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Foreword 

Sociology for a New Century offers the best of current sociological 
thinking to today's students. The goal of the series is to prepare students, 
and-in the long run-the informed public, for a world that has changed 
dramatically in the last three decades and one that continues to astonish . 

This goal reflects important changes that have taken place in sociology. 
The discipline has become broader in orientation, with an ever growing 
interest in research that is comparative, historical, or transnational in ori
entation. Sociologists are less focused on "American" society as the pinna
cle of human achievement and more aware of global processes and trends. 
They also ha ve become less insulated from surrounding social forces.  In 
the 1970s and 1980s, sociologists were so obsessed with constructing a sci
ence of society that they saw impenetrability as a sign of success .  Today, 
there is a greater effort to connect sociology to the ongoing concerns and 
experiences of the informed public. 

Each book in this series offers in some way a comparative, historical, 
transnational, or global perspective to help broaden students' vision. Stu
dents need to comprehend the diversity in today's world and to under
stand the sources of diversity. This knowledge can challenge the limita
tions of conventional ways of thinking about social life. At the same time, 
students need to understand that issues that may seem specifically 
"American" (for example, the women's movement, an aging population 
bringing a strained social security and health care system, racial conflict, 
national chauvinism, and so on) are shared by many other countries. 
Awareness of commonalities undercuts the tendency to view social issues 
and questions in narrowly American terms and encourages students to 
seek out the experiences of others for the lessons they offer. Finally, stu
dents need to grasp phenomena that transcend national bound
aries-trends and processes that are supranational (for example, environ
mental degradation). Recognition of global processes stimulates student 
awareness of causal forces that transcend national boundaries, econo
mies, and politics. 

xi 



xii Cities in a World Economy 

Saskia Sassen's new edition of Cities in a World Economy does this in 
two ways . First, it shows how certain characteristics of our turn-of-the
millennium flows of money, information, and people have led to the 
emergence of a new social formation: global cities. Whereas many urban 
theorists had previously suggested that cities were rendered economi
cally obsolete by global telecommunications and the mobility of people 
and capital, Cities in a World Economy reveals how developments in the 
p ast decade suggest otherwise. This book, now updated to include the lat
est data available, introduces students to the way some cities-including 
New York, Tokyo, London, Sao Paulo, Hong Kong, and Sydney among 
others-have evolved from regional centers of culture and commerce to 
transnational market "spaces . "  These developments give new meaning to 
such fixtures of urban sociology as the centrality of place and the impor
tance of geography in our social world. Second, this book examines the 
impact of global processes on the social structure of cities, showing how 
transformations in the organization of labor, the redistribution of earn
ings, and the restructuring of con sum ption are contributing to new hierar
chies of inequality, both within and among cities around the world. Sassen 
convincingly makes the case that we need a "new geography,"  and indeed 
a new sociology, to comprehend the cities of the 21st century. 



Preface to the Second Edition 

Since I completed th is book in the early 1990s, the world has seen a re
cession come to an end, a boom in global f inancial transactions, and a ma- ; 
jor crisis in Southeast Asia, parts of Latin America, and Russia. Yet' 
throughout these often sharp and massive shi fts, we have also seen the 
continuation of the major developments that I used to specify the features 
of the global economy that have made cities strategic. Indeed, many of the 
updated tables in this edition show the accentuation of some of the trends 
identified in the earlier edition. They also show the growth of the 
cross-border network of cities that constitutes a transnational space for 
the management and servicing of the global economy. As countries adopt 
the new rules of the global game, their major business centers become the 
gateways through which capital and other resources enter and exit their 
economies. 

A major new trend that is becoming evident over the last few years is 
th e strengthening of th e networks connecting cities, including a novel de
velopment: the formation of strategic alliances between cities through 
their financial markets. The growth of global markets for finance and spe
cialized services, the need for transnational servicing networks due to 
sharp increases in international investment, the reduced role of the gov
ernment in the regulation of international economic activity, and the cor
responding ascendance of other institutional arenas, notably global mar
kets and corporate headquarters-all these point to the existence of a 
series of transnational networks of cities. We can see here the formation, at 
least incipient, of transnational urban systems. To a large extent, it seems 
to me that the major business centers in the world today draw their impor
tance from these transnational networks. The global city is a function of a 
network-and in this sense, there is a sharp contrast with the erstwhile 
capitals of empires. This subject is sufficiently new and so little known 
th at I have added a whole new section on this subject in Chapter 5 .  

These networks of major international business centers constitute new 
geograph ies of centrality. The most powerful of these new geographies of 
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xiv Cities in a World Economy 

centrality at the global level bind the major international financial and 
business centers: New York, London, Tokyo, Paris, Frankfurt, Zurich, 
Amsterdam, Los Angeles, Sydney, and Hong Kong, among others. But 
this geography now also includes cities such as Bangkok, Seoul, Taipei, 
Sao Paulo, Mexico City, and Buenos Aires. The intensity of transactions 
among these cities, particularly through the financial markets, trade in 
services, and investment, has increased sharply, and so have the orders of 
magnitude involved. At the same time, there has been a sharpening in
equality in the concentration of strategic resources and activities between 
each of these cities and others in the same country. 

One of the more controversial sections of the first edition of this book 
proved to be my analysis and conceptualization of the growth of inequal
ity within these cities. Then and now, the data are inadequate to have de
finitive proof. Yet I would argue that we continue to see this trend toward 
inequality. There is an ongoing growth of the highly paid professional 
classes connected to leading sectors of the global econom y and of national 
economies. And there is also continuing growth of low-wage service 
workers, including industrial services. In many of these cities, we con
tinue to see a fairly large middle class. But on closer examination, a good 
part of this middle class is still living at the level of prosperity it gained in 
the earlier economic phase. It is not certain at all that the sons and daugh
ters of these aging middle classes in various cities around the world will 
have the, albeit modest, prosperity enj oyed by their parents. Furthermore, 
the growth of disadvantaged sectors, many excluded from a growing 
range of institutional worlds-of work, education, and politics-contin
ues to be evident in many of these cities . 

It has been fascinating to revisit the earlier empirical information and 
bring it up to date. The strengthening of many of these patterns took even 
me a bit by surprise. 
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Preface to the First Edition 

Sociologists have tended to study cities by looking at the ecology of urban 
forms and the distribution of population and institutional centers or by fo
cusing on people and social groups, lifestyles, and urban problems. These 
approaches are no longer sufficient . Economic globalization, accompa
nied by the emergence of a global culture, has profoundly altered the so
cial, economic, and p olitical reality of nation-states, cross-national re
gions, and-the subject of this book-cities. Through the study of the city 
as one particular site in which global processes take place, I seek to define 
new concepts useful to understand the intersection of the global and the 
local in today's world-and tomorrow's.  

It is helpful i n  this context to  recall Janet Abu-Lughod, a leading urban 
sociologist, who has commented that it is impossible to study the city only 
from a sociological perspective because it requires an understanding of 
many other realities. Manuel Castells, another major urban sociologist, 
has added that it is impossible to study the city only from an urban per
spective. These two observations mark an empty space in urban sociology, 
which I seek to address in this book. 

Although there has been an international economic system for many 
decades and a world economy for many centuries, the current situation is 
distinct in two respects. On the one hand, we have seen the formation of 
transnational spaces for economic activity where governments play a 
minimal role, different from the role they once had in international trade 
for instance . Examples of such spaces are export processing zones, off
shore banking centers, and many of the new global financial markets. On 
the other hand, these transnational spaces for economic activity are 
largely located in national territories under the rule of sovereign states. 
There is no such entity as a global economy completely "out there," in 
some space that exists outside nation-states. Even electronic markets and 
firms operating out of the World Wide Web have some aspect of their op
eration partly embedded in actual national territories.  Yet the location of 
the global largely in the national happens through a significant new de-
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Preface to the First Edition xvii  

velopment: a change in the ways in which the national state regulates and 
governs at least part of its economy. Deregulation and privatization are 
but partial descriptions of this change. The outcome is the formation of 
transnational spaces inside the national .  This new configuration is in
creasingl y being called a global econom y to distinguish it from earlier for
mations such as the old colonial empires or the international economic 
system of the .immediate post-World War II period, in which governments 
played a crucial regulatory role in international trade, investment, and fi
nancial markets. 

Understanding how global processes locate in national territories re
quires new concepts and research strategies. The global city is one such 
new concept; it draws on and demands research practices that negotiate 
the intersection of macroanalysis and ethnography. It presumes that 
global processes, from the formation of global financial markets to the 
rapid growth of transnational labor markets, can be studied through the 
particular forms in which they materialize in places . 

This book shows how some cities-New York, Tokyo, London, Sao 
Paulo, Hong Kong, Toronto, Miami, and Sydney, among others-have 
evolved into transnational "spaces." As such cities have prospered, they 
have come to have more in common with one another than with regional 
centers in their own nation-states, many of which have declined in impor
tance. Such developments require all those interested in the fate of cities to 
rethink traditionally held views of cities as subunits of their nation-states 
or to reassess the importance of national geography in our social world. 
Moreover, the impact of global processes radically transforms the social 
structure of cities themselves-altering the organization of labor, the dis
tribution of earnings, the structure of consumption, all of which in turn 
create new patterns of urban social inequality. In Cities in a World Economy, 
I seek to provide the vocabulary and analytic frames with which students 
and the general reader can grasp this new world of urban forms . 
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1 

Place and Production 
in the Global Economy 

At the end of the 20th century, massive development s in telecommunica
t ions and the ascendance of information industries led analysts  and politi
cians to proclaim the end of cit ies. Cit ies, they told us, would become ob
solete as economic entit ies. With large-scale relocat ions of of fices and 
factories to less con gested and lower-cost areas than central cit ies, com
puterized workplaces can be located anywhere: in a clerical " factory" in 
the Bahamas or in a home in the suburbs. The growth of information in
dustries means that more and more outputs can be transmitted around the 
globe instantaneously. And the globalizat ion of economic activity sug
gests that place-particularly  the type of place represented by cities-no 
longer matters. 

But this is a partial account. These trends are indeed all taking place, 
yet they represent only half of what is happenin g. Alongside the well-doc-

�����isp:�l of economic �.:!.�g�s;'£�.��,�������!I:.��?:�2n 
of new forms of terntorlalcen1i'altz,[fion in top -level management ana 
1:ontro[ime'TIihons. National ana-gI�06-aTmai:r"��;;'wefras glob:1fiy'in,te-

"-'--,- ---
grated operatiOriS:C'eqcrir�fttra:l p aces where the work of running 
global systems gets done, Furthermore, information industries require a 
vast physical infrastructure containing strategic nodes with a hyper
concentrat ion of facilities, Finally, even the most advanced information in
dustries have a production process that is partly place-bound. 

Once these processes are brought into the analysis, funny things hap
pen; secretaries become part of it, and so do the cleaners of the buildin gs 
where professionals work. An economic con figuration very different from 
that suggested by the concept of information economy emerges. We re
cover the material conditions, production sites, and place-boundedness 
that are also part of globalization an d the in formation economy. A de
tailed examination of the activities, firms, markets, and physical infra
structure involved in globalization, an d concentrated in 9,tigs, allows us 

,-•.. ,�"�-.,.-----�---'---- --
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2 Chapter 1 

to see the actual role played by cities in a global economy. Thus, when tele

communications were introduced on a large scale in all advanced indus

tries in the 1980s, we saw the central business districts of the leading cit

ies and international business centers of the world-New York, Los 

Angeles, London, Tokyo, Paris, Frankfurt, Sao Paulo, Hong Kong, and 

Sydney, among others-reach their highest density of firms ever. This ex-

Jplosion in the numbers of firms located in the downtown areas of major 
�cities,in,the 1980s.andj9-9Qs'"gQes against what should have been expected 

according to models emphasizing territorial dispersal; this is especially 

true when one considers the high cost of locating in a major downtown 

area. 
If telecommunications have not made cities obsolete, have they at least 

altered the economic function of cities in a global economy? And if this is 
so, what does it tell us about the importance of place and locale in an era 
dominated by the imagery and language of economic globalization and 
information flows? Is there a new and strategic role for major cities, a role 
linked to the formation of a truly global economic system, a role not suffi
ciently recognized by analysts and policymakers? And could it be that the 
reason this new and strategic role has not been sufficiently recognized is 
that economic globalization-what it actually takes to implement global 
markets and processes-is misunderstood? 

The notion of a global economy has become deeply entrenched in 
political and media circles all around the world. Yet its dominant im
ages- the instantaneous transmission of money around the globe, the in
formation economy, the neutralization of distance through telematics
are partial, and hence profoundly inadequate, representations of what 
globalization and the rise of information economies actually entail for the 
concrete life of cities. Missing from this abstract model are the actual mate
rial processes, activities, and infrastructures crucial to the implementation 
of globalization. Overlooking the spatial dimension of economic global
ization and overemphasizing the information dimensions both have 
served to distort the role played by major cities in the current phase of eco
nomic globalization. 

The last 20 years have seen pronounced changes in the geography, 
composition, and institutional framework of economic globalization. Al
though a world economy has been in existence for several centuries, it has 
been repeatedly reconstituted over time. A key starting point for this book 
is the fact that in each historical period, the world economy has consisted 
of a distinct configuration of geographic areas, industries, and institu
tional arrangements. One of the most important changes over the last 20 
years has been the increase in mobility of capital at both the national and 
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especially the transnational levels . This transnational mobility of capital 
has brought about specific forms of articulation among different geo
graphic areas and transformations in the role played by these areas in the 
world economy. This trend in tum has produced several types of locations 
for international transactions, the most familiar of which are export pro

cessing zones and offshore banking centers. One question for us, then, is, 
the extent to which major cities are yet another type of location for interna
tional transactions in our world economy, although clearly one at a very 
high level of complexity. 

Increased capital mobility not only brings about changes in the geo
graphic organization of manufacturing production and in the network of 
financial markets, but it also generates a demand for types of production 
needed to ensure the management, control, and servicing of this new or
ganization of manufacturing and finance. These new types of production 
range from the development of telecommunications to specialized ser
vices that are key inputs for the management of a global network of facto
ries, offices, and financial markets . The mobility of capital also includes 
the production of a broad array of innovations in these sectors. These 
types of production have their own locational patterns; they tend toward 
high levels of agglomeration. We will want to ask whether a focus on the 
production of these service inputs illuminates the question of place in pro
cesses of economic globalization, particularly the kind of place repre
sented by cities .  

Specialized services for firms and financial transactions, as well as the 
complex markets connected to these regions of the economy, are a layer of 
activity that has been central to the organization of major global processes 
beginning in the 1980s. To what extent is it useful to think in terms of the 
broader category of cities as key locations for such activities-in addition 
to the more narrowly defined locations represented by headquarters of 
transnational corporations or offshore banking centers-to further our 
understanding of major aspects of the world economy's organization and 
management? 

Much of the scholarly literature on cities has focused on internal as
pects of the urban social, economic, and political systems, and it has con
sidered cities to be part of national urban systems.  International aspects 
typically have been considered the preserve of nation-states, not of cities . 
The literature on international economic activities, moreover, has tradi
tionally focused on the activities of multinational corporations and banks 
and has seen the key to globalization in the power of multinational firms. 
Again, this conceptualization has had the effect of leaving no room for a 
possible role for cities. 
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Including cities in the analysis adds three important dimensions to the 
study of economic internationalization. First, it breaks down the na
tion-state into a variety of components that may be significant in under
standing international economic activity. Second, it displaces our focus 
from the power of large corporations over governments and economies to 
the range of activities and organizational arrangements necessary for the 
implementation and maintenance of a global network of factories, service 
operations, and markets; these are all processes only partly encompassed 
by the activities of transnational corporations and banks. Third, it contrib
utes to a focus on place and on the urban social and political order associ
ated with these activities of the global network. Processes of economic 
globalization are thereby reconstituted as concrete production complexes 
situated in specific places containing a multiplicity of activities and inter
ests, many unconnected to global processes. Focusing on cities allows us 
to specify a geography of strategic places on a global scale, as well as the 
micro geographies and politics unfolding within these places. 

A central thesis organizing this book is that th� last two d���des".ha¥e..._. 
"seen transformations in the composition of the world economy, aC::�IIlpa
.!lied by the shift tQ.J>gyices_�miJin�.!)ce, that h��e ieii.ewea"th.i.impe;.:..
t�n(:e-6fmaj"OrCities �s.�ites for certain tYp�sof aCtfvmes-and1�ctions. In 
thecmreht"phase ;;{the"worid"ec "ortomy;" it-is precisely.the""combuultiori-of 
the global dispersal of eco!!Qmi.c�Etivities and global integration-under 
conditloris"of�tntiiUiedconcentrati-;�··oreconomIcnwtlet:shiJ5 and con
trol-that has contributed to a strategic role for certain major cities. These 
I call global cities (Sassen 1991) .  Soine have been centers for world trade 
and banking for centuries. Yet beyond these long-standing functions, to
day's global cities are (I) command points in the organization of the world 
economy; (2) key locations and marketplaces for the leading industries of 
the current period-finance and specialized services for firms; and (3) ma
jor sites of production for these industries, including the production of in
novations in these industries. Several cities also fulfill equivalent func
tions on the smaller geographic scales of both trans- and subnational 
regions. Furthermore, whether at the global or at the regional level, these 
cities must inevitably engage each other in fulfilling their functions, as the 
new forms of growth seen in these cities are a result of these networks of 
cities. There is no such entity as a single global city. 

Alongside these new global and regional hierarchies of cities is a vast 
territory that has become increasingly peripheral, increasingly excluded 
from the major processes that fuel economic growth in the new global 
economy. Many formerly important manufacturing centers and port cities 
have lost functions and are in decline, not only in the less developed coun-



Place and Production in the Global Economy 5 

tries but also in the most advanced economies. This is yet another mean
ing of economic globalization. We can think of these developments as con
stituting new geographies of centrality that cut across the old divide of 
poor / rich countries, and of new geographies of marginality that also cut 
across the poor / rich country divide. 

The most powerful of these new geographies of centrality binds to
gether the major international financial and business centers: New York, 
London, Tokyo, Paris, Frankfurt, Zurich, Amsterdam, Sydney, and Hong 
Kong, among others. But this geography now also includes cities such as 
Sao Paulo, Mexico City, Bombay, Buenos Aires, and Seoul. The intensity of 
transactions among these cities, particularly through financial markets, 
flows of services, and investment has increased sharply, and so have the 
orders of magnitude involved. At the same time, ther�has-been"a.sharpen� 

---
ing �l!�i!Y._!!}.!b.�"�Q!l"�tr..a!.���'?�",��"�!..e.sic ��sourc�.�nd agj,sities pe-
�ween each of these cities a�9".Qfu�!� .. LIlJ:p.�iI..rg§R.�f.tive countri�. For in
'stance,l'cii-ls'now·'c'oncentrates a larger share of leading economic sectors 
and wealth in France than it did 20 years ago, whereas Marseilles, once a 
major economic center, has lost its own share and is suffering severe de
cline. Some national capitals, for example, have lost central economic 
functions and power to the new global cities, which have taken over some 
of the coordination functions, markets, and production processes once 
concentrated in national capitals or in major regional centers. A case in 
point, Sao Paulo has gained immense strength as a business and financial 
center in Brazil over Rio de Janeiro-once the capital and most important 
city in the country-and over the once powerful axis represented by Rio 
and Brasilia, the current capital. This is one of the meanings, or conse
quences, of the formation of a globally integrated economic system. 

What is the impact of this type of economic growth on the broader so
cial and economic order of these cities? A vast literature on the impact of a 
dynamic, high-growth manufacturing sector in highly developed coun-

, tries shows that it raises wages, reduces economic inequality, and contrib
utes to the formation of a middle class. There is much less literature about 
the impact on the service economy, especially the rapidly growing special
ized services. 

Specialized services, which have become a key component of all devel
oped economies, are not usually analyzed in terms of a production or 
work process. Such services are usually seen as a type of output-that is, 
high-level technical expertise. Thus, insufficient attention has been paid 
to the actual array of jobs, from high paying to low paying, involved in the 
production of these services. A focus on production displaces the empha
sis from expertise to work. Services need to be produced, and the build-
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ings that hold the workers need to be built and cleaned. The rapid growth 
of the financial industry and of highly specialized services generates not 
only high-level technical and administrative jobs but also low-wage un
skilled jobs. Together with the new interurban inequalities mentioned 
above, we are also seeing new economic inequalities within cities, espe
cially within global cities and their regional counterparts. 

The new urban economy is in many ways highly problematic. This is 
perhaps particularly evident in global cities and their regional counter
parts. The new growth sectors of specialized services and finance contain 
capabilities for profit making vastly superior to those of more traditional 
economic sectors. The latter are essential to the operation of the urban 
economy and the daily needs of residents, but their survival is threatened 
in a situation in which finance and specialized services can earn 
superprofits. This sharp polarization in the profit-making capabilities of 
different sectors of the economy has always existed. But what we see hap
pening today takes place on a higher order of magnitude, and it is engen
dering massive distortions in the operations of various markets, from 
housing to labor. We can see this effect, for example, in the unusually 
sharp increase in the beginning salaries of MBAs and lawyers in the cor
porate sector and in the fall, or stagnation, in the wages of low-skilled 
manual workers and clerical workers. We can see the same effect in the re
treat of many real estate developers from the low- and medium-income 
housing market who are attracted to the rapidly expanding housing de
mand by the new highly paid professionals and the possibility for vast 
overpricing of this housing supply. 

The rapid development of an international property market has made 
this disparity even worse. It means that real estate prices at the center of 
New York City are more connected to prices in London or Frankfurt than 
to the overall real estate market in the city. In the 1980s, powerful institu
tional investors from Japan, for instance, found it profitable to buy and 
sell property in Manhattan or central London. In the 1990s, this story has 
multiplied many times. German, Dutch, French, and U.S.  investors are 
buying properties in central London and in major cities around the world. 
They force prices up because of the competition and raise them even fur
ther to sell at a profit. How can a small commercial operation in these cit
ies compete with such investors and the prices they can command? 

The high profit-making capability of the new growth sectors rests 
partly on speculative activity. The extent of this dependence on specula
tion can be seen in the crisis of the early 1990s that followed the unusually 
high profits in finance and real estate in the 1980s. That real estate and fi
nancial crisis, however, seems to have left the basic dynamic of the sector 
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untouched, and we saw prices and stock market values reach new highs 
by the mid-1990s-only to have yet another crisis in 1997-98 and, once 
again, enormous increases as the decade closes . These crises can thus be 
seen as a temporary adjustment to more reasonable (i .e., less speculative) 
profit levels. The overall dynamic of polarization in profit levels in the ur
ban economy remains in place, as do the distortions in many markets. 

The typical informed view of the global economy, cities, and the new 
growth sectors does not incorporate these multiple dimensions. Else
where, I have argued that we could think of the dominant narrative or 
mainstream account of economic globalization as a narrative of eviction 
(Sassen 1996) .  In the dominant account, the key concepts of globalization, 
information economy, and telematics all suggest that place no longer mat
ters and that the only type of worker that matters is the highly educated 
professional. This account favors ( 1 )  the capability for global transmission 
over the concentrations of material infrastructure that make transmission 
possible; (2) information outputs over the workers producing those out
puts, from specialists to secretaries; and (3) the new transnational corpo
rate culture over the multiplicity of cultural environments, including 
reterritorialized "immigrant" cultures within which many of the "other" 
jobs of the global information economy take place. In brief, the dominant 
narrative concerns itself with the upper circuits of capital, not the lower 
ones. 

This narrow focus has the effect of excluding from the account the 
place-boundedness of significant components of the global information 
economy; it thereby also excludes a whole array of activities and types of 
workers from the story of globalization that are in their own way as vital 
to it as international finance and global telecommunications are. Failing to 
include these activities and workers ignores the variety of cultural con
texts within which they exist, a diversity as present in processes of global
ization as is the new international corporate culture. When we focus on 
place and production, we can see that globalization is a process involving 
not only the corporate economy and the new transnational corporate cul
ture but also, for example, the immigrant economies and work cultures 
evident in our large cities. 

The new empirical trends and the new theoretical developments are 
making cities prominent once again for a still small but growing number 
of social scientists and cultural theorists. Cities have reemerged not only 
as objects of study but also as strategic sites for the theorization of a broad 
array of social, economic, and political processes central to the current era: 
(1) economic globalization and international migration, (2) the emergence 
of specialized services and finance as the leading growth sector in ad-
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vanced economies, (3) new types of inequality, (4) the new politics of iden
tity and culture, (5) the dynamics of radicalization, and (6) the politics of 
space. In this context, it is worth noting that we are also seeing the begin
ning of a repositioning of cities in policy arenas. Two instances in particu
lar stand out. One is the recent programmatic effort at the World Bank to 
produce analyses that show how important urban economic productivity 
is to macroeconomic performance. The other is the �plicit com}2!!tition 
amonK_!Il�joJ:,.cities- tQg�.in _(Hr�ctllccess, bypassing national states, to in
crea�ingly global �arkets for reso�r!=esan4 activities'rang1"ng-from for
-eign investmeI1t; headquarters, and international instit"iiIions""{ci"touCism 
and cOllvel1tions. The mayors- of a growing number of cities-worldw-ide-
have set up offices f(;�foreign. economic affairs and a.£P'����ii:1.creasingly i?...::.. 
terest�q_tI\ q,ealing_diJ:ectLy-,with.ma�mra.QLQth�rc:()untries. .---- - -

, 'The subject of the city in a world economy is ext�erri.ely broad. The lit
erature on cities is inevitably vast, but it focuses mostly on single cities, It 
is also a literature that is mostly domestic in orientation International 
studies of cities tend to be comparative. What is lacking is a transnational 
perspective on the subject: that is to say, one that takes as its starting point 
a dynamic system or set of transactions that by its nature entails multiple 
locations involving more than one country. This contrasts with a compara
tive international approach, which focuses on two or more cities that may 
have no connections between each other. 

Given the vastness of the subject and of the literature on cities and 
given what is lacking in much of that literature, this book focuses particu
larly on recent empirical and conceptual developments because they are 
an expression of major changes in urban and national economies and in 
modes of inquiry about cities. Such a choice is inevitably limited and cer
tainly cannot account for the cases of many cities that may not have experi
enced any of these developments. Our focus on the urban impact of eco
nomic globalization, the new inequalities among and within cities, and 
the new urban economy is justified by the major characteristics of the cur
rent historical period and the need for social scientists to address these 
changes. 

Chapter 2 examines key characteristics of the global economy that are 
important for an understanding of the impact of globalization on cities. 
Chapter 3 analyzes the new interurban inequalities, focusing on three key 
issues: ( 1 )  the impact of globalization, particularly the internationaliza
tion of production and the growth of tourism, on so-called primate urban 

systems in less developed countries; (2) the impact of economic globaliza
tion on so-called balanced urban systems; and (3) the possibility of the 
formation of a transnational urban system. A rapidly growing research lit-
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erature now finds sharp increases in the linkages binding the cities that 
function as production sites and marketplaces for global capital. Chapter 
4 focuses on the new urban economy, where finance and specialized ser
vices have emerged as driving engines for profit making. Chapter 5 exam
ines these issues in greater detail through a series of case studies of key 
global cities and related issues. Chapter 6 focuses on possible new urban 
forms and social alignments inside these cities to understand whether 
these are merely a quantitative transformation or also a qualitative one . 
Chapter 7 considers this and other possibilities in summarizing the cen
tral propositions of this book. 





2 

The Urban Impact of 
Economic Globalization 

Profound changes in the composition, geography, and institutional frame
work of the global economy have had major implications for cities. In the 
1800s, when the world economy consisted largely of trade, the crucial 
sites were harbors, plantations, factories, and mines. Cities were already 
servicing centers at that time: The major cities of the time typically devel
oped alongside harbors, and trading companies depended on multiple in
dustrial, banking, and other commercial services located in cities. Cities, 
however, were not the key production sites for the leading industries in 
the 1800s; the production of wealth was centered elsewhere. Today, inter
national trade continues to be an important fact in the global economy, but 
it has been overshadowed both in value and in power by international fi
nancial flows, whether loans and equities or foreign currency transac
tions. In the 1980s, finance and specialized services emerged as the major 
components of international transactions . The crucial sites for these trans
actions are financial markets, advanced corporate service firms, banks, 
and the headquarters of transnational corporations (TNCs) .  These sites lie 
at the heart of the process for the creation of wealth, and they are located 
in cities. 

Thus, one of the factors influencing the role of cities in the new global 
economy is the change in the composition of international transactions, a 
factor often not recognized in standard analyses of the world economy. 
The current composition of international transactions shows this transfor
mation very clearly. For instance, foreign direct investment (FDI) grew 
three times faster in the 1980s than the growth of the export trade. Further
more, by the mid-1980s, investment in services had become the main com
ponent in FDI flows, whereas before it had been in manufacturing or raw 
materials extraction. These trends became even sharper in the 1990s. By 
1999, the monetary val ue of international financial flows was vastl y larger 
than the value of international trade and FDI. The sharp growth of inter-

11 
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national financial flows has raised the level of complexity of transactions. 
This new circumstance demands a highly advanced infrastructure of spe
cialized services and top-level concentrations of telecommunications fa
cilities. Cities are central locations for both. 

The first half of this chapter will present a somewhat detailed account 
of the geography, composition, and institutional framework of the global 
econom y today. The second half will focus on two types of strategic places 
for international financial and service transactions: global cities and off
shore banking centers. Finally, we will consider the impact of the collapse 
of the Pax Americana on the world economy and the subsequent shift in 
the geographical axis of international transactions. 

The G lobal Economy Today 

Here we emphasize new investment patterns and dominant features of 
the current period. The purpose is not to present an exhaustive account of 
all that constitutes the world economy today. It is rather to discuss what 
distinguishes the current period from the immediate past. 

Geography 

A key feature of the global economy today is the geography of the new 
types of international transactions. When international flows consist of 
raw materials, agricultural products, or mining goods, the geography of 
transactions is in part determined by the location of natural resources. 
Historically, this has meant that a large number of countries in Africa, 
Latin America, and the Caribbean were key sites in this geography. When 
finance and specialized services became the dominant component of in
ternational transactions in the early 1980s, the role of cities was strength
ened.  At the same time, the sharp concentration in these industries means 
that now only a limited number of cities play a strategic role. 

The fact of a new geography of international transactions becomes evi
dent in FDI flows-that is, investors acquiring a firm, wholly or in part, or 
building and setting up new firms in a foreign country (see UNCT AD 
1993) . FDI flows are highly differentiated in their destination and can be 
constituted through many different processes. During the last two de
cades, the growth in FDI has been embedded in the internationalization of 
production of goods and services. The internationalization of production 
in manufacturing is particularly important in establishing FDI flows into 
developing countries. 
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Compared with the 1950s, the 1 980s saw a narrowing of the geography 
of the global economy and a far stronger East-West axis. This is evident in 
the sharp growth of investment and trade within what is often referred to 
as the triad: the United States, Western Europe, and Japan. FOI flows to de
veloped countries grew at an average annual rate of 24% from 1986 to 
1990, reaching a value of US$129.6 billion in 1991, out of a total worldwide 
FDI inflow of US$159.3 billion (see Exhibit 2 . 1 ) . By the mid-1980s, 75% of 
all FOI stock and 84% of FOI stock in services was in developed countries. 
There was a sharp concentration even among developed countries in 
these patterns: The top four recipient countries (United States, United 
Kingdom, France, and Germany) accounted for half of world inflows in 
the 1 980s; the five major exporters of capital (United States, United King
dom, Japan, France, and Germany) accounted for 70% of total outflows. In 
the early 1990s, there were declines in most of these figures due to the fi
nancial crisis, but by the late 1990s, levels of investment had grown 
sharply, reaching US$233. 1 billion in developed countries and US$148.9 in 
developing countries. Overall, worldwide FDI inflows went from 
US$175 .8  billion in 1992 to US$400.5 billion in 1 997 (see Exhibit 2 . 1 ) .  Fi
nancial concentration is evident in a ranking of the top banks in the world, 
with only eight countries represented (see Exhibit 2.2 and also Chapter 5) .  

Although investment flows i n  developing countries in the 1990s were 
lower than in developed countries, they were high in historic terms-a 
fact that reflects the growing internationalization of economic activity (see 
Exhibit 2 . 1 ) .  International investment in developing countries lost share in 
the 1980s, although it increased in absolute value and regained share by 
the early 1990s. Since 1985, FOI has been growing at an annual rate of 22%, 
compared with 3% from 1980 to 1984, and 13% from 1975 to 1979. Yet the 
share of worldwide flows going to developing countries as a whole fell 
from 26% to 1 7% between the early 1980s and the late 1980s, pointing to 
the strength of flows within the triad (United States, Western Europe, and 
Japan); it grew in the 1990s, reaching 37.2% by 1997 before the financial 
crisis of the late 1990s. Most of the flow to developing countries has gone 
into East, South, and Southeast Asia, where the annual rate of growth rose 
on the average by over 37% a year in the 1980s and 1990s. 

There was a time when Latin America was the single largest recipient 
region of FOI. Between 1985 and 1989, Latin America's share of total flows 
to developing countries fell from 49% to 38%, and Southeast Asia's share 
rose from 37% to 48%. However, the absolute increase in FOI has been so 
sharp that, notwithstanding a falling share, Latin America has actually ex
perienced increases in the amount of FOI, especially toward the end of the 
1980s and in the 1990s (although these increases are mostly concentrated 



E X H I B I T  2 . 1 
.... Inflows and Outflows of Foreign Direct Investment (FDI), 1986 to 1997 (in US$ billions and percentages) "" 

Developed Countries Developing Countries Central and Eastern EurOf!.e All Co'unlries 
Year Inflows Outflows Inflows Outflows Inflows Outflows Inflows Outflows 
Value (US$ billions) 
1 986-1991 129.6 169.2 29.1 11.3 0.7 0.0 159.3 1 80.5 
1 992 1 20 .3 1 80.0 51.1 20.7 4.4 1.0 1 75.8 200.8 

1993 138.9 205.8 72.5 34.9 6.1 0.2 217.6 240.9 
1994 141.5 241 .5 95.6 42.5 5.9 0.3 243.0 284.3 
1995 211 .5  306.5 105.5 45.6 14.2 0.4 331 . 2  352.5 

1996 195.4 283.5 129.8 49.2 12.3 0.9 337.6 333.6 
1997 233 . 1  359.2 148.9 61 .1 18.4 3. 3 400.5 423.7 

Share in total (percentage) 
1986-1991 81 .3 93. 7  12.3 0 .1 0.0' 0.00' 100.0 100.0 
1992 68.4 89.6 29. 1  1 0.3 2 .5 0.0 1 00.0 100.0 
1993 63.8 85.4 33.3 14.5 2.8 0.0 100.0 100 .0 

1994 58.2 85.0 39.3 15.0 2.4 0.0 100.0 100.0 
1995 63.9  86.9 31 .9 1 2.9 4.3 0 .0 100.0 100.0 
1996 57.9 85.0 38.5 14.7 3.7 0.0 100.0 100.0 

1997 58.2 84.4 37.2 14 .4 4.6 0 . 1  100.0 100 .0 
Growth rate (percentage) 
1992 -7 6 76 83 575 308 10 11 
1993 15  14  42  69  38 58 24 20 

1994 2 17  32 22 -4 66 . 1 2  18  
1995 49 27 10 7 140 52 36 24 

1996 -8 -8 23 8 -13 143 2 -5 
1997 1 9  27 15 24 49 232 19 27 

Note: Asterisk (') denotes that the share in total FOI inflows and outflows was below 0.01 and 0.001, respectively. 

Source: Based on UNCTAO World Investmetlt Report (1998:361-71 ) .  
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E X H I B I T  2 . 2  

Top Banks in the World Ranked by Assets, 1998 (US$ millions) 

Asset Net 
Rank Name City' Assets Income 

1 Bank of Tokyo (22)-Mitsubishi (6) Tokyo 752,318 352 
2 Deutsche Bank (11)  Frankfurt 575,693 1,441 
3 Sumitomo Bank (2) Osaka 513,781 294 
4 Dai-Jchi Kangyo Bank ( 1 )  Tokyo 476,696 -1,531 
5 Fuji Bank (4) Tokyo 474,371 942 

6 Sanwa Bank (5) Tokyo 470,336 223 
7 ABN Amro Holdings (16) Amsterdam 444,410 1,790 
8 Sakura Bank (3) Tokyo 470,336 153 
9 Industrial & Commercial Bank Beijing 435,723 622 

10 HSBC Holdings London 405,037 5,330 

11 Norinchukin Bank (9) Tokyo 400,031 267 
12 Industrial Bank of Japan (10) Tokyo 399,509 110  
13  Dresdner Bank (24) Frankfurt 389,626 999 
14 Banque Nationale de Paris (12)  Paris 358,187 743 
15 Societe Generale (20) Paris 342,760 876 

16 Chase Manhattan New York 336,099 2,461 
17 Union Bank of Switzerland (26) Zurich 325,082 -261 
18 Commerzbank Frankfurt 320,419 773 
19 Barclays Bank (13) London 31 8,551 2,807 
20 National Westminister Bank (18) London 31 7,411 752 

21 Credit Lyonnais (9) Paris 312,926 39 
22 Mitsubishi Trust & Banking (15) Tokyo 312,223 97 
23 Westdeutsche Landesbank Duesseldorf 305,879 441 
24 Tokal Bank ( 14) Nagoya 296,895 145 
25 Cle. Financie de Pari bas Paris 293,437 838 

26 Bank of China Beijing 292,554 1 ,067 
27 Citicorp (29) New York 277,653 3,788 
28 Swiss Bank Geneva 268,161 -1,461 
29 Sumitomo Trust & Banking (17) Osaka 266,035 63 
30 Bayerische Vereinsbank Munich 256,371 527 

Note: Numbers in parentheses denote standing in 1991. Five banks have dropped out of 
the top 50 from 1991: Mitsui Trust and Banking Co. Ltd. (19), Kyowa Saltama Bank Ltd. 
(23), Daiwa Bank (25), Yasuda Trust and Banking Co . Ltd. (27) ,  Instituto Bancario San 
Paulo di  Torino (28). Three banks are stil l  in the top 50 but not reported in the table 
above: Long-Term Credit Bank (previous rank, 21 /35), Credit Agricole (8/35), and Toyo 
Trust and Banking (30 /48). 

Source: Based on Hoover's Handbook of World Business (1998). 

in a few countries). These figures point to the emergence of Southeast Asia 
as a crucial transnational space for production. The Asian region has sur-
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passed Latin America and the Caribbean for the first time ever as the larg
est host region for FDI in developing countries. 

The other two major components of the global economy are trade and 
financial flows other than FDI. By its very nature, the geography of trade 
is less concen tra ted than tha t of direct foreign in vestmen t. Wherever there 
are buyers, sellers are likely to go. Finance, on the other hand, is enor
mously concentrated; it is described later in the book. 

Composition 

In the 1950s, the major international flow was world trade, concen
trated in raw materials, other primary products, and resource-based man
ufacturing. In the 1980s, the gap between the growth rate of exports and 
that of financial flows widened sharply. Although there are severe prob
lems with measurement, the increase in financial and service transactions, 
especially the former, is so sharp as to leave little doubt (see Exhibit 2.3) .  
For instance, worldwide outflows ofFDl nearly tripled between 1 984 and 
1 987, grew another 20% in 1988, and grew yet another 20% in 1989. By 
1990, total worldwide stock of FDI stood at US$ 1.5 trillion and at US$2 tril
lion by 1 992. After the 1981-82 slump and up to 1990, global FDI grew at 
an average of 29% a year, a historic high. Furthermore, the shares of the 
tertiary sector grew consistently over the 1980s and 1990s while that of the 
primary sector fell. Between 1992 and 1997, worldwide FDI inflows grew 
by 56%. FDI worldwide outward stock stood at US$3.5 trillion in 1997. 

Many factors ha ve fed the growth of FDI: (1) Several developed coun
tries became major capital exporters, most notably Japan; (2) the number 
of cross-border mergers and acquisitions grew sharply; and (3) the flow of 
services and transnational service corporations have emerged as major 
components in the world economy. Services, which accounted for about 
24% of worldwide stock in FDI in the early 1970s, had grown to 50% of 
stock and 60% of annual flows by the end of the 1980s. The single largest 
recipient of FDI in services in the 1980s-the decade of high growth of 
these flows-was the European Community, yet another indication of a 
very distinct geography in world transactions. But it should be noted that 
these flows have also increased in absolute terms in the case of less devel
oped countries. 

Another major transformation has been the sharp growth in the num
bers and economic weight of TNCs-firms that operate in more than one 
country through affiliates, subsidiaries, or other arrangements. The cen
tral role played by TNCs can be seen in the fact that U.S .  and foreign TNCs 
accounted for 80% of international trade in the United States in the late 



E X H I B I T  2 . 3  

Sectoral Distribution of FDI Stock for the Largest Developed Home Countries and the Largest Developed and Developing 
Host Countries, Selected Years, 1970 to 1990 (US$ billion and percentages) 

Billions ot Dollars Average Annual Growth Rate in Percentages Share in Percentages 

Group o! 
Countries 1971- 1976- 1981- 1986- 1981-
and Sectors 1970 1975 1 980 1985 1990 1 975 1980 1985 1990 1990 1 970 1975 1980 1985 1990 
A. OUlward stock 
Developed countries· 

Primary 29 5 8  88 115 160 14 8.7 5.5 6.8 6.2 22.7 25.3 1 8.5 18.5 11 .2 
Secondary 58 103 208 240 556 11.7 15.1 2.9 1 8 .3 10.3 45.2 45 43.8 38.7 38.7 
Tertiary 41 68 179 265 720 10.4 21.4 8.2 22.1  14.9 3 1 .4 27.7 37.7 42.8 50.1 

Total 129 229 475 620 1436 1 1 .7 15.7 5.5 18.3 1 1 .7 100 100 100 100 100 

B .  Inward stock 
Developed countriesb 

Primary 12 17 18 39 94 4.7 5.9 16.7 19.2 18 16.2 12.1 6.7 9.2 9.1 
Secondary 44 79 148 195 439 10.7 13.4 5 .7 1 7.6 11.5 60.2 56.5 55.2 46 .2 42.5 
Tertiary 17 44 1 02 188 499 16.5 18.3 13 21.6 17.2 23.7 31 .4 38.1 445 48 .4 

Total 73 140 268 422 1032 11.3 13.9 9.5 19.6 14.4 100 100 100 100 100 

Developing countries/ economies" 
Primary 7 17 31  46 19.4 12 .8 8.2 10.5 20.6 22.7 24 21.9 

Secondary 19 41 64 102 16.6 9.3 9.8 9.5 55.9 54.6 49.6 48.6 
Tertiary 8 17 34 62 1 6.3 14.9 12.8 13.8 23.5 22.7 26.4 29.5 

Total 34 75 129 210 1 7.1 11 .4 10.2 10.8 100 100 100 100 

a. Australia, Canada , France, Federal Republic of Gennany, Italy, Japan, Netherlands, United Kingdom, and United States; together, these countries ac-
counted for almost 90% of outward FOr stock in 1990. 1970 and 1971 to 1975 growth data exclude Australia and France. 
b. Australia, Canada, France, Federal Republic of Gennany, Italy, Japan, Netherlands, United Kingdom, Spain, and United States; together, these coun-
tries accounted for approximately 72% of total inward FDI stock in 1990. 1970 and 1971 to 1975 growth data exclude Australia,  France, and Spain. 

c.  Argentina, Brazil, Chile, China, Colombia, Hong Kong, Indonesia, MalaYSia, Mexico, Nigeria, Philippines, Republic of Korea, Singapore, Taiwan 
.... Province of China, Thailand, and Venezuela; together, these countries accounted for 68% of tota l inward FOr in d eveloping countries. "I 

Source: UNCTO, Programme on Transnational Corporations, World Investment Report (1993:62). 
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1980s (UNCTC 1991:chap .  3) .  By 1997, global sales generated by foreign af
filiates of TNCs were valued at US$9.5 trillion, while worldwide ex
ports of goods and services were at US$7.4 trillion, of which one-third 
was intra firm trade (UNCTD 1998). More than 143 countries have 
adopted special FDI regimes to attract FDI, up from 20 in 1982 (UNCTD 
1998: chap. 3) .  

Ins titu tional Framework 

How does the "world economy" cohere as a system? We cannot take 

the world economy for granted and assume that it exists simply because 

international transactions do. One question raised by the developments 

descri bed above is whether the global economic acti vi ties occurring today 

represent a mere quantitative change or actually entail a change in the in

ternational regime governing the world economy. Elsewhere, I have ar

gued that the ascendance of international finance and services produces a 

new regime with distinct consequences for other industries, especially 

manufacturing, and for regional development, insofar as regions tend to 

be dominated by particular industries (Sassen 1991 ) .  One consequence of 

this new regime is that TNCs ha ve become even more central to the orga

nization of the world economy, and the new, or vastly expanded older, 

global markets are now an important element in the institutional frame

work. 
In addition to financing huge government deficits, the financial credit 

markets that exploded into growth in the 1980s served the needs of TNCs 
to a disproportionate extent. TNCs also emerged as a source for financial 
flows to developing countries, both through direct inflows of FDI and in
directly, insofar as FDI stimulates other forms of financial flows. In some 
respects, TNCs replaced banks. 1 The bank crisis of 1982 sharply cut bank 
loans to developing countries to the point that the aggregate net flow of fi
nancial resources to developing countries was negative during much of 
the 1980s. For better or for worse, the TNC is now a strategic organizer of 
what we call the world economy. 

. Global financial markets have emerged as yet another crucial institu
! tion organizing the world economy. The central role of markets in interna
tional finance, a key component of the world economy today, was in part 
brought about by the so-called Third World bank crisis formally declared 

1. FDI by transnationals may be financed through transnational banks or through the 
international credit markets. The mid-1980s saw a sharp increase in the share of the latter and 
a sharp decline in the former (see Sassen 1991 :chap. 4). 
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in 1982. This was a crisis for the major transnational banks in the United 
States, which had made massive loans to Third World countries and firms 
incapable of repayment. The crisis created a space into which small, 
highly competitive financial firms moved, launching a whole new era in 
the 1980s in speculation, innovation, and levels of profitability. The result 
was a highly unstable period but one with almost inconceivably high lev
els of profits that fed a massive expansion in the volume of international 
financial transactions. Deregulation was another key mechanism facilitat
ing this type of growth, centered in internationalization and in specula
tion. Markets provided an institutional framework that organized these 
massive financial flows. Notwithstanding two financial crises, one in 
1990-91 and the second in 1997-98, the end of the 1990s saw a sharp 
growth in the value of financial transactions. 

The fo��a_tion o£ transnationa1.tJ;"ading. �locs isyet another develop
ment that contributes to the new institutional framework. The two major 
blocs are the North American Free Trade Agreement (NAFT A) and the Eu
ropean Economic Community (EEC). According to the World Trade Orga
nization (WTO), there were over 70 regional trade agreements by the late 
1990s. The-specifics of each of the two maj or trading blocs currently being 
implemented vary considerably, but both strongly feature the enhanced 
capability for capital to move across borders. Crucial to the design of these 
blocs is the free movement of financial services. Trade, although it has re
ceived far more attention, is less significant; there already is a lot of trade 
among the countries in each bloc, and tariffs are already low for many 
goods. The NAFTA and EEC blocs represent a further formalization of 
capital as a transnational category, one that operates on another level from 
that represented by TNCs and global financial markets. Finally, in 1993, 
the WTO was set up to oversee cross-border trade. It has the power 
to adjudicate in cross-border disputes between countries and represents 
potentially a key institutional framework for the governance of the global 
economy. 

Considerable effort and resources have gone into the development of a 
framework for governing global finance. This includes the development 
of new institutional accounting and financial reporting standards, mini
mum capital requirements for banks, and efforts to institute greater trans
parency in corporate governance. 

These realignments have had pronounced consequences. One conse
quence of the extremely high level of profitability in the financial industry, 
for example, was the devaluing of manufacturing as a sector-although 
not necessarily in all subbranches. Much of the policy around deregula
tion had the effect of making finance so profitable that it took investment 
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away from manufacturing. Finance also contains the possibility for 
superprofits by maximizing the circulation of and speculation in 
money-that is, buying and selling-in a way that manufacturing does 
not (e .g. ,  securitization, multiple transactions over a short period of time, 
selling debts). Securitization, which played a crucial role, refers to the 
transformation of various types of financial assets and debts into market
able instruments. The 1980s saw the invention of numerous ways to 
securitize debts, a trend that has continued in the 1990s with the invention 
of ever more complex and speculative instruments. A simple illustration 
is the bundling of a large number of mortgages that can be sold many 
times, even though the number of houses involved stays the same. This 
option is basically not available in manufacturing. The good is made and 
sold; once it enters the realm of circulation, it enters another set of indus
tries, or sector of the economy, and the profits from subsequent sales ac
crue to these sectors. 

These changes in the geography and in the composition of interna
tional transactions, and the framework through which these transactions 
are implemented, have contributed to the formation of new strategic sites 
in the world economy. This is the subject of the next section. 

Strategic Places 

Three types of places above all others symbolize the new forms of eco
nomic globalization: export processing zones, offshore banking centers, 
high-tech districts, and global cities. There are also many other locations 
where international transactions materialize. Certainly, harbors continue 
to be strategic in a world of growing international trade and in the forma
tion of regional blocs for trade and investment. And massive industrial 
districts in maj or manufacturing export countries, such as the United 
States, Japan, and Germany, are in many ways strategic sites for interna
tional activity and specifically for production for export. None of these lo
cations, however, captures the prototypical image of today's global econ
omy the way the first four do. Some geographers now speak of global city 
regions to capture this development. 

Because much has been published about export processing zones and 
high-tech districts, and because they entail types of activity less likely to 
be located in cities than finance and services, we will not examine them in 
detail. As they are less known, let me define the first as zones in low-wage 
countries where firms from developed countries can locate factories to 
process and /or assemble components brought in from and reexported to 
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the developed countries. Special legislation was passed in several devel
oped countries to make this possible. The central rationale for these zones 
is access to cheap labor for the labor-intensive stages of a firm's produc
tion process. Tax breaks and lenient workplace standards in the zones are 
additional incentives. These zones are a key mechanism in the interna
tionalization of production. 

Here we will focus briefly on global cities and offshore banking cen
ters. 

Global Cities 

f S;lobal cities are s�rategic sites for the manage�ent of th� glo�al econ
omy and the produchon of the most advanced serVlces and fmanClal oper

��.q!l_s. They are key sites for the advanced services and telecommunica-
tions facilities necessary for the implementation and management of 
global economic operations. They also tend to concentrate the headquar
ters of firms, especially firms that operate globally. The growth of interna
tional investment and trade and the need to finance and service such ac
tivities have fed the growth of these functions in major cities. The erosion 
of the role of the government in the world economy, which was much 
larger when trade was the dominant form of international transaction, has 
displaced some of the organizing and servicing work from governments 
and major headquarters to specialized service firms and global markets in 
services and finance. Here we briefly examine these developments, first 
by presenting the concept of the global city and then by empirically de
scribing the concentration of major international markets and firms in 
various cities. 

The specific forms assumed by globalization over the last decade have 
created particular organizational requirements. The emergence of global 
markets for finance and specialized services, along with the growth of in
vestment as a major type of international transaction, has contributed to 
the expansion in command functions and in the demand for specialized 
services for firms. Much of this activity is not encompassed by the organi
zational form of the TNC or bank, even though these types of firms ac
count for a disproportionate share of international flows. Nor is much of 
this activity encompassed by the power of transnationals, a power often 
invoked to explain the fact of economic globalization. It involves work 
and workers. Here some of the hypotheses developed in our recent work 
are of interest, especially those that examine the spatial and organiza
tional forms of economic globalization and the actual work of running 
transnational economic operations (sassen 1991) .  This way of framing the 
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inquiry has the effect of recovering the centrality of place and work in pro
cesses of economic globalization. 

A central proposition in the global city model (Sassen 1 991)  is that the 
combination of geographic dispersal of economic activities and system in
tegration that lies at the heart of the current economic era has contributed 
to a strategic role for major cities. Rather than becoming obsolete because 
of the dispersal made possible by information technologies, cities instead 
concentrate command functions. In a somewhat different vocabulary, 
Friedmann and Wolff (1982) posited this long before it exploded into the 
research literature it is now (see also Friedmann 1986; Sassen-Koob 1982) . 2  
To this role, I 1!.'!.YLadde.!Lt.w'(LadditionaLfun�ti.Q!l?: ,.o.LC:.iJj�,!!e 
postindustria( p'�()dm;tiQn. "sites.Jor" the Jeading industries .. of. . �hiLP�-

·-ri6d�fllla�c,�-.��n!i . .  specialized . .  services-and . (2) . cities are transna tior��l 
'_ .riiarket£!�c::�_s... where fi�II!!l __ �.n9: . .s£Y.«:mgt�Dts. from all over the woild c�� 

buy"financial instruments and specialized services. 
The territorial dispersal of economic activity at the national and world 

scale implied by globalization has created new forms of concentrat'ion. 
This territorial dispersal and ongoing concentration in ownership can be 
inferred from some of the figures on the growth of transnational enter
prises and their affiliates. Exhibit 2.4 shows how vast the numbers of affili
ates of TNCs are. This raises the complexity of management functions, ac
counting, and legal services, and hence the growth of these activities in 
global cities. 

In the case of the financial industry, we see a similar dynamic of global 
integration: a growth in the number of cities integrated in the global finan
cial network and a simultaneous increase of concentration of value man
aged at the top of the hierarchy of centers. We can identify two distinct 
phases. Up to the end of the 1982 Third World debt crisis, the large trans
national banks dominated the financial markets in terms of both the vol
ume and the nature of financial transactions. After 1 982, this dominance 
was increasingly challenged by other financial institutions and the major 
innovations they produced. These challenges led to a transformation in 
the leading components of the financial industry, a proliferation of finan
cial institutions, and the rapid internationalization of financial markets. 
The marketplace and the advantages of agglomeration-and hence, cit
ies-assumed new significance beginning in the mid-1980s. These devel
opments led simultaneously to (1)  the incorporation of a multiplicity of 

2. I have traced this emerging scholarly lineage in Sass en (2000). Some of the texts are Castells 
(1989); Fainstein (1993); Knox and Taylor (1995); Allen, Massey, and Pryke (1999); Short and 
Kim (1999); and Eade (1997). 
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E X H I B I T 2 . 4  

; :', Number of Parent Transnational Corporations and Foreign Affil-
l "  

iates, by Region and Country, Selected Years (1990-1997) 

Parent Corporations Foreign Affiliates Lo-
Year Based in Count!Jl cated in Count� 

All Developed Countries 1990 33,500 81 ,800 
1996 43,442 96,620 

Select countries 
Australia 1992 1,306 695 

1997 485 2,371 

Canada 1991 1,308 5,874 
1996 1,695 4,541 

Federal Republic of Germany 1990 6,984 11,821 
1996 7,569 1 1,445 

France 1990 2,056 6,870 
1996 2,078 9,351 

Japan 1992 3,529 3,150 
1996 4,231 3,014 

Sweden 1991 3,529 2,400 
1997 4,148 5,551 

Switzerland 1985 3,000 2,900 
1995 4,506 5,774 

United Kingdom 1991 1,500 2,900 
1996 1,059 2,609 

United States 1990 3,000 14,900 
1995 3,379 18,901 

All Developing Countries 1990 2,700 71,300 
1996 9,323 230,696 

Select countries 
Brazil 1992 566 7, 110 

1995 797 6,322 
China 1989 379 15,966 

1997 379 145,000 
Colombia 1987 1,041 

1995 302 2,220 
Hong Kong, China 1991 500 2,828 

1997 500 5,067 
. Indonesia 1988 1,064 

1995 313 3,472 
Philippines 1987 1,952 

1995 14,802 
Republic of Korea 1991 1,049 3,671 

1996 4,806 3,878 
Singa pore 1986 10,709 

1995 1 8,154 

Central and Eastern Europe 1990 400 21,800 
1996 842 1 21,601 

World Total 1990 36,600 174,900 
1996 53,607 448,917 

Source: Based on UNCTAD, World Investment Report (1998:3, 4) .  
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markets all over the world into a global system that fed the growth of the 
industry after the 1982 debt crisis and (2) new forms of concentration, spe
cifically the centralization of the industry in a few leading financial cen
ters. Hence, in the case of the financial industry, to focus only on the large 
transnational banks would exclude precisely those sectors of the industry 
where much of the new growth and production of innovations has oc
curred. Also, it would again leave out an examination of the wide range of 
activities, firms, and markets that compose the financial industry begin
ning in the 1980s . 

The geographic dispersal of plants, offices, and service outlets and the 
integration of a growing number of stock markets around the world could 
have been accompanied by a corresponding decentralization in control 
and central functions. But this has not happened. 

If we organize some of the evidence on financial flows according to the 
places where the markets and firms are located, we can see distinct pat
terns of concentration. The evidence on the locational patterns of banks 
and securities houses points to sharp concentration. For example, the 
worldwide distribution of the 100 largest banks and 25 largest securities 
houses in 1991 shows that Japan, the United States, and the United King
dom accounted for 39 and 23 of each, respectively (see top half of Exhibits 
2.5 and 2 .6) .  This pattern persists in the late 1990s, notwithstanding multi
ple financial crises in the world and in Japan particularly (see bottom half 
of Exhibits 2.5 and 2.6) .  

The stock market illustrates this pattern well. From Bangkok to  Buenos 
Aires, governments deregulated their stock markets to allow their partici
pation in a global market system. And they have seen an enormous in
crease in the value of transactions. Yet there is immense concentration in 
leading stock markets in terms of worldwide capitalization-that is, the 
value of publicly listed firms. The market value of equities in domestic 
firms confirms the leading position of a few cities. In September 1987, be
fore the stock market crisis, this value stood at US$2 .8  trillion in the 
United States and at US$2.89 trillion in Japan. Third ranked was the 
United Kingdom, with US$728 billion. The extent to which these values 
represent extremely high levels is indicated by the fact that the next larg
est value was for West Germany, a major economy where capitalization 
stood at US$255 billion, a long distance from the top three. What these lev
els of stock market capitalization represent in the top countries is indi
cated by a comparison with gross national product (GNP) figures: in Ja
pan, stock market capitalization was the equivalent of 64%; in the United 
States, the equivalent of 119%; in the United Kingdom, the equivalent of 
118% of GNP; and in Germany, 23% of GNP. The full impact of deregula-
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E X H I B I T 2 . 5 

United States, Japan, and United Kingdom: Share of World's 50 
Largest Banks, 1991 and 1997 (US$ millions and percentage) 

1991 
No. o[Firms Assets % o[ Tol!. 50 Cal!.ital % o[ T0l!. 50 

Japan 27 6,572,416 40.7 975,192 40.6 
United States 7 913,009 5.7 104,726 4.4 
United Kingdom 5 791,652 4.9 56,750 2.4 

Subtotal 39 8,277,077 51 .3  1,136,668 47.4 
Total for Top 50 50 16,143,353 100.0 2,400,439 100.0 

1 997 
No. 01 Firms Assets % 01 Top 50 Ca12ital % 01 Top 50 

Japan 1 2  6,116,307 36.4 1,033,421 45.8 
United States 6 1,794,821 10 .7 242,000 10 .7 
United Kingdom 5 1,505,686 9.0 130,587 5 .8  

Subtotal 23 9,416,814 56.0 1,406,008 62.3 
Total for Top 50 50 1 6,817,690 100.0 2,257,946 100.0 

Note: Ranked by assets as determined by Dow Jones Global Indexes in association with 
WorldScope; figures are based on each listed company's 1997 fiscal year results, except 
data on Japanese banks, which are based on fiscal 1998 results. 

Source: Based on "World Business," Wall Street Journal, September 24, 1992, R27; "World 
Business," Wall Street Journal, September 28, 1998, R25-27. 

tion and the growth of financial markets can be seen in the increases in 
value and in number of firms listed in all the major stock markets in the 
world by 1997 (see Table 2.7) .  The market value of listings rose between 
1990 and 1997 from US$2.8  trillion to US$9.4 trillion in New York City and 
from US$l trillion to US$2 trillion in London. Similar patterns, although at 
lower orders of magnitude, are evident in the other stock markets listed in 
Exhibit 2 .7 .  

The concentration in the operational side of  the financial industry is 
made evident i n  the fact that most of the stock market transactions i n  the 
leading countries are concentrated in a few stock markets. The Tokyo ex
change accounts for 90% of equities trading in Japan. New York accounts 
for about two-thirds of equities trading in the United States; and London 
accounts for most trading in the United Kingdom. There is, then, a dispro
portionate concentration of worldwide capitalization in a few cities. 
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United States, Japan, and United Kingdom: Share of World's 
25 Largest Security Firms, 1991 and 1997 (US$ millions 
and percentage) 

1991  
No.  o[Firms Assets % ofTflE 25 Ca1!Ual % o[T0r!. 25 

Japan 10 171,913 30.5 61 ,871 50.5 
United States 11 340,558 60.4 52,430 42.8 
United Kingdom 2 44,574 7 .9 3,039 2 .5 

Subtotal 23 557,045 98.8 117,340 95.7 
Total for Top 25 25 563,623 100.0 122,561 100.0 

1997 
No. at Firms Assets % atTar!. 25 Car!.ital % o[T0r!. 25 

Japan 6 236,712 11 .9  36,827 14 . 1  
United States 15 1,660,386 83.2 207,181 79. 3 
United Kingdom 2 41,396 2 .1  9,501 3.6 

Subtotal 23 1,938,494 97.1 253,509 97.1 
Total for Top 25 25 1 ,995,782 100 .0 261 ,180 100.0 

Note: Ranked by capital as determined by Dow Jones Global Indexes; figures based on 
1997 fiscal year results. 

Source: Based on "World Business," Wall Street Journal, September 24, 1992, R27; "World 
Business," Wall Street Journal, September 28, 1998, R25-27. 

Certain aspects of the territorial dispersal of economic activity may 
have led to some dispersal of profits and ownership. Large firms, for ex
ample, have increased their subcontracting to smaller firms worldwide, 
and many national firms in the newly industrializing countries have 
grown rapidly, thanks to investment by foreign firms and access to world 
markets, often through arrangements with transnational firms.  Yet this 
form of growth is ultimately part of a chain in which a limited number of 
corporations continue to control the end product and reap most of the 
profits associated with selling on the world market. Even industrial 
homeworkers in remote rural areas are now part of that chain (Sassen 
1988:chap . 4) .  

Under these conditions, the territorial dispersal of  economic activity 
creates a need for expanded central control and management if this dis
persal is to occur along with continued economic concentration. This in 
turn has contributed to the strategic role played by major cities in the 
world economy today. 
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New York, Toyko, and London: Share of World Stock Market 
Value, 1 990 and 1997 (US$ millions and number) 

25 ,000,000 

20,000,000 

1 5 ,000,000 

1 0,000,000 

5 ,000,000 

1 990 1 997 
Source: Based on Meridian Securities Markets, World Stock Exchange Fact Book ( 1998). 

Note: All others includes Frankfurt, Paris, Zurich, Toronto, Amsterdam, Milan, Sydney, 
Hong Kong, Singapore, Taiwan, and Seoul stock exchanges. 
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Top Cities Ranked b y  Stock Market Value, 1990 and 1997 
(US$ billions) 

New Vork 

Tokyo 

London 

Frarltfllt 

Paris 

Zurich 

Toronto 

Amsterdam 

Milan 

Sydney 

Hong Kong 

Singapore 

Taiwan 

Seoul 

2ZZI 

. 1 997 
1Z1 1 990  

-

1 .00 2.00 3.00 4.00 5.00 6.00 1.00 

US$ bliion. 

Source: Based on Meridian Securities Markets, World Stock Exchange Fact Book (1998) .  

Note: For Australia 1997, the number of listed companies is from 1996; when only do
mestic is listed, it  represents the total market value. 
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Offshore Banking Centers 

Offshore financial centers are another important spatial point in the 
worldwide circuits of financial flows. Such centers are above all else tax 
shelters, a response by private sector actors to government regulation. 
They'began to be implemented in the 1970s, although international tax 
shelters have existed in various incipient forms for a long time . The 1970s 
marked a juncture between growing economic internationalization and 
continuing government control over the economy in developed countries, 
partly a legacy of the major postwar reconstruction efforts in Europe and 
Japan. Offshore banking centers are, to a large extent, paper operations. 
The Cayman Islands, for example, illustrate some of these issues (Roberts 
1994). By 1997, they were ranked as the seventh largest international bank
ing operation in the world and the fifth largest financial center after Lon
don, Tokyo, New York, and Hong Kong, according to International Mone
tary Fund (IMF) data (IMF 1999). They also were still the world's second 
largest insurilIlce location with gross capital of US$8 billion in 1 997. The 
value of deposits held in banks in the Cayman Islands grew from US$250 
billion in 1 990 to US$640 billion in 1997. Its 593 banks in 1 997 included 47 
of the world's top 50 banks. But even though thattiny country supposedly 
has well over 500 banks from all around the world, only 69 banks have of
fices there, and only 6 are "real" banks for cashing and depositing money 
and other transactions. Many of the others exist only as folders in a cabinet 
(Walter 1 989; Roberts 1 994). 

These offshore centers are located in many parts of the world. The ma
jority of Asian offshore centers are located in Singapore and �_()_ng. !'Cong; 
M��la and Taipei are also significant centers. in the Middle East, Bahr�In 
took -ovei:Trom Beirut in 1975 as the main offshore banking center, with 
Dubai following as a close second. In 1999, Abu Dhabi made a bid to create 
its own offshore financial center on Saadiyat Island. In the South Pacific, 
we find major centers in Australia and New Zealand and smaller offshore 
clusters in Vanuatu, the Cook Islands, and Nauru; Tonga and Western Sa
moa are seeking to become such centers. In the Indian Ocean, centers clus
ter in the Seychelles and in Mauritius. In Europe, Switzerland tops the list, 
and Luxembourg is a major center; others are Cyprus, Madeira, Malta, the 
Isle of Man, and the Channel Islands. Several small places are struggling 
to compete with established centers: Gibraltar, Monaco, Liechtenstein, 
Andorra, and Campione. The Caribbean has Bermuda, the Cayman Is
lands, Bahamas, Turks and Caicos, and the British Virgin Islands. 

Why do offshore banking centers exist? This question is especially per
tinent given the massive deregulation of major financial markets in the 
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1980s and the establishment of "free in�e�nat�onal financial zones" in sev
eral major cities in highly developed countries .  The best example of such 
free international zones for financial activity is the Euromarket, beginning 
in the 1960s and much expanded today, with London at the center of the 
Euromarket system. Other examples, as of 1981, were international bank
ing facilities in the United States, mostly in New York City, that allowed 
U.s.  banks to establish special adjunct facilities to accept deposits from 
foreign entities free of reserve requirements and interest rate limitations. 
Tokyo, finally, saw the development of a facility in 1986 that allowed 
transactions in the Asian dollar market to be carried out in that city; this 
meant that Tokyo got some of the capital being transacted in Hong Kong, 
Singapore, and Bahrain, all Asian dollar centers. 

Compared with the major international centers, offshore banking cen
ters offer certain types of additional flexibility: secrecy, openness to "hot" 
money and to certain "legitimate" options not quite allowed in the dereg
ulated rnarkets of major financial centers, and tax minimization strategies 
for international corporations. Thus, offshore centers are used not only for 
Euromarket transactions but also for various accounting operations 
aimed at tax avoidance or minimization. 

In principle, the Euromarkets of Longan are part of the offshore mar
kets. They were set up to avoid the system for regulating exchange rates 
arid balance-of-p�yments imbalances contained · in the Bretton Woods 
agreement of 1945. The Bretton Woods agreement set up a legal frame
work for the regulation of international transactions, such as foreign cur
rency operations, for countries or banks wanting to operate internation
ally. Euromarkets were initially a Eurodollar market, where banks from 
the United States and other countries could do dollar transactions and 
avoid U.s. regulations . Over the last decade, other currencies have joined. 

In finance, offshore does not always mean overseas or foreign; basically k 
the term means that less regulation takes place than "onshore"-the latter V: 
describing firms and markets not covered by this special legislation (Rob- r 
erts 1994). The onshore and offshore markets compete with each other. De- ; 
regulation in the 1980s brought a lot of offshore capital back into onshore 
markets, especially in New York and London-a not insignificant factor in 
convincing governments in these countries to proceed with deregulation 
of the financial markets in the 1980s. London's much-noted "Big Bang" 
and the less-noted "petit bang" in Paris are instances of such a process of 
deregulation of financial markets . 

The Euromarkets are significant in international finance. According to 
the Bank for International Settlements, the Eurocurrency markets grew 
from US$9 billion in 1964 to US$57 billion in 1970 and US$661 billion in 
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1981 . The oil crisis was important in feeding this growth. In the 1980s, it 
was Eurobonds and Eurosecurities-that is, bonds and securities traded 
"offshore," outside the standard regulatory framework. Securitization 
was crucial in the 1980s, to launch the new financial era by making liquid 
what had been illiquid forms of debt. With the launch of the euro in Janu
ary 1999, Euromarkets are experiencing a period of profound change and 
growth, with the current value of outstanding international debt in both 
euro and legacy currencies at US$l ,629 in 1998 (IMF 1999: Part 2) . 

Offshore banking centers basically grew out of tax havens in the 1970s, 
and this is one of the ways in which they differ from the Euromarkets . 
Some offshore centers today are mere tax havens, whereas some old tax 
havens have become full-fledged offshore banking centers; many offshore 
centers specialize in certain branches of banking, insurance, and other fi
nancial transactions . There is a clustering of small offshore banking cen
ters within the time zone of each of the three major financial centers (New 
York City, London, Tokyo); these marginal offshore centers do some ser
vicing of business being transacted in the major centers and within that 
time zone. But not all offshore activity is related to major centers, nor is lo
cation offshore totally determined by time zones. 

In brief, offshore banking centers represent a highly specialized loca
tion for certain types of international financial transactions . They are also 
a buffer zone in case the governments of the leading financial centers in 
the world should decide to reregulate the financial markets. On the 
broader scale of operations, however, they represent a fraction of the fi
nancial capital markets now concentrated in global cities. 

Conclusion: After the Pax Americana 

The world economy has never been a planetary event; it has always had 
more or less clearly defined boundaries. Moreover, although most major 
industries were involved throughout, the cluster of industries that domi
nated any given period changed over time, contributing to distinct 
structurings of the world economy. Finally, the institutional framework 
through which the world economy coheres has also varied sharply, from 
the earlier empires through the quasi-empire of the Pax Americana-the 
period of U.S. political, economic, and military dominance-and its col
lapse in the 1970s. 

It is in this collapse of the Pax Americana, when the rebuilt economies 
of Western Europe and Japan reentered the international markets, that we 
see emerging a new phase of the world economy. There is considerable 
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agreement among specialists that in the mid-1970s new patterns in the 
world economy became evident. First, the geographical axis of interna
tional transactions changed fram Narth-South to East-West In this pro
cess, significant parts of Africa and Latin America became unhinged from 
their hitherta strong ties with warld markets in commodities and raw ma
terials. Sec and was a sharp increase in the weight of FDI in services and in 
the role played by internatianal financial markets. Third was the break
dawn .of the Brettan Woads agreement, which had established the institu
tional framework under which the warld economy had operated since the 
end of World War II. This breakdawn was clearly linked to the decline of 
the United States as the single daminant economic power in the world. 
Japanese and European multinatianals and banks became major campeti
tors with U.S. firms. The financial crises in Asia in the 1990s have once 
again strengthened the rale .of the Narth-Atlantic system in the glabal 
economy. 

These realignments are the background for understanding the posi
tion of different types of cities in the current organization of the world 
economy. A limited but growing number of major cities are the sites for 
the major financial markets and leading specialized services firms. ADJia . . . 
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New Inequalities among Cities 

The trends described in the preceding chapter point to the emergence of a 
new kind of urban system, one operating at the global and transnational 
regional levels. This is a system wherein cities are crucial nodes for the in
ternational coordination and servicing of firms, markets, and even whole 
economies that are increasingly transnational. These cities emerge as stra
tegic places in the global economy. Most cities, however, including most 
large cities, are not part of these new transnational urban systems. Typi
cally, urban systems are coterminous with nation-states. 

Correspondingly, with rare exceptions (Chase-Dunn 1984; GaWC 
[Global Cities and World Cities Study Group and Network] 1998; Sassen 
2000; Walters 1985), studies of city systems assume that the nation-state is 
the unit of analysis. We ask, What is the impact of economic globalization 
on national urban systems? Does the globalization of major industries, 
from auto manufacturing to finance, have distinct effects on different 
types of national urban systems? We will focus on the effects of the shift to 
services and economic globalization on balanced and primate urban sys
tems, the two major types of urban systems that have been identified in 
the research literature on cities. Western European nations typically have 
been regarded as a good example of balanced urban systems; latin Amer
ican nations, as a good example of systems with high levels of pri
macy-that is, inordinate concentrations of population and major eco

nomic activities in one city, typically the national capital. The most recent 
research signals some sharp changes in these two regions. 

In the first two sections of the chapter, we will examine the impact of 
economic globalization on these two types of urban systems. In the third 
section, we will turn to the emergence of transnational urban systems. 
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Some Indicators of the E s timated Economic Importance of Select Urban Areas Worldwide, Various Year s ,  

1970 to 1 980 (in percentages) 

Urban Area 

Brazil 
Greater Sao Paulo 

China 
Shanghai 

Dominican Republic 
Santa Domingo 

Ecuador 
Guayaquil" 

Haiti 
All urban 
Port-au-Prince 
Other urban 

India 
All urban 

Kenya 
All urban 
Nairobi 
Other urban 

Mexico 
All urban 
Federal District 

Pakistan 
Karachi 

Peru 
Lima 

Philippines 
Metro Manila 

Thailand 
Metro Bangkok 

Turkey 
All urban 

Tunisia 
Tunis 

Year 

1970 

1980 

1981 

1976 

1970-71 

1976 

1970 

1974-75 

1980 

1970 

1972 

1981 

1975 

Population Employment Public Revenues Public EXPerldit""es � OuiEut Measure 

8.6 

1 . 2  

24.0 

13.0 

24 .2  
15.0 

9.2 

19�9 

11.9 
5�2 
6.7 

60.0 
14.2 

6.1 

28.0 

12.0 

10.9 

47.0 

16.0 

15.6 
7.7 
7.9 

17.7" 

14.0· 

42.0 

17.2 

47.2 

45.0 

82.7' 

(29.0) d 

30.5f 

36�0 of NDP 
48.0 of net industrial product 

12.5 of gross industrial product 

70.0 of  commercial and banking transactions 
56 .0  of industrial growth 

30.0 of GDP 

57.6 of national income 
38.7 of national income 
18.9 of  national income 

38.9 0 f NDP 

30.3 of income 
20�0 of income 

10.3 of income 

79.7 of personal income 
33.6  of personal income 

1 6 . 1 of GDP 

43.0 o f GDP 

25.0 of GDP 

37.4 of GDP 

70.0 of GNP 

a�  Guayas Province; b. Current expenditures only; c. Workers; d. Federal public investment only; e .  1970 data; f. 1969 data� 

Source: Friedrich Kahnert, "Improving Urban Employment and Labor Productivity" (1987). 
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E X H I B I T 3 . 1  

Select Cities in Latin America and the Caribbean, 1990 
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Imp acts on Primate Systems: The Case 
of Latin America and the Caribbean 

It is widely documented that many regions in the world-Latin America, 
the Caribbean, large parts of Asia, and to some extent Africa-have long 
been characterized b y  urban primacy (Abreu et al. 1989; Dogan & Kasarda 
1988; Feldbau er et al. 1993; Hardoy 1975; Lee 1989; Linn 1983; Lozan o  & 
Duarte 1 991;  Stren & White, 1989). Primate cities account for a dispropor
tionate share of population, employment, and gross national product 
(GNP), a fact illustrated by the figures presented in Exhibit 3 .2 .  Thus, 
Greater Sao Paulo accounts for 36% of national domestic product (NDP) 



36 Chapter 3 

E X H I B I T  3 . 3  

Population of 20 Largest Agglomerations, 1996 to 2015 
(millions) 

Paris 
Tianjin 

Moscow 
Osaka 

London 
Los Angeles 

Cairo 
Beijing 

Buenos Aires 
Jakarta � 

RiJ�=:!=== Teheran i,,= 
Seoul 

Shanghai 
New York 

Bombay 
Calcutta 

Tokyo 
Sao Paulo 

Mexico City 
I 
5 

I 
!O 

I 
15 

I 
20 

1 2015 

r.;l 1996 

I 

25 
Population (millions) 

Source: United Nations, The Prospects of World Urbanization, 1997. 
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and 48% of net industrial product in Brazil. Santo Domingo accounts for 
70% of commercial and banking transactions and 56% of industrial 
growth in the Dominican Republic. And Lima accounts for 43% of gross 
domestic product (CDP) in Peru. 

Primacy is not simply a matter of absolute size, nor is large size a 
marker of primacy. Several of the cities listed in Exhibit 3.2 are not neces
sarily among the largest in the world. Primacy is a relative condition that 
holds within a national urban system. Some of the largest urban agglom
erations in the world do not necessarily entail primacy: New York, for ex
ample, is among the 20 largest in the world, but it is not a primate city 
given the multipolar nature of the urban system in the United States. Fur
thermore, primacy is not an exclusive trait of developing countries, even 
though its most extreme forms are to be found in the developing world: 
Tokyo and London are two cities that have elements of primacy. Finally, 
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the emergence of so-called megacities may or may not be associated with 
primacy. The 20 largest urban agglomerations by 1996 and the foreseeable 
future include some cities that are not necessarily primate, such as New 
York, Los Angeles, Tianjin, Osaka, and Shanghai, and others that can be 
characterized as having low levels of primacy, such as Paris and Buenos 
Aires (see Exhibit 3.3) .  

Primacy and mega city status are clearly fed by urban population 
growth, a process that is expected to continue. The evidence worldwide 
points to the ongoing urbanization of the population, especially in devel
oping countries. As in the developed countries, one component of urban 
growth in those countries is the suburbanization of growing sectors of the 
population. The figures in Exhibit 3.4 show rates of urban growth in select 
developing countries. The higher the level of development, the higher the 
urbanization rate is likely to be. Thus, a country like Argentina had an ur
banization rate of 87.8% in 1994, which is quite similar to that of highly de
veloped countries. In contrast, Algeria's urbanization rate of 55% and Ni
geria's 38.5% in 1 994 point to a rather different urbanization level from 
that in developed countries. Finally, there are countries such as India and 
China that have vast urban agglomerations, notwithstanding their very 
low rate of urbanization; they are, clearly, among the most populous 
countries in the world, and as a result, the information conveyed by an in
dicator such as the urbanization rate differs from that of the more typical 
case in terms of overall population size. 

On the subject of primacy, the literature on Latin America shows con
siderable convergence in the identification of major patterns, along with 
multiple interpretations of these patterns. Many studies note that we are 
seeing sharper primacy rather than the emergence of the more balanced 
national urban systems we would expect with "modernization" (Edel 
1986; EI-Shakhs 1972; Roberts 1976; Smith 1985; Walters 1985) . The disinte
gration of rural economies, including the displacement of small holders 
because of the expansion of large-scale commercial agriculture, and the 
continuing inequalities in the spatial distribution of institutional re
sources are recognized as key factors strengthening primacy (Kowarick, 
Campos, and de Mello 1991; Regional Employment Program for Latin 
America and the Caribbean [PREALC] 1987). 

Less widely known and documented is the fact that in the 1980s a de
celeration in primacy occurred in several, although not all, countries in 
Latin America. This trend will not eliminate the growth of megacities, but 
it is worth discussing in some detail because it represents in part an im
pact of economic globalization-concrete ways in which global processes 
implant themselves in particular localities . The overall shift in growth 
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Urban Growth Patterns in Select Developing Countries, Selected Periods, 1980 to 2025 

(numbers and percentage) 

Country 
Argentina 
Mexico 
Colombia 
Brazil 

Algeria 
Morocco 
Malaysia 

Senegal 
Cote d'Ivoire 
Nigeria 
Kenya 

India 

Indonesia 
China 

Per Capita 
GNP Lewl 

1995 (US$f 
8,030 

3,320 

1,910 
3,640 

1,600 

1,110 

3,890 

600 

660 
260 

280 

340 

980 

620 

1994 
Urban 

30,006 

68,691 
24,939 

123,450 

15,030 

12,684 

10,422 

3,381 

5,915 

41,722 

7,341 

243,486 

67,024 

355,597 

Size of Population 
(in OOOs)b 

Rural Urban 

4,176 43,083 
23,167 117,222 

9,606 41,532 

35,694 204,791 

12,295 33,675 

13,804 26,917 

9,273 22,942 

4,721 10,505 

7,865 23,611 

66,745 146,948 

20,002 32,616 

675,084 629,757 

127,590 167,392 

853,244 831,880 

Percentage of 
Urban Populationb Average Rate of Growthb 

2025 Urban Papulation (%) Rural Papulation (%) 
Rural 1 994 2025 1980-1985 1990-1995 1980-1985 1990-1995 

3,050 87.8 93.4 1.9 1.6 -0.9 -1.3 

19,372 74.8 85.8 3.4 2.8 0.3 0 . 00 

7,827 72.2 84.1 3.1 2.4 0.3 -0 .03 

25,459 77.6 88.9 3.7 2.7 -1.3 - 1 .4 

11,800 55 .0 74.1 3.7 3.8 2.5 0.5 

13,733 47.9 66.2 4.3 3.1 1 .4 1 .2 

8,635 52.9 72.7 4.5 3.9 1.1 0.9 

6,391 41. 7 62.2 3.3 3.7 2.1 1.7 

13,206 42.9  64.1 6.6 5 .0 2.5 2.6 
91,449 38.5 61.6 6.1 5.2 2.2 1 .7 

30,744 26.8 51.5 8.1 6 .8  3.2 2.5 

762,329 26.5 45.2 3.9 2.9 1.7 1.6 

108,205 34.4 60.7 4.6 4.5 1 . 1  0.1 

694,226 29.4 54.5 1.4 4.0 1.2 0.0 

Sources: 'The World Bank, World Development Indicators (1998); bU.N. Department for Economic and Social Information and Policy Analysis, Urban and 
Rural Agglomerations {1994}. 
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strategies toward export-oriented development created growth poles that 
emerged as alternatives to the primate cities for migrants (Gilbert 1996; 
Landell-Mills, Agarwala, and Please 1989; Portes and Lungo 1992a, 
1992b ) . 1  This shift was substantially promoted by the expansion of world 
markets for commodities and the foreign direct investment of multina
tional corporations. 

One of the best sources of information on these developments is a 
large, collective, multicity study directed by Portes and Lungo ( 1992a, 
1992b) that focused on the Caribbean region. 2 The Caribbean has a long 
history of urban primacy. Portes and Lungo studied the urban systems of 
Costa Rica, the Dominican Republic, Guatemala, Haiti, and Jamaica, 
countries that clearly reflect the immense variety of cultures and lan
guages in this region. These countries represent a wide range of coloniza
tion patterns, ethnic compositions, economic development, and political 
stability. In the 1980s, export-oriented development, a cornerstone of the 
Caribbean Basin Initiative, and the intense promotion of tourism created 
new growth poles. The evidence suggests that these emerged as alterna
tives to primate cities for the migration of both workers and firms. A 
growth in suburbanization has also had the effect of decentralizing some 
of the population in the primate cities of the Caribbean, while adding to 
the broader metropolitan areas of these cities. The effect of these trends 
can be seen clearly in Jamaica, for instance, where the primacy index de
clined from 7.2 in 1960 to 2.2 in 1990, largely as a result of the development 
of the tourist industry on the northern coast of the island, the revival of 
bauxite production for export in the interior, and the growth of satellite 
cities at the edges of the broader Kingston metropolitan area. 

In some Caribbean countries, however, the new growth poles have 
had the opposite effect. Thus, in Costa Rica, a country with a far more bal
anced urban system, the promotion of export manufacturing and tourism 
has tended to concentrate activities in the metropolitan area of the primate 
city of San Jose and its immediate surrounding cities, such as Cartago. 
Finally, in the case of Guatemala, export manufacturing and tourism are 
far less developed, largely because of the extremely violent political situa-

1 .  See also the special case of border cities such as Tijuana, which have exploded in growth 
because of the internationalization of production in the Mexico-U.S. border region and 
have become major destinations for migrants (Sanchez & Alegria 1992). The new export 
manufacturing zones in China have drawn large numbers of migrants from many regions of 
the country (Sklair 1985; Solinger 1999:277-90). 
2. This region is here defined as consisting of the island nations between the Florida peninsula 
and the north coast of South America, and the independent countries of the Central American 
isthmus; it excludes the large nations bordering on the Caribbean Sea. 
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Foreign Direct Investment Inflows in Select Latin American 
Countries, 1986 and 1997 (US$ millions) 
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Source: Based on UNCTD, World Investment Report 1998: Trends and Determinants, 
pp. 364-365. 

tion (Jonas 1992). Development of export-oriented growth is still centered 
in agriculture. Guatemala has one of the highest levels of urban primacy 
in Latin America because almost no cities in that country have functioned 
as growth poles. Only recently have efforts to develop export agriculture 
promoted some growth in intermediate cities; thus, we see that coffee and 
cotton centers ha ve grown more ra pidl y than the ca pi tal, Gua temala City. 

The growth of foreign direct investment since 1991 has further 
strengthened the role of the major Latin American business centers, par
ticularly Mexico City, Sao Paulo, and Buenos Aires (see Exhibit 3.5) .  As we 
saw in Chapter 2, privatization has been a key component of this growth. 
Foreign direct investment, via both privatization and other channels, has 
been associated wi th deregulation of financial mar kets and key economic 
institutions . Thus, the central role played by the stock market and other fi
nancial markets in these increasingly complex investment processes has 
raised the economic importance of the major cities where these institu
tions are concentrated. Because the bulk of the value of investment in pri-
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vatized enterprises and other, often related, investments has been in Mex

ico, Argentina, and Brazil, the impact of vast capital inflows is particularly 
felt in the corporate and financial sectors in Mexico City, Buenos Aires, 
and Sao Paulo.3 We see in these cities the emergence of conditions that re
semble patterns evident in major Western cities: highly dynamic financial 
markets and specialized service sectors; the overvalorization of the out
put, firms, and workers in these sectors; and the devalorization of the rest 
of the economic system. This is a subject we will return to in Chapter 4. 

In brief, economic globalization has had a range of impacts on cities 
and urban systems in Latin America and the Caribbean. In some cases, it 
has contributed to the development of new growth p oles outside the ma
jor urban agglomerations: This has often been the case with the develop
ment of export manufacturing zones, agriculture for export, and tourism. 
In others, it has actually raised the weight of primate urban agglomera
tions, in that the new growth poles were developed in these areas. A third 
case is that represented by the major business and financial centers in the 
region, several of which saw a sharp strengthening in their linkages with 
global markets and with the major international business centers in the 
developed world (Sassen, 2000). 

Production zones, centers for tourism, and major business and finan- : :  
cial centers are three types of sites for the implantation of global processes . 
Beyond these sites is a vast terrain containing cities, towns, and villages 
that is increasingly unhinged from this new international growth dy
namic. Again, this dissociation is not simply a questior of city size, since 
there are long subcontracting chains connecting workers in small villages 
to the world markets. It is, rather, a question of how these emergent trans
national economic systems are articulated, how they connect specific lo
calities in less developed countries with markets and localities in highly 
developed countries (see, e .g . ,  Beneria 1989; Bonacich et al. 1994; Bose and 
Acosta-Belen 1995; Chaney and Castro 1993; Ward 1990). The implanta
tion of global processes seems to have contributed to increasing the sepa
ration, or disarticulation, between cities and sectors within cities that are 
articulated with the global economy and those that are not. This is a new 
type of interurban inequality, one not predicated on old hierarchies of city 
size. The new inequality differs from the long-standing forms of inequal
ity present in cities and national urban systems because of the extent to 
which it results from the implantation of a global dynamic, be it the interna
tionalization of production and finance or international tourism. 

3. There are several new excellent global city analyses of these cities (Ciccolella 1998; 
Mignaqui 1998; Schiffer 2000). 
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Imp acts on Balanced Urban Systems : 
The Case of  Europe 

A major multiyear, multicountry study on cities in Europe, sponsored by 
the European Economic Community (EEC), had as one of its most inter
esting findings the renewed demographic and economic importance of 
Europe's large cities. (For a summary, see European Institute of Urban Af
fairs 1992, and Kunzmann and Wegener 1991;  see also Eurocities 1989 . )  In 
the 1960s and 1970s, most if not all of these large cities had experienced de
clines in population and in economic activity, whereas smaller cities expe
rienced growth in both dimensions. We saw a similar pattern in the 
United States, where this process took the form of suburbanization. 

Many analysts both in Europe and in the United States asserted that 
central cities, with the exception of old historical centers with cultural im
portance, had lost much of their use to people and to the economy. The 
widespread growth of small cities in Europe in those two earlier decades 
was seen as a strong indication of how balanced the urban systems of 
Western European nations were and continue to be. And, indeed, com
pared with almost an y other rna jar continental region, Western European 
nations had and continue to have the most balanced urban systems in the 
world.  Nonetheless, it is now clear that in the 1980s, and especially in the 
second half of that decade, major cities in Europe began to gain popula
tion and saw significant economic growth (see Exhibit 3 .6) .  The excep
tions were some of Europe's large cities in more peripheral areas: There 
were continuing losses in Marseilles, Naples, and England's old industrial 
cities, Manchester and Birmingham. Similarly, the rate of growth of 
smaller cities slowed down, often markedly. 

These trends can be interpreted in several ways. On one hand, it could 
be argued that we are seeing mild demographic shifts that leave the char
acteristics of the urban system basically unaltered; that is, at the levels 
both of the nation and of Western Europe as a whole, we see balanced ur
ban systems. On the other hand, it could be argued that we are seeing a re
newed importance of major cities because the economic changes evident 
in all developed countries have organizational and spatial implications 
for such cities .  The EEC study referred to earlier found that the second of 
these interpretations fits the data gathered for 24 cities in Europe. The evi
dence shows clearly that the period 1985 to 1990 marks the crucial turn
around from negative to positive population growth in the urban core af
ter consistent losses in the preceding periods (see Exhibit 3 .6;  see also 
Eurocities 1989) .  
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.1\ .  :" ' 1 . 
Population Change in Select European Cities, Selected Periods, 1970 to 1990 

>' t, . 1 970-1975 197fr1 980 1980-1985 1985-1990 
\ .�.�/ Co�e Cit'!!." Care Ring Core Ring Core Ring Core Ring 

" 
Hamburg -0.77 0.85 -0.91 0.36 -0.77 0 .06 0.24 0.06 :\ 
Frankfurt -1 .01 -0 .04 1 .62 0.11 
Dortmund . -0 .41 0.08 -0.79 -0. 27 -1.15 -0.56 0.54 0.37 
Berlin (West) -1 . 14 0 -1 .17 0 -0.49 0 2.52 0 
Paris -1,48 1 .93 -0.69 0.66 -1.02 0. 78 1 .01 2.06 
Lyons -1 .79 4.25 -1.23 1 . 18  0.07 -0.04 0.07 1 .21 
Marseilles 0.27 4 .47 -0.48 2.91 -1 . 10  1 .57 -1.10 2.84 
Milan -0.14 1 .06 -1.17  1 .07 -2.02 0 .6 -1 .03 0.35 
Amsterdam -1 .84 1 .51  -1 .11  0 .81 -1 . 18  0.57 0 .34 0.47 
Rotterdam -1 .99 1 . 1  -1.38 0 .81 -0.28 0 .56 0 .22 0.28 
Brussels -1 .99 0.48 -1.38 0 .15 -0.95 0 .02 -0.17  0.04 
London -1 .89 -0.37 -1 .6 -0.14 -0.38 -0.06 0.56 -0 .32 
Birmingham -0.3 0.35 -1 .01 -0.66 -0 .33 0 -0.37 0.06 
Glasgow -3.38 -1 .47 -1.84 -0 .1 1 -1 .06 -0.17 -1 .41 -0 .32 
Dublin -0.41 -0.41 -1 .61 
Copenhagen -2.28 2 -1.47 0.46 -0.59 -0.12 -0 .72 0 . 14  
Thessaloniki 2.06 1 .44 0.93 0 .54 
Athens 1 .09 -0.16 -1.43 1 .45 
Madrid 0.45 8.28 -0.2 8.19 -0.63 3 .16 0.28 0.07 
Barcelona -0.07 3.4 0.13 2.27 -0.58 0 .71 0 .04 -0.04 
Valencia 1 .44 1 .47 1 . 11 1 . 73 -0.41 1 .26 0.6 -0 .48 
Seville 1 .24 -0.02 1 .81 1 . 23 0 .16 1 . 1 9  0.75 0.52 
Berlin (East) 0.21 -0.05 1.14 0 .14 0 .9 0.06 1 .85 0 . 17 

a.  Core City refers to cities in growth or dynamic regions in Western Europe. 
"" SOUTce: Based on A Report to the Commission of the European Communities, Directorate General for Regional Policy (SVI), April 1992, p. 56. c.> 
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Select Cities in Europe, 1990 

·,,:,a�\ '1.��1 ·1 '·1'��./� 
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' • . . . -_ ... , .•. 

Source: Based on European Institute of Urban Affairs, Urbanisation and the Functions of 
Cities in the European Community: A Report to the Commission of the European Communities, 
Directorate Generalfor Regional Policy (XVI) (1992:56). 

The organizational and spatial implications of the new economic 
trends assume distinct forms in various urban systems. Some cities be
come part of transnational networks, whereas others become unhinged 
from the main cen ters of economic growth in their regions or nations. A re
view of the EEC report, as well as other major studies on cities in Europe, 
suggests that we can identify at least three tendencies in the reconfigura
tion of urban systems in Western Europe. First, several sub-European re
gional systems have emerged (European Conference of Ministers Respon
sible for Regional Planning (CEMAT) 1988; Kunzmann and Wegener 
1991) .  Second, within the territory of the European Economic Community 
and several immediately adjacent nations (Austria, Denmark, Greece), a 
limited number of cities have strengthened their role in an emergent Euro-
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Location of Top Banking, Industrial, and Commercial Firms, by 
City, Selected Years, 1960 to 1997 

CilJL, Countl]/ 
Tokyo, Japan 
New York, USA 

Paris, France 
Osaka, Japan 
Detroit, USA 
London, UK 
Chicago, USA 
Munich, Germany 
Amsterdam, Netherlands 
Seoul, South Korea 

1 997 1 990 

18 (5)b 
12 (2) 

12 ( 1 )  7 (5) 
11 ( 1 )  5 

7 (3) 2 (1 )  

4 (2) 2 (2) 

3 ( 1 )  7 (2) 
3 2 
3 2 

3 0 

3 0 

1 980 1970 1 960 

6 5 ( 1 )  1 
10 (4) 25 (8) 29 (8) 
7 (2) 0 0 

1 1 0 
2 (2) 3 (3) 5 (2) 
8 (3) 7 (3) 7 (3) 
4 (2) 5 6 (2) 

1 1 1 
0 0 0 
0 0 0 

a. After ranking cities according to the number holding the world's 100 largest corpora
tion headquarters, the list was trimmed to the top 40 cities of which 10 are listed in the 
table above. 

b. The figure in parentheses gives the number of the world's top 20 corporations for that 
city. 

Source: Short and Kim, Globalization and the City ( 1999:26). 

pean urban system. Finally, a few of these cities are also part of an urban 
system that operates at the global level. 

The urban system within European nations is also being affected by 
these developments. The traditional national urban networks are chang
ing. Cities that were once dominant in their nation may lose that impor
tance, while cities in border regions or transportation hubs may gain a 
new importance. Furthermore, the new European global cities may cap
ture some of the business, demands for specialized services, and invest
ments that previously went to national capitals or major provincial cities. 
Cities at  the periphery will feel the widening gap with the newly defined 
and positioned geography of centrality. 

Cities in peripheral regions and old port cities have basically lost 
ground in their national urban systems as a result of the new hierarchies 
(Castells 1989; Hausserman and Siebel 1987; Parkinson, Foley, and Judd 
1989; Ronca yolo 1 990; Siebel 1984; van den Berg et al. 1982; Vidal, Viard, et 
al., 1 990). By the late 1980s, it had become clear thatmany had become in
creasingly disconnected from the major European urban systems. Some of 
these peripheralized cities with outmoded industrial bases have 
reemerged with new functions and as part of new networks in the 
1990s-for example, Lille in Fran�e and Glasgow in the United Kingdom. 
Others have lost politico-economic functions and are unlikely to regain 
them in the foreseeable future . Yet others are becoming centers for tourism 
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or places for second homes. A growing number of high-income Germans 
and English, for example, have bought country houses and "castles" in 
Ireland; other continental Europeans are following their example. Much 
of the beauty of the Irish countryside-whole regions untouched by in
dustrialization-is a legacy of poverty, which may be undermined by Ire
land's rapid growth. The requirement for becoming transnational cen
ters for tourism and second homes is that these sites cannot pursue 
industrial development and need to preserve high levels of environmen
tal quality. 

Furthermore, changes in defense policies resulting from changes in the 
East will cause decline in cities that were once crucial production centers 
or control centers in national defense systems. Smaller port cities, or large 
ones that have not upgraded and modernized their infrastructures, will be 
at a great disadvantage in competing with the large, modernized port cit
ies in Europe. Marseilles was once a great port, strategically located on the 
Mediterranean; today, it has been left behind by Rotterdam and a few 
other major European ports that constitute a cluster of state-of-the-art 
ports . Nothing in the near future seems to secure the revitalization of old 
industrial centers on the basis of the industries that once were their eco
nomic core . The most difficult cases are small- and medium-size cities in 
somewhat isolated or peripheral areas dependent on coal and steel indus
tries. They are likely to have degraded their environments and hence do 
not even have the option of becoming tourist centers. 

Kunzmann and Wegener (1991)  see the dominance of the large cities 
continuing in part because the competition among cities in Europe for 
both European and non-European investment will continue to favor the 
larger high-tech industrial and service cities (see also Deecke, Kruger, and 
Lapple 1 993). Furthermore, this spatial p olarization will deepen because 
of the development of high-speed transport infrastructure and communi
cations corridors, which will tend to connect major centers or highly spe
cialized centers essential to the advanced economic system (Castells and 
Hall 1994; Graham and Marvin 1996; Masser, Sviden, and Wegener 1990). 
For example, Lille's position in  the center of Western Europe has strength
ened its role as a transportation and communications hub, and this once
dying industrial city is now the site of massive infrastructure projects. 

We may be seeing a process of recentralization in certain cities that 
have been somewhat peripheral. Some of the smaller cities in Europe 
(such as Aachen, Strasbourg, Nice, Liege, Arnheim) are likely to benefit 
from the single European market insofar as they can expand their hinter
land and function as a nexus to a broader European region. Changes in 
Eastern Europe are likely to strengthen the role of Western European cities 
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Foreign Direct Investment in Central and Eastern Europe, 1992 

and 1997 ( selected countries) 

Russian Federation 

Poland 

Hungary 

Czech Republic 

Romania 

Ukrane 

o 2 3 4 5 6 7 
(USD Billions) 

Source: Based on UNCTD, World Investment Report (1998:364-65) . 

that used to have extensive interregional linkages before World 
War II-notably Hamburg, Copenhagen, and Nuremberg-which in turn 
may have the effect of weakening the position of other peripheral cities in 
those regions. Cities bordering Eastern Europe may assume new roles or 
recapture old ones; Vienna and Berlin are emerging as international busi
ness platforms for the whole central European region.4 

Finally, major Eastern European cities such as Budapest, Prague, and 

I Warsaw may regain some of their prewar importance. Budapest is a good 
example: Toward the late 1980s, it emerged as the leading international

, business center for the Eastern European region, a role illustrat�d b!
_
� 

4. The strengthening of Berlin, both through reunification and regaining the role of capital, 
may alter some of the power relations between Budapest, Vienna, and Berlin. Many analysts 
believe that Berlin will become the major international business center for Central Europe, 
with corresponding reductions in the roles of Budapest and Vienna. One could also posit that 
these three cities may create a regional transnational urban system for the whole region, in 
which both competition and a division of functions have the effect of strengthening the 
overall international business capability of the region. 
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J fact that H
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ngary was the major recipient of foreign direct investment in 
t Eastern EurC?pe (see Exhibit 3 .9) (Bodnar 1998). Although the absolute in

'ves'fffient ' i�vels were lower than those in the former USSR (with an im
mensely larger territory and economy than Hungary), in relative terms, 
these figures represent a sharper internationalization than in the former 
USSR ���t�.
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in Eastern Europe located offices in Budapest to launch operatlOns ror fhe' , 
region. By the early 1990s, Budapest had a rather glamorous West
ern-looking international business enclave that offered the requisite com
forts, hotels, restaurants, and business services in a way that most other 
major Eastern European cities did not at the time. 

Immigration is expected to grow and become a major fact in many Eu
ropean cities, a subject discussed in Chapter 5 (Balbo and Manconi 1990; 
Brown 1984; Canevari 1991; Cohen 1987; Gillette and Sayad 1984; Sassen 
1 999; SOPEMI [Systeme d'observation permanente pour les migrations] 
1999; Tribalat et al. 1991) . 5 Cities that function as gateways into Europe 
will receive growing immigration flows from Eastern Europe, Africa, and 
the Middle East. Many of these cities, particularly old port cities such as 
Marseilles, Palermo, and Naples, are already experiencing economic de
cline and will be unable to absorb the additional labor and costs 
(Mingione 1991) .  Although these cities may function largely as entrepots, 
with variable shares of immigrants expected to move on to more dynamic 
cities, there will nonetheless be a tendency for resident immigrant popula
tions to grow. 

Having their infrastructures and services overburdened will further 
peripheralize these gateway cities in terms of the urban hierarchy con
necting the leading cities in Europe and further contribute to polarization. 
On the other hand, some of Europe's global cities, such as Paris and Frank
furt, which are at the center of major transportation networks, are final 
destinations for many immigrants and have significant numbers in their 
populations and workforces (Blaschke and Germershausen 1989; 
Body-Gendrot, Ma Mung, and Hodier 1992; Gillette and Sayad 1984). 
Berlin, which according to some is an emerging global city, is also the pre
ferred destination of many new migrations, as is Vienna. In the past, 
Berlin and Vienna were centers of vast regional migration systems, and 
they seem to be recapturing that old role. Smaller gateway cities such as 

5. This is not an exceptional situation. All developed countries in the world now have 
immigrant workers. Even Japan, a country known for its anti-immigration stance, now has 
legal and illegal immigration, a first in its history (AMPO 1988; Asian Women's Association 
1988; Iyotani 1989; Morita & Sassen 1994; Sassen 1998:chap. 4). 
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Thessaloniki and Trieste seem to function more narrowly as transition 
posts and do not appear to be as overwhelmed as some of the other, larger 
gateway cities. 

There are, then, a multiplicity of geographies of centers and margins in 
Europe at this time. A central urban hierarchy connects major cities, many 
of which in tum play central roles in the wider global system of cities: 
Paris, London, Frankfurt, Amsterdam, Zurich. Somewhat less oriented to 
the global economy is a major network of European financial/ cul
tural/service capitals, some with only one, others with several of these 
functions, which articulate the European region. And then there are sev
eral geographies of margins: the East-West divide and the North-South di
vide across Europe as well as new divisions. In Eastern Europe, certain cit
ies and regions are rather attractive for purposes of both European and 
non-European investment, whereas others will increasingly fall behind 
(notably, those in Rumania, the former Yugoslavia, and Albania). We see 
a similar differentiation in the south of Europe:  Madrid, Barcelona, and 
Milan are gaining in the new European hierarchy; Naples and Marseilles 
are not. 

Transnational Urban Systems6 

A rapidly growing and highly specialized research literature is focusing 
on different types of economic linkages that bind cities across national 
borders (Castells 1989; Daniels 1 991 ; GaWC 1998; Graham and Marvin 
1996; Leyshon, Daniels, and Thrift 1987; Noyelle and Dutka 1988; Sassen 
1991, 2000). Prime examples of such linkages are the multinational net
works of affiliates and subsidiaries typical of major firms in manufactur
ing and specialized services. The internationalization and deregulation of 
various financial markets is yet another, very recent development that 
binds cities across borders. This phenomenon is illustrated by the increas
ing numbers of stock markets around the world that are now participating 
in a global equities market. There is also a growing number of less directly 
economic linkages, notable among which are a variety of initiatives 
launched by urban governments that amount to a type of foreign policy 
by and for cities. In this context, the long-standing tradition of designating 
sister cities that has recently seen sharp growth (Zelinsky 1991) can as
sume a whole new meaning in the case of cities eager to operate interna-

6. See also the section, "Why Do We Need Financial Centers in the Global Digital Era?" in 
Chapter S .  
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Cities with Major Levels o f  Law Firm Links to London, 1998 (number o f  firms) 

New York 

Washington. DC 
Brussels 

Hong K ong 

Paris 

Los Angeles 

Tokyo 

Singapore 

Moscow 

Frankfurt 

Chicago 

San Francisco 

Warsaw 

Budapest 

Beijing 

Dallas 

Houston 

Prague 

I 

o 5 

1 5  
1 3  

1 2  
1 2  

1 1  
1 0  

9 
9 
9 

1 0  1 5  

39 
35 
35 

31 
22 

21 
20 

1 8  

20 25 30 35 40 
N u mber of Linkages 

Note: Number of links denotes number of branch offices that the city or cities share with London-based firms. 

Source: Based on Taylor, Walker, and Beaverstock, "Introducing GaWe" (2000). 
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Cities with M�r Levels of Banking / Finance Links to London 
(number offir s, 1998) 
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Intrafirm Service Networks among Top Business Centers, 1998 (probabilities in percentages) 

Linkage to 

Linkage from Chicago Frankfurt Hong Kong London Los Angeles Milan New York Paris Singapore Tokyo 

Chicago 89 89 100 91 79 100 89 83 100 

Frankfurt 67 93 100 72 87 100 95 94 95 
Hong Kong 60 82 100 80 80 100 85 92 90 

London 59 77 87 78 78 98 83 83 86 

Los Angeles 67 73 89 100 70 97 84 81 89 

Milan 59 88 93 100 67 100 88 91 93 

New York 59 77 87 98 77 77 79 83 85 

Paris 64 85 90 100 80 81 97 90 90 

Singapore 60 87 98 100 78 83 100 92 95 
Tokyo 64 84 93 100 83 81 100 87 88 

Note: The table is an asymmetric matrix showing probabilities of connections between cities; each cell contains the percentage probability that a 
firm in City X will have an office in City Y. 
Source: Taylor, Walker, and Beaverstock, "Introducing GaWe" ( 2000 :Table 14). 
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tionally without going through their national governments (Eurocities 
1989; Sassen 2000). 

Some of  the most detailed data on transnational linkages binding cities 
come from studies on corporate service firms. Such firms have developed 
vast multinational networks containing special geographic and institu
tional linkages that make it  possible for client firms-transnational firms 
and banks-to use a growing array of service offerings from the same sup
plier (Daniels 1991;  Leyshon et al. 1987; Noyelle & Dutka 1988). One of the 
best data sets at this time on the global networks of affiliates of leading 
firms in finance, accounting, law, and advertising is Ga we (Globalization 
and World Cities Study Group and Network) (Ga we 1998; see also Sassen 
2000) .  There is good evidence that the development of transnational cor
porate service firms was associated with the needs of transnational firms. 
Based on recent GaWe research (Globalization and World Cities Research 
Group and Network), the network of affiliates in banking/finance and 
law firms closely follows the relative importance of world cities in those 
two sectors (see Exhibits 3. 10a and 3 . 10b) .  The transnational banking/ fi
nance or law firm, therefore, can offer global finance and legal services to a 
specific segment of potential customers worldwide. Furthermore, global 
integration of affiliates and markets requires making use of advanced in
formation and telecommunications technology that can come to account 
for a significant share of costs-not just operational costs but also, and 
perhaps most important, research and development costs for new prod
ucts or advances on existing products. This is illustrated in Exhibit 3 . 11 ,  
which shows the probability that firms with offices in one of the listed cit
ies will have a branch office or affiliate in another city. 

The need for scale economies on all these fronts helps explain the re
cent increase in mergers and acquisitions, which has consolidated the po
sition of a few very large firms in many of these industries and has further 
strengthened cross-border linkages between the key locations that con
centrate the needed telecommunications facilities. These few have 
emerged as firms that can control a significant share of national and inter
national markets. The rapid increase in foreign direct investment in ser
vices is strongly linked with the high level of concentration in many of 
these industries and a strong tendency during the 1970s toward increas
ing market share among the larger firms. This is particularly true for firms 
servicing large corporations. Subcontracting by larger firms and the mul
tiplicity of specialized markets has meant that small independent firms 
can also thrive in major business centers. The link between international 
law firms and financial firms has contributed to a centralization of law 
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firms in major financial centers (Parkinson et al. 1989; Sassen 1991; 
Stanback and Noyelle 1982; see also Lash and Urry 1987). 

Whether these links have engendered transnational urban systems is 
less clear, and is partly a question of theory and conceptualization. So 
much of social science is profoundly rooted in the nation-state as the ulti
mate unit for analysis that conceptualizing processes and systems as 
transnational is bound to create much controversy. Even much of the liter
ature on world or global cities does not necessarily proclaim the existence 
of a transnational urban system: In its narrowest form, this literature pos
its that global cities perform central place functions at a transnational 
level. But that leaves open the question of the nature of the articulation be
tween global cities. If we accept that they basically compete with each 
other for global business, then they do not constitute a transnational sys
tem. Studying several global cities then falls into the category of tradi
tional comparative analysis. If we posit that, in addition to competing 
with each other, global cities are also the sites where transnational pro
cesses with multiple locations occur, then we can begin to explore the pos
sibility of a systemic dynamic binding these cities. 

Elsewhere (Sassen 1991 :chaps. 1 and 7, 1999, 2000), I have argued that, 
in addition to the central place functions performed by these cities at the 
global level as posited by Hall ( 1966), Friedmann and Wolff (1982), and 
Sassen-Koob (1982), these cities relate to one another in distinct systemic 
ways. For example, the interactions between New York, London, and To
kyo, particularly in terms of finance and investment, consist partly of a se
ries of processes that can be thought of as the "chain of production" in fi
nance. Thu's, in the mid-1980s, Tokyo was the main exporter of the raw 
material we call money, while New York was the leading processing cen
ter in the world. It was in New York that many of the new financial instru
ments were invented and that money either in its raw form or in the form 
of debt was transformed into instruments aimed at maximizing the re
turns on that money. London, on the other hand, was a major entrep6t that 
had the network to centralize and concentrate small amounts of capital 
a vailable in a large number of smaller financial markets around the wor ld, 
partly as a function of its older network for the administration of the Brit
ish Empire (see Exhibit 3 . 12) .  

This is just one example suggesting that these cities d o  not simply 
compete with each other for the same business. There is an economic sys
tem that rests on distinct types of locations and specializations each city 
represents. Furthermore, it seems likely that the strengthening of transna
tional ties between the leading financial and business centers is accompa
nied by a weakening of the linkages between each of these cities and its 
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Top Five Global Command Centers Based on Corporations, 
Banks, Stock Markets, and Advertising Agencies Rankings, 1996 

and 1997 

Corporations Banks Stock Markets Advertising 
Rank Cit!L" (1997) (1996) (1996l Agencies (1997) 
1 Tokyo 1 1 3 2 
2 New York 2 6 2 
3 London 6 4 1 3 
4 Paris 3 2 5 5 
5 Frankfurt 11 3 4 11  

a .  Cit ies ranked within the top 20  in the corporation (based on Fortune's Global 500) and 
bank tables, within the top 5 stock markets and within the top 17 advertising agencies. 

b. Based on the number of listed companies (domestic and foreign).  

Source: Short and Kim, Globalization and the City ( 1999:36) .  

hinterland and national urban system (Sassen 1991 ) .  Cities such as De
troit, Liverpool, Manchester, Marseilles, the cities of the Ruhr, and now in
creasingly Nagoya and Osaka have been affected by the territorial decen
tralization of many of their key manufacturing industries at the domestic 
and international level. This process of decentralization has contributed 
to the growth of service industries that produce the specialized inputs to 
run spatially dispersed production processes and global markets for in
puts and outputs. In a representative case, General Motors, whose main 
offices are in Detroit, also has a headquarters in Manhattan that does all 
the specialized financial work this vast multinational firm requires. Such 
specialized inputs-international legal and accounting services, manage
ment consulting, financial services-are heavily concentrated in business 
and financial centers rather than in manufacturing cities. 

Conclusion: Urban Growth 
and Its Multiple Meanings 

Major recent developments in urban systems point to several trends. In 
the developing world, we see the continuing growth of megacities and 
primacy as well as the emergence of new growth poles resulting from the 
internationalization of production and the development of tourism. In 
some cases, these new growth poles emerge as new destinations for mi
grants and thereby contribute to a deceleration in primacy; in other cases, 



56 Chapter 3 

when they are located in a primate city's area, they have the opposite 
effect. 

In the developed world, and particularly in Western Europe, we see 
the renewed strength of major cities that appear to concentrate a signifi
cant and often disproportionate share of economic activity in leading sec
tors . In the 1970s, many of the major cities in highly developed countries 
were losing population and economic activity. Much was said at the time 
about the irreversible decline of these cities. But beginning in the 
mid-1980s, there has been a resurgence that results in good part from the 
intersection of two major trends: ( 1 )  the shift to services, most particularly 
the ascendance of finance and specialized services in all advanced econo
mies, and (2) the increasing transnationalization of economic activity. This 
transnationalization can operate at the regional, continental, or global 
level. These two trends are interlinked and feed on each other. The spatial 
implications are a strong tendency toward agglomeration of the pertinent 
activities in major cities. This dynamic of urban growth is based largely on 
the locational needs or preferences of firms and does not necessarily com
pensate for population losses to suburbanization. Urban growth in less 
developed countries, by contrast, results largely from population growth, 
especially in-migration. 

The transnationalization of economic activity has raised the intensity 
and volume of transaction between cities; whether this has contributed to 
the formation of transnational global urban systems is a question that re
quires more research. The growth of global markets for finance and spe
cialized services, the need for transnational servicing networks in re
sponse to sharp increases in international investment, the reduced role of 
the government in the regulation of international economic activity and 
the corresponding ascendance of other institutional arenas, notably global 
markets and corporate headquarters-all these point to the existence of 
transnational economic arrangements with multiple locations in more 
than one country. We can see here the formation, at least an incipient one, 
of a transn�tional urban system. 

The pronounced orientation to the world markets evident in such cit
ies raises questions about the articulation with their hinterlands and na
tion-states. Cities typically have been and still are deeply embedded in the 
economies of their region, indeed often reflecting the characteristics of the 
latter. But cities that are strategic sites in the global economy tend, in part, 
to disconnect from their region. This phenomenon also conflicts with a 
key proposition in traditional scholarship about urban systems-namely, 
that these systems promote the territorial integration of regional and na
tional economies. 
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Two tendencies contributing to new forms of inequality among cities 
are visible in the geography and characteristics of urban systems. On one 
hand, there is growing articulation at a transnational level among cities. 
This is evident both at a regional transnational level and at the global 
level; in some cases, there are what one could think of as overlapping ge
ographies of articulation or overlapping hierarchies that operate at more 
than one level; that is to say, there are cities such as Paris or London that 
belong to a national urban system or hierarchy, to a transnational Euro
pean system, and to a global system. On the other hand, cities and areas 
outside these hierarchies tend to become peripheralized, or become more 
so than they had been. 
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The New Urban Economy 

The Intersection of Global Processes and Place 

How are the management, financing, and servicing processes of interna
tionalization actually constituted in cities that function as regional or global 
nodes in the world economy? And what is the work in terms of command 
functions and servicing operations at the world scale that gets done in 
cities? 

To understand the new or sharply expanded role of a particular kind of 
city in the world economy since the early 1980s, we need to focus on the 
intersection of two major processes. The first process is the sharp growth 
in the globalization of economic activity discussed in Chapter 2. This eco
nomic globalization has raised the scale and the complexity of interna
tional transactions, thereby feeding the growth of top-level multinational 
headquarters functions and the growth of services for firms, particularly 
advanced corporate services. It is important to note that even though 
globalization raises the scale and complexity of these operations, they are 
also evident at smaller geographic scales and lower orders of complexity 
(such as firms that operate regionally). Thus, although such regionally ori
ented firms need not negotiate the complexities of international borders 
and the regulations of different countries, they are still faced with a re
gionally dispersed network of operations that requires centralized control 
and servicing. 

The second process we need to consider is the growing service inten
sity in the organization of all industries (see Sassen 1991 :chap. 5). This de
velopment has contributed to a massive growth in the demand for ser
vices by firms in all industries, from mining and manufacturing to finance 
and consumer services. Cities are key sites for the production of services 
for firms. Hence, the increase in service intensity in the organization of all 
industries has had a significant growth effect on cities beginning in the 
1980s. It is important to recognize that this growth in services for firms is 
evident in cities at different levels of a nation's urban system. Some of 
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these cities cater to regional or subnational markets, others cater to na
tional markets, and yet others cater to global markets. In this context, 
globalization becomes a question of scale and added complexity. 

The key process from the perspective of the urban economy, however, 
is the growing demand for services by firms in all industries and the fact 
that cities are preferred production sites for such services, whether at the 
global, national, or regional level. As a result, we see in cities the forma
tion of a new urban economic core of banking and service activities that 
comes to replace the older, typically manufacturing-oriented office core. 

In the case of cities that are major international business centers, the 
scale, power, and profit levels of this new core suggest that we are seeing 
the formation of a new urban economy. This is so in at least two regards. 
First, even though these cities have long been centers for business and fi
nance, since the mid-1980s there have been dramatic changes in the struc
ture of the business and financial sectors, as well as sharp increases in the 
overall magnitude of these sectors and their weight in the urban economy. 
Second, the ascendance of the new finance and servic�s complex, particu
larly in international finance, engenders what may be regarded as a new 
economic regime; that is, although this sector may account for only a frac
tion of the economy of a city, it imposes itself on that larger economy. Most 
notably, the possibility for superprofits in finance has the effect of 
devalorizing manufacturing insofar as the latter cannot generate the 
super profits typical in much financial activity. 

This is not to say that everything in the economy of these cities has 
changed. On the contrary, they still show a great deal of continuity and 
many similarities with cities that are not global nodes. Rather, the implan
tation of global processes and markets has meant that the international
ized sector of the economy has expanded sharply and has imposed a new 
valorization dynamic-that is, a new set of criteria for valuing or pricing 
various economic activities and outcomes. This has had devastating ef
fects on large sectors of the urban economy. High prices and profit levels 
in the internationalized sector and its ancillary activities, such as 
top-of-the-line restaurants and hotels, have made it increasingly difficult 
for other sectors to compete for space and investments. Many of these 
other sectors have experienced considerable downgrading and /or dis
placement; for example, neighborhood shops tailored to local needs are 
replaced by upscale boutiques and restaurants catering to the new 
high-income urban elite. 

Although at a different order of magnitude, these trends also became 
evident during the late 1980s in a number of ma jor ci ties in the developing 
world that have become integrated into various world markets: Sao 
Paulo, Buenos Aires, Bangkok, Taipei, and Mexico City are only a few ex-
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amples.  Also in these cities, the new urban core was fed by the deregula
tion of financial markets, the ascendance of finance and specialized ser
vices, and integration into the world markets. The opening of stock 
markets to foreign in vestors and the privatization of what were once pub
lic sector firms have been crucial institutional arenas for this articulation. 
Given the vast size of some of these cities, the impact of this new core on 
the broader city is not always as evident as in central London or Frankfurt, 
but the transformation is still very real. 

In this chapter, we will examine the characteristics of the new domi
nant sector in the urban economy of highly intemationalized cities. We be
gin with a discussion of producer services, the core sector of the new ur
ban economy, and the conditions shaping the growth and locational 
patterns of these services. We then turn to the forma tion of a new prod ucer 
services complex in major cities, using the coordination and planning re
quirements of large transnational corporations as a working example of 
some of these issues. We also examine the locational patterns of major 
headquarters as a way to understand the significance of headquarters 
concentration in cities. We conclude with a look at the impact of the inter
national financial and real estate crisis beginning at the end of the 1980s on 
the urban economy. 

Prod ucer Services 

The expansion of producer services is a central feature of current growth 
in developed countries. In country after country, we see a decline or slow
down in manufacturing alongside sharp growth in producer services. 
Elsewhere, I have posited that the fundamental reason for this growth lies 
in the increased service intensity in the organization of all industries 
(Sassen 1991 :  166-68) .  Whether in manufacturing or in warehousing, firms 
are using more legal, financial, advertising, consulting, and accounting 
services. These services can be seen as part of the supply capacity of an 
economy because they facilitate adjustments to changing economic cir
cumstances (Marshall et al. 1986:16). They are a mechanism that "orga
nizes and adjudicates economic exchange for a fee" (Thrift 1987) and are 
part of a broader intermediary space of economic activity. 

Producer services are services for firms. They include financial, legal, 
and general management matters; innovation; development; design; ad
ministration; personnel; production technology; maintenance; transport; 
communications; wholesale distribution; advertising; cleaning services 
for firms; security; and storage. Central components of the producer ser
vices category are a range of industries with mixed business and con-
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sumer markets. They are insurance, banking, financial services, real es
tate, legal services, accounting, and professional associations. ! 

Although disproportionately concentrated in the largest cities, pro
ducer services are actually growing at faster rates at the national level in 
most developed economies. The crucial process feeding the growth of 
producer services is the increasing use of service inputs by firms in all in
dustries . Households have also raised their consumption of services, ei
ther directly (such as the growing use of accountants to prepare tax re
turns) or indirectly via the reorganization of consumer industries (buying 
flowers or dinner from franchises or chains rather than from self-standing 
and privately owned "Mom-and-Pop" shops). Services directly bought by 
consumers tend to be located, often as mere outlets, wherever population 
is concentrated. In that regard, they are far less concentrated than pro
ducer services, especially those catering to top firms. The demand for spe
cialized services by households, from accounting to architects, may be a 
key factor contributing to the growth of these services at the national level. 

National figures on employment trends, for the crucial period of the 
shift, clearly show that the producer services are the fastest growing sector 
in most developed economies (see Exhibit 4 . 1 ) . Thus, total employment in 
the United States grew from 76.8 million in 1970 to 102.2 million in 1996, 
but producer services grew from 6.3 to 17.6 million. In this almost three
fold jump, the largest single increase was in miscellaneous business ser
vices, and the second largest was in legal services. In contrast, manufac
turing grew only from 19.9 to 20.4 million. The other major growth sectors 
were the social services, which grew from 16 .9  to 29.8 million, and per
sonal services, from 7.7 to 13 .7 million-significant levels but not nearly 
the rate of producer services. Distributive services also showed strong 
growth, from 1 7.2 to 24 million. 

We see parallel patterns in other developed economies. Total employ
ment in Japan grew from 52 . 1  million in 1 970 to 65 . 1  million in 1998. From 
1970 to 1990, producer services more than doubled from 2.5 to 5.9 million, 
social services from 5.4 to 8.9 million, and personal services from 4 .4  to 6 .3  

1 .  Mixed markets create measurement problems. These problems can be  partly overcome by 
the fact that the consumer and business markets in  these industries often involve very 
different sets of  firms and different types of location patterns, and hence, they can be 
distinguished on this basis. Given the existence of mixed markets and the difficulty of 
dist inguishing between markets in the organization of the pertinent data, it is helpful to 
group these services under the category of "mostly" producer services-that is, services 
produced mostly for firms rather than for individuals. It has become customary to refer to 
them, for convenience, as producer services. 
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E X H I B I T 4 . 1  

National Figures on Employment Trends in Three Developed 
Economies, 1 970 and 1991 (in millions) 

lafJ.an Germany' United States 

1970 1990 1970 1987 1970 1 991 
I.  Extractive 10,309 4,448 2,313 1 ,103 3,504 4,123 

Agricul ture 10,087 4,383 1,991 866 2,868 3,390 
Mining 222 66 323 237 636 733 

II. Transformative 17,772 20,795 12,481 10,835 25,310 28,824 Construction 3,943 5,906 2,033 1,908 4,634 7,087 
Utilities 288 345 215 274 811 1,303 
Manufacturing 13,541 14,544 10,234 8,654 19,864 20,434 
Food 1,086 1,391 964 778 1,456 1,784 
Textiles 1,427 714 635 307 968 688 
Metal 2,103 1,985 1,243 1,168 2,391 1,992 
Machinery 2,596 3,620 2,517 1,311 3,921 4,349 
Chemical 666 679 634 736 1,189 1 ,525 
Misc. mfg. 5,664 6,155 4,240 4,353 9,940 10,096 

III .  Distributive services 11,689 14,987 4,748 4,765 17,190 24,079 
Transportation 2,636 3,097 1,443 15,74 3,013 4,170 
Communication 577 598 1,132 1,598 
Wholesale 3,159 4,377 1,125 873 3,100 4,640 
Retail 5,316 6,916 2,179 2,318 9,946 13,671 IV. Producer services 2,522 5,945 1,187 1,977 6,298 16,350 Banking 729 1 ,181  438 658 1,658 3,286 Insurance 376 783 244 257 1,406 2,419 
Real estate 274 707 92 109 789 2,081 
Engineering 268 509 163 198 333 833 
Accounting 93 188 303 660 
Misc. bus. servo 741 2,493 250 754 1,401 5,797 
Legal services 42 85 409 1,274 

V. Social services 5,359 8,855 4,155 6,550 16,888 29,839 
Medical, health servo 211 943 815 1 ,465 1,846 5,259 
Hospital 923 1,328 2,836 4 ,839 
Education 1,537 2,757 802 1,314 6,546 9,366 
Welfare, relig. servo 381 847 245 4 1 0  908 3,154 
Nonprofit org. 524 656 112 56 330 468 
Postal service 732 852 
Government 1,759 2,092 2,053 2,545 3,484 5,639 
Misc. social services 23 232 128 760 206 262 VI. Personal services 4,441 6,296 1,610 1,687 7,696 13,659 
Domestic servo 153 80 116 56 1,272 1,000 
Hotel 463 677 730 731 731 1,813 
Eating, drinking places 1.585 2,538 2,479 5,744 
Repair services 480 614 271 297 1,056 1,670 
Laundry 239 349 120 62 587 470 
Barber, beauty shops 565 650 234 258 728 876 
Entertainment 425 822 119 248 632 1,570 
Misc. personal servo 532 567 19 3 5  2 1 1  5 1 6  
A I I  other services 19 366 

Total 52,110  61,734 26,494 26,908 76,805 116,877 

Source: Based on Castells and Aoyama (1994). 
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million. In 1998, manufacturing dropped from 14.5 million in 1985 to 1 3.8 
million; wholesale and retail trade increased from 13.2 to 14.8 million; all 
services increased from 11 .7  to 16.9 million; FIRE increased from 2.2 to 2 .6 
million. 

In France, total employment went from 20 million in 1968 to 21.8 mil
lion in 1989 to 22.7 million in 1 998. From 1968 to 1989, producer and per
sonal services doubled, while social and distributive services showed 
strong growth too. Manufacturing fell from 5.4 to 4.6 million. By 1998, 
69.2% of employment was in the services sector. 

In the United Kingdom, total employment grew from 23.4 million in 
1970 to 26.9 million in 1998. Manufacturing lost almost half of its jobs, 
going from 9 to 4.5 million in 1992. But as in  other developed economies, 
producer services more than doubled, from 1 . 2  million in 1970 to 2.6 mil
lion and social services grew from 4.2 to 6.1 million. By 1998, 71 .6% of em
ployment was in the services sector. 

Finally, in Canada, total employment grew from 8.4 million in 1971 to 
14.3 million in 1998. But producer services tripled from 0.5 to 1 .6  million; 
miscellaneous business services accounted for two-thirds of this growth. 
From 1985 to 1998, business services alone grew from 0.6 to 1 . 1  million. All 
other service sectors also grew strongly while manufacturing fell from 2.2 
to 2 million during the same period. 

In the 1980s, producer services became the most dynamic, fast
est-growing sector in many cities. Particularly notable here is the case of 
the United Kingdom, where overall employment actually fell and manu
facturing suffered severe losses. Yet there were sharp increases in pro
ducer services in Central London between 1984 and 1987; their share rose 
from 31% to 37% of all employment, reaching 40% by 1989 (Frost and 
Spence 1992). Central London saw both relative and absolute declines in 
all other major employment sectors. Similar developments can be seen in 
New York City; in 1987, at the height of the 1980s boom, producer services 
accounted for 37.7% of private sector jobs, up from 29.8% in 1977. There 
were high growth rates in many of the producer services during the pe
riod when economic restructuring was consolidated in New York City: 
From 1977 to 1985, employment in legal services grew by 62%, in business 
services by 42%, and in banking by 23%; in contrast, employment fell by 
22% in  manufacturing and by 20% in transport. In the 1990s, national 
growth took off in these services and far surpassed the growth rate of the 
major cities. 

Accompanying these sharp growth rates in producer services was an 
increase in the level of employment specialization in business and finan
cial services in major cities throughout the 1980s. For example, over 90% 
of jobs in finance, insurance, and real estate (FIRE) in New York City were 



The New Urban Economy 65 

located in Manhattan, as were 85% of business service jobs. If we consider 
only those components of producer services that may be described as in
formation industries, we can see a steady growth in jobs across the U.S. 
and in its major cities, with New York City posting a significantly higher 
concentration than any other major American city. From the mid-1980s to 
1996, information industries grew from 31 % of jobs in New York City to 
45 .2%, from 1 7.8% to 22.2% in Los Angeles (county), and from 20.3% to 
26.1 % in Chicago; all three cities show a higher incidence than the U.S. av
erage, which grew from 15.1  % to 19 .3% (see also Fainstein 1993). 

Beginning in the mid-1980s, we see a general trend toward high con
centration of finance and certain producer services in the downtowns of 
major international financial centers around the world. From Toronto and 
Sydney to Frankfurt and Zurich, we are seeing growing specialization in 
financial districts everywhere. It is worth noting that this trend is also evi
dent in the multipolar urban system of the United States: Against all odds, 
New York City has kept its place at the top in terms of concentration in 
banking and finance (see Exhibits 4 .2, 4.3, and 4 .4) .  By 1990, finance and 
business services in the New York metro area were more concentrated in 
Manhattan than they were in the mid-1950s (Harris 1991) . 2  

These cities have emerged as important producers of services for ex
port, with a tendency toward specialization. New York and London are 
leading producers and exporters in accounting, advertising, management 
consulting, intemational legal services, and other business services. In fact, New 
York, London, Tokyo, Paris, and Frankfurt accounted for 63.37% of the 
world's top 50 largest commercial bank assets in 1997 (Exhibit 4.5), and 
Tokyo, New York, and London alone accounted for 33.15% of the world's 
top 50 largest insurer assets in the same year (Exhibit 4.6) They are the 
most important international markets for these services, with New York 
the world's largest source of service exports. By the late 1980s, Tokyo 
emerged as an important center for the international trade in services, go
ing beyond its initial restricted role of exporting only the services required 
by its large international trading houses. Japanese firms are more likely to 
gain a significant share of the world market in certain producer services, 
construction and engineering, than others, such as advertising and inter
national legal services (Rimmer 1988). As recently as 1978, the United 
States accounted for 60 of the top 200 international construction contrac-

. 2. Jobs are far more concentrated in the central business district in New York City, compared 
with other major cities in the United States: By the late 1980s, about 27% of all jobs in the 
consolidated statistical area were in Manhattan, compared with 9% nationally (Drennan 
1989) .  The 90% concentration ratio of finance is far above the norm. 
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E X H I B I T  4 . 2  

U.S .  Cities Ranked by Assets of 50 Largest Diversified Financial 
Companies, 1992 (US$ millions) 

City 
Total, Top 100 U.S. Firms 
New York 
Chicago 

Metro Chicago Area 
Total Chicago 

San Francisco 
Los Angeles 

Total of above areas 

Rank 

2 
3 
4 
5 
6 
7 
8 

24 

City 

Assets 

1,630,258.1 
835,461 . 8  

23,052.6 
45,900.9 
68,953.5 
38,203.0 

1,913.8 

944,532.1 

New York 
Washington, DC 
Hartford 
Philadelphia" 

Chicago (including Metro Area) 
McLean, VA" 

Houston" 

San Francisco 
Los Angeles' 

a. Denotes cities with only one company in Top 50. 

Source: Based on "The Service 500," Fortune, May 31, 1993, pp. 199-230. 

Percentage of 
u.s .  Top 100 

51 .2  
4 . 2  

2 .3  
0 .2  

57.9 

Assets 
(in US$ millions) 

835,461.80 
231,977.00 
143,530.20 
69,827.00 
68,953.50 
59,502.00 

39,742.00 
38,203.00 

1 ,913 .80 

tors, and Japan for 10 (Rimmer 1988); by 1985, each accounted for 34 of 
such firms (see Sassen 1991 : 1 74-75). By the late 1 990s, however, Japan was 
still importing more services than it was exporting (measuring in terms of 
value) . 

There are also tendencies toward specialization among different cit
ies within a country. In the United States, New York leads in banking, se
curities, manufacturing administration, accounting, and advertising. 
Washington, D.C.,  leads in legal services, computing and data processing, 
management and public relations, research and development, and mem
bership organizations. New York is more narrowly specialized as a finan
cial, business, and cultural center. Some of the legal activity concentrated 
in Washington, D.C. ,  is actually serving New York City businesses that 
have to go through legal and regulatory procedures, lobbying, and so on. 
Such services are bound to be found in the national capital, and many are 
oriented to the national economy and to noneconomic purposes . Further
more, much of the research activity in Washington is aimed not at the 
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Cities Ranked by Assets of the World's Top 25 Largest Securities 
Firms, 1 997 (US$ millions) 

New York. NY 1 , 586. 737 

Tokyo 

Zurich 

london 

San Francisco. CA 

St. l<X.is. MO 

Baltimore. MD 

Toronto 

Note: Ranked by capital as determined by Dow Jones Global Indexes; figures based on 
1997 fiscal year results. 

Source: Based on "World Business," Wall Street Journal. September 22, 1989; "World Busi
ness," Wall Street Journal, September 28, 1 998. 

world economy but at national medical and health research agendas. 
Thus, it is obviously important to distinguish whether a producer services 
com plex is oriented to world markets and integration into the global econ� 
omy or whether it responds largely to domestic demand.3 

It is important to recognize that manufacturing remains a crucial sec
tor in all of these economies, even when it may have ceased to be a domi-

3. The data on producer services is creating a certain amount of confusion in the United States. 
For example, faster growth at the national level and in medium-size cities is often interpreted 
as indicating a loss of share and declining position of leading centers such as New York or 
Chicago. Thus, one way of reading these data is as decentralization of producer services: that 
is, New York and Chicago are losing a share of all producer services in the United States-a 
zero-sum situation in which growth in a new location is construed ipso facto as a loss in an 
older location. Another way is to read it as growth everywhere. In my reading, the evidence 
points to the second type of explanation: The growing service intensity in the organization of 
the economy nationwide is the main factor explaining growth in medium-size cities rather 
than the lo�s of producer services firms in major cities and their relocation to other cities. 
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E X H I B I T  4 . 4  

u.s.  Cities Ranked by Assets of 100 Largest Commercial 
Banking Companies, 1992 (US$ millions) 

City Assets 

Total, Top 100 U.S. Firms 2,500,315 

New York 715,065 
San Francisco 263,508 

Chicago 109,761 

Los Angeles 58,163 

Total of above cities 1,146,497 

Rank City 

New York 
2 San Francisco 
3 Charlotte, NC 
4 Chicago 
5 Pittsburgh 
6 Columbus, OH 
7 Minneapolis 
8 Detroit 
9 Boston 

10 Los Angeles 

Source: Based on "The Service 500," Fortune, May 31, 1993, pp. 199-230. 

Percentage of 
u.s .  Top 1 00 

28.6 
10.5 
4.4 

2.3 

45.9 

Assets 

715,065 
263,508 
169,386 
109,761 
93,742 
75,312 
68,084 
67,524 
58,742 
58,163 

nant sector in major cities. Indeed, several scholars have argued that the 
producer services sector could not exist without manufacturing (Cohen 
and Zysman 1987; Markusen and Gwiasda 1991 ) .  In this context, it has 
been argued, for exam pIe, that the weakening of the manufacturing sector 
in the broader New York region is a threat to the city's status as a leading 
financial and producer services center (Markusen and Gwiasda 1991) .  A 
key proposition for this argument is that producer services depend on a 
strong manufacturing sector for growth. There is considerable debate 
around this issue (Drennan 1992; Noyelle and Dutka 1988; Sassen 1 991) .  
Drennan (1992), a leading analyst of the producer services sector in  New 
York City, argues that a strong finance and producer services sector is pos
sible in New York notwithstanding decline in its industrial base and 
that these sectors are so strongly integrated into the world markets that 
articulation with their hinterland-that is, integration with their re
gions- becomes secondary. 
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Cities Ranked by Assets of the World's Top 50 Largest Commer
cial Banks, 1997 (US$ millions) 

Next 5 Cities 
26%. 

New York 
9% 

Fra nkfurt 
1 0% London 

1 0% 

Pa ris 
1 2% 

Source: Based on "World Business," Wall Street Journal, September 22, 1989; "World Busi
ness," Wall Street Journal, September 28, 1 998 .  

In a variant on both positions (Sassen 1991), I argue that manufactur
ing indeed is one factor feeding the growth of the producer services sector 
but that it does so whether located in the area in question or overseas. 
Even though manufacturing-and mining and agriculture, for that mat
ter-feeds growth in the demand for producer services, its actual location 
is of secondary importance for global level service firms: Thus, whether 
manufacturing plants are located offshore or within a country may be 
quite irrelevant as long as they are part of a multinational corporation 
likely to buy the services from top-level firms. Second, the territorial dis
persal of plants, especially if international, actually raises the demand for 
producer services. This is yet another meaning, or consequence, of global
ization: The growth of producer service firms headquartered in New York 
or London or Paris can be fed by manufacturing located anywhere in the 
world as long as it is part of a multinational corporate network. Third, a 
good part of the producer services sector is fed by financial and business 
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E X H I B I T  4 . 6  

Cities Ranked by Assets of the World's Top 50 Largest Insurers, 
1997 (US$ millions) 

Rank City 

Total for Top 50 

Top 20 Cities in the World (ranked by assets) 

1 Tokyo 
2 New York 
3 London 
4 Osaka 
5 Munich 
6 Paris 
7 Newark, NJ 
8 Zurich 
9 Hartford, CT 

10  Trieste 
11 The Hague 
12 Amsterdam 
13  Boston 
14 Philadelphia, PA 
15 Bloomington, IN 
16 Cleveland, OH 
17  Edinburgh 
1 8  Norwich, CN 
19 Columbus, OH 
20 Northbrook, IL 

Top 10 Cities in the United States 

1 New York 
2 Newark, NJ 
3 Hartford, CT 
4 Philadelphia, PA 
5 Bloomington, IN 
6 Cleveland, OH 
7 Columbus, OH 
8 Northbrook, IL 
9 Houston, TX 

1 0  Fort Wayne, IN 

Total for U .S .  
Percentage o f  World Total 

Assets 
5,934,915 

895,659 
543,740 
527,929 
504,944 
409,762 
407,930 
259,482 
238,924 
228,275 
140,742 

134,618 
120,849 
107,827 
106,411 
103,600 
96,001 
92,888 
86,553 
83,214 
80,91 8 

543,740 
259,482 
228,275 
106,411 
103,600 

96,001 
83,214 
80,918 
80,620 
77,175 

1,659,436 
27.96 

Percentage of Top 50 

15 .09 
9 .16 
8.90 
8.51 
6 .90 
6.87 
4.37 
4 .03 
3 .85 
2.37 
2.27 
2.04 
1 .82 
1 . 79  
1 .75 
1 . 62 
1 .57 
1 .46 
1 .40 
1 . 36 

9 . 16  
4.37 
3 . 85 
1 . 79 
1 . 75 

1 .62 
1 .40 
1 .36 
1 .36 
1 .30 

Note: Ranked by capital as determined by Dow Jones Global Indexes; figures based on 
1997 fiscal year results. 

Source: Based on "World Business," Wall Street Journal, September 22, 1989; "World Busi
ness," Wall Street Journal, September 28, 1 998. 
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transactions that either Have nothing to do with manufacturing, as in 
many of the global financial markets, or for which manufacturing is inci
dental, as in much merger and acquisition activity (which is centered on 
buying and selling firms no matter what they do) . 

Some of the employment figures on New York and London, two cities 
that experienced heavy losses in manufacturing and sharp gains in pro
ducer services, illustrate this point. New York lost 34% of its manufactur
ing jobs from 1969 to 1989 in a national economy that overall lost only 2% 
of such j obs and that actually saw manufacturing growth in many areas. 
The British economy lost 32% of its manufacturing jobs from 1971 to 1989, 
and the London region lost 47% of such jobs (Fainstein, Gordon, and 
Harloe 1 992; Buck, Drennan, and Newton 1992). Yet both cities had sharp 
growth in producer services and raised the shares of such jobs in each 
city's total employment. Furthermore, it is also worth considering the dif
ferent conditions in each city's larger region: London's region had a 2% 
employment decline compared with a 22% job growth rate in the larger 
New York region. This divergence points to the fact that the finance and 
producer services complex in each city rests on a growth dynamic that is 
somewhat independent of the broader regional economy-a sharp 
change from the past, when a city was presumed to be deeply articulated 
with its hinterland. 

The Formation of a 
New Production Complex 

According to standard conceptions about information industries, the 
rapid growth and disproportionate concentration of many of the pro
ducer services in central cities should not have happened. This is espe
cially so for advanced corporate services, because they are thoroughly em
bedded in the most advanced information technologies; they would seem 
to have locational options that bypass the high costs and congestion typi
cal of major cities. But cities offer agglomeration economies and highly in
novative environments. Some of these services are produced in-house by 
firms, but a large share are bought from specialized service firms. The 
growing complexity, diversity, and specialization of the services required 
makes it more efficient to buy them from specialized firms rather than hir
ing in-house professionals. The growing demand for these services has 
made possible the economic viability of a freestanding specialized service 
sector. 
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A production process takes place in these services that benefits from 
proximity to other specialized services. This is especially the case in the 
leading and most innovative sectors of these industries.  Complexity and 
innovation often require multiple highly specialized inputs from several 
industries. The production of a financial instrument, for example, requires 
inputs from accounting, advertising, legal services, economic consulting, 
public relations, design, and printing. In this regard, these are highly net
worked firms. These particular characteristics of production explain the 
centralization of management and servicing functions that has fueled the 
economic boom in major cities beginning in the mid-1980s. The com
monly heard explanation that high-level professionals require face-to-face 
interactions needs to be refined in several ways. Producer services, unlike 
other types of services, are not necessarily dependent on spatial proximity 
to buyers-that is, firms served. Rather, economies occur in such special
ized firms when they locate close to others that produce key inputs or 
w hose proximity makes possible joint prod uction of certain service offer
ings. The accounting firm can service its clients at a distance, but the na
ture of its service depends on proximity to specialists, lawyers, and pro
grammers. Moreover, concentration arises out of the needs and 
expectations of the people likely to be employed in these new high-skill 
jobs who tend to be attracted to the amenities and lifestyles that large ur
ban centers can offer. Frequently, what is thought of as face-to-face com
munication is actually a production process that requires multiple simul
taneous inputs and feedbacks. At the current stage of technical 
development, having immediate and simultaneous access to the pertinent 
experts is still the most effective way to operate, especially when dealing 
with a highly complex product. 

Furthermore, time replaces weight in these sectors as a force for ag
glomeration. In the past, the pressure of the weight of inputs from iron ore 
to unprocessed agricultural products was a major constraint pushing to
ward agglomeration in sites where the heaviest inputs were located. To
day, the acceleration of economic transactions and the premium put on 
time have created new forces for. agglomeration; that is, if there were no 
need to hurry, the client could conceivably make use of a widely dispersed 
array of cooperating specialized firms. And this is often the case in routine 
operations. Where time is of the essence, however, as it is today in many of 
the leading sectors of these industries, the benefits of agglomeration are 
still extremely high-to the point where it is not simply a cost advantage 
but an indispensable arrangement. Central here has been the general ac
celeration of all transactions, especially in finance, where minutes and sec
onds count, in the stock markets, the foreign currency markets, the futures 
markets, and so on. 
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It is just this combination of constraints that has promoted the forma
tion of a producer services complex in all major cities. This producer ser
vices complex is intimately connected to the world of corporate headquar
ters; they are often thought of as forming a j oint headquarters-corporate 
services complex. But in the analysis developed in this book, we need to 
distinguish the two. Although it is true that headquarters still tend to be 
disproportionately concentrated in cities, many have moved out over the 
last two decades. Headquarters can indeed locate outside cities, but they 
need a producer services complex somewhere to buy or contract for the 
needed specialized services and financing. Headquarters of firms with 
very high overseas activity or in highly innovative and complex lines of 
business still tend to locate in major cities. In brief, firms in more routin
ized lines of activity, with predominantly regional or national markets, 
appear to be increasingly free to move or install their headquarters out
side cities. Firms in highly competitive and innovative lines of activity 
and/ or with a strong world market orientation appear to benefit from be
ing located at the center of major international business centers, no matter 
how high the costs. 

Both types of firms, however, need a corporate services sector complex 
to be located somewhere. Where this complex is located is probably be
coming increasingly unimportant from the perspective of many, though 
not all, headq uarters. However, from the perspective of prod ucer services 
firms, such a specialized complex is most likely to be in a city, rather than, 
for example, in a suburban office park. The latter will l:-e  the site for pro
ducer services firms but not for a services complex. And only such a com
plex is capable of handling the most advanced and complicated corporate 
needs. 

These issues are examined in the next two sections. The first dis
cusses how. the spatial dispersal of economic activities engenders an in
creased demand for specialized services; the transnational corporation is 
one of the major agents in this process.  The second section examines 
whether and, if so, under what conditions corporate headquarters need 
cities. 

The Servicing of Transnational Corporations 

The sharp rise in the use of producer services has also been fed by the 
territorial dispersal of multi-establishment firms, whether at the regional, 
national, or global level. Firms operating many plants, offices, and service 
outlets must coordinate planning, internal administration and distribu
tion, marketing, and other central headquarters activities. As large corpo-
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rations move into the production and sale of final consumer services, a 

wide range of activities previously performed by freestanding con
sumer service firms are shifted to the central headquarters of the new cor
porate owners. Regional, national, or global chains of motels, food outlets, 
and flower shops require vast centralized administrative and servicing 
structures. A parallel pattern of expansion of central high-level planning 
and control operations takes place in governments, brought about partly 
by the technical developments that make this expansion possible and 
partly by the growing complexity of regulatory and administrative tasks. 

Formally, the development of the modern corporation and its massive 
participation in world markets and foreign countries has made planning, 
internal administration, product development, and research increasingly 
important and complex. Diversification of product lines, mergers, and 
transnationalization of economic activities all require highly specialized 
skills. A firm with a multiplicity of geographically dispersed manufactur
ing plants contributes to the development of new types of planning in pro
duction and distribution surrounding the firm. The development of 
multisite manufacturing, service, and banking has created an expanded 
demand for a wide range of specialized service activities to manage and 
control global networks of factories, service outlets, and branch offices. 
Although to some extent these activities can be carried out in-house, a 
large share is not. High levels of specialization, the possibility of 
externalizing the production of some of these services, and the growing 
demand by large and small firms and by governments are all conditions 
that have both resulted from and made possible the development of a 
market for freestanding service firms that produce components for what 
might be called global control capability. 

This in turn means that small firms can buy components of that capa
bility, such as management consulting or international legal advice, and 
so can firms and governments from anywhere in the world. This accessi
bility contributes to the formation of marketplaces for such services in ma
j or cities. In brief, although the large corporation is undoubtedly a key 
agent inducing the development of this capability and is its prime benefi
ciary, it is not the sole user. 

A brief examination of the territorial dispersal entailed by transna
tional operations of large enterprises can serve to illustrate some of the 
points raised here. Exhibits 4 .7a and 4 .7b, for example, show the portion of 
assets, sales, and workers that the 25 largest nonfinancial transnational 
corporations of the world have outside their home countries. We know 
furthermore that there were 36,600 transnationals operating in 1991 and 
more than 1 70,000 affiliates, and that those numbers jumped to 53,607 
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transnationals in 1996 and a total of almost 450,000 affiliates (Exhibit 2 .4) .  
More specifically, Exhibit 4 .8  shows that the leading economies in the 
world have a disproportionate share of affiliates. Thus in 1990, Germany 
had more than 19,000 affiliates in foreign countries, up from 14,000 in 
1984; the United States had almost 1 9,000. Calculations using the informa
tion in Exhibits 4 .7a and 4 .7b show that the share of foreign sales in the top 
25 largest nonfinancial transnational corporations in the world grew from 
37% to 58% just between 1990 and 1996. The share of foreign employment 
to total employment in the top corporations held steady at approximately 
50%, a considerable figure given that the average workforce of these TNCs 
was 1 75,000 employees. Exhibit 4.9 shows the disproportionate concen
tration of the top TNCs ranked by foreign assets, in two parts of the 
world-the European Union, with 39 of these, and the United States, with 
30. Together, these two regions account for two thirds of these firms. 

What these figures show is a vast operation dispersed over a multiplic
ity of locations. Operations as extensive as these feed the expansion of 
central management, coordination, control, and servicing functions. Some 
of these functions are performed in the headquarters; others are bought or 
contracted for, thereby feeding the growth of the producer services com
plex. 

Corporate Headquarters and Cities 

It is very common in the general literature and in some more scholarly 
accounts to use the concentration of major headquarters as an indication 
of a city's status as an international business center. The loss of these types 
of headquarters is then interpreted as a decline in a city's status. In fact, 
using such headquarters concentration as an index is increasingly a prob
lematic measure, given the way in which corporations are classified and 
the locational options telecommunications offers corporations. 

A number of variables determine which headquarters concentrate in 
major international financial and business centers. First, how we measure 
or simply count headquarters makes a difference. Frequently, the key 
measure is the size of the firm in terms of employment and overall reve
nue. Using this measure, some of the largest firms in the world are still 
manufacturing firms, and many of these have their main headquarters 
in proximity to their major factory complex, which is unlikely to be in a 
large city because of space constraints. Such firms are likely, however, to 
have secondary headquarters for highly specialized functions in major cit
ies. Furthermore, many manufacturing firms are oriented to the national 

(fext continued on Page 82) 
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17 Elf  Aquitaine France Petroleum refining 17 42.6 11 .4d 32.4 33,957 90,000 
18 Mitsubishi Japan Trading 16.7 73.8 45.5 129.3 32,417 
19  G E  United States Electronics 1 6.5 153.9 8.3 57.7 62,580 298,000 
20 Du Pont United States Chemicals 16 38.9 17.5 37.8 36,400 124,900 
21 Alcatel Alsthom France Electronics 15.3 38.2 13 26.6 112,966 205,500 
22 Mitsui Japan Trading 15 60.8 48.1 136.2 9,094 
23 News Corporation Australia Publishing and printing 14.6 20.7 4.6 5.7 38,432 
24 Bayer Germany Chemicals 14.2 25.4 20.3 25. 9 80,000 171,000 
25 B.A.T. Industries United Kingdom Tobacco _c 

48.1 16.5d 
22.9 217,373 

a. Industry classification of companies follows that in the Fortune Global 500 list in Fortune, July 29 1991 and the Fortune Global Service 500 list in 
Fortune, August 26 1991. In the Fortune classification, companies are included in the i ndustry or service that represents the greatest volume of 
their sales; industry groups are based on categories established by the U.S. Office of Management and Budget. Several companies, however, are 
highly diversified. 

b. Excludes other European countries. 
c. Data for foreign assets not available; ranking i s  according to foreign assets estimated by the transnational corporations and management divi
sion on the basis of the ration of foreign to total employment, foreign to total fixed assets, or other similar ratios. 

d .  Includes export sales that are not separately reported. 

Source: Based on UNCTAD, Programme on Transnational Corporations, company annual financial statements, WoridScope company accounts data
base, unpublished sources from companies, The Industrial Institute for Economic and Social Research (Stockholm, Sweden), and Stop ford (1992) .  
The WorldScope database uses standardized data definitions to adjust for differences in accounting terminology. Data for U.S. companies with fis
cal year-end up to February 10, 1991, as well as for non-U.s. companies with fiscal year-end until January 15, 1991, are classified as 1990 data. 
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E X H I B I T  4 . 7 a  

The 25 Largest Nonfinancial Transnational Corporations, Ranked b y  Foreign Assets, 1990 (US$ billions 
and number of employees) 

Assets Sales Emf!./o!L.ment 
Rank Coporation Count� Industn/ Foreif<11 Total Foreif<11 Total Foreign Total 

Royal Dutch Shell United Kingdom/ Petroleum refining 69.2b 106.4 47.1b 106.5 99,000 137,000 

Netherlands 
2 Ford United States Motor vehicles and parts 55.2 173.7 47.3 97.7 188,904 370,383 

3 GM United States Motor vehicles and parts 52.6 180.2 37.3 122 251,130 767,200 

4 Exxon United States Petroleum refining 51 . 6 87.7 90.5 115.8 65,000 104,000 

5 IBM United States Computers 45.7 87.6 41 .9 69 167,868 373,816 

6 British Petroleum United Kingdom Petroleum refining 31.6 59.3 43.3 59.3 87,200 118,050 

7 Asea Brown Boveri Switzerland Industrial and farm 26.9 30.2 25.6d 26.7 200,177 215,154 
equipment 

8 Nestle Switzerland Food _c 28 35.8 36.5 192,070 199,021 

9 Philips Electronics Netherlands Electronics 23.3 30.6 28.8d 30.8 217,149 272,800 

10 Mobil United States Petroleum refining 22.3 41.7 44.3 57.8 27,593 67,300 

11 Unilever United Kingdom/ Food c 24.7 16.7b 39.6  261,000 304,000 

Netherlands 

12 Matsushita Electric Japan Electronics c 62 2 1  46.8 67,000 210,848 

13 Fiat Italy Motor vehicles and parts 19.5 66.3 20.7d 47.5 66,712 303,238 

14 Siemens Germany Electronics 43. 1 14.7d 39.2 143,000 373,000 

15 Sony Japan Electronics c 32.6 12 .7 20.9 62,100 112,900 

16 Volkswagen Germany Motor vehicles and parts _c 42 25.5d 42.1 95,934 268,744 
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18 8 Unilever Netherlands/ Food 26.4 31 45 52.2 273,000 304,000 
United Kingdom 

d 19 70 Daimler Benz AG Germany Automotive - 65.7 44.4 70.6 67,208 290,029 20 11 Philips Electronics N.V. Netherlands Electronics 24.5 31 .7 38.9 40.9 21,600 262,500 21 9 Roche Holding AG Switzerland Pharmaceuticals 24.5 29.5 12.6 12.9 39,074 48,972 22 56 Siemens AG Germany Electronics 24.4 56.3 38.4 62.6 176,000 379,000 23 36 Alcatel Alsthom Cie France Electronics 23 .5 48.4 24.6 31 .6  112,820 190,600 24 40 Sony Corporation Japan Electronics 23.5 45.8 32.8 45.7 95,000 163,000 25 19  Total SA France Petroleum -d 
30.3 25.8 34 57,555 

expl. / ref. / dist. 

a .  The index of transnationality is calculated as the average of three ratios: foreign assets to total assets, foreign sales to total sales, and foreign employment to total employment. 
b .  Industry classification for companies follows the U.s. Standard Industrial Classification as used by the u.s. Securities and Exchange Commission. 

c. Foreign s.ales are outside Europe, whereas foreign employment is outside United Kingdom and the Netherlands. 
d. Data on foreign assets are either suppressed to avoid disclosure or they are not available. 
In case of nonavailability, they are estimated on the basis of the ratio of foreign to total foreign to total assets or similar ratios. 
e. Data on foreign employment are either suppressed to avoid disclosure or they are not available. In case of nonavailability, they are estimated on the basis of the ratio of foreign to total foreign to total assets or similar ratios. 
f. Foreign assets, sales, and employment are outside of the United Kingdom and the Netherlands. 
g .  Foreign assets, sales, and employment are outside of the United Kingdom and Australia. 

Source: UNCTAD/Erasmus University database, World Investment Report (1998:36-38). 
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The 2S Largest Nonfinancial Transnational Corporations Ranked by Foreign Assets, 1996 (US$ billions and 
number of employees) 

Ranking by': Assets Sa les ErnEloyment 
Foreign Transnational 

Industr:/ Assets Index' CorEoration Country. Foreign Total Forei!?Tl Total Foreign Total 

1 83 General Electric United States Electronics 82 .8  272.4 2 1 . 1  79.2 84,000 239,000 
2 32 Royal Dutch, Shell" United Kingdom/ Petroleum 82 . 1  124 . 1  71 . 1  128.3 79,000 101,000 

Netherlands expl. /ref. / dist. 
3 75 Ford Motor Company United States Automotive 79 . 1  258 65.8 147 

• 
371,702 

4 22 Exxon Corporation United States Petroleum 55.6 95.5 1 02 117  -• 79,000 
expl ./ref. /dist. 

5 85 General Motors United States Automotive 55.4 222 . 1  50  158 221,313 647,000 

6 52 IBM United States Computers 21 .4 8 1 . 1  46.6 75.9 121 ,655 240,615 

7 79 Toyota Japan Automotive 39.2 113.4 5 1 . 7  1 09.3 34,837 150,736 

8 49 Volkswagen Group Germany Automotive -
d 60.8 41  64.4 123,042 260,811 

9 71 Mitsubishi Corporation Japan Di versified -
d 77.9 50.2 1 27.4 3,819 8,794 

10 38 Mobil Corporation United States Petroleum 31.3 46.4 53.1 80.4 22,900 43,000 
expl./ ref. / dist. 

11 3 Nestle SA Switzerland Food 30.9 34 42 42.8 206,125 212,687 

12 2 Asea Brown Boveri Switzerland /Sweden Electrical -
d 30.9 32.9 33.8 203,541 214,894 

(ABB) equipment 
13 47 Elf Aquitaine SA France Petroleum 29.3 47.5 26.6 44.8 41 ,600 85,400 

expl. /ref. / dist. 
14 14 Bayer AG Germany Chemicals 29. 1  32  25.8 3 1 .4 94,375 142,200 

15 34 Hoechst AS Germany Chemicals 28 35. 5 1 8 .4 33.8 93,708 147,862 

16 57 Nissan Motor Co., Ltd. Japan Automotive 27 58.1 29.2 53.8 
• 

135,331 

17 74 FIAT Spa Italy Automotive 26.9 70 .6  19.8 51 .3  90,390 237,865 
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E X H I B I T  4 , 9  
Geographical Concentration of Transnational Corporations, by Foreign Assets, Foreign Sales, Foreign Em
ployment, and Number of Entries, 1996 (percentage of total and number) 

Region/Economy Foreign Assets Foreign Sales Foreign Employment Number of Entries 

European Union 37 38 46 39 
France 9 8 9 11 
Germany 12 11 12 9 
Netherlands 8 8 10 3 
United Kingdom 12 12 15 11 
Japan 16 26 10 18  

United States 33 27 20 30 

Total value (US$ billions and number) 1,475.0 2,147.9 4,447,732 1 00 

Source: UNCTAD, World Investment Report (1997:35). 
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Distribution of Outward Affiliates of Major Investing Countries by Sector, Various Years, 1 980 to 1990 
(number and percentage) 

Sectors 

Count!J!. Year All Prima!J!. Manufacturing Services 

Germany, Federal Republic of" 1984 Number 14,657 558 4,936 9,163 
Percentage 100 4 34 63 

1990 Number 19,352 422 5,729 13,201 
Percentage 100 2 30 68 

Japanb 1980 Number 3,567 194 1,587 1,786 
Percentage 100 5 44 50 

1990 Number 7,986 194 3,408 4,384 
Percentage 100 2 43 55 

United States" 1982 Number 18,339 995 7,005 10,339 
Percentage 100 5 38 56 

1989 Number 18,899 785 7,552 10,562 
Percentage 100 4 40 56 

a. Includes only affiliates whose balance sheet total exceeds DM 500,000. 

b. Includes only nonbank affiliates that responded to a questionnaire on foreign direct investment (FDI) and that continued their foreign opera
tions. 

c. Includes only affiliates whose assets, sales, or income exceeded $3 million. 

Sources: UNCTC, The Determinants o/ Foreign Direct Investment ( 1992); Japan, Ministry of International Trade and Industry; United States Depart
ment of Commerce (1985, 1992). 
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market and do not need to be located in a city's national business center. 
Thus, the much-publicized departure of major headquarters from New 
York City in the 1960s and 1970s involved these types of firms. If we look 
at the Fortune 500 list of the largest U.s. firms, we will see that many have 
left New York City and other large cities. If, however, instead of size we 
measure share of total firm revenue coming from international sales, a 
large number of firms that are not on the Fortune 500 list come into play. In 
the case of New York, for example, the results change dramatically: In 
1990, 40% of U .S .  firms with half their revenue from international sales 
have their headquarters in New York City. 

Second, the nature of the urban system in a country is a factor in the 
geographic distribution of headquarters. Sharp urban primacy will tend 
to entail a disproportionate concentration of headquarters no matter what 
measure one uses. Third, different economic histories and business tradi
tions may combine to produce different results. 

Finally, headquarters concentration may be linked to a specific eco
nomic phase. For instance, unlike New York's loss of top Fortune 500 head
quarters, Tokyo has gained these types of headquarters. Osaka and 
Nagoya, the two other major economic centers in Japan, lost headquarters 
to Tokyo. This change seems to be linked to the increasing international
ization of the Japanese economy and the corresponding increase in central 
command and servicing functions in Tokyo, Japan's major international 
business center. In the case of Japan, extensive government regulation 
over the economy is an added factor contributing to headquarters location 
in Tokyo because all international activities have to go through various 
government approvals. 

In brief, understanding the meaning of headquarters concentration re
quires differentiation along the variables just described. Although head
quarters are still disproportionately concentrated in major cities, the pat
terns becoming evident in the mid-1980s do represent a change. 

The discussion about producer services, the producer services com
plex, and the locational patterns of headquarters pOint to two significant 
developments over the last 10 to 15 years. One is the growing service in
tensity in the organization of the economy, and the other, the emergence of 
a producer services complex that, although strongly geared toward the 
corporate sector, is far more likely to remain concentrated in urban centers 
than are the headquarters it serves. 

The subject of the rise of the producer services complex inevitably 
brings up the financial and real estate crisis of the late 1980s and early 
1990s, since so much of the highly speculative character of the 1980s was 
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engineered by financial, legal, accounting, and other kindred experts in 
the major international business centers. 

Impact of the Late 1980s Financial Crisis on Global 
City Functions:  The Case of New York City 

The high level of speculation and profitability that fed growth in the 1980s 
was clearly unsustainable. The late 1980s financial crisis raises two possi
bilities . One is that it represents a true crisis of an economic system; the 
other, that it is instead a sharp readjustment to more sustainable levels of 
speculation and profitability. New York was the first of the major interna
tional financial centers to experience massive losses. Its post-1987 evolu
tion may provide some useful insights into the interaction between crisis 
and readjustment in the dominant sector. 

Employment in banking in the city fell from 169,000 in 1989 to 157,000 
in 199 1 .  Most of this loss (more than 10,000 jobs) was in domestic banking. 
It should also be noted that some of these losses were the result of the mas
sive restructuring within the industry, including mergers among large do
mestic banks. 

In the securities industry, an area that suffered some of the sharpest job 
losses after the 1987 stock market crisis, New York City remains strong. 
Ten years later, New York City housed 11  of the world's 25 largest security 
firms and accounted for 79% of the combined assets of these firms. City 
firms and their overseas affiliates acted as advisers for almost 80% of the 
value of all international mergers and acquisitions at the height of the fi
nancial boom in the mid-1980s . They remained strong in the financial 
boom of the mid-1990s . Because the securities industry is almost com
pletely export oriented, it may well be less sensitive to crises in the U.S. 
economy and in  New York City specifically. 

Even after the financial crisis of 1997-98, New York City continues to 
function as an important international center and continues to be domi
nated by financial and related industries. According to many analysts, the 
1987 crisis was a much-needed adjustment to the excesses of the 1980s. 
The 1 997-98 crisis had far less of an impact on New York City (and Lon
don) than did the 1987 crisis. Within the United States, New York City re
mains the banking capital of the country, leading in total assets, number of 
banks, and volume in various markets (currency, options trading, mer-
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chant banking).  Worldwide, it is the leading financial center along with 
London. 

Furthermore, foreign banking is a growth sector in New York City and 
may well be a key factor in the continuing role of the city as a leading fi
nancial center for the world. So even as Japanese and European banks 
were surpassing U.S.  banks in size (see Exhibit 2.2), they had offices in 
New York City. Indeed, in 1990, New York City surpassed London in its 
number of international bank offices. By the end of the 1990s, London and 
New York City are the leading banking and financial centers in the world. 
Notwithstanding reductions in the domestic banking industry and major 
crises in several industry branches, New York remains truly a platform for 
international operations. 

What emerges from these developments is that New York City may re
tain its central role as a financial center but with a far greater participation 
by foreign firms making loans, selling financial services, and assisting in 
mergers and acquisitions. The same is the case for London. The job losses 
and bankruptcies in the securities industry from 1987 pointed to the possi
bility of a major transformation in the role of Wall Street and other stock 
markets, most particularly in that large corporations can bypass stock 
markets to raise investment capital. But drastic change does not spell the 
end of Wall Street or the city of London. Furthermore, we now know that 
the actual change proved to be far less drastic and that by the early 1990s 
Wall Street was once again booming. The 1987 and subsequent crises may 
prove to be partly a restructuring process from which Wall Street emerged 
as a transformed market, but without losing an international base and 
continuing as a provider of the most specialized and complex services. 

Conclusion : Cities as 
Postindustrial Production Sites 

A central concern in this chapter was to look at cities as production sites 
for the leading service industries of our time and hence to recover the in
frastructure of activities, firms, and jobs that is necessary to run the ad
vanced corporate economy. Specialized services are usually unc.terstood 
in terms of specialized outputs rather than the production process in
volved . A focus on the production process allows us (1) to capture some of 
the locational characteristics of these service industries and (2) to examine 
the proposition that there is a producer services complex that, although 
catering to corporations, has distinct locational and production character-
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istics. It is this producer services complex more than headquarters of firms 
generally that benefits and often needs a city location. We see this dy
namic for agglomeration operating at different levels of the urban hierar
chy, from the global to the regional. 

At the global level, a key dynamic explaining the place of major cities 
in the world economy is that they concentrate the infrastructure and the 
servicing that produce a capability for global control. The latter is essen
tial if geographic dispersal of economic activity-whether factories, of
fices, or financial markets-is to take place under continued concentration 
of ownership and profit appropriation. This capability for global control 
cannot simply be subsumed under the structural aspects of the globaliza
tion of economic activity. It needs to be prod uced. It is insufficient to posit, 
or take for granted, the awesome power of large corporations. 

By focusing on the production of this capability, we add a neglected di
mension to the familiar issue of the power of large corporations. The em
phasis shifts to the practice of global control: the work of producing and re
producing the organization and management of a global production 
system and a global marketplace for finance, both under conditions of 
economic concentration. Power is essential in the organization of the 
world economy, but so is production: the production of those inputs that 
constitute the capability for global control and the infrastructure of j obs 
involved in this production. This allows us to focus on cities and on the ur
ban social order associated with these activities . 
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Issues and Case Studies 
in the New Urban Economy 

Several of the questions raised in the preceding chapter can be fruitfully 
addressed through a closer look at cases of individual cities and issues of 
the new urban economy. The organizing focus of this chapter is the grow
ing concentration and specialization of financial and service functions 
that lie a t the heart of the new urban economy at a time when we might ex
pect the development of global telecommunications to be pushing them 
toward geographic dispersal. These specific case studies provide insights 
into the dynamics of contemporary globalization processes as they mate
rialize in specific places. They also present, in somewhat schematic form, 
a logic of inquiry into these issues that can be replicated in studies of other 
cities. Finally, we have chosen for our three case studies cities that are not 
among the absolute top tier, such as Miami and Toronto, and are less 
known as sites for global processes. 

We begin with an examination of the formation of global city func
tions. We have chosen Miami to illustrate this process because we can see 
there, in incipient form, the implantation of the growth dynamic de
scribed in Chapter 4. The question here is, Under what conditions do 
global city functions materialize? Our second case study is Toronto, a city 
that built up its financial district over only the last 15 years and hence 
could have opted for far more dispersal than can old financial centers. Fo
cusing on a broader, national geography, we chose Sydney in Australia to 
examine how these tendencies toward concentration operate in the case of 
a multi polar urban system and a vast, rich economy. Can we expect a simi
lar multipolarity in the distribution of financial functions? After looking 
at these cities as laboratory cases, we examine the general trend toward 
concentration in financial and top-level service functions against a 
broader historical and geographic perspective. Is this a new trend? Is it 
likely to remain unchanged? Finally, we examine the question of urban 
form: Have the new information technologies changed the spatial corre-

87 
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lates of the center, the terrain where the international financial and busi
ness center and the producer services complex materialize? 

The Development of Global City 
Functions : The Case of Miami 

Each of today's global cities has a specific history that has contributed to 
its current status.  Many of the world's major cities enjoyed a long history 
as banking and trading centers or as capitals of commercial empires.1 This 
fact raises two immediate questions: What aspects of today's global cities 
are a continuation of past functions? How can global city functions 
emerge in cities that lack a long history as international banking and trad
ing centers? 

Miami is a case in point. On one hand, it is a city with a short history, 
one lacking any significant international functions. On the other hand, its 
large Cuban immigration led to the development in the 1960s and 1970s of 
an international trading complex oriented to Latin America and the Carib
bean .  The relative simplicity of Miami's history and of its international 
trading functions makes it relatively easy to disentangle two key pro
cesses: ( 1 )  the continuity of the Cuban-led trading complex and (2) the for
mation of a new business complex responding to the demands created by 
current processes of globalization. The case of Miami thus helps us under
stand how a city can become a site for global city functions. 

A growing number of U.S., European, and Asian firms have set up of
fices in Miami since the late 1980s. Miami now has the fourth largest con
centration of foreign bank offices in the United States, right behind New 
York, Los Angeles, and Chicago and ahead of San Francisco, Boston, or 
Atlanta. Eastman Kodak moved its headquarters for Latin American op
erations from Rochester in New York to Miami, and Hewlett-Packard 
made a similar move from Mexico City to Miami. Firms and banks from 
Germany, France, Italy, South Korea, Hong Kong, and Japan, to name but 
some, have all opened offices and brought in significant numbers of 
high-level personnel. Alongside these developments, there has been 
sharp growth in financial and specialized services for business. Miami's 
media image was so strongly associated with immigration and drugs that 
the formation of a new international corporate sector did not receive 
much attention until the mid-1990s. 

1 .  Fortwo extraordinary and different types of accounts, see Braudel (1984) and King (1990). 
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The scale of these developments leads us to ask whether Miami, al
though not qui te a gio bal city of the first rank, may ha ve emerged as a si te 
for global city functions. The case of Miami is also interesting because the 
city already has a concentration of international trading operations built 
and owned in good part by the prosperous resident Cuban elite (Portes 
and Stepick 1993) .  Since their arrival in the 1960s after the 1959 Castro rev-
01 u tion, the Cuban comm uni ty has built an im pressi ve in terna tiona I trad
ing entrepot, with a strong presence of firms and banks from Latin Amer
ica and the Caribbean. Is the existence of the Cuban encla ve, then, with its 
multiple trading operations for the Caribbean and Latin America, the base 
on which these new global city functions developed? Or is the latter a 
somewhat autonomous process that certainly may benefit from the con
centration of trading operations in Miami but that responds to a different 
logic? Does it represent a type of development that would have taken 
place anyway in the southern Atlantic region, although perhaps not in Mi
ami without the Cuban enclave? In brief, what is the relation between 
these two processes, one shaped by past events and the other by the cur
rent demands of economic globalization? 

Some of the hypotheses in the research literature on global cities are of 
interest here, especially those that examine the spatial and organizational 
forms assumed by economic globalization today and the actual work of 
running transnational economic operations. Figures on the growth of Mi
ami's foreign banks, foreign headquarters, prime office space market, in
stallation of major telecommunications facilities, high-income residential 
and commercial gentrification, and high-priced international tourism all 
point to developments that transcend both the Cuban enclave and the 
Caribbean import! export enterprises in its midst. They point to another 
dynamic, one at least partly rooted in the new forms of economic global
ization. They suggest that the growth of the new international corpo
rate sector in Miami is part of this new dynamic rather than a mere expan
sion of the - Cuban enclave's Latin American and Caribbean trading 
operations . 

As described in Chapter 2, overall international business transactions 
with Latin America are growing rapidly. Total foreign direct investment in 
the Latin American economies grew from an average of US$6 . 1  billion in 
1 984-87 to $28.7 billion in 1994, and nearl y dou bled to $56 . 1  billion in 1997. 
As we saw there, privatization, deregulation of stock markets and other fi
nancial markets, and the new export-oriented development model in 
most of Latin America are major factors. These are all extremely compli
cated transactions that require vast specialized inputs-a far cry from the 
earlier type of trading that initiated the growth of Miami in the 19705 . 
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One could argue that democratization and the opening of Latin Amer
ican economies to foreign trade and investment should have made Miami 
less rather than more important. Yet Miami saw sharp growth in the con
centration of top-level managerial and specialized servicing activities. 
And as we saw in Chapters 3 and 4, this is one type of  evidence for cities 
that function as international business centers. 

Over the last few years, Miami has also become a major administra
tive, managerial, and decision-making center. Since the mid-1980s, the 
city has received a significant inflow of secondary headquarters. Large 
U.S .  firms are reorganizing and expanding their Miami offices to handle 
new trade with Latin America. For example, Texaco's Miami office in
creased its staff by 33% since 1 987 to handle new operations in Colombia 
and Venezuela. And so did Miami's AT&T headquarters, which won 60% 
of a contract to upgrade Mexico's telecommunications infrastructure-no 
small job .  Major companies such as France's Aerospatiale, Italy's Rimoldi, 
and Japan's Mitsui opened operations in Miami. At the same time, Miami 
is a key platform for the operations of Latin American firms in the United 
States and perhaps, eventually, even for operations with other Latin 
American countries. In addition, private investment in real estate, often 
for company housing by German, French, and Italian firms, has grown 
sharply in the 1990s. Miami now concentrates transnational-level func
tions that used to be located in a variety of other areas. For instance, GM 
relocated its headquarters for coordinating and managing Latin American 
operations from Sao Paulo in Brazil to Miami. 

Miami also has significant international banking representation from 
Latin America, the Caribbean, Europe, and Asia. By 1992, Miami had 65 
foreign bank offices. This is a small number compared with 464 in New 
York and 133 in Los Angeles at the time, but it was not far from Chicago's 
80 and made Miami the fourth U.S .  city in number of foreign bank offices. 
By 1998, Miami's number had grown to 77. This is not insignificant if we 
consider that the 10  top cities accounted for over 90% of all foreign bank 
offices in the United States, with New York City accounting for almost 
half. Almost all Miami offices were bank agencies and representative of
fices, both of which are full banking offices.2 

Miami is becoming a major telecommunications center for the region, 
which will further concentrate command functions there . For instance, 
AT&T laid the first undersea fiber-optic cable to South America, connect
ing southern Florida to Puerto Rico, the Dominican Republic, Jamaica, 

2. The count for foreign bank offices includes foreign bank agencies and representative 
offices, and so-called Edge-Act corporations. 
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and Colombia. The company worked with Italy, Spain, and Mexico to 
build another fiber-optic link between those countries, the Caribbean, and 
Florida. Finally, we cannot overlook the significant concentration of tele
communication facilities associated with the large regional CIA head
quarters, which can be of benefit, often indirectly, to commercial opera
tions (GrosfogueI 1993). 

We can think of the Miami metropolitan area as a platform for interna
tional business transactions, a center for the long-distance coordination 
and management of transactions in Latin America and the Caribbean for 
firms from any part of the world interested in doing business in these re
gions. 

The growing importance of these servicing and financing operations is 
reflected in the ascendance of these activities in the region's employment 
structure, the expansion of communications facilities, and the large sup
ply of prime office space. It is not simply that employment in services 
grew by 46.3% from 1970 to 1990, partly as a function of population 
growth and general economic restructuring, but also that there has been a 
sharp recomposition in the components of services (Perez-Stable and 
Uriarte 1993) .  In the recent past, domestic tourism and retail had been the 
driving growth sectors; by the late 1980s, it was finance and producer ser
vices, as well as new types of tourism-mostly international and high 
priced-and new types of retail-mostly upscale and catering to the ex
panded national and foreign corporate sector. 

The key to the newly emergent Miami-area economy lies in the growth 
of producer services industries. Employment in these sectors almost dou
bled from 1970 to 1989 in Dade County, the Miami metropolitan area, 
reaching 20% of all private sector employment. Employment in banking 
and in credit agencies almost tripled. Business services more than dou
bled; so did specialized services, from engineering to accounting. The 
sharpest increase was the quadrupling in legal services employment. (Al
though part of the latter may be a result of the growth of Miami's other 
major industries, drugs and guns, at least some of it is linked to the growth 
of international finance and service functions .) In the mid-1990s, employ
ment in the leading sectors stabilized. 

Industrial services are also a factor in these developments. Miami is a 
great transportation hub, with ports and airports that are among the busi
est in the United States. The city's and its neighboring ports move more 
containerized cargo to Latin America than any other U.S. port. In terms of 
turnover of foreign passengers and cargo, Miami's airport is second only 
to New York City's Kennedy. In addition, the region now has a growing 
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concentration of manufacturing firms aimed at the export market in the 
Caribbean and Latin America, as these areas become major buyers of U.S. 
goods .  Miami's Free Trade Zone is one of the largest in the country. 

All of this growth needs to be housed. By the end of the 1980s, Miami 
was in the top 15 U.S.  metropolitan areas in terms of prime rental office 
space supply. Although Miami's 44 million square feet were a fraction of 
top-listed New York City's 456.6 million square feet at the time, it was not 
insignificant. 

Why has this growth of a new international corporate sector taken 
place in Miami? Would these functions have been performed elsewhere 
had it not been for the Cuban enclave? The growth of the Cuban enclave 
supported the internationalization of the city by creating a pool of bilin
gual managers and entrepreneurs skilled in international business. This 
resource gave the city an edge in the competition for the Latin trade. But is 
it sufficient to explain the subsequent agglomeration of U.S.,  European, 
and Asian corporate headquarters and bank offices and the sharp expan
sion in financial services? 

The development of global city functions in Miami is centered on the 
recent sharp growth in the absolute levels of international investment in 
Latin America, the growing complexity of the transactions involved, and 
the trend for firms all over the world to operate globally. The Cuban en
clave represents a significant set of resources, from international servicing 
know-how to Spanish-speaking personnel. But the particular forms of 
economic globalization evident over the last decade have implanted a 
growth dynamic in Miami that is distinct from the enclave, although bene
fiting from it. At the same time, although the new international corporate 
sector has made Miami a site for the transnational operations of firms 
from all over the world, these operations are still largely confined to Latin 
America and the Caribbean. In that sense, we can think of Miami as a site 
for global city functions, although not a global city in the way that Paris or 
London is. 

The Growing Density and Specialization 
of Functions in Financial Districts : Toronto 

The leading financial districts in the world have all had rapid increases in 
the density of office buildings during the 1980s. There has also been a 
strong tendency toward growing specialization in the major activities 
housed in these buildings. It could be argued that one of the reasons for 
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this continuing and growing concentration in a computer age is that these 
are mostly old districts that have inherited an infrastructure built in an 
earlier, pretelecommunications era and hence do not reflect a necessary 
form. In other words, the new density evident today would not be the re
sult of agglomeration economies in the financial and corporate services 
complex but, rather, would be an imposed form from the past. 

The case of Toronto is interesting because so much of the city's finan
cial district was built in the mid- to late 1980s, and it entered that decade 
with a far smaller and less prominent financial district than cities such as 
New York, London, or Amsterdam (City of Toronto 1990; Todd 1993, 
1995), while not having gained the ascendance over Montreal it now has 
(Levine 1990). Furthermore, massive construction of office buildings also 
took place in the wider region around the city, including installation of all 
the most advanced communications facilities the 1980s offered. In terms 
of building and telecommunications technology, this might seem to be a 
case in which much of the office infrastructure of the financial sector could 
have been located outside the small confines of the downtown. But that 
did not happen. According to Gunther Gad, a leading analyst of the spa
tial aspects of the office economy in Toronto, the demand was for a 
high-density office district"; 'long walks' of 15 minutes are resented" (Gad 
1991 : 206-07; see also Canadian Urban Institute 1993). 

Initially, Toronto's downtown office district housed manufacturing 
and wholesaling firms, the printing plants of the two main newspapers, 
and a large number of insurance firms. Much space was also allocated to 
retail; at one time, there were street level shops and eating places on most 
blocks. Those were pu t underground, further raising the actual and visual 
office density of the district. Until the 1 950s, the present financial district 
was still the general office district of the metropolitan area, containing the 
headquarters of firms in all major industries. Beginning at that time and 
continuing into the subsequent two decades, firms in a broad range of in
dustries-insurance, publishing, architecture, engineering-moved out. 

This is a pattern evident in other major cities: London saw a large num
ber of its insurance headquarters move out; the downtowns of Frankfurt 
and Zurich became increasingly specialized financial districts; and New 
York saw the development of a new midtown office district that accom
modated growing industries such as advertising and legal services, leav
ing Wall Street to become an increasingly specialized financial district. 

Between 1970 and 1 989, office employment in Toronto's financial dis
trict doubled, and its share of all employment rose from 77.6% to 92.3%, 
with a corresponding fall in nonoffice jobs.  But the composition of office 
jobs also changed from 1970 to 1989. Thus, the share of the insurance in-
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dustry in all office activities fell from 14.6% to 9 .8%, although it grew in 
absolute numbers. By 1 989, well over half of all office employment was in 
finance, insurance, and real estate, and 28% in producer services. Gad 
(1991)  found that banks, trust companies, investment services (including 
securities dealers), and real estate developers grew strongly in the 1 980s . 
Other producer services also grew very strongly: legal services, account
ing, management consulting, and computer services. But others, such as 
architectural and engineering consulting, did not. By the early 1990s, To
ronto's financial markets ranked fourth overall in North America (Todd 
1995) .  By 1997, Toronto's exchanges ranked seventh in the world, right be
low Zurich (see Exhibit 2.7 here). 

A more detailed analysis shows yet other patterns. Until the 1970s, it 
was typical for a large bank in a major city of a developed country to con
solidate all its operations in one building in a city's financial district. By 
the early 1980s, it had become common for such institutions to relocate 
back-office jobs and branch functions out of the main office in the financial 
district to other parts of a city's larger metropolitan region. The same pat
tern was evident in Toronto. Spatial dispersal of more routine operations 
also took place within other industries-again, a pattern fairly typical for 
all major business centers. These trends, together with the growth in the 
share of high-level professional and managerial jobs, have led to an em
ployment structure in Toronto's financial district that is highly bimodal, 
with 41% of all workers in top-level jobs-up from 31.5% in 1980. Profes
sional jobs grew by 24% from 1996-1998. 

By the early 1990s, Toronto had the largest concentration of corporate 
offices in Canada. Fifty of Canada's largest financial institutions are head
quartered in Toronto, with 39 of them in the financial district. They in
clude the majority of Canada's banks, foreign banks, and trust companies. 
Many other financial institutions have Toronto head-office subsidiaries, 
and some insurance companies located elsewhere have investment de
partments in Toronto. Here also are Canada's largest investment firms, 
several of the largest pension funds, and the various trade associations in
volved with finance and banking (Todd 1995). 

Generally, top-level functions, and the most complex and innovative 
activities, are carried out in the financial district of major cities. Routine 
operations can be moved outside these financial districts. The more 
risk-laden, speculative activities, such as securities trading, have in
creased their share of activity in financial districts. The financial district in 
Toronto is the place where large, complex loans can be put together; where 
complicated mergers and acquisitions can be executed; where large firms 
requiring massive investment capital for risky activities, such as real es-
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tate development or mining, can secure what they need, often combining 
several lenders and multiple lending strategies (Gad 1991 ) .  

This i s  the specialized production process that takes place i n  the finan
cial districts of today's major cities. The nature of these activities-the 
large amounts of capital, the complexity, the risk, and the multiplicity of 
firms involved in each transaction-also contributes to the high density. 
On one hand, there is a built-in advantage in being located in a financial 
district where all the crucial players are located; on the other, the risk, 
complexity, and speculative character of much of this activity raises the 
importance of face-to-face interaction. The financial district offers multi
ple possibilities for face-to-face contact: breakfast meetings, lunches, 
inter- and intrafirm meetings, cocktail parties, and most recently, health 
clubs. These are all opportunities for regularly meeting with many of the 
crucial individuals, for developing trust (of a specific sort) with potential 
partners in j oint offerings, and for making innovative proposals in terms 
of mergers and acquisitions or joint ventures. Telecommunications cannot 
replace these networks. The complexity, imperfect knowledge, high risk, 
and speculative character of many endeavors, as well as acceleration in 
the circulation of information and in the execution of transactions, 
heighten the importance of both personal contact and spatial concentra
tion. 

The case of Toronto suggests that the high density and specialization 
evident in all major financial districts is a response to the needs generated 
by current trends in the organization of the financial and related indus
tries. Toronto could have built its financial sector on a more dispersed 
model, as did the headquarters of the major national and foreign firms 
that spread over its metropolitan area along hypermodern communica
tions facilities . But it didn't, suggesting that the density of Toronto's 
downtown financial district is not the result of an inherited, old-fashioned 
built infrastructure, but a response to current economic requirements. 

The Concentration of Functions 
and Geographic Scale: Sydney 

The analysis of Toronto revealed two forms of concentration: One, the 
main focus of the section, was the disproportionate concentration of fi
nancial functions in one small district in the city. The other was the dispro
portionate concentration of all national financial and headquarter func
tions in Canada in a single city, Toronto. Are the tendencies toward 
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concentration found in Toronto at the geographic scale of the country, 
unusual-particularly for countries continental in scale and character
ized historically by multiple-growth poles all oriented toward the world 
markets? 

Here we want to examine in some detail this second tendency, toward 
concentration at the national scale in continent-sized countries, by focus
ing on Australia. Along with Canada and the United States, Australia has 
an urban system characterized by considerable multi polarity. This effect 
has been strengthened in Australia by the fact that it is an island-conti
nent, which has promoted a strong outward orientation in each of its ma
jor cities. We might expect, accordingly, to find at work strong tendencies 
toward the emergence of several highly internationalized financial and 
business centers. Or conversely, will we also see in Australia a space ec::�n
omy characterized by a disproportionate concentration of international 
business and financial functions in one city? 

During the period from World War II to the 1970s, Australia became a 
very rich country with many large urban centers, thriving agricultural 
and manufacturing exports, and low unemployment. In the post-World 
War II period, Australia boasted several major urban areas and many 
growth poles . Melbourne, the old capital of the state of Victoria, had been 
and remained the traditional focus for commerce, banking, and headquar
ters and, generally, the place of old wealth in Australia. 

As did other developed economies, Australia experienced\onsider
able restructuring beginning in the early 1 970s: declines in manufacturing 
employment, growth in service employment, a shift to information-inten
sive industries, and a growing internationalization of production pro
cesses, services, and investment. In the mid-1980s, financial institutions 
were deregulated and integrated into global financial markets. There 
were massive increases in foreign direct investment, with a shift from ag
riculture, mining, and manufacturing to real estate and services and from 
European to Asian sources. Asian countries are now the main source of 
foreign investment in all major industries, and there generally is a greater 
orientation of trading and investment toward the Pacific Rim (Daly and 
Stimson 1992) .  Producer services emerged as the major growth sectors 
throughout all the metropolitan areas and (combined with wholesale and 
retail and community services) accounted for 48% of all employment na
tionwide in Australia by the end of the 1980s . The fastest-growing export 
sectors were producer services and tourism. 

The shift in investment in the 1980s from manufacturing to finance, 
real estate, and services became particularly evident in metropolitan areas 
(Stimson 1993). In this conjunction, Sydney emerges as the major destina-
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tion of investment in real estate and finance. In 1982-83, investment in 
manufacturing in Sydney was A$1 .15 billion compared with A$1 .32 bil
lion in finance, real estate, and business services. By 1984-85, these levels 
of investment had changed, respectively, to A$0.82 billion and A$1 .49 bil
lion. At lower levels, these trends were evident in other major urban areas 
(Stimson 1993:5) .  By 1986, however, there was a disproportionate concen
tration of finance and business services in Sydney that increasingly out
distanced other major cities. A massive real estate boom from 1985 to 1988 
left Sydney the dominant market in Australia, both in levels of investment 
and in prime office space. 

Sydney became Australia's main international gateway city and its 
only "world city," according to Daly and Stimson (1992; see also Brotchie 
et al. 1 995) .  It has the largest concentration of international business and 
financial firms in Australia, having surpassed Melbourne, once the main 
economic capital of the country (see Exhibit 5 . 1 ) .  By 1990, about 150 inter
national firms were headquartered in Sydney, compared with 43 in Mel
bourne. These represent 29 countries, including 48 firms from Japan, 29 
from the United States, and 14 from the United Kingdom. Sydney had 10 
commercial bank headquarters compared with 4 in Melbourne, and 81 in 
merchant banking compared with 6 in Melbourne. Sixty of Australia's 
largest 100 companies were headquartered in Sydney in 1989 compared 
with 45 in 1 984; Melbourne had 29 in 1989 compared with 41 in 1984. By 
1990, Sydney'S stock market ranked 10th in the world, a position it still 
held in 1997 (see Exhibit 2 .7 here). Australia is emerging as an attractive 
location for secondary headquarters of Asian firms, and Sydney, where 
the majority of international contacts can be made, is by far the preferred 
city (O'Connor 1990). 

In its earlier phase, Australia had been dependent on foreign invest
ment to develop its manufacturing, mining, and agricultural sectors. But 
the share and order of magnitude of foreign investment in the 1980s point 
to a qualitative transformation and, in that sense, to a process of economic 
internationalization. From 1983-84 to 1988-89, foreign direct investment in 
Australia grew at an average of 34% a year, from A$81 .9  billion to A$222.9 
billion. Foreign investment in manufacturing also grew at a high rate, at 
29% per year; but it grew at 83% a year in finance, real estate, and business 
services. This investment increasingly came fromJ apan and Asia, with de
clining shares coming from the United States and the United Kingdom 
(which were the two major investors in the past). Japan's share rose by 
280%, reaching almost 15% of all foreign direct investment by 1989. Since 
1990, Singapore, Hong Kong, and Taiwan have also become significant in
vestors . In the second half of the 1980s, particularly following the deregu-
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E X H I B I T  5 . 1  

Headquarters Concentration in Sydney and Melbourne, 1989 

Commercial Merchant International Tap 1 00 Australian 

Banks Banks Firms Corl!orat ions 
Sydney 10 81 150 60 

(45)-
Melbourne 4 6 43 29 

(41)-

a. Figures in parentheses are for 1984. /' 
SOllrce: Based on data from Stimson, "Process of Globalisation and Economic Res

'
truc

turing and the Emergence of a New Space Economy of Cities and Regions in Australia." 

(1993). 

lation of financial institutions, trading enterprises and banks were the ma
jor conduits through which capital entered the country. The real estate 
boom was directly linked to foreign investment, as was the real estate cri
sis of 1989-90, when foreign investors ceased pouring money into these 
markets. Over 28% of all foreign direct investment in 1985-86 went into 
real estate, growing to 46% by 1988-89. Japanese investors accounted for 
over a third of this investment. In that same period, 70% of investment 
proposals in tourism were Japanese. Investments to develop tourism rose 
from $A400 million in 1982 to A$1.61 billion in 1989; from 1987 to 1 990, the 
value of major tourism projects either under construction or committed 
more than doubled to A$23 billion. This foreign investment was increas
ingly and disproportionately concentrated in New South Wales, which ac
counted for a third of all such investment, and in Queensland, with 21 %; 
this represents a 5hift away from older regions such as Melbourne and its 
state of Victoria. Almost half of all investments in New South Wales, 
which has Sydney as its capital, were in commercial real estate. 

The geography of these investments is made even more specific if we 
consider that the bulk of them were in the central business districts 
(CBDs) of major cities, with Sydney the leading recipient. Between 1975 
and 1984, foreign investors had financed about 10% of total investment in 
commercial real estate; between 1980 and 1984, there were actually de
clines, reflecting the fall in global foreign investment in the early 1980s. 
But they picked up shortly after that, and by 1984, about 15% of CBD of
fices in Sydney were foreign owned, compared with about 12.5% in Mel
bourne (Adrian 1984). In the second half of the 1980s, there were sharp in
creases in investments in all CBDs of major cities but especially in Sydney, 
Melbourne, and Brisbane. Stimson (1993) notes that by 1990, the value of 



Issues and Case Studies in the New Urban Economy 99 

land held by Japanese investors in Sydney's CBO was estimated at A$1 .55 
billion, all of which had been invested in the second half of the 1980s. At 
the height of the boom in 1988-89, the officially estimated value of land in 
Sydney's CBO was put at $A17.4 billion, a 10th of which was owned by 
Japanese investors.3 Melbourne's CBO was also the object of much foreign 
investment acquisition, with record levels of construction in commercial 
real estate. In Brisbane, over 40% of the total office floor space was built 
between 1983 and 1990. Since those boom years, levels of foreign invest
ment have fallen equally sharply, leaving a depressed office market in 
CBOs, a situation evident in major business centers all over the world. 

I t  would seem, then, that even at the geographic scale and economic 
magnitude of a country like Australia, the ascendance of finance and ser
vices along with internationalization contribute to the marked concentra
tion of strategic functions and investment in one city. Several experts on 
the Australian economy have noted that its increasing internationaliza
tion and the formation of new linkages connecting regions, sectors, and 
cities to the global economy have been central elements in the economic 
restructuring of that country (Oaly and Stimson 1992; O'Connor 1 990; 
Rimmer 1988; Stimson 1993). This process happened with great rapidity 
when we consider that not until 1983-84 did Australia deregulate its finan
cial system, opening it up to world competition. Foreign investment pat
terns, international air passenger travel and tourism, and the location of 
activities and headquarters dependent on global networks all reflect this 
process of internationalization and concentration. 

Globalization and Concentration: 
The C as e  of Leading Financial C enters 

All the major economies in the developed world display a similar pattern 
of sharp concentration of financial activity and related producer services 
in one center: Paris in France, Milan in Italy, Zurich in Switzerland, Frank
furt in Germany, Toronto in Canada, Tokyo in Japan, Amsterdam in the 
Netherlands, and, as we have just seen, Sydney in Australia. The evidence 
also shows that the concentration of financial activity in such leading cen-

3. Japanese purchases of real estate grew sharply in the late 1980s. As recently as 1986, the 
value of such purchases stood at A$119.5 million; by 1990, the value had risen to A$324 
billion. The total value of Japanese acquisitions of real estate stood at A$2.6% trillion by July 
1990, already reflecting some devaluation due to the crisis beginning in 1989-90. The burst of 
the so-called bubble economy in 1991 and the subsequent long-term economic crisis that 
continues today have brought these prices down drastically. 
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ters has actually increased over the last decade. Thus Basel, formerly a 
very important financial center in Switzerland, has now been completely 
overshadowed by Zurich (Keil and Ronneberger 1993); and Montreal, cer
tainly the other major center in Canada two decades ago, has now been 
overtaken by Toronto (Levine 1990). Similarly, Osaka was once a far more 
powerful competitor with Tokyo in the financial markets in Japan than it 
had become by the late 1980s (Sassen 1991 :chaps. 6, 7). 

Is this tendency toward concentration within each country a new de

velopment for financial centers? A broader historical view points �o some 

interesting patterns. Since their earliest beginnings, financial fupctions 

were characterized by high levels of concentration. They often operated in 

the context of empires, such as the British or Dutch empires, or quasi-em

pires, such as the disproportionate economic and military power of the 

United States in the world over the last 50 years. 
The first financial centers were medieval Italian ci ties such as Florence, 

a city with one of the most stable currencies in Europe, the florin. By the 
17th century, Amsterdam had taken over from these cities; it introduced 
central banking and the stock market, probably reflecting its vast interna
tional merchant and trading operations and Amsterdam's role as an unri
valed international center for trading and exchange. One hundred years 
later, London had emerged as the major international financial center and 
the major market for European government debt. London became the fi
nancial capital of the world clearly as a function of the British Empire. By 
1914, New York, which had won its competition with Philadelphia and 
Boston for the banking business in the United States, emerged as a chal
lenger to London. London, however, was also the strategic cog in the in
ternational financial system, a role that New York was not quite ready to 
assume. But after World War II, the immense economic might of the 
United States and the destruction of England and other European coun
tries left New York the world's financial center. 

Against this pattern of empires, the formation of nation-states repre
sents a condition making possible a multiplicity of financial centers, typi
cally the national capital in each country. Furthermore, the ascendance of 
mass manufacturing contributed to vast, typically regionally based for
tunes and the formation of financial centers in those regions: Chicago and 
Osaka are only two examples. The renewed ascendance of finance in the 
1 980s, as we have seen, once again sharpened the tendencies toward con
centration in a limited number of financial centers. 

It would seem, then, that current developments are a continuation of 
an old pattern. We can begin to understand why, after a decade of massive 
growth in the a bsol u te levels of financial acti vi ty world wide, a handful of 
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cities-New York, London, Tokyo, Paris, Frankfurt-should account for 
such a disproportionate share of all activity. For example, international 
bank lending grew from US$1.89 trillion in 1980 to US$6.24 trillion in 
1991-a threefold increase in a decade-and to US$9.03 trillion in 1998 
(see Exhibit 5.2) .  The same seven countries accounted for almost 
two-thirds of this lending in 1980 and saw their share rise to three-fourths 
in 1998, according to data from the Bank for International Settlements, the 
leading institution worldwide in charge of overseeing banking activity. 
There were compositional changes: Japan's share rose from 6.2% in 1980 
to 15 . 1% in 1 99 1  and to 19 .8% in 1998. The United Kingdom's fell from 
26.2% to 16 .3% and 6 . 1  % in 1998; the U.s. share hovered around 10%. All 
increased in absolute terms. Much of this lending activity was executed in 
the leading financial center of each of these countries, or in specialized 
markets, such as Chicago, which dominates the world's trading in fu
tures, accounting for about 30% of worldwide contracts in options and fu
tures by the late 1990s. Strong patterns of concentration are also evident in 
stock market capitalization and in foreign exchange markets (see Exhibit 5 .3) . 

We should note again that this unchanged level of concentration is in 
the context of enormous absolute increases, deregulation, and globaliza
tion of the industry worldwide, which means that a growing number of 
countries have become integrated into the world markets. Furthermore, 
this unchanged level of concentration has happened at a time when finan
cial services are more mobile than ever before: globalization, deregulation 
(an essential ingredient for globalization), and securitization have been 
the keys to this mobility, in the context of massive advances in telecommu
nications and electronic networks.4 One result is growing competition 
among centers for hypermobile financial activity. In my view, there has 
been an overem phasis on com peti tion in both general and specialized ac
counts on this subject. As Chapter 3 argued, there is also a functional divi
sion of labor among various major financial centers. In that single sense, 
we shouid also see at work here one system located in multiple countries. 

The hypermobility of financial capital puts added emphasis on the im
portance of technology. It is now possible to move money from one part of 
the world to another and make deals without ever leaving the computer 
terminal. Thanks to electronics, there are now disembodied market
places-what we can think of as the cyberspace of international finance 

4. Securitization is the replacement of traditional bank finance by tradable debt; for example, 
a mortgage is bundled up along with thousands of others into a package that can be traded on 
specialized markets. This is one of the major innovations in the financial industry in the 1980s. 
Securitization made it possible to sell all kinds of (supposedly worthy) debt, thereby adding 
to the overall volume of transactions in the industry. 
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E X H I B I T  5 . 2  

International Bank Lending, by Country, Selected Years, 1980 to 
1998 (percentage, US$ trillions) 
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(Sassen 1998:chap. 9). NASDAQ (National Association of Securities 
Dealers Au tom a ted Quotations) and the foreign exchange markets, unlike 
the regular stock market with its trading floor, are examples of disembod
ied markets. 

Yet the trend toward concentration still continues unabated-indeed, 
with renewed vigor. Furthermore, much of the discussion around the for
mation of a single European market and financial system has raised the 
possibility, and even the need, for a European financial system made com
petitive by centralizing financial functions and capital in a limited num
ber of cities, rather than maintaining the current structure in which each 
country has a financial center. 

These tendencies toward concentration seem to be built into the nature 
of such financial centers. Centers at the top are characterized by a multi
plicity of financial institutions and markets and significant shares of 
world activity in various markets. They usually have a large number of 



E X H I B I T  5 . 3  

Issues and Case S tudies in the New Urban Economy 103 

Foreign Exchange Turnover, by Country (Daily Averages), 1989 
and 1998 (U5$ billions) 

1 989 1 998 
United Kingdom 1 84 .0  637.3 

United Sta tes 115 .2  350 .9 

Japan 110 .8 148 .6 

Switzerland 56.0 8 1 . 7  

Singapore 55.0 139.0 

Hong Kong 48.8 78.6 

Australia 28.9 46.6 

France 23.2 71.9 

Total "net-gross" turnover 717.9 1971 .0  

Source: Based on data from the Bank for International Settlements, Central Bank Survey 
April 1 998 ( 1999) . 

banks and other institutions that account for a significant share of interna
tional lending, foreign exchange trading, and fund management. They 
also have large or significant markets in tradable securities-whether 
bonds, stocks, or their derivatives. 

Among the large financial centers, some are dominated by interna
tional business and others by domestic business. Thus, London, with its 
strong Eurodollar markets and foreign exchange markets, is extremely in
ternational, whereas New York and Tokyo, with their enormous national 
economies, inevitably are going to have a very large incidence of domestic 
borrowers, lenders, and investors. The sharpest competition among the 
international financial centers is in the capital markets; some of the capital 
markets are extremely international, notably the foreign exchange and the 
Eurodollar markets. London has a very large share of these markets. 
Finally, the globalization of the industry has raised the level of complexity 
of transactions, and deregulation has promoted the invention of many 
new, complex instruments. This change clearly has raised the importance 
of the leading centers insofar as they are the only ones with the capability 
to handle such levels of complexity. 

In the next section, we examine these issues in greater detail with a 
particular focus on the networks that connect these centers and the impact 
of digitalization on the question of place. 
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Why Do We Need Financial 
Centers in the Gl obal Digital Era? 

The global financial system has reached levels of complexity that require 
the existence of a cross-border network of financial centers to service the 
operations of global capital. But this network of financial centers will in
creasingly differ from earlier versions of the "international financial sys
tem."  In a world of largel y closed national financial systems, each country 
duplicated most of the necessary functions for its economy; collaborations 
among different national financial markets were often no more than the 
execution of a given set of operations in each of the countries involved, as 
in clearing and settlement. With few exceptions, such as the offshore mar
kets and some of the large banks, the international system consisted of a 
string of closed domestic systems. 

The global integration of markets pushes toward the elimination of 
various redundant systems and makes collaboration a far more complex 
matter, one that has the perhaps ironic effect of raising the importance of 
leading financial centers. Rather than each country with its own center for 
global operations, we are likely to see a leaner system, with fewer strategic 
centers and more hierarchy. In this context, London and New York with 
their enormous concentrations of resources and talent will continue to be 
powerhouses in the global network for the most strategic and complex op
erations for the system as a whole. They are the leading exporters of finan
cial services and typically part of any major international public offering, 
whether it is the privatization of British Telecom or of France Telecom. But 
the formation of a single-currency Eurozone will spell the end of an era in 
which each country had its full-fledged financial center. Very likely is a 
steep hierarchy with Frankfurt at the top in the Eurozone and a crisscross 
of alliances between Frankfurt and the other major centers and between 
the other centers without Frankfurt. 

The "international financial centers" of many countries around the 
world will increasingly fulfill gateway functions for the "in and out" cir
culation of national and foreign capital. The incorporation of a growing 
number of these financial centers is one form through which the global fi
nancial system expands: Each of these centers is the nexus between that 
country's wealth and the global market and between foreign investors 
and that country's investment opportunities .  The overall sources and des
tinations of investment therewith grow in number. Gateway functions 
will be their main mechanism for integration into the global financial mar
ket rather than, say, the production of innovations to package the capital 
flowing in and out. The complex operations will be executed by the top in-
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vestment, accounting, and legal services firms, through affiliates, 
branches, direct im ports of those services, or some other form of transfer. 

These gateways for the global market are also gateways for the dy
namics of financial crises: Capital can flow out as easily and quickly as it 
flows in. And what was once thought of as "national" capital can now as 
easily j oin the exodus: For instance, during the Mexico crisis of December 
1994, we now know that the first ca pi tals to flee the Mexican markets were 
national, not foreign, and in the flight out of Brazil of an estimated US$l 
billion a day by early September 1 998, not all of it was foreign. 

Because the globally integrated financial system is not only about com
petition between countries, we will see an increase in specialized collabo
rati ve efforts between these cen ters. N obod y would really gain from crush
ing Tokyo or Hong Kong. The ongoing growth of London, New York, or 
Frankfurt is in part a function of a global network of financial centers. 

Finally, while electronic networks will grow in number and in scope, 
they will not eliminate the need for financial centers. Rather, they will in
tensify the networks connecting such centers in strategic or functional alli
ances, most dramatically illustrated by the new linkup, announced in July 
1998, between the exchanges of Frankfurt and London. Such alliances 
may well evolve into the equivalent of the cross-border mergers and ac
quisitions of firms. Electronic trading will also contribute a radically new 
pattern whereby one market-for instance, Frankfurt's Deutsche 
Eurex-can operate on screens in many other markets around the world 
or whereby one brokerage firm, Cantor Fitzgerald, can (as of September 
1998) have its prices of Treasury futures listed on screens used by traders 
all around the United States. 

But electronic trading will not eliminate the need for financial centers 
because these combine multiple resources and talents necessary for exe
cuting complex operations and servicing global firms and markets. Frank
furt's electronic futures network is actually embedded in a network of fi
nancial centers. And broker Cantor Fitzgerald has an alliance with the 
Board of Trade of New York to handle its computerized sale of Treasury 
futures . Financial centers cannot be reduced to their exchanges .  They are 
part of a far more complex architecture, and they constitute far more com
plex structures within that architecture. 

In the Digital Era: More 
Concentration than Dispersal 

What reall y stands out in the evidence for the global financial industry 
is the extent to which there is a sharp concentration of the shares of many 
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financial markets in a few financial centers. This trend toward consolida
tion in a few centers is also evident within countries .  In the United States 
for instance, New York concentrates all the leading investment banks with 
only one other major international financial center in this enormous coun
try, Chicago. Sydney and Toronto have equally gained power in continen
tal-sized countries and have taken over functions and market share from 
what were once the major commercial centers-respectively, Melbourne 
and Montreal. So have Sao Paulo and Bombay, which gained share and 
functions from, respectively, Rio de Janeiro in Brazil and New Delhi and 
Calcutta in India. These are all enormous countries, and one might have 
thought that they could sustain multiple major financial centers. In 
France, Paris today concentrates larger shares of most financial sectors 
than it did 10 years ago, and once-important stock markets such as Lyon 
have become "provincial," even though Lyon is today the hub of a thriv
ing economic region. Milan privatized its exchange in September 1997 
and electronically merged Italy's 10 regional markets. Frankfurt now con
centrates a larger share of the financial market in Germany than it did in 
the early 1980s, and so does Zurich, which once had Basel as a very signifi
cant competitor of sorts. For instance, by 1997 Frankfurt's market capital
ization was five times greater than all other regional markets in Germany 
combined, whereas in 1992, it was only twice as large. This story can be re
peated for many countries. What stands out is that this pattern toward the 
consolidation of one leading financial center is a function of rapid growth 
in the sector, not of decay in the losing cities. 

We are seeing, then, both consolidation in fewer major centers across 
and within countries and a sharp growth in the numbers of centers that be
come part of the global network as countries deregulate their economies. 
Sao Paulo and Bombay, for instance, joined the global financial network so 
to speak after Brazil and India deregulated, at least partly, their financial 
systems. This mode of incorporation into the global network is often at the 
cost of losing functions that they had when they were largely national cen
ters, as the leading financial, accounting, and legal services firms enter 
their markets to handle the new cross-border operations. The incorpora
tion typically ha ppens without a gain in the share of the global market that 
they can command even though they add to the total volume in the global 
market. 

Why is it that at a time of rapid growth in the network of financial cen
ters, in overall volumes, and in electronic networks, we have such high 
concentration of market shares in the leading centers? Both globalization 
and electronic trading are about expansion and dispersal beyond what 
had been the confined realm of national economies and floor trading. In-
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deed, given globalization and electronic trading one might well ask why 
financial centers matter at all. 

Agglomeration in the Digital Era ?  

The continuing weight of major centers is, in a way, countersensical, as 
is, for that matter, the existence of an expanding network of financial cen
ters. The rapid development of electronic exchanges, the growing digitali
zation of much financial activity, the fact that finance has become one of 
the leading sectors in a growing number of countries, and that it is a sector 
that produces a dematerialized, hypermobile product, all suggest that lo
cation should not matter. In fact, geographic dispersal would seem to be a 
good option given the high cost of operating in major financial centers, 
and differentiation would seem to eliminate most reasons for having a 
geographic base. Furthermore, the last 10 years have seen an increased 
geographic mobility of financial experts and financial services firms. 

There has been geographic decentralization of certain types of finan
cial activities, aimed at securing business in the growing number of coun
tries becoming integrated into the global economy. Many of the leading 
investment banks have operations in more countries than they had 20 
years ago. The same can be said for the leading accounting and legal ser
vices and other specialized corporate services. And it can be said for some 
markets: For example, in the 1980s, all basic wholesale foreign exchange 
operations were in London. Today, these are distributed among London 
and several other centers (even though their number is far smaller than 
the number of countries whose currency is being traded). 

There are, in my view, at least three reasons that explain the trend to
ward consolidation in a few centers ratherthan massive dispersal. I devel
oped this analysis in The Global City (Sassen 1991), fOCUSing on New York, 
London, and Tokyo, and since then, events have made this even clearer 
and more pronounced. 

1. Social Connectivity. First, while the new telecommunications tech
nologies do indeed facilitate geographic dispersal of economic activities 
without losing system integration, they have also had the effect of 
strengthening the importance of central coordination and control func
tions for firms and, even, markets. (Let's remember that many financial 
markets have "owners," are run by firms so to speak, and hence also con
tain central management functions of sorts .) Indeed, for firms in any sec
tor, operating a widely dispersed network of branches and affiliates and 
operating in multiple markets has made central functions far more com-
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plicated. Their execution requires access to top talent, not only inside 
headquarters but also, more generally, to innovative milieus-in technol
ogy, accounting, legal services, economic forecasting, and all sorts of 
other, many new, specialized corporate services. Major centers have mas
sive concentrations of state-of-the-art resources that allow them to maxi
mize the benefits of telecommunications and to govern the new condi
tions for operating globally. Even electronic markets such as NASDAQ 
and E*Trade rely on traders and banks located somewhere, with at least 
some in a major financial center. 

One fact that has become increasingly evident is that to maximize the 
benefits of the new information technologies, you need not only the infra
structure but a complex mix of other resources. Most of the value-added 
that these technologies can produce for advanced service firms lies in the 
externalities . And this means the material and human resources-state
of-the-art office buildings, top talent, and the social networking infra
structure that maximizes connectivity. Any town can have the fiber optic 
cables. But do they have the rest? 

A second fact emerging with greater clarity concerns the meaning of 
"information."  There are, one could say, two types of information. One is 
the datum: At what level did Wall Street close? Did Argentina complete 
the public sector sale of its water utility? Has Japan declared such and 
such bank insolvent? But there is a far more difficult type of "informa
tion," akin to an interpretation /evaluation/judgment. It entails negotiat
ing a series of data and a series of interpretations of a mix of data in the 
hope of producing a higher-order datum. Access to the first kind of infor
mation is now global and immediate thanks to the digital revolution. You 
can be a broker in the Colorado mountains and have access to this type of 
information. But the second type of information requires a complicated 
mixture of elements-the social infrastructure for global connectiv
ity-that gives major financial centers a leading edge. 

You can, in principle, reproduce the technical infrastructure anywhere. 
Singapore, for example, has technical connectivity matching Hong 
Kong's. But does it have Hong Kong's social connectivity? When the more 
com plex forms of information needed to execute ma jor international deals 
cannot be gotten from existing databases, no matter what one can pay, 
then one needs the social information loop and the associated de facto in
terpretations and inferences that come with bouncing off information 
among talented, informed people. The importance of this input has given 
a whole new weight to credit rating agencies, for instance. Part of the rat
ing has to do with interpreting and inferring. When this interpreting be
comes "authoritative," it becomes "information" available to all. The pro-
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cess of making inferences/ interpretations into information takes quite a 
mix of talents and resources. 

Risk management, for example, which has become increasingly im
portant with globalization due to the growing complexity and uncertainty 
that comes with operating in multiple countries and markets, requires 
enormous fine-tuning of central operations. We now know that many, if 
not most, major trading losses over the last decade have involved human 
error or fraud. The quality of risk management will depend heavily on the 
top people in a firm rather than simply on technical conditions, such as 
electronic surveillance. Consolidating risk management operations in one 
site, usually a central one for the firm, is now seen generally as more effec
tive. We have seen this in the case of several major banks: Chase and Mor
gan Stanley Dean Witter in the United States, Deutsche Bank and Credit 
Suisse in Europe. 

In brief, financial centers provide the social connectivity that allows a 
firm or market to maximize the benefits of its technological connectivity. 

2. Need for Enormous Resources. Global players in the financial industry 
need enormous resources, a trend that is leading to rapid mergers and ac
quisitions of firms and strategic alliances between markets in different 
countries .  These are happening on a scale and in combinations few would 
have foreseen just a few years ago. In 1999 alone, we saw a whole new 
wave of mergers, notably Citibank with Travellers Group (which few 
would have predicted just two years earlier), Salomon Brothers with 
Smith Barney, Bankers Trust with Alex Brown, and so on. This wave has 
been so sharp that now that firms such as Deutsche Bank and Dresdner 
Bank want to purchase a U.S. security firm, they complain of a lack of suit
able candidates. Many analysts now think that midsize firms will find it 
difficult to survive in the global market, when there are global megafirms 
such as Merrill Lynch, Morgan Stanley Dean Witter, and Goldman, Sachs. 
We are also seeing mergers between accounting firms, law firms, insur
ance brokers-in brief, firms that need to provide a global service. Ana
lysts foresee a system dominated by a few global investment banks and 
about 25 big fund managers. A similar scenario is also predicted for the 
global telecommunications industry, which will have to consolidate to of
fer a state-of-the-art, globe-spanning service to its global clients, among 
which are the financial firms. 

Another kind of "merger" is the consolidation of electronic networks 
that connect a very select number of markets. One of Chicago's futures ex
changes, the Board of Trade (BOT) is loosely linked to Frankfurt's futures 
exchange and the other to Paris's futures exchange (MATIF) .  The New 
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York Stock Exchange is considering linking up with exchanges in Canada 
and Latin America and has opened talks with the Paris Bourse. 
NASDAQ's parent is having similar talks with Frankfurt and London. 
Perhaps most spectacular was the announcement in July 1998 of a linkup 
between the London Stock Exchange and Frankfurt's Deutsche Borse; the 
goal is to attract the top 300 shares from all over Europe-a blue-chip Eu
ropean exchange. Paris reacted by proposing that some of the other major 
European exchanges should create an alternative alliance. 

Will all of this mean the consolidation of a stratum of select financial 
centers at the top of the worldwide network of 30 or 40 cities through 
which the global financial industry operates? Yes. We now also know that 
a major financial center needs to have a significant share of global opera
tions to be such. If Tokyo does not succeed in getting more of such opera
tions, it is going to lose standing in the global hierarchy notwithstanding 
its importance as a capital exporter. This same capacity for global opera
tions will keep New York at the top levels of the hierarchy, even though it 
is largely fed by the resources and the demand of domestic (though 
state-of-the-art) investors. And it will keep Chicago as a key player, not
withstanding the loss of some of its futures contracts. 

Does the fact of fewer global players affect the spread of such opera
tions? In my reading, not necessarily, but it will strengthen the hierarchy 
in the global network. For instance, institutional money managers around 
the world controlled approximately $15 trillion by early 1999. The world
wide distribution of equities under institutional management shows con
siderable spread among a large number of cities that have become inte
grated in the global equity market with deregulation of their economies 
and the whole notion of "emerging markets" as an attractive investment 
destination over the last few years. Thomas Financial (1999), for instance, 
has estimated that at the end of 1998, 25 cities accounted for 83% of the 
world's valuation. These 25 cities also account for roughly 48% of the total 
market capitalization of the world, which stood at US$22 trillion at the 
end of 1998. On the other hand, this global market is characterized by a 
disproportionate concentration in the top 6 or 7 cities. London, New York, 
and Tokyo together account for a third of the world's total equities under 
institutional management at the end of 1998. London and New York to
gether account for well over half of the global currency exchange market. 

These developments make clear a second important trend that in 
many ways specifies the current global era. These various centers don't 
just compete wi th each other: There is collaboration and division of labor. 
In the international system of the postwar decades, each country's finan
cial center, in principle, covered the universe of necessary functions to ser-
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vice its national companies and markets. The world of finance was, of 
course, much simpler than it is today. In the initial stages of deregulation 
in the 1 980s, there was a strong tendency to see the relations between the 
major centers as one of straight competition between New York, London, 
and Tokyo, the heavyweights in the system. But it  was already clear then 
that there was a division of labor. What we are seeing now is yet a third pat
tern: strategic alliances not only between firms across borders but also be
tween markets. There is competition, strategic collaboration, and hierarchy. 

In brief, the need for enormous resources to handle increasingly global 
operations in combination with the growth of central functions described 
under Reason 1 produces strong tendencies toward concentration and 
hence hierarchy in an expanding network. 

3. Denationalization of the Corporate Elite. Finally, national attachments 
and identities are becoming weaker for these global players and their cus
tomers. Thus, the major U.S. and European investment banks have set up 
specialized offices in London to handle various aspects of their global 
business. Even French banks have set up some of their global specialized 
operations in London, inconceivable even a few years ago and still not 
avowed in national rhetoric. 

Deregulation and privatization have further weakened the need for 
national financial centers. The nationality question simply plays differ
ently in these sectors than it did even a decade ago. Global financial prod
ucts are accessible in national markets, and national investors can operate 
in global markets. It is interesting to see that investment banks used to 
split up their analysts team by country to cover a national market; now 
they are more likely to do it by industrial sector. 

In my Losing Control ? (Sassen 1996), I have described this process as 
the incipient denationalization of certain institutional arenas. I think such 
denationalization is a necessary condition for economic globalization as 
we know it today. The sophistication of this system lies in the fact that it 
needs only to involve strategic institutional areas-most national systems 
can be left basically unaltered. China is a good example. It adopted inter
national accounting rules in 1993, necessary to engage in international 
transactions . But it did not have to go through a fundament�l reorganiza
tion to do this. Japanese firms operating overseas adopted such standards 
long before Japan's government considered requiring them. In this re
gard, the wholesale side of globalization is quite different from the global 
mass consumer markets, in which success necessitates altering national 
tastes at a mass level. This process of denationalization will be facilitated 
by the current acquisitions of firms and property in all the Asian countries 
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in crisis . In some ways, one might say that the Asian financial crisis has 
functioned as a mechanism to denationalize, at least partly, control over 
key sectors of economies that, while allowing the massi ve entry of foreign 
investment, never relinquished that control. 

Major international business centers produce what we could think of 
as a new subculture. In a witty insight, The Economist titled one of its sto
ries on the January 1997 World Economic Forum meeting held in Davos, 
"From Chatham House Man to Davos Man" alluding to, respectively, the 
"national" and the "global" version of international relations. The resis
tance to mergers and acquisitions, especially hostile takeovers, in Europe 
or to foreign ownership and control in East Asia signals a national busi
ness culture that is somewhat incompatible with the new global economic 
culture. I would posit that major cities contribute to denationalize the cor
porate elite. Whether this is good or bad is a separate issue; but it is, I be
lieve, one of the conditions for setting in place the systems and subcul
tures necessary for a global economic system. 

The Space Economy of the Center 

What are the spatial consequences of this new economic core of activities? 
What is the urban form that accommodates them? Three distinct patterns 
are emerging in major cities and their regions in the developed countries. 
First, beginning in the 1980s, there was an increase in the number of firms 
located in the centers of major cities associated with growth in leading sec
tors and ancillary industries. This type of growth also took place in some 
of the most dynamic cities in developing countries, such as Seoul, Bang
kok, Taipei, Bombay, Sao Paulo, Mexico City, and, toward the end of the 
decade, Buenos Aires. Second, along with this central city growth came 
the formation of dense nodes of commercial development and business 
activity in a broader urban region, a pattern less evident in developing 
countries except in the export-oriented growth poles discussed earlier. 
These nodes assumed different forms: suburban office complexes, edge 
cities, exopoles, urban agglomerations in peripheral areas. Edge cities re
fers to significant concentrations of offices and business activities along
side residential areas in peripheral areas that are completely connected to 
central locations via state-of-the-art electronic means. Thus far, these 
forms are only rarely evident in developing countries, where vast urban 
sprawl with a seemingly endless metropolitanization of the region around 
cities has been the norm. In developed countries, the revitalized urban 
center and the new regional nodes together constitute the spatial base for 
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cities at the top of transnational hierarchies .  The third pattern is the grow
ing intensity in the "local ness," or marginality, of areas and sectors that 
operate outside that world market-oriented subsystem, and this includes 
an increase in poverty and disadvantage. This general dynamic operates 
in cities with very diverse economic, political, social, and cultural ar
rangements (see Benko and Dunford 1991; Cheshire and Hay 1989; Gans 
1984; Hausserman and Siebel 1987; Henderson and Castells 1987; see also 
Cobos 1984; sassen 2000). 

A few questions spring to mind. One question is whether the type of 
spatial organization characterized by dense strategic nodes spread over 
the broader region does or does not constitute a new form of organizing 
the territory of the "center," rather than, as in the more conventional view, 
an instance of suburbanization or geographic dispersal. Insofar as these 
various nodes are articulated through cyber-routes or digital highways, 
they represent the new geographic correlate of the most advanced type of 
"center. " The places that fall outside this new grid of digital highways are 
peripheralized. We might ask whether this is so now to a much higher de
gree than in earlier periods, when the suburban or noncentral economic 
terrain was integrated into the center because it was primarily geared to 
the center. 

Another question is whether this new terrain of centrality is differenti
ated. Basically, is the old central city, which is still the largest and densest 
of all the nodes, the most strategic and powerful node? Does it have a sort 
of gravitational power over the region that makes the new grid of nodes 
and digital highways cohere as a complex spatial agglomeration? From a 
larger transnational perspective, these are vastly expanded central re
gions. This reconstitution of the center is different from agglomeration 
patterns still prevalent in most cities that have not seen a massive expan
sion in their role as sites for global city functions and the new regime of ac
cumulation it entails. We are seeing a reorganization of space/ time di
mensions of the urban economy (sassen 2000). 

Under these conditions, the traditional perimeter of the city, a kind of 
periphery, unfolds its full industrial and structural growth potential. 
Commercial and office space development lead to a distinct form of de
centralized reconcentration of economic activity on the urban periphery. 
This geographic shift has much to do with the locational decisions of 
transnational and national firms that make the urban peripheries the 
growth centers of the most dynamic industries.5 It is distinctly not the 
same as largely residential suburbanization or metropolitanization. 

5. That is, edge cities, exopo)es, suburban office parks. 
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We may be seeing a difference in the pattern of global city formation in 
parts of the United States and in parts of Western Europe (e.g. ,  Fainstein 
1993; Hitz et al. 1995) .  In the United States, maj or cities such as New York 
and Chicago have large centers that have been rebuilt many times, given 
the brutal neglect suffered by much urban infrastructure and the imposed 
obsolescence so characteristic of U.S. cities. This neglect and accelerated 
obsolescence produce vast spaces for rebuilding the center according to 
the requirements of whatever regime of urban accumulation or pattern of 
spatial organization of the urban economy prevails at a given time. 

In Europe, urban centers are far more protected, and they rarely con
tain significant stretches of abandoned space; the expansion of 
workplaces and the need for "intelligent" buildings necessarily will have 
to take place partly outside the old centers. One of the most extreme cases 
is the complex of La Defense, the massive, state-of-the-art office complex 
developed right outside Paris to avoid harming the built environment in
side the city. This is an explicit instance of government policy and plan
ning aimed at addressing the growing demand for central office space of 
prime quality. Yet another variant of this expansion of the "center" onto 
hitherto peripheral land can be seen in London's Docklands. This vast and 
little-used harbor area in London became the site of an expensive, 
state-of-the-art development project that was meant to accommodate the 
rapidly growing demand for office space in the center. The financial and 
real estate crisis of the early 1990s resulted in the collapse of the project. By 
1993, however, there had been a reorganization under a new consortium, 
a rapidly growing interest on the part of worldwide buyers that brought 
full occupancy of the complex. Similar projects for recentralizing periph
eral areas were launched in several major cities in Europe, North America, 
and Japan during the late 1980s. As with the Docklands and Times Square 
redevelopments, many of these did not succeed until the mid- or late 
1990s, after the crisis of 1990-91 was over. What was once the suburban 
fringe, urban perimeter, or urban periphery has now become the site for 
intense commercial development. 

Conclusion: Concentration and the 
Redefinition of the Center 

The central concern in this chapter was to examine the fact of locational 
concentration of leading sectors in urban centers. This concentration has 
occurred in the face of globalization of economic activity, massive in-



Issues and Case Studies in the New Urban Economy 115 

creases in the volume of transactions, and revolutionary changes in tech
nology that neutralize the meaning of distance. 

A somewhat detailed empirical examination of several cases illumi
nates different aspects of this trend toward concentration. Miami is a city 
that has emerged as a significant regional site for global city functions. 
What is interesting about Miami is that it lacks a long history as an inter
national banking and business center, the typical case for such global cit
ies as New York or London. Miami allows us to see in almost labora
tory-like fashion how a new international corporate sector can become 
implanted in a site. It allows us to understand something about the dy
namics of globalization in the current period and how it is embedded in 
place.  

The case of  Toronto, a city whose financial district was built up only in 
recent years, allows us to see to what extent the pressure toward concen
tration is embedded in an economic dynamic and that it is not simply a 
consequence of a built infrastructure from the past, as one would expect in 
older centers such as London or New York. But Toronto also shows us that 
certain industries in particular are subject to the pressure toward spatial 
concentration, most notably finance and its sister industries. 

The case of Sydney allows us to explore the interaction of a vast, conti
nental economic scale and pressures toward spatial concentration. Rather 
than strengthening the multipolarity of the Australian urban system, the 
developments of the 1980s-increased internationalization of the Austra
lian economy; sharp increases in foreign investment; a strong shift toward 
finance, real estate, and producer services-all contributed to a greater 
concentration of major economic activities and actors in Sydney. This con
centration included a declining share of such activities and actors in Mel
bourne, long the center of commercial activity and wealth in Australia. 

Finally, we examined the case of the leading financial centers in the 
world today to see whether their concentration of financial activity had 
declined given globalization of the markets and immense increases in the 
global volume of transactions. We found that their levels of concentration 
remain unchanged in the face of massive transformations in the financial 
industry and in the technological infrastructure this industry depends on. 

But what exactly is the center in the contemporary economy, which is 
characterized by growing use of electronic and telecommunication capa
bility? The final section of the chapter examined the spatial correlates of 
the center and posited that today there is no longer a simple, straightfor
ward relation between centrality and such geographic entities as the 
downtown or the central business district. In the past, and up to quite re
cently in fact, the center was synonymous with the downtown or the CBD. 
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Today, it was argued here, the spatial correlate of the center can assume 
several geographic forms. It can be the CBD, as it still is largely in New 
York City, or it can extend into metropolitan areas in the form of a grid of 
nodes of intense business activity, as we see in Frankfurt. 

Elsewhere (Sassen 1991) ,  I have argued that we are also seeing the for
mation of a transterritorial "center" constituted via digital highways and 
intense economic transactions; I argued that the cross-border network of 
global cities can be seen as constituting such a transterritorial terrain of 
centrality with regard to a specific complex of industries and activities. At the 
limit, we may see terrains of centrality that are disembodied, that lack any 
territorial correlate, that are in the electronically generated space we call 
cyberspace. As was argued in an earlier chapter, certain components of 
the financial industry, particularly the foreign currency markets, can be 
seen as operating partly in cyberspace. 

One of the reasons for focusing on centrality and on its .l'patial corre
lates is to recover a particular kind of place-cities-in the operation of 
global processes. Such a recovery of place allows us to introduce questions 
concerning the social order associated with some of these transforma
tions. This is the subject of the next chapter. 
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The New Inequalities within Cities 

What is the impact of the ascendance of finance and producer services on 
the broader social and economic structure of major cities? And what are 
the consequences of the new urban economy on the earnings distribution 
of a city's workforce? We know that when manufacturing was the leading 
sector of the economy, it created the conditions for the expansion of a vast 
middle class because (1) it facilitated unionization; (2) it was based in 
good part on household consumption, and hence wage levels mattered in 
that they created an effective demand; and (3) the wage levels and social 
benefits typical of the leading sectors became a model for broader sectors 
of the economy. 

We want to know about the place of workers lacking the high levels of 
education required by the advanced sectors of the economy in these major 
cities. Have these workers become superfluous? We also want to know 
about the place in an advanced urban economy of firms and sectors that 
appear to be backward or to lack the advanced technological and human 
capital base of the new leading sectors. Have they also become superflu
ous? Or are such workers, firms, and sectors actually articulated to the 
economic core, but under conditions of severe segmentation in the social, 
economic, racial, and organizational traits of firms and workers? We want 
to know, finally, to what extent this segmentation is produced or strength
ened by the existence of ethnic/ racial segmentation in combination with 
racism and discrimination. 

Remarkably enough, we can see general tendencies at work on the so
cial level just as we can on the economic level. Recent research shows 
sharp increases in socioeconomic and spatial inequalities within major cit
ies of the developed world. This finding can be interpreted as merely a 
quantitative increase in the degree of inequality, one that is not associated 
with the emergence of new social forms or class realignments. But it can 
also be interpreted as social and economic restructuring and the emer
gence of new social forms: ( 1 )  the growth of an informal economy in large 
cities in highly developed countries, (2) high-income commercial and resi-
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dential gentrification, and (3) the sharp rise of homelessness in rich coun
tries. 

Our concern in this chapter is to describe the general outlines of this 
transformation. The nature of the subject is such that a fully adequate ac
count would require introducing the specific conditions typical to each 
city, a task that falls outside the limits of this book. For that reason, too, 
much of the empirical background shaping some of the specific state
ments made here comes from the case of the United States. The reasons for 
focusing particularly on the United States are that there are more detailed 
analyses available and the trends under discussion are sharper. 

The first half of the chapter discusses the transformation in the organi
zation of the labor process, particularly as it materializes in large cities. 
The second half focuses on the earnings distribution in a service-domi
nated economy. This discussion includes somewhat more detailed ac
counts of the informal economy and of the restructuring of urban con
sumption, two key processes embedded in the changed earnings 
distribution. 

Transformations in the 
Organization of the Labor Process 

The consolidation of a new economic core of professional and servicing 
activities needs to be viewed alongside the general move to a service econ-
0my and the decline of manufacturing. New economic sectors are reshap
ing the job supply. So, however, are new ways of organizing work in both 
new and old sectors of the economy. The computer can now be used to do 
secretarial as well as manufacturing work. Components of the work pro
cess that even 10 years ago took place on the shop floor and were classified 
as production jobs today have been replaced by a combination of ma
chine /service worker or worker/engineer. The machine in this case is 
typically computerized; for instance, certain operations that required a 
highly skilled craftsperson can now be done through computer-aided de
sign and calibration. Activities that were once consolidated in a single-ser
vice retail establishment have now been divided between a service deliv
ery outlet and central headquarters. Finally, much work that was once 
standardized mass production is today increasingly characterized by cus
tomization, flexible specialization, networks of subcontractors, and 
informalization, even at times including sweatshops and industrial home
work. In brief, the changes in the job supply evident in major cities are a 
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function of new sectors as well as of the reorganization of work in both the 
new and the old sectors. 

The historical forms assumed by economic growth in the post-World 
War II era that contributed to the vast expansion of a middle class-nota
bly, capital intensity, standardized production, and suburbanization-Ied 
growth-deterred and reduced systemic tendencies toward inequality by 
constituting an economic regime centered on mass production and mass 
consumption. (Furthermore, so did the cultural forms accompanying 
these processes, particularly as they shaped the structures of everyday life 
insofar as a large middle class contributes to mass consumption and thus 
to standardization in production.) These various trends led to greater lev
els of unionization and other forms of workers' empowerment that can be 
derived from large scales in production and the centrality of mass produc
tion and mass consumption in national economic growth and profits. This 
form of economic growth, along with government programs, contributed 
to reduce the number of poor in the United States (see Exhibit 6 . 1 )  and in 
most highly developed economies. 

It was also in that postwar period extending into the late 1960s and 
early 1970s that the incorporation of workers into formal labor market re
lations reached its highest level in the most advanced economies. The for
malization of the employment relation carries with it the implementation 
(albeit frequently precarious) of a set of regulations that have had the 
overall effect of protecting workers and securing the fruits of frequently 
violent labor struggles. (But this formalization also entailed the exclusion 
of distinct segments of the workforce, particularly in certain heavily 
unionized industries.) 

The economic and social transformations in the economy since the 
mid-1970s assume specific forms in urban labor markets. Changes in the 
functioning of urban labor markets since the mid-1970s have a number of 
possible origins. The most evident of these changes stem from the 
long-term shifts in the occupational and industrial balance of employ
ment, which directly affects the mix of job characteristics, including earn
ings levels and employment stability, and the types of careers available to 
local workers. On the demand side, these developments include the new 
flexibility that employers have tended to seek under the pressure of inter
national competition, unstable product markets, and a weakening of po
litical support for public sector programs. This new flexibility tends to 
mean more part-time and temporary jobs .  On the supply side, a key factor 
has been the persistence of high unemployment in the 1970s and 1980s in 
many large cities, which notably altered the bargaining position of em
ployers, and the insecurity or marginalization of the most disadvantaged 
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E X H I B I T 6 . 1  

The Number of Poor People in the United States, 1970 to 1997 
(thousands) 
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Source: Based on U.S.  Department of Commerce, Measuring 50 Years of Economic Change 
(1998:Table C-22) .  

groups in the labor market. Workers desperate for jobs in the 1 980s be
came willing to take increasingly unattractive jobs. In combination, these 
major developments on the two sides of the labor market, all of which 
have operated most strongly in the urban core, seem likely to have in
duced, on the one hand, a growing destabilization of employment with in
creasing casualization and/ or informalization of jobs and, on the other 
hand, an increasing polarization of employment opportunities with new 
types of social divisions. 

Metropolitan labor markets will tend to reflect a variety of background 
factors beyond particular restructuring effects. The most important in
clude their sheer size and density, the particular industrial and occupa
tional mix of their employment base, the overall state of tightness or slack 
in labor demand, and in many cities, the presence and characteristics of 
immigrant groups. Two characteristics of the labor markets in major cities 
today (as well as a century ago) are the fluidity and openness that influ
ence the types of activity prospering there, as well as the labor market ex
periences of their residents. But equally important is the fact that the labor 
markets in and around the cities are structured with particular sets of jobs 
having attached to them distinctive combinations of rewards, security, 
and conditions of access (see Gordon and Sassen 1992) . 
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The labor market characteristics of many important industries in ma
jor cities evince tendencies toward shorter-term employment relation
ships .  Whether it is fashion-oriented industries such as the garment trade, 
private consumer services, trades historically associated with mass pro
duction, or the current speculative financial services, a significant share of 
establishments operate in competitive and often highly unstable markets. 
Again the evidence is that turnover rates in these activities are much 
higher than in large establishments and in monopolistic, bureaucratized 
organizations. And one of the attractions of cities for these more unstable 
activities must be the ease with which employment levels can be adjusted 
up and down because of fluid labor markets. 

High rates of turnover also have implications on the supply side, add
ing to the attractions of the city for speculative migrants, particularly for 
minorities who have difficulty gaining access to more closed sectors of 
employment and for young single workers for whom j ob security may be 
a lower priority. The availability of  these particular labor supplies must 
then have further implications for employers' strategies. The actual struc
ture of urban labor markets has been more complex and changeable 
than agglomeration economies and the "natural selection" of activities 
and groups of workers can account for. The rapid growth in unemploy
ment levels in many European cities captures the overall outcome of these 
various processes (see Exhibit 6.2) .  The European case is particularly in
teresting because it has a stronger tradition of government protection of 
workers. 

The potential importance of the presence or absence of a large immi
grant labor force extends to a range of issues, including the level of wages 
in the lower part of the labor market and its implications for the cost of li v
ing and the competitiveness of local activities, as well as for patterns of 
segmentation and opportunities of advancement for indigenous workers . 
Furthermore, given the typical concentration of new migrants in central 
cities, immigration has also contributed to changes in spatial patterns in 
labor supply. In the United States, there has also been a marked decentral
ization of the white population into the outer rings of the metropolitan re
gions; in major cities, white flight to the suburbs was counterbalanced by 
mostly Third World immigration into urban centers from the mid-1970s 
on. 

Trends toward concentration of immigrants and ethnic populations in 
the center are also evident in other major cities in the developed world, 
from the well-known case of London to the little-known one of Tokyo. 
Thus, in 1991 ,  Greater London had 1 .35 million residents, or 20% of the 
population, classified as ethnic minorities. Ethnic minorities were 25 . 7% 
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E X H I B I T  6 . 2  

Unemployment in Select European Cities, 1980 and 1990 
(percen tages) 

Unemployment 
City 1 980 1 990 
Amsterdam 8.2 19.5 ( 1988) 

Barcelona 15.5 (1981)  14 .6  ( 1988) 

Birmingham 15 10.3 

Brussels 6 16 .7  (1989) 

Copenhagen 7.8 11.3 (1988) 

Dortmund 5 . 7  1 1 .9 

Dublin 9.9 18.4 (1987) 

Glasgow 8 15 

Hamburg 3.2 11 .2  

Liverpool 16 20 
Lyons 6 . 1  8.3 

Madrid 12 12.5 

Marseilles 12 .2  1 8 . 1  

Milan 5.5 (1981) 5 .0  ( 1989) 

Montpellier 6 . 8  10 . 3  

Naples 14.5 23  

Paris 7 8.4 

Rennes 8 . 1  10 . 1  

Rotterdam 8 .8  17 . 1  (1988) 

Seville 18 . 7  25.2 

Valencia 9.9 17.5 

Source: Based on European Institute of Urban Affairs, Urbanisation and the Functions of 
Cities in the European Community: A Report to the Commission of the European Communities, 
Directorate General for Regional Policy (XVI) (1992:83-87). 

of the population of Inner London and about 17% in Outer London. Some 
of London's inner boroughs have extremely high concentrations: Brent 
about 45%, Newham over 42%, and Tower Hamlets over 35%. Thus, we 
see here a very high degree of spatial segregation and heavy concentration 
in central urban areas. These conditions did not change much in the 1990s. 

In Tokyo, 250,000 foreign residents were officially registered in 1991 .  
This figure i s  a n  understatement because i t  excludes the growing illegal 
immigration (see Morita 1993; Sassen 1998:chap . 4). But also in Tokyo we 
see a pattern of spatial concentration in the center of the city. Thus, 85% of 
these registered foreigners were living in central Tokyo with a dispropor
tionate share, especially those of Asian origin, concentrated in a few small 
areas in the center of the city. Although the registered foreign population 
represents a mere 2.3% of the total population of central Tokyo, its share 
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rises to 5% in the center of the city. As in London, this is right next to the 
general area that houses the financial institutions and the headquarters of 
important Japanese and foreign firms (Sassen 1 998); it is the national and 
international business and financial heart of the Japanese economy. Fur
thermore, in some of the areas in the inner city where Asians are concen
trated-and, it is known, where many of the unregistered, undocumented 
new immigrants live-foreigners account for a much larger proportion of 
residents. In Shinjuku ward, the new site of the city's government and a 
major commercial center, there are sections where foreigners account for 
15 to 20% of all residents: Kabukicho and Ohkubo are examples (Sonobe 
1 993) . About two-thirds of these foreigners are Korean and Chinese, but 
there are also rapidly growing numbers of foreigners from other Asian 
countries .  

The expansion of low-wage jobs as a function of growth trends implies 
a reorganization of the capital/labor relation. To see this effect clearly, we 
must distinguish the characteristics of jobs from their sectoral location. 
That is, highly dynamic, technologically advanced growth sectors may 
well contain low-wage, dead-end jobs.  Furthermore, the distinction be
tween sectoral characteristics and sectoral growth patterns is crucial: 
Backward sectors such as downgraded manufacturing or low-wage ser
vice occupations can be part of major growth trends in a highly developed 
economy. It  is often assumed that backward sectors express decline 
trends. Similarly, there is a tendency to assume that advanced industries, 
such as finance, have mostly good, white-collar jobs when in fact they also 
have a significant share of low-paying jobs, from cleaners to stock clerks. 

We tend to think of finance and specialized services as a matter of ex
pertise rather than of production. High-level business services, from ac
counting to decision-making expertise, are not usually analyzed in terms 
of their production process. Thus, insufficient attention has gone to the ac
tual array of jobs from high paying to low paying involved in the produc
tion of these services. In fact, the elaboration of a financial instrument, for 
example, requires inputs from law, accounting, advertising, and other 
specialized services. Advanced services benefit from agglomeration and 
show a tendency toward forming a production complex, as was discussed 
in Chapter 4 .  The production process itself, moreover, includes a variety 
of workers and firms not usually thought of as part of the information 
economy-notably, secretaries, maintenance workers, and cleaners . 
These latter jobs are also key components of the service economy. Thus, no 
matter how high the place a city occupies in the new transnational hierar
chies, it will have a significant share of low-wage jobs thought of as some-
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what irrelevant in an advanced information economy, even though they 
are an integral component. 

There have been objective transformations in the forms of organizing 
manufacturing, with a growing presence of small-batch production, small 
scales, high product differentiation, and rapid changes in output. These 
elements have promoted subcontracting and the use of flexible ways of or
ganizing production. Flexible forms of production, ranging from highly 
sophisticated to very primitive, can be found equally in advanced or in 
backward industries .  Such ways of organizing production assume dis
tinct forms in the labor market, in the components of labor demand, and in 
the conditions under which labor is employed. Indications of these 
changes are the decline of unions in manufacturing, the loss of various 
contractual protections, and the increase of involuntary, part-time, and 
temporary work or other forms of contingent labor. An extreme indication 
of this downgrading is the growth of sweatshops and industrial home
work. 

The expansion of a downgraded manufacturing sector partly involves 
the same industries that used to have largely organized plants and reason
ably well-paid jobs, but it replaces these with different forms ofproduc
tion and organization of the work process, such as piecework and indus
trial homework. But it also involves new kinds of activity associated with 
the new major growth trends. The possibility for manufacturers to de
velop alternatives to the organized factory becomes particularly signifi
cant in growth sectors. The consolidation of a downgraded manufactur
ing sector-whether through social or technical transformation-can be 
seen as a politico-economic response to a need for expanded production in 
a situation of growing average wages and militancy (as was the case in the 
1 960s and early 1970s) .  

The Informal Economy 

A good part of the downgraded manufacturing sector is an instance of 
informalization, or a component of the informal sector. Although infor
mal sectors are thought to emerge only in Third World cities, we are now 
seeing rapid growth of informal work in most major cities in highly devel
oped countries, from New York and Los Angeles to Paris and Amsterdam 
(Portes, Castells, and Benton 1989; Renooy 1984; Sassen 1998:chap. 8; 
WIACT 1993). 

We need to distinguish two spheres for the circulation of goods and 
services produced in the informal economy. One sphere circulates inter
nally and mostly meets the demands of its members, such as small immi-



The New Inequalities within Cities 125 

grant-owned shops in the immigrant community that service the latter; 
the other circulates throughout the "formal" sector of the economy. In this 
second sphere, informalization represents a direct profit-maximizing 
strategy, one that can operate through subcontracting, the use of sweat
shops and homework, or direct acquisition of goods or services. We are 
seeing not only increasingly downgraded manufacturing but also down
graded mass consumer services, whether public or private, alongside in
creasingly upgraded nonmass consumer services. 

These condi tions suggest that the combination of several trends partic
ularly evident in major cities present inducements to informalization: ( 1 )  
the increased demand for highly priced customized services and products 
by the expanding high-income population, (2) the increased demand for 
extremely low-cost services and products by the expanding low-income 
population, (3) the demand for customized services and goods or limited 
runs from firms that are either final or intermediate buyers with a corre
sponding growth of subcontracting, (4) the increasing inequality in the 
bidding power of different types of firms in a context of acute pressures on 
land because of the rapid growth and strong agglomerative pattern of the 
leading industries, and (5) the continuing demand by various firms and 
sectors of the population-including demand from leading industries and 
high-income workers-for goods and services typically produced in firms 
with low profit rates that find it increasingly difficult to survive above
ground, given rising rents and production costs. 

The transformation of final and intermediate consumption and the 
growing inequality in the bidding power of firms and households create 
inducements for informalization in a broad range of activities and spheres 
of the economy. The existence of an informal economy in turn emerges as 
a mechanism for reducing costs, even in the case of firms and households 
that do not need it for survival, and for providing flexibility in instances 
where this is essential or advantageous (Sassen 1998:chap. 8) .  

The Earnings Distribution in a 
Service-Dominated Economy 

What we want to know next is the impact that these various shifts have 
had on the earnings distribution and income structure in a service-domi
nated economy. A growing body of studies on the occupational and earn
ings distribution in service industries finds that services produce a larger 
share of low-wage jobs than manufacturing does, although the latter may 
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increasingly be approaching parity with services; moreover, several major 
service industries also produce a larger share of jobs in the highest-paid 
occupations (Economic Policy Institute 1998; Goldsmith and Blakely 1992; 
Harrison and Bluestone 1988; Nelson and Lorence 1985; Sheets, Nord, and 
Phelps 1987; Silver 1984; Stanback and Noyelle 1982) . 

Much scholarly attention has been focused on the importance of man
ufacturing in reducing income inequality in the 1950s and 1960s (Blum
berg 1981;  Stanback et al. 1981 ) .  Central reasons typically identified for 
this effect are the greater productivity and higher levels of unioniza
tion found in manufacturing. Clearly, however, these studies tend to 
cover a period largely characterized by such conditions, and since that 
time, the organization of jobs in manufacturing has undergone pro
nounced transformation. In what was at the time a major breakthrough 
and the most detailed analysis of occupational and industry data, Harri
son and Bluestone (1988) found that earnings in manufacturing have de
clined in many industries and occupations. This type of analysis has not 
been replicated with more updated data sets. Glickman and Glasmeier 
(1989) found that a majority of manufacturing jobs in the Sunbelt are low 
wage, and Fernandez-Kelly and Sass en (1992) found growth of sweat
shops and homework in several industry branches in New York and Los 
Angeles. 

A considerable number of studies with a strong theoretical bent (Hill 
1989; Lipietz 1988; Massey 1984; Sassen 1988; Scott and Storper 1986) ar
gue that the declining centrality of mass production in national growth 
and the shift to services as the leading economic sector contributed to the 
demise of a broader set of arrangements. In the postwar period, the econ
omy functioned according to a dynamic that transmitted the benefits ac
cruing to the core manufacturing industries onto more peripheral sectors 
of the economy. The benefits of price and market stability and increases in 
productivity could be transferred to a secondary set of firms, including 
suppliers and subcontractors, but also to less directly related industries . 
Although there was still a vast array of firms and workers that did not 
benefit from the shadow effect, their number was probably at a minimum 
in the postwar period. By the early 1980s, the wage-setting power of lead
ing manufacturing industries and this shadow effect had eroded signifi
cantly (see Exhibits 6 .3 and 6.4) .  

Scholarship on the impact of services on the income structure of cities 
is only now beginning to emerge in most countries . There are now several 
detailed analyses of the social im pact of service growth in major metropol
itan areas in the United States (Fainstein et al. 1992; Nelson and Lorence 
1985; Ross and Trachte 1983; Sheets, Nord, and Phelps 1987; Stanback and 
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Share of Aggregate Income Received by Each Fifth and Top 5% 
of Families in the United States, 1970 and 1997 (percentages) 
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Noyelle 1982). Sheets, Nord, and Phelps ( 1987) found that from 1970 to 
1 980 several service industries had a significant effect on the growth of un
deremployment, which they define as employment paying below pov
erty-level wages in the 199 largest metropolitan areas. The strongest effect 
was associated with the growth of producer services and retail trade. The 
highest relative contribution resulted from what the authors call "corpo
rate services" (FIRE [finance, insurance, and real estate], business ser
vices, legal services, membership organizations, and professional ser
vices), such that a 1% increase in employment in these services was found 
to result in a 0 .37% increase in full-time, year-round, low-wage jobs. Fur
thermore, a 1% increase in distributive services resulted in a 0 .32% in
crease in full-time, year-round, low-wage jobs. In contrast, a 1% increase 
in personal services was found to result in a 0. 13% increase in such 
full-time jobs and a higher share of part-time, low-wage jobs. The retail in
dustry had the highest effect on the creation of part-time, year-round, 
low-wage jobs, such that a 1% increase in retail employment was found to 
result in a 0 .88% increase in such jobs. 
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Real Average Weekly and Hourly Earnings of Production and 
Nonsupervisory Workers in the United States, 1967 to 1998 
(US$) 
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reau of  Labor 1998) .  

But what about the impact of services on the expansion of high-income 
jobs? Nelson and Lorence (1985) examined this question using census 
data on the 1 25 largest urban areas. To establish why male earnings are 
more unequal in metropolises with high levels of service sector employ
ment, they measured the ratio of median earnings over the 5th percentile 
to identify the difference in earnings between the least affluent and the 
median metropolitan male earners; and they measured the ratio at the 
95th percentile to establish the gap between median and affluent earners. 
Overall, they found that inequality in the 125 areas appeared to be the re
sult of greater earnings disparity between the highest and the median 
earners than between the median and lowest earners (N elson and Lorence 
1985 : 115) .  Furthermore, they found that the strongest effect came from the 
producer services and that the next strongest was far weaker (social ser
vices in 1970 and personal services in 1980). What had been only dimly 
perceived and discarded by many as measurement quirks, became a 
full-blown reality in the 1990s. The growth in the share of income going to 
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the top fifth of families in the United States grew while other sectors of the 
population lost share (see Exhibit 6 .3) ,  average hourly wages of workers 
with top levels of education grew while those of workers with lower lev
els fell (see Exhibits 6.4 and 6.5), and household income grew increasingly 
unequal (see Exhibit 6 .6) .  

The conditions for ongoing inequality can also be seen in projections 
for educational requirements. In the United States, the evidence for 1988 
shows that 17% of jobs required less than a high school diploma and over 
40% would require only a high school diploma. Only about 22% of jobs re
quired at least a college degree. By the year 2000, the expectation is that 
there will be very little change in these levels, with 16.5% of jobs requiring 
less than high school and only 22.9% requiring at least a college degree. 
That is to say, by the year 2000 over half of all j obs will require only a high 
school diploma or less. The change is somewhat sharper when we con
sider only net new jobs, with only 13% of jobs requiring less than high 
school and almost 30% requiring at least a college degree (Bailey 1 990). 
The expansion of low-wage service j obs in large cities and the downgrad
ing of many manufacturing jobs suggest that a good share of jobs in cities 
will be among those requiring only a high school education or less. 

In their own distinct form, these trends are evident in many highly de
veloped countries (Brosnan and Wilkinson 1987; Cheshire and Hay 1989; 
Mingione 1991) .  Of interest here is Japan, since little seems to be known or 
reported in general commentaries about growing casualization of em
ployment. We now tum to a brief description of the growth of service jobs 
i n  Japan. 

The Growth of Low-Wage Jobs in Japan 

Japan also has seen considerable growth of low-wage service j obs, the 
replacement of many full-time male workers with part-time female work
ers, and the growth of forms of subcontracting that weaken the claims of 
workers on their firms. Over half of the new jobs created in Tokyo in the 
1 980s were part-time or temporary jobs. 

There are other indications of structural change in Japan in the 1980s. 
Since the mid-1980s, average real earnings in Japan have been decreasing, 
and the manufacturing sector has been losing its wage-setting influence. 
Furthermore, with few exceptions, most of the service industries that are 
growing have significantly lower average earnings than do manufactur
ing, transport, and communications. Hotel and catering had among the 
lowest average earnings, along with health services and retail Many of 
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E X H I B I T  6 . 5  

Average Real Hourly Wages of All Workers, by Education in the 
United States, 1973 to 1997 (1997 Dollars) 

Less Than High Advanced 
Year School High School Some College College Degree 

1 973 $11 .21  $12.82 $14 . 1 6  $1 8.60 $22.67 

1 974 $10.96 $12.48 $13.62 $18.02 $23.03 

1 975 $10.65 $12.38 $13.68 $17 .87 $23.00 

1 976 $10 .85 $12.48 $13 .88 $17 .77 $22.37 

1 977 $10.91 $12.38 $13 .47 $17.56 $22 .31 

1 978 $10.76 $12.40 $13.66 $17.55 $22.22 

1 979 $11 . 15  $12.49 $13.61 . $17.43 $21 .42 

1 980 $10.80 $12.07 $13.34 $17.16 $20.98 

1 98 1  $10 .55 $11 .91  $13 .22 $17.20 $20.85 

1 982 $10 .31  $11 .90 $13. 18  $17.41 $21 .39 

1 983 $10 .12  $11 .78 $13.07 $17.48 $21.82 

1 984 $10 .00 $11 .66 $13.20 $17 .68 $22.22 

1 985 $ 9 .91  $11 .70 $13.33 $17.95 $22 .66 

1 986 $ 9 .91 $11 .72 $13.32 $17 .66 $21 .90 

1 987 $ 9.71 $11 . 65 $13.28 $17 .73 $21 .94 

1 988 $ 9.63 $11 .59 $13.09 $17.56 $21.80 

1 989 $ 9.38 $11 .36 $13 .19 $17 .88 $23.24 

1 990 $ 9.15 $11 . 1 8  $13 .19 $18 .00 $23.30 

1 99 1  $ 8.99 $11 . 13  $13.07 $17.69 $23.55 

1 992 $ 8 .86  $11 .07  $12.52 $18.04 $23.03 

1 993 $ 8 . 72 $ 11.02 $12.47 $17.97 $23.22 

1 994 $ 8 .52 $ 1 1 . 1 0  $12 .36 $18 .14 $24 . 1 7  

1 995 $ 8 .25 $10 .90 $12 .20 $18 . 13  $23.90 

1 996 $ 8 .21  $10.84 $12 . 18  $17.86 $23.80 

1 997 $ 8 .22  $11 .02 $12 .43 $18.38 $24.07 

Note: Values are adjusted for inflation using the CPI-U-X1 deflator. 

Source: Economic Policy Institute analysis of U .S .  Bureau of the Census, Current Popula-
tion Survey data, 1998 (http : / /www.census.gov). 

the industries that are growing ei ther pa y a bove-a verage wages-as in fi
nance, insurance, and real estate-or pa y below-a verage wages.  The same 
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E X H I B I T  6 . 6  

Percentage of Change in Household Gini Coefficients in the 
United States, 1967 to 1997 
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II) CD Cl 
rCl 0) 

trends found in man y Western cities are becoming evident in Tokyo. (For a 
full discussion, see Sassen 1991 : chaps.  8, 9; Cybriwsky 1991 . )  

Data from the Labor Force Survey in Japan show that the share of 
part-time workers increased from under 7% of all workers in 1970 to 
19 .5% in 1996, or 10.5 million workers. Among female workers, this share 
almost doubled, from about 12% in 1970 to 22% in 1985 and 34% in 1996, or 
a total of about 6.92 million women.! As of 1996, manufacturing (19.6%), 
wholesale/ retail and eating/ drinking establishments (30 .6%) and ser
vices (30.3%) had the highest share of part-time workers, an indication of 
the growth of a casualized employment relation in those sectors. 

By the late 1980s, 58% of all firms surveyed employed part-time work
ers. By the late 1980s, 58% of all firms surveyed employed part-time work
ers. Certain industries, mostly in the low-wage service sector, have con
siderably higher ratios, with "hamburger shops" at 89%, labor provision 
services at 79%, and western restaurants at 71 %, to name the top three . 
Part-time work in Japan is defined by the Ministry of Labor as a job with 
scheduled hours per week "substantially shorter than those of regular 
workers . "  Seasonal and temporary employment, by this definition, are ex-

1. All these figures exclude people employed in agriculture and forestry. Of 3.6 million female 
part-time workers, about 0.8 million were in manufacturing; 1 .3 million in wholesale and 
retail trade; 170,000 in finance, insurance, and real estate; and almost 1 million in service 
industries (see Sassen 1991 ) .  



132 Chapter 6 

cluded but the prevailing characteristic of all part-time work is the lack of 
various benefits and entitlements, or in the terms used here, a casualized 
employment relation. 

Of interest also is the situation of home workers, a growing category in 
most developed countries. Official counts of legal homeworkers in Japan 
show gradual decline over the last decade. In 1987, there were over 1 mil
lion such workers, almost all women (Japan Ministry of Labor 1987) .  The 
largest share of homework, 34%, is in clothing and related items, followed 
by 18 .6% in electrical/electronic equipment (including assembly of elec
tronic parts), and almost 16% in textiles. The remaining share includes a 
very broad range of activities, from making toys and lacquerware to print
ing and related work. Official figures describe a decline in the fully enti
tled share of homeworkers but possibly do not register an absolute in
crease among home workers with no protection. There are some 
indications that the latter category may be increasing (Sassen 1991:chap. 9) . 

The growth of low-wage and part-time jobs i s  likely to facilitate the 
employment of illegal immigrants. In Japan, where immigration, both le
gal and illegal, is not part of the cultural heritage as it is in the United 
States, there is now a growing illegal immigration from several Asian 
countries . The evidence on detected illegal immigrants from the Ministry 
of Justice analyzed by Morita ( 1990) shows that over 80% of men appre
hended from 1987 to 1 990 held construction and factory jobs .  Clearly, fac
tories and construction sites lend themselves to apprehension acti vi ty, un
like small service operations in the center of Tokyo or Osaka. Thus, we 
cannot assume that this level is an adequate representation of the occupa
tional distribution of illegal immigrants; but it does indicate that factories 
are employing illegal immigrants. 

According to a study of illegal immigrant employment in the major ur
ban areas in Japan carried out by the Immigration Office of the Ministry of 
Justice, factories employing illegal immigrants are in a broad range of 
branches: metal processing, plastic processing, printing and binding, plat
ing, press operating, materials coating. Most recently a growing number 
of women have been apprehended in factories in metals and plastic pro
cessing and in auto parts manufacturing (Morita 1 990) . Most illegal immi
grants were found in medium-size and small factories. The figures for 
1991 point to a continuation of these patterns; almost half of illegals de
tected by the government were in construction, followed by 14% in manu
facturing and certain jobs in the retail industry, in particular back-room 
jobs in restaurants. 

Estimates about the evolution of illegal immigration for unskilled jobs 
vary considerably, but all point to growing demand. The Ministry of La-
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bor estimates the labor shortage will reach half a million by the end of the 
decade. Japan's most powerful business organization, Keidaren, puts the 
shortage at 5 million. Specialists estimate the shortage will range between 
1 and 2 million by the year 2000. Well into the 1990s, the largest shortages 
are in manufacturing, particularly small- and medium-size firms. But 
there is considerable agreement that the service sector will be a major 
source of new. shortages. As the current generation of Japanese employees 
in low-skill service jobs retires and young highly educated Japanese reject 
these j obs, there may well be a gradual acceptance of immigrant workers. 
Although later than most advanced economies, Japan now has a growing 
labor demand for low-wage, unskilled jobs in a context where Japanese 
youth are rejecting such jobs. 

The Restructuring of Urban Consumption 

The rapid growth of industries with a strong concentration of high
and low-income jobs has assumed distinct forms in the consumption 
structure, which in turn has a feedback effect on the organization of work 
and the types of jobs being created. In the United States, the expansion of 
the high-income workforce in conjunction with the emergence of new cul
tural forms has led to a process of high-income gentrification that rests, in 
the last analysis, on the availability of a vast supply of low-wage workers. 
As I have argued at great length elsewhere, high-income gentrification is 
labor intensive, in contrast to the typical middle-class suburb that repre
sents a capital-intensive process: tract housing, road and highway con
struction, dependence on private automobiles or commuter trains, 
marked reliance on appliances and household equipment of all sorts, 
large shopping malls with self-service operations. Directly and indirectly, 
high-income gentrification replaces much of this capital intensity with 
workers. Similarly, high-income residents in the city depend to a much 
larger extent on hired maintenance staff than does the middle-class subur
ban home, with its concentrated input of family labor and machinery. 

Although far less dramatic than in large cities in the United States, the 
elements of these patterns are also evident in many major Western Euro
pean cities and, to some extent, in Tokyo. For instance, there has been con
siderable change in the occupational composition of residents in central 

)kyo. Not unlike what we have seen in other major cities, there is a ten
dency for growing numbers of upper-level professional workers and of 
low-level workers to live in central cities: Sonobe (1993) found that the 
share of the former grew from 20% of all workers in 1975 to over 23% in 
1985, and (although difficult to measure) we know that the numbers of 
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low-wage legal and undocumented immigrants also grew and certainly 
have grown sharply since then. The share of middle-level workers, on the 
other hand, fell: For instance, the share of skilled workers fell from 1 6% in 
1975 to 12% in 1985. Similar patterns hold for other areas of the city 
(Sonobe 1993). The total size of the resident workforce stayed the same, at 
about 4.3 million in 1975 and in 1 985. We know that there was a sharp 
growth of high-income professional and managerial jobs in the second 
half of the 1 980s, which could only have reinforced this trend. 

The growth of the high-income population in the resident and com
muting workforce has contributed to changes in the organization of the 
production and delivery of consumer goods and services. Behind the deli
catessens and specialty boutiques that have replaced many self-service 
supermarkets and department stores lies a very different organization of 
work from that .prevalent in large, standardized establishments. This dif
ference in the organization of work is evident both in the retail and in the 
production phase (Gershuny and Miles 1983; Sassen 1998:chaps. 7, 8) .  
High-income gentrification generates a demand for goods and services 
that are frequently not mass produced or sold through mass outlets. Cus
tomized production, small runs, specialty i tems, and fine food dishes are 
generally produced through labor-intensive methods and sold through 
small, full-service outlets. Subcontracting part of this production to 
low-cost operations and to sweatshops or households is common. The 
overall outcome for the job supply and the range of firms involved in this 
production and delivery is rather different from that characterizing the 
large department stores and supermarkets . There, mass production is 
prevalent, and hence, large standardized factories located outside of the 
region are the norm. Proximity to stores is of far greater importance with 
customized producers. Mass production and mass distribution outlets fa
cilitate unionizing (see Sayer and Walker 1992) . 

The magnitude of the expansion of high-income workers and the high 
levels of spending contribute to this outcome. All major cities have long 
had a core of wealthy residents or commuters . By itself, however, this core 
of wealthy people could not have created the large-scale residential and 
commercial gentrification in the city. As a stratum, the new high-income 
workers are to be distinguished from this core of wealthy residents. The 
former 's disposable income is generally not enough to make them into 
major investors. It  is, however, sufficient for a significant expansion in the 
demand for highly priced goods and services-that is, to create a suffi
ciently large demand so as to ensure economic viability for the producers 
and providers of such goods and services. Furthermore, the level of dis
posable income is also a function of lifestyle and demographic patterns, 



The New Inequalities within Cities 135 

such as postponing having children and larger numbers of  two-earner 
households. 

The expansion in the low-income population has also contributed to 
the proliferation of small operations and the move away from large-scale 
standardized factories and large chain stores for low-price goods. In good 
part, the consumption needs of the low-income population are met by 
manufacturing. and retail establishments that are small, rely on family 
labor, and often fall below minimum safety and health standards. Cheap, 
locally produced sweatshop garments, for example, can compete with 
low-cost Asian imports. A growing number of products and services 
ranging from low-cost furniture made in basements to "gypsy cabs" and 
family day care is available to meet the demand for the growing 
low-income population (see Komlosy et al. 1997; Renooy 1984; Sassen 
1998:chap. 8) .  

There are numerous instances of how the increased inequality in earn
ings reshapes the consumption structure and how this reshaping in turn 
has feedback effects on the organization of work. Some examples are the 
creation of a special taxi line for Wall Street that services only the financial 
district and an increase of "gypsy" cabs in low-income neighborhoods not 
serviced by regular cabs; the increase in highly customized woodwork in 
gentrified areas and low-cost informal rehabilitation in poor neighbor
hoods; the increase of homeworkers and sweatshops making either very 
expensive designer items for boutiques or very cheap products. 

Conclusion: A Widening Gap 

Developments in cities cannot be understood in isolation from fundamen
tal changes in the larger organization of advanced economies. The combi
nation of economic, political, and technical forces that has contributed to 
the decline of mass production as the central driving element in the econ
omy brought about a decline in a broader institutional framework that 
shaped the employment relation. The group of service industries that con
stitute the driving economic force in the 1980s and into the 1990s is charac
terized by greater earnings and occupational dispersion, weak unions, 
and a growing share of unsheltered jobs in the lower-paying echelons, 
along with a growing share of high-income jobs. The associated institu
tional framework shaping the employment relation diverges from the ear
lier one. This new framework contributes to a reshaping of the sphere of 
social reproduction and consumption, which in turn has a feedback effect 
on economic organization and earnings. Whereas in the earlier period this 
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feedback effect contributed to reproduce the middle class, currently, it re
produces growing earnings disparity, labor market casualization, and 
consumption restructuring. 

All these trends are operating in major cities, in many cases with 
greater intensity than in medium-size towns. This greater intensity can be 
rooted in at least three conditions. First is the locational concentration of 
major growth sectors with either sharp earnings dispersion or dispropor
tionate concentration of either low- or high-paying jobs in major cities.  
Second is  a proliferation of small, low-cost service operations made possi
ble by the massive concentration of people in such cities, in addition to a 
large daily inflow of nonresident workers and tourists. The ratio between 
the number of these service operations and the resident population is 
probably significantly higher in a very large city than in an average city. 
Furthermore, the large concentration of people in major cities tends to cre
ate intense inducements to open up such operations, as well as intense 
competition and very marginal returns. Under such conditions, the cost of 
labor is crucial, and hence the likelihood of a high concentration of 
low-wage jobs increases. Third, for these same reasons together with 
other components of demand, the relative size of the downgraded manu
facturing sector and the informal economy would tend to be larger in big 
cities such as New York or Los Angeles than in average-size cities. 

The overall result is a tendency toward increased economic polariza
tion. When we speak of polarization in the use of land, in the organization 
of labor markets, in the housing market, and in the consumption struc
ture, we do not necessarily mean that the middle class is disappearing. We 
are rather referring to a dynamic whereby growth contributes to inequal
ity rather than to expansion of the middle class, as was the case in the two 
decades after World War II in the United States and the United Kingdom, 
and into the 1 970s in Japan. In many of these cities, the middle class repre
sents a significant share of the population and hence represents an impor
tant channel through which income and lifestyle coalesce into a social 
form. 

The middle class in the United States is a very broad category. It con
tains prosperous segments of various recent immigrant populations as 
well as established ethnic communities in large cities. What we can detect 
beginning in the 1980s is that certain segments of the middle class gain in
come and earnings, becoming wealthier while others become poorer. In 
brief, we see a segmenting of the middle class that has a sharper upward 
and downward slant than has been the case in other periods. The argu
ment put forth here is that while the middle strata still constitute the ma
jority, the conditions that contributed to their expansion and politico-
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economic power-the centrality of mass production and mass consump
tion in economic growth and profit realization-have been displaced by 
new sources of growth. This is not simply a quantitative transformation; 
we see here the elements for a new economic regime. 

The growth of service employment in cities and the evidence of the as
sociated growth of inequality raises questions about how fundamental a 
change this shift entails. Several of these questions concern the nature of 
service-based urban economies. The observed changes in the occupa
tional and earnings distribution are outcomes not only of industrial shifts 
but also of changes in the organization of firms and of labor markets. A de
tailed analysis of service-based urban economies shows that there is con
siderable articulation of firms, sectors, and workers that may appear to 
have little connection to an urban economy dominated by finance and 
specialized services but in fact fulfills a series of functions that are an inte
gral part of the urban economy. They do so, however, under conditions of 
sharp social, earnings, and often racial! ethnic segmentation. 





A New Geography of Centers and Margins 

Summary and Implications 

Three important developments over the last 25 years laid the foundation 
for the analysis of cities in the world economy presented in this book. 
They are captured in the three broad propositions organizing the preced
ing chapters. 

1. The territorial dispersal of economic activities, of which globalization is one 

form, con tributes to the growth of centralized functions and operations. We 
find here a new logic for agglomeration and key conditions for the re
newed centrality of cities in advanced economies. Information technol
ogies, often thought of as neutralizing geography, actually contribute 
to spatial concentration. They make possible the geographic dispersal 
and simultaneous integration of man y acti vities. But the particular con
ditions under which such facilities are available have promoted cen
tralization of the most advanced users in the most- advanced telecom
munications centers. We see parallel developments in cities that 
function as regional nodes-that is, at smaller geographic scales and 
lower levels of complexity than global cities . 

2. Cen tralized contro l  and management over a geographica lly dispersed array 
of economic operations does not come about inevitably as part of a "world 

system. " It  requires the production of a vast range of highly special
ized services, telecommunications infrastructure, and industrial ser
vices. Major cities are centers for the servicing and financing of inter
national trade, investment, and headquarters operations. And in this 
sense, they are strategic production sites for today's leading economic 
sectors. This function is reflected in the ascendance of these activities 
in their economies. Again, cities that serve as regional centers exhibit 
similar developments. This is the way in which the spatial effects of 
the growing service intensity in the organization of all industries ma
terialize in cities. 

139 



140 Chapter 7 

3. Economic globalizatio.'1 ��ontributed i.£.f!...1J,f!£ geography of centrality and 
, _ ,rilirgJni11ilY:TIiIs·.i1;-w geog;;-pny-assumes manYiorms-ana operates in " ���y terrains, from the distribution of telecommunications facilities 

to the structure of the economy and of employment. Global cities be
come the sites of immense concentrations of economic power while 
cities that were once major manufacturing centers suffer inordinate 
declines; highly educated workers see their incomes rise to unusually 
high levels while low- or medium-skilled workers see theirs sink. Fi
nancial services produce superprofits while industrial services barely 
survive. 

Let us look more closely now at this last and most encompassing of 
the propositions.  

The Locus of the Peripheral 

The sharpening distance between the extremes evident in all major cities 
of developed countries raises questions about the notion of "rich" coun
tries and "rich" cities. It suggests that the geography of centrality and 
marginality, which in the past was seen in terms of the duality of highly 
developed and less developed countries, is now also evident within de
veloped countries and especially within their major cities. 

One line of theorization posits that the in�_silie.QJ!l.equ!litie� de
scribed in the preceding chapters represent a transformation in the geog
raphy of center and periphery. They signal that peripheralization pro
cesses are occurring inside areas that were once conceived of as "core" 
areas-whether at the global, regional, or urban level-and that alongside 
the sharpening of peripheralization processes, centrality has also become 
sharper at all three levels. 

The condition of being peripheral is installed in different geographic 
terrains depending on the prevailing economic dynamic. We see new 
forms of peripheralization at the center of major cities in developed coun
tries not far from some of the most expensive commercial land in the 
world:  "inner cities" are evident not only in the United States and large 
European cities, but also now in Tokyo (Komori 1983; Nakabayashi 1987; 
KUPI [Kobe Urban Problems Institute] 1981; Sassen 1991:chap. 9). Fur
thermore, we can see peripheralization operating at the center in organi
zational terms as well (Sassen-Koob 1982; Wilson 1987). We have long 
known about segmented labor markets, but the manufacturing decline 
and the kind of devaluing of nonprofessional workers in leading indus-
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tries that we see today in these cities go beyond segmentation and in fact 
represent an instance of peripheralization. 

Furthermore, the new forms of growth evident at the urban perimeter 
also mean crisis: violence in the immigrant ghetto of the banlieues (the 
French term for suburbs), exurbanites clamoring for control over growth to 
protect their environment, new forms of urban governance (Body
Gendrot 1993; :Pick vance and Preteceille 1991) .  The regional mode of regu
la tion in many of these cities is based on the old center / su bur b model and 
may hence become increasingly inadequate to deal with intraperipheral 
conflicts-conflicts between different types of constituencies at the urban 
perimeter or urban region. Frankfurt, for example, is a city that cannot 
function without its region's towns; yet this particular urban region would 
not have emerged without the specific forms of growth in Frankfurt's cen
ter. Keil and Ronneberger ( 1993) note the ideological motivation in the call 
by politicians to officially recognize the region so as to strengthen Frank
furt's position in the global interurban competition. This call also pro
vides a rationale for coherence and the idea of common interests among 
the many objectively disparate interests in the region: It displaces the con
flicts between unequally advantaged sectors onto a project of regional 
competition with other regions . Regionalism then emerges as the concept 
for bridging the global orientation of leading sectors with the various local 
agendas of various constituencies in the region. 

In contrast, the city discourse rather than the ideology of regionalism 
dominates in cities such as New York or Sao Paulo (see Toulouse 1992) . 
The challenge is how to bridge the inner city, or the squatters at the urban 
perimeter, with the center. In multiracial cities, multiculturalism has 
emerged as one form of this bridging. A "regional" discourse is perhaps 
beginning to emerge, but it has until now been totally submerged under 
the suburbanization banner, a concept that suggests both escape from and 
dependence on the city. The notion of conflict within the urban periphery 
between diverse interests and constituencies has not really been much of a 
factor in the United States. The delicate point at the level of the region has 
rather been the articulation between the residential suburbs and the city. 

Contested Space 

Large cities have emerged as strategic territories for these developments. 
First, cities are the sites for concrete operations of the economy. For our pur
poses, we can distinguish two forms of such concrete operations: (I) In 
terms of economic globalization and place, cities are strategic places that 
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concentrate command functions, global markets, and, as demonstrated in 
Chapter 4, production sites for the advanced corporate service industries. 
(2) In terms of day-to-day work in the leading industrial complex, finance, 
and specialized services, we saw in Chapter 6 that a large share of the jobs 
involved are low paid and manual, and many are held by women and im
migrants. Although these types of workers and jobs are never represented 
as part of the global economy, they are in fact as much a part of globaliza
tion as international finance is. We see at work here a dynamic of valoriza
tion that has sharply increased the distance between the devalorized and 
the valorized-indeed overvalorized-sectors of the economy. These j oint 
presences have made cities a contested terrain. 

The structure of economic activity has brought about changes in the 
organization of work that are reflected in a pronounced shift in the job 
supply, with strong polarization occurring in the income distribution and 
occupational distribution of workers. Major growth industries show a 
greater incidence of j obs at the high- and low-paying ends of the scale 
than do the older industries now in decline. Almost half the jobs in the 
producer services are lower-income jobs, and the other half are in the 
two highest earnings classes. On the other hand, a large share of manufac
turing workers were in middle-earning jobs during the postwar period 
of high growth in these industries in the United States and most of west
ern Europe. 

One particular concern here was to understand how new forms of in
equality actually are constituted into new social forms, such as gentrified 
neighborhoods, informal economies, or downgraded manufacturing sec
tors. To what extent these developments are connected to the consolida
tion of an economic complex oriented to the global market is difficult to 
say. Precise empirical documentation of the linkages or impacts is impos
sible; the effort here is focused, then, on a more general attempt to under
stand the consequences of both the ascendance of such an international 
economic complex and the general move to a service economy. 

Second, the city concentrates diversity. Its spaces are inscribed with the 
dominant corporate culture but also with a multiplicity of other cultures 
and identities, notably through immigration. The slippage is evident: The 
dominant culture can encompass only part of the city. And while corpo
rate power inscribes noncorporate cultures and identities with "other
ness," thereby devaluing them, they are present everywhere. The immi
grant communities and informal economy described in Chapter 6 are only 
two instances. Diverse cultures and ethnicities are especially strong in ma
jor cities in the United States and Western Europe; these also have the larg
est concentrations of corporate power. 
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We see here an interesting correspondence between great concentra
tions of corporate power and large concentrations of "others . "  It invites us 
to see that globalization is not only constituted in terms of capital and the 
new international corporate culture (international finance, telecommuni
cations, information flows) but also in terms of people and noncorporate 
cultures. There is a whole infrastructure of low-wage, nonprofessional 
jobs and activities that constitutes a crucial part of the so-called corporate 
economy. 

A focus on the work behind command functions, on production in the fi
nance and services complex, and on marketplaces has the effect of incorpo
rating the material facilities underlying globalization and the whole infra
structure of jobs and workers typically not seen as belonging to the 
corporate sector of the economy: secretaries and cleaners, the truckers 
who deliver the software, the variety of technicians and repair workers, 
and all the jobs having to do with the maintenance, painting, and renova
tion of the buildings where it is all housed. 

This expanded focus can lead to the recognition that a multiplicity of 
economies is involved in constituting the so-called global information 
economy. It recognizes types of activities, workers, and firms that have 
never been installed in the "center" of the economy or that have been 
evicted from that center in the restructuring of the 1980s and have there
fore been devalued in a system that puts too much weight on a narrow 
conception of the center of the economy. Globalization can, then, be seen 
as a process that involves multiple economies and work cultures.  

The preceding chapters have tried to  demonstrate that cities are of 
great importance to the dominant economic sectors. Large cities in the 
highly developed world are the places where globalization processes as
sume concrete, localized forms. These localized forms are, in good part, 
what globalization is about. We can then think of cities also as the place 
where the contradictions of the internationalization of capital either come 
to rest or conflict. If we consider, further, that large cities also concentrate a 
growing share of disadvantaged populations-immigrants in both Eu
rope and the United States, African Americans and Latinos in the United 
States-then we can see that cities have become a strategic terrain for a 
whole series of conflicts and contradictions. 

On one hand, they concentrate a disproportionate share of corporate 
power and are one of the key sites for the overvaloriza tion of the corpora te 
economy; on the other, they concentrate a disproportionate share of the 
disadvantaged and are one of the key sites for their de valorization. This 
joint presence happens in a context in which (1 )  the internationalization of 
the economy has grown sharply and cities have become increasingly stra-
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tegic for global capital and (2) marginalized people have come into repre
sentation and are making claims on the city as well. This joint presence is 
further brought into focus by the sharpening of the distance between the 
two. The center now concentrates immense power, a power that rests on 
the capability for global control and the capability to produce 
superprofits. And marginality, notwithstanding weak economic and po
litical power, has  become an increasingly strong presence through the 
new politics of culture and identity. 

If cities were irrelevant to the globalization of economic activity, the 
center could simply abandon them and not be bothered by all of this. In
deed, this is precisely what some politicians argue-that cities have be
come hopeless reservoirs for all kinds of social despair. It is interesting to 
note again how the dominant economic narrative argues that place no lon
ger matters, that firms can be located anywhere thanks to telematics, that 
major industries now are information-based and hence not place-bound . 
This line of argument devalues cities a t  a time when they are major sites 
for the new cultural politics. It also allows the corporate economy to ex
tract ma jor concessions from city governments under the notion that firms 
can simply leave and relocate elsewhere, which is not quite the case for a 
whole complex of firms, as much of this book sought to show. 

In seeking to show that ( 1 )  cities are strategic to economic globalization 
because they are command points, global marketplaces, and production 
sites for the information economy and (2) many of the devalued sectors 
of the urban economy actually fulfill crucial functions for the center, this 
book attempts to recover the importance of cities specifically in a global
ized economic system and the importance of those overlooked sectors 
that rest largely on the labor of women, immigrants, and in the case of 
large U.S. cities, African Americans and Latinos. In fact it is the intermedi
ary sectors of the economy (such as routine office work, headquarters that 
are not geared to the world markets, the variety of services demanded by 
the largely suburbanized middle class) and of the urban population (the 
middle class) that can and have left cities. The two sectors that have 
stayed, the center and the "other," find in the city the strategic terrain for 
their operations. 



Appendix 

The tables in  this appendix provide more detailed information about 
some of the issues discussed in the book. Exhibit A .l  shows the consider
able variation in income levels among cities in different regions of the 
world . Average household payments on rent, on the other hand, show less 
differentiation across regions. The sharpest differences in terms of rent oc
cur between cities in the less developed world-the difference between 
Johannesburg and Nairobi in Africa or between Manama and Abu Dhabi 
in the Middle East. Not unexpectedly, the pattern of acute international 
differentiation in these regions is evident in incomes for different types of 
work as well. 

Exhibit A.2 presen ts informa tion on the same cities of Exhibit A . 1 ,  add
ing prices and hours worked . In addition, the information in Exhibit A.2 is 
standardized on the levels that obtain in one particular city used as a 
benchmark. This city is Zurich, probably because the report where these 
data are presented comes from the Union Banque Suisse of Zurich. Exhibit 
A.2 helps us understand the differences among all the cities on the list and 
among the regions . It makes clear that Zurich has higher prices and 
wages /salaries than just about every city on the list, except Oslo, Copen
hagen, and Stockholm. 

Exhibit A.3 shows the changes in commercial property prices using 
1994 to set the index. Four years is not a long period of time. Yet in most of 
these cities, the nominal price increased, with the strong exception of To
kyo where the economic crises endured through much of the 1990s. Infla
tion-adjusted prices show, not unexpectedly, weaker increases.  

The last two tables show basic descriptive information on the largest 
urban agglomerations, the share of total population of a country residing 
in the particular city listed, and the share of the total urban population of a 
country residing in the city listed. The largest urban agglomerations are 
today overwhelmingly in Asia and Latin America. Tokyo, New York, Los 
Angeles, and Osaka are the only cities that are not in the developing 
world. The shares of a country's population residing in its top agglomera-
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tion reveal considerable variation, ranging from 33.9% in Buenos Aires to 
a low of under 2% in Bombay, Delhi, Calcutta, Shanghai, and Beijing. Sim
ilar marked variations are evident in the percentage of the total urban 
population of a country accounted for by the major cities in those coun
tries, ranging form 38.3% in Buenos Aires to 3% in Beijing. 

Exhibit A.S shows us the list of countries that have three or more urban 
agglomerations with over 1 million inhabitants. In this case, the numbers 
are consistently higher than in the previous listing, and several of the 
highly developed countries appear on the list. 

E X H I B I T  A . I  

Household Rent per Month and Gross Yearly Income, 
1997 (US$ ) 

Gross Yearly Income 
Normal Household Industrial Prima,y School 

Region/City Rent per Month" Workersb Teachers· Engineersd 

Africa 
Johannesburg 310 20,900 16,700 35,100 
Nairobi llO 1,800 1,400 3,600 

Central and Eastern Europe 
Budapest 270 3,300 2,600 5,100 
Istanbul 360 ll ,600 5,400 28,900 
Moscow 440 4,500 900 3,300 
Prague 60 4,800 4,200 10,300 
Warsaw 460 3,700 3,100 7,100 

European Union 
Amsterdam 490 28,300 29,200 45,800 
Athens 340 16,500 14,600 26,900 
Berlin 600 28,500 36,100 47,500 

Brussels 560 32,600 26,600 53,200 
Copenhagen 570 39,600 38,700 55,300 
Dublin 730 2 1 ,100 31 ,800 39,100 
Frankfurt 840 34,400 41 ,800 65,200 
Geneva 720 46,300 69,300 54,400 
Helsinki 590 27,500 25,200 39,800 
Lisbon 490 12,500 18,000 28,600 
London 1,150 28,500 32,100 34,300 
Luxembourg 870 33,700 53,400 54,100 
Madrid 580 17,100 23,500 34,100 
Milan 590 21,900 21,800 37,500 
Oslo 590 33,800 28,800 43,200 
Paris 790 22,000 21,400 50,600 
Stockholm 490 27,900 27,100 37,400 
Vienna 470 30,900 27,000 53,900 
Zurich 830 49,800 68,800 72,500 
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Latin America 

Bogota 600 8,000 4,500 25,400 
Buenos Aires 680 9,900 8,200 35,400 
Caracas 460 4,000 5,100 7,100 
Panama 500 5,800 6,000 19,500 
Rio de  Janeiro 750 12,500 4,200 29,400 
Sao Paulo 840 16,800 6,500 37,400 

Middle East 
Abu Dhabi 1,250 12,700 19,500 44,700 
Manama 320 15,700 14,300 26,700 
Tel Aviv 610 19,600 15,200 33,900 

North America 
Chicago 750 38,800 42,000 38,500 
Houston 500 37,100 31,500 42,500 
Los Angeles 770 41,500 41,300 53,500 
New York 1,070 38,600 38,200 52,000 
Mexico City 420 5,200 4,500 10,600 
Montreal 390 33,200 33,900 46,400 
Toronto 610 40,600 38,800 44,200 

Southeast Asia and Pacific Rim 
Bangkok 190 13,800 7,500 1 8,600 
Hong Kong 1,010 22,100 24,500 45,200 
Jakarta 820 8,100 1,6.50 8,200 
Kuala Lampur 480 22,400 6,200 42,000 
Manila 460 3,800 5,500 8,300 
Mumbai 260 2,400 1,900 3,700 
Seoul 1 ,120 20,100 22,800 25,700 
Shanghai 720 2,000 1,450 3,400 
Singapore 1,170 20,900 15,300 34,500 
Sydney 490 20,800 29,100 39,900 
Taipei 1,030 20,200 18,800 26,500 
Tokyo 1,530 49,900 37,400 54,200 

a. The rents quoted are for apartments built after 1975 (three rooms) with local standard 
and comfort in or near the city center. 

b. Industrial workers are skilled with about 10 years experience and working with a 
large company in the metalworking industry. 

c Primary school teachers have taught in the public school system for about 1 0  years. 

d. Engineers are employed by an industrial firm in the machinery or electrical equip
ment industry and have completed university studies with at  least 5 years experience. 

Source: Based on Union Bank of Switzerland. Price and Earnings Around the Globe, 1997 
Edition (http : / /www.ubs.com /e/ index /about/research/pcc/publications.Par.0028.Fil .  
pdf) .  
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E X H I B I T  A . 2  

Price and Wage Indices and Working Hours per Annum, 1997 
(numbers) 

Prices (ercl. rent) Gross Wages and Working 
City (Zurich = 100)" Salary (Zurich = 100i Hours per Year , 

Africa 
Nairobi 63.9 3 . 6  2,111 
Johannesburg 5 1 .4 2 6  2,033 

Central and Eastern Europe 
Budapest 48.8 6 . 5  1 , 830 
Istanbul 4 5.9 17 .2  2,263 
Moscow 85. 2  6 1,875 
Prague 47.8 10.9 1,976 
Warsaw 50.4 8 .2 1,796 

European Union 
Amsterdam 74.6 58.2 1 , 721 
Athens 66.6 33 1 ,815 
Berlin 75 69.3 1 ,667 
Brussels 76 68.2 1,739 
Copenhagen 1 02.1  8 . 9  1,689 
Dublin 77.2 5 1 . 2  1,782 
Frankfurt 83.5 75 . 9  1,730 
Geneva 96.4 97.7 1 ,846 
Helsinki 93.9 52.2 1,757 
Lisbon 57.4 25.4 1,806 
London 89.8 5 1 . 6  1,839 
Luxembourg 73.4 76 . 6  1,766 
Madrid 67.6 40.3 1,798 
Milan 70.9 48 1 ,821 
Oslo 110.9  71.5 1,748 
Paris 89.2 54.2 1 ,742 
Stockholm 1 0 1 . 7  62 .1  1,824 
Vienna 79. 1 61 . 2  1,728 
Zurich 100 100 1 ,876 

Latin America 
Bogota 59.6 15.6 2,187 
Buenos Aires 70.7 25. 5 2,097 
Caracas 62.5 8.4 2,001 
Panama 60.5 1 . 6  2,095 
Rio de Janeiro 80.3 2 1 . 7  1 ,892 
Sao Paulo 77.2 26. 1 1,906 

Middle East 
Abu Dhabi 82.8 29 . 1  2,166 
Manama 67.6 24.4 1 ,989 
Tel Aviv 75.5 34.9 2 , 1 28 

North America 
Chicago 8 1 . 1  72.3 1,891 
Houston 76. 2  71 . 4  1,875 
Los Angeles 78. 7 76. 3 1,945 
New York 82.9  77.8 1,952 
Mexico City 55. 3  7.9 2,302 
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Montreal 72.6 64 1,799 
Toronto 69.2 62.5 1,927 

Southeast Asia and Pacific Rim 
Bangkok 66.9 14.3 2,245 
Hong Kong 77.3 34.7 2,312 
Jakarta 60.7 8.8 2,121 
Kuala Lampur 69.6 24.3 2,157 
Manila 61 .5  6 .8  2,238 
Mumbai 42.3 4 .6  2,254 
Seoul 85.3 33.7 2,253 
Shanghai 70.4 4.5 2,043 
Singapore 97.3 30.4 2,028 
Sydney 78.8 51 .6 1,777 
Taipei 80.5 38 2,190 
Tokyo 121 .7  84.5 1,799 

a. Prices are based on the cost of a basket of 111 goods and services weighted by Euro
pean consumer habits. 

b .  Hourly wages calculated on data from 12 occupations: primary school teacher, bus 
driver, automobile mechanic, building laborer, skilled industrial worker, department 
manager, bank credit clerk, secretary, department store sales woman, female industrial 
worker, electrical/mechanical engineer, and cook. Wage index is weighted by the share 
of  each occupation in overall employment, share of income in overall income, and also 
by gender. 

c. Working hours are based on 11 occupations excluding teachers. 

Source: Based on Union Bank of Switzerland, Price and Earnings Around the Globe, 1 997 
Edition (http : / / www.ubs.com /e/ index /about/research/pcc/publications.Par.0028.Fil. 
pd f) . 
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E X H I B I T  A . 3  

Commercial Property Price Index: Major Cities, 1998 
(1994 = 100) 

City 
New York 
Tokyo 
Frankfurt 
Paris 
Milan 
London 
Toronto 
Madrid 
Amsterdam 
Sydney 
Zurich 
Brussels 
Stockholm 
Copenhagen 
Oslo 
Helsinki 
Dublin 

Nominal Price 

150 
59 

105 
102 
111 
132 
100 
1 83 
156 
118  

84 
109 
1 85 
124 
119 
121 
241 

Inflation-Adjusted Price 

136 
58 
98 
96 
98 

117 
94 

162 
144 
1 09 

8 1  
1 03 
179 
115 
1 10  
116  
222 

Source: Based on Bank for International Settlements, 69th Annual Report (1999) 
(http : / /www.bis.org). 
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E X H I B I T A . 4  

Largest Urban Agglomerations, 1996 (millions and percentages) 

Population Percentage 
1 996 Residing in a/ Total 

Urban 1996 Population Population Agglomeration Urban 
Agglomeration Countr1f. (millions) (millions) (% oiTatal) P01!ulation 
Urban Agglom�rations with 10 million or more 

Tokyo Japan 27.2 21 .7  27.8 
Mexico City Mexico 16.9 18 .2 24. 8 
Sao Paulo Brazil 16.8 10.4 13 .2  
New York United States of America 16.4 6 . 1  8 
Bombay India 15.7 1 . 7  6 . 1  
Shanghai China 13.7 1 . 1  3 .6 
Los Angeles United States of America 12.6 4.7 6.1 
Calcutta India 12 .1  1 .3 4 .7  
Buenos Aires Argentina 1 1 . 9  33.9 38.3 
Seoul Republic of Korea 1 1 . 8  26 31 .5 
Beijing China 11 .4  0 .9  3 
Lagos Nigeria 10 .9 9.5 23.4 
Osaka Japan 10.6 8.5 1 0.8  
Delhi India 10 .3 1 . 1  4 
Rio de Janeiro Brazil 10.3 6.4 8 .1 
Karachi Pakistan 10.1 7 .2 20 .8 

Urban Agglomerations between 5 and 10  million 
Cairo Egypt 9 .9 15.7 34.9  
Metro Manila Philippines 9.6 13.8 25. 1 
Paris France 9.6 16.4 21 .9  
Tianjin China 9.6 0.8 2.5 
Moscow Russian Federation 9.3 6.3 8 .2  
Dhaka Bangladesh 9.0 7.5 39.9 
Jakarta Indonesia 8.8 4.4 1 2 . 1  
Istanbul Turkey 8 . 2  13.3 18 .8  
London United Kingdom 7.6 13.1 14.7 
Chicago United States of America 6.9 2.5 3 .3  
Teheran Iran (Islamic Rep. of) 6.9 9.9 16 .7  
Lima Peru 6 .8 28 .5 40 
Bangkok Thailand 6.7 11 .4 56.2 
Essen Germany 6.5 7.9 9.2 
Bogota Colombia 6 .2  17.1  23 .4 
Madras India 6 . 1  0.6 2.4 
Hong Kong Hong Kong, China 5.9 95.2 1 00  
Hyderabad India 5 .7  0.6 2.2 
Lahore Pakistan 5 .2  3 .7  10 .7  
Shenyang China 5.2 0 .4  1 .4  
Saint Petersburg Russian Federation 5 . 1  3.5 4.5 
Bangalore India 5.0 0.5 1 . 9  
Santiago Chile 5.0 34.5 41 

Source: Based on U.N. Department of Economic and Social Affairs, Population Division. 
World Urbanization Prospects 1 996 
(http : / /www.undp.org/popin/wdtrends/urb /furb .htm). 
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E X H I B I T  A . S  

Countries with Three or More Urban Agglomerations 
(> 1 million), 1996 

Urban Agglomeration (UA) 
China 
United States 
India 
Brazil 
Germany 
Russian Federation 
Pakistan 
South Africa 
Japan 
Republic of Korea 
Australia 
Indonesia 
Iran (Islamic Rep. of) 
Turkey 
Ukraine 
Canada 
Colombia 
Italy 
Mexico 
United Kingdom 
Argentina 
Bangladesh 
Egypt 
France 
Poland 

Total Number of UA 
49 
35 
30 
14 
13 
13 

8 
8 
6 
6 
5 
5 
5 
5 
5 
4 
4 
4 
4 
4 
3 
3 
3 
3 
3 

Total Percentage 
Residing in UA 

10.9 
38.3 

9.4 
33.2 
40.9 
19 .1  
17.3 
29.8 
37.8 
52 
58.1  

8.5 
19.4 
25 
15.6 
35.7 
34.8 
19.5 
27.2 
23.4 
40. 9 
10.5 
23. 5 
20.8 
17.4 

Source: Based on U.N. Department of Economic and Social Affairs, Population Division, 
World Urbanization Prospects 1 996 
(http :/ /www.undp.org/popin/wdtrends/urb/ furb.htm). 
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