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Abstract:
Despite the desperate need for housing aid that many low income citizens experience, the United States does a poor job of aiding them.  This paper examines contemporary United States housing policies and their failure to extend adequate support for low income housing. Many policies promote homeownership over renting and end up benefitting citizens who do not need the aid. With this seeming discrepancy in a welfare state policy the question then becomes,

why does the United States’ housing policy look like this? I argue that the shape of housing policy can be explained by path dependence theory and the effect of increasing returns.  I specifically examine historical influence, preference for homeownership, American attitudes, and the role of interest groups. I apply path dependence theory to these four areas and analyze the effects of increasing returns to illustrate how U.S. housing policy took its modern form. This paper challenges the idea that U.S. housing policy primarily benefits low income individuals.  Rather it illustrates how a discrepancy exists between the perception of welfare state policy and the reality of housing policy.
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Introduction:
Imagine an overwhelmingly regressive welfare program, taking money from low and moderate income individuals and disproportionately benefiting people with incomes over

$100,000. This policy would allow the rich and upper middle class to consume more while leaving working class and poverty stricken citizens without the aid they desperately need. Imagine that this same policy allows for inefficient resource use and causes stress upon urban infrastructure. Imagining a policy like this is difficult and almost unfathomable because most Americans, when they think of welfare, think of policies that help and aid the poor in order to give them a more level playing field. In the very least, Americans think of policies that aim to change poor peoples’ behaviors.  Even the most conservative pundit would find a welfare policy that is so obviously skewed to the wealthy, as strange.  However these seemingly contradictory principles are all embodied in one of the United States’ most expensive welfare policies, federal housing policy.

Most people do not recognize the different policies that make America’s approach to housing so strange.  Either they see it as the free market at work or do not see it as welfare. This mindset is one of the most intriguing features of housing policy and the welfare state in general. America is very unique in that many of the policies of the welfare state are “submerged,” or hidden from public view.  These hidden policies maintain the illusion that the United States has a small welfare state, while still allowing for aid to flow from the government

to targeted groups. The United States also uses a myriad of policy tools to make up the welfare state while other countries are more likely to use explicit means like cash transfers and direct

national spending. Seeing the many policy tools the question then becomes, why does the United States have this kind of housing policy? This is an interesting question because of how the policy benefits citizens that do not need the assistance and how it is so different than what welfare is usually thought of.  I argue that United States housing policy has been subject to increasing returns, and historical decisions have set the U.S. on a path that has been difficult to alter. This path has reinforced homeownership preference, broader American attitudes about the welfare state, and the role of interest groups in preserving the status quo.

When the majority of Americans think of welfare they think of cash transfers that aid low income citizens.  In reality, this is only one specific program, Temporary Assistance to

Needy Families (TANF), which exists in conjunction with a variety of other policies that make up the welfare state. Scholars and students of public policy tend to take a broader approach to defining welfare that includes all direct government assistance to citizens. This would then include in-kind benefits like food stamps, housing vouchers, Medicaid, and Medicare. These explicit means of government aid represent only a few ways that the government can regulate society, aid citizens, or encourage certain behaviors.  A much broader approach to welfare is used by authors like Christopher Howard (2007) and Suzanne Mettler (2011).  Both of these authors include other government policies such as loan guarantees, tax expenditures and social regulation, in the welfare state. This broad definition of welfare is what I will be using and is

the most accurate representation of America’s welfare state.  This will be easily seen in United States housing policy because, within that umbrella of housing, there are a variety of policy tools used to aid citizens and encourage behavior. The types policy tools are: direct assistance, loan guarantees, tax expenditures related to housing, and social regulation like zoning.

This inclusive definition of welfare creates a more accurate understanding of the United States welfare state. This is important since it is usually viewed as, “a semi-welfare state, a welfare state laggard, a residual welfare state, an incomplete welfare state, and similar terms denoting inadequacy” (Howard 2007).  With a more accurate view of the American welfare

state we can then turn to the question of, why it is shaped in this unique way.  My focus will not be on the entire welfare state, but instead just upon the housing sector of the welfare state. There are many reasons to focus on the welfare policies surrounding housing.  First of all, housing is a basic need that must be met before any person can achieve their full potential, or even participate in society. Housing has long been important in America; it has been associated with the success of the economy and the middle class American dream. Lastly, housing involves a variety of policy tools in the same way the welfare state more generally does.  By analyzing housing policy and the reasons it looks the way it does, I can then make broader generalizations about the American welfare state.

Housing policy is also important to investigate because of recent events in the economy. The housing bubble that slowly built up over a number of years burst in 2008, and we are still dealing with the consequences. Many people in the industry did not see this coming, or if they did, chose to ignore it. What became obvious after the bubble burst is that a focus on homeownership does not always have positive benefits.  A single approach to housing through homeownership is not to the benefit of society as a whole, nor the best policy for every individual. The crash and subsequent “great recession” begs us to ask whether we should continue with the current housing policy or reassess in order to avoid a mistake like this in the future.

One important concept to understand before delving deeper into America’s varied welfare state is how tax expenditures are the same as direct government spending.  Most people do not know what tax expenditures are and few view them as the same as direct expenditures. The Joint Committee on Taxation defines tax expenditures as, “revenue losses attributable to provisions of the Federal tax laws which allow a special exclusion, exemption, or deduction from gross income or which provide a special credit, a preferential rate of tax, or a deferral of tax liability” (Joint Committee on Tax Expenditures 2010-14). This just means that any law allowing an individual to pay a lower or different rate of taxes from the normal tax law is seen as an expenditure.  So being able to write off the interest on a home mortgage, excluding retirement benefits from taxable income, or writing off local property taxes from

your federal total would be a tax expenditure. The committee also states that tax expenditures
can be considered the same as direct spending programs, and that the two can be seen as alternative ways to accomplish the same goal (Joint Committee on Tax expenditures 2010-14). Thinking about tax expenditures in this way, instead of seeing them as loopholes or the normal operation of tax policy, opens our eyes to a broader understanding of the government’s role in our everyday lives and a more comprehensive understanding of the welfare state.

In addition to tax expenditures, this paper treats loan guarantees as welfare spending. Loan guarantees allow citizens, who would normally not qualify, to get a loan on the private market.  This is done by the government promising to pay the full value of the loan if the borrower defaults.  Howard (2007) claims that “Loan guarantees are an essential component of US housing policy.  Through this tool, the US government enables individuals with little income, few assets, or a poor credit history to qualify for mortgage loans from private lenders” (Howard

2007).  Only through government intervention would these people get loans.  Some may contend that loan guarantees do not constitute spending in the same way as a direct allocation, or even a tax expenditure, but when borrowers default, the government has to reimburse banks.  In recent years, when a wave of foreclosures swept the nation, that guarantee became all too real.  Loan guarantees are important in housing policy because they expand the number of citizens that can own their own home, without this kind of intervention by the government less people would own homes.  Loan guarantees do not only exist in housing either, the federal government also guarantees some student loans for very similar reasons. Before the

guarantee, banks would not loan money to students for college because they were high risk
borrowers, but after the government stepped in, it became much easier for students to get loans and college became available to a wider group of people.

This paper aims to explain the current state of United States housing policy. This examination relies heavily on path dependence theory.  First, I outline what housing policy looks like currently. I explain four major policy areas: rental assistance, tax expenditures, loan guarantees, and social regulation in the form of zoning. In the next section of the paper I explain path dependence theory and how it relates to both politics and housing.  To examine why housing policy looks the way it does I explore how increasing returns have affected four features that shaped housing policy.  These four features, due to increasing returns and path dependence, have immensely impacted the housing policy that exists in the United States.

First, I look at the history of major policies and how path dependence has resulted into what we
have currently.  Next, I examine the preference in America towards homeownership and how increasing returns from this has shaped housing policy. Then, I examine attitudes in the United

States about government and the poor and how that has affected government programs through increasing returns.  Lastly, to explain why housing policy looks the way it does, I explore the unique institutional features that make the United States less democratic than other advanced industrial countries, specifically the powerful role that interest groups can play in causing path dependence and shaping policy. After this in depth look at why housing policy

looks this way, the conclusion of this paper answers whether housing policy reflects an effective
welfare state and explores what could be done differently in housing policy to make it a more effective welfare program

Literature Review:
For my topic there are two circles of literature that I bring together: writings on the American welfare state and articles that explain path dependence theory and the role increasing returns has in politics.  I use United States housing policy to tie these two circles

together in a way that will give a better understanding of both housing policy and the American
welfare state more generally.

For the welfare state debate I draw heavily on Howard (2007, 1997) and Mettler (2011). Howard (2007) looks to undermine assumptions that the American welfare state is a

notoriously stingy spender compared to other advanced industrial nations.  Howard was one of
the first to expose the United States as a higher spender than usually thought.  He includes tax expenditures, loan guarantees, and social regulation as ways that the United States spends on the welfare state without using direct expenditures.  Howard shows that spending is still lower

in the United States than other countries, but it is much closer to the average than previously thought. Mettler takes what Howard did and examines these less overt welfare policies.  Her view is that because of their less obvious effect people do not see them as government policies and as a result are not fully informed about the policies that affect their everyday lives.  This miscommunication, she argues, undermines democracy in a way that is detrimental to our society.  The perception of how policies help or do not help is one of the main signs of support for government, and without understanding all that affects them, citizens cannot make an informed decision when voting or stating an opinion.  While Howard takes no opinion on these policies, Mettler argues their submerged nature make them disastrous to a democratic system of government. These perspectives on the welfare state have shaped my understanding of welfare policy and give a more accurate view of domestic spending in the United States.

The literature on path dependence theory is important as it ties much of my paper together and is the bases of my thesis statement. For this literature I draw upon Paul Pierson’s two articles on the subject (2000a, 2000b).  I draw on one author because Pierson does an outstanding job of summarizing much of the work done on the subject and he incorporates it all into his writings, which allows for a deeper understanding of the theory.  This theory has not been directly applied to United States housing policy before.  By using path dependence, I

argue that a better understanding of why certain events influence housing policy and other
events do not, is revealed.  The main benefit of path dependence theory is how it puts current policy in conversation with the past and the course of events that have led to that current policy.

For literature on housing policy I have been heavily influenced by Glaeser and Gyourko’s (2008) book Rethinking Federal Housing Policy.  They examine different policies and their economic effects, ultimately finding that restrictive land use policies keep housing from being affordable.  An article by Landis and McClure (2010) also called Rethinking Federal Housing Policy has also been influential in my understanding of United States housing policy.  This article argues for building upon programs that work, fundamentally changing the home mortgage interest deduction, and expanding fair housing policies to curb income segregation.  The Suburb Reader (2006) edited Nicolaides and Wiese has shaped my understanding of homeownership and given me historical context for this phenomenon and primary documents to draw from. Argersinger’s (2010) article on the fate of public housing in the post World War II era

profoundly impacted my understanding of the American welfare state.  Her analysis of
motivations behind policy led to my own conclusions about the effect of the Red Scare upon housing policy.

I contribute to the debate on America’s housing policy by incorporating it within the broader framework of the welfare state and linking it to path dependence theory. These three fields have not been brought together in such detail before.  By bringing the two interrelated fields of the welfare state and housing policy together I can help explain why the United States has the federal housing policy that it does. Much of what shapes housing policy can be linked to path dependence theory and the idea of increasing returns.  By using this theory, I bring a new perspective to housing policy and, as a result, conclusions can be drawn about the American welfare state more generally.   In this way, gaining an understanding of how path

dependence theory relates to housing policy can allow an understanding of how increasing returns affect the welfare state as a whole.

Path Dependence Theory
In order to explain federal housing policy in the United States I use the theory of path dependence and increasing returns.  The literature I draw from are two articles by Paul Pierson (2000a; 2000b) which do a great job explaining path dependence and the influence it can have in politics. Pierson also does an excellent job of summarizing the work of other writers on the subject, who have more specific aims than his own, in a way that adds depth to understanding path dependence and increasing returns.  Path dependence theory was first used in economics to explain the emergence of some larger firms and types of technology.  Essentially what path dependence states is that at a given point there are a variety of options that can be seen as the path forward, however only one path can be chosen.  Once a path is chosen, which can be for a variety of reasons, there are elements of increasing returns that reinforce the decision and make it harder to change courses.  So in path dependent processes, increasing returns and positive feedback mean that history is remembered and that when something happens is very important (Pierson 2000a). This means that small events earlier on in a process can have a

large impact, while big events in later stages are less consequential (Pierson 2000a).
A point that Pierson reiterates is that increasing returns can be especially intense in the realm of politics.  Political processes have characteristics that make them highly susceptible to path dependence: “the absence or weakness of efficiency-enhancing mechanisms of competition and learning; the shorter time horizons of political actors; and the strong status

quo bias generally built into political institutions” (Pierson 2000b).  The field of economics has a
corrective element that discourages path dependence in the majority of cases.  This element is

competition and learning within the market. Politics, on the other hand, has nothing similar to market competition and in fact has almost no competition for most of the goods and services it provides.  Short time horizons are particularly important in politics because it means long term consequences are not nearly as important as short term benefits. Most politicians only worry about 2, 4, or 6 year cycles, the amount of time before they are up for reelection. This means that long term consequences do not mean as much, because the benefits of those consequences would be accrued by someone else.  The strong status quo bias is very apparent in politics, from the practice of using precedent in judicial rulings to the rhetoric of good times trying to be recaptured. For these reasons the realm of politics can have intense examples of increasing returns and path dependence.

What I found most helpful in understanding the concept of path dependence was an example that Pierson (2000b) laid out:

Imagine a very large urn containing two balls, one black, one red.  Remove one ball, and then return it to the urn, accompanied by an additional ball of the same color.  Repeat this process until the urn fills up. What can we say about the eventual distribution of colored balls in the urn? … In each individual trial we have no idea what the eventual ratio of red to black balls will be … In any particular trial, the ratio will eventually reach an equilibrium … Sequence is thus crucial.  Early draws in each trial, which have a considerable random element, have a powerful effect on which of the possible

equilibria will actually emerge. (Pierson 2000b)
This was a mathematical example that shows how early events are much more important than later events.  I argue that in politics the early events, or draws, are not random or left to chance but they are instead a product of specific historical periods with specific influences that affect the kind of policy that we see today.

These early events, which are very important in cases of increasing returns, can be seen as “critical junctures” as they are the turning points for policies.  However, because of increasing returns, small events can have equally large effects as big events.  So what makes a particular juncture “critical” is that it starts the process of increasing returns (Pierson 2000a). For example, the implementation of the Home Mortgage Interest Deduction was a small event that created a large effect in housing policy. It was a part of a much larger income tax law and the exclusion of interest was a practice that dated back to the Civil War, and now as a result of increasing returns it is the largest housing policy in America.

The next step in understanding path dependence theory is understanding the elements that cause increasing returns.  Pierson (2000a) uses four elements conceptualized by Brian Arthur to explain increasing returns; I draw from these four elements and other features of path dependence to inform my own four causes of increasing returns. These are heavily informed by Pierson’s article, but I argue are easier to understand and more relatable to politics, since Arthur’s elements were written from an economics perspective. My four elements are:

(1) Large set up costs.  This could be for either the path taken or an alternative path.  If the path taken required large set up costs then there is an incentive to remain on that path.  Also, if leaving the current path requires large set up costs that can lead to a preference for the status quo. Depending on the time period, expensive alternatives are not always politically feasible.

(2) Spin-off effects.  When on a path, actors and institutions can emerge that encourage the current path. I call this spin-off, the original decision or policy was not intended to produce these actors, but because of unforeseen incentives, actors emerged to reinforce the current path.

(3) Coordination effects. If the benefit of an action increases as more people engage in the action then there will be increasing returns.  It will be difficult to establish this

coordination effect, but once it is established the increasing returns will increase exponentially.

(4) Expectation effects.  If there is an expectation that the current path or policy is
‘normal’ then that expectation causes increasing returns.  Seeing the current path as established and expected leads to a resistance to any change and hence path dependence.

These elements help in understanding why certain decisions set off on a path of increasing returns and other options do not.  What I argue is most important is when the critical juncture occurs.  The original action that sets us on the course of path dependence is a product of specific historical forces and arguments, so the time period in which a critical juncture emerges can influence policy long after that time period is over.  Also, when the features of increasing

returns occur is important as well, the features that encourage the established path are also the result of specific periods and this influences policy.  As we will see with housing policy, the timing of events is critical to the current policies that exist in the United States.

The Shape of US Housing Policy
Before trying to understand why housing policy looks the way that it does, we must first get an idea of what housing policy looks like currently. There are four broad categories that all housing policy can be lumped into: direct expenditures, tax expenditures, regulations, and loan guarantees. I will not be exploring every federal or local housing policy, that is a project for a much longer paper, but I have chosen major policies from each category. First, I explore rental assistance which includes public housing and section 8 vouchers. Next, I look at the Home Mortgage Interest Deduction, the major tax expenditure in housing and one of the most expensive social policies of the United States government (Mettler 2011). Then I explore the Federal Housing Administration and the loan guarantees it makes to broaden the availability of homeownership.  The last policy I analyze is local zoning law.  While not seeming like a housing policy, it is actually the major way local governments protect the value of their citizens’ homes.
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Direct Expenditure: Rental Assistance
Rental assistance is the most obvious way that the Federal government assists people’s housing needs, and it is home to one of the best policies for the assistance of low income renters.  Rental assistance includes a variety of policies that are all under the purview of the department of Housing and Urban Development (HUD) which was created in 1968. The major policies are public housing and section 8 vouchers, but there are other minor policies.  HUD

oversees a total of 5,063,071 housing units which serve 9.6 million people (HUD Picture of

Subsidized Households, 2008). These programs tend to be underfunded because, except for

the low-income housing tax credit (LIHTC), they “depend on yearly congressional appropriations and are vulnerable to changes in administration or congressional composition and sentiment” (Landis 2010). They also seem especially underfunded when you look at the demand and need for rental assistance.

Public housing was introduced in the United State by the 1937 Housing Act.  This was in reaction to the Great Depression and the prevalence of slums in major cities.  The policy aimed to increase the supply of housing which was constricted due to the economy, and to eradicate the slums that kept poor citizens housed in substandard living conditions. For a variety of reasons public housing was not successful and was eliminated in favor of section 8 vouchers (Hunt 2005). Despite the policy’s demise, the government still has an obligation to operate the remaining developments.  The number of projects has declined in recent years, especially with the HOPE VI policy that replaces “the nation’s worst public housing projects with new mixed- income, mixed-use developments” (Landis 2010).  Even with this decline HUD oversees

1,155,557 housing units that serve 2.2 million people, this is not an insignificant amount (HUD
Picture of Subsidized Households, 2008). The housing projects were built with federal funds and are administered by local housing authorities. The projects have below market rents and despite usually being in bad areas of town, have an average wait time of ten months (HUD Picture of Subsidized Households, 2008).
Section 8 vouchers were created in 1974 in response to the poor living conditions in public housing projects.  Developments had become associated with high rates of crime, concentrated poverty, and high drug use.  Section 8 vouchers give assistance to low income citizens, but instead of being stuck in a housing project, recipients can choose where they want to live. The program, currently called the Housing Choice Voucher Program, allows recipients to pay only 30% of their income towards rent and the voucher pays for the difference between

that and the fair market rent of the unit. This program has changed over time as improvements to the mobility of renters were created and more autonomy was given to the tenants rather than landlords. The program serves a little over 5 million people living in 2,209,675 housing units (HUD Picture of Subsidized Households, 2008).  This has been the most effective program for aiding low-income renters, but it is underfunded as can be seen through the fact that, on average, recipients spend 26 months waiting to enroll in the program (HUD Picture of

Subsidized Households, 2008). These numbers are probably even higher because some cities close their waiting lists for years at a time.  Citizens can go for years without assistance, despite considerable need.

What is most alarming and important about these programs is the number of renters who go unaided, despite a desperate need.  Every two years the department of Housing and Urban Development (HUD) makes a report to Congress on “Worst Case Housing Needs.”  These worst case needs are defined as very low income renters with incomes below 50% of the area’s median income, who did not receive government housing assistance, and who paid more than one-half of their income for rent or lived in severely inadequate conditions, or both of these things (HUD, Worst Case Housing Needs 2009).  The data from 2009 was reported to Congress

in 2011 and painted a startling picture. There were 7.10 million renters who experienced worst case housing needs in 2009, this was a 20 percent jump from 2007 when only 5.91 million renters experienced worst case needs (HUD, Worst Case Housing Needs 2009).  These are renters who get absolutely no aid and yet need it badly, also note that worst case housing

needs are people paying more than one-half of their income to rent, this is a different standard than what most programs use to decide affordability. Most programs, notably section 8, use the standard of spending 30% of income on rent as affordable. This is far below 50% and leads to the conclusion that even more people than the amount with worst case needs could qualify for federal assistance, but do not receive it. In fact, there were 17.12 million very low income renters in 2009 (HUD, Worst Case Housing Needs 2009).  That is over two times the number of renters with worst case needs.  Just the fact that 7.10 million renters are in dire need for assistance yet receive none is shocking, especially compared to other housing policies like the Home Mortgage Interest Deduction, which is much more expensive than Section 8 and is available to every homeowner in the nation. The gap between need and assistance is one of the most intriguing and shocking features of United States housing policy.

Though not a complete view of rental assistance these two policies are the major programs that aim to help low income renters. These programs are also what come to mind when housing assistance is thought of.  The reality that many Americans, who need housing assistance, go unaided begs the question of why. As I explore later in this paper much of this can be explained because of the focus on homeownership within the United States, which

leaves renters overlooked.  There are a variety of other policies that assist households and most
encourage homeownership over renting.

Tax Expenditures: Home Mortgage Interest Deduction
The golden goose of housing policy, the Home Mortgage Interest Deduction (HMID), is the oldest housing policy and the most expensive.  Reform of the deduction has been proposed numerous times over its lifetime but has remained virtually unchanged. The HMID was implemented as a part of the legislation that created the personal income tax in 1913. The policy was not originally meant as a housing policy. The interest on mortgages was deducted in the same way that interest from any form of debt was.  This exemption of consumer debt from taxation was “a tradition that dated back to the Civil War period” (Mettler 2011).  Though other forms of interest write offs have been eliminated, the HMID has not. This is partially due to the lobbying groups that emerged to fight for the deduction, specifically the National Association of Real Estate Boards (NAREB) and the National Association of Home Builders (NAHB) (Howard

1997). Another reason the HMID has so much staying power is because of the perception that it encourages homeownership.

The HMID works by deducting interest on a home loan from a person’s total income so that they can generate a lower level of taxable income (Howard 1997). Any interest paid on the mortgage does not count toward the total income that is taxed. This means that larger benefits can be received in two ways, either by having a larger mortgage which means more interest can be excluded, or by being in a higher income tax bracket.  If two citizens in different income brackets exclude the same amount of income, then the person in the higher income tax bracket will receive a larger benefit, because the income excluded would have been taxed at a higher

rate. So a $100 exclusion of income means a $15 benefit to a person being taxed at a 15% rate and it means a $30 benefit to someone being taxed at a 30% rate. Thus, in two ways higher income earners are disproportionately benefitted by the HMID. Higher income earners tend to have larger mortgages and are in the higher income tax brackets. Also, the HMID requires recipients to itemize their deductions which low income earners do not do, they usually just take the standard tax deduction.  The percentage of lower income taxpayers who take the HMID is much lower than the homeownership rate, in 2007, 60% of households with incomes between $30,000 and $40,000 owned their own home but only 11% took the HMID (Schwartz

2010). This skew toward upper earners is shown in the Joint Committee on Taxation’s data on
tax expenditures.  It shows that citizens who earned more than $100,000 a year totaled 40% of tax returns but received 69.2% of the value of all deductions (Joint Committee on Taxation

2010-2014).
There are other homeowner tax deductions that the government gives and, though not as big as the HMID, they are significant.  Homeowners can deduct the state property taxes they pay from their federal tax total, which cost about $15 billion in 2010 (Joint Committee on Taxation 2010-2014).  The exclusion of the capital gains from selling a home also cost the treasury another $15 billion in 2010 (Joint Committee on Taxation 2010-2014).  With the cost of the HMID at $90.8 billion for 2010 that is a total of $120.8 billion in tax expenditures spent on homeowners (Joint Committee on Taxation 2010-2014).  This is a huge cost to the treasury and dwarfs the operating budget of HUD, yet the majority of this benefit is going towards upper- middle class and upper class citizens.  As John Landis noted, “the current distribution of homeownership subsidies disproportionately favors those who would have the least trouble

attaining homeownership in the absence of government subsidies” (Landis 2010).  This issue is striking since one common rationale for these tax deductions is to encourage homeownership.

Loan Guarantee: Federal Housing Administration
One program that had a huge affect on expanding homeownership was the Federal Housing Administration. This program’s goal was to expand homeownership to groups of people that traditionally did not own homes, because they did not have access to home loans. The need for this program emerged out of the Great Depression, when homeowners were defaulting on their loans and mortgage uncertainty was seen as a cause for runs on the bank. The government “saw mortgage insurance as a tool against runs in the mortgage industry. Banks that sense trouble want to foreclose quickly on their housing loans in order to get the homes before the housing market collapses.  But if all banks foreclose at once, this will only hasten the housing market collapse” (Glaeser 2008).  So in order to shore up the mortgage industry and expand the dream of homeownership to more citizens, the government intervened.

First, the Federal Home Loan Bank system was formed, then the Home Owners Loan Corporation (HOLC) was established which refinanced existing mortgages (Landis 2010). Then the Federal Housing Administration was created to “entice uncertain lenders to make mortgage loans with reduced down payments on new homes” (Landis 2010).  The federal guarantees of loans did two important things: it changed the mortgage market and, by doing so, expanded

the amount of people who could receive home loans. During and before the Great Depression
loans tended to have short terms and required large downpayments of around 50%. The FHA lowered downpayments and extended the length of mortgages.  In fact, the FHA raised the maximum mortgage rate to as high as 93% of the purchase price and lowered downpayments to less than 10% (Schwartz 2010).  This “helped reshape the market for housing credit by showing lenders in the private sector that they could demand smaller down payments and longer loan periods and still stay in business” (Howard 2007).  A federal guarantee also meant lower interest rates, because banks were not as nervous about lending, and this lowered the monthly burden of households (Schwartz 2010).  With a federal guarantee, banks were now willing to lend to previously risky borrowers; this was especially important for low income homeowners.

That does not mean the FHA has been completely successful.  I would be remiss if I did not mention the criticism the FHA has received for marginalizing racial minorities through a process called redlining. Part of what the FHA did was establish minimum standards for construction, but they also applied standards for houses based on location, and this included

the racial or ethnic composition of the community the house was located in (Schwartz 2010).  In this process the FHA ranked different neighborhoods.  In lower ranked neighborhoods they would not guarantee loans, neither for people from those neighborhoods nor to buy homes in those neighborhoods. The lowest ranked neighborhoods, however, were always ones with a higher proportion of minorities. Documents from the HOLC, whose practices were carried on

by the FHA, in 1939 show this racism in action.  In an appraisal worksheet for neighborhoods
there were spaces for writing in the percent of foreign families and the percent of Negros

(Nicolaides 2006).  Neighborhoods with no or few foreigners and ones without Negros were

given good grades and federally guaranteed loans (Nicolaides 2006).  However, neighborhoods with a minority presence, and it did not matter if they were born in America, were given the lowest score and the economic class of the neighborhood did not matter, any minority

presence meant a lower grade (Nicolaides 2005).  This perpetuated the adverse situation of the
people in these neighborhoods because they could not leave, and there was no money being lent in the neighborhood to improve it.  This has been part of the reason for the continued segregation in American cities and for the decline of inner cities compared to the improved urban peripheries.

Despite these obvious shortcomings, the FHA is largely credited with the increase in homeownership rates from the 1950s to today. Homeownership rates, as a percentage of households, increased from 43.6% in the 1940s to 67.4% in the 2000s (Vale 2007).  The cost of the loan guarantees made by the FHA is surprising and pretty staggering.  In 2011 HUD reported

$245,956,000,000 of guaranteed loan disbursements made by private lenders (Office of
Management and Budget, 2013). This is a gigantic cost to the government, especially considering the FHA’s budget is only $8,818,000,000 (Office of Management and Budget, 2013). Now most of these loans the government will not actually pay for, but without these

guarantees many of the loans would not even have been made. The almost $246 billion is very much a form of social spending, because without the government policy in place, none of that money would be circulating in the economy.

Regulation: Local Residential Zoning
This policy is unique for multiple reasons and seems to not belong in the discussion of housing policy in the same way that the other policies do. First, there is no federal zoning policy in the way that there are other federal housing policies.  Second, on the surface it seems like zoning has nothing to do with housing but instead is about land use. I argue that zoning is an essential element of housing policy and has a large effect on housing markets.

Zoning was implemented in order to separate different uses of land. City planners and politicians created laws in response to citizens’ demands about not wanting to live near factories and industrial buildings. Zoning began as a way to isolate uses of land that had negative externalities and keep citizens from dealing with them. This has been a widely used policy tool, only one major city in the US does not use some form of zoning, Houston, Texas (O’Sullivan 2008). This same reasoning is what President Hoover used to encourage the implementation of zoning policies, “we inaugurated nation-wide zoning to protect home owners from business and factory encroachment into residential areas.  We called a national conference of experts who drafted sample municipal codes for this purpose.  When we started there were only 48 municipalities with zoning laws; by 1928, there were 640” (Vale 2007). This quote gives us a historical look at zoning policy in America and it shows a unique feature of the

American welfare state. The American welfare state uses federalism more than other countries do. Many decisions are left up to the states and zoning was one of them. Although, Hoover

saw how zoning could be beneficial he did not choose to pursue a national policy, instead he brought in experts and left the decision up to the states.

Unfortunately zoning has some negative side effects in regard to housing.  Local governments implement zoning laws to protect the value of citizens’ homes.  This is demanded by citizens because they want to protect their largest financial investment.  However, in order

to do this, zoning policies exclude certain land uses.  Housing values are negatively affected, not
only by proximity to industrial land uses, but also by the types of residential uses around the home.  Low income housing and multi-family housing units tend to negatively affect single- family stand alone housing values. As a result, zoning laws exclude these land uses.  The exclusion of lower income housing was done purposefully and was due to increasing returns over the history of zoning.  During the 1910s and 1920s cities across the country adopted regulations that could control private land use and this meant local governments, especially suburban governments, could exclude practices common in working-class neighborhoods (Nicolaides 2006).  These practices were legitimized in 1926 by the Supreme Court case of Euclid v. Ambler which upheld the right of local governments to employ zoning as a means to control the use of privately held real estate (Nicolaides 2006).  So, “by the time the federal government intervened in the housing market...during the 1930s, patterns and practices of exclusion were entrenched.  Federal housing policy, largely drafted and implemented by members of the real estate industry, followed a well-established path” (Nicolaides 2006). These seemingly small events of local zoning and a Supreme Court decision occurred at the right time and lead to the path that current housing policy is on, one result of this path was seen in our discussion of the Federal Housing Administration’s neighborhood rating system.

Zoning ordinances restrict housing supply through what are called exclusionary zoning practices. These practices can take many forms but the common ones are: mandating large

minimum lot sizes, making smaller housing areas unavailable; mandating large floor areas, meaning larger homes which are more expensive; and limiting construction to free-standing single-family homes which disallows apartments, attached housing, and manufactured homes (Nicolaides 2006; Downs 2008). Also, land control policies affect the jobs-housing balance in areas.  “The suburban jurisdictions where job opportunities are most plentiful offer relatively little affordable rental housing. The same regulatory barriers that constrain housing supply overall also severely limit the production of modest, higher-density rental housing in these job- rich jurisdictions” (Katz 2008).  This means for lower income workers they have to travel further to get to their job or pay more for housing near their place of work.

Zoning fixes the supply of housing and this has negative effects on the housing market, especially in regard to affordability. Glaeser and Gyourko (2008) found that in supply- constrained markets housing prices can be more volatile, because only prices can change to adjust for demand, there can be no supply increases or they are small compared to the demand increases (Glaeser 2008).  This means that prices increase faster in those areas when demand increases, and prices decrease more when there is a downturn in the market.  In their book Rethinking Federal Housing Policy Glaeser and Gyourko reported that housing “prices in the areas with the strictest (land) controls average over $130,000 more than those in areas with the average land-use control regime” (Glaeser 2008).  In two studies by Glaeser and Gyourko they explored why housing was expensive in Manhattan and what impact building restrictions had

on prices.  They make the point that the difference in housing prices from the cost of
construction is the best way to measure the social cost of zoning on the housing industry, because low income levels are not the fault of the housing market.  If people cannot afford

housing because they are poor that is a separate issue from housing being fundamentally unaffordable in certain markets.  “A housing affordability crisis means that housing is expensive relative to its fundamental cost of production – not that people are poor” (Glaeser 2003).  In their 2003 article, they found that in some areas of the country, like Detroit and Philadelphia, housing prices were below construction costs; in some areas along the Sunbelt, prices were close to construction costs; and in coastal areas, like Manhattan and Palo Alto, prices were far above construction costs (Glaeser 2003).  What is important is that the places with high prices are expensive because they are highly regulated, “almost all of the very high-cost areas are extremely regulated – even though they have fairly reasonable density levels” (Glaeser 2003).

In their other study on Manhattan they broke things down into more concrete numbers, they
examined the cost of construction by square foot for condominiums versus the selling price of condominiums in the area.  They found that construction costs were about $300 per square foot, but condominiums would easily sell for twice that much. This led them to conclude “that some form of regulatory constraint means that the cost of housing now is at least 50% more than it would be under a free-development society” (Glaeser 2005).  Construction is a very competitive industry and has few barriers to entry.  These elevated prices are not due to some sort of industry mark up, but are instead a result of zoning and other building ordinances.

Zoning policies, though originally implemented for the legitimate reason of separating land uses, were twisted to create communities excluded to the poor and racial minorities. To most people these policies seem second nature and are expected and, as the expectation effect would suggest, this has lead to increasing returns in zoning policy. Many municipalities adopt it because it is expected and they do so because other municipalities have adopted it. This is one

example of path dependence in housing policy.  However, things are starting to look up for suburban renters. “Suburban governments all over the United States are beginning to adopt programs and take action to grow a more diverse housing stock,” they are doing this by implementing inclusionary zoning policies and encouraging developers to create more diverse communities (Pendall 2008).  However, this movement is not widespread and both developers and residents are resisting these changes.  For areas in desperate need of change this adjustment to policy will not meet the demand for affordable housing, to meet this need would require a drastic change to local zoning policies.

Figure 2:
	Policy
	Cost
	Type
	Beneficiary

	Public Housing: Section 8 Vouchers: Total:
	$6.6 billion

$18 billion

$24.6 billion
	Direct Expenditure
	Renters

	HMID: State Tax: Capital Gains: Total:
	$90.8 billion

$15 billion

$15 billion

$120.8 billion
	Tax Expenditure
	Current Homeowners

	FHA Loan Guarantee:
	$246 billion
	Loan Guarantee
	Potential and Current

Homeowners

	Condominium prices: Housing prices:
	50% increase

$130,000 increase
	Regulation
	Current Homeowners


Source:  Office of Management and Budget 2012; Joint Committee on Taxation 2010-2014; Glaeser 2003; Glaeser 2008.

After looking at the different policies that constitute housing policy in the United States two major themes emerge: there is an obvious favoring of homeownership over rental housing,

and higher income citizens receive more benefits than lower and moderate income citizens. This second theme is very strange considering that these policies are a part of a welfare state. Welfare states should be helping to even the playing field between low and high income citizens, not exacerbating the gap between them. The preference for homeownership is also interesting considering most homeowners are relatively well off and most renters are low income and in need of the government’s aid.  Once again this is strange as a part of a welfare state. The last idea that emerges after examining all these policies is that they are the result of increasing returns and path dependence within the United States. Each policy could be traced through a path of increasing returns, but instead I will explain the shape of housing policy through four features of the American political landscape that were all subject to some form of path dependence. These four features each affected all of the housing policies in the United States and path dependence is what they all have in common.

Why Does U.S. Housing Policy Look This Way?
Answering this question is no easy task. Policies, especially national ones, are influenced by a variety of factors and to pinpoint a certain cause as the reason things look the way they do can be problematic.  I have identified four major reasons as to why America’s housing policy looks the way that it does.  Each deals with unique aspects of the United States and only by considering all of them can we get a complete picture of why housing policy looks this way. What links all four reasons is the concept of path dependence, each has a feature of increasing returns and for some the effect has been more extreme than for others. The first reason is history; there have been historical events and trends that shaped the policy we have currently and ignoring a policy’s history can cause you to miss important influencing factors.  The next reason is the preference for homeownership over renting. I can say with confidence that without a preference for homeownership, U.S. housing policy would be drastically different today. The acceptance of homeownership as the standard for the American way of life was the product of a specific time period and was subject to increasing returns.  Another reason is American attitudes about government and the poor.  How Americans view government and the poor affects how politicians go about solving societal problems or whether they do at all. These expectations limit the type of changes made to policy or new policies that are enacted. The last reason to explain why housing policy looks this way is the institutional factors in America that hinder democracy, specifically the power interest groups can have in America.  Certain groups

or industries are able to gain favor in government and can influence policy, this process itself is
subject to increasing returns and the impact of lobbying and campaign contributions is important to understanding housing policy.  These four reasons are not independent, many

influence each other and even cause one another, but by examining all four we can get the best answer to this question.

Historical Influence
History has a profound influence on policy, there are precedents set and decisions made long before any new policy is written or implemented.  This can be seen in housing policy and

its development through the 20th century.  Historical influence can be simplified to the
statement that history matters. As I discussed in the section on path dependence theory, when something happens is as important as what happens, and in some cases it is more important. This section outlines how historical forces have influenced our current policy, and I attempt to show when critical junctures occurred for housing policy.

The history of housing policy traces back to the emergence of industrialism and the reform movements revolving around slums in major cities. As industrialization took hold in America, more citizens were living in cities, and the cheapest housing available was not of the highest quality.  Jacob Riis felt that single family homes were much preferable to the crowded tenements in cities. He wrote in 1900 that, “a shanty is better than a flat in a cheap tenement, any day ... The tenement itself, with its crowds, its lack of privacy, is the greatest destroyer of individuality, of character.  As its numbers increase, so does the element that becomes criminal for lack of individuality and the self-respect that comes with it” (Vale 2007).  Early reformers focused on eradicating the slums and making sure everyone had quality housing.

Though the Home Mortgage Interest Deduction was created in 1913, it was not conceptualized in the way it is thought of today. In fact, when the HMID was put in there was very little debate over it, there was “one brief complaint about the lack of comparable treatment for renters,” but other than that it was passed without controversy (Howard 1997). That an exemption for housing interest was put into the income tax law may seem strange to us now, but at the time it made perfect sense. At that time interest on debt for business expenses was not considered income because the debt was being used to invest and create future income, the policy makers did not want to discourage investment.   Housing fits into this because, at that time, there was a lot of crossover between personal residence and business.

For example, if you owned a home you could live on the second floor and run your business
during the day on the first floor. So “rather than distinguish between goods purchased for

business or home use, officials decided to allow deductions for interest on all debt” (Howard

1997). This is one example of unintended consequences of policy and shows the critical juncture for the HMID. This rather nondescript section of tax law has evolved into one of the biggest entitlements in the modern welfare state.  This was done through the process of increasing returns and as a result any attempt to stray from this path is met with resistance and outright objection.

Around 1920, the virtues of homeownership started to be extolled. There was some allusion to it before this time, but it was not until the 1920s that government and private industry began a concerted effort to promote homeownership (Rohe 2007).  The role of homeownership will be explained in more detail in the next section of this paper, but it is worthwhile to note that homeownership became a talking point around this time.  Some of this

rhetoric showed results as the homeownership rate rose in the 1920s, but the Great Depression led to a reverse in this trend (Figure 3).  It cannot be understated that the Great Depression had a profound effect on modern housing policy. The failures of the financial industry and the foreclosures that swept the nation caused a number of policies to be enacted, setting precedents for the policies we have today.  The Great Depression saw a number of policies revolving around the mortgage industry, the HOLC and the FHA were both formed during this time to increase liquidity in the market and encourage lending.  Importantly, the failing of the private housing market led to the 1937 Housing Act which allowed the government to enter

into the housing market with public housing projects.  The seemingly unrelated event of the
Great Depression shaped housing policy, proving that when policies are introduced is important.  This was especially true for public housing, which was full of shortcomings, and its eventual replacement was inevitable in the face of anti-communism after World War II. However, the timing of its proposal allowed for its passage which would have been nearly impossible at later junctures.

World War II also marked an important juncture for housing policy. The war led to a vast migration of workers to cities where there was a shortage of housing and people were forced to live with family members or share apartments. Also, cities tended to have a larger proportion of rental housing, so homeownership rates were at an all time low for the 20th century (Figure 3).  In order to fight the war, the government was forced to raise taxes and this was important for the development of the HMID. During WWII the income tax expanded from an elite tax to a mass tax and that meant “many more home owners were paying income taxes and therefore potentially eligible to take the deductions” (Howard 1997). With more tax payers

and deductions there was a sudden increase in the amount of money spent on the Home

Mortgage Interest Deduction.

Coming out of WWII, there were multiple economic forces that influenced the housing market, and in turn, influenced housing policy.  First, the constricted supply of housing from the Great Depression came to a head after the war was over. Due to the migration of workers

there was a huge increase in demand for housing in cities, especially industrial cities.  To further bolster demand, the returning GIs needed places to live; they had been gone for a number of years and were now returning. The sudden increase in demand did not go unnoticed by the government. This led to a reliance on policies, like the FHA, to expand credit to a greater number of people. It also led to policies like the GI bill that included a provision to guarantee loans for GIs and those loans required no downpayment. Some of these pressures can be seen in the preamble to the 1949 US Housing Act as Congress pledged itself to “the realization as soon as feasible of the goal of a decent home and suitable living environment for every American family” (Landis 2010).  During the 1950s a huge boom in construction and expansion of suburban homes occurred, much of it was due to government policies that encouraged homeownership and the economic shifts that influenced that same housing policy.  Throughout this time and continuing after it, zoning policies separated the residential districts from

industrial, and kept low-income housing away from valuable single family residences.  Suburban
residences became more isolated and economically homogenous.  These preferences and expectations were only magnified by policies at the time, from the FHA practice of redlining to the use of exclusionary zoning.

The huge boom in housing can be seen in the increased homeownership rates and the development of suburbs across the United States during this time. After this period of expansion and consumption, a fiscal regime of austerity began to take hold in the 1970s (Pierson 2001).  This lead to a decrease in social spending when possible, a concern over the

deficit that is still present currently, and meeting new social spending programs with resistance. This can be seen in the shift from public housing to housing vouchers; the vouchers represented a decrease in government involvement and were a more cost effective way of delivering the service.  Public housing, after facing much resistance during the anti-communism era, saw the elimination of the program during this regime of austerity. Once again timing and path dependence were crucial to housing policy. Since Section 8 vouchers emerged during this time of fiscal austerity they were a popular alternative to public housing and the standard of them being a very small program was set.  Expectation effects and large set up costs to alternative policies kept these patterns in place up to present times.

The fiscal austerity that Pierson (2001) outlined led to a focus on taxation, both the use of tax expenditures as a way to provide social spending and the decrease in taxes when possible. This came to a head in 1986 when President Reagan reformed the tax structure. This may not seem like an event likely to influence housing policy, but because of the size of the HMID and the expansion of homeownership, the 1986 tax reform constituted “the largest cutback in the history of the program” (Howard 1997).  Just as the expansion of the tax base during WWII led to an unintended growth in the HMID, a cutback in the tax system led to a cutback of the HMID.  At this point, spin-off effects and increasing returns influenced housing policy and created a new policy.

The Reagan administration wanted to get rid of all tax expenditures or loopholes and Real Estate lobbyists realized the danger this posed to their industry and fought to keep the HMID on the books.  Fighting for higher taxes did not make much sense for the housing industry lobbyists, so instead they warned of the negative effects a cutback of the HMID could have on the housing industry. As a result, the low income housing tax credit (LIHTC) was created to “counter the potentially negative impact … on construction of affordable housing” from a cutback in the HMID (Howard 1997).  The LIHTC program “permits states to issue federal tax credits that can be used by property owners to offset taxes on other income or can be sold to outside investors to raise initial development funds for a project” (Quigley 2008). Put simply

and specifically, the LIHTC “allows investors in qualified rental housing to reduce their federal
income taxes for 10 years by a fixed percentage” (Schwartz 2010).  However the LIHTC has been largely unsuccessful as there has been a shortage of housing units affordable to households

with less than 30% of the median income and a surplus of units affordable to citizens with
incomes between 30% and 80% of the median (McClure 2010; Nelson 1994).

Historical forces and events have major implications on public policy. This is definitely true for federal housing policy. Forces resulting from the Great Depression and World War II led to a huge expansion in housing and demand for housing. Events that seem trivial had big

implications for policies like the Home Mortgage Interest Deduction and led to the creation and
expansion of other programs.  Path dependence and increasing returns are prevalent throughout housing policy’s history. Spin-off effects, coordination effects, expectation effects and large costs were all present as different policies emerged. Also the timing of certain

communism was becoming more common, right before a cold war with socialist countries, and the Red Scare, doomed the policy from the start. As I explore in the next section of the paper, homeownership preference emerged in response to this socialist and communist scare. This Red Scare also meant any program associated with communism was no longer practical. More importantly it meant that home owning and not renting became the expectation for Americans and hence the focus of federal policy.

Preference for Homeownership
Housing policy is unique from other social policies because there are two different kinds of housing that have to be accounted for when policy is made. There are not two distinctly different styles of medicine or retirement that policy makers have to consider, but for housing this does exist.  The two types of housing are renting and homeownership.  After examining the United States’ approach to housing policy it is clear that homeownership is favored.  I argue the way to explain this favoritism is that there is a preference for homeownership over renting in America, and this preference is a result of increasing returns from the Red Scare following World War II.

Looking at the history of the United States, there are many factors that could be seen as the origin of homeownership preference, but measuring preference is hard to do and pinpointing it on one event or person is even more difficult.  One cultural force in America that can begin to point toward a preference of homeownership it is the value of individualism. The value of individualism is very prominent in America and a sink or swim type of attitude is taken

in everything from the economy to sports. Within housing there is nothing that could embody individualism more than homeownership, only by owning a home can a family be completely independent and not reliant upon anyone.  Renting, by its very nature, requires a sense of communal living and dependence, at the very least, upon the landlord.  The 1900s saw a whole different preference of homeownership as a battle emerged between renting and homeownership in rapidly growing cities. Though the emergence of the suburbs as a preferred location to live occurred in the late 19th century and had started to shape some understanding of homeownership, the first widespread campaign for homeownership started in the 1920s. From the late 19th century until the 1920s the homeownership rate actually declined as a result of the effects of industrialization (Figure 3).  People were moving into the cities where rental housing was more readily available.

Figure 3:
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Against the background of this decline Herbert Hoover stepped on the scene and, first as secretary of commerce and then as President, “served as the most visible champion of a wide variety of movements that connected the virtues of citizenship with the necessity of homeownership” (Vale 2007).  Hoover was instrumental in shaping a preference for homeownership even though his efforts did not take a widespread hold until the 1940s and

1950s. This effort by Hoover created spin-off effects and expectation effects in the housing industry, interest groups like the NAREB gained more influence with the support of a prominent political figure and the expectation of homeownership as creating good citizens became prevalent in politics.

By 1921, when Hoover took office as Secretary of Commerce some organizations that were benefiting from the HMID started to push homeownership and the virtues associated with it.  Hoover inherited the “Own-Your-Own-Home” movement and he made the most of it, so

that he could promote both home building and homeownership (Vale 2007).  The Own-Your-
Own-Home campaign remained active and prevalent throughout the 1920s, their efforts ranged from passing out buttons and pamphlets to picketing with signs.  By 1929 the Better Homes campaign that Hoover created “boasted 5,960 local chairmen,” and influenced every state (Vale

2007). At this time, the virtues of homeowners became a common rationale for expanding
homeownership and supporting government policies to do so.  In 1931, The Better Homes
Manual written by B. Halpert was released and it proclaimed,

A family that owns its home takes a pride in it … and has a more wholesome, healthful, and happy atmosphere in which to bring up children.  The homeowner has a constructive aim in life. He works harder outside his home, he spends his leisure more profitably, and he and his family live a finer life and enjoy more of the comforts and cultivating influences of our modern civilization. (Vale 2007)

These, along with some economic reasons for owning a home that had to do with family savings, began to emerge as virtues of owning a home and would take complete hold following World War II during the resistance to communism.

Near the end of the Great Depression the 1937 U.S. Housing Act presented an alternative to homeownership. The champion of the Housing Act, Catherine Bauer, foresaw a country with a variety of public housing options for citizens of all different income levels.  She envisioned municipality controlled housing authorities, but also “limited-dividend corporations, building societies affiliated with labor unions, and nonprofit cooperatives” that could build working class rental developments that were removed from the speculative market (Hunt

2005). Despite this lofty vision, public housing did not achieve its goal. The Red Scare and fear of communism became a huge turning point in housing policy and cemented the preference for homeownership.  Here, timing in the political process shows its importance, because public housing emerged in an era of anti-communism and was associated with communist or socialist countries, public housing never stood a chance in the United States.  Had it emerged earlier, before America had prominent communist enemies, the story of public housing would be very different. Instead, the Red Scare ended any mass implementation of public housing and instead shifted the focus to an entirely different form of housing.

The threat of communism, though unrealistic now, was a very real concern after World War II.  The Red Scare and McCarthyism swept the nation, questioning loyalties and proclaiming what was and what was not American.  What came to the fore front of this culture war was the issue of housing.  Even though housing reform was a major issue before the war,

the containment of communism at home and abroad eclipsed reform agendas and
reoriented priorities, and affordable housing became less a domestic necessity than a foreign policy problem. The onset of the cold war served to narrow domestic policy alternatives and heighten the risk of advocating housing reform. It was no coincidence that Senator Joseph McCarthy embraced homeownership as the frontline battle against communism and led the fight against public housing. (Argersinger 2010)

Public housing became a threat to democracy, and homeownership was the way to solve it, because homeownership would encourage democracy.  The Red Scare became a critical juncture in housing policy and the welfare state more generally, because it limited policy alternatives for the United States.  As path dependence theory explains, taking a certain path does not mean we will stay on that exact path, rather it limits and bounds any change that occurs.  For example, during the Red Scare, the path toward public housing was closed and

because of that, future policies focused on homeownership. From that point forward, rental assistance was much smaller than assistance to home owners.

Housing industry players also played a big role in proclaiming the benefits of
homeownership.  Argersinger (2010) in her article on this topic quoted an NAREB official saying that homeownership “is the bulwark of a democratic form of government” (Argersinger 2010). Homeowners were proclaimed better citizens and, despite public housing supporters’ best efforts, residents of such projects were seen as second class citizens and their loyalties were questioned. In 1952, “Congress directly challenged the loyalty of public housing tenants by requiring public housing residents to sign loyalty oaths, certifying that they were not members of subversive organizations” (Argersinger 2010). This direct contention of public housing tenants’ loyalty and citizenship was in conflict with how homeowners were perceived. Though there was a movement by housing reformers to proclaim public housing as equally essential to democracy the homeowner side did not fight fair.  Argersinger (2010) argued that opponents of public housing appealed to racist and nationalist claims to undermine public housing, and most importantly they presented the program as “dangerously un-American” (Argersinger 2010).

The overpowering of the homeownership ideal is seen in how Catherine Bauer, once public
housing’s biggest proponent, rejected the idea of public housing. After having her citizenship challenged in 1957, she pronounced public housing as “quite alien to any American ideal of community” (Argersinger 2010).

The eventual victory of homeownership was also supported by the economics of the time. After gearing up production for World War II and leaving its competitors to rebuild their countries, the American economy produced goods on an unprecedented scale and this allowed

America to consume at very high levels. Homeownership fits nicely within this movement toward consumption because, besides having to buy a home, homeowners had to purchase all of the goods that went into a home. This also became a selling point in the battle against communism. When Nixon went to China, he brought with him the modern kitchen and all its appliances.  One spin-off effect and also an expectation effect of homeownership’s victory was the use of homeownership in defining America as fundamentally different than communist countries.  This in turn led to a definition of consumption as citizenship. The ability to consume separated the United States from communist countries and this became a source of pride. Due to this link with consumption, homeownership became associated with the well being of the economy.  If home sales and construction were up, then the economy as a whole was seen to be doing well.  This link caused the expansion of homeownership policy.  In most cases, government homeownership policies were created “to stimulate construction activity and the overall economy” not to explicitly encourage homeownership (Carliner 1998; Collins 2007).

Another factor worth discussing briefly is the emergence and popularity of the suburbs in the 20th century.  Not all homeowners lived in the suburbs, but the suburbs were where new single-family homes were built. The space to build these homes existed there and one coordination effect was that as more people moved to own homes in the suburbs, the suburbs became the ideal place to raise a family and the suburbs became the expectation of homeownership and citizenship (Nicolaides 2006). The expansion of the suburbs is inextricably linked to homeownership and vice versa.  The emergence of the suburbs and the policies that came to be associated with them, like exclusionary zoning policies, were a spin-off effect of a preference for homeownership.

The argument that homeowners are better citizens, and better for cities and communities, remains a common argument used to promote homeownership policy.  Studies show that these arguments are based in some facts.  DiPasquale and Glaeser (1999) found that “homeownership is strongly correlated with variables that attempt to measure good citizenship” these were things like group membership and voting in local elections (DiPasquale

1999).  When compared to renters, homeowners voted at higher rates, 77% of homeowners
vote in local elections compared to 52% of renters (DiPasquale 1999).  Holian (2011) found similar results, he discovered that “homeowners are more likely than renters to vote,” and dissatisfaction also played a role, “dissatisfied citizens are significantly more likely to vote, and this effect appears to be strongest among homeowners” (Holian 2011).  So there is some truth to homeowners being better citizens, they are more committed to the neighborhood they are in and are likely to take better care of their residence than renters. With that being said, “research has not yet managed to quantify any truly convincing positive externalities that may derive from homeownership,” these features could be a result of the type of person that decides to own a home (Glaeser 2008).  Homeownership may not instill these features in citizens; instead citizens with these values may just tend to be homeowners.

Homeownership became the preferred method of housing through increasing returns and a path dependence that started with Hoover’s focus on homeownership and was amplified by the events of the Red Scare.  Events and movements have shaped our understanding of homeownership.  I argue the focus on homeownership stems from the Red Scare following World War II, that time in history saw a shift toward the preference of homeowners and a declaration of their virtues.  Renters, on the other hand, have been marginalized ever since.

This can be seen in the individual policies that make up overall housing policy. A majority of policies benefit homeowners or protect homeowners and the most expensive policies are aimed at homeowners (Figure 2).  Meanwhile renters fight for mere scraps of aid and their programs tend to be underfunded. The preference for homeownership is an important reason for why housing policy looks the way that it does and this preference has been shaped heavily by increasing returns that have caused the United States to stick to a path of homeownership policy.

American Attitudes about Government and the Poor
Attitudes about the government and the poor are important because of how they can affect housing policy and the welfare state. Though limitations to democracy in the United States will be examined later, in a democratic society the will of the people is reflected in the policies of the government. So, to the extent that government policies do reflect the will of the people, American attitudes about the poor and about the role of government are important. Also attitudes are subject to increasing returns and are affected by coordination and expectation effects.  As more people accept similar attitudes, the benefit of holding those attitudes increases.  If a person believes that taxes should be lower and aid should not be given to the poor, then the benefit of that position will increase as more people agree and policy will reflect this new wide spread belief.  Expectation effects are also present because when attitudes are prevalent they are legitimized. These legitimized, prevalent attitudes are then expected and changing the status quo becomes difficult.

I argue that a critical juncture for attitudes about government, the welfare state, and the poor occurred during the Red Scare following World War II. During the Great Depression, aid to the poor and needy was expected and readily accepted; however, in our current political environment, this is no longer true. This can be seen in the stingy benefits given and the hoops recipients are required to jump through. It can also be seen in the generally negative attitude toward people receiving assistance, and that even the term welfare has negative connotations in our society.  As Skocpol (1992) wrote, welfare refers to “unearned public assistance benefits, possibly undeserved and certainly demeaning” (Skocpol 1992).  The change to this type of attitude and conception of welfare took place during the Red Scare, not completely, just enough to start the process of increasing returns.  These increasing returns culminated in the

Reagan revolution, and the current Tea Party and libertarian movements. During the Red Scare
the United States worked to define itself in opposition to communism and this meant attacking anything associated with communism.  This was especially true for government programs, anyone, as Catherine Bauer can attest, was attacked for proposing government spending programs or programs seen as anti-American.  Recipients were also vilified, and their loyalties were questioned as exemplified with public housing residents (Argersinger 2010).  This led to a shift in viewing the poor, and the welfare state more generally, in a negative light.

Current statistics illustrate this negative American attitude about the poor. Part of the way Americans perceive the poor is not that they are undeserving of aid, but that they can work their way out of poverty or are just lazy. Structural barriers in society are not seen as

important, only the self determination of the individual poor person. In an article exploring
why the US does not have a European-style welfare state, Alesina et. al. (2001) found that 60%

of Americans but only 26% of Europeans believe that the poor are lazy (Alesina 2001). In the Kaiser Foundation’s Role of Government Survey 66% of people said, most people who want to get ahead can if they work hard, while only 32% say hard work and determination are not a guarantee for success (Role of Government Survey, 2010). Part of this is a view on social mobility in America that does not exist elsewhere, 71% of Americans but only 40% of Europeans believe the poor have a chance to escape poverty (Alesina 2001). Alesina et. al. also point out the role that race plays in Americans’ support of welfare.  A disproportionate share of low income individuals and potential recipients of welfare are racial minorities, “race is the single most important predictor of support for welfare” and America’s troubled race relations are clearly a major reason for the absence of a European-style welfare state (Alesina 2001).  Views on the poor are important, but so are attitudes about the government and specific policies.

Support for the welfare state and government is more complex.  There seems to be a paradox that citizens want the government to provide certain services, but they do not want higher taxes. Some citizens also favor decreased government spending in general.  Howard (2007) highlights the mixed signals that are sent by citizens who “feel that government is too powerful and cannot be trusted, and yet who want government to do more to help the elderly, the sick, the poor, and children” (Howard 2007). This is supported by the data and opinion polls on the subject. A majority of Americans wanted more government intervention to ensure

access to health care, reduce poverty, and aid public schools (Role of Government Survey,

2010).  When asked about specific policies, large majorities of 96%, 95%, and 91% felt Medicare, Social Security, and aid to public schools were important (Role of Government Survey, 2010). Even hotly contested welfare policies like unemployment benefits and food

stamps were seen as important by majorities of 91% and 85% respectively (Role of Government Survey, 2010).  When asked about actual spending increases 67% wanted the government to spend more on health care; 77% wanted more spending on education; and 51% wanted more spending on pensions (Howard 2007). These expectations of government are countered by contradictory opinions on government power and taxes. In a Gallup poll from 2011, 57% of people thought the government has too much power and 56% of people were willing to take less services and lower taxes rather than leaving things as they are or increasing taxes and receiving more services (Newport 2011).

Anthony King made a striking observation in 1973, “the state plays a more limited role in America than elsewhere because Americans, more than other people, want it to play a limited role,” they want the state to play the role of the referee not the manager, in most affairs in society (King 1973).  This is true to some extent, but after looking at the statistics I believe Feldman and Zaller’s analysis is more accurate. They gathered results from a survey and found that most Americans are conflicted about the kind of welfare state they want because of a tension between humanitarian and individualistic impulses (Feldman 1992).  This tension is important because it creates the need for policy makers to “look for ways to expand government’s role without seeming to expand government” (Howard 2007).  Societal attitudes affect policy in exactly this way. Policy makers, in order to get reelected, have to fight this tension.  This tension, the result of coordination and expectation effects, causes increasing returns.  Small shifts in attitude about the poor and government during the Red Scare have set up a process of increasing returns and kept American attitudes on a certain path that exists today.

Limitations to Democracy: The Power of Interest Groups
Housing policy is heavily influenced by the legislators that create it and therefore the system of democracy that elects those legislators.  Like most modern democracies, the United States is not perfect; not all institutions and citizens act in accordance with any ideal definition of democracy.  Ideal versions of democracy occur mostly in theory, rather than in practice. However, the United States has a variety of features that make it less democratic than comparable countries.  For example: there are unelected officials that hold large amounts of power, like the Supreme Court; districts are quite large so legislators are charged with representing a variety of interests, but in practice focus on a limited range; and the Senate over-represents rural areas because each state gets the same amount of representation, despite enormous differences in population.  But none of the undemocratic features are more important than the tremendous influence of lobbying and campaign contributions. I am

choosing to focus on lobbying and campaign contributions because of the direct effect they can
have on housing policy and the welfare state, without citizens being aware of it.

The actions of interest groups have a profound effect on the policy that is enacted and the democratic nature of a society.  But, what is democracy?  The first, and more commonly known, version of democracy is participatory democracy.  In its simplest form this just means citizens being able to vote and participate in their government.  However, these opportunities to participate must be meaningful opportunities, commonly thought of as “more direct referenda at the national level and greater citizen involvement in community-level political

institutions” (Mutz 2006).  The other version of democracy is referred to as deliberative democracy.  This type of democracy has to do with the process of decision making, it argues

that “the decisive political act is that of engaging in public debate with a view to the emergence
of a consensus” and the overall goal should be “rational agreement rather than compromise”

(Bohman 1997).  I argue that interest groups negatively influence both types of democracy.

The actions of interest groups are examples of spin-off effects. Policies such as the HMID created interest groups, like the NAREB, who between the mid-1920s and the mid-1950s encouraged the federal government to enact the FHA, preserve the FHA, and give interstate highway subsidies (Nicolaides 2006). The NAREB and other interest groups use their tools of lobbying and campaign donations to get policies that help their industry. By most accounts the real estate industry has been very successful in getting their way. Besides lobbying for policies, they also joined Senator McCarthy in attacking public housing and encouraging homeownership (Nicolaides 2006).  The power of interest groups is obvious within housing policy and can partially explain why housing policy looks the way it does. Most importantly, these interest groups became a part of a pattern of increasing returns within housing policy and kept the United States on the path that it is on.

Interest groups have access to politicians and institutions in two ways: they can spend money on lobbying which will send a lobbyist to a politician, or institution, to try and persuade them to be on the interest group’s side; or they can spend money on a candidate by donating to their campaign. This inhibits deliberative democracy by changing the focus of debate on issues.  As Gutmann and Thompson (1996) argue, deliberative democracy should put “moral

reasoning and moral disagreement back at the center of everyday politics” (Gutmann 1996). This would mean that debate on issues would center on the substance of someone’s argument rather than the motives of that person (Gutmann 1996).  Interest groups and their access to candidates cause motives to be questioned.  There is an assumption that money donated to a candidate will result in favorable policies for the interest group.  This means that debate on issues is focused more on possible motives for politicians than the legitimate reasoning behind their argument.  This directly inhibits deliberative democracy.

Interest groups also inhibit participatory democracy.  This is because interest groups fight for and defend policies that are submerged and obscure the role of government to average citizens.  In this aspect I agree with Suzanne Mettler and her analysis of the welfare state. Mettler (2011) argues that policies like tax expenditures and loan guarantees mobilize

interest groups to fight for their interests, but citizens do not become mobilized and never fight
for more equitable benefits (Mettler 2011). She makes this point by arguing that policies like tax expenditures and loan guarantees, which do not seem like welfare benefits, “obscure the role of the government and exaggerate that of the market, leaving citizens unaware of how power operates, unable to form meaningful opinions, and incapable, therefore of voicing their views accordingly” (Mettler 2011).  This means that opportunities presented to citizens are not meaningful opportunities to participate.  Citizens are uninformed and as a result cannot vote or participate in the political process in a meaningful way.  Interest groups, on the other hand, see the obscured role of government and use the ability to lobby and make campaign contributions to promote their interests.

In order to understand the effect that interest groups can have, especially within the housing industry, I will examine the money spent on lobbying and campaign contributions. Lobbying has become an important part of the political process, interest groups can hire lobbyists to visit politicians and convince them to act on behalf of the interest group. This process is pretty straightforward and for interest groups, more money spent on lobbying means more times politicians hear their argument and the more likely they will act in the interest group’s favor.  Casting a vote in an election is supposed to garner the candidates support for

the voter’s interests, but in many ways, giving money gets interests represented even more
efficiently. In this day and age, politicians need money to run for office. Everything from advertisements to transportation across the country or state costs money, and the more money a politician can raise, the more likely they will be elected. This enhances the role of interest groups in the political process, because many of them represent business interests and have access to large amounts of money.  Groups can also raise money and contribute it to a candidate. With their money in hand it is expected that the politician will return the favor to

the interest groups once in office, either through favorable new policies or the protection of
current policies.  In this way money spent by interest groups can be a way to see the influence they can have upon politicians and ultimately upon public policy.

To examine the money spent on lobbying and campaign contributions by the housing industry I use data from opensecrets.org, a website dedicated to tracking and publishing the money and contact interest groups spend or have with politicians.  Opensecrets.org organizes the whole housing industry into “Real Estate,” this title includes constructions groups, but does not include banks. Although banking does benefit from housing policies, it does not have the

same direct connection to the industry as real estate and construction does.  It is logical to track the money spent by real estate interest groups to see if there is a correlation between high spending and favorable policy outcomes. Opensecrets.org tracks money spent on lobbying

since 1989 to the present day and the real estate industry as a whole spent the 8th most of any
industry on lobbying in that time period (Real Estate Lobbying, opensecrets.org).  In 2011 the industry spent $66,087,304 on lobbying, with 9 individual interest groups spending over 1 million dollars (Real Estate Lobbying, opensecrets.org).  Leading the pack, and this will be a common theme, was the National Association of Realtors (which is the current name for the National Association of Real Estate Boards, NAREB) who spent $22,355,463 (Real Estate Lobbying, opensecrets.org).  2011 was a non election year and analyzing a presidential election year is more revealing, in 2008, the real estate industry spent $83,587,061 and 14 different interest groups spent over one million dollars (Real Estate Lobbying, opensecrets.org).

What is even more revealing is the money spent on campaign contributions by this industry.  In the presidential election cycle of 2008 the industry spent $9,661,431 on campaign donations, once again the National Association of Realtors (NAR) led the way in spending

$4,020,900 (Real Estate PAC Contributions, opensecrets.org).  Now, one would expect this number to decrease in non-presidential election cycles because less is at stake.  In 2010, the level of donation decreased, but only slightly to $9,003,035 and this time the NAR only spent

$3,791,296 (Real Estate PAC Contributions, opensecrets.org).  To put these numbers in context
of other industry spending, opensecrets.org tracks spending over time and the NAR has spent the fourth most from 1989-2012 with $41,690,476 and the National Association of Home Builders (NAHB), another important housing interest group, spent the 27th most all-time with

$23,890,605 (Top All-Time Donors 1989-2012, opensecrets.org). This spending rate has been trending up as the NAR has ranked first in campaign contributions in both the 2008 and 2010 elections cycle, spending $4.02 million and $3.79 million respectively (Real Estate PAC Contributions, opensecrets.org).  The NAHB has not lagged far behind ranking 12th in 2008 and

20th in 2010 both times spending over 2 million dollars (Real Estate PAC Contributions,
opensecrets.org).

These numbers point strongly to a possible influence by the real estate industry over politicians which, I argue, is partly why housing policy looks the way it does.  Now money does not equal results, but because of the strong homeownership trend in public policy and its continuation despite the market collapse of 2008, I argue that there is a correlation. The real estate industry mobilizes in its own interest and actively spends to get politicians on their side, by doing this they inhibit both participatory and deliberative democracy. This is a spin-off effect of early housing policy, because of early policies actors emerged to fight to keep society

on the housing policy path it is on.  Increasing returns have resulted in a large amount of money
being spent by the housing industry and as a result democracy is negatively affected. Without a proper form of democracy with an informed public, housing policy is likely to stay on the path it is on.

Conclusion:
After discussing the different features of United States housing policy the next step is analyzing how these policies reflect an effective welfare state. Keeping the broad view of a welfare state in mind, these different policies of housing should reflect the goal of a welfare state. I argue that a welfare state’s goal should be to reduce inequality and to help the poor and less fortunate in a society. I think most people would agree that a welfare state does have these goals and these goals are some of the reasons people are opposed to a large welfare state. After examining the housing policies of the United States, I have come to a conclusion similar to Howard (2007) who says that, “the American welfare state can do a lot, but not necessarily for the people who need help the most” (Howard 2007). The most expensive housing policies go toward the citizens that need it the least. The Home Mortgage Interest Deduction is the prime example of this; the majority of the benefits go toward upper income individuals.  For 2009, $52.9 billion of a $76.6 billion total, that is 69%, went to households with incomes above $100,000 a year (Joint Committee on Taxation, 2010-2014).  If the HMID is

supposed to encourage homeownership then it is doing a poor job of it, because the majority of
benefits are accrued by people who could already afford to buy a home without government aid.

The other large problem with this kind of welfare state is that the most expensive policies are hidden and this influences peoples’ perception of the welfare state which in turn has a negative effect on democracy.  As Mettler (2011) argues, “policies of the submerged state obscure the role of the government and exaggerate that of the market, leaving citizens

unaware of how power operates, unable to form meaningful opinions, and incapable,

therefore, of voicing their views accordingly” (Mettler 2011).  If people are unable to voice their

views or are uninformed of the actual state of government and the economy, then democracy is hindered because democracy is focused upon the people having a voice and being informed. Pierson (2001) argues something similar about tax expenditures, he states that because social policy has relied upon tax expenditures, the market and individual initiative are seen as the sources of economic security which means the government is seen as unnecessary and intrusive (Pierson 2001).  The irony, of course, is that without government intrusion the market could not be a source of economic security. The effect on democracy is one of the reasons a welfare

state that relies on tools like tax expenditures and loan guarantees is concerning. It is also why
it is important to take a broad view on welfare policy, because without examining these submerged policies a true view of the welfare state could never be understood. Some of these submerged policies are a result of political realities, because many citizens hold negative views of government intervention, yet still want services.  This paradox was explored in the attitudes section of this paper. Due to this reality, any attempt to change the welfare state will have to work within its current framework.  This means changing policies like the HMID to accomplish the goals of a welfare state, instead of eliminating these types of policies completely.

The major change that should be made to housing policy in the United States is to switch the focus of policy from homeownership to a more balanced approach.  The majority of money gets spent on policies for homeowners, yet renters are more often lower income and in more need of aid. Proponents of homeownership oriented policy cite the virtues of homeownership on a variety of factors, from the contribution to communities to the benefit to

children.  However, as I discussed above, none of the studies on this issue have found anything stronger than correlation, it could be just as likely that citizens with these characteristics gravitate toward homeownership, possibly because of government policies encouraging them to do so.

There are also societal costs to homeownership, and there are benefits from rental housing that homeownership does not possess. First, homeownership is not the best fit for every person, and especially not for every income level.  Housing stock available to lower income owners is typically old, in need of repair, and expensive to maintain (Karger 2007). Lower income individuals also tend to need loans in order to afford a home.  This reality is what led to government subsidization and regulation of borrowing, both in the form of loan guarantees and the use of government sponsored agencies like Fannie Mae and Freddie Mac.

As the 2008 crash has taught us, “promoting homeownership by subsidizing borrowing now
seems as likely to create a ‘default nation’ as it does an ‘ownership nation’” (Glaeser 2010). Another cost to homeownership that leads to a discussion on why renting can be beneficial, is the fact that it is more difficult for homeowners to relocate compared to renters.  The transaction costs associated with moving are very high for homeowners, so they tend to stay in one place. This means that if job markets change it is hard for homeowners to adjust if they need to move. In fact, states with the highest homeownership rates also have the highest unemployment rates (Karger 2007).

Rental housing is an important style of housing because it allows people to move more easily and adjust to job markets and employment opportunities.  Renters also do not take on

the risks associated with an undiversified financial investment, which homeowners have done in the form of real estate (Belsky 2008).  Rents are set in a competitive market where there are easy substitutions for different rental housing, while mortgages are not set in a competitive market (Belsky 2008). Rental housing is also available to more households than ownership, simply because it does not require qualifying for a mortgage.  Lastly, the benefits that homeownership can have on child development may have more to do with residential stability rather than homeownership.  Residential stability is not exclusive to homeownership, in fact government rental assistance seems to encourage residential stability (Schwartz 2010).

This philosophical shift from a focus on homeownership to a more balanced approach would affect the major components of housing policy. To achieve this more balanced approach, I recommend four changes to housing policy in the United States.  First, I argue that the Section 8 housing vouchers should be expanded and available to more people. This is one of the most effective programs at aiding renters, but supply for the aid falls far below the demand and need. Next, I think that the Home Mortgage Interest Deduction should be fundamentally changed. Currently the HMID does not encourage homeownership instead it

increases “overall consumption” by encouraging the construction of larger homes (Landis 2010;
Prante 2006; Glaeser 2003; Collins 2007). So to accomplish the HMID’s goal of encouraging homeownership I recommend changing it from a tax deduction to a tax credit. This tax credit would be a fixed amount that could be applied to homeowners and if their tax total was less than the credit they would get a refund check from the government. This would stop the upward distribution of the HMID and would actually help low income homeowners. Next, I recommend that the federal government still guarantee loans for homeownership but regulate

the practice of predatory lending. This way low income homeowners do not get stuck with a mortgage they cannot afford. Lastly, I recommend that local zoning laws be restructured, the restricted supply that they create leads to increased housing prices in many areas. This does not mean all zoning should be eliminated, but the exclusionary zoning practices that suburban communities have implemented should be eliminated. In this way housing markets can adjust to increases in demand more efficiently.

Housing is an important issue in our society “100 million Americans – almost 35% of the

nation’s population” confronted serious housing problems or had no housing at all (Schwartz

2010).  It is one of the basic necessities to participate in society and is a basic need that must be met for survival.  Similar to other areas of the welfare state, government intervention makes sense so that the needs of people whom the market has failed can be met.  As to why the United States has the housing policy it does there are a variety of factors. I argue that

increasing returns and path dependence had a huge role in shaping housing policy. Specifically
increasing returns in history, the path to preferring homeownership, shaping American attitudes, and the role of interest groups have all affected the current policy. As Pierson points out “one needs to acknowledge that policy often ‘happens’ rather than being ‘made’” (Pierson

2001). The events and forces that shaped housing policy often seemed small or unremarkable at the time, but due to forces of increasing returns they were magnified over time to significantly shape policy.  This observation about housing and path dependence can be applied to the welfare state more generally.  Small forces and events can shape welfare policy without being the intention.  Most importantly the timing and sequence of events is vitally important to

how policy develops.  With these concepts in mind, it is easier to understand the shape of both

United States housing policy and the make-up of the American welfare state more generally.
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