.54% 32 5.71% 
2006 61 7.88% 393 60.63% 37 4.94% 

 
Source: Thomson Financial 
Note: “Investment Advisors” includes firms designated Investment Advisors/Hedge Funds 
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Figure 2.7 – Percentage Increase in Select Homebuilder Stock Price 1992-2010 (1992=1) 
 

 
Source: Thomson One 
  

But this also put additional pressure for firms to continue to deliver both satisfactory sales and 

revenue results, which for most analysts translated to annual increases of 20% in earnings.  This 

meant building more—and realizing the revenue by selling the homes that they built.
 34

And this 

is where the link to the mortgage markets is important.  As the housing boom matured, 

homebuilders came to rely on mortgage markets and packagers of mortgage-backed securities 

(including their own mortgage-writing divisions), because without the easy credit they offered 

(in the case of mortgage providers) or their willingness to purchase just about any loan (in the 

case of loan packagers) the growth model would begin to fall apart.   

 

                                                
34 Haughwout, et al., estimate that at the peak of excess production, which didn’t actually hit 
until 2009, three and half million additional units were built (2012, p. 8). Not all of these were 
single-family homes.  At the 2012 ACSP meetings, Kirk McClure offered a similar figure, based 
on the difference between household formation and units built.  
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Mortgages 

For most of the 1990s, the mortgage system of the 1970s served home purchasers well.
35

 The 

increasing use of subprime, jumbo, and no documentation mortgages in the 2000s served 

homebuilders well, because they enabled the homebuilders to increase prices and sales as terms 

for loans loosened.  Homebuilders were able to make use of their in-house mortgage units to 

sustain their growth, and as sales of new homes began to slacken in 2005, they began to push 

harder to make loans to their customers (Hovanesian, 2007) (Figure 2.8).
36

 As Agarwal, et al. 

note, “homebuilder financing affiliates ma[d]e loans to observably riskier borrowers…and…a 

greater share of homebuilder loans ha[d] riskier characteristics (2014, p. 38).”  This was 

particularly true for the period of 2005-2008 (ibid.). 

Figure 2.8 – Lennar Corporation: Mortgages Originated and Percent of Homebuyer Capture 
1997-2010 

 

 
Source: Lennar Annual Reports 

                                                
35 Because this material is well documented, I will not address the political economy and growth 
of the mortgage sector, or the growth in the purchase of mortgage-backed securities (see, for 
example, Immergluck, 2009).  One facet worth noting is the role of the Federal government in 
helping create the secondary mortgage market and the increased liquidity that accompanied it 
(Newman, 2009; Gotham, 2009, Ashton, 2009). 
36They were also looking to regain some of the lending business that had been lost to mortgage 
companies over the previous five years. 
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By 2006 half the loans D.R. Horton wrote were likely non-conforming and “generally 

characterized by high combined loan-to-value ratios in combination with less required 

documentation than traditional mortgage loans (D. R. Horton Annual Report, 2006).”  That same 

year Pulte began to cut back the number of interest-only loans it wrote, from 29% of total loan 

dollars in 2005 to 22% in 2006—where “total loan dollars” was a little more than $8 billion—

only to more than double in 2007 (Table 2.6).  Meanwhile, “more than half of the mortgages 

Hovnanian wrote in the Inland Empire in 2006 were approved without down payments 

(Caulfield, 2007).
37

  In 2007, 2% of Lennar’s mortgages were subprime, but 29% were Alt-A 

(non-prime for a variety of reasons, often no documentation was required). It is worth noting, 

however, that up until 2007 these firms were able to sell most of their loans to companies that 

were either creating and selling mortgage-backed securities or at least aggregating loans for 

those who would.  In early-2007, however, “investment banks and their clients were rejecting 

builder-originated loans as too shaky and likely to go into default (Hovanesian, 2007, p. 28).”   

 
Table 2.6 – ARM and Interest-Only Mortgages Issued by Pulte Mortgage 2005-2007 (in percent) 

 
	 2005  2006  2007 

 Funds 
Origi-
nated  Funds 

Origi-
nated  Funds 

Origi-
nated 

ARM 45% 39%  28% 22%  80% 60% 
Interest-Only as % of ARM 65% 56%  79% 81%  74% 72% 
Interest-Only as % of Total Loans 29% 22%  22% 18%  59% 43% 
 	 	 	 	 	 	 	 	
Pulte Annual Report 2007  	 	 	 	 	 	 	

                                                
37 Further research would help pinpoint the exact relationship between the building firms and 
their mortgage division.  There were also more traditional forms of reckless misbehavior, like 
that of the staff in Beazer Homes’ North and South Carolina division, that told prospective 
buyers who couldn’t afford a down payment that they were the beneficiaries of a charity that had 
offered to cover the down payment, when it reality the down payment was added to the total 
amount borrowed (U.S. Attorney’s Office, 2011).   
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The trade literature suggests that as firms began to lose market share to national mortgage 

brokers, they increased pressure on their in-house divisions to write loans, and created incentives 

(such as lower “earnest money” fees) for prospective buyers to use the in-house option.   “"We 

were told that our job was to control the customer"…a licensed real estate agent who worked 18 

months for D.R. Horton's DHI Mortgage subsidiary in Nevada” told a Builder magazine reporter 

(Caulfield, 2007, p. 110).  More troublingly, Caulfield writes: 

 

“a manager for one of Lennar's UAMC offices in Nevada…says the pressure to approve 

buyers for loans was "overwhelming." That pressure came directly from Lennar's 

divisional president, "who told us the relationship between the builder and the mortgage 

company was 'master and slave.'" When this source says she got tougher about qualifying 

buyers, Lennar removed several communities from her loan office's territory. When asked 

why Lennar would sanction its mortgage subsidiary to approve loans for buyers it knew 

would not be able to pay them, this source replies, "Lennar wasn't thinking long term; it's 

a publicly traded company that's judged on how many homes it closes" (ibid.).” 

 

Homebuilders went to greater and greater lengths to both sell their homes both as they lost 

market share to the national mortgage companies and as it became increasingly difficult to sell 

the homes they had built with the assumption that the growth in sales of the first half of the 

2000s would continue—homes built in order to meet the expectations of analysts.   

In sum, then, the late-1990s and into the 2000s was a period when a variety of assets became less 
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attractive, and housing became the new investment of choice.
38

  But it wasn’t just housing, it was 

the bonds built from mortgages.
39

 Prior to this capital was raised through fee-seeking bankers 

and investors in mergers and acquisitions.  What these investors wanted was constant growth.  

Homebuilders took this seriously: they scaled up, growing to the point where they were attractive 

investments when a broader range of investors was ready.  And they continued growing to meet 

the needs of those investors and the analysts that informed them—more so than to feed the 

mortgage market.  Toward that end, homebuilders ended up overproducing homes and relying on 

the too-lenient mortgages we associate with the housing bubble to enable them to sell them. In 

doing so, they greatly exacerbated the bubble and further drew investors into the market.
40

  

                                                
38 Marxists theorists point to this as an example of capital switching (eg., Harvey, 1982, 1985).  
There is a long history of debate on the topic (c.f., Beauregard, 1994; Charney, 2001; Aalbers, 
2008; Christophers, 2011). 
39 This wasn’t the first time in recent memory, which was in the early-1980s, as Michael Lewis 
chronicled in Liar’s Poker (1989), but financialization brought with it increasing deregulation 
and the products built from the mortgages were now increasingly risky, and by the end of the 
bubble the mortgages were as well (c.f., Gotham, 2012). Bardhan (2009) points out, investors 
always need a market that is frothy.  He argues that they require serial bubbles, and in this case 
housing was that market (Pomboy, 2002). 
40 Along with the increased presence of the large homebuilders in many markets a second 
consequence of the growth of homebuilders and the influx of capital for homebuilding was the 
tremendous growth in the number of people living in communities that are governed by a 
homeowners association.  This unique form of governance takes parcels of land and the citizens 
who occupy them and makes them into a quasi-private community, with its own strictures and 
laws.  The citizens who live in these communities end up being what Barbara McCabe calls 
“dual citizens” (McCabe, 2005) with obligations both to their homeowners association and the 
city or town in which they live. As such, they assume responsibility for both building and 
managing traditionally public infrastructure such as roads and sewers, and for self-governance 
under extra-societal rules makes the residents of these communities and the properties and 
“public spaces” of those communities somehow ex-public. 
    The numbers are staggering. In Arizona, for instance, it is estimated that “about 85% of new 
homes are in developments (Stroebel, 2012, p.2).” Conservatively, one can estimate that 80% of 
those were single-family homes.  The number of people living in places governed by residents’ 
associations doubled between 1990 and 2006, to 57,000,000 at which point it was roughly 20% 
of the U.S. Population (according to the Community Association Institute).  It is worth noting 
that the tremendous growth of these communities, the housing developments they represent, has 
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Homebuilders’ pursuit of greater profits through greater production and land acquisition drove up 

prices, including the price of land (Curry, 2004), as did the speculators and homeowners who 

were able to do so through the easy availability of capital.
41

  This created a symbiotic 

relationship that enabled greater liquidity in the mortgage markets, both through the increasing 

price of existing homes and the building of new ones.  For even if each of two million surplus 

homes built during the boom (to use a conservative figure) sold for the 2003 median home price 

of  $195,000, and was financed with a 15% downpayment (again a conservative number), this 

resulted in $331.5 billion dollars in added liquidity, and this is without accounting for the 

additional lending that took place in home equity markets based on the rapid rise in home 

prices.
42

  Not all of this overbuilding was done by the largest homebuilders but a good deal was, 

not so much to provide liquidity to the mortgage-backed securities markets as to maintain a 

constant increase in sales. 

 

FUTURE RESEARCH 

 Homebuilding and finance have long been interlocked: building one home, let alone 

twenty-five or twenty-five hundred has always been an expensive undertaking. During the 1990s, 

                                                
its roots in the financial sector of the economy and not just in the development of a set of 
suburban cultural tastes, although that is important as well (c.f., Bruegmann, 2005). Building 
such communities, then, has long-term implications for American democracy (c.f., Kohn, 2004; 
McKenzie, 2010) 
41 Experts estimate that between 24 and 33 percent of all home sales in the mid-2000s were by 
speculators (Anonymous, 2005; Downs, 2009). 
42 The figure rises to 418.7 billion dollars if you use the 2003 average price $246,300 instead, 
which is slightly higher than the median home price in 2005, that last year in which the median 
price increased dramatically—although they would continue to rise through 2007.  The average 
price of a new home in 2005 was $297,000, which if slotted into the equation would produce 
liquidity of 504.9 billion dollars, that is to say half a trillion dollars (U.S. Census, calculations by 
the author).   
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though, as the ideas and practices associated with financialization spread through U.S.-based 

banks and businesses (Krippner, 2005; Froud, et al., 2006; Palley, 2007), this connection 

tightened.  It was a connection grounded in mutual need: banks needed the fees, particularly as 

firms began to go the capital markets for funds rather than to (sometimes these same) 

commercial banks; homebuilders wanted to grow. The embrace of growth and shareholder value 

that finance promoted (and the broader business culture as well), and the availability of capital to 

pursue those ends, enabled the unusually rapid growth of a select number of homebuilding firms, 

who began to compete in more and more markets across the country.    It was the affirmation of 

these ideas that pushed homebuilders to expand, to look for additional ways to cut expenses 

through streamlining the production process and decreasing labor costs, and to do what was 

believed necessary to increase the value of their shares. 

 The consequences of this industry consolidation are under-investigated in the literature 

and it behooves those concerned with housing policy to consider this history as new policies are 

developed.  But, more broadly, it is an example of why theories and models of housing markets 

and housing supply ought to better reflect the presence and role of homebuilders in markets, not 

only during bubbles but at all times.  This will entail finding answers to a range of questions 

regarding the behavior of large firms as well as further analysis of their role in shaping housing 

markets, supply, and pricing.   We need a finer understanding of the difference that market share 

makes in local markets, and whether it matters if a significant portion of that market share is held 

by public, national-scale firms or smaller, independently-owned local firms.   This information 

also needs to be integrated with findings on the relationship between local markets for new and 

existing homes; a closer reading of how to understand the differences between growth and elastic 

demand; and a refined sense of how one would test for all these. 
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 What types of questions should we be asking to determine the effects of large 

homebuilders as a factor in housing markets?  One would be whether national homebuilders tend 

to raise and lower prices43 in tandem for different markets across the country or discretely, one 

market at a time.  Also, how do national firms react to macroeconomic trends and how do these 

reactions permeate through to the local/regional divisions?  It has been shown, for instance, that 

large firms receive market signals from the capital markets a year earlier than local firms, who 

have to rely on their local bankers for similar information (Haughwout et al., 2012).  It would be 

good to know how different companies respond to this information. This may be a question that 

would be well-served by using qualitative methods, perhaps surveys or interviews with local and 

national managers, to obtain a clearer understanding of the relationship between national firms 

and their local divisions and partners.
44

  

 To begin to get a sense of this, homebuilders, their actions, and market share (as well as 

additional questions regarding firm behavior that arise) should be reflected in models in the 

literature on the increasing importance of national economic factors in local housing markets; 

other studies of the increasing linkages and comovement of prices in different areas throughout 

the country; and studies of local housing markets.  The literature is beginning to point to 

increasing linkages between housing markets and the importance of non-local factors in the 

                                                
43 Or in cases where they increase buyer incentives that keep prices nominally the same, but in 
fact lower the cost of a home. 
44 As a methodological note, it could be argued that if national firms are reacting to national 
economic trends, then perhaps there is no need to include them in regression analyses of housing 
markets, because they would be correlated with the national trends that are reflected in existing 
variables.  This, I would suggest, would be unwise, as firms are rarely “perfect” reflections of 
economic trends, and their reactions are shaped, as Coiacetto (2006) notes, by their strength in 
any given market—essentially how much oligopolist or monopoly power they have there—as 
well as by differing management styles and the different types of pressure they are under from 
the financial sector. 
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behavior of these markets (e.g., Kallberg, et al., 2014; Saks, 2008).  Kallberg, et al., for instance, 

examine price comovement in twelve cities and show that the degree of price comovement 

increased between 1992 and 2006.  Their regression points to a significant portion of that 

increase being due to factors outside what are understood to be the traditional drivers in a local 

housing market, including “fluctuations in mortgage rates, realized and expected inflation as well 

as GDP growth (2014, p.72).”   Integrating material on homebuilding firms, as suggested in this 

paper, might lead to a follow-up study in which the relevance of the presence (or lack of 

presence) of national-scale homebuilders in the study cities is examined.  Variables might include 

market share or concentration of the largest firms, and perhaps also some measure of the 

performance of the individual firms who hold that market share. Ambrose and Peek (2008) is an 

example of a study that integrates these factors.  

 The literature on regional linkages within the housing sector (e.g., Zhu, et al., 2013) and 

comovement examines price behavior and draws out the factors that are causing regional housing 

markets to be more tightly linked in terms of both prices and volatility. Again, it would be worth 

examining the role national firms play in these linkages, and to learn what particular demands 

firms are facing from analysts or capital sources that will lead to changes in strategy, and result 

in reshaping some regional markets in which they have a presence.  For instance, perhaps some 

shifts in the data are the lagged result of a series of market-expanding purchases of local 

homebuilders by national ones (although one would expect this more in “hot” markets, like Las 

Vegas was, than a “cool” market like Albany, NY).  These purchases tended to veer further from 

core markets as the 1990s and 2000s progressed, in order to both diversify the firm, thereby 

knitting more and more regions of the country into the scope of national market thinking.  We 

need studies that can take stock of the consequences of this expansion.  Similarly, if a firm is 



 54 
  

experiencing capital shortages and needs to sell or de-option land it holds, it may need to do so 

across the country thereby destabilizing markets in traditionally unrelated areas, even markets 

where projects might seem to have significant potential return.  

This would jibe with Yunus and Swanson’s (2013) finding that “the degree of linkages among 

housing regions tends to increase over time, especially around periods marked by financial 

crisis” (559).  Perhaps their findings would make more sense if considered in relation to the 

fallout of increasing demands for growth and returns from financial firms on homebuilders, and 

their national scale effects? Is this what took place after the market crashed, as national-scale 

homebuilders finished out their projects across their various territories, having also unloaded 

large swaths of undeveloped land as well, as noted above?  It would be worth identifying if this 

process would have similar effects in different regions of the country.
45

  

 Finally, as both Somerville (1999) and the data suggest, it would be prudent to consider 

each metropolitan area separately, and, as Goodman (1998) notes, at the subregional and 

submarket level (see also, Somerville, op. cit.). For the most part, those writing about the 

industry tend toward generalization based on aggregate data, as noted above (see also Goodman, 

1998).  It is all too easy for concentration to be lost in the face of so many small firms with 

relatively low average output as both Coiacetto (2009) and Ahluwalia (1998) point out.  Housing 

markets and the degree to which they are dominated by national-scale firms varies from MSA to 

MSA, and does so over time (Goodman, 1998; Ambrose and Peek, 2008; Local Leaders, various 

authors/years).  These differences should be seen as relevant in the literature. For instance, the 

ten largest firms in the metropolitan area with the greatest number of building permits in 2002—

                                                
45 This would be another factor to investigate with regard to homebuilders’ expansion to new 
markets as a way to maintain their growth rates. 
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Atlanta—had only an 18.1% market share.  On the other hand, the metropolitan area with the 

second greatest number of building permits that year—the Phoenix/Mesa area—had a market in 

which the top ten firms controlled 45.3 percent of the market.  By the end of 2006, the market 

share of the top firms in Atlanta had dropped to 17.6%, while in Phoenix their share had risen 

approximately 33%, to 60.5% of the market (Builder, May, 2004; June, 2007).  These changes 

were not atypical.
46

  

 Given this startling difference in concentration, it would be useful to test whether it is of 

significance in shaping the local markets, Ambrose and Peek (2008) begin to get at some of this 

with their work on this topic. Would, for instance, a study such as Liu, et al. (2014), which uses a 

close analysis of the Phoenix area to examine price movements (and which found that part of the 

housing bubble was caused by unreasonable return expectations on the part of buyers), look 

different if carried out in Atlanta, where few homebuilders held a significant share of the market?  

Within both markets one could also then trace differences between the pricing strategies and 

resales in large-homebuilder built communities and those built by smaller, independent 

homebuilders.  Micro-level studies of builders and sales in these markets would also provide 

useful insights into information disparities between homebuilders of different sizes and 

tendencies toward herding behaviors (which is not, I recognize, the purpose of Liu, et al.’s 

paper). 

                                                
46 The data from Builder are quite messy, in that market share is calculated on a different basis 
from year to year—sometimes they are a percentage of housing starts, other years housing 
permits, etc.  A future project will be to create a useable data set from this material and analyze 
it.   
    This is easier said than done, I recognize, given the gaps in the data.  So, while Buzzelli and 
Harris (2006) argue that it is possible to generalize from their specific example of the builders in 
Southern Ontario, in fact their detailed case study (ibid.; Buzzelli, 2001, 2004, and related 
papers) is one of the few instances where there are enough data available from which to 
generalize and which could be used for comparison with other metropolitan areas. 
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 Viewing homebuilding as undertaken under the auspices of large national homebuilders 

and their local divisions and/or contractors also suggests the need to more finely disaggregate 

local construction costs to reflect the differences between materials that are supplied to local 

firms from those supplied by national firms to their local division or supplier.  As we’ve seen, 

this may be anywhere from a 10-50% differential; so, too, the volume of construction. Saks 

(2008) points to the disparity of the volume of construction in different MSA’s, even when the 

prices trend together.  In general, it would be useful to test whether cartelization of the industry 

led to price increases.
47

 We should also be looking for herding behavior on the part of the 

national homebuilders who are all trying to gain access to particular markets and the possibility 

that this growth is (or was) sustained by speculators. 

  

This paper has offered an overview of the history of the growth of the homebuilding industry in 

the 1990s and 2000s, and points to the need to recognize the importance of firms in housing 

supply.  We need further research on what drives homebuilders, what the consequences of the 

increased presence of large firms has been in different housing markets, and a greater 

understanding of how the demands of finance affect firm behavior.  The historical background  

here can be used to begin formulating and answering these questions, attending to supply, 

financialization, and role of these both in the build-up prior to the crash of the housing bubble 

and in housing markets more generally. 

 

                                                
47 Thanks to one of my reviewers for this suggestion. 
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ABSTRACT 

The paper describes the supply side of the annuity products and hybrid investment/life insurance 

policies that were developed and sold by U.S. life insurers from the 1970s onward, including 

some of the investments that financed them including commercial mortgages and commercial 

mortgage-backed securities (CMBS).   Links to different understandings of financialization are 

made, as is an argument for embracing the multiple meanings of the term.  This approach enables 

researchers to understand how different forms of financialization are linked.  In the case of life 

insurers, it shows how their corporate strategy shifted out of necessity, even when those changes 

were likely to be less profitable.   
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She had worked in the same financier's office for twelve years. They had been good years on the 

whole, and it was not until the last two that she had even begun to realize that the brilliant 

financier who juggled with so many spectacular undertakings was juggling for his life under 

circumstances of increasing difficulty. 

     Dorothy L. Sayers, Strong Poison (1930) 

 

 Life insurance companies have nearly $5.6 trillion in assets, or 8% of all financial assets 

in the U.S. economy (Federal Flow of Funds, 2012).   However you define financialization, if 

you trace its history over the past forty years it will encompass life insurers.  In households life 

insurers have been important providers of annuities and early purchasers of consumer credit debt.  

A look at securitization and derivatives brings you to not only those consumer debt securities, 

but life insurers’ early participation in markets for commercial mortgage-backed securities, 

energy futures, and puts.   Another form of security, the junk bond, is linked to an understanding 

of financialization through the growing influence of the rhetoric of shareholder value; life 

insurers owned more junk bonds than almost any other institutional investor and were 

themselves repeatedly restructured based on the advice of Wall Street professionals who claimed 

life insurance firms lacked “Market” discipline.  Finally, understanding financialization as a 

phenomenon marked by an increasing proportion of profits originating in financial and fee-based 

activities, you need only look at life insurers’ own product mix, which began a similar shift in 

the 1970s when they focused more on managing assets for a fee than selling traditional insurance 

policies.   

 Tracing this 40-year history reinforces the idea that the transition to financialization (in 

its multiple forms) can be one of necessity in the face of declining ability to conduct business in 
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older, formerly profitable ways.  Former executive and GM-Board member Mariana Whitman 

(1999) points to the 1970s and 1980s as the period when all sectors of the economy and most 

corporations faced unprecedented competitive pressures, pressures that led to difficult business 

conditions.  These conditions facilitated the entry of consultants into the workplace with their 

talk of shareholder value and plans for restructuring (Froud, et al., 2006).  Life insurers were not 

exempt from the pressures that came with changes in the economy and investing that have come 

to characterize financialization.  

 The rich body of research on financialization offers a core set of approaches to 

understanding the recent past.  I categorize these as oriented toward understanding through: 1)  a 

cultural economy approach which examines how new forms of finance were a part of everyday 

life (e.g., Langley, 2008; French and Kneale, 2009; Palley, 2007); 2) a finance-centric political 

economy approach, focusing on new financial instruments (e.g., Leyshon and Thrift, 2007;  

MacKenzie, 2006); 3) a corporate-centered political economy, which attends to the changing 

strategies of corporations and emphasizes profitability from financial or fee-based work (e.g., 

Krippner, 2005; Palley, 2007; Foster and Magdoff, 2009) and 4) an analysis centered on the 

rhetoric of shareholder value (c.f., Froud, et al., 2006).  This categorization is not meant to 

supersede other typologies of the literature (c.f., Pike and Pollard, 2010; Langley, 2008b; Palley, 

2007; or Erturk, et al., 2008; French et al., 2011).  Instead, much as Erturk and colleagues 

suggested that different approaches to financialization should be triangulated to develop new 

understandings (2008, p. 36), I would propose that we embrace the multiplicity of meanings of 

the term and pursue an approach that reminds us of the wide range of processes that comprise a 

complex, financialized economy. 

 To understand how a multi-dimensional process like financialization was integral to life 
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insurer behavior over the past four decades requires analysis of a range of places, people, and 

processes life insurance companies engage over time: customer needs, products, the work 

conducted by firms, management, and investment teams, flows of capital these same provide; 

and the capital markets and investments in which those flows are placed.  In a modest, episodic 

way this paper will attempt to do precisely this  

 When life insurers are addressed at all in the financialization literature, it is either as a 

left-behind model of security (Langley, 2008b) or as the manager of pension funds.  French and 

Kneale (2010) point out that life and health insurance companies are among the principle 

beneficiaries of the privatization of social welfare, and that they are one of the primary places 

where affluent consumers keep their assets.2 Erturk et al. (2008) don’t discuss life insurers 

specifically, but pensions more broadly are central to the increased involvement of households in 

the financial sector (where “growth of company pensions” and rising levels of home ownership 

are described as the core of the increased prominence of finance in everyday life (4)).  In 

contrast, Clark has written extensively about pensions, but with little attention to financialization 

as an idea, while still providing considerable background to the material reality that 

financialization seeks to describe (c.f., 1993, 2000, 2012). 

 The starting points for this paper are pensions; the passage of the Employee Retirement 

Income Security Act of 1974 (ERISA) in the United States; and the decline in life insurers’ share 

of consumer savings in the late-1960s.  Unlike other research that attaches importance to shifts in 

responsibility for retirement security and the increasing importance of private savings and 

investment (e.g., Langley, 2006; Froud, 2002) the focus here will be on the supply side of these 

                                                
1 Note that although life insurance companies in the United States do carry health insurance that 
will not be discussed in this paper. 
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transitions—how life insurers set about providing products to meet shifting consumer needs, how 

they changed their investment strategies to fund these products, and the challenges these 

reconceptualized strategies faced as new investment instruments appeared.  It is, then, a history 

of how life insurers acted and reacted as individuals became investor subjects and the economy 

became increasingly financialized (in the four senses of the term noted above).  The first half 

focuses product and strategy life changes of the 1970s and 1980s.  Particular attention is given to 

the increased importance of annuities, including defined benefit contracts, as well as fee-based, 

mutual fund-like life insurance policies.  The narrative then turns to the investments life insurers 

made to support their new business strategy during two periods of change in the capital markets: 

the 1980s and the late-1990s/early-2000s.  In the first period I discuss how after interest rates 

began to decline in the mid-1980s life insurers began to make riskier investments to fulfill 

promises made in its defined benefit contracts during the 1980s and in the process engaged in 

market-making for securitizing bonds and junk bonds.   For the more recent period I use the 

example of commercial mortgage-backed securities to illustrate the changes financialization had 

wrought in the capital markets.  Few of these changes proved particularly favorable to the needs 

of life insurers.3  

 The multiple definitions and claims of what comprises financialization each offer a 

useful, albeit partial, portrait of recent economic history.  Drawing on cultural economy 

(household-finance links), corporate-centered political economy approaches (change in corporate 

strategy), and finance-centric political economy (development of new financial products) I show 

                                                
3 Here the importance of capital markets is less in their demand for certain types of corporate 
behavior, as per Froud, et al. (2002), but rather what happens in the capital markets themselves 
as funds flow in, prices of lending and borrowing shift, and both lenders and borrowers gain or 
lose advantage.    
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that as much as the U.S. government relied on individuals to pick up the mantel of family 

financial protection, they still also relied on financial companies to provide the products that 

enabled the investor subjects with the ability to meet their investment needs. 4   

 

 

U.S. LIFE INSURANCE COMPANIES IN THE 1970S AND 1980S 

 As institutional investors, life insurance companies collectively hold or manage a 

significant amount of savings, although less than pension funds and investment banks. 

Historically life insurers have been more regulated than investment banks, mutual fund 

providers, or other financial institutions, which has provided them with a modicum of stability 

(Davis, 2001; Schich, 2009).  Because of the strong limits on the amount of stock life insurers 

could hold, their niche in the capital markets for most of the twentieth century was to be 

significant holders of commercial mortgages and privately-placed corporate bonds (Carey, et al., 

1995).  Traditionally, life insurers focused on longer-term investments than say commercial 

banks because they needed assets to match their obligations, many of which were predictable 

through actuarial calculation, while also keeping some shorter term assets available in case of 

disasters or a sudden increase in policy loans.  Because of this, they were market-makers for 

some of the long-duration assets that were required by new entrants to the pension market 

                                                
4 This paper will not address the rhetoric of shareholder value.  It is an important and interesting 
part of the story, in no small part because many of the largest U.S. life insurers entered the 1990s 
with no shareholders other than their policyholders. They were mutual societies, owned by the 
policyholders.  In the late-1980s and throughout the 1990s there was a significant push to convert 
these companies into stock companies, that is to say, to demutualize, coming from investment 
bankers and others, grounded in the rhetoric of shareholder value and accountability. This effort 
was accompanied by a change in management as investment bank executives were brought in 
from large investment firms.  They shed thousands of workers and changed the culture of the 
firm (Darby, 1999). 
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following the passage of the law formalizing pension rules for private companies in the United 

States, known as ERISA (Bodie, 1989; Clark, 1993).   

 Life insurance companies were not doing well when ERISA passed through Congress in 

1974.  Americans’ newfound interest in rates of return and investing, coupled with a wave of 

negative publicity from consumer advocates about both the investment returns from life insurer 

products and the quality of company management, contributed to a dramatic decrease in the 

share of new savings that went to life insurers (as was shown in Figure 3.1).  Its clearest 

manifestation was the fifty percent drop (from 8.63% to 4.63%) in life insurers’ share of new 

household savings between 1965 and 1974 (Federal Flow of Funds, F. 10).  As Langley has 

noted, life insurers had not sought to promote investor behavior among their policy holders; they 

wanted their customers to be satisfied with their modest rate of return and not seek better returns 

either from their insurer or elsewhere (2008b).   

 

Figure 3.1 – Life Insurance as a Percentage of New Personal Savings (1965-1986) 

 

Source: U.S. Federal Reserve 
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Their declining market share was the result of a complex set of factors including the 

development of interest-bearing savings accounts, increasing attention to investing in stocks and 

mutual funds, broad advertising campaigns for firms like Merrill Lynch and growing inflation 

(Krippner, 2011; Nocera, 1994).5  Insurers had begun to see a drop in the total number of new 

life insurance policies they were writing in the mid-1960s (American Council of Life Insurers, 

1981, 13).  Most see widespread consumer skepticism toward life insurers as beginning after 

Consumer Reports asked on its cover in February, 1967 “Should your policy also be a saving 

account?” with the answer inside being “probably not”  The problem, which the magazine 

addressed in a three-part series, was that when people went to buy life insurance they were 

typically sold a product that offered both life insurance and a savings component even though 

they would have been better off without the savings feature.   

 The loss of life insurers’ share of new household savings would continue almost unabated 

until 1984 when it hit a low of 1.1% of all new monies saved (Board of Governors, various 

years) and as the new 401(k) accounts took hold (Langley, 2008b; Nocera, 1994).   But this was 

not the only issue on their proverbial plate; nor was the undesired publicity.  Inflation ate away at 

the value of the long-term mortgages, bonds and other investments insurers held, many of which 

had been secured at relatively low, pre-1970s interest rates.  Moreover, policyholders were 

                                                
5 Foundational work on this period can be found in Nocera (1994), who called this period “The 
Democratization of Finance” as well as more recent work by Krippner (2011) and Langley 
(2008).  Their work reinforces Rob Aitken’s contention that Americans were already interested in 
investing prior to the onset of the neoliberal shift of retirement obligations to individuals (2001, 
335).  In contrast to Harmes (2001) and others, Aitken shows how throughout the post-war 
period the New York Stock Exchange had promoted share ownership among a broad range of 
Americans. These efforts are shown to have begun a half-century earlier by Julia Ott (2011).  Ott 
also points out that the push for employees to take on responsibility for their retirement was only 
one feature of a multifaceted push to promote stock ownership (2011, 219). I will show how this 
proved harmful to life insurance companies, who began to lose return-minded customers to other 
investment opportunities.   
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increasingly borrowing against their policies at government-mandated rates of four to six percent 

and investing the monies elsewhere at a much higher rate of return (see Wissoker and Graham, 

1993 for additional references). By 1981 policy loans peaked at 9.3% of firm assets and firms 

had to sell other assets at a loss to cover the loans (ibid.; American Council of Life Insurers, 

1985).  Finally, an influx of European reinsurance firms6 created a price war over the price of 

term insurance7 that resulted in significantly lowering the cost of term insurance thus making the 

contrast with ordinary or whole life insurance that much clearer (Beck, 1990). 

 All of this put considerable stress on life insurers’ profitability.  Like many firms in the 

1970s, life insurance companies sought to alleviate the pressure through labor cost savings.  

Back offices were relocated, sales agencies were consolidated and the underwriting process 

automated and dispersed, so that data could now be entered by agents in the field rather than by 

back office workers (Wissoker and Graham, 1993).  Life insurers also changed their product 

mix, broadening the scope of their product lines and lowering the cost of existing products while 

expanding the benefits. They had little choice. 

 

SUPPLYING THE NEW PRODUCTS OF HOUSEHOLD FINANCIALIZATION 

 Life insurance companies were well positioned to take advantage of the increased 

demand for annuities in the post-ERISA era.  They had managed both individual and group 

annuities for most of the century, although their market share had dropped slowly, but steadily, 

since 1948.  Still, they could persuasively argue that they had managed annuities for some of 

                                                
6 Reinsurance firms insure the policies that insurers write, thereby enabling them to share some 
of the risk. 
7 Term insurance is a policy that is written for a fixed period of time rather than for one’s entire 
life. 
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America’s largest companies: some firms, like Equitable, were among the largest pension fund 

managers in the country.  With the passage of ERISA in 1974, many of the larger life insurers 

made arrangements with corporations to oversee their revamped annuity programs.  However, 

there was a good deal of competition with commercial banks for this business (see, for example, 

Quint, 1994).  Life insurers had to rework their business model in order to maintain their 

customer base and develop a foothold in this changing market (ibid.).   This meant more 

aggressive investing, redevelopment of their annuities business and a shift to insurance policies 

that included investment programs.8 While these products were perhaps not as profitable as 

traditional insurance policies had been, as will be discussed below, that concern was superseded 

as the need to generate any business at all became increasing acute in the mid- to late-1970s as 

insurers lost access to increasing portions of new household investments and inflation was 

becoming an ever more serious problem, with even ten-year treasury bills paying greater than a 

7% return (see Figure 3.2).  

 

 

 

 

 

 

                                                
8 Universal life policies came with a stated rate of return (or one that changes periodically). A 
second product, variable universal life, enabled the policy holder to select their investments from 
a menu of possible investments.  This feature made variable life beneficial to insurers in that it 
shifted the rate-of-return risk to the policyholder and also because it lowered the cost of investing 
by having money flowing into a relatively small number of well-defined configurations that were 
typically fairly easy to manage.   
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Figure 3.2 – Yield 10-Year Treasury Bill: 1962-1985 

 

Source: U.S. Federal Reserve 
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good (Marshall, 1992), and agents worked hard to replace whole life policies with the newer 

universal life policies, even if such a shift served neither the consumer nor—because the margin 

was lower—the insurance companies (Boscia, 1993; Marmol, 1989). So, whereas in 1981 only 

3% of all life insurance premiums were interest-sensitive, by 1989 it was close to 60% (Marmol, 

1989). Profits from these policies were from fees based on the amount of money being overseen.  
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doing in its 1985 Annual Report.   

 In order to supplement the diminished rate of income accumulation, life insurers began to 

invest more aggressively, and for a number of years it paid off.  By 1985, investment income for 

the industry as a whole was greater than life insurance premiums.  And the next year, the volume 

of annuity income surpassed the life insurance premiums as well.  This was quite a change from 

1970, when annuity income was just 17 percent of life insurance premium, and investment 

income was roughly 47 percent of the same (American Council of Life Insurers, 1989).   The 

business model was changing. 

 But competition for pension and annuity dollars was strong (Brewer et al., 1993). This 

should not have been a surprise for life insurers as they were switching their strategic emphasis 

from a long-protected industry to one that required direct competition with banks and other 

financial services companies (Quint, 1994).  And although many of the plans offered by the life 

insurers had a defined contribution element, insurers sought to recruit customers away from 

“securities firms, mutual fund companies and banks” (ibid., D7) by guaranteeing a minimum rate 

of return over a 5-10 year period through what they called Guaranteed Investment Contracts (or 

GICs).  These policies acted like bonds, and were designed to attract not only direct pension 

business but deposits from other firms that themselves were managing pensions and required 

long-term investments to match the duration of the pension obligation.  Both the new policies 

and GICs were offered not only to individuals, but as an option in employers’ new privately-

managed retirement plans.9 Given the high interest rates of the period, this strategy was only 

likely to work as long as the rates stayed high enough to support investments that could fund the 

                                                
9 Rousmaniere (1995) offers a detailed account of the development of the GIC at Equitable. 
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guaranteed rate of return, which they did not. But, in the early years, these contracts were 

extremely successful.   

 In offering these defined-benefit/bond-like plans, with their high-interest guarantees, 

together with the defined contribution plans that left little margin for life insurers’ profits, life 

insurers’ revenues climbed.  And income from fees did as well. 

 Once interest rates began to drop in the mid-1980s insurers began to see losses from the 

guarantees they had made.  These losses seemed to only increase into the 1990s.  Equitable, an 

early innovator in the field, lost $562 million on these annuity contracts in 1991, the year they 

stopped writing GICs (England, 1994).  Declining interest rates led to lower rates of return on 

new investments and, almost by necessity, to greater risk taking in investment strategy,  This, in 

turn, fueled further financialization throughout the economy as life insurers purchased junk 

bonds (as will be revisited below) and, in so doing funded the increasing prevalence of corporate 

takeovers in the name of shareholder value. 

On the Transition to Financialization 

 This history helps us understand how a multifaceted view of financialization is necessary 

to understand the full range of what was happening to life insurance companies in the 1970s and 

1980s.  The transition to investor subjects and the change in the corporate-centric political 

economy (toward fees and investments) were coupled with new financial products (as would be 

seen in the finance-centric political economic view) which required investments that financed 

enforcement of shareholder value-driven ideas.  One can understand why French, et al. (2011) 

suggest an ecological model for understanding financialization.   

 Although it may not have seemed so at the time, the power in this trajectory of 

financialization rarely rested with the product provider—the life insurance company--who lost 
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market share in the face of financializing of individual households, and then offered 

unreasonably generous savings plans to attract customers.  Thus, while risk was shifted to 

consumers (for those who had defined contribution annuities or variable life insurance policies), 

risk levels were also elevated for companies that needed to fulfill promises made to attract those 

customers through guaranteed investment contracts and other compensation triggers tied to the 

rate of return (Brewer and Mondschean, 1993).  Risk was built into the possibility of a shift in 

the sources of profit that accompanied the financializing aspects of product development.  So 

although the manner in which capital circulated through the company changed, and even as the 

volume of this capital increased, this did not necessarily translate into a higher rate of profit.  The 

shift to (what in hindsight) can be seen as a financialized model of revenue generation did not in 

itself lead to increased profitability, much as Froud et al. (2002) find that the changes in 

corporate strategy that are made in the name of approaches like shareholder value were often not 

sufficient to generate a profit.  In the case of life insurance companies these changes did not 

make for long-term profits and led to increased risk taking and years of poor results.  One reason 

for this was the changing state of the financial markets, although not all in ways one would 

describe as tied to financialization. 

   

INSURANCE COMPANIES ARE INVESTORS 

 Life insurers participated in market-making for a number of financial tools financial that 

would come to symbolize financialization. They were early purchasers of debt-backed securities 

that funded the upsurge in consumer debt in the 1990s and 2000s noted by Palley (2007), 

Langley (2008a) among others, as well as among the first to purchase commercial mortgage-

backed securities and interest rate swaps.  The focus here will be first on the stresses of funding 
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life insurers’ changing product strategy followed by a look at how life insurer strategies changed 

in the face of an increasingly securitized (or from a finance-centric political economy standpoint, 

financialized), investment environment.  The first part will look at the heyday of GICs: 1980-

1994.  The second will describe how the increasing prevalence of commercial mortgage-backed 

securitization in a key capital market for life insurers affected the financing of commercial real 

estate and life insurers’ profitability between 1997 and 2007. 

  

The 1980s: Paying for GICs 

While the funds that were paid into Universal Variable Policies and Variable Annuities were 

hived off into special accounts, the monies from the Universal Life policies and the GICs were 

invested in a wide range of assets during the 1980s.  Life insurers, as long-time investors in 

commercial real estate, were participants in the commercial real estate boom (which turned out 

to be a bubble) of the 1980s in the United States, both through their lending and through the 

purchase of equity stakes in projects for which they were doing the lending. The common 

wisdom is that real estate is one of the few asset classes that maintained its value in times of high 

inflation, as property prices tended to keep pace with the rate of inflation.10  

 Insurers also increased their share of corporate bonds.  As the decade progressed, and the 

reality of the costs of the guaranteed investments became clearer, insurers invested heavily in 

junk bonds, reaching a high in 1990, when 7.2% of their invested assets were below-grade bonds 

(Boschia, 1993; The New Terrain, 1994; Stern, 1990).  But this was not entirely new terrain for 

them.   Throughout the 1970s, life insurers had been funding leveraged buyouts (first called 

                                                
10 See, for instance, Hudgins (2008). 
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corporate takeovers).  Indeed, some of the best-known takeover firms turned to life insurers to 

fund their efforts.  Henry Kohlberg and KKR used life insurance companies, including 

Prudential, Met Life, and John Hancock as first his, and later their) early source of funding 

(Bartlett, 1992, p.99).  So it was not surprising when life insurers sought improved yields to fund 

their promised returns through investment in the funds that underwrote the leverage buyout wave 

of the 1980s (see also, Nelson, 1994).  By 1990, life insurers held 30% of all junk bonds 

(Russell, 1990).  The broader trajectory of insurer investments can be seen in Figure 3.3. The 

dramatic increase in stocks reflects the previously-mentioned annuities and insurance policies 

where investors chose their asset allocation, and this enabled insurers to use so-called “separate 

accounts” (where the risk was borne by the investor) from which money could be put into stocks. 

Figure 3.3 – Life Insurance Company Assets by Class 1980-2008 (percentage) 

 

Source: Life Insurance Fact Book 
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 The figure also reflects the increased purchasing of residential mortgage-backed 

securities (mostly issued by government-sponsored enterprises (GSEs)), which offered a higher 

yield than regular mortgages or treasury bills, as well as what Boschia calls mortgage-backed 

security derivatives, most likely Collateralized Mortgage Obligations (CMO) or Pass-through 

certificates (Boschia, 1993; Burgh, 1983).  This allocation increased from 2.12 percent of new 

life insurer investment in 1978 to 19.46 percent in 1987 (Cabanilla, 1988).  What is of particular 

interest is that despite life insurers’ reputation as staid investors, in fact, they held significant 

shares of the lower tranches of the CMOs, as shown in Table 3.1 (ibid.).   

 

Table 3.1 – Profile of CMO Investors by Class* 

Tranche 1 2 3 4 

Thrifts 38% 18% 6% 3% 

Commercial banks 17 11 3 3 

Insurance companies 18 37 48 29 

Pension funds, bank trust 23 29 40 62 

Other 4 5 3 3 

 2-3 4-5 7-10 20+ 

Assumed average life year year year year 

*First Boston Estimates     

Source: Cabinilla, 1988, p.7    

 

  



 88 
  

 Mortgages as a class represented an increasing share of the portfolio throughout the 

Eighties. Most of this was due to increased investment in commercial mortgages. The Flow of 

Funds into Commercial Mortgages by Institution (Figure 3.4) and the Life Insurers’ Mortgage-

Related Investments (Figure 3.5) show two things about the early-1980s, a time when savings 

and loans were given permission to sell off their residential mortgages and put a greater share of 

their resources into other investments (as per the Garn-St. Germain Depository Institutions Act 

of 1982 and others):  1) life insurers were buyers when S & L’s started selling their home 

mortgage assets; and 2) life insurers’ share of the commercial mortgage market was strongly 

affected by executive decisions at S & L’s and commercial banks to lend aggressively in that 

area.  Indeed, it was only after the savings and loans started to fail that life insurer’s share of the 

market began to increase. 

 
Figure 3.4 – Flow of Funds into Commercial Real Estate Mortgages by Institution 1975-1990 (in 
Billions of U.S. Dollars) 
 

 
Source: U.S. Federal Reserve 
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 When the downturn in real estate and the stock market hit in the late-1980s, and took the 

price of bonds with it, insurers faced both liquidity issues and a sudden chasm between the 

returns they had promised investors and the value of their assets, having jumped back into 

commercial property lending at the height of the bubble. By mid-1989, when the bubble burst, 

life insurers held somewhere between 19.18 and 21.8 percent of their assets in mortgages 

(American Council of Life Insurers, 1998; Stern, 1990).  Of these, 91 percent were in 

commercial mortgages, up from a 60 percent share a decade earlier (American Council of Life 

Insurers, 1982,1998).  The delinquency rate of those commercial mortgages peaked in 1992 at 

6.37 percent and in 1994 life insurers still had billions of dollars in commercial property loans 

that were either in foreclosure or “underperforming” (Covaleski, 1994).   

 In the 1980s, life insurers also funded a significant share of the corporate takeovers that 

defined the movement to promote shareholder value.  But it could be argued that they did so by 

necessity, as they sought additional revenues to fund the long-term rates of return they offered at 

the peak of the market:  rates they offered to gain market share for products they designed to 

attract pension and annuity monies as households became “financialized.” But while the value of 

their portfolio suffered from both the declining price of junk bonds and policy loans to newly 

savvy investor subjects, a healthy share of their losses came not from sources that might be 

associated with financialization, but rather from the commercial real estate market.  But this 

market, too, would change in the following decade with the growing prevalence of the 

commercial mortgage-backed security.   

 

Life Insurers and the Effects of Securitization on the Commercial Mortgage Capital Market 

 Even prior to the passage of Gramm-Leach-Bliley Act in 1999, the differences between 
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financial firms had begun to fray. Insurers were increasingly selling annuities, and investment 

products that looked a good deal like mutual funds as well as other products that were also 

offered by investment and commercial banks as well as investment advisors. By the late-1990s, 

many of the largest mutual firms were seeking to become stock companies,11 that is to say, to 

demutualize, including Prudential, Metropolitan Life, and John Hancock, claiming that they 

needed more access to capital (see Brammer, 1992 for one citation of such).  Many did, but this 

was of marginal help in the post-demutualization era-the 2000s—as seemingly log-scale 

increases in new financial technologies coupled with an influx of capital into the United States to 

create a new investment environment, one that challenged life insurers’ ability to remain 

competitive. By 1999 interest rates began to rise, but as Standard & Poors noted, the margins for 

variable annuities were getting lower and lower and fees were becoming a way of distinguishing 

between products (Standard & Poors, 2000).  This was not good news for life insurers, 

particularly since fees were their primary way of making money on these accounts. 

 The ongoing financialization of the commercial mortgage market offers a useful way to 

understand what insurers were facing in the capital markets as the barriers between different 

forms of finance eroded after 1999 until the market collapsed in 2008.  By commercial mortgage 

market I mean the capital market for all mortgages except those that fund the purchase of 1-4 

unit homes. It is where people go to securing funding to build or buy shopping and strip malls, 

office parks, apartment buildings, hotels, and warehouses. 12  Households funded the majority of 

                                                
11 Life insurance companies take one of two forms: mutual companies are owned by the policy 
holders while stock companies are owned by stockholders.   
12  This market is where decisions are made about the evolving nature of the landscape.  When 
the market is awash in funds, more offices or hotels or malls are built than are either necessary or 
profitable, as investors seek funding opportunities.  This leaves an indelible change in the 
everyday life of those who live nearby or ran a business that now must compete with a regional 
or national chain.    
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commercial loans until the early-1960s, and then life insurers held that distinction for a decade.  

Since 1972, savings banks have written the largest share of commercial mortgages.  But as the 

volume of commercial mortgage-backed securities (CMBS) has grown, life insurers have lost 

market share in the commercial property lending market; they have competed for lending rights 

with not only commercial banks (S & L’s being mostly out of the picture after 1990) but issuers 

of commercial mortgage-backed securities (as can be seen in Figure 3.5). 

 

Figure 3.5 – Market Share Commercial Real Estate Mortgages 1945-2010 

 

Source: U.S. Federal Reserve 

 Since the late 1990s, life insurers have increased their investment in commercial 

mortgages, although not as quickly as the market was growing.  Their market share declined 
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from 20.99% in 1997 to 11.7% in 2006, as the total amount invested in commercial mortgages 

during this period increased two and a half times—much of it through the investments of 

commercial banks and CMBS issuers (see Figure 3.6).   

 

Figure 3.6 – Total Amount of Commercial Mortgages in the United States 1997-2010 (in 
Millions of Dollars) 
 

 

Source: U.S. Federal Reserve 
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$0

$500,000

$1,000,000

$1,500,000

$2,000,000

$2,500,000

$3,000,000

All	sectors;	
commerci…



 93 
  

how could they compete with other sources of commercial mortgage capital?  3) Were 

commercial mortgage-backed securities an appropriate substitute for writing commercial 

mortgages? and 4) Should they securitize the commercial mortgage loans they write?    

 The growing competition between insurers and other possible lenders as far back as 2000 

was evident in a piece in National Real Estate Investor in which John Hancock’s Sam Davis is 

quoted, saying: ...between life companies, which want to do long-term, fixed-rate loans, and 

conduit competitors, there is clearly an overcapacity of lenders for the flow of deals that are out 

there right now” (Mattson-Teig, 2000, p.154).13  One reason there were more competitors, that is 

to say, more institutions looking to lend, was the increased presence of CMBS underwriters 

seeking lower-risk projects.  Why this happened can be understood by looking, as French, et al. 

(2011) suggest, to international capital flows.   The increase in lending is commonly traced in the 

trade literature to the collapse of the CMBS market in the second half of 1998, when most U.S. 

markets faltered after “the Russians defaulted on some of its domestic debt” (Fahlenrbach, et al., 

2012, p.2140; c.f., Downs, 2007).  The downturn in the CMBS market was exacerbated by the 

number of investors who had been seeking higher-risk tranches of commercial mortgages and 

CMBS producers who made loans to higher-risk projects to fuel that need (Bergsman, 1999).  As 

part of the recovery process, CMBS issuers began to move away from riskier investments toward 

more “mainstream lending” (Mattson-Teig, 2000).   

 The meaning and rate of return of the CMBS changed as issuers headed for safer projects.  

This change seemed to suddenly make clear to investors that the tools of securitization (Leyshon 

                                                
13Mattson-Teig points out that the reason that there is a paucity of interest in borrowing is related 
to a series of factors including: interest rates on the rise; five years of refinancing meant that 
there were not many lendees looking to refinance; and an absence of ten year mortgages due to 
balloon in 2000 or 2001, because so few mortgages were being written a decade before as the 
commercial real estate market had begun to collapse (Mattson-Teig, 2000).   
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and Thrift, 2007) are not constant in time (and place) and must be evaluated (and reevaluated) in 

the moments and places in which they are used (c.f., Erturk and Solari, 2007).14  As a remaking 

of business strategy, it tightened the overall market for lending to projects that held less risk.15 

 Over a relatively short period of time, though, this additional competition led lenders, 

including life insurers, to loosen their lending standards by becoming more flexible in their terms 

and by decreasing their margins (something that can be seen in the lowering rate of return from 

commercial real estate that began in 1998 as shown in Figure 3.7).  This loosening meant that 

lenders once more began to look more closely at tertiary markets.  In some cases, life insurers 

formed collaborations with other insurers to compete for very large loans (called “club 

transactions”), something life insurers had traditionally avoided because of the complex and 

time-consuming nature of such transactions. (ibid.).  Although competition to lend had gotten 

tight, it got worse once the tech bubble burst in 2001. As Mass Mutual’s chief investment officer, 

Stuart Reese, said in 2003: “it [has become] increasingly difficult to get paid for taking risk and 

it’s harder to find investments with which we feel comfortable” (Panko, 2003, p. 40).   

 
 
 
 
 
 
 
 
 
 
 
 
 

                                                
14 It is worth noting that French et al. suggested that academics need to do this as well (2011, p. 
811). 
15 They also have consequences for the landscape and society more generally, as projects that 
appear risky are less likely to be financed (and built).   
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Figure 3.7 – NCREIF Property Index Returns: Annual Minimum and Maximum 1978-2012 
 

 

Source: NCRIEF 
 

 Both the competition and life insurers’ need to be flexible continued into the decade.   A 

January 2005 article in the trade journal Mortgage Banker noted that “The competition with 

conduit [CMBS] lenders has led to life companies increasingly offering flexible features-such as 

long interest-only periods, a mix of fixed-and floating-rate tranches, and lengthy forward 

commitments to lure borrowers (Leon, 2005, pp. 72-73).”  Mortgage broker John Levy said that 

life insurers were no longer nearly as conservative as they once were, and that the differences 

between Wall Street lenders and life insurance lenders had narrowed considerably, as most of the 

mortgages written by life insurers were ending up sold and securitized on Wall Street (ibid.).  

This was not true of all companies: while Principal Life securitized somewhere between thirty 

and forty percent of its commercial mortgages, New York Life was not securitizing its loans 

(Leon, ibid).   
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 With markets for commercial real estate tight, life insurers were also purchasing 

CMBS’s.  New York Life’s volume in CMBS in 2004 was roughly half of its volume it 

commercial mortgages or a 1-to-2 ratio, mostly in more highly rated tranches.  An executive 

explained that, at least for the moment, those tranches had a better rate of return than similarly-

rated corporate bonds.   During the same period Met Life was closer to a 7-to-10 ratio of funds 

invested in CMBS to commercial mortgages (ibid.).   But by adding to the demand for CMBSs, 

life insurers helped push down the rates of return (because more customers mean the CMBS 

seller is more likely to find customers who will take a lower rate of return on each tranche), 

thereby lessening the cost of issuing the securities, and, as a consequence, reducing the interest 

rate the issuers must obtain in order to earn a profit.  And that lower interest rate, of course, made 

the CMBS lenders all that much more attractive to borrowers, in the process further cutting into 

the market share of life insurers and others.  So, in trying to get around the declining availability 

of lending opportunities through purchase of the CMBS, life insurers were only making it that 

much less likely that they would be able to secure lending opportunities in the future. 

 In their summary of the consequences of recent innovations in wholesale financial 

markets, Erturk, et al. (2008) focus primarily on the increased risk that comes with the advent of 

derivatives and securitization.  While securitization certainly did introduce an additional element 

of risk into the commercial mortgage market, it also introduced something more mundane: a 

conduit for investment (beyond the Real Estate Investment Trust) that brought additional funds 

into the market and destabilized the way that others conducted their business.  The life insurance 

example makes clear that financialization (of the consumer; of financial products; of real estate 

markets) was a destabilizing force within capital markets. This had unfortunate consequences for 

life insurers, who increased their investment risk through easing lending terms and overpaying 
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for commercial mortgage-backed security tranches.   This form of financialization, then only 

seemed to further separate risk and reward rather than providing a new, more profitable way of 

conducting their investing business. 

 

FINANCIALIZATION UNDER DURESS 

In their analysis of the literature on financialization, French, Leyshon, and Wainwright suggest 

that most authors focus on one of three scales: the national, the firm, or the household (2011, p. 

805).  French et al. favor a more holistic or ecological understanding (pp. 812-813) not unlike 

the anti-essentialist approach to the economy laid out in Resnick and Wolff’s book Knowledge 

and Class (1987). In the case of the life insurance industry, this method offers a broader set of 

sites and scales at which to engage financialization, as well as insight into not only the above-

noted sectors but also capital and commercial property markets.  But it also suggests the merits 

of using a complex or multi-definition way of understanding financialization as well. 

 The more one examines what was happening in households or securitization or the 

transition within firms to finance-centered strategies or the employment of the rhetoric of 

shareholder value, the clearer it becomes that some or all of these phenomena we describe as 

financialization are interconnected.  To ensure attention to this requires a deliberate elaboration 

of the research foci, which I chose to define as: cultural economy,16 finance-centric political 

economy, corporate-centered political economy, and the rhetoric of shareholder value-driven.   

Insurer behavior would be very different if any one of the forms of financialization were missing. 

In the life insurance case, by way of example, investor subjects, who embody the cultural 

                                                
16 Although note that Langley (2008b) calls for a cultural political economy. 
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economy approach to financialization, required annuities. These products were developed and 

marketed by life insurance companies who were shifting their product base toward a mix of fee-

based and return-based products as might be expected by a corporate-centered political 

economic view of financialization.  To support these products in the context of the changing 

financial system, life insurers found that they needed to change their approach to investing, both 

in terms of greater risk taking in their investments and in their increased use of new instruments, 

as might be expected from a finance-centric political economy approach.  But even these 

investments touched on two different forms of financialization.  Since the 1980s life insurers 

have turned to mortgage-backed securities, reinforcing the sense of the importance of the 

finance-centric political economy approach.  But they also financed leveraged buyouts in the 

1980s as well as purchasing significant quantities of junk bonds, thereby financing the 

shareholder value-driven aspects of financialization. 

 For instance, a different link between households and firm behavior is articulated.  It ties 

together two strands of the literature on household behavior, retirement savings, and our 

understanding of the 1960s-1980s. In the literature a connection has been made between 

government policy, corporate change (the end of Fordism), and retirement savings (Froud, et al., 

2002, Langley, 2006).  Similarly, Krippner (2011) and Nocera (1994) have made clear that the 

increase in consumer interest in investing and rates of return led to disintermediation from the 

savings and loans, uncertain federal policy, and inflation.  In looking more broadly by drawing 

on multiple meanings of financialization, this paper has shown that insurance companies also 

experienced significant disintermediation. In the face of this disintermediation, they entered with 

new vigor into the more competitive, cross-industry world of annuity provision.  In doing so, 

they nudged forward the process of shifting responsibility for retirement onto individuals by 
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urging companies to outsource their pension business provided very favorable terms to 

consumers and firms in order to get them to do so.  The terms were dual-purpose, designed to 

both attract savings and compete with other financial institutions—life insurers and non-life 

insurers alike.   

 Moreover, the promises made to attract capital in the face of this early form of 

financialization (the creation of the investor subject, the coalescing or pooling of capital) led to 

significant investments in the junk bonds and residential mortgage-backed securities that were 

(in hindsight) symbols of financialization in the 1980s.  These investments reflected a greater 

tolerance for risk by life insurers,17 although life insurers had pushed at the edges of the 

regulator-defined limits of risk for their investments at least since the 1950s (Walter, 1962).   

But neither change in firm strategy nor products could shelter life insurers in the financial 

markets.  While most of the literature has focused on the origins of financial instruments (for 

instance, Mackenzie, 2006) and their use (for instance, Langley, 2006; Leyshon and Thrift, 

2007), the approach taken here urges greater attention to what happens in the capital markets, in 

this instance the introduction of commercial mortgage-backed securities. From the experience of 

life insurers it is clear that the instrument drew more capital into the markets, made them more 

competitive, and led to a shift in underwriting standards (not unlike the period of Real Estate 

Investment Trust growth in the early 1970s).   

 Moreover, as the investment strategy for firms offering CMBSs shifted, the meaning and 

role of the CMBS shifted with it.  This highlights the temporal and iterative nature of any 

                                                
17 Langley (2008b) shows something similar in pointing out the increased preference for 

securities among institutional investors. 
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description of economic and social forces.  As the example of life insurance companies 

illustrates, this had consequences for each of the multiple meanings and processes that are 

described when we use the term financialization.  It is also a reminder that there is no natural, 

evolution-like progression of firms toward better or more profitable behavior and that one firm’s 

profit may be another firm’s loss. 
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Investable Suburbs: Recognizing the Role of Real Estate Finance and Investment in Local Retail 
Properties 

 

 

 

ABSTRACT 

Too often the broader real estate investment context of a property goes unnoted by planners. To 
remedy this, the paper lays out a framework for recognizing the position of suburban property 
within global real estate and business markets.   The set of these networks, which involve the 
owner, lender, investor, tenants, the public, the broader political economy, local government and 
planners, and tools of investment, are part of what makes a property investable.  Each element is 
defined and explained.  Then using retail as an example, the properties of each element in that 
context are discussed.  The paper concludes with a set of questions planners can ask about a 
place or project to more fully delineate the networks involved, with the goal of developing a 
more nuanced, equitable understanding of place and its role both in the community and the 
greater political economy. 
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 “...many developers took their companies public, becoming real estate investment trusts 

(REITs).  Shopping center ownership, in particular, shifted from being overwhelmingly a family-

run and privately based entrepreneurial business, often with local ties to the community, to 

becoming a standardized commodity traded on Wall Street.  The landscape from the 1990s 

reflected Wall Street's demand for predictability in increasingly uniform, repetitive building types 

with little, if any accommodation to the particularities of place or place making.” 

       Dunham-Jones and Williamson, 2009, p. 65 

 

“The theorists and critics did not look again, forty years later, to see the intersections or 

calculate in them the joining of interests, limited but attainable, like the leasing of chain stores in 

a shopping mall.” 

       Waldie, 1996, p.6 

 

 

There are many ways to see the suburbs: residential refuges accessible by rapid transit or car; a 

tangle of cul-de-sacs and school fundraisers; clusters of tax-generating retail, office, or industrial 

buildings surrounded by single-family homes. When it comes to commercial space (non-

residential real estate and apartments), as planners we tend to be concerned with the form of the 

buildings, the amount of parking they provide (e.g., Owen, 2016), whether they will lead to an 

increase or decrease of vehicle miles traveled, how, as private property, they pervert democracy, 

the taxes they generate, or, in a few cases, their occupant’s potential to create or destroy jobs 

(Sciara, et al., 2018) and stimulate economic activity.  Rarely noted is how they are a part of 

local and global real estate and lending markets, that is to say, that they are investable.  
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Investability here means recognizing not only that a property can be bought and sold, but that it 

is expected to generate a specific, minimum rate of return for its owners and investors, while also 

repaying the lenders that financed its purchase or refinanced its mortgage, and fulfilling the 

space needs of its tenants.   

 In the United States, with its long history of privately-built, single-family homes it has 

long been clear to the general public (and policy makers) that the single-family home is 

investable, most recently from the volume of second mortgages taken out in the early-2000s 

(Newman and Wyly, 2004; Immergluck, 2009), as well from the subsequent mortgage and 

foreclosure crises. It has also been pointed out in certain areas of cities like Chicago (Weber, 

2015), New York, and London (Fainstein, 1994; Coakley, 1994). But, for the most part, planners 

have yet to recognize that commercial suburban properties are also embedded in real estate 

markets (for an exception see Hill, 2015).   But the investments are there.  In the Boston 

metropolitan area, for instance, 77% of commercial real estate transactions between 2001 and 

mid-2016 took place in the suburbs (49% of the total dollar value; 52.3% of dollar value, 

excluding the 10 largest transactions during the period).1  In the retail property sector, 82.3% of 

the transactions were in the Boston suburbs, involving 82.8% of the total dollar volume.   

 Understanding non-single-family-suburban properties as investable reshapes our 

conception of commercial space, from how tenants are chosen for shopping centers to the 

differences between negotiating county plans with a local merchant/owner and the representative 

of a publicly-held firm based halfway across the country. Similarly, it can be seen when 

discussing the future of a troubled property with a regional bank rather than the servicer of a 

                                                
1Unless noted otherwise, these, and other figures, are from Real Capital Analytics--based on 
transactions for commercial properties that involved financing or refinancing. 
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commercial mortgage-backed security.  The idea of investability draws out the different parties 

with interests in a property, and helps planners and others come to terms with what is at stake for 

each.  

 Planners will benefit from recognizing that buildings are hosts to income streams, and 

should be understood as such, with local property often linked through its owners and lenders 

(that is to say, investors) to global capital and property markets, and through its tenants to a 

variety of industry networks.  They can learn to see how this shapes the choices that are made 

regarding a property and monetizes how those who have a part in these markets balance their 

investors’ needs with those of the community. At the metropolitan scale, for instance, the market-

based nature of office and industrial locations shapes where and when investment is made, and 

structures the location and quality of jobs.  Choices are being made that can reinforce or remedy 

a jobs/housing mismatch, or exacerbate the effects of zoning on the segregation of different types 

of work and workers.  Understanding property as investable helps us recognize that these 

processes can lead to changes in ownership, and alert communities that their relationship with a 

property owner may improve or decline depending on the parties involved.  It is also a reminder 

that one needs to be wary in hot real estate markets, when repeated buying and selling can lead to 

less savvy owners, who are concerned only with the investment side of the transaction and may 

be less skilled when it comes to property management, and who can become particularly difficult 

when real estate values begins to drop.   

 Indeed, seeing how the purchase or financing of a property is linked with global capital 

markets and buyer or lender portfolios will give planners leverage in adjudicating proposals to 

develop or redevelop property, as well as requests for subsidies.  And we also need to begin 

thinking about what deep-pocketed investors bring to communities, by working through and 
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documenting the costs and benefits of having a site owned by an entity whose demands are not 

necessarily those of the community, but whose tax revenue will give a suburb the social service 

and upgraded physical infrastructure capacity it might not have without them, and whose supply 

of capital may provide the capacity to remake a dying property.   Moreover, planners should 

integrate this understanding of the source of capital into the assessment of projects and the 

adjudication of requests for financial support.  Toward that end, the paper offers as part of its 

conclusion a set of questions to be raised regarding the sources of capital for a project (both the 

lenders and investors), as well as the likely owners. 

 In the academic literature, the idea of investability is primarily being applied to the recent 

land grabs in the Global South, (or, more precisely, the surge in the purchasing of large swaths of 

land). That discussion has focused primarily on how property becomes investable--of interest to 

those seeking to purchase land and/or resources as an investment (e.g., Li, 2014; Goldstein and 

Yates, 2017; Le Billon and Sommerville, 2017; Li, 2017)—how property goes from being non-

investable to investable, a change of state, as it were, like from a solid to a liquid.  But 

investability neither begins nor ends with a first investment from an international investor who 

buys shares in a fund that invests in farm land in Tanzania.  It endures.2  It is this enduring state 

of investability that is the subject of this paper, with particular reference to the suburbs of the 

                                                
2I expand on the argument that property is always investable elsewhere.  Here it is worth noting 
that even prior to the steps described in Li (2014) or Le Billon and Sommerville (2017) to make 
a place understandable, there are, many times, someone to utilize the use value of the land and 
stake a claim, whether by investing human capital, signified by the cut of an axe (Li, 2014), 
community norms that restrain other uses, or the purchase of the property with cash.  There is 
also an argument for defining investment more broadly, so it includes the non-financial work that 
people do to maintain or improve property (Becher, 2014). That, too, is discussed elsewhere 
(Wissoker, theory of investability paper). 
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United States.  And, unlike the aforementioned work, it more explicitly includes buildings as 

well as land. 

 As a first step in what will be a larger project for understanding the parameters and 

consequences of investability in the suburbs, this paper lays out investability as a way of 

understanding retail properties in the suburban landscape.3  After a short literature review, I 

define investability then, using retail as an example, I present some of the underlying concerns of 

the investors, owners, and builders who provide much of the physical and financial underpinning 

of these places (and of the remaking of suburbs), and others who shape a site’s investablility, 

including the role of local governments and the role of that place in the global political economy.  

While offices or apartments would have served the same purpose, here I break down the 

demands and concerns that shape a retail property.   

 

Seeing Suburban Retail Property as Investable  

Literature Review 

Just about any textbook on real estate development or investment makes clear that “real estate” is 

the effect of the coming together of a number of parties, including the developer, the investors, 

the builder, the tenant, brokers, public officials, etc.  Yet this is rarely reflected in the 

planning/geography/sociology literature.   As with all generalizations, this has not been 

universally true. The first exception was Joe Feagin’s 1982 book “The Urban Real Estate Game,” 

which offered a critical sociological overview of the factors involved in metropolitan real estate 

                                                
3As implied in note 2, I discuss the theoretical basis of investability in a separate article 
(Wissoker, theory of investability paper). 
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development.4  Feagin is thorough in examining the political economy of real estate 

development, including the role of financial institutions and investors.  He does so with an eye 

toward building a knowledge base that will enable the public to require greater accountability 

from the industry.  MacLaran (2003) offered a holistic, institution-centered overview of the many 

participants in the real estate market. Drawing on the work of economists D’Arcy and Keogh 

(1999), he discusses how these parties are tightly networked, citing the importance of 

understanding their role in real estate cycles (the gyrations in real estate markets from high to 

low prices and back); his diagram of this can be found in Figure 4.1.  We also see the 

comprehensive, institutional approach at work in Weber (2015) study of how investors, real 

estate brokers, government officials and others were all party to creating demand for office space 

in Chicago’s Loop at a time when net employment wasn’t actually growing in the area. 5  

 The planning and geography literature on real estate that provides the basis for this paper 

generally draws from the conceptual models of the early 1970s, which sought to situate real 

estate development in the broader economy (e.g., Harvey,1973; Feagin,1982; 1983).  Patsy 

Healy, for example, devised a four-step model, in which she urged: 1) a “mapping” of the 

“events” in the development process, with an eye toward 2) determining the agencies and roles in 

both the production and use of development and the relationships of power among those 

involved.  3) This process was to be followed by an analysis of the “resources, rules, and ideas”  

 

                                                
4 This book was updated in 1990 to reflected Feagin’s work in the 1980s on office development 
in Houston (Feagin and Parker, 1990). Seventeen years later, William Pourvu, a developer and 
long-time adjunct professor at the Harvard Business School in real estate produced his own book 
entitled “The Real Estate Game” that treats some similar issues but from the developer and 
investor’s perspective (1999).   
5 It is worth noting that there is one real estate text for planners, written by Adams and Tiesdell 
(2013), which offers a comprehensive look at the industry and its investors.   
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Figure 4.1. Major archetypal private-sector roles and relationships in the property sector  
 

 

Source: MacLaran (2003) 

 

that informed the parties’ actions.  4) As a final stage, researchers were expected to understand 

their analysis in the context of the “social relations” in which the events took place (Healey, 

1992, p. 36).  Ball (1998) believing Healey’s characterization of classical economic approaches 

to real estate to be too simplistic (particularly, Healey, 1991), argued that both neoclassical and 

Marxist approaches to property development were too limited, and offered a model in which the 

provision of real estate (both residential and commercial) would be seen as shaped by the 

economic and social relations of the parties involved, as well as their macroeconomic situation.  

This model he termed ‘Structures of Building Provision.’  Ball describes it thusly: 
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A structure of building provision refers to the contemporary network of relationships 

associated with the provision of particular types of building at specific points in time. 

Those relationships are embodied within the organisations associated with that type of 

building provision, and they may take a market or a non-market form. 'Provision' 

encompasses the whole gamut of development, construction, ownership and use. In fact, 

this institutional approach does not have to be limited to the built environment (1998, 

1513). 

 

Guy and Henneberry (2000), by way of reply, argued that the economic view is very good at 

describing events at the national scale, and even at the regional scale, but becomes less useful at 

smaller scales. They go on to argue that the Structures of Building Provision model, while it 

considers both social and the economic forces in describing the dynamics of property markets, 

treats these forces as separate. In contrast, Guy and Henneberry argue that they should be 

understood as interconnected, a point they substantiate through a set of case studies that describe 

the occasional irrationality of both investors and developers (Henneberry and Rowley, 2002; 

Roberts and Henneberry, 2007; Henneberry and Roberts, 2008). 

 Less discussed in these approaches is the locally-embedded nature of property--that 

property is embedded in place. Using lower Manhattan as an example, Beauregard (2005) shows 

how different property markets (commercial, residential, retail) are all bound together in a place. 

When local governments seek to use programs to try and shift the composition of places by 

incentivizing one type of development rather than another, it often proves far easier to theorize 

than accomplish.  Along with property, a good deal of commercial property development, 

including the financing, remained locally embedded (Wood, 2004).  Indeed, despite the growth 
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of commercial real estate firms, including REITs, to national and sometimes international scale, 

many developers choose to remain local (Charney, 2007).  

  In recent years, attention to commercial real estate in the suburbs has comprised attempts 

to remake zoning to allow for smart-growth-oriented, mixed-use sites, particularly at transit 

hubs.  There are also small literatures on shopping (or retail) sites and issues of work/home 

imbalance (Chapple, 2015), while attention to office, factory, and even apartments has been 

somewhat limited.6  Phelps (op cit.) builds on Walker’s (1981) idea of the suburb as a post-

Second World War spatial fix for capital and, citing Teaford (1997), argues that some suburbs 

have been driven to be more aggressive with the pursuit of revenue because of changes in the 

“concerns over economic development and fiscal capacity” (2012, p. 673).   There has been 

some recent focus on the redevelopment of suburban communities into post-suburban, often 

“new urbanist” mixed-use sites, and their politics (Teaford, 1997; Peck, 2011; Hill, 2015; Phelps, 

2012, 2015; Sweeney and Hanlon, 2017).  The importance of developers and planners in these 

processes, for instance, is made clear in Lance Owen’s account of the fifty-year development of 

the Walnut Creek shopping mall, focusing on both the role of developers, and the city planners 

(2016).  Distinguishing between local and national scale developers in Fairfax County, VA, Hill, 

uses the increasing importance of real estate investment trusts to illustrate how development in 

some locales is moving to national-scale firms, in the process reorienting the local growth 

coalition toward these larger, non-local entities. 

                                                
6In contrast, there is a long, robust tradition of writing about the investability of single-family 
homes.  A thorough overview of the 20th century history of this can be found in David Freund’s 
Colored Properties (2007).  Freund notes how property value became the argument used by 
suburbanites who sought to keep African Americans and others out of their neighborhoods.  For 
a look at the parties who invested in suburban Long Island in the 1960s and 1970s, look to 
Gottdiener’s book on the subject (1977, esp. Chapter 5). 
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 The notion of seeing property as investable in what follows comes from the linking of 

two literatures, one that ties the meaning and value of property to its uses (Davis, 1991) and the 

other a more recent effort to show how property in the Third World comes to be of interest to 

investors in global financial markets.  The first, articulated in John Emmeus Davis’ 1991 book, 

Contested Ground: Collective Action and the Urban Neighborhood, was written to critique the 

notion arising from Marxist and Weberian perspectives on community activism (e.g., Saunders, 

1979; Pratt, 1982) that purely economic interests were at work in community organization.  

Davis sets out to understand how groups emerge to take collective action in urban settings, and 

believes that they come from shared interests.  It is his typology that is of particular use here, 

even if it is focused on domestic, that is to say, residential property.  Davis starts from the 

premise that there are two basic uses for domestic property (and that each comes with a set of 

interests): accommodation (security, amenity and autonomy interests) and accumulation (equity, 

liquidity, and legacy interests) (p.45).  These uses occur within the broader social context, which, 

according to Davis is “invariably defined, limited, threatened, or enhanced by the market forces, 

public policies and social conditions” (p.58).   

 Along with differentiating between the intentions of property owners and users, one 

needs to differentiate between those that own and those that rent.  Davis sets up a simple matrix 

to illustrate this (Figure 4.2).  Among the Property Capitalists, Davis distinguishes four types, 

who each have their own set of interests (as can be seen in Figure 4.3).  The landlord and  

Figure 4.2 

  Accumulation	
	  Yes	 No	

Accommodation	 Yes	 Owner-Occupiers	 Tenants	
	 No	 Property	Capitalists	 Homeless	

    Source: Davis, p. 64 
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Figure 4.3 

		 Owner	Type	 Interests	
Domestic	
Property	
Interest	

Landlords	 Liquidity	 Equity	 (Amenity)	
Financiers	 Liquidity	 Equity	 (Amenity)	
Developers	 Equity	 (Liquidity)	 		
Speculators	 Equity	 		 		

    Source: Davis, p. 79 

 

financiers, are looking to hold on to the property and profit from rents (as well as increasing 

value of the property over time), while the developers are looking to build and sell, and the 

speculators to simply buy and sell (ibid.).  These interests will all be detailed in the appropriate 

sections below, as they are all relevant to discussions of commercial property more generally, 

and not just residential properties.  It is worth noting that Massey and Catalano did the same 

thing in their history of property transitions from Feudal to contemporary England (1978). 

 The second literature focuses on how land that previously had been uninteresting to 

global investors at some point becomes of great interest, what its adherents describe as making 

property “investable.”  Generally, this transition requires a set (or, more technically, an 

assemblage) of institutions and actors that bring a property to the attention of the investing 

community and offer sufficient documentation of its potential to invite investment (Li, 2014; Le 

Billon and Sommerville, 2017).  These types of arrangements generally include: 1) a compelling 

financial narrative regarding the potential profit to be gained from the investment; 2) institutional 

reconfigurations of law and governance that enables land purchase or investment (also noted by 

Goldstein and Yates (2017); and 3) the creation of infrastructure that facilitates the realization of 

returns from investment, from the creation of roads to agreements with local residents regarding 

work or land (Le Billon and Sommerville, 2017).  This, I believe, obtains in some cases in the 
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suburbs, particularly in situations where property is being remade anew (say, a mall is being torn 

down and replaced with a mixed-use development), but in what follows, the meaning of 

investable will be expanded to include the constant possibility of investment in a location, and 

the constant need to shape the property and its tenants in order maintain certain levels of 

profitability (among other goals). This broader approach is laid out in the next section. 

 

Investability Defined 

It is important, then, to recognize the investability of places.7  Understanding investability means 

attending to the behaviors and choices that market participants make, taking into account an 

owner’s need to have sufficient revenue coming from the building to cover their costs and 

obligations, and recognizing the way this relation between owner and investors/debt holders on 

the one hand, and tenants on the other, shapes the property and its use, whether these tenants are 

stores or offices, factories or residents (long-term for apartments or short-term for hotels).8 This 

is diagrammed in Figure 4.4.  Nearly all places are investable--a part of some real estate market, 

where by real estate market I mean the production; buying, owning, and selling; financing; 

renting; and leveraging of real estate.  All buildings are saleable. They have a value, and that 

value can be traded, as well as securitized (Leyshon and Thrift, 2007).  One can also make other 

                                                
7The ideas in this paper are based on a North American system of property ownership where both 
land and property can be bought and sold.  They can be readily more or less applied to other 
places depending on how those places differ from those considered here.  Note, too, that I will be 
more focused (albeit not explicitly) on the creation and definition of power than the exercise of 
that power through the rights associated with property such as exclusion (Blomley, 2016; Li, 
2014) 
8For brevity’s sake, I have not included a list of all commercial property types.  These can be 
found in any basic introduction to real estate studies. 
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kinds of investments in a property, from time repairing a structure to neighborhood community 

service in the name of preservation or improvement of place (Becher, 2014). 

 

Figure 4.4 – Investability: The Key Component Networks 

 

The current state of retail industries, the local business and economic environment, the 

availability and demand for space (the rental and housing markets), the perception of the local 

market by lenders and investors at the local, regional, and global scale, all shape the price and 

income streams that come from properties, as will be detailed below. Thus, at a time when large 

department stores are closing many of their branches and biotech companies are looking for 

space to expand, building owners have to make choices in order to sustain their income streams.  

In some cases, the choice may be to avoid renewing one lease (because they know someone else 

may be willing to pay more to occupy the same space, or because they question whether a tenant 

will be bankrupt before the lease expires); another may be to convert an office building into a 

laboratory; or to tear down the mall and rebuild a mix of apartments, stores, restaurants and 



 121 
  

hotels in the same location (to better fit their sense of market demand) (for anecdotes: Dwyer, 

2017; JLL Retail, 2017).  To understand investability, though, means to understand not only the 

choices made by building owners, but the market models of the firms that occupy their space as 

well as the owners’ partners, investors, and lenders.  It is, to paraphrase what Susan Smith has 

said of the single-family home (2008), a need to see all property as “a hybrid of money, 

materials, and meanings.”  The literature on retail has been far better on the materials (Crewe, 

2010; Goss,1999) and meanings (Crewe, 2010; Goss, 1993) than the money. 

 It also means recognizing the array of needs and demands that may come from those 

seeking to profit from the stream of revenues generated by rents: the investors and the lenders.  

Investors are generally motivated by the idea of deriving income and/or profit from the increased 

value of the property as well as from the rents that come from the site.  Sometimes these are 

investments that involve taking on an ownership (equity) interest in the project and other times it 

is simply a lending relationship.  Both lenders and investors set conditions for their participation 

in the project that must be fulfilled by the borrower or the joint venture partner.  Commercial 

property investment can draw numerous sources of capital into the suburbs.  The rate of flow is 

related to the capital available, the favor with which the metropolitan area is looked upon in 

global capital markets; the location within the metropolitan area; the type of project for which 

the investment is being solicited, and more.  

 The owners, investors, lenders and tenants all are parties to the financial flows that pass 

through a site.  But to understand a site as investable, it is also necessary to consider not only the 

existing ownership and users, but their future vision for the site as well as a range of parties that 

might possibly seek to own or make use of the property in the future.   In contrast to the change 
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of state posited by those studying the land rush, investability is on-going.  The potential for 

demand is always there and the need to realize rents from a site is constant at most sites.  

 Also of importance is the role of government, which seeks property and sales tax monies 

that are generated from the site and (in some places) local income taxes from people who work at 

the site. At times, the local government will be a property owner, looking to find a suitable use 

(and revenue) that could be put in place by selling or leasing the property to a developer or some 

other party with similar interests (Sweeney and Hanlon, 2016).   And, finally, there is a class of 

tools, objects, theories, research agendas, and the like that underlie the use, valuation, and 

transacting of property (Li, 2014; Le Billon and Sommerville, 2017; Goldstein and Yates, 2017; 

Beauregard, 2015; Scott, 1998).  

 

Understanding Suburban Retail Property as Investable 

In what follows, this model will be elucidated using the example of retail properties.   The idea 

of retail properties is first introduced. The following section details the interests of the different 

components that should be taken into account when considering how investability enables 

researchers to tie together a building with its financial, economic, and social networks with 

specific attention to the retail sector, and then consideration of what this means for the public 

sector and planners. These interests are equally true in cities and suburbs, and I make little 

attempt to distinguish them here, other than in the examples. 

 

On Retail Properties 

Commercial property is the real estate trade’s name for buildings or sites that are designed for 

money-making by the owner (beyond the accumulation of wealth through home price increases), 
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as well as buildings used by non-profits, civic groups, etc.  Generally, it refers to buildings that 

are not built to be owner-occupied single-family homes.  Commercial properties include shops, 

restaurants, malls, lifestyle centers; offices; factories and other industrial facilities (from R & D 

labs to warehouses); hotels; self-storage spaces--in other words those buildings in older suburbs 

you used to see downtown or, in the U.K., on high streets (and sometimes still do), but now are 

just as likely to be located in strips and malls on state routes in and out of town that bear a single- 

or double-digit number like Route 9 or 13; the types of uses that suburban planners sought (and 

many still seek) to segregate or even ban through zoning.  Retail is one of the most prevalent 

forms of commercial property. 

 If Louise Crewe (2011, p.3) is correct, and “consumer spaces are at once material sites 

for commodity exchange and symbolic and metaphoric territories” it remains to be spelled out 

how they are investable as well.  Retail and consumption have become tremendously important 

for urban economies (Mermet, 2016; Williams, 1997).  But retail is important for suburban 

economies as well: generating taxes (e.g., Lewis, 2001); serving as the catalyst for the creation of 

infrastructure and jobs (Kotin and Peiser, 1997); and keeping taxable expenditures within the 

community and bringing in other taxable spenders (Williams, 1997). The jobs that retail firms 

create (not all of which pay well) and the symbolism it generates makes a place more (or less) 

attractive to others considering locating there. 

 Retail in the suburbs is comprised by three principle types of spaces: downtowns, main 

thoroughfares with shops lining one or both sides or at the four corners, and shopping districts 

outside the center of town comprised of malls, shopping centers, or both.  Here the focus will 

primarily be on the latter.  As with all real estate, the key elements of what renders a property 

investible are owners, investors, lenders, tenants, and the public.  It is typically the fifth piece of 
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the model--the tenant’s place in its own industry and industrial network--that people are aware 

of, whether it is how small local shops in the center of town are faring in their on-going 

competition with larger specialty stores (so-called “category killers”) and large discounters like 

Wal-Mart; or that department stores are closing in the face of new firm strategies or sagging sales 

that no longer meet sales targets.  But this is just a piece of the larger picture, and that is why we 

need to look more broadly to understand the investability of the site itself.  

 Due to changes in shopping and spending habits, including (but not limited to) the 

increasing importance of on-line retailers, the retail environment is in flux.  One of the largest 

agglomerations of retail activity in the United States, malls, are considered an endangered 

species.  The popular press is filled with headlines like “Macy’s woes could doom a third of 

America’s malls” (Jaffe and Ryan, 2016), “Is American Retail at a Historic Tipping Point?” 

(Corkery, 2017) and “Private Equity Plus Retail Debt Is a Recipe for Carnage” (Abramowicz and 

Banjo, 2017).  An industry lobbyist recently claimed that 80,000 jobs have been lost in retail in 

2016 in the United States (Kefauver, 2017).  Yet, similar headlines could likely have been found 

in 2000, when a PriceWaterhouse Coopers report cited by Southwith (2005) pointed to nearly 

400 malls at risk of failing. In many cases, the headlines are being driven by a bevy of store 

closings by large retail firms.9  

 These changes can have troubling ramifications in cities that rely on sales and property 

tax revenue.  When a retailer decides to consolidate their four regional stores into one larger shop 

(as discussed below), the owners of the other three shopping centers or malls that leased to that 

retailer will suddenly find themselves without an important tenant, and sometimes more, if other 

                                                
9This reinforces the necessity of viewing all parts of the investability model together and the 
importance of incorporating the tenants position in the global economy and business model into 
understanding what is happening with any particular property.   
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tenants have a lease that guarantees the presence of a larger store.  In metropolitan areas, where 

the malls are located in different communities across the region, this will increase sales tax 

collection in one community at the expense of the other three.  By the fall of 2017, it was clear 

that this trend was leading to a bifurcation of malls, with high-end malls fully leased and in 

healthy economic shape, while many others in decline. In 2016, 44% of mall value was produced 

by just 10% of malls (Plante, 2016; Kapner, 2016).   Along with declining sales tax collection, 

the loss of tenants in a mall can lead to lower property tax valuations as well (Gardner, 2017).   

 The prognosis for these emptying spaces tend to be that the proverbial glass is either half 

empty or half-full.  A number of the larger mall owners suggest that most of the stores that are 

closing are in smaller markets, and, in general, more-rural areas where sales are not increasing at 

the same rate.   On the other hand, mall owners have noted that the closings offer an opportunity 

remake the mall, by repricing what is often heavily-discounted space10 back to market rates, and 

then to break up the space and release to meet the needs of the contemporary customer (e.g., 

Mitchell, 2017). Recently, this has meant a shift to more restaurants, entertainment-based 

businesses, and grocery stores, as well as giving large spaces to discounter retailers like Ross and 

TJ Maxx (Mitchell, 2017; Green, 2017).  In some cases, developers have chosen the path of 

creative destruction, tearing down some or all of the mall (Jaffe and Ryan, 2015b; Plante, 2016) 

and replacing it will a mix of office, apartment, and retail space.  The malls that are not 

growing—in the United States at least—are increasingly redeveloping (e.g., Peters, 2017, 

DiPualo, 2013; Sweeney and Hanlon, 2016).   The ability to do so, however, is dependent on 

                                                
10Mall owners often gave the large, national “anchor” stores lower rent on the assumption that 
they would bring in customers to the location. 
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finding the funds to undertake this type of project.11 Because there is so much capital in the real 

estate markets at the moment, investors are looking for sites they can purchase low and then 

redevelop with the aim of either reaping a higher return or selling and collecting the profit (Gose, 

2017).  And there have been numerous projects of this kind moving forward across the country.  

One open question is what will happen when the investors no longer favor real estate as a sector 

and it becomes more difficult for the new owners to resell the site.12  Will they continue to 

support it, or slowly let it deteriorate, as mall owners before them may have done?  In this 

fraught time, it is essential that planners, local officials, and members of the general public 

understand what is at stake, and the parties involved.  It is with these needs in mind that I now 

turn to the elements of the model of investability for retail properties, covering each element of 

the model in turn. 

 

Elements of the Retail Model 

1. The site itself and its place in the community 

Every site is different, situated in its own local context: its location, previous and current uses, 

and role in the community.  One person’s eyesore is another’s source of pipe tobacco.  The K-

Mart is simultaneously looked down upon while also providing an entry to the middle class.  

Stores, from a small bait shop to a big box retailer or a local clothier, mean very different things 

to different people.  Indeed, there is a small literature on the positive effects of small immigrant 

                                                
11 This has a geographic component, of course.  In more rural areas, where the population is 
declining it is less likely that the money will be raised to repurpose the mall spaces, whereas in a 
place like the Phoenix metropolitan area, where the population continues to grow. 
12It is expected that this will happen fairly soon (see comments in Fung, 2017-Commercial 
Property Deals Dry Up). 
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stores and shopping streets, that notes their importance in binding together communities (see 

Rankin and McLean, 2015 for a useful summary of this literature). 

 One manifestation of the central set of actors within a community are the people who 

give their time and effort to improving place, as Becher discusses in her very useful 

reconsideration of the definition of investment (2014).  Becher writes: “Although the word 

“investment” sometimes refers to exclusively financial values, my use of the work invokes a 

wide variety of values, including money, social networks, material goods, wisdom, love, and 

skill (2014, p. 18).” In the suburbs, this investment can be an attempt to preserve the status quo 

in a community (a.k.a., NIMBY), perhaps even more often than it is to bring about change. At its 

core, it could be argued that zoning was meant to do the same (Perin, 1977; Hirt, 2014) and, at an 

emotional level, gated-communities as well.  Finally, as Eduardo Peñalver (2009) notes, there are 

communal concerns that include those related to future generations that have a non-monetized 

interest in the property. 

 Still, Americans continue to love to shop. But how they are doing it is changing.  For 

many years people frequented malls (Goss, 1993) and many still do.  But with the advent of 

electronic shopping, habits are changing.  Many of the basic commodities that one used to buy in 

a mall, including clothing, are now being bought on-line.  Yet people are still going to some 

malls, often higher-end ones.  But what they are seeking may be movies, dining, restaurants or 

other types of entertainment or service that is just not the same on-line (Severino, 2017).  Still, it 

is primarily the higher-end malls that are seeing sales growth and increasing rents (Loudekis, 

2018).  So malls are evolving and what their customers want is evolving as well.   

 Their physical form is evolving too.  In a recent study Dickenson (2015) speculates that 

many suburbanites have a form of agoraphobia, as the regional mall (along with freeways) was a 
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placeless space--a person could be anywhere—and a place without history as well.  The lifestyle 

center remedies some of that, with its in-front-of-store parking, entertainments and community-

based activities.  It "returns shoppers to a pre-mall time and place." (160)  Moreover, by 

removing the roof lifestyle centers situates stores in place and eliminates the unifying structure 

that diminishes the differences between individual storefronts and with it the sense of being in an 

older downtown with its diversity of storefronts built over a variety of historical periods. It offers 

them a city feeling without a lot of the negative things they associate with a city.  Dickenson 

notes that lifestyle centers draw on the same kinds of values as gentrification and new urbanism.  

The latter, he argues draws on the idea that a town can be built using the same blueprint as older 

towns and cities, only be more middle class and whiter. 

 

 

2. The owner’s place in the global political economy 

A range of people and institutions own commercial property, from the small-business proprietor 

who finds a site and has a building built, to a local property investor who has purchased two or 

three buildings in the center of a suburb and leases them to restaurants or insurance agents, to a 

real estate investment trust that owns dozens of shopping malls across the country or the planet. 

With commercial property, owners are not a universal class that all hold similar interests (Massey 

and Catalono, 1978), much as individual home owners who occupy their own home have 

different interests than landlords and property investors, as pointed out in the Davis chart shown 

earlier (Figure 1).  One of the principal goals of many landlords is to use property as the basis for 

earning a profit, by taking advantage of their property’s use value (by using the space as a living 

or work site) and/or by deriving profit from it, primarily through collecting rents and other 
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revenues or using the building as leverage for other economic activity, perhaps by borrowing 

(and using the building as collateral) to invest funds in another venture or parleying reputation 

from ownership.  In the normal course of ownership, owners receive a steady flow of funds from 

any monies that are paid as rent or common area charges, and also a lump payment sum when the 

building is sold.   

 The amount of rent charged will play a significant role in determining who can lease and 

occupy the owner’s space.  Owners balance the needs of their investors and lenders along with 

the maintenance of the building, its uses, its setting in a community, the tax payments, etc.  There 

are landlords who choose to rent only to the tenant who will pay the highest rent, while others 

are willing to subsidize non-profit organizations (for instance) by charging lower rents than they 

might otherwise receive.  Large mall owners will often rent the largest spaces at a discount to 

stores or restaurants they expect to draw shoppers to the mall. Property owners range from 

individual/family investors to developers, to large institutional investors as well as private equity 

firms and real estate investment trusts.  The last, REITs, have had an increasing presence in the 

U.S. since the 1990s and are gaining traction internationally as well (e.g., Borchersen-Keto, 

2017)13 In the Boston area, for instance, REITs have been the second largest purchaser of 

commercial property in the Boston region since 2001 by value, the largest being 

developer/owner/operators.  Near the end of 2016, 30% of the 500 largest property owners in the 

United States were REITs (RCA, author calculation).     

 What an owner provides to tenants is based on the idea that real estate is an input to 

businesses/economic actors in different ways in different sectors.  While in office buildings, there 

                                                
13 A recent survey of property developers cited REITs as the most important innovation in the 
field during the preceding fifty years (Tubridy, 2006) 
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is a structural shaping of space and provision of services, ease of access, as well as the costs in 

the form of rent, and things like perceived prestige (cf. Weber, 2015), in retail, space owners 

often provide not only the same factors as in the office sector, but seek to shape space in a way 

that maximizes the time spent on site (Goss, 2003, interviews with execs from REIT World) and 

that contributes to a material increase in sales.  In malls, this is incentivized contractually 

through leases that pay the owner a percentage of store sales once a tenant hits a preset sales 

target.   

 The rent of most buildings must cover what the owner needs to stay solvent, including 

repaying loans that were used to purchase the property and investors.  In the case of retail 

property, this means that owners may have obligations that make it nearly impossible to have 

small, local shops filling the space rather than national chains that typically have access to much 

deeper pots of capital from which to cover their rent, particularly in lean times.  

 In the United States, there has been some concentration of ownership of retail properties, 

with 83 firms owning more than a million square feet of property--a total of 1.78 billion square 

feet.  Approximately 70% of that property is held by the twenty largest firms (NREI, ‘Top Retail 

Owners,’ various years, author calculations).  Of the twenty, sixteen are REITs, with the 

remaining four being private companies (ibid.).    

 Despite overall concentration, the largest REITs, including Simon Properties, General 

Growth Properties, and Kimco, have responded to the recent downturn in retail sales by selling 

off their poorer performing malls (Kapner, 2016; Kimco annual report, 2016).  From the owner’s 

perspective, this is a reasonable strategy, and it is a possibility that planners must keep in mind 

when preparing future scenaria. The logic here, as described by Michael Glimcher, of Glimcher 

Realty Trust, is that his company, a REIT, is always trying to keep their portfolio of properties 
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“fluid” and this means trying to sell the bottom quadrille “and investing aggressively in the top 

half” (Borchersen-Keto, 2014).  In the process, the 20 largest retail owners shed seventy-eight 

million sq. ft. of retail property in the 2015-2016 period (NREI, ‘Top Retail Owners,’ various 

years, author calculations).14   

 The REIT firm strategy is evolving in the face of a series of bankruptcies and store 

closings in the retail industry. Recently, mall owners have sought to fill these spaces with 

restaurants, entertainment-based businesses, and grocery stores, as well as giving large spaces to 

discounter retailers like Ross and TJ Maxx (Mitchell, 2017; Green, 2017).  As noted earlier, 

others are redeveloping the site, either with retail or with mixed-use projects.  Many retail 

owners, at least for larger properties, have shifted strategies toward using grocery stores as 

anchors because it is one of the few categories of store that will get people to change their 

commuting and shopping patterns, and because it brings people to the site on a regular basis 

(Interview, large developer, Executive VP Acquisitions/Finance, July 1, 2014).  There has also 

been a growth interest in discount clothing shops, ranging from firms that specialize solely in 

discounted clothes, like TJ Maxx, to the overstock branches of department stores, like Nordstrom 

Rack, to outlet stores of individual brands like J. Crew and Brooks Brothers, although these last 

tend to be housed in outlet malls or outlet sections of regional or super-regional malls.  Similarly, 

common wisdom has been to provide more restaurants and entertainment-based options, that is 

to say, goods that cannot be bought on-line.15 

                                                
14 Nearly half of the sell-off comes from the sell-off, dissolution, and reconstitution of American 
Realty Capital Properties, which reformed as VEREIT. 
15 In the face of changing retail conditions (see section on tenants), Some REIT owners are 
investing in the stores themselves.  Vornado owns a 32.8% share of Toys ‘r’ Us (Rivera, 2016); 
Sears has joint ventures with Simon Property Group and mall developers, Macerich (Dulaney, 
2015), as well as having spun off many of its stores into a separate REIT---Seritage. 
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 All this can sometimes put planners is a difficult bind, because although they generally 

would like to encourage redevelopment, there can be difficulties working with developers.  In 

Palm Beach Gardens, Florida, Kimco, one of the U.S.’s largest retail REITs, proposed to 

redevelop its Loehmann’s Plaza16 by building a new BJ’s Wholesale store on the site.  In 

response, the city passed an ordinance tightening its anti-big box store law by cutting the 

maximum retail store size in half, from 80,000 sq. ft. to 40,000.  “Council members during the 

vote said biotech or a corporate headquarters would be a better fit for the plaza,” noted the local 

paper during the debate (DiPaolo, 2013).17  Four years later, Kimco has come back with a 

proposal to build a health club with luxury, multigenerational apartments (Peters, 2017). 

 Finally, and of great importance to planners, if a retail center is in poor financial shape, 

the owners may seek to default on the mortgage, or may use the threat of doing so to renegotiate 

the lease. They may also turn to a lender with easier terms to refinance, perhaps a CMBS 

packager.  The problem with that is this that CMBS loans, which are used to underwrite bonds, 

require that the property remain essentially unchanged.  This greatly reduces the owner’s ability 

to remake the space.  

 

3.  Investors 

Investors tend to have not dissimilar, yet distinct, interests than ownership: some look to see a 

positive cash flow from revenues (minus any recurring debt payments), others do not mind 

negative cash flow, perhaps because it can be deducted as a loss for tax purposes or because they 

anticipate reaping a profit at the time of resale.  Different types of investors include individuals, 

                                                
16Named for Loehmann’s furniture, not the clothing discounter.  
17 Surely the council members knew that Kimco was a retail REIT. 
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banks, real estate investment trusts, private equity (e.g., Teresa, 2016), sovereign wealth funds, 

pension funds, and life insurance companies.  Investors can pool their resources in private equity 

funds, pension funds. Economy-wide, the involvement of different types of investors is in 

constant flux as the economic, societal, and regulatory environment shifts (Weber, 2002; 

Wissoker, 2013).  For larger investors, putting money into one particular property is generally 

part of a larger strategy for a portfolio of investments.  For an institutional investor like a pension 

fund, property will be just one type of investment it would hold.  For a REIT, on the other hand, 

property comprises more or less the entire portfolio. Decisions made by publically-held investors 

like REITs can depend on their shareholders’ aims, as well as being configured by the 

government regulations that authorize their establishment as trusts, and the institutions that are 

their lenders.  It has been argued that real estate projects have to be designed, described and sold 

in ways that will be understandable to investors, and that this has shaped the nature of 

development (Weber, 2002, 2015; Durham-Jones and Williamson, 2009; Guironnet, Attuyer, and 

Halbert, 2016).  Owners who manage large pools of investment funds, like REITs and private 

equity firms, are aware that their investors have many investment options, and so seek to 

maximize returns to maintain their capital supply.  

 One particular class of investor is the independent developer.   Leveraging monies from 

lenders and other investors, many times they will build a project and then turn around and sell it.  

Other times, they transition from the investor role to owner.  In the Boston area, most of the 

largest developers are privately-owned.  Maintaining this ownership structure enables the firm to 

keep its independence and long-term perspective.  Many of the largest REITs began as 

independent developers, but others have chosen to stay independent.  As one developer told me: 
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For 20 years it’s been the same types of properties they’ve pursued.  But the ownership 
structure has changed a number of times.  20 years ago[we] switched to a fund 
structure...[we] went through different investment mechanisms.  Was a REOC (private 
REIT) for a while.  Went back to a fund structure.  Now one-off investments because it 
gives the company much more flexibility.  Don’t have a gun to your head to use the funds.  
This gives you the benefit of evaluating each project on its own rather than on the basis 
of the total fund performance. 
  -fieldnotes from an interview w/VP of firm that tends to develop and sell, invest 5-20% 
and get others to invest the rest 

 

As with other forms of commercial real estate, the retail sector moves in and out of fashion on a 

regular basis.  Not long after the beginning of the recovery following the Great Recession in the 

United States, retail properties and funds were considered hot.  By 2015, they have fallen out of 

favor with both fund investors and lenders (Popovic, 2015).  Fewer new projects were started 

and less money was raised from investors.   

 Yet, funds have not dried up entirely.  Indeed, the best projects were still considered to be 

extremely desirable. Even retail REITs feel this pressure.  In July 2016, the CEO of Kimco, one 

of the largest retail REITs in the country noted that the company was pulling back from making 

new acquisitions, saying “We’re still seeing all-time-low cap rates,18 especially in the top 

markets.  It’s very hard to make money in today’s environment if you are paying full price at a 

point in the cycle where everybody seems to be looking for the same high-quality, high-barrier-to 

entry product.  We’ve seen sovereign wealth funds and international players come in recently to 

really go after some of the high-quality acquisitions.” (Borchersen-Keto, 2016).    

 The level of investment in suburbs varies from metropolitan area to metropolitan area. 

Comparing investment in retail in the Boston area and San Diego over the past fifteen years, 

shows that investors in the Boston area have tended to prefer lending in the suburbs (i.e., not 

                                                
18The cap (or capitalization) rate is the expected rate of return for a building. 
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Boston and Cambridge, as per Figure 4.5) at a greater rate than in San Diego (ex-the City of San 

Diego, Figure 4.6).  Despite the tremendous growth in the city itself since the Financial Crisis, it 

was only between 2011 and 2013 that, in a rush to safety, less than half of the lending was in the 

suburbs.19  In San Diego, there have clearly been some very large suburban projects between 

2005 and 2014 driving the spikes in the percentage of dollars spent, but not the number of 

transactions.  In past few years, retail dollars are shifting into the city.  More generally, investors 

have sought to invest more in suburban retail than in commercial real estate as a whole, with an 

average between 2001 and 2016 of 60% suburban investment for retail while only 45% for 

commercial real estate as a whole.   

 
 
Figure 4.5 – Suburban (non-Boston and Cambridge) Share of Commercial Real Estate: Retail 
Sector, by Number of Transactions and Dollar Volume (2001-2016) 
 

 

Source: Real Capital Analytics 

 
 
 
                                                
19 In the highest-rated cities, lending in suburbia is generally considered riskier than lending in 
the city itself. 
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Figure 4.6 – Suburban (non-City of San Diego) Share of Commercial Real Estate: Retail Sector, 
by Number of Transactions and Dollar Volume (2001-2016) 

 

Source: Real Capital Analytics 

 

4.  Lenders 

Lenders are the people or institutions that lend the money to the developer undertaking the 

project or the investor who is either purchasing the property or refinancing an existing loan.  

Typically, developers try to put in as little of their own money as possible.  Instead they find 

investors (see above) and lenders, whose money they will repay from the revenues the building 

generates and, potentially, from its sale.  In most projects there are two loans.  The first, and 

riskiest, is the construction loan.  It pays for materials, contractors, labor, etc. and usually is for a 

period of 1-3 years, depending on the time needed for construction. The lenders are generally 

commercial banks, sometimes local and sometimes national or international, although more 

recently life insurers have also been writing this type of loan, with the idea that the loan will 

refinance with the same institution when the building is complete.  The loan is generally part of a 

portfolio held by a commercial bank, in whose portfolio it represents a fairly high return, but also 
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a high-risk investment, one that pays well over a relatively short period of time. But it is a loan 

that also requires expertise to underwrite, as we have seen whenever there are commercial 

building booms and non-expert entrants begin to flood the market with capital (as when savings 

and loans began to shift their capital from individual mortgage lending to construction loans only 

to have proposed projects unbuilt and loans unrepaid: see, for example, Downs, 1985). 

 After construction is completed and the building is filled to a certain percentage of 

capacity, if the building is not immediately sold, a second loan (the “Permanent Loan”) is taken 

out to pay off the initial construction loan and sometimes some of the investors, with terms that 

are structured for 5-30 years. Typically, the permanent loan must be arranged at the same time as 

the construction loan, in order to reduce the risk of the construction lender being left holding a 

loan after its final repayment date.  

 The principal sources of lending for retail projects in the suburban U.S. include banks, 

Commercial Mortgage-Backed Security (CMBS) issuers, and life insurers.  After the Second 

World War, life insurers were the principal funders of the expansion of retail into the suburbs 

(Hanchett, 2000; Wissoker, 2013).  But by the turn of the millennium, it was principally banks 

and CMBS. In the years leading up to the recession, the CMBS issuers dominated the market.  

This was certainly the case in the Boston suburbs (see Figure 4.7).  In part, this was due to the 

low-cost terms they offered.  But developers and buyers of retail property also found that the 

CMBS would offer a loan when other balked at the idea.  The problems had to do with both the 

size of the loan for, say, a shopping center, and the difficulty in finding lenders of such large 

amounts of money who were willing to lend outside of their comfort zone, a zone that was 

frequently inside the inner-ring highway, Rt. 128/Rt. 95 (Interview with Real Estate Finance 

Broker, 4/4/2017).   
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Figure 4.7 – Sources of Finance for the Purchase of Suburban Retail Property in Boston Suburbs 
(2001-2015) 

 

Note: The source of the loan for 28% of the transactions, equal to 44% of the capital, was unknown.  
Source: Real Capital Analytics 
 

The ability of these institutions to provide loans for real estate are regulated in a number of ways.  

For instance, internationally, the Basel III accounting standards change the way that the riskiness 

of commercial mortgages is assessed, which will lead to banks needing to set aside more capital 

or raise the price of lending (Rubin, et al., 2013).  In the United States, the Dodd-Frank financial 

reform bill required CMBS issuers to retain a stake in the project, and that has already led to a 

drop in the volume of loans that are being securitized in that fashion, as can be seen in Figure 5 

(Marcus and Millichap, 2017). Mutual banks, whose owners are its account holders, are not 

allowed to issue stock and so are constrained in their ability to raise capital (Interview, regional 

banker, April, 2017). 

 Typically, the permanent loan is meant to be a lower-risk proposition, once the building 

has been filled to an agreed-upon point (which means rents are flowing that can be used to make 

regular payments on the loan). Unlike home mortgages, most commercial mortgages are interest 

only, with the principal due at the end of a fixed period (often referred to as a balloon payment).  
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As with the properties themselves, these loans are generally part of an investment portfolio, 

where they are considered to be a kind of bond on which interest is paid regularly and then the 

bond is redeemed at the end.  Working at different financial scales, and under different forms of 

regulation, lenders specialize in submarkets involving particular sizes and types of mortgages, 

although there has always been competition to secure loans. Firms compete on the basis of terms.   

 Lenders use a number of approaches when choosing which properties comprise sensible 

loans. Life insurers have a more direct/straightforward process of loan approval than pension 

funds (Pryke, 1994).  It has been argued that pension funds intentionally structure their decision-

making process so as to avoid being able to assign individual responsibility to any single person 

or even office (Conley and O’Barr, 1992). Alongside the expected financial assessments, 

investors use other strategies including “empirical pragmatism, management principles and a 

particular interpretation of risk (Guy and Henneberry, 2000, p.2407).” Few see the difference 

between lender strategies as plainly as Clarence Stein, who distinguished between those who in 

financing and constructing housing sought a modest but fixed gain over the long-term, and those 

who attempt to “make a killing and get away” (1940, p.2). 

 After the financial crisis, certain mortgage markets, like Manhattan, Washington, D.C., 

San Francisco, became “hot” fairly quickly, which meant that most lenders were trying to invest 

their capital in this select group of places. This kind of activity tends to drive down the cost of 

mortgages, as lenders offer lower interest rates in order to be competitive, as well as leading to 

looser terms (DiPasquale and Wheaton, 1992; Wissoker, 2013).  This begins what some call the 

next real estate cycle, as less-expensive loans allow greater amounts of money to be borrowed 
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for the same cost.20  It also leads some lenders to turn to lending in areas and types of property 

that are not quite as competitive, in second- and third-tier cities, for instance (Buying Beyond the 

Core, 2011).  

 More recently, the level of CMBS lending for retail has dropped, and banks of all sizes, 

insurance companies, and private equity have stepped in to fill the gap as can be seen in Figure 

4.8 (Marcus and Millichap, 2017).   As noted above, Marcus and Millichap (2017) attribute the 

drop in CMBS lending to newly implemented aspects of the Dodd-Frank legislation requiring 

CMBS issuers to retain a piece of the mortgages they package into the securities. 

 In the U.S. we are currently in a period when a number of large retailers are closing 

stores, in some cases, some of the largest stores in a mall.  Lenders recognize this trend, and the 

possibility that loans on shopping centers may be in trouble (that is to say, borrowers may 

default) and the reaction has been mixed. Some lenders are pulling back from making loans, 

while others are being “a bit more conservative on leverage [what percent of the total amount 

borrowed they will lend], capital reserves [how much will the borrower set aside in case 

something goes wrong or a tenant suddenly closes], and money available for tenant 

improvements and broker commissions” (Mattson-Teig, 2017).  Yet competition to lend remains 

strong, particularly for single-tenant properties that have a stable national-scale firm with a 

tenant (like Target), and this has led to cheaper pricing for loans, quantified in terms of cap rate 

in Figure 4.9, although the pricing differential for secondary and tertiary markets remains 

significant (Marcus & Millichap, 2017).  It is also leading to (or exacerbating) the divide 

between the most profitable malls and others, as more stable, and often more affordable lenders 

                                                
20For more on real estate cycles see, among others, Weber, 2015; Barras, 2009; DiPasquale and 
Wheaton, 1992; Leitner, 1994).  
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are shying away from less-desirable markets and projects and locations, leaving borrowers to 

find loans from CMBS packagers or private equity firms (ibid.).  As a result, these types of 

locations end up with more expensive loans, which are accompanied by a need to squeeze that 

much more profit out of every square foot of the site.   

Figure 4.8 – Retail Mortgage Originations by Lender  

 

Source:	Marcus	&	Millichap	2017	U.S.	Retail	Investment	Forecast	

 

Figure 4.9 – Retail Cap Rate Trends by Market Type 

 

Source:	Marcus	&	Millichap	2017	U.S.	Retail	Investment	Forecast	
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5. The tenant’s situatedness in the global political economy 

Beyond its tax contribution, a principal concern of suburban communities is the use of a 

property.  Whether the site hosts a club where bands play until two in the morning, offices that 

bring a hundred workers in and out of the building twice a day, or a store that only sells three-day 

old muffins and bread, the use value of a property is important.  From the potential tenant’s 

perspective, the use value has a different, less nuisance-related meaning.  Important questions for 

the tenant include: Does the property provide the space necessary, and can it be configured in a 

way that will render it usable to the firm?  Does the location offer the firm access to either 

customers or networks of potential workers or other aspects the local business environment that 

the firm seeks--what Cooke refers to as the regional capabilities (2003, 2004) and the localized 

learning (e.g., Maskell and Malmberg, 1999, 2006), which are not unlike the characteristics of 

what Hess calls network and territorial embeddedness (2004)?  In retail the cognate question is 

whether the space provides the tenant with the necessary market for its products.  These are the 

types of issues that prospective tenants, whether seeking retail, industrial, residential, or office 

properties may ask. Although the largest firms will often have an in-house real estate division, 

many tenants will use brokers to consider a variety of spaces (Scofield, 2013; Feagin, 1986), 

with the brokers at times convincing them of unrecognized “needs” (Weber, 2015). 

 It is also important to understand the tenant’s embeddedness in its own global networks 

and flows of capital. To take this into account may seem counter-intuitive or a diversion from 

focusing on the property as its presence in real estate markets.  Although something of an 

overstatement (depending on the landlord), planners must understand that the financial health of 

the landlord is many times only as strong as that of its tenants. Indeed, many lenders and 

investors judge a property based on the tenants (as noted above).  It behooves planners to be 
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equally sensitive to this, at the same time, they should careful to weigh a broader, more locally-

oriented set of factors than those analysts who prefer tenants to be national-scale firms with A 

level credit rating.  

 A tenant may be tied into any number of networks, regardless of the type of property. 

Retail stores, as will be elaborated below, are, if a chain, tied to the fortunes of their parent.  

Decisions about openings and closing, the necessary rate of the profit for the store, and the like 

are all made outside the community.  While local shops and cafes may have more local control, 

they still need to rely not only on customers, but suppliers and bankers willing to extend them 

credit and cope with changes in the broader business in which in which they are engaged.  

 The state of the tenant (who is, in some cases, also the owner), and its location in the 

greater political economy is important when considering investability.  One needs to see the 

particularity of each situation—are firms local, national, or transnational? Where does the 

decision-making take place: that is to say, the setting of sales goals or profit targets, labor 

management, and, as in the case of retail, stocking choices (which goods are carried and 

hopefully sold)?  What is the business context for these decisions?  Often firms are looking to 

shave expenses and increase profitability (Christopherson, 1996), whether through monopsony, 

when it comes to firms like Wal-Mart and Target (see, e.g., Bonacich and Wilson, 2008), or, 

conversely, the market power of brands like Gap (Marston and Modares, 1992) or the luxury 

houses controlled by conglomerates like LVMH (Thomas, 2007).  In the case of larger 

companies that went public to grow, or that are feeling the powerful call of shareholder value, 

this means demanding greater profitability from each individual location.  

 In recent years this trend has been exacerbated by private equity firms that have 

purchased retailers looking to reap greater profits more quickly.  As part of their strategy, they 
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look to sell off the most profitable assets, and, of interest here, strip off the company’s property, 

selling or mortgaging it, and then charging individual stores in the chain rent for the space 

(Appelbaum, and Batt, 2014; Dulaney, 2015).21  Private equity firms have bought some of the 

biggest names in retail including Neiman Marcus, which is owned by Ares Management and a 

Canadian Pension Fund Investment Board (Abramowicz and Banjo, 2017);  J. Crew, owned by 

TPG Capital and Leonard Green and Partners; and the shrinking Sears/K-Mart, an asset (or, at 

the moment, a liability) of ESL Investments.22 

 Many large department stores, such as Macy’s, are cutting back the number and size of 

their stores (Jaffe and Ryan, 2016).  Sears has been doing this for years.  Among large retailers, 

closings are happening for a number of reasons.  Less-productive stores are being shuttered as a 

way to cut expenses. Some firms have chosen to close a number of outlets in a metropolitan area 

and then relocate into one up-scale location (Plante, 2016) because they are reconsidering their 

Christaller-like model that placed stores across a metropolitan region in favor of having one, 

larger store in the region, generally in an already high-performing center (Kapner, 2016).    

 At the downtown and even the strip-mall scale, competition from national-scale firms has 

made it difficult to operate small, local shops; for the smaller grocery and the stationary supplier, 

                                                
21Sometimes the property is hived off into a real estate investment trust. 
22 In some cases, such as Sears, it is difficult to assess the fine line between asset stripping and 
the selling of assets to stay afloat.  In 2017, Sears sold the rights to its Craftsman brand to 
Stanley Black and Decker and took out upwards of $800 million in loans from its hedge fund-
running CEO, using Sears’ real estate assets as collateral (Sears to close…, 2017).  Some retail 
firms are doing so poorly that their private equity owners have not been able to strip out all the 
assets they had hoped, because they are needed to keep the company out of bankruptcy 
(Abramowicz and Banjo, 2017). A number of large retail companies have sold off their property 
to REITs or, like Hudson Bay Companies, with its Saks and Lord and Taylor properties, taken 
steps to do so. Other firms, such as Dillard’s, ended up backing away from the idea (Wahba, 
2015).  In October 2017 Hudson Bay sold Lord and Taylor’s flagship, Fifth Avenue store to 
WeWork, for whom it will serve as a corporate headquarters (Kapner and Brown, 2017). 
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as well as the hardware store and the book shop, these have not been particularly good times.  

For many, it was the arrival of the large national chains that often located in a strip center of the 

suburb, but closer to the highway exit.  This has been followed, more recently by competition 

from on-line outlets (Jones and Livingstone, 2015). 

 

6.  Local Government and Planners 

As noted above, it is generally accepted that planners and local governments are interested in the 

use of individual properties and the amount of tax revenue they produce, whether from property, 

sales, or income tax that is linked to work done on the property.23 Toward that end, the public 

sector and its allies are often portrayed as a growth machine, a coalition of citizens who are 

motivated by a business interest in urban growth and expansion, and who aim to secure the 

“highest and best use” for a property (Molotch, 1976; Logan, 1976; Logan and Molotch, 1987; 

more recently, Tierney, 2010; Kulcsar and Domokos, 2005; Kimmelberg, 2011).  Along with 

generating business, there are also local economies where construction activity represents a 

significant share of economic activity (Gotham, 2006), and it can provide middle-class jobs (not 

all the jobs are middle class, of course, see Doussard, 2013) at a time when such positions are 

increasingly few and far between. 

 The people running the local state have a number of tools to use to achieve their goals for 

particular properties.  These include providing various forms of tax relief, land assemblage, and 

creating special zones for industry (Chapple, 2015) as well as setting up tax increment financing 

districts that enable the generation of funds that can be used to leverage the financing of 

                                                
23 On the last, which obtains not only in NYC, but in places like suburban Columbus, Ohio in the 
U.S., see Sweeny and Hanlon, 2016. 
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demolition and new construction (Weber, 2002).  Frequent use of these options has resulted in a 

loss of sovereignty that an increasingly financialized set of governance practices brings. As 

Weber has noted: “what remains of the local state structure has been refashioned to resemble the 

private sector, with an emphasis on customer service, speed and entrepreneurialism” (Ibid, p. 

531). 

 For many years, it was assumed that retail brought no economic development benefits to 

a region, based on models that contrasted export-based industries like manufacturing with 

‘parasitic’ industries like retail.  In the 1990s, the research began to show that retail did 

contribute to local economies both by bringing in monies that might otherwise have spent 

elsewhere, and by providing products that can be bought locally, when the default option would 

have been to make the purchase outside of the region (Williams, 1997, drawing on Persky, et al., 

1993).  

 As noted earlier, planners and local government are concerned both with devising streams 

of tax revenue and also with the use of properties (Sweeney and Hanlon, 2017).  Communities 

have to make the calculation as to whether community or tax revenue is more important, and 

whether the low-priced retailer that serves the greatest share of the community is worth the 

economic development subsidy given the tradeoffs.  Bringing large retailers or retail 

developments has often required the use of subsidies of one kind or another, including the 

creation of special taxing districts. The merits to such an arrangement are fairly clear for both 

sides, as listed in Table 4.1. 
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Table 4.1 
LIST OF BENEFITS FOR COMMUNITIES AND DEVELOPERS FROM ECONOMIC 
DEVELOPMENT ARRANGEMENTS TO SUPPORT THE LOCATION OF RETAIL IN A 
REGION 
 
For the Community, the benefits are: 
+ predictable cash flow from sales tax revenues; 
+ insulation from risk of sales tax allocation law changes; 
+ protection from erosion of revenue from effects of inflation; 
+ relief from assistance obligation if developer hits a `home run’ and therefore does not need the 
assistance; 
+ creation of synergy for other retail activity in the immediate area; and 
+ acceleration of construction of public infrastructure which would be needed anyway 
and which has regional benefits. 
 
For the developer, the benefits are: 
+ relief from the burden of constructing public infrastructure; 
+ compensation for extra costs of providing infrastructure needed to attract high-volume 
retailers; 
+ relief from high land acquisition and holding costs; and 
+ opportunity to participate in the public benefits generated if the center is more successful than 
projected. 
 
Source: Kotin and Peiser (1997) 
 

Of course, many planners have pushed back against these types of arrangements, and sought to 

introduce newer forms of shopping design that present an alternative to, for instance, big box 

stores just off the highway by promoting transit-oriented developments and complete streets 

(Rao and Summers, 2016).24  The purpose for doing so is to enable the community to reap the 

public benefits of this private activity.   This posture is not entirely new, though.  Early shopping 

mall designers like James Rouse actively sought to provide space for community activity in the 

mall and to make it the site of events (Olsen, 2003).  Similarly, the City of Edmonton, in its 1967 

plan, sought to integrate malls with other land uses to make it part of the community center (Rao 

                                                
24Owen (2016) does a nice job of tracing the public and private efforts to make Walnut Creek, 
California a retail-based community. 
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and Summers, 2016).25  While many malls closed off some avenues of civic commitment like 

free speech and political speech (Kohn, 2004),26 many still wanted to remain an integrated part 

of the community--after all, the more community events, the more shoppers (Dickinson, 2015).  

As sales have dropped, mall owners are making an even greater effort to do this, with, for 

instance, Christmas tree lightings from Richmond, VA to Seattle, WA. 

 

7.  The Means of Investing 

There are a whole set of tools and practices that shape how a property remains investable.  These 

range from real estate databases that track transactions by address, to local economic 

development websites showing properties for sale, to courses on-line and in universities on real 

estate management and investment as well as the those promoting the use of GIS products to 

facilitate retail location.  The tools of understanding retail property as investable draw on a 

combination of modern, on-line resources mentioned earlier, as well as market reports that are 

tied intellectually to the market geography ideas of Christaller (1933) and his successors. These 

tools may involve analysis of catchment areas (no, gravity models have not disappeared), an 

understanding of the competition, etc.  Such analyses are often integrated into the prospectus that 

is prepared for a property prior to being putting up for sale, not unlike some of the materials 

mentioned by Li (2014).  Moreover, the public companies that are involved in the property (as 

lenders or owners, for instance) all have shareholder presentations and other sales meetings that 

put the property to use and spread knowledge of its existence.  

 

                                                
25Despite the efforts of the Edmonton planners, however, they were regularly overruled by city 
officials and others (Rao and Summers, 2016). 
26In contrast, Rouse allowed Vietnam War protesters into his malls (Olsen, 2003) 
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8. The site as the embodiment of a number of “markets” in the local and global political 

economy 

Along with the means of investing, the different actors and networks that are embodied in a 

property are shaped by the relative position of the property between all those markets.  Market 

demand can drive the production of new space.  As space gets scarce and prices rise, new space 

is initially built based on having tenants in place to fill it, and later on speculation, with the 

assumption that the demand for space will continue.27 In Boston, for instance, it is probably 

being assumed that private equity money is going to continue to back the growth of new biotech 

firms, each of which will need space, and that so long as those monies continue to flow into the 

area, space will be filled (Domoretsky, 2016).  In the retail sector, the building of a set of new 

housing developments off an interstate interchange is likely to prompt the construction of 

buildings to house shopping (as well as office buildings for doctors, lawyers and the like) 

(Schafran, 2013).  On the other hand, mall owners get very nervous when large retailers like 

Sears have financial problems because it can lead to a large hole in their monthly rent returns (or 

rent roll, as those in real estate call it).   

 The links between different parties can be driven by perception and rhetoric as much as 

anything else.  In Chicago during the 2000s, for instance, the tremendous growth in office space 

resulted not from new demand (employment in the Loop decreased by 8%), but by convincing 

tenants of other buildings to relocate to a new building, in the process leaving behind slightly 

older, but now empty space (Weber, 2015).  New buildings were also built predicated on the 

demand for financial products such as mortgage-backed securities that enabled developers to 

build speculatively with greatly increased odds that a buyer for a builder would be found, 

                                                
27See note 8 for more on this 
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because the ability of a potential buyer to obtain monies to leverage the purchase of a building 

were high enough that the developer can build with confidence (at that moment).  Real estate 

brokers are central to making the process work (Weber, 2015).  In other words, those buildings 

are built for exchange value based on a hypothesized use value, and, as Weber found (2015), 

their value as a symbol.  The owner will have to recalculate that value at some point, when the 

model and its assumptions meet the reality of rent payments and vacancies, and those start to 

ground the value of the building.    

 Understanding a retail site’s place in the global political economy requires understanding 

the regional economy and how it is shifting.  Are jobs being added or improved?  Is the region 

aging out of its former stability?  Is the population, as a consequence changing?  How does the 

retail model need to shift to meet customer’s changing needs, and as customers’ habits change; 

no longer willing to leave their home when they can order what they want from their phone.   

 These intersecting networks and the interests of the parties are what makes and keeps 

property investable.   

 

Lessons for Planners 

Recognizing property as always investable, offers a reminder that all places are part and parcel of 

the broader real estate economy, whether a retail, office, hotel, apartment building, a single-

family home or some other space.    As such, it always has local consequences.  Recognizing this 

enables planners to ask a series of questions when evaluating building proposals and requests for 

variances as well as when undertaking scenario planning.  These questions are grounded in goals 

of long-term stability, local economic development, and equity.  They include: 

 
1. Would the investors, lenders, and owners of a site be considered patient or impatient capital, 
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that is to say, willing (or unwilling) to wait to make a profit? 
 

2. Are the investors, lenders, and owners purely bottom-line oriented? 
 

3. Are the investors, lenders, owners, and tenants of a site responsive to local needs? 
 

4. Are the investors, lenders, owners, and tenants of a site solvent? 
 

5. Does the current or proposed use create local employment, including, for apartments, hiring 
local management and maintenance?  Do the jobs pay a living wage? 
 

6. How much of the money that circulates through the site stays local? 
 

7. In the case of retail, are tenants likely to be national chains? 
 
 

These questions are not always easy to answer, and often require both research and recognition 

that even within individual firms some individuals may be straightforward and capable, while 

others are less so.  

 On a more theoretical level, there are a number of reasons for wanting to see the 

investable nature of property in the suburbs. Recognizing property as investable focuses our 

attention on the control of space.  For instance, how tenants are chosen for a building should be 

seen as monetized, tied to the financial needs of the owner, lenders and the investors--as well as, 

ideally, the community.28 As John Thomas (2006) noted, without elaborating: “Real estate 

markets and choices by developers also contribute to outcomes often associated with fiscally-

strategic land use policies” (276).29   

                                                
28It is worth noting that these decisions are not always oriented toward profit maximization over 
the short term.  In some cases, landlords prefer a low-paying tenant to no tenant, or an empty 
space.  There is a firm belief among those in the shopping center business that the more time 
people spend at a center, the more they will spend.  And so optimistically, they invest in 
activities that bring to people to the center, like hosting a town Christmas tree, even if they don’t 
translate directly into short-term gain (Source?). 
29Despite this sentiment, there is no variable to reflect the commercial real estate market nor the 
ownership of the retail businesses in the community (which would, admittedly, be challenging to 
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 Moreover, discussion of investability brings to the fore the pros and cons of both local 

and non-local ownership.  Of course, this dichotomy should not be glamorized, there are plenty 

of locally-based property owners who don’t keep up their property or who will leave a vacant 

space rather than lower the rent—which can be difficult with commercial properties.  And, 

national-scale investors may have the financial power to renovate and remake spaces which are 

no longer being put to use.  In parts of the Boston area, for example, offices are being bought and 

remade into R and D facilities capable of housing small-to-midsize biotech companies.  Smaller 

owners tend to renovate at a much slower pace (Minner and Shi, 2017). We need to recognize, 

and in some cases appreciate, this willingness to redevelop and remake property—a modern form 

of creative destruction (in a suburban register)—but we also need to understand how it happens 

and the rationales that lie behind those decisions. And this is a material question because it will 

have different physical results depending on the type of environment or place an owner is aiming 

for (under the assumption that they are taking a rational set of steps to get their property to that 

state) and, similarly, the rate of return that the owner and the investors seek and /or require.   

 The market-based nature of office and industrial locations shapes where and when 

investment is made into facilities and therefore structures the location and quality of jobs, which 

can be a factor in, for instance, reinforcing or remedying the job/housing mismatch as well as 

exacerbating the effects of zoning on the segregation of different types of work.  This can 

manifest itself in the location in suburban areas of office and retail buildings as well as 

reinforcement of investment patterns that have segregated office buildings in higher income 

suburbs while industrial facilities are situated in mixed or lower-income communities.  

                                                
collect) in Thomas’s closely-specified model (2006) of what factors lead to communities with 
unusually high concentrations of retail revenue in the local budget. 
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 There are also questions of prioritizing the needs of the building owner and its investors 

rather than the needs of the community.  Conflicts can arise between a suburb’s need for 

employers who will hire workers with a range of skills and the desire of a property owner to 

attract the industries and professions that will produce the greatest financial return.  In the retail 

sector, there are also issues about who controls what you see in the shops and how this fits with 

local needs vs. what is believed to be the most profitable---although we must be clear that in 

many cases many customers want to see national and international consumer goods and brands. 

 An investability model enables recognition of the variety of range of property investors.  

For instance, property buyers who enter markets as prices are nearing their peak tend to be less 

savvy than investors who are better equipped to recognize the likely future value of a property, 

repeated buying and selling in hot real estate markets can lead to less savvy owners.  This can 

result in bankruptcy, foreclosure, and disinvestment if real estate value begins to drop 

(DiPasquale and Wheaton, 1992).  

 As noted above, this approach offers planners and economic development officials 

insight into what leverage they might have over firms seeking economic development support.  

And, finally, it begs the question that if regional economic growth and questions of local vs. non-

local control of the profit that comes from ownership can be engaged by looking closely at how 

the networks that shape a property’s investability are working in practice. 
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CONCLUSION 

Why Planners Need to Better Understand Real Estate 

“From the right, planning is attacked as paternalistic, ineptly centralized, and inevitably 

authoritarian--as if the decision to trust the free market did not reflect another expansive theory 

of society, a theory in which relatively few do very well and many suffer.  From the left, planning 

is often seen as complicit with the forces of capital, as inevitably tainted with the stains of 

unnecessary compromise, as too little, too late.” (Krumholz and Forester, 1990) 

 

In 2000, MIT planning professor, Bishwapriya Sanyal stated optimistically that the study of real 

estate in newly established programs within planning schools (like MIT) demonstrated that 

planners were finally situated to gain an academic, research-based understanding of real estate 

development.  What has happened instead, I would argue, is that those programs have primarily 

served developers and investors more than the planners who house them, likewise with the 

research that comes from them.1  Even the printed embodiment of Sanyal’s statement (which he 

cites), Ratcliffe et al.’s Urban Planning and Real Estate Development, now in its third edition 

(2009), does not connect real estate basics with the issues that concern urban planners.2  Indeed, 

in Rachel Weber’s (2015) book about the overbuilding of Chicago during the lead up to the 

financial crisis, she chastises planners for not sufficiently attending to the behavior and 

consequences of real estate development.  

                                                
1 Most of that research uses econometric approaches to unpack the relations between actions, 
institutions, and prices to enable investors to have a deeper understanding of their choices. 
2 While enthusiasts’ optimism is better served by a more recent textbook that sets real estate 
development within a context of what good places should look like (Adams and Tiesdell, 2013), 
that British text is still the exception rather than the norm.   
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 When taken together, the essays in this dissertation, like Weber’s book, offer insights into 

the gap between planners and the real estate industries.3  This is the point, for instance, of the 

idea of investability.  It is meant to highlight for planners the importance of understanding the 

real estate business—the interests not only of individual developers, building owners, and 

tenants, but of investors and lenders as well.4  The extended set of questions I offer at the end of 

the essay on retail offers a way to integrate finance into planning considerations.  Unfortunately, 

many planners feel issues of a property’s finance and financing are outside their purview.  As a 

planner told me last year: 

Wissoker:  Can I ask you, do you ever ask developers who are coming to you with a 
project, do you ask them how they expect to finance the project or how it's funded? 
 
Bailin: No, I usually don't. 
 
Wissoker: …and can I ask why? 
 
Bailin: Primarily because it's really not my business. It matters when you're talking about 
like 40B [an affordable housing program] and some of the representations that are made 
with respect to that housing, but these are private developers and even with a TIF, we've 
never challenged or asked for people's financial records. 
 
 ---Interview with Devra Bailin, Economic Development Planner, Needham,  
  Massachusetts (interviewed April 3, 2017). 

 

The message of the investability paper, of course, is that the source of capital does matter, and 

that planners would be well-served by attending to it in thinking about the current and future 

state of properties, neighborhoods, and communities.   

                                                
3 Weber, 2015 
4 Weber and others also emphasize that planners must also know how these institutions are a part 
of real estate cycles of price and availability as well (see, for instance, DiPasquale and Wheaton, 
1992; Weber, 2015).  
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 For similar reasons, the life-insurer investment paper offers a way to begin to understand 

the complexity of mortgage markets and how unstable lending models can be.  As insurers’ 

business models shifted, so did their participation in real estate lending.  At the same time, of 

course, the capital markets also began to shift, further unsettling the life insurers’ lending 

patterns and leading to generally riskier lending decisions in the face of greater competition. The 

pressure to secure lending opportunities led to greater risk taking by both insurers themselves, 

and by the CMBS lenders they turned to when they needed to meet their real estate-related 

investment allocationsWhile it would be difficult for local planners to always be up-to-date on 

the current state of all lending markets and their participants,5 it behooves them to remain aware 

of larger issues afoot in the broader political economy (Sanyal, 2000).  

 The homebuilding paper has implications for planners that range from who is building in 

their community to the nature of housing provision and the types of jobs the industry provides.  

Moreover, some of the trends in the 1990s and 2000s that were discussed in the paper have only 

intensified since the onset of the Great Recession.   There continues to be merger and acquisition 

activity in the industry (e.g., Croce, 2017; Burney, 2013; McManus, 2018) and in many places 

greater concentration.6  Home builders are once again seeing their stock prices stagnate (Casey, 

2016) and there is ever-more movement toward prefabrication (Wardell, 2017).  Unlike in the 

1990s, despite steady growth in new construction (per the Commerce Department, New Privately 

Owned Housing Units Completed; see also Hanley-Wood Data Studio, 2018), overall demand 

                                                
5 In the future, I hope to put together a research-based field guide to capital sources for planners.  
6 For instance, the market share of the ten most productive homebuilding firms in the ten lowest 
market-share metros in 2000-2007, doubled between that period and 2015, as per data from 
Builder and Builder Online.  
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has been down.7  The future shape of the industry remains uncertain, as they face a situation in 

which house prices are rising, there are labor shortages (particularly as the immigrant labor force 

shrinks), and the market is changing to one that is more focused on renting and city living 

(Ramírez, 2018).  

 Given this environment, the homebuilding paper raises a number of issues that are of 

interest to planners but which require further research.  And here the planner concerns I have in 

mind include housing, affordability, and economic development.  So, for instance, it would be 

important to gain a better understanding of the local land use consequences of the increasing 

prevalence of national-scale development firms. One assumption that should be tested is that 

having deeper-pocketed, large national-scale firms in a market would push up the price for the 

best lots, typically beyond what smaller, local firms could afford.  As a consequence, larger firms 

would likely have access to the more desirable lots, which in this era means those closer in 

toward the city, near transit hubs, or by highway interchanges.  They would have the resources to 

undertake complex in-fill projects (except those that are too small to be worth their while).  As a 

consequence, should we expect to see the smaller, local builders having to build outside the first 

(and sometimes second) ring roads, in the process creating a supply-side version of the pre-crash 

“Drive ‘til you qualify” (Hanson, et al., 2012), only now it’s builders who have to drive until 

they can afford the land. 

 A second set of issues has to do with homebuilding as a construction trade, and its 

relation to local economic health.  For instance, it will be important to know whether local 

homebuilders provide “better” jobs than national ones, where by “better” I mean higher pay, 

                                                
7 According to the Census Bureau, homeownership rates are at 1995 levels, and only began to 
rise in the second quarter of 2015. 
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greater job security, a path to increased wages, and steady work.  The answer to this question 

likely depends on how one segments the local construction market, between relatively large 

firms, and individual contractors, between those who tend to use contingent labor and those who 

have permanent employees.  It also varies by community as to how much work is available at 

any given time, and whether that work is self-generated or subcontracted from larger, even 

national-scale firms.  We do know, from the research of Iskander and Lowe, that there are paths 

for increasing skill development in some firms (2013; c.f., the somewhat thin report from the 

National Association of Home Builders: Emrath, 2017).  On the other hand, the increased push 

for prefabrication may lead to a more permanent deskilling of some tasks.  Even given that, it 

may turn out that these deskilled jobs will become suitable, although perhaps not ideal, entry-

level positions for those who do not complete high school, choose not to go on to higher 

education or for some other reason find other work difficult to obtain.  Given the shortage of 

workers that the industry is facing, there may be ways for planners to encourage a “high-road” 

strategy, in which firms would not prioritize the minimization of labor and other costs, but seek 

to build capacity, for the good of the community. Again, kudos for this. You have this planner’s 

attention. 

 This also begs questions of whether local firms keep and recirculate more of their 

income, as well as their purchasing of inputs within the local community.  And whether or not 

this is important over the long-run, particularly if it comes with other, non-quantifiable costs.  

For instance, if it turns out that local firms pay better wages (I’m not necessarily convinced they 

always do), will that push up the price of the home?  Similarly, if there are costs savings 

achieved not only through labor but through decreased costs of the other inputs, should planners 

be favoring their use in the name of keeping home prices lower?   Toward that end, if there is a 
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shortage of affordable housing: how important is the ability to build more homes more quickly as 

the largest firms are able to do, if it might relieve some of the pressure on the housing market? 

 There is also one broader question that draws on all three papers, that needs empirical 

investigation: while the paper on investability raises a series of questions for planners regarding 

the financing, ownership, and tenanting of commercial buildings, at the city or metropolitan level 

it begs the question of whether it is perhaps time to reconsider Molotch (1976)’s notion of the 

city as a growth machine, and what it means in communities where many of the largest 

properties are owned by REITs or other non-resident firms that are expected to prioritize their 

rate of return over the promotion of local growth.   

 In closing, as a whole the dissertation offers a picture of the range of participants in the 

real estate markets, the changes that have been afoot in both financial markets and in regulation 

that affect those participants, and some of the implications for planners in an era of 

financialization.  More research is necessary to bring the case studies up to the present in order to 

judge which lessons they offer are simply reflective of a particular time period and which are still 

germane in the present day.   
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