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How are shorthand labels
like the “Sun Belt” and
the “Rust Belt” shaping
investment decisions?
Should they?
SUN VS. RUST
“I do not think it means what you The concept of Sun versus Rust Pandemic aside, why have

think it means.”
—William Goldman'

Reports of a mass exodus from northern US cities have become
ubiquitous during the pandemic, while southern cities, towns, and
suburbs continue to grow. Population shrinkage in northern “Rust
Belt” cities has gone on for so long that it is no longer news—and
many investors have simply lost interest in the region.

The “Sun Belt” investment strategy has become the standard
for serious investors in the US property markets. The migration
accelerated by COVID has only increased investor confidence. Yes
to the Sun Belt, No to the Rust Belt—end of story.

And yet, this universal certainty is concerning. “Everyone agrees”
is usually a sign that assumptions need to be examined.

Assumptions are dangerous, of course, because they determine how
facts are interpreted. Assumptions like to hide. Whether cloaked
in language and metaphors, or in graphs, historical spreadsheets,
and pro-formas, it’s important to know that the assumptions are
always there and to understand what they are doing.

paints a compelling picture:
shrinking northern cities and
expanding  southern cities.
This picture becomes clearer
with analyses such as the 2020
Migration Report from North
American Moving Services,
which showed that in 2020,
even more people migrated
away from Rust Belt states
such as Illinois, Michigan,
and upstate New York for
Sun Belt destinations such as
Arizona, Texas, Florida, and
the Carolinas.? In Illinois, for
example, residents have moved
away at a rate of one person
every ten minutes—for fifteen
years. As with other cultural
changes during COVID, this
migration from North to South
has proven to be consistent and,
in some cases, accelerating.

people been migrating? There
are many reasons, of course,
but according to Harvard
Economist Ed Glaeser, “Since
the 1970s, increases in housing
supply have been as important
as increases in productivity in
driving the increases in Sun Belt
population.”™  Simply stated,
homes cost less in the South.
At the same time, taxes in
those regions are minimal. Of
course, warmer weather doesn’t
hurt, and as baby boomers, the
largest demographic cohort,
transition into retirement, they
also drive-up demand.

Investors assume that these
migratory trends will continue.
This assumption may be
correct, but how much does it
take into account all risks and
opportunities in both regions—
and for how long?
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DECONSTRUCTING THE SHORTHAND

The term Sun Belt was coined in the late 1960’s, and around the
same time, the Rust Belt emerged as a shorthand way to describe
manufacturing centers located in a “belt” from upstate New York,
to Pittsburgh, Cleveland, Detroit, Chicago, and Milwaukee. As
these former industrial centers became obsolete or fell behind
to new competition, companies moved, outsourced, or went
out of business entirely. Towns and cities lost jobs, plants and
infrastructure “rusted” and fell apart as populations moved away.
(This trend was observable in other countries, as well, as older
industrial towns such as Berglagen, Sweden; Saarland, Germany;
Shikoku, Japan; and much of northern England have struggled
through a time of changing technology and markets.)

Rust  Belt always a
colorful such

This shorthand for geographic was

regionsin the US has dominated
industry discourse for decades,
and words have power over
perceptions. Rust Belt is a label
that communicates loss and
hopelessness, and it can color
an investor’s perception of
risks and opportunities. How
many investment strategies
and decisions are swayed by
words? As residents of this
region—we  often  witness
the cognitive dissonance of
friends and colleagues that are
convinced that we live in the
ruins of another industrial age.
(We do not.)

overstatement,
that investors in the region
came to be positioned as
adventurous, charitable, or just
plain foolhardy. Nonetheless,
the benefits of the region, and
the promise of their long-
term potential to residents
and investors alike, has been
(and continues to be) well-
documented. For the sake of
making better assumptions,
it may be time to find another
way to describe this region. But
what should it be called?

RENAMING A REGION

To help find the right descriptor, let’s review what this region is
today. After fifty years, it has quietly transformed into something
innovative, resilient, and in some cases, rust-free.

To start, it’s important to understand the scale of the Rust Belt—
starting with the fact that, if it were counted as a country, it would
be home to the third-largest economy in the world, with a GDP
of US$6 trillion—just behind the US and China, and greater than
Japan, Germany, or the UK.

Additionally, there are 17 million people in the region,® as well as
nearly a quarter of all US R&D, and eighteen of the top hundred
universities in the world.®

The region also surrounds the US side of the Great Lakes, where
the US annually ships more than 200 million tons of cargo and
comprises over half of the US-Canada border trade. This volume
represents more than all US trade with France, Germany, South
Korea, or the UK.®

With the trade, education, and manufacturing capacity stronger
than many realize, the region is delivering new technology in
a way that few other regions can—including advanced R&D
underway across biotech, infotech, nanotech, and polymers.
For example, Pittsburgh, Pennsylvania has become a significant
global center for robotics and autonomous vehicles. And Akron,
Ohio used to be the tire and rubber manufacturing capital
of the world. Those production lines closed down a while ago,
but now that same infrastructure leads advanced polymer
research and manufacturing, with 400 manufacturing and
distribution companies.’
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RESILIENCY IS THE KEY TO REGIONAL RECLAMATION

Beyond innovation, there is
one important fact to consider
when evaluating the future
of the region—perhaps more
important every year—based
on the region’s proximity to the
Great Lakes:

The Great Lakes hold 21% of
the world’s surface fresh water
and 84% of US surface water.!®

On this fact alone, and as
underscored by the dozens
of new “point of no return”
climate change reports released
every quarter, it seems that the
term Rust Belt—if once useful
for making a novel observation
about post-industrial cities—is
no longer adequate or accurate
for signaling the livability and
investment potential of the
region. A 2018 analysis from
the Brookings Institution clearly
makes the case for how the
nation’s “freshwater coast” will
be integral to Rust Belt revival."
Experts from the Nature
Conservancy make a similar
case, and even go so far as to
suggest that “Blue Belt” might
be a more relevant evolution
of the regional nomenclature,'?
while IndustryWeek goes one
notch up the color spectrum
to suggest “Green Belt” for
similar reasons.!?

Researchers focused on water
innovations for the region,
including Rachel Havrelock,
director of the Freshwater Lab
at the University of Illinois
at Chicago, have suggested
something more intuitive: Water

Belt.  Referencing  drought,
floods, and other massive
weather  events  impacting

livelihoods and even lifespans
in increasingly large swaths of
the US—including the sunny
southern states—Havrelock
writes, “there is a need to
transform our much-maligned
Rust Belt into a Water Belt, a
freshwater oasis for the world.”'*

While AFIRE and Summit
Journal  will  increasingly
promote terminology along

these “post-Rust Belt” lines
(see editor’s note), many of the
local population refer to theirs
as the “Great Lakes Region.”
The region has a shared culture
and common history of
immigrants from around the
world, and for decades, linguists
have studied the shared dialect
of the region (what they call
“the Great Lakes shift,” which
stretches from New York in
the East to Wisconsin in the
West). Shared language, shared
education, shared industries,

and shared lakes.

NOTE FROM THE EDITOR ON “RUST BELT”
TERMINOLOGY AND THE AFIRE MANUAL OF STYLE

To help with the production and evolving international style of
Summit Journal, AFIRE relies on an in-house “Manual of Style,”
or a continually evolving guide we use to make editorial decisions
on everything from comma usage and currency symbols to
standard language to describe institutional real estate processes.

While all style guides contain a lot of rote, technical rules of
interest mostly to design and production teams, these documents
also contain some key judgment calls that reflect the values of
the organization. At AFIRE, our core mission is to help each
other become Better Investors, Better Leaders, and Better Global
Citizens. The directive to speak clearly, plainly, factually about our
business is central to this mission.

This directive likewise informs the judgment calls we make as
Summit Journal editors. To make sound editorial judgments, we
rely on research, data, trends, and the professional expertise of
our members as leaders in the industry. Using Rust Belt to describe
former industrial cities is, at best, a term of endearment (in which
case, it can be tolerated from an editorial perspective). At worst,
the term is ambiguous—and as the data show—inadequate for
describing the currentstatus or long-term economic, environmental,
and political futures of cities in the broader Great Lakes Region.

As context permits, Summit Journal may prefer variations of Water
Belt, Freshwater Coast, Great Lakes Region, or similarly informed
terminology, to aid in the clarity and focus of our content.

- Benjamin van Loon, Editor-in-Chief, Summit Journal
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COMPARING THE BELTS

So, how does the Water Belt measure up to the Sun Belt? By current
metrics, it doesn’t.

Local taxes are higher in the Great Lakes. Many governments
have underfunded their infrastructure and pension plans to the
point where bankruptcy and/or even higher taxes are likely.
(see also: “Rising Pressure,” p. 100). Overall cost of living is higher
in the North, and it’s colder in the winter. Not attractive. But how
permanent and how much of a difference is there between the two?

Migrants to the Sun Belt often talk about a lower cost of housing.
For some time, that has been the case, but a quick look at Zillow’s
listed home values tells a different story: Phoenix, Miami, and
Atlanta are all higher than the most expensive Great Lakes city,
Chicago, while Dallas and Houston aren’t far behind.

EXHIBIT 1: ZILLOW.COM LISTED HOME VALUES;
WATER BELT AND SUN BELT CITIES

Source: Zillow.com

Chicago $276,992 Miami $389,138
Pittsburgh $200,195 Phoenix $310,514
Buffalo $167,231 Atlanta $311,092
Milwaukee $147,854 Orlando $277,218
Cleveland $80,812 Dallas $244,403
Detroit $46,103 Houston $204,810

*Note: Prices indicate proprietary Zillow determination of “typical”
housing pricing, which “is seasonally adjusted and only includes the
middle price tier of homes.”

This is, of course, a blunt
measurement of the cost of
housing, but directionally it
points to decreased arbitrage.
The fast-growing populations
are increasing the demand and
cost of housing. But what about
taxes? For example, many
companies and  individuals
have relocated to Texas to take
advantage of lower taxes. But
population growth and climate
change could put an end to that,
sooner than we think.

With more than twenty years
of significant growth in the Sun
Belt population, the need for
high-quality infrastructure has
only increased, while zoning
and building practices have
made infrastructure such as
power, roads, and sewage more
expensive.  Climate change
makes it cost more. In February
2021, Texas was devastated by
what was called a “freak winter
storm” with temperatures as
low as -10C (13F), 69 deaths,
and US$18 billion in damages.
With infrastructure and
buildings designed primarily
for temperate to hot weather,
the Arctic temperatures were
especially devastating. Millions
of people were left without heat
or drinkable water for days, and
even weeks."

Texas will likely need to improve
their power grid and require
more tax revenues to do so. Of
course, the leadership of Texas
will make every attempt to keep
that increase to a minimum—
but no one can get something
for nothing.

And that’s not the last “freak

storm” that will challenge
the Sun Belt. According to
the Environmental Defense

Fund, “Though it can be hard
to pinpoint whether climate
change intensified a particular
weather event, the trajectory is
clear—hotter heat waves, drier
droughts, bigger storm surges
and greater snowfall.”!¢
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EXHIBIT 2: COUNTY POPULATION CHANGE BY CLIMATE RISK"

Source: Brookings Institution analysis of 1990 decennial census; 2014-2018 American Community
Survey five-year estimates; EPA CRSI risk scores by county
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CLIMATE CHANGE IS ALREADY HERE, AND MOVING FAST

Climate change has moved
from something that might
happen in the decades to come,
to something that is happening
right now: drought, fire, storms

and floods.

At the end of 2020, 40% of the
US was in a state of drought—
most of it in the Southwest and
Western regions.'® During 2020
there were 57,000 wildfires
that engulfed more than 10.3
million acres—an increase of
50% compared to 2019." The
smoke from these fires could
be seen and smelled thousands
of miles away, and even hid the
sun in some places.

According to the National
Oceanic and  Atmospheric
Administration, the Southeast
saw a “[threefold] increase in
flooding days” from 2019 to
2000. For example, Charleston,
South Carolina, had thirteen
days where flooding reached
damaging levels in 2019,
compared to only two days
typical in 2000. And along the
western side of the Gulf, in
Texas, Sabine Pass and Corpus
Christi had 21 and 18 flood
days, respectively, in 2019.2°
Miami may not be underwater
(yet), but they are experiencing
record amounts of “sunny day
floods,” or flooding that occurs
at high tide. Between 9 and 19
of these floods occurred in the
Miami area in 2019.%!

In 2020, the US experienced
a record-breaking hurricane
season with thirty named
storms, and floods. The last time
the US had a record-breaking
year was 2005. There are and
will be larger storms, more
often, and the records continue
to be broken.

The more frequent these events,
the less of an advantage the
Sun Belt has, and the more
the Water Belt is positioned
for in-migration and growth.
How long will the population
of the Sun Belt continue to
grow, especially in the face of
these weather events and other
economic pressures? And at
what point does the Great Lakes
Region, and its former industrial
capitals grow again? The answer
to these questions can be found
in the facts, but depends on
assumptions for context.

. ¥
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