
T H E  G R O W T H  P O N Z I  
S C H E M E

Most American cities find themselves caught in the Growth Ponzi Scheme.

We experience a modest, short term illusion of wealth in exchange for enormous, long term liabilities.

We deprive our communities of prosperity, overload our families with debt and become trapped in a spiral of decline.

This cannot continue.

We began writing about the Growth Ponzi Scheme in 2011 with a prominent series of posts that outlined the way American cities, towns and neighborhoods 

were growing themselves into insolvency.  Since then, the Growth Ponzi Scheme has been discussed in numerous publications. The term, as we've defined it, 

continues to be widely used and cited..

THE GROWTH PONZI SCHEME

by Charles Marohn

We often forget that the American pattern of suburban development is 

an experiment, one that has never been tried anywhere before. We 

assume it is the natural order because it is what we see all around us. 

But our own history — let alone a tour of other parts of the world — 

reveals a different reality. Across cultures, over thousands of years, 

people have traditionally built places scaled to the individual. It is only in 

the last two generations that we have scaled places to the automobile.

How is our experiment working?

At Strong Towns, the nonprofit, nonpartisan organization I cofounded in 

2009, we are most interested in understanding the intersection between local finance and land use. How does the design of our places impact their 

financial success or failure?

What we have found is that the underlying financing mechanisms of the suburban era — our post-World War II pattern of development — operates 

like a classic Ponzi scheme, with ever-increasing rates of growth necessary to sustain long-term liabilities.

Since the end of World War II, our cities and towns have experienced growth using three primary mechanisms:

1. Transfer payments between governments: where the federal or state government makes a direct investment in growth at the local level, such 

as funding a water or sewer system expansion.

2. Transportation spending: where transportation infrastructure is used to improve access to a site that can then be developed.

3. Public and private-sector debt: where cities, developers, companies, and individuals take on debt as part of the development process, whether 

during construction or through the assumption of a mortgage.
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In each of these mechanisms, the local unit of government benefits from the enhanced revenues associated with new growth. But it also typically 

assumes the long-term liability for maintaining the new infrastructure. This exchange — a near-term cash advantage for a long-term financial 

obligation — is one element of a Ponzi scheme.

The other is the realization that the revenue collected does not come 

near to covering the costs of maintaining the infrastructure. In America, 

we have a ticking time bomb of unfunded liability for infrastructure 

maintenance. The American Society of Civil Engineers (ASCE) estimates 

the cost at $5 trillion — but that's just for major infrastructure, not the 

minor streets, curbs, walks, and pipes that serve our homes.

The reason we have this gap is because the public yield from the 

suburban development pattern — the amount of tax revenue obtained per increment of liability assumed — is ridiculously low. Over a life cycle, a city 

frequently receives just a dime or two of revenue for each dollar of liability. The engineering profession will argue, as ASCE does, that we're simply not 

making the investments necessary to maintain this infrastructure. This is nonsense. We've simply built in a way that is not financially productive.

We've done this because, as with any Ponzi scheme, new growth provides the illusion of prosperity. In the near term, revenue grows, while the 

corresponding maintenance obligations — which are not counted on the public balance sheet — are a generation away.

In the late 1970s and early 1980s, we completed one life cycle of the suburban experiment, and at the same time, growth in America slowed. There 

were many reasons involved, but one significant factor was that our suburban cities were now starting to experience cash outflows for infrastructure 

maintenance. We'd reached the "long term," and the end of easy money.

It took us a while to work through what to do, but we 

ultimately decided to go "all in" using leverage. In the 

second life cycle of the suburban experiment, we financed 

new growth by borrowing staggering sums of money, both 

in the public and private sectors. By the time we crossed 

into the third life cycle and flamed out in the foreclosure 

crisis, our financing mechanisms had, out of necessity, 

become exotic, even predatory.

One of humanity's greatest strengths — our ability to 

innovate solutions to complex problems — can be a 

detriment when we misdiagnose the problem. Our problem 

was not, and is not, a lack of growth. Our problem is 60 

years of unproductive growth — growth that has buried us 

in financial liabilities. The American pattern of development does not create real wealth. It creates the illusion of wealth. Today we are in the process 

of seeing that illusion destroyed, and with it the prosperity we have come to take for granted.

That is now our greatest immediate challenge. We've actually embedded this experiment of suburbanization into our collective psyche as the 

"American dream," a non-negotiable way of life that must be maintained at all costs. What will we throw away trying to sustain the unsustainable? 

How much of our dwindling wealth will be poured into propping up this experiment gone awry?

We need to end our investments in the suburban pattern of development, along with the multitude of direct and indirect subsidies that make it all 

possible. Further, we need to intentionally return to our traditional pattern of development, one based on creating neighborhoods of value, scaled to 

actual people. When we do this, we will inevitably rediscover our traditional values of prudence and thrift as well as the value of community and place.

The way we achieve real, enduring prosperity is by building an America full of what we call Strong Towns.

SUPPORT THE WORK OF STRONG TOWNS

This article is a summary of a larger series on the Growth Ponzi Scheme. Read the full series:

THE GROWTH PONZI SCHEME, PART 1

The underpinnings of the current financial crisis lie in a living arrangement -- the American pattern of 

development -- that does not financially support itself. 

“Over a life cycle, a city frequently receives just a 

dime or two of revenue for each dollar of 

liability.” 

Page 2 of 4The Growth Ponzi Scheme — Strong Towns

11/16/2017https://www.strongtowns.org/the-growth-ponzi-scheme/



 CONTACT US | EMAIL SIGN UP | DONATE 

THE GROWTH PONZI SCHEME, PART 2

If you want a simple explanation for why our economy is stalled and cannot be restarted, it is this: Our places do 

not create wealth, they destroy wealth. 

THE GROWTH PONZI SCHEME, PART 3

Our development pattern is not productive enough to sustain itself.

THE GROWTH PONZI SCHEME, PART 4

Our national economy is "all in" on the suburban experiment. We cannot sustain the trajectory we are on, but 

we've gone too far down the path to turn back.

THE GROWTH PONZI SCHEME, PART 5 (FINALE)

How did we build such an amazing place before the home mortgage interest deduction? How did we accomplish 

this before zoning? What created this place before we had state and federal subsidies of local water and sewer 

systems?

RELATED ARTICLES 

ROMANCING THE STONE 
AGE

America's pre-Depression development pattern 

relied on exploitation of workers, poor living 

conditions and exclusion of women and minorities. 

How is the Strong Towns approach, which 

advocates for traditional development patterns, 

different?

WHERE IS OUR REPUBLIC 
HEADED?

The line between optimism and reality can be a 

fine one to walk.

THE STANDARD APPROACH 
VS. THE STRONG TOWNS 
APPROACH

The standard American approach to development 

is bankrupting towns across the country. It's time 

to think differently.
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Strong Towns is a 501(c)3 non-profit organization. Our work is performed under a  Creative 

Commons Attribution-ShareAlike 3.0 Unported License. Please share with others to use for good.
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