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Keen Business Minds at McKinsey Say Wealth
Causes Homelessness
By Alex Berezow, PhD — May 11, 2018
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I once asked a Seattle businessman what he thought of consultants. "They borrow your watch to
tell you what time it is," he said coldly.
That's not an uncommon sentiment. Despite that, management consulting is roughly a $140-billion
industry globally [2]. And McKinsey is widely considered the gold standard. People who work for
McKinsey receive a golden ticket to top jobs at nearly any firm in the world.
Given its reputation, one would expect that its reports are smart and insightful. But a recent
analysis from McKinsey on homelessness in Seattle is jaw-dropping in its naivete and lack of
sophistication.
McKinsey Concludes that Wealth Causes Homelessness

Seattle is in the grips of a homelessness crisis. The city is growing wildly, driven largely by
Amazon and other tech firms. Wealth has poured into the city. At the same time, the homeless
population has exploded. Therefore, McKinsey concludes [3], wealth causes homelessness. They
even have a nice correlation to prove it. (See graph.) As GDP goes up, so does homelessness.
Case closed.
The only problem with that conclusion is that it's insane. There are three major reasons.

#1. It doesn't make sense. George Orwell is quoted as saying, "There are some ideas so absurd
that only an intellectual could believe them."1 This is one of those ideas.
The authors of the report clearly failed to answer a very basic question that we teach to
elementary school kids: Does my answer make sense? [4] Obviously, it does not. Wealth is a cure
for homelessness, not a cause of it.
If wealth causes poverty -- a self-contradictory statement if there ever was one -- then why are
poor countries so desperate to become wealthier? If McKinsey's reasoning holds, we should do
everything we can to keep poor countries poor. We don't want to create more homeless people,
after all.
#2. Correlation is not causation. It's frankly ridiculous that this needs to be said. Just because A
correlates with B does not mean A causes B. To prove the point, here's a correlation (r = 0.71)
between the number of victories by the University of Washington's Husky football team and the
number of homeless people in the Seattle area2.

Look at the shocking increase in the last two years: The Huskies won 12 and 10 football games. Is
it really a coincidence that the homeless population spiked at the same time? According to
McKinsey's logic, probably not. The solution to homelessness may require UW to win fewer
football games.
#3. Many of the real causes of homelessness are uncomfortable to discuss. Homelessness
is not caused by wealth. Instead, the Salvation Army [5] lists the following as the primary causes of

homelessness:
Poverty
Unemployment
Lack of affordable housing
Poor physical or mental health
Drug and alcohol abuse
Gambling
Family and relationship breakdown
Domestic violence
Physical and/or sexual abuse
The McKinsey report discusses affordable housing, but once again, misses the mark3. Housing
costs in Seattle are astronomical not just because of high demand but because of restrictive
zoning policies that artificially cap the housing supply. The vast majority of the land [6] zoned for
residential units are occupied by single-family homes. Terrible zoning policies are just as much (if
not more) to blame as high demand. Besides, when a family is priced out of Seattle, they move
away. They don't pitch a tent on the street.
Let's hope that the analysis McKinsey does for Fortune 500 companies is of better quality.
Notes
(1) He didn't actually say that, but what he did say is very similar [7].
(2) Incredible, I know. The Huskies went winless in 2008. Thanks a lot, Tyrone Willingham.
(3) For more information on how Seattle has messed up affordable housing, see this post [8] by
Roger Valdez.
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